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Another major Muslim country and the birthplace of the
renowned Islamic Development Bank (IDB) – Saudi Arabia
– comes into the spotlight of the country focus section.
NewHorizon talks to the specialists on the ground and
examines why the country hasn’t taken the top position among the world’s Islamic
finance hubs – despite its central location in the Muslim world and the presence of
the IDB – and what developments are shaping the Saudi finance sector.
We also look into the topical issue of access to money for pilgrims on the Hajj and
the Umrah pilgrimages and how it has been addressed, as well as scrutinise the
Shari’ah-compliant banking technology. Banks from around the world share their
experience in choosing and implementing dedicated solutions to support their
Islamic finance operations.
A must read of this issue of NewHorizon is an interview with Canada-based
academic, Dr Azeemuddin Subhani, about his ground-breaking paper (recently
presented at Harvard Business School) on the definition of riba.
And, as always, NewHorizon features all of the latest indispensable updates on the
Institute’s activities, including lectures, training programmes and associations with
other educational organsaitions from around the world. We have made a minor
amendment of dates on the cover of the magazine; you may have noticed that this
issue of NewHorizon is dated differently to the previous issues; as of now, the
magazine will feature forward dates.

Mohammad Ali Qayyum
Director General, IIBI
This magazine is published to provide information on developments in Islamic finance, and not to provide professional advice. The views expressed in
the articles are those of the authors alone. The Publishers, Editors and Contributors accept no responsibility to any person who acts, or refrains from
acting, based upon any material published in the magazine. The Editorial Advisory Panel exists to provide general advice to the editors regarding
matters that may be of interest to readers. All decisions regarding the published content of the magazine are the sole responsibility of the Editors, and
the Editorial Advisory Panel accepts no responsibility for the content.
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Islamic
Development
Bank eases
food crisis
The Islamic Development Bank
(IDB) has responded to the
global food crisis by earmarking
$1.5 billion in low cost loans to
those Muslim countries worst
affected. The IDB already
provided around $50 billion to
finance development projects in
the Islamic world. The bank’s
mission statement is to foster the
economic development and
social progress of member
countries, and the money is
intended to boost food security
and increase agricultural
production over the next five
years. It will reportedly be in the
form of a soft loan, i.e. cheaper
than the market rate.
Food riots have occurred in
numerous places recently,
including in Egypt, Pakistan,
Somalia and Yemen. Many
countries in the Middle East are
affected, and it is the poor who
suffer the brunt of the riots. The
rise in food prices has been
caused by increased global
demand, bolstered by countries
such as China and India, and
market distortions.
The money will therefore come
at an opportune time for those
affected. Saudi finance minister
and chair of the IDB’s governing
committee, Shaikh Ahmed Bin
Mohammad Al Khalifa, stated
that the five year programme
was intended to ‘help the least
developed member states reach
food security’.

NEWS

Sumatra, Indonesia

© Elena Pokrovskaya | Dreamstime.com

Most populous Muslim
country set for
lift-off in Islamic finance
Indonesia, the country with
the world’s largest Muslims
population (over 200 million
people), plans to issue new
Islamic finance laws which
are designed to encourage
foreign investment in the
burgeoning industry. Despite
being inhabited by ten per cent
of the world’s Muslim
community, Indonesia has so
far lagged behind countries
such as Hong Kong, Malaysia
and Singapore.
However, Dr Muhammad
Syafii Antonio of Indonesia’s
Central Bank and regulator,
Bank Indonesia, has publicly
stated that the country is
trying hard to transform its
image and grab a slice of the
$700 billion Islamic finance
market. ‘The issue of Islamic
bonds is a strategic instrument

www.newhorizon-islamicbanking.com

for the national economy’, he
says. Dr Antonio indicates his
hope that the new legislation
will increase Islamic
investment in the national
bond market from 2.3 per cent
now to five per cent in the
next two years.
Domestic Islamic insurance
(takaful) operators are also
hoping for a favourable
framework to be introduced
by the authorities. There are
currently over 40 providers of
takaful in the country,
although the sector anticipates
large-scale growth if Bank
Indonesia introduces
regulatory changes
accommodating this type of
insurance. (More information
on takaful in Indonesia can be
found in the ‘Takaful focus’
section of this issue, p14).

New takaful
venture
announced
for Egypt
Plans are afoot for a new joint
venture insurance firm in Egypt.
To be named Arab Orient
Takaful Insurance Company, the
initiative follows a similar
successful venture in Syria.
The new company will be the
product of an agreement
between Amlak Finance, the
largest real estate financier in
the Middle East, Arab Orient
Insurance Company PSC, a
member of Al Futtaim Group of
companies, and Abu Dhabi
Islamic Bank (Egypt).
A Memorandum of
Understanding has been in place
between the three outfits since
Amlak Finance’s successful
launch in Egypt in October last
year. ‘The Egyptian market has
always been a key attraction to
UAE investments, and with this
new partnership I am confident
of the future success of this
entity,’ said Arif Alharmi, CEO
of Amlak Finance.
Abu Dhabi Islamic Bank is
well placed to grow in the
Egyptian market since its
acquisition of National Bank for
Development in Egypt in 2007.
According to Khamis Buharoon,
chairman of the Abu Dhabi
Islamic Bank in Egypt, ‘this
partnership is reflective of our
strong commitment to the
Egyptian market, which
represents a key growth market
for the Abu Dhabi Islamic
Bank internationally’.
IIBI 5
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How quickly can the Islamic
finance industry grow?
Saleh Kamil, the chairman of
the General Council for
Islamic Banks and Financial
Institutions (GCIBFI) and a
prominent Saudi businessman,
believes that the Islamic
banking industry is growing at
35 per cent a year, with assets
of financial institutions
reaching $600 billion in 2007.
Kamil counts the number of
Islamic banks in 2007 to have
been 470, up from less than
300 in 2005.
However, Kamil’s highly
encouraging message was
tempered by the possibility that
the Islamic banking industry
might briefly become a victim

of its own success – because it
has grown so quickly, the
market place is low on
employees who have been
trained in Shari’ah-compliant
banking systems. Kamil
believes that of the 300,000
employees in the industry, 85
per cent lack knowledge of
Islamic banking because they
have studied conventional
banking systems. Kamil urged
that more should be spent on
investment in training and
education for Shari’ahcompliant finance. Kamil was
speaking at a seminar at the
annual conference of governors
of the Islamic Development
Bank (IDB) in Saudi Arabia.

Maltese authorities
examine Islamic finance
Malta

© Rui Vale De Soussa | Dreamstime.com

Malta, the English-speaking
archipelago in the
Mediterranean, may be on the
road to embracing Islamic
finance. The Malta Financial
Services Authority has released a
public consultation document on
the introduction of Islamic
finance, and plans to release a
similar document for Islamic
6 IIBI

bonds (sukuk) later this year,
with a further document on
takaful (Shari’ah-compliant
insurance) in 2009. The public
consultation document indicates
that Malta is considering
changes to allow Shari’ahcompliant financial services to
operate within the country’s
regulatory framework.

One step closer to British
sovereign sukuk issue
The British government has
taken yet another step towards
embracing Islamic finance, as
indicated by the third meeting
of its Islamic Finance Experts
Group (IFEG). Kitty Ussher, the
Treasury minister who chaired
the meeting of the IFEG, has
announced the government’s
positive conclusion to its
consultation on a sterling sukuk
(Islamic bond) issuance.
The detailed consultation had
been announced in November
2007 (NewHorizon,
October–December 2007
issue), following on from an
earlier consultation on sukuk
issuance. This latest
consultation has considered the
advantages, disadvantages and
risks of the government issuing
sovereign sukuk, as well as
some technical questions.
Ussher praised the worth of the
meeting of the IFEG, stating
that ‘today’s discussion has
emphasised both the importance
of the Islamic finance sector to
the City [of London] and the
government’s commitment to
ensuring the continued growth
of this important sector in the
future. The government is
determined to maintain its
momentum on work on Islamic
finance and to make clear to
stakeholders its commitment to
this industry.’
The key conclusions of the
responses to the government’s
consultation are as follows: the
government favours a ‘bill-like’
sukuk programme which could
be fully integrated with the

conventional treasury bill
programme, rather than a
‘bond-like’ sukuk, which the
balance of advantages and risks
does not favour; a rolling
programme of around £2
billion ($4 billion) sukuk
issuance should be achievable;
and a basic ijara structure
would be the best way to
facilitate sukuk issuance.
The government, in
collaboration with the IFEG,
plans to publish a paper
detailing UK strategy on Islamic
finance by the end of 2008.
Meanwhile, the government will
continue to resolve outstanding
issues to ensure that there would
be a level playing field for
Shari’ah-compliant and
conventional finance before
issuing sovereign sukuk.
The government will publish
another update of its progress in
the next pre-budget report.
In parallel with the work of the
IFEG, National Savings and
Investments (NS&I), the
government body which issues
conventional governmentbacked bonds to the public, has
also presented the findings of its
own study into the feasibility of
issuing retail Islamic financial
products. The study included
issues such as consideration of
the costs involved and of the
potential size of the market for
retail Islamic financial products.
NS&I has decided that it is too
early to offer Shari’ahcompliant products, and will
repeat the study again once the
government’s position on
sovereign sukuk is clear.

www.newhorizon-islamicbanking.com
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Islamic finance competition heats up in Kenya
Kenya has finally welcomed a
second Shari’ah-compliant bank
into the country. First
Community Bank is a
standalone Islamic bank which
was licensed by the Central
Bank of Kenya around a year
ago, and has just opened its
doors. It will compete with Gulf
African Bank, another Shari’ahcompliant bank and the
country’s first, which opened
for business in January.
Both banks had been hit by
delays. NewHorizon previously
reported that First Community
Bank opened for business in May
2007, while Gulf African Bank
was originally intended to open
in April of that year. However,
registration procedures appear to
have delayed the deployment of
both banks.
First Community Bank will have
an approved capital base of

KES1 billion ($16 million), and
will have a 51 per cent Kenyan
shareholding. It will offer
current, saving and investment
deposit accounts as well as asset
and services financing.
First Community Bank will
target both Muslims and nonMuslims according to Nathif
Adam, the bank’s CEO. The
Kenyan Islamic banking market
has already attracted the
interest of large banks such as
Barclays, Kenya Commercial

Bank, I&M and Dubai Bank,
all of which offer Shari’ahcompliant products.
With two new Islamic banks
opening in a relatively short
space of time, as well as the
efforts of the international
banks, growing competition in
Islamic finance should be
good news for Kenya’s large
Muslim community, which is
roughly six million people
strong, a quarter of the
country’s population.

Nairobi, Kenya

© Vladimir Kindrachov | Dreamstime.com

The fund’s bylaws will be
amended to make it mandatory
to submit audited accounts and
pay the required share. Al
Muhairi has indicated that the
purpose of centralising the
funds is to streamline the
process of distribution.
Previously, companies were
expected to distribute their
share of zakat directly to
charities and the needy.
Muhairi expects the response
from Islamic companies to be
favourable, and has also hinted
that non-Islamic companies
with large Muslim

www.newhorizon-islamicbanking.com

Two Bahraini firms, Ithmaar
Development Company and
Arabian Ventures, along with
Kuwaiti outfit Al Safat
Investment Company, have
launched a Shari’ah-compliant
$500 million Latin American
Real Estate Fund.
The fund will target real estate
assets in Brazil, Argentina,
Colombia, Mexico, Ecuador,
Chile, Venezuela and Costa
Rica, among other destinations,
and will initially have a five
year term.

Zakat revamped in UAE
The United Arab Emirates
(UAE) has announced plans to
centralise the management of
its zakat fund. Zakat collects
tax from Muslims as a
percentage of their wealth.
Abdullah Bin Aqeeda Al
Muhairi, secretary general of
the fund, has announced that
local Islamic banks and
companies will have to pay 2.5
per cent of their net operating
capital to the fund from the
beginning of next year. Al
Muhairi has said that eight
Islamic banks would be
included among those that will
have to make zakat payments.

Middle
Eastern
Islamic
investors
target Latin
America

shareholding may be expected
to pay zakat in years to come.
Zakat, the principle of
distributing wealth to the needy,
is one of the five pillars of
Islam, and is seen as a way of
purifying wealth. Al Muhairi
has said that ‘scholars infer that
zakat purifies a Muslim’s wealth
and also suppresses ego,
jealousy, greed and miserliness.
It is not a form of tax but rather
a divine duty and considered as
a right of the poor over the rich,
not a charity.’ Zakat helps
confirm Islam’s status as a
religion based on social welfare.

The three companies will look
to take advantage of the real
estate and commodity boom
which has seen regional trade
grow at ten per cent in the last
few years, and the population
climb. The venture also reflects
Middle Eastern confidence in
the economy in that part of the
world, which, after a few false
starts in the past, is now
growing healthily.
CEO of Arabian Ventures,
Mishal Al Jarallah, puts the
growth down to more market
friendly policies and political
stability, while Waleed Ahmad al
Sharhan, chairman of Al Safat
Investment Company, believes
the continent is entering a period
of ‘stability and productivity’.
IIBI 7
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Islamic
account for
Tanzanian
Muslims
Kenya Commercial Bank (KCB)
has been given the green light by
the government of Tanzania to
market its Amanah Islamic
banking suite.
The government’s approval will
allow the bank to introduce
Shari’ah-compliant loan
products. There is, to date, no
Shari’ah-compliant finance in
the country, and strict banking
regulations seem to have
deterred entrants until now.
KCB will introduce a new
account known as the KCB
Amanah Account. Head of
liabilities at the bank, Osman D
Ahmed, told a local newspaper
the bank believes there is a
potentially lucrative market for
Islamic finance in Tanzania, and
the account is similar to
offerings which thrive in other
Islamic countries, such as Egypt
and Sudan.
As demanded by the National
Muslim Council of Tanzania,
the KCB will establish a
Shari’ah advisory board and
Shari’ah compliance officers.
Tanzania sits on the southern
border of Kenya. It is home to
40 million people, of which a
large number are Muslims.
Estimates of the proportion of
Muslims in the country range
from one third to one half,
suggesting a large opportunity
for the Islamic banking industry.
8 IIBI

First Islamic ETF for Singapore
The first Shari’ah-compliant
exchange-traded fund (ETF) in
Singapore has begun trading.
Known as the Daiwa FTSE
Shariah Japan 100, it was
launched jointly by Daiwa
Asset Management (Singapore)
and the Singapore Exchange
(SGX). The fund will also be
Daiwa’s first ETF in Singapore.
Of Japan’s largest and most
liquid companies, the fund
will only track those which
comply with Islamic financial
principles. These will
collectively be known as the
FTSE Shariah Japan 100 Index.
Yasaar Limited, a global

Shari’ah consultancy firm
which offers Shari’ah
compliance services, will be
tasked with the Shari’ah
screening of companies at fund
level. At present, holdings in
the fund include Toyota,
Nippon Steel, Mitsubishi
Electric, Komatsu, Canon and
Nintendo. To be included in the
fund, companies must not only
avoid haram activities (such as
products related to alcohol),
they must also have acceptably
modest levels of debt.
The new ETF will provide an
extra option for Islamic
investors in Japan and

Singapore, and it will also
provide a low-risk option for
investors with reputable, large
and well-known Japanese
companies. Daiwa therefore
expects that the fund will
appeal to non-Islamic
conventional investors
worldwide, as well as nonIslamic ethical investors.
The Singapore Exchange’s
executive vice president and
head of development, Chew
Sutat, believes demand for
Shari’ah-compliant investment
has risen thanks to the increased
attention of rich Islamic
investors from the Middle East.

Central Bank of Bahrain to offer Islamic
liquidity instrument
The Central Bank of Bahrain
(CBB) will launch the Islamic
sukuk liquidity instrument (ISLI),
an Islamic financial instrument
that has been developed jointly
with the Liquidity Management
Centre (LMC), a Bahrain-based
organisation which provides
asset sourcing, structuring and
market making capabilities.

Dr Abdul Rahman Saif,
executive director of banking
operations at the CBB, stated
that ‘the development of the
uniquely-structured ISLI
represents a major
breakthrough for the Islamic
finance industry worldwide,
and will significantly enhance
the sukuk market’.

The ISLI is designed to allow
conventional and Islamic financial
institutions to access short term
liquidity against government
backed ijara sukuk (bonds),
which are issued by the CBB.

The purpose of the CBB’s
strategy is to create a deeper
and more liquid sukuk market,
which should stimulate and
promote a more active Islamic
finance market. The ISLI will be

enabled because, to achieve this,
the market needs a multiplicity
of short and long term
instruments with which to
manage liquidity. The
instrument has been endorsed
by the Shari’ah boards of the
CBB and LMC.
To date, the CBB has offered a
total of 14 issues of ijara sukuk,
totaling over $2 billion. The
CBB issues two sukuk a month,
one of a three month tenor, the
other of six months. The most
recent is listed on the London
Stock Exchange.

To stay up to date with all the news in the Islamic financial sector, visit the Breaking News section
of the NewHorizon website at www.newhorizon-islamicbanking.com
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A new take on riba
Dr Azeemuddin Subhani spent nearly three decades working as a financial advisor in the Saudi
oil ministry. Though he worked in a conventional financial environment, he nevertheless
harboured a passion for Islamic finance and law. When he retired in 1999, he took the
opportunity to study it at McGill University in Canada. He finished a PhD in Islamic Law and
Finance in April 2007. He has since presented his thesis, in which he provides a new definition
of the concept of riba, at Harvard Law School in the US, where it is currently being edited for
publication. Dr Subhani has been publicising it for a couple of months now, in which time Sheikh
Nizam Yaqubi, a prominent Shari’ah scholar, has offered to translate it into Arabic and distribute
it to libraries across the Arabic world. Others have offered to translate it into Turkish and Urdu.
Here, Dr Subhani explains to NewHorizon what he thinks the true meaning of riba is all about.
NewHorizon: What is the background of
your thesis?

Dr Azeemuddin Subhani

Dr Subhani: If you survey Islamic literature,
you find that the whole question of the
prohibition of riba has been dealt with at a
very cursory level. None of the scholars
have really gone into the depths of the issue
as to what the real meaning of ‘riba’ is, and
why there is such a strict idea of the
prohibition of riba in the Quran. This sin is
treated as the greatest of all sins, and the
Quran lays down very graphic punishment
for any human indulgence in riba.
But nobody gives us an exact explanation as
to why the financial or economic act of riba
carries such characterisation as the greatest
of sins. The Quran threatens humankind
with eternal hellfire for those who indulge
in any act of riba. So my question became,
why? What is at stake here? Is riba just a
financial and economic sin?
There are more serious economic crimes,
but they do not attract such punishment in
the Quran. If riba, or interest, is usurpation
of wealth from the poor to the wealthy, at
least there is consent from both parties.
You can have a usurpation of the same
wealth from poor to rich by fraud or
deception, which is theft. But theft does not

10 IIBI

carry such serious punishment in the Quran.
You can do even worse – you can rob by
force, or by murder – but this most grievous
of impacts on a fellow human being does
not attract such serious punishment as riba
does in the Quran.
The punishment is clearly out of line with the
gravity of the perceived sin – perceived as it is
as an economic or financial sin. This plainly
goes to show, at least to me, that the act of
riba is not solely an economic paradigm.
It does not belong in that category.
So what is your answer for the discrepancy?
I asked myself, what is the intrinsic
characteristic in the process of riba? For this I
used a linguistic analysis of the Quran which
has not been attempted before in this area.
My conclusion is that, if you analyse the act
of interest taking and some other verbal
applications of riba in the Quran, you will
find that the Arabic term ‘riba’ basically
means growth from a process of self
generation. ‘Riba’ is one agent acting on itself
to produce growth. Money begetting money,
as Aristotle might say, is the obvious
example. Without the intervention of any
other agent, money can just keep on growing.
You just put it in a bank account, and even if

www.newhorizon-islamicbanking.com
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the bank does nothing with that money, you
can come back at the appointed time each
month and collect the interest. That process
theoretically can continue for an eternity.
It is this element of self generation which is
the conspicuous characteristic underlying
riba. When we talk of self generation, we
are close to talking of self emanation, of self
subsistence, and eventually eternity. And
these ideas are absent in other economic
crimes. This explains the discrepancy, and if
you look at these attributes, they are clearly,
and very obviously, divine attributes. They
are not in the human gift.
Therefore, I submit that any human
indulgence in any act of self generation,
which includes interest taking, is a
transgression of the divine domain. Any
transgression in the divine domain is an act
of shirk, an act of idolatry, an act of
polytheism. And this is the only reason which
can possibly explain why the Quran provides
such graphic, otherworldly punishments for
committing an otherwise worldly sin.
Is there anything else in the Quran that
supports your definition?
Yes. This whole principle of self generation
and intra-action by one agent on itself is
well documented in Islamic tradition. There
is a prophetic saying from the popular
books of the Hadith such as Sahih Bukhari,
which says that the sin of committing riba is
worse than committing incest with one’s
own mother. This Hadith is well received in
Islamic tradition. But when scholars have
been asked what this association of riba
with incest means, they simply cannot
explain beyond asking, ‘can’t you see the
moral and ethical connotations? The
Prophet is trying to create an extreme
revulsion in you for the practice of riba.’
But look at it slightly more philosophically.
Consider what is happening when a man
commits incest with his own mother. A man
is incapable of reproducing by himself, but
if he commits incest with his own mother,
he is coming as close as possible to
becoming his own father, or fathering
himself once again. The closest he can come
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to reproducing himself is to reproduce with
the one who produced him in the first place.
So the Prophet associates incest with riba to
emphasise the extreme intra-activeness and
self generation of the act of riba.
There is also another injunction in the
Hadith, a prophetic saying which states that
riba has 72 chapters and so does shirk, or
idolatry. This saying establishes an
equivalence between polytheism and riba,
which scholars have included in their
writings but never commented on.
There is more evidence if you look at the
linguistic root of the word. The linguistic

INTERVIEW

definition to a financial practice. When we
analyse a financial document, we simply
look for the presence of interest as such.
And if there is no word ‘interest’ in the
document, we are satisfied. We can declare
that document to be Shari’ah-compliant.
But under my more intrinsic definition, you
have to look not just for interest but for any
exchange of homogeneity, any exchange of
homogeneous items in a business
transaction where an increase is taking
place. That exchange would also become
riba. Any exchange of homogeneous items –
money for money, commodity for similar
commodity – if it involves an increase,
would be under the sanction of riba.

Any human indulgence in any act of self
generation, which includes interest taking, is a
transgression of the divine domain.
root of ‘riba’ is strikingly similar to that of
‘Rabb’. They are not the same but they are
cognate roots. And ‘Rabb’ is the Arabic
word for ‘Lord’. Moreover, nobody has
commented on this but the Quran also
declares riba to be ‘harrama’ (2:275). The
Arabic verb ‘harrama’ in its emphatic form
means, to prohibit something because it is
out of bounds for you, or because it is
sacred. So there is nothing intrinsically evil
about riba. Yes, the practice of financial
riba may have some evil effects of
exploitation or injustice. But it may not in
other cases. What this means is that it is not
prohibited because it is an evil practice, but
because it is a divine practice.
To contrast this, the practice of maysir,
which is gambling, has not been declared
harrama or sacred. It has simply been
declared as something to be avoided because
it is evil. Avoidance of gambling, which is
the second foundation of Islamic finance, is
not on the same religious or theoretical level
as riba is. It is simply a satanic act. It has not
been declared sacred like riba has.
So what impact would your definition of
‘riba’ have on Islamic banking?
When we restrictively translate ‘riba’ as
interest/usury, we are narrowing the

My definition will establish the proper
understanding of the concept of riba, and
will explain the severity of commissioning
riba. Nobody will be able to summarily
dismiss it as purely a financial matter. Once
you have this explanation, you’ll think
twice about a dismissive reaction. But the
definition will simplify the practice of
Islamic finance. It will provide one guiding
principle, which is that in order to look for
riba you must look for any instance of self
generation. That is riba, and you must stay
away from it. What you shouldn’t do is get
into a semantic debate about the definition
of usury, what it used to be and what it is
now. All that semantic debate leads
nowhere. It doesn’t explain the theology of
the concept. My definition gives a simple
litmus test of what is riba and what is not.
Once you define riba in this broad sense, there
are other acts of riba, not just financial ones.
Human cloning is one act of biological riba.
Incest is another easily identifiable example,
the nearest one can come to self generation.
Why has the extant scholarship missed this
concept?
The only plausible explanation is that
scholars, especially modern scholars, have
looked at the question of riba only by asking
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what the most likely financial practice was
at the time of the revelation of the Quran.
They have tried to connect all the
prohibitions of riba to those perceived
financial practices, on which ironically there
is no historical agreement. There is complete
disagreement as to what those financial
practices were. Once you take a contextual
approach, it becomes very shallow, and you
completely ignore the deeper philosophical,
metaphysical and theological aspects behind
these divine injunctions.
It is generally characteristic of the tendency
among interpreters of the Quran to shun
philosophy. That attitude has in my opinion
contributed to shutting out this whole field
of philosophical thought which is behind
the Hadith. The Quran invites scholars to
reflect on it. Scholars should interpret it and
benefit from it.
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What is the wider impact of your definition
on your beliefs?
Interest or usury is only one instance of
riba. There is a Prophetic saying which
states that there are 72 chapters of riba.
The financial definition is only one of them.
There are therefore multiple, even if the
number 72 is used figuratively, applications
of riba in human behaviour. But there is
also the act of bay’. This is a bilateral
exchange of give and take. Procreation is an
act of bay’, because it takes place between
two opposite agents, male and female. The
Quran is replete with assertions that
humanity, indeed everything, is created in
pairs, and invites man to reflect on it.
The Quran says Allah has prohibited riba
and permitted bay’ (2:275). This provides a
very golden rule of human behaviour.

angels are all models of singularity. The
introduction of duality came in the form of
Adam and Eve, or riba and bay’. God
created them to see how interactively they
behaved on this planet while they are here,
and forbids that they indulge in any activity
of singularity, which even smells of divinity.
God created humanity to test the duality
model on this earth, with the full interplay
of free will. The very first sin of riba was
committed in the Garden of Eden where,
prompted by Satan, Eve and then Adam
transgressed by tasting the fruit of the
forbidden (sacred, out of bounds) ‘Tree of
Eternity’. Consequently, humanity was
consigned to this earth to prove that even
under divinely granted free will it can shun
riba and practice bay’ in order to eventually
regain eternal entry into the Garden of
Eden. This explanation makes my thesis the
Grand Unifying Theory of religion.

How has your theory been criticised?
The entire effort on my part has been to
give hermeneutical balance between the
enormity of the sin and the severity of the
punishment for committing the act of riba.
The only concept which balances the sin
and the prescribed punishment is that riba
is a transgression into the divine domain.
The implication is that anyone indulging in
riba is not a monotheist, as they are
transgressing in the divine domain. The
question I get asked is, are you accusing us
of being polytheists or idolaters? This is a
delicate question. But a distinction has to be
drawn between the act itself and the actor.
My whole thesis is, the act of riba itself is
an act of denial of monotheism. But this
doesn’t mean anybody indulging in it is a
polytheist. He has his own set of beliefs.
Any believing monotheist would never
knowingly do it, and now he is being told,
‘do not do this because it is an act of
polytheism’. I’m not passing judgment. I’m
just a researcher who has come up with this
explanation. I repeat, the important thing is
to distinguish between the act and the actor.
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None of the scholars have really gone into the depths
of the issue as to what the real meaning of ‘riba’ is...
Stay away from intra-action or self
generation, and indulge in interaction. Bay’
is the mother of all contracts in Islamic law.
The contract of marriage is also the contract
of bay’. Bay’ leads to trade, and because of
this, Islam is a champion of business and
commerce. The Prophet himself was a
trader. The Quran is replete with
commercial terms. There is nothing wrong
with business and trade, and the only thing
Allah demands you stay away from is self
generation, in addition to certain named
products. Once you do that the whole
subject will become very easy to operate.
And once you start thinking along these lines
– that there exist two injunctions, stay away
from riba and indulge in bay’ – the whole
field of human life becomes clearer, as to
what you are supposed to do in this world.
It explains the purpose of human creation
itself. Before the creation of humanity,
singularity prevailed. God, Satan and the
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TAKAFUL FOCUS

Growing the market
Despite having the largest Muslim population in the world, the takaful market in Indonesia is still
relatively small. NewHorizon looks at what one company is doing to change this.
You would have thought that selling Islamic
financial products in the country with the
largest Muslim population in the world
would be like shooting fish in a barrel… but
you would be wrong. Despite Indonesia’s
massive Muslim population (more than 200
million of the 235 million population
regard themselves as Muslim), there are still
several hurdles for it to overcome before it
can stand shoulder to shoulder with its
neighbour, Malaysia.

Saiful Yazan Ahmad,
PT Syarikat Takaful Indonesia

One area where this is particularly apparent
is in Islamic insurance. ‘If we talk about the
takaful market in Indonesia relative to the
neighbouring Malaysia, it can be considered
really small and very passive,’ says Saiful
Yazan Ahmad, president director of PT
Syarikat Takaful Indonesia. In his opinion,
the market is ‘not that aggressive and there’s
still a lot to be done’.
The country has more than 40 providers of
Islamic insurance. However, of these only
three are fully-fledged, with the remainder
being Islamic windows in conventional
insurance companies. And Ahmad can see
that takaful is clearly lagging behind its
conventional rival.
There are several reasons apparent to him
as to why Shari’ah-compliant insurance is
still playing catch-up. One major reason he
can see is a lack of what he describes as
‘human capital’. ‘At this point in time,
takaful doesn’t have sufficient people who
are experts in the technical know-how.’ A
second problem is with the readiness of the
consumer. ‘The market penetration overall
for conventional and takaful insurance is
less than ten per cent, as opposed to other
countries with 15 to 20 per cent
penetration,’ he explains.
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There is a positive note to both of these
problems; if you solve the first, then the
second will naturally follow. ‘Awareness
needs to continue to be done aggressively to
create awareness of insurance and Islamic
insurance. Then awareness of the
differences between Shari’ah and the
conventional,’ says Ahmad.
Another hurdle for the industry to overcome
is the challenge of finding Shari’ahcompliant opportunities to invest takaful
funds in. ‘One of the factors that means
takaful can not move very fast in Indonesia
is a lack of Islamic investment instruments
like sukuk. We have some difficulties to find
the best returns that are Shari’ah-compliant
in Indonesia.’ There is no such problem for
conventional insurance, as it has offered
more choices and investment opportunities,
and Ahmad feels this is an area the
government needs to look at.
There is one further problem that the
industry needs to overcome – the regulatory
framework. ‘Even though the first takaful
company has been established for 14 years
already, there is no law on Islamic insurance
in Indonesia today,’ explains Ahmad.
He describes this as a major problem.
‘What we are writing on is under
conventional law. There are quite a number
of differences from Islamic law; there are
different areas accounting wise, how we
treat the investment and how we treat the
profit sharing.’
There is a light at the end of the tunnel
when it comes to Indonesia’s lack of a
takaful act. Ahmad has met with the
regulators on several occasions to discuss
the law, and it would seem that they are
listening. ‘I believe they are doing
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something, but I don’t think it will be out
soon. It will be two to three years down
the road.’
If the Indonesian regulators are to act on
these discussions and bring in laws relating
to takaful, then Ahmad believes they don’t
have far to look for the way it should be
done. ‘If you are talking about takaful,
Malaysia is the role model. The government
gave full support for all Islamic finance,
takaful, as well as banking and capital
markets. It has invested a lot of money to
ensure that Malaysia becomes the financial
hub in the region, and hopefully globally.’
It’s not just the support that the government
gives the industry that Ahmad is impressed
by; it is also the regulatory structure.
‘Malaysia should be the role model for the
regulatory framework, and how the
takaful operators market and develop
the products.’
Malaysia does indeed have a strong and
vibrant takaful industry. As a market, it is
proof of what Islamic finance can achieve
with the right levels of support from
regulators. This is not lost on Ahmad. He
believes it is not only the Indonesian market
that should look to the country for
guidance. ‘I know Dubai tries to emulate
Malaysia, I don’t want to say which one is
the best, but at this point in time, perhaps
Malaysia can be the role model globally.’
Despite a slow start, takaful in Indonesia is
beginning to make progress. Currently the
best way takaful providers have found to
get their products to market is through
pairing up with banks to offer
‘bancatakaful’. This, claims Ahmad, is one
of the lowest cost distribution channels for
insurance companies. It also provides
benefits for both parties through crossselling. ‘My company works very closely
with all the Shari’ah banks,’ says Ahmad,
‘we have some joint development products
for Islamic banking and takaful.’
Currently, the product that Ahmad sees the
highest demand for is investment-linked
takaful. This, he claims, accounted for
around 30-35 per cent of his company’s
revenue in 2007. And with demand still

www.newhorizon-islamicbanking.com

high this year, he expects this product to
continue being a big seller into next year.
He can also see a distinct demand for health
and medical takaful.
Getting takaful products into the market
through the Islamic banks is a good start,
but Ahmad knows that more still needs to
be done. ‘Insurance, especially at the
infancy stage, depends a lot on the
insurance agents. If you see all the
successful insurance companies, one of the
critical success factors is the number of
intermediaries or agents. The more they
have, usually the higher their business
growth.’ It is because of this that he believes
his company can’t run away from recruiting
as many agents as possible. ‘In order to
boost our market share, we need to recruit
as many qualified agents as we can.’
Of course recruiting more agents should
only be the first stage for growing the
business. What Ahmad sees as one of the
‘critical success factors’ is staff
development. ‘We have to make sure the
development of agents is very effective in
terms of training and product knowledge.’

TAKAFUL FOCUS

One thing is clear – Indonesia has a huge
potential market to be tapped into. With
87 per cent of the population being Muslim
takaful should be the insurance product of
choice in the country. This is something
Ahmad is keenly aware of, ‘I see a huge
potential for Indonesia. The domestic need
for Islamic insurance is huge. I foresee that
if you have the right ingredients, the
regulatory and human capital, Indonesia
can maybe overtake the big players in
other countries.’
The only way that the country can achieve
this and become a dominant force in Islamic
finance, is for the government to take
action. It needs to take a long hard look at
the regulatory challenges that the takaful
providers are facing, and tackle these
through producing a dedicated takaful act.
With proper top level support, and
increased public awareness, there is no
reason why this country could not move
into the group of leading players in
Islamic finance. The market is there, it
just needs to be given the opportunity
to flourish.

I foresee that if you have the right ingredients, the
regulatory and human capital, Indonesia can
maybe overtake the big players in other countries.

Linked to this, Ahmad also champions
good customer services as a way to build
the business. ‘You let your customer go
through a pleasant experience with an area
to provide the services.’ This concept is true
not only for the issuing of policies, but also
when it comes to claims as well.
For Ahmad, the key to achieving this is
having a good IT infrastructure in place.
‘We have to ensure the IT is the latest and
the fastest so that we can issue the policies
in the shortest period of time. We also have
to ensure that the policy holder doesn’t
have any bad experiences when it comes to
turnaround time for claims being made.’
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CASE STUDY

Principal payments
The issue of access to money for pilgrims on the Hajj and Umrah pilgrimages has been addressed
through an Islamic Payments Switch. James Ling, NewHorizon’s contributing editor, reports.
‘Whether or not the monies are deemed to
be Islamic or free from interest, that doesn’t
arise under Swift.’

For Muslims the annual pilgrimage to
Mecca, the Hajj, is an obligation that must
be carried out at least once in their lifetime.
Every year Muslims from all over the globe
make the journey to Saudi Arabia and
perform a series of ritual acts. The
pilgrimage takes place in the twelfth month
of the Muslim calendar, and in December
2007 an estimated two million pilgrims
took part.
One of the problems that pilgrims face
when they get to Mecca is getting access to
their money. The solution for many has
often been to take large amounts of cash
with them, but there is a degree of personal
risk to carrying large quantities of money.
The alternative to this has been using
travellers cheques, but money changers
charge a high premium for the service. The
other option was by using cards on
MasterCard’s Cirrus or Visa’s Plus networks
to withdraw money from the local ATMs.
The problem with this is these cards are
usually credit cards that incur a cash
advance fee as well as the ATM withdrawal
fee, this extra charge is deemed un-Islamic.
Pilgrims needed a solution where they could
get access to their money from the local
network whilst not going against their faith.
One possible solution has come out of
Malaysia. It has a strong presence in the
Islamic banking industry, and Prime
Minister Abdullah Ahmad Badawi has
declared that he wants Malaysia to become
a hub for the Islamic finance world. The
country also has a large Muslim population;
around 100,000 Malaysians take part in the
Hajj every year. The combination of these
factors led Malaysian payments company, eKencana, to create an Islamic Payments
Switch (IPS). The company decided ‘it
would be a good idea to start a retail basis
switch in Malaysia that could bridge the
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Shazad K. Sultan,
e-Kencana

Islamic world’, says e-Kencana managing
director Shahzad K. Sultan. ‘If e-Kencana
could get involved in that, at least it would
position Malaysia as some sort of hub for
Islamic retail payments.’
Malaysia would seem like a natural choice
for a country to host the IPS as it wants to
position itself as a moderate Muslim country.
‘Malaysia is a very serious country when it
comes to Islamic banking. Creativity within
the world of Islamic banking is always being
tested and refined,’ says Sultan. ‘We are here
to grow Islamic banking from Malaysia, it’s
a national task, we have to build Malaysia
into an Islamic financial hub of the world.
Our Prime Minister wants it, so we aim to
give it to him.’
There was a definite decision made to focus
on the retail side for this switch. ‘As far as
bank-to-bank dealings are concerned, all
banks are Swift members today, so we don’t
need to replicate that,’ says Sultan.

The switch was designed to segregate retail
money into Shari’ah-compliant funds and
those that do not adhere to Islamic beliefs.
This was done ‘so the everyday depositor
could know whether the monies coming out
of an ATM or POS network would be free
from usury’, says Sultan. It was hoped that
the switch would ‘revolutionise the financial
infrastructure and systems for pilgrims
visiting Mecca’, says Jeremy Wilmot, Asia
Pacific president for ACI Worldwide
(an international provider of payments
technology), and ‘provide efficient payment
channels and encourage economic growth
between Islamic countries’, he continues.
The product idea resulting from this was
the Al Musafir card (musafir means
‘traveller’ in Arabic). Before they travel,
Malaysian pilgrims would be able to load
cash in Saudi Riyals onto the prepaid card,
this could then be used to withdraw money
from the Saudi ATM or POS network, with
the switch facilitating electronic funds
transfer. This prepaid travel card would be
aimed primarily at the mass market annual
pilgrimage of the Hajj, but also the lesser
Hajj, the Umrah pilgrimage, which occurs
throughout the year. ‘There’s enough of a
world market who will be able to buy a
prepaid card or an international deposit
card and use it at ATMs,’ says Sultan.
To make this idea a reality e-Kencana
would need to partner with banks in both
countries. The payments company needed
to work with banks due to ‘issues of audit
trail, money trail and money laundering’,
says Sultan. ‘Going with a bank you can
adhere to KYC (know your customer) and
AML (anti-money laundering) laws.’
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The solution to this came in the form of
Al Rajhi Bank. The bank is the largest retail
bank in Saudi Arabia, and had also opened
up a subsidiary in Malaysia.
The bank ‘jumped in straight away’, says
Sultan. By being able to charge an ATM
withdrawal fee on all transactions, it was
an opportunity for the bank to get a return
on its investment for its network.
‘By getting the rest of the Islamic world to
withdraw from its ATMs, use its POS, and
be able to charge for it, it represents a
good cost recovery,’ explains Sultan.
‘Its shareholders were ecstatic.’
The next stage was to select the technology
to power the IPS. This meant ‘trying to
match Islamic principals against the growing
need for technology in banking’, says Sultan.
He believes it’s difficult to have faith-based
banking and get the top-end out of
technology designed for making money from
interest, ‘but funnily enough it was possible’.
There was a rapid, one month selection
process, evaluating several vendors before
selecting the Base24 payment engine and
Card Management System from ACI
Worldwide. ‘Most banks worldwide were
already using Base24,’ says Sultan. ‘There are
other solutions in the world but ACI was
robust, it had the backing of the international
banking community,’ he says. ‘There was
already a support system there; it was decided
to latch on to that support system. It was
basically a speed to market strategy.’

dealt with a lot of customisation and a lot
more time being wasted getting to the
market,’ says Sultan.
With a fixed go-live date of the Hajj in
December 2007, the system needed to be up
and running quickly. It was a six month
implementation project, which Wilmot
describes as having ‘no major problems’.
He attributes this to ‘close co-operation and
teamwork between ACI, Al Rajhi
and e-Kencana’. The switch went live ‘in the
latter part of the Hajj period’ in December
2007, says Wilmot. Because of this ‘the first
Hajj period saw start-up volumes’, he
continues. Sultan puts this small initial
traffic down to ‘not having enough time to
properly market the product’. However,
Wilmot is upbeat about the future use of the
IPS. ‘The traffic during the go-live month
showed a steady growth in transaction
volumes. It is anticipated that the coming
Umrah and the next Hajj periods will see a
strong leap in transaction volumes.’
The switch has been designed with large
transaction volumes in mind. ‘The system’s
capacity will easily manage two million
transactions a month, and has been sized to
manage a peak of five transactions per
second,’ claims Wilmot. ‘It is ready for the
projected transaction volumes and is well
benchmarked for the next Hajj,’ he continues.

By selecting ACI Sultan feels there is a
certain level of transparency which will
enhance perceptions of the switch. ‘Because
our system is ACI-based it goes through all
the channels where all the world authorities
get to see everything going on in a
transparent basis. The net effect is the
Islamic world is getting together with the
system of the west, and in a sense gives
confidence to the west.’

With the IPS now up and running,
partnership seems to be the name of the
game for Sultan. ‘What I want to do is
work together with Cirrus and Plus, and
work on a switch-to-switch level to cordon
off money with usury, and money without,
to be able to segregate Islamic and
conventional.’ He believes that this kind of
partnership would be an enticement for
other banks to join the IPS. ‘Banks, like
Citibank, that really want to join the
Islamic payments system for their Islamic
banking customers, can do so without
worrying about other points of access.’

The decision also meant that expansion of
the IPS would be easier. With a large
number of banks using the same system it
would be easy to link these to the switch.
‘If we had gone with another proprietary
product then we would have had to have

International growth is clearly the next
stage for the IPS. According to Sultan, it is
foreign banks rather than the local
Malaysian ones that are seeing the value of
the IPS. But this does not discourage him:
‘I’m happy because it’s an Islamic payments
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switch that’s supposed to be global in
nature, so let the players be global.
If Citibank can do more for this than a
local Malaysian bank, then so be it.’
The first target for this international
expansion is Indonesia. It has the largest
Muslim population in the world, and would
be an easy first link because ‘all the banks
there have ACI’, says Sultan.
The long-term goal for the IPS is to use it to
allow domestic Malaysian and Indonesian
cards to be used in the Saudi ATM network.
However, in the short-term the plan is to
use Al Rajhi Bank Malaysia-issued Al
Musafir cards to ‘flood the market, not just
in Malaysia, but Indonesia, Pakistan and
Bangladesh too’, says Sultan.
The prepaid card is just one of the projects
which Sultan is planning to use the IPS for.
Despite Wilmot saying the IPS ‘is not a switch
for international money transfers’, Sultan
believes it could be used for just that. ‘The
future is to use the same network for crossborder remittances’. He is counting on the
large Indonesian migrant labour force
working in the Middle East. ‘It’s very hard for
them to send money home. If it’s a matter of
going to a cash deposit machine, slotting in
your card putting in your cash and walking
away, and the beneficiary using a card to pull
out the cash from the nearest ATM. This
would make things easier for the people.’
Sultan insists that despite the name, the IPS
has not been designed only for one group.
‘It’s not just Muslims, very religious
Christians and Jews also tend to adhere to
the principal of monies being free from
usury. e-Kencana had a lot of enquiries
from the Vatican-controlled banks; they’re
very interested in how we position a
network that can be free from usury.’ This,
he claims, was the reason to start the IPS.
‘It’s not so much for the Islamic world, but
it’s to make sure we had a network that
could be free from money which was being
invested in unknown entities, or of a
usurious nature.’
This spirit of inclusion is something that
Sultan is keen to promote. ‘I’d be very happy
if the whole world used the network without
discrimination at all. I don’t want to be
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funnelling the market towards Muslims only, I
want to encourage everyone.’ This, he claims,
is one of the reasons to partner with the other
networks. ‘It’s about convergence; it’s about
getting the Muslim world to participate more
and more, and getting more transparency.’
The IPS is intended to ensure pilgrims have
one less thing to worry about on their
journey. ‘One of the preconditions of Islam,
according to the Prophet Mohammed, is to
make things easier for the people; it’s all
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about serving the people,’ says Sultan.
‘The IPS is a manifestation of the Malaysian
ideal; to turn Malaysia into an Islamic
financial hub; to show that Islam is a
peaceful, dynamic, go-getter religion; that
Islam contributes to other communities
without putting them at a disadvantage and
claiming superiority for themselves,’
he continues.
With the switch having completed its first
Hajj, Sultan is hopeful it can build on this

for future years. ‘We want this project to be
a success. We don’t know where it will go,
but we’re hopeful it will be a success.
We feel there is enough of a market
demand.’The key idea behind the IPS has
been to make life easier for pilgrims, and it
has gone some way to achieve this. The
next step will be to get buy-in from more
banks, and form a larger network. If this
can be achieved, then this technology could
be used to make travelling safer for millions
of pilgrims around the world.

Hawala
Not all transfers of money go through the
recognised banking system. Vast sums of
money are transferred through the Money
Service Business (MSB). This business can
be classified as regulated (such as the
Western Union-type businesses) and unregulated (such as the hawala system). This
differentiation is sometimes referred to as
formal and informal.
The World Bank estimated that, in 2005,
over $200 billion was transferred through
the formal channels with another $100
billion going through informal channels.
Use of the informal channels is not only
restricted to migrant workers – the UK’s
Department for International Development
last year surveyed 10,000 UK households
that used MSBs. It showed that 24 percent
of people who sent money abroad were
born in the UK and 44 per cent had
resided in the UK since before 1990.
Hawala has been around for longer than
the conventional banking system. It is
mentioned in classical Islamic law,
although it is believed to have originated in
the Southern Asia and particularly the
Indian sub-continent. There are places
where conventional banking facilities do
not exist, are terribly inefficient, or are
slow or expensive.
The hawala system works entirely on the
basis of trust. Local social, tribal or family
networks provide the backbone of trust
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between participants. A sender of money
in one location will give money to a
hawala agent (hawaladar). That agent will
contact another hawaladar that is known
to him in the destination location (village
or city). The money will be made available
to the recipient directly from the
destination hawaladar, sometimes through
knowledge of a password or sometimes
simply through personal recognition. The
two hawaladars will not exchange funds
for each separate transaction but will more
commonly aggregate a series of funds
before settling between them. Settlement
may not necessarily be in monetary form.
In practice, the hawala system is likely to
be much faster and more dependable than
the conventional banking system. In the
conventional system the dispersing bank
would normally require receipt of cleared
funds before it will release those funds to
the intended recipient. Under the hawala
system this clearance is not needed
because the funds are released on the basis
of trust. By using this informal system
funds can be in the hands of the family of
an overseas migrant worker, for example,
just a few hours after they were given to
the original agent.
Strong cultural pressures also promote the
use of this informal system. For example,
the dispersing hawaladar may well be a
respected and well-known member in the
recipient’s community – meaning that, for
example, a female member of the sender’s

family need not make external contact
outside of her family or community group.
The transfers under this system are also
likely to be much cheaper that those
offered by the conventional banking
system, indeed they may not be offered at
all by the conventional banking system.
Such official bodies may be prevented by
onerous foreign exchange controls or
regulations that may prevent transfers
taking place or may levy significant
charges on those transactions. Certainly,
the banking system will be forced to use
‘official’ exchange rates which may be
quite different to the unofficial rates
available to unofficial dealers or agents.
In comparison, the hawala agents often
operate other businesses (for example,
small shops), so their operating costs for
performing money transfers are reduced.
Because they are unregulated, there are no
regulatory costs that would have been
incurred by a conventional bank.
The conventional banking system may not
even be an option for some people who
wish to make remittances. Because of
levels of literacy, linguistic ability or simply
social status the formal banking system
may not be available to the potential
sender of funds. In the case of overseas
workers, they may not have legal status to
be present in the host country so will not
be able to provide sufficient identification
to be able to use the official system.
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‘Tartan sukuk’ a possibility?
NewHorizon takes a brief look at the development of Islamic finance in Scotland.
Scotland has a long and established history in
finance and investment. It boasts impressive
industries in insurance, fund management,
private wealth as well as in banking. Two of
the leading banks in the UK, HBOS and RBS,
have their global headquarters in Edinburgh.
Either directly or indirectly Scotland employs
around 100,000 in the financial services
industry, which accounts for around eight per
cent of Scottish GDP, well above the overall
UK rate. The Scottish asset management
industry controls around £450 billion ($880
billion) of assets with many clients and
investments originating overseas. Scotland
has a growing Muslim population with
figures ranging between 40,000 and 50,000
who are increasingly looking for Shari’ahcompliant banking products and services.
Asians’ wealth in Scotland is estimated to be
in excess of £300 million ($580 million) and
the Shari’ah-compliant market is quoted at
about £150 million ($290 million).
Against this backdrop, Scotland has two
distinctive characteristics which position it
well to be a key contributor in promoting
UK as a leader in the global Islamic finance
industry. Scotland’s strong heritage in ethical
finance is a prime fit for Islamic finance,
which as a result of Shari’ah regulation can
be viewed as a sub-set of ethical finance.
Trustee Savings Bank (TSB), now part of
Lloyds TSB, was founded in Scotland
through an initiative in 1810 by the Rev
Henry Duncan, a famous Scot, often
referred to as the ‘Father of Savings Banks’.
Scotland has contributed significantly to the
co-operative financial movement. The
‘mutual trust’ background of many Scottish
companies such as Scottish Equitable,
Scottish Life and Scottish Widows also lent
itself to long term investing based on
prudent principles with an ethical slant.
Both the co-operative and mutual
movements have a lot in common with
Islamic finance. Scotland has a proven track
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record in innovation and pioneering
development within new market segments.
Over the years Scottish financial services
firms have developed investment trusts,
‘with-profit’ funds, unit trusts, overseas
equities and emerging market investments
and now the industry is increasingly looking
to embrace Islamic finance as a further level
of innovation.
On the retail side, there were initial
challenges in tailoring Islamic mortgages to
Scots law. This was successfully overcome
by United National Bank, assisted by their
lawyers Tods Murray LLP, and since 2005
they have been actively servicing the market.
Graham Burnside, partner at Tods Murray
and board member of the Islamic Finance
Council (IFC), structured a solution that
complies both with Islamic and Scots law.
‘While we were initially compelled to
rethink the mortgage structure adopted in
England because of differences in our
property laws, the alternative we have
established, based on co-ownership, is in
some respects closer to Shari’ah principles
than the English model,’ he states. There are
now no legal or fiscal barriers, to providing
Shari’ah-compliant property financing in
Scotland (stamp duty relief was extended to
Scotland in 2005). Scotland is often
recognised as one of the richest per capita
segments of the UK Muslim community.
Barclays Wealth has launched a number of
Islamic products to compliment the range it
already offers, and the drive to help Muslims
manage their money was led by Barclays
Wealth in Scotland. Saftar Sarwar, a private
banker at Barclays Wealth and a board
member of the IFC, notes that ‘the Scottish
Muslim community is increasingly looking
for choices for their wealth requirements.
Now the banks and other financial firms are
looking to provide such choices to them –
deliver to them what they want’.

Glasgow Central
Mosque, Scotland

Lloyds TSB is offering Islamic banking
products and services in UK, with an Islamic
current account facility available in Scotland.
Scottish Widows Investment Partnership has a
global Islamic fund (managed from
Edinburgh) available to institutional as well as
retail investors. CB Richard Ellis (CBRE), an
international commercial real estate company,
has been involved in high value bespoke
Shari’ah-compliant commercial property deals
in Glasgow.
In 2005 the IFC was established by its
chairman, Tariq Masood Shaikh, to promote
Islamic finance in Scotland to ensure that all
Muslims and other believers in ethical finance
have the opportunity to conduct their
financial dealings according to their faith.
‘We view Islamic finance as an inclusive
proposition open for all,’ says Shaikh. ‘Our
projects are designed to promote the industry
globally but also locally, to ensure that
Scotland and the broader UK benefits from
the growth and opportunities the Islamic
finance sector brings.’ At a national level, the
IFC has engaged with the Scottish
government to support their strategy for
Islamic finance. The IFC responded to the
Scottish Futures Trust Bond consultation and
has met with the First Minister, Alex
Salmond, to discuss Islamic finance. Maybe a
‘tartan sukuk’ could be issued before the UK
Treasury finalises its plans?
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London Islamic Capital Markets Summit
This year’s London Islamic Capital Markets Summit took place in the impressive surroundings of
the Grosvenor Hotel Victoria on Buckingham Palace Road. The summit was endorsed by IBII.
Islamic finance, there was also a
hint of political uncertainty
hanging in the air. James
Knight, senior policy advisor in
the UK Debt Management
Office, was asked whether there
exists cross-party support for
the British government’s
conducive stance on Islamic
finance; he did not feel in a
position to comment.

Chaired by Neil Miller, a partner
in the banking department of
Norton Rose LLP, the summit
was attended by around 50
individuals, split between locals
and international figures, most
of whom remained present to
the end.
The roster of speakers was
second to none, and between
them they gave a decent overview
of Islamic capital markets from a
London-focused perspective. The
keynote address was given by the Lord
Mayor of London, Alderman David Lewis,
reflecting his interest and involvement in
Islamic finance related matters. The
speakers’ roster included a couple of
academics, a couple of scholars, a sprinkling
of lawyers and a handful of businessmen.
However, the biggest group of speakers was
from the regulatory side of the industry.
This cross section of the roster is an
important point, because the balance of
speakers, with its orientation around the
financial authorities, probably reflects the
state of the industry in the UK. Overall, the
feeling was that much of the discussion was
theoretical; the audience was there to pick
up an idea of what the foundations of this
industry will be like, gaining knowledge
that would be useful in future. A typical
example of this was the panel, during the
afternoon session, which considered
progress towards the standardisation
of documentation.
There were exceptions to this, of course.
Some of the speakers were able to lay out
their own practical experiences of the
industry for the benefit of the audience.
Mark Payne, who is a partner at the law
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firm Clifford Chance LLP, gave a case study
outlining the Islamic financing of the
Chelsea Barracks, the largest such real
estate deal of its kind. Another exception
was the case study focusing on sovereign
sukuk, which considered the example of
Bahrain’s Ministry of Finance, covering its
issue of a $350 million sukuk.
A relatively subdued audience, while attentive
throughout, was perhaps slightly reticent in
asking questions. This was perhaps due to the
timing of the event itself; the industry in
London was currently awaiting an update on
the work of the British authorities on the
subject. While everyone expected positive
signals to be sent by the update, in June, there
was nevertheless a slight feeling of flux at
the conference.
The feeling was manifest in one or two
comments from the day. Richard Thomas,
the managing director of Global Securities
House Kuwait’s UK subsidiary as well as
the chairman of the UK Trade and
Investment Islamic Finance Subcommittee,
emphasised his belief that 2010 will be the
key year for the Islamic capital markets
industry in the UK. While the current
British government has been positive about

A wide range of fascinating
topics was considered by the
speakers in the most informative and
enlightening way. These included; the UK
study into the feasibility of issuing Islamic
financial instruments; the steps London is
taking to establish itself as a market leader;
the benefits of co-operation between Islamic
financial centres; regulatory convergence;
creating a level playing field for sukuk
(a widely discussed, and perhaps the most
crucial, subject); the challenges of
structuring sukuk; developing an
appropriate risk methodology for sukuk
bonds; and the implications of Basel II for
Islamic financial products.
The eminent collection of speakers included
some internationally renowned figures in
the industry. Highlights included John
Davie, head of international business
development of Vector Management
Limited, a firm exploring private public
partnerships in Shari’ah-compliant forms;
Nik Thani, executive director of Islamic
finance for the Dubai International
Financial Centre (DIFC) Authority; Ibrahim
A Mardam-Bey, chief executive officer of
Siraj Capital; and Mohammed Amin,
partner at PricewaterhouseCoopers and a
member of the IIBI editorial advisory panel
of NewHorizon.
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Saudi Arabia: gateway to Islamic finance
‘The Land of the Two Holy Mosques’ – Mecca and Medina – is also home to the Islamic
Development Bank, the most prominent multilateral development bank of the Muslim world. But is it
enough to make the country a global hub for Islamic finance? Tanya Andreasyan, NewHorizon’s
editor, takes a look at how the Saudi finance market stands in the world today.
When thinking of the financial institutions
playing the key role in development of
Shari'ah-compliant finance worldwide, one
organisation immediately springs to mind –
the Islamic Development Bank (IDB).
Jeddah is the birthplace of the bank, which
was launched there in 1975 and remains
headquartered there today. This coastal city,
located on the Red Sea shores, is considered
to be the commercial capital of the country
and the wealthiest city in the Middle East
and western Asia. It is also the principal
gateway to Mecca, Islam’s holiest site – the
destination of millions of Muslims on their
Hajj and Umrah pilgrimages. In similar
fashion to Jeddah being a gateway to the
historic, cultural and the religious aspects of
Islam for its followers from all over the
world, IDB opens doors to Islamic finance
on a global scale.

IDB’s involvement in improving life
standards in its member countries. The bank
launched a $10 billion Poverty Alleviation
Fund to combat poverty, promote general
and health education and empower women
(NewHorizon, January–March 2007 issue).
Saudi Arabia became the main contributor
pledging $1 billion to the fund.

The bank’s main function is to facilitate the
economic and social progress of Muslim
member states (currently 56 states), as well
as Muslim communities in other countries in
accordance with the principles of Shari’ah.
Saudi Arabia is one of the major
shareholders of the bank (on the basis of
paid-up capital), with a 27.9 per cent stake.
It is followed by Libya (11.2 per cent), Iran
(9.8 per cent), Turkey (8.8 per cent) and the
UAE (7.9 per cent). The rest of the shares are
dispersed among other nations, including
Indonesia, Pakistan, Kuwait and Egypt.

On the Islamic finance front, the IDB has been
vigorously investing in Shari’ah-compliant
financial institutions, and also assisting with
research and training. Among recent examples
are Kyrgyzstan, where the IDB helped to
launch the first Islamic bank, EcoBank
(NewHorizon, April–June 2007 issue), and
Kazakhstan, where the IDB assisted with
drawing up plans for Islamic securities
(NewHorizon, January–March 2008 issue).
Most recently, the IDB has announced an
initiative to organise an investment conference
in Tatarstan (a predominantly Muslim
republic in Russia), which will be the first
conference held by the IDB in Russia.

The bank offers various forms of financial,
technical and educational assistance,
accumulating an outstanding track record of
successful projects. Last year alone,
NewHorizon continuously reported on the
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In another recent development, the bank
has approved over $530 million for various
development projects for Muslim
communities in Slovenia, Kenya, India,
Union of the Comoros, Tanzania,
Macedonia, Thailand and the UK. To ease
the current food crisis, the IDB has
allocated $1.5 billion in low cost loans to
those Muslim countries worst affected
(for more detail, see the ‘News’ section of
this issue, p5).

All in all, the IDB has contributed over $200
million worth of technical assistance to
around 70 Shari’ah-compliant financial

institutions worldwide, including banks,
finance houses, investment, insurance and
leasing companies.
Major standard-setting bodies of the Islamic
finance industry have also benefited from the
IDB’s initiatives. The bank supported the
launch and further activities of such
heavyweights as the Accounting and Auditing
Organisation for Islamic Financial Institutions
(AAOIFI), the International Islamic Financial
Market (IIFM), the Islamic Financial Services
Board (IFSB); the International Islamic Rating
Agency (IIRA) and the International
Arbitration and Reconciliation Centre for
Islamic Financial Institutions (ARCIFI).
Of course, the IDB is not the only major
contribution of Saudi Arabia in the
development of Islamic finance. Alongside
it, the country hosts the Organisation of the
Islamic Conference (OIC), another major
player in the Islamic world (including
education, science and technology, trade,
commerce, sports, and finance sectors).
Actually, the IDB owes its existence to this
organisation – it was the first conference of
Finance Ministers of the OIC that founded
the IDB. Furthermore, the basic condition
for the membership in the IDB is the
membership in the OIC.
Established over three decades ago, in 1971,
the OIC nowadays comprises 57 Islamic
member states and has a permanent
delegation to the United Nations. It has its
own Parliamentary Union (dubbed
PUOICM – Parliamentary Union of the OIC
member states), headquartered in Tehran.
In 1977, the International Association of
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Islamic Banks was created under the
auspices of the OIC, to promote and
facilitate cooperation between Shari’ahcompliant financial institutions, as well
contribute to harmonisation of the industry
on an international level. The Association
operates from Jeddah.

Imran Iqbal,
Saudi Hollandi Bank
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Since its inception, the OIC has accumulated
a host of subsidiaries and affiliates across the
globe. For example, Islamic Fiqh Academy is
based in Jeddah, the Research Centre for
Islamic History, Art and Culture is in Turkey,
the General Council for Islamic Banks and
Financial Institutions is located in Bahrain
and the Islamic Chamber of Commerce and
Industry (ICCI) is headquartered in Pakistan.
Last year, the ICCI and the OIC announced
a ten-year development plan, according to
which up to 200 Islamic companies are to be
established in the OIC’s member countries
with the aid of the ICCI’s subsidiary, Foras
Investment Company (NewHorizon,
January–March 2007 issue). Foras’ chief
executive, Hatim Jamil Mukhtar, stated at
the time that the purpose of the project was
to accelerate the process of economic
development across the international
Muslim community.

Saudi waters (although licensing of foreign
banks was temporarily suspended by SAMA
in 2006), including HSBC, BNP Paribas,
Kuwait National Bank, State Bank of India,
National Bank of Pakistan and JP Morgan.
Today, the Saudi banking market holds
assets totalling $290 billion, and analysts
name it as one of the most profitable and
efficient in the region.

Saudi Arabia, of course, is also to benefit
from this initiative. The state is committed
to further strengthening its economy, which
at the moment is heavily dependent on oil
(around 75 per cent of budget revenues,
nearly half of the GDP, and over 90 per cent
of the country’s export), making it the
world’s largest petroleum exporter.

The Islamic banking sector has been
developing in parallel to the conventional
sector, albeit until recently at a somewhat
slower pace. The domestic banks felt the
sting of international competition, with
foreign banks offering better service
standards and more extensive product
range. Whilst originally local financial
institutions offering Islamic products and
services were perceived to be more tuned to
the local customers’ needs, foreign banks
moved in on the Shari’ah-compliant finance
territory by opening dedicated Islamic
windows. However, the majority of
domestic financial institutions successfully
stood their ground, Al Jazira Bank being
one of the most eminent examples. The
bank went from strength to strength,
expanding its services to Islamic insurance
(Takaful Ta’awuni programme) and
scooping the Islamic Finance Weekly award
for the Best Takaful Operator in 2004,
Euromoney Islamic Finance Award for Best
Life Takaful Provider worldwide in 2006,
and Middle East Insurance Award for Life
Insurer of the Year in 2007 (NewHorizon,
January–March 2007 issue).

The banking sector has not been prominent
until five or so years ago, partially due to the
stringent laws prohibiting the international
banks setting up independent operations in
the country. The regulations were introduced
in the 1970s, when the banking sector was
nationalised, and the rules were relaxed only
three decades later, with Saudi Arabia’s
efforts to join the World Trade Organsiation
(WTO). The first foreign bank to be granted
a license from the Saudi Arabian Monetary
Agency (SAMA, regulator) to open a branch
in the country was Deutsche Bank – this was
in 2003. Since then, a number of
international players dipped their toes in

Saudi Hollandi Bank (SHB) is also among
the flourishing domestic financial
institutions. With a history dating back to
the 1920s, the bank has a wealth of
experience, including in serving as Saudi’s
central bank (for some time, SHB was the
only operating bank in the country and
acted as a central bank, maintaining Saudi’s
gold stock and processing the first oilrelated transactions). Today, SHB is the
eighth largest bank in the country, with a
network of 42 branches offering corporate,
consumer and treasury banking products
and services. The bank launched Islamic
operations in 1995, recalls Iqbal, senior
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manager, Islamic banking at SHB. It started
with murabaha solutions for financing and
investment, and expanded to musharakah
transactions and project financing in the
subsequent years. ‘The Islamic operations
remained a relatively small element of bank
until 2006,’ says Iqbal. ‘In 2007, the bank
expanded its Islamic banking team by hiring
both local and internationally experienced
individuals.’ Today, SHB and its subsidiary,
Saudi Hollandi Capital, are ‘actively
promoting Islamic products in all areas’,
including consumer and corporate banking,
asset management, treasury and investment
banking (specifically debt capital markets).
‘It culminated recently in the bank
successfully lead managing the Kingdom’s
first local currency sukuk, issued by Tajeer
Company, Jeddah,’ notes Iqbal.
Today, most of the banks in the country
offer Shari’ah-compliant financial products.
‘The demand for Islamic finance keeps
increasing,’ says Christopher Aylward,
partner at Denton Wilde Sapte LLP (Dubai
and Riyadh offices), the international law
firm. Aylward has a first-hand experience –
he spent nearly five years working in the
sphere of Islamic finance law, and he
observed the ongoing rise of the industry.
‘When I first moved to Saudi Arabia, over
four and a half years ago, 80 per cent of my
work was conventional and 20 per cent was
Islamic,’ he recalls. ‘Within four years that
proportion has shifted around to 80 per
cent Islamic and 20 per cent conventional.
And there is a similar shift in retail finance.
It is obviously very market driven.’
‘The drivers for innovation in Saudi Arabia
are starting to change, prompting further
development of Islamic finance,’ he states.
‘Firstly, there is more desire for faith-based
banking and financing, which is now
outstripping the drivers in other
jurisdictions.’ He notes that quite a few of
the largest banks in Saudi Arabia are now
‘either completely Islamic or substantially
Islamic in their product mixes on retail and
commercial level’, which is quite different to
most of the Middle East, where conventional
banking continues to play a significant role.
Aylward also cites changes in issuing fatwas
as an important indication that Islamic
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finance is taken more and more seriously by
the country’s business industry. Today, the
companies that claim to operate in
accordance with the Islamic law have to be
entirely Shari’ah-compliant, and cannot
have any financial dealings with the entities
associated with haram activities (e.g.
charging interest or being involved in the
gambling or alcohol industries). ‘The fatwa
requirements are very strict for the
companies that are halal,’ says Aylward.
‘They have to finance themselves entirely in
a Shari’ah-compliant manner. Any company
that is listed or has aspirations to become
listed in the future needs to ensure that its
financing is done in an Islamic manner.’
As mentioned above, a lot of development is
set around the oil industry – the main fuel
for Saudi Arabia’s economy. In the recent
years, there have been a number of
successful financing projects in this sector,
involving Islamic tranches, partially or
entirely. In 2005, Rabigh project (a joint
venture between Saudi Aramco and Japan’s
Sumitomo Chemical to develop a
petrochemical complex in Rabigh, Saudi
Arabia – PetroRabigh) and Yansab project
(a petrochemical complex built on the Red
Sea coast in the city of Yanbu by Saudi Basic
Industries corporation), worth $9.9 billion
and $5 billion respectively, included
significant Islamic tranches. Following the
successful closure of their financings, AlWaha Petrochmical Company took a step
further and went for a completely Shari-ah
compliant tranche, declining conventional
banks or export credit agencies for funding.
Instead, the project relied on funding from
shareholders and Saudi government agencies
in addition to the Shari’ah-compliant
facility. The $526.5 million Islamic
financing for Al-Waha was signed in
November 2006, arranged by the ABC
Islamic Bank, Bank Al Jazira, Banque Saudi
Fransi, Gulf International Bank, Saudi
Hollandi Bank and the Saudi British
Bank (SABB).
Another driver that ‘is really pushing the
development of Islamic finance in Saudi
Arabia’ is the sukuk market, according to
Aylward. There has been ‘a huge shift in
Saudi securities regime’ and the country is

Islamic Development Bank, Jeddah

IIBI 25

Mecca

COUNTRY FOCUS

now witnessing growth of Shari’ah-compliant
securities – a trend that Aylward predicts to
continue. In the last three years, Saudi Arabia
has proved to be one of the main players in
the global sukuk market alongside Malaysia
and the UAE. While in 2004 it did not issue
Islamic bonds, by 2006 it accounted for three
percent, and a year later the figure jumped to
eleven per cent, making Saudi Arabia the
third largest sukuk issuer after the UAE (34
per cent in 2007) and Malaysia (31 per cent).
‘The sukuk market is the way to finance
deals, for example, to refinance existing
transactions. The syndicated loans market is
pretty much tapped out in Saudi Arabia.
If you talk to the bankers there, they’ll say
there is only so much left,’ says Aylward.
‘At some point in future, we’ll see the
development of Islamic version of the project
sukuk, although it is still some way off yet.’

the same level of requirements and scrutiny
is applied in the Islamic space, as well as
conventional. The Saudi banking market is
famous for being very conservative in terms
of capital adequacy and prudential
standards, so it does not really have a high
risk issue.
Shari’ah supervisory boards are a
mandatory requirement for the Islamic
financial institutions operating in Saudi
Arabia. It is up to these boards to decide
what products and services are Shari’ahcompliant. The model is similar to Bahrain,
where the central bank and regulator does
not centralise the decision-making process
concerning Shari’ah compliance issues of
individual banks and does not interfere in
these processes (for an in-depth analysis of
Bahraini Islamic finance sector, see
NewHorizon, January–March 2007 issue).

Interestingly, it is not just the country’s
insurance sector that must operate in
compliance with Shari’ah, but the entire
legal system. ‘Out of all the Middle East
nations, in Saudi Arabia the legal system
and the constitution are most closely aligned
with Shari’ah,’ emphasises Aylward.
‘Shari’ah is the law of Saudi Arabia.’

This approach is very different to some
other Islamic finance centres, such as
Malaysia, where the Shari’ah board of every
Islamic financial institution licensed in the
country is subordinate to the Shari’ah
Advisory Council for Islamic Banking and
Takaful (SAC). SAC, established by Bank
Negara Malaysia (the central bank and
regulator), is the ultimate authority of
Shari’ah compliance in Malaysia. Before
introducing any Islamic banking product or
service to the market, the board of the bank
passes it to SAC for approval. Once
sanctioned by the central bank and SAC, it
becomes available to all banks to take on
board if they wish (Islamic finance in
Malaysia is examined in NewHorizon,
July–September 2007 issue).

The picture is somewhat different in the
banking sector. The banks, unlike the
insurance operators, are not under the
obligations of Shari’ah compliance. Both
conventional and Islamic financial
institutions are permitted to operate in the
country and they are regulated by the same
regulatory framework. To date, there is no
separate licensing regime for Islamic and
conventional banks. SAMA’s prudential
standards, protections, capital adequacy
procedures, etc. are based on a conventional
banking market. The regulator ensures that

Some specialists think that a somewhat
similar approach should be taken on board by
SAMA in Saudi Arabia. ‘I would like to see
the creation of a unified Shari’ah supervisory
board under the regulator,’ says Dhafer
Alqahtani, co-CEO and CIO of Arbah
Capital, Saudi-based Islamic investment firm,
‘and also the creation of a standalone body
under the regulator for Islamic financial
institutions to supervise their activities.’ He
also thinks there is a need to accelerate the
adoption of AAIOFI standards for all
Shari’ah activities in the country.

The area of Islamic insurance, or takaful, is
also playing a major part, observes
Aylward. According to the country’s
legislation, all insurance companies
operating in Saudi Arabia must comply with
Shari’ah law. ‘Insurance in the Muslim
world has very low penetration, but this is
changing’, says Aylward. ‘The potential for
the industry is big.’
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Arbah Capital is a new venture, having been
recently incorporated as a fully-fledged
Shari’ah-compliant investment firm,
authorised and regulated by the Saudi
Capital Markets Authority (CMA). The
company has 22 domestic shareholders and
is set to introduce the first set of Islamic
wealth management products and services
to the country’s market, initially in the
eastern region and then the entire country,
according to Alqahtani. ‘At a later stage it
will expand to other GCC countries, the rest
of MENA and Asia through Bahrain, under
the umbrella of Arbah Global House’, he
adds. ‘Location is strength. Arbah is the first
Islamic wealth management firm
strategically situated in Saudi Arabia’s
eastern region next door to Bahrain’s
financial markets.’
In Alqahtani’s view, it is the Kingdom of
Bahrain that is at the forefront of the
Islamic finance. ‘Bahrain is, without doubt,
the global hub,’ he states. ‘It has full
infrastructure for setting up all kinds of
Islamic finance and investment firms
beside takaful business. Bahrain’s
regulatory framework is mature and far
advanced compared to others in terms
of ease of entry.’
Aylward agrees that Saudi Arabia has not
yet reached the status of a global hub for
Islamic finance. ‘It is either Malaysia or
Dubai/Bahrain,’ he thinks. ‘That is because
that’s where the skills set has been. There
has been a lot more drive for innovation
outside of Saudi Arabia than inside.’
The overwhelming majority of specialists
involved in the development of Islamic
finance products and services (e.g. bankers,
lawyers) have been resident outside the
country’s borders. There is a lack of
specialists the world over, but it is felt most
acutely in the Saudi market. Certainly, there
is no lack of Shari’ah scholars in the
country – a lot of well-known and
respected scholars are from Saudi Arabia –
but it is the finance practitioners that are
‘more involved in pushing the boundaries,
rather than the academics or Shari’ah
scholars themselves,’ says Aylward.
‘It is just the nature of Islamic finance.’
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In his opinion, although Saudi Arabia will
always be the place where the Islamic
finance practices are applied, it will not
necessarily be the place where they are
originally developed. Despite the noticeable
shift of Western bankers and other specialists
within the industry to the Middle East, it is
doubtful that ‘the next step for them
[Europeans] will be moving to Saudi Arabia,
as there are just too many difficulties for
them associated with living there’.

I would like to see the creation of
a unified Shari’ah supervisory
board under the regulator.
Dhafer Alqahtani,
Arbah Capital

Meanwhile, Iqbal thinks that, in some
aspects, the Saudi Arabian Islamic finance
market is more advanced comparable with
its GCC or Malaysian counterparts. ‘Bahrain
and the UAE have made strong advances
when it comes to investment banking,
but Saudi Arabia is rapidly catching up in
terms of project finance, sukuk and so on,’
he says. ‘In the personal banking field, it has
already taken over in terms of the percentage
of total business done under Islamic
structures – with more than 90 per cent of
personal banking business in Saudi Arabia
being Shari’ah-compliant.’
He also notes that although Malaysia has a
‘particularly well-organised framework for
Islamic finance’, it is still ‘seeking global
acceptance of most for some of its Islamic
products and services’. To promote closer
working relationships with Malaysia, Saudi
Arabia has established a number of joint
ventures there.
So, what advantages does Saudi Arabia
offers over other countries in terms of
Islamic finance? In addition to the aforementioned high demand for Shari’ahcompliant products and services, Alqahtani
cites the presence of ‘large supply of Shari’ah
deals, in terms of both size and type’ as ‘the
biggest advantage’. Furthermore, the facts
that Saudi Arabia has largest economy in the
GCC, the largest population (over 27 million
people) in the Gulf region and the largest oil
reserves are surely playing into its hands.
‘Because of its sheer size it is not a market
anyone can ignore,’ says Aylward.
Iqbal points out that the high oil price and
booming economy create many new
business opportunities, which attract
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overseas companies and specialists. ‘The
government has big plans to develop the
country’s infrastructure which will, in turn,
lead to many projects being financed by
Shari’ah-compliant means,’ he states.
Another major advantage is ‘the widespread
acceptance of Islamic finance by the public’,
notes Iqbal. ‘In other hubs the products are
supply driven by the Islamic banks
developing products and convincing people
to buy them. Here in Saudi Arabia, it is a
demand driven market, with customer need
determining the areas requiring development.
For example, with more and more people
wishing to buy their own homes, there has
been a rapid development in the offering of
Islamic home financing.’ There is also a
growing trend among companies to convert
their conventional borrowings to Islamic
borrowings, observes Iqbal. He sees it as a
result of the pressure exerted from
shareholders as well as investors who screen
out companies not complying with Shari’ah.
However, there are a number of
disadvantages, too. ‘The legal system suffers
from uncertainty of enforceability, and from
the lack of recognised forms of security,’
thinks Aylward. ‘The court system is
relatively unsophisticated and
unpredictable, due to the broad discretion
given to judges in Saudi Arabia.’
Nevertheless, Shari’ah-compliant finance is
gathering pace in the country. The
government realises its potential and sees it
as a strategic development, confirms
Alqahtani. ‘It is part of the fact that Saudi
Arabia is the cradle of Islamic civilisation,
home of the two holy mosques and, in
recent history, also home of the IDB; not to
mention the huge demand for Islamic
products and services by the masses. All this
dictates the direction for the policy makers.’
SAMA encourages the development of the
industry, agrees Iqbal. ‘SAMA hosts
monthly meetings of the heads of Islamic
banking and finance in the local and joint
venture banks to discuss current trends and
ideas,’ he explains. ‘One of the positive
results of this is a widely accepted standard
agreement for inter-bank placements using
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murabaha.’ SAMA also actively participates
in various initiatives by the IFSB, for
example, in canvassing opinion for the new
exposure drafts. The regulator also requires
each bank to submit an Islamic banking
assets and liabilities return to allow it to
monitor the growth of the industry.
Alqahtani describes the growth of Islamic
finance as ‘phenomenal’, on both regional
and global scale, and does not see it slowing
down any time soon. ‘In fact, Shari’ah finance
is becoming mainstream.’ The industry
welcomes Muslims and non-Muslims alike,
he observes, as it is ‘an alternative to
conventional banking regardless of what the
client’s religion is’. ‘This is one of the major
unique points of Islamic finance – it is open
for any belief, while conventional banking
does conflict with many teachings and
principles besides Islam.’ In his opinion, it was
this conflict that lead to the development of
socially responsible investment.
Also, the equity-based nature of Islamic finance
translates as investment into communities by
developing industries and creating jobs.
‘Shari’ah is a great advocate of keeping
liquidity in circulation, ensuring the welfare of
the community regardless of its geographical
location or religion, not to mention taking risk
and sharing profit and loss, which is essential
for the prosperity of the economy with longlasting effects,’ states Alqahtani.

Arab bank, and is set to rival the existing
‘heavyweights’ in the country and the region.
‘The creation of the Alinma Bank is a
testimony to the country’s commitment to
the Islamic banking system,’ states
Alqahtani. The bank is scheduled to open in
the second half of the year, with 15 branches
across the country. It will offer a range of
Islamic products and services, including the
arrangement of project financing.
Alinma has already caused waves in the
business world, when its $2.8 billion IPO
became the largest one ever in Saudi Arabia.
Postponed several times, the event was
finally held in April this year on the Saudi
Stock Exchange. The government was
selling off 70 per cent of the bank’s shares,
retaining a 30 per cent stake (controlled by
the Saudi Arabian General Investment Fund,
the Saudi Arabian General Retirement Fund
and the Saudi Arabian General
Organisation for Social Insurance). After the
ten day subscription period, the number of
subscribers stood at a remarkable 8.8 million.

COUNTRY FOCUS

This IPO helped Saudi Stock Exchange to
secure the second position in the list of
world’s busiest markets for IPOs, surpassing
London and only yielding to New York Stock
Exchange, which came on top with $19.7
billion listing of Visa. The total of Saudi
bourse IPOs in 2008 grew more than
threefold compared to the previous year. In
the first five months of 2008, it notched up
$8.5 billion, benefiting from a number of
high-profile deals alongside Alinma, including
$1.87 billion listing of Zain Saudi Arabia
(mobile phone company) and $1.2 billion
float of the afore-mentioned PetroRabigh.
With such large stock market capitalisation,
coupled with high demand for Shari’ahcompliant products and services (especially
project finance), huge amounts of wealth
and a strong economy, as well as the
obvious central positioning in the Muslim
world and the presence of the IDB, Saudi
Arabia has all the right ingredients to
achieve the status of the global Islamic
finance centre.

Mosque by the Jeddah Corniche, Jeddah

Alongside the growth of the domestic Islamic
banking market, major Saudi banks have
been gaining a strong foothold in the
international arena. SABB is now
incorporated under the HSBC Amanah
umbrella and Samba Financial Group became
the first Saudi bank to open a branch in the
UAE (the bank also has an office in the UK
and a subsidiary in Pakistan, Crescent
Commercial Bank Ltd). Al Rajhi Bank,
already a household name in Saudi Arabia,
has an established presence in Malaysia.
International banking is high on Riyad Bank’s
agenda, with its branches strategically located
in the UK, US and Singapore.
And now the most recent addition – Alinma
Bank, created by the Saudi government. It is
described as the largest Shari’ah-compliant
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On the move
Ithmaar Bank, the Bahrain-based
investment bank, has appointed Mohamed
Hussain as co-chief executive officer,
responsible for overseeing the bank’s
holdings and subsidiaries. Hussain, the
former chief executive and member of the
board at Shamil Bank, will serve on the
boards of Ithmaar’s subsidiaries, including
Faisal Private Bank, Faysal Bank Limited,
and Bahrain-based Solidarity, a global
takaful company. Hussain joined Shamil
Bank in 1998, and previously held the post
of general manager at Islamic Investment
Company of the Gulf.
Replacing Hussain at Shamil Bank is new
chief executive Faisal Mansoor Al Anwan.
Al Anwan will bring 30 years’ experience in
banking to the Bahrain-based Islamic
commercial and investment bank. He moves
from The Arab Investment Company, where
he spent 18 years, including as general
manager of the company in Bahrain. He was
also once vice president and general manager
at Societe de Banque Privee for six years.
Solidarity Group Holding, a subsidiary of
Ithmaar Bank, has elected a new board of
directors. Khalid Abdulla-Janahi will be
chairman and Rashid Ismail Al Meer vice
chairman. Other board members are Ziad
Hassan Al Rawashdeh, James Beltran, Udo
Krueger, Jamil Wafa, Salah Al Jaida,
Mansoor Mohamed Al Musleh,
Mohammed Bucheerei and Mohamed
Hussain. Solidarity Group owns Solidarity
Family Takaful Company and Solidarity
General Takaful Company.
Gatehouse Bank, the Shari’ah-compliant
wholesale investment bank based in
London, has appointed Anthony Saint as
head of capital markets. Saint joins from
Standard Bank, the London-based arm of
The Standard Bank of South Africa, where
he spent ten years, most recently as global
head of specialised finance.
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Davide Barzilai
(left) has been
appointed to the
position of partner
in the Islamic
finance group of
Norton Rose, the
international legal
practice. Having
graduated from the
University of Manchester in 1996, Barzilai
joined Norton Rose in 2003. Since 2005
he was responsible for the Asian part of
the group’s Islamic finance practice.
Bank of London and The Middle East plc, the
Shari’ah-compliant London-based wholesale
bank, has engaged the advisory services of
Professor Mahmood Faruqui. Prof Faruqui
has served as an advisor to many banks,
having worked in the Islamic finance industry
for over 30 years. Banks have included Habib
Bank, Al Faysal Investment Bank and Faysal
Islamic Bank of Bahrain. He is also a founder
member of the Pakistan Banking Council.
London-based European Finance House, a
new Shari’ah-compliant subsidiary of Qatar
Islamic Bank, has appointed Mark Watts as
head of asset management. Watts spent 18
years at Baring Asset Management, and
moves from Morley Fund Management.
He is the fellow of the Securities Institute.
Citi, the global retail and corporate banking
provider, has announced the appointment of
Samad Sirohey as CEO of Citi Islamic
Investment Bank, and head of global Islamic
banking. Sirohey has worked with Citi for 14
years, and was closely involved in developing
Citi’s Islamic Capital Markets business.
Michael JT McMillen, a renowned Islamic
finance lawyer, has joined Fulbright, one of
the largest international law firms in the US.
McMillen will head the firm’s Islamic

finance practice. He has focused on Islamic
finance for years and teaches a course on
the subject at University of Pennsylvania
Law School. He is also currently chairman
of the Islamic Law Forum.
Tejoori Limited, a Shari’ah-compliant
investment company based in the UAE, has
announced the appointment of new board
members following an extraordinary general
meeting. New appointments include
Mahmoud Al Mahmoud as chairman, Talal
Khouri, Mohammed Al Zaabei, Khaled Al
Naser and Saad Al Fawzan. The new board
members are highly qualified and bring a
wealth of experience to the company.
Bahrain Islamic Bank has named
Mohammed Ebrahim Mohammed as its
new CEO. Mohammed joined the bank a
year ago, bringing with him 30 years’
banking and wealth management experience
including several senior management and
executive positions.
Datuk Dr Nik Norzrul Thani has become
the chairman of the Malaysian legal firm
Zaid Ibrahim & Co. Dr Thani has also been
appointed head of the firm’s Islamic finance
practice. He was formerly deputy dean at
the International Islamic University’s Law
Faculty. He is also a member of the Central
Bank of Malaysia’s Law Reform Committee
on Islamic Banking and Finance.
Wasim Saifi will serve as the CEO of
Tamweel Holdings, following an
extraordinary general meeting which
established a new subsidiary of Tamweel,
Tamweel Properties and Investments.
Abdulla Nasser Abdulla, chief commercial
officer of Tamweel Holdings, will also serve
as CEO of the new company. Abdulla joined
Tamweel following more than a decade of
employment at Dubai’s Emirates Airlines.
www.newhorizon-islamicbanking.com
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Islamic hedge funds:
work in progress
Bill Gibbon (above left), group partner at Voisin law firm and head of its Shari’ah funds
department and Trevor Norman (above right), director of Volaw Trust & Corporate Services
Limited and head of its Islamic finance and Middle East group, examine the Shari’ah challenges
in establishing an Islamic hedge fund.
Hedge funds and the GCC investor
Investors in the GCC have been investing in
the conventional hedge fund market for a
number of years. GCC institutions have, in
terms of their own portfolio diversification,
generally mirrored global investment thinking.
Strong regional growth and the steady
liberalisation of the GCC markets have
attracted a wide range of conventional
hedge fund managers to the Gulf.
Sophisticated investors in the GCC are
attracted by the differing investment returns
on the variety of alternative strategies when
compared to conventional and regional
stock markets, private equity, property and
oil based returns. Within the Gulf, investors
are turning to hedge funds as a source of
stability and security during the regional
stock market volatility evident in certain
Gulf states in recent years. Investors that
are perceiving that regional equity, property
and IPO successes may not be sustainable
are also looking to diversify their successful
portfolios by investment in structures that
may protect downside risk.
Conversely, hedge fund managers have been
also motivated by the success of locally
concentrated investment funds. Many
financial institutions and law firms, including
Volaw, have set up offices in Dubai and
Bahrain, motivated by the flow of business
opportunities and proactive regulatory
environment in the Dubai International
Financial Centre (DIFC). The Centre,
established in 2004, aims to place Dubai at
the hub of Middle Eastern institutional
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finance, creating a new pre-eminent
international regime in the Gulf for funds,
trusts and financial services generally
(for more details on this initiative, see New
Horizon, October–December 2007 issue).
In December 2007, the Dubai Financial
Services Authority (DFSA), an independent
regulator of the industry within DIFC,
issued its Hedge Fund Code of Practice, the
first of its kind to be issued by a regulator
and a landmark code in the regulation of
the international Hedge Fund industry. The
Code sets out best practice standards for
operators of hedge funds in the DIFC. The
Code addresses some specific risks that are
associated with hedge funds and reflects the
DFSA’s commitment to risk-based
regulation. There are nine high-level
principles in the Code, which cover areas of
key operational, management and marketrelated risks, particularly in the areas such
as valuation of assets, back office functions
and exposure to market risks.

Shari’ah-compliant hedge funds
Due to the support of some Shari’ah
scholars, the theoretical concept of a
Shari’ah-compliant hedge fund is now well
established. Islamic finance is constantly
developing ways of staying competitive
with conventional markets within an
Islamic framework. Major Gulf financial
institutions expect Shari’ah compliance in a
wide range of products. They also expect
such products not to cost substantially
more than their conventional equivalents.
Shari’ah-compliant equity fund structures

have proved popular since, in theory, they
are consistent with Shari’ah principles of
participating in and sharing of their risks
and rewards of a joint venture. This has
made Shari’ah-compliant equity investment
funds particularly attractive to Islamic
investors and has led to end examination of
ways in which similar forms of absolute
return funds can be structured. Accordingly,
asset managers in the Gulf region have been
seeking to develop strategies that will
replicate the absolute return mechanisms of
global hedge funds, whilst continuing to
adhere to the principles of Shari’ah.
Needless to say, in the past few decades
there have been many differing forms of
conventional hedge funds (owing to the
various strategies employed by fund
managers). However, the most widely agreed
perception of a hedge fund is ‘a fund that
uses derivatives, leverage, shorting, margin
trading and option techniques to achieve its
absolute return investment goals’. Usually,
short sales include the borrowing of
securities and their subsequent sale into the
market. Shari’ah scholars are wary of any
conventional form of short sale since, under
fundamental Shari’ah principles, one cannot
sell what one does not own.
Shari’ah, of course, generally imposes
restrictions on types of investment. It requires
that Shari’ah-compliant funds avoid
transactions in unethical goods and services;
the earning of returns from financial
instruments (riba, interest); and excessive
uncertainty in contracts (gharar); as well as
trade in debt contracts, forward foreign
www.newhorizon-islamicbanking.com
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exchange contracts and general forms of
financial options and similar derivatives.
As with all Shari’ah-compliant products, any
hedge fund strategy would have to be
certified by a recognised Shari’ah scholar via
a fatwa (a ruling on a particular issue). There
are, to date, various potential mechanisms in
place which aim to reproduce as near as
possible the equivalent derivative trading
techniques of conventional hedge funds. In
particular, the aim of producing a Shari’ahcompliant methodology, which replicates the
economic effects of short selling, seems to
have been established in a number of cases to
manage risk in similar means to conventional
hedge funds. The success of a Shari’ahcompliant hedge fund will also depend upon
the hedge fund being able to combine the
techniques and strategies used with the
ethical requirements of openness.
Several such funds have been adversely
affected by articles in the regional and
Islamic financial press that criticise the lack
of transparency in their short selling
methodology, despite an initial Shari’ah
sign-off or fatwa. The need for transparency
causes a problem over intellectual property
for the institution developing the product.
However, the rewards for being transparent
should far outweigh the risk of being copied
by competitors.
Within the long/short hedge fund
methodology, there are various issues that
need to be addressed before scholars will issue
their fatwa on a fund. These will include:
Stock selection
All investments must meet certain
qualitative criteria such that any company
undertaking haram (prohibited) activities is
excluded (a common example is a company
producing alcoholic drinks). A second test
is to ensure that any company financed in a
haram manner (e.g. with too much debt) is
also excluded.
Leverage
Many hedge funds are heavily leveraged,
but the fund will not be allowed to borrow
money in a conventional manner such that
interest is paid; leveraging can usually be
achieved within the structure using a
www.newhorizon-islamicbanking.com

murabaha (a financial institution buys and
sells the items required by the customer) or
another Islamic contract.
Short sale
This is the major hurdle for the fund manager
to overcome, as it is a fundamental principle
of Shari’ah that you cannot sell what you do
not own. Several institutions have attempted
to use various forms of Islamic contract,
some of which are discussed below, as a
means of effecting a transaction akin to a
short sale of shares. However, the use of an
Islamic contract can lead to problems in itself;
prime brokers and other financial institutions
will have established systems based upon
internationally accepted forms of contract
and may not be willing to change their
systems for only one fund.
The more common forms of contract that have
been proposed in these circumstances are:
Salam. This is a sale contract with a deferred
delivery and was the method generally
favoured by early funds. However, Shari’ah
Standard 21, issued by the Accounting and
Auditing Organisation of Islamic Financial
Institutions (AAOIFI), which came into
effect in January 2007, stated that it was not
appropriate to use salam contracts for
transactions in company shares.
Arboun. This is a sale contract with a nonrefundable deposit. Whilst the Hanbali school
of Islamic jurisprudence generally allows
arboun’s use in transactions over shares, the
Hanafi school seems to declare it haram.
The main effect of this would be to harm the
marketing of a fund which uses arboun in
areas where the residents generally follow the
Hanafi school, such as much of Saudi Arabia.
Wa’ad. This is strictly not a ‘contract’ but a
unilateral undertaking (promise) by one
party to another. It is widely used in Islamic
finance but the methodology has its critics.
In 2007, Sheikh Yusuf DeLorenzo, one of
the world’s leading scholars, published an
article titled ‘Total Returns Swap and the
Shari’ah Conversion Technology’, which
considers the implications of using wa’ad
contracts in structured finance transactions,
including hedge funds. DeLorenzo was
particularly critical of certain structures that
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have been approved where a wa’ad has been
used to convert profits earned from haram
activities into halal (permissible) income.
The debate over DeLorenzo’s article is likely
to have a major bearing on the future
structuring of Islamic hedge funds.

Shari’ah-compliant or Shari’ah-based?
Several leading experts in Islamic finance
have questioned the appropriateness of
using forms of contract derived from an
agricultural economy of several hundred
years ago in modern financial transactions.
A recurring theme in scholarly ideas is a
move from Shari’ah-compliant product
structuring to Shari’ah-based product
development. This move suggests a back-tobasics approach in Islamic finance, such
that transactions are structured around the
principles of Shari’ah and not by
‘Islamising’ conventional products.
As far as characterisation of hedge funds as
highly speculative is concerned, this may be
a reason why they have been seen as
difficult to achieve in a Shari’ah-compliant
context. However, of course, the theory is
that hedging is seeking to minimise rather
than take advantage of risk. It is at least
arguable that there is no greater speculation
or gharar element in Shari’ah-compliant
hedge funds than in Shari’ah-compliant
private equity funds. It may, ironically, be
that the current global credit crisis may be
the point at which conventional hedge
funds are reassessed. However, even in this
crisis there may be promise for the
development of Shari’ah-compliant hedge
funds. This is because of the ethical rules
which may restrict the leveraged and debt
positions taken by such funds and may lead
Shari’ah-compliant hedge funds to be less
susceptible to such losses.
This back-to-basics approach should lead to
a much wider acceptance in financial circles
of Islamic funds (which are often unfairly
criticised as being re-engineered
conventional financial products) and should
lead to the development of a truly Islamic
hedge fund. In any event, the development
of the various Shari’ah-compliant hedge
funds has resoundingly demonstrated that
Islamic finance is constantly evolving.
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Different paths to Shari’ah banking
With the mushrooming growth of Islamic banks across the world comes an ever-increasing
demand for the dedicated technology. What systems prove to be most popular and what role
does IT play in the industry today?
recruited a number of independent
consultants who were present during the
vendors’ demonstrations and provided
advice. I-flex and Temenos made it to the
shortlist and by the end of December it was
decided to go with Temenos’ offering – T24
Islamic Model Bank (originally developed
by Temenos together with Al Salam Bank).
One of the strengths of Temenos’ offering is
that it has ‘a complete model bank ready
for operations’, says Berro. ‘Once the
system goes live, the majority of the
banking services are available.’

Undoubtedly, over the past few years
Shari’ah-compliant banking technology and
its developers have enjoyed a notable period
of activity, with significant sales in the
traditional Islamic finance hubs of Middle
East and South East Asia, and further afield
in the new markets of Europe and Africa.
Large international banking systems
vendors, including Temenos (Switzerland),
I-flex (India) and Misys (UK), have
developed software catering for specific
requirements of Shari’ah-compliant
financial institutions.
A French supplier, Delta Informatique, has
also recently announced its plans to
introduce an Islamic solution to the market.
The vendor has partnered with a Saudi IT
company, Daleelteq, for this initiative, and
is currently negotiating a contract for the
system’s first implementation at Faisal
Islamic Bank in Khartoum.

Mohamed Mostafa,
The United Bank

banking is’, says Mohamed Berro, CEO of
Al Hilal Bank. ‘Islamic banking systems
progress is almost in line with the progress
of the Islamic banking industry itself.’

Kuwait-based Path Solutions and Lebanonbased BML Istisharat have been confidently
increasing their international customer lists.
On a more local level, Leadsoft Bangladesh
and Millennium Information Solution (both
Bangladeshi companies) have been gaining
wins from domestic banks, and also eyeing
the wider market.

Al Hilal is itself a new entrant to the
market. It was set up by the Abu Dhabi
Investment Council and is wholly owned by
the UAE government. The bank is
headquartered in Abu Dhabi with branches
scattered across the Emirates, open for
business as of June 15 this year.

However, as the Islamic banking and
finance industry is still very young
compared to the conventional one, the
market for Islamic banking systems is not
saturated yet. If nothing else, banks would
like to see more choice, although there is a
general understanding and acceptance that
the technology side of Islamic finance has
not reached the peak of maturity yet. ‘The
industry matches the stage at which Islamic

When Al Hilal embarked on the selection
process (October 2007), it was ‘not
expecting to find the same number of
solutions that are available for conventional
banking’, cites Berro. Five vendors were
considered, including the afore-mentioned
I-flex, Temenos and Path Solutions. The
selection stage was very swift, just two
months, with initial assistance from a
consultancy firm, KPMG. The bank also

34 IIBI

‘This is a really significant win against the
traditional Islamic vendors, which didn’t
even make it to the short list for whatever
reason,’ notes Juan Cejudo, the company’s
general manager, Middle East.
He adds that the bank demanded serious
commitment to deadlines. ‘They wanted to
start the project on the 15th January and go
live by June. “If you cannot make that, don’t
bother doing the presentation,” they said.’
‘Banks in the Middle East spend five or six
months internally deciding what they are
going to do,’ continues Cejudo. ‘Then they
go out to a vendor saying, you’ve got two
weeks respond to this, two weeks to do
this, then I want to go live. What happens is
they’ve got a one year timeframe to get
their system up and running, but they spend
six or seven months deciding on strategy,
and then put pressure on the supplier to
make sure they can make up the time.’
In addition to rigid timeframes, regional
presence was also very important to
Al Hilal. Flexibility, scalability and the size
of the vendor’s financial resources were
taken into consideration as well.
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process took about three months and then
the project was moved to stage two –
development and testing. By mid-April
2007, the bank commenced the conversion
of the first two banks, followed by the third
bank a month and a half later. In late
summer that year, The United Bank
implemented an Islamic finance module.
Misys’ Opics was taken for treasury activity
to cover front, middle and back office
operations. It was implemented in the
course of the last phase, adds Mostafa, as
well as vendor’s Trade Innovation solution
(for trade finance).

The new system at the bank has been
localised to meet the country’s legislative
requirements, and is being deployed at the
bank’s head office and the entire branch
network in the UAE. At present, Al Hilal
does not have any branches outside the
country, but there are plans for such
expansion and Berro confirms that T24
Model Bank will be implemented there
as well.
The project is being managed by four teams:
around ten people from Temenos, an
equivalent number from IBM, a team from
the bank (everybody at the bank is involved)
and a third-party team of around dozen
people assisting with the software testing.
‘So far we are happy with our choice,’ states
Berro. ‘We are moving ahead.’
Temenos is not standing still either and
expects to clutch more deals in the Middle
East in the near future. ‘We’re very hopeful
we’ll sign another one or two decent
Islamic banks in the next few months’, says
Cejudo. Although no names are being
disclosed, it is known that another start-up
Islamic bank in the GCC has already
selected Temenos’ products.
‘It’s a very exciting time in the Middle East
now,’ observes Cejudo. While ‘the rest of the
world is falling apart with this credit crisis
and conventional banks in Europe are
focused on staying afloat’, the Middle East is
growing fast due to oil prices and the
opening up of GCC regulations, allowing the
banks to expand regionally and
internationally. Islamic business is developing
at ‘a phenomenal rate’, with opportunities to
‘take a large portion of the niche market’ in
Asia and Europe (namely Malaysia,
Indonesia, UK, Germany and France).
Meanwhile in Africa, The United Bank has
already completed a core system conversion
project and is successfully running a new
solution. Headquartered in Cairo, The
United Bank is ‘a new name in the Egyptian
banking and finance sector’, in the words of
Mohamed Mostafa, the bank’s CIO. The
bank came into existence as a result of the
country’s Central Bank’s reform of Egypt’s
financial market. Three domestic banks
www.newhorizon-islamicbanking.com
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Mohammed Berro,
Al Hilal Bank
were merged to create The United Bank:
Nile Bank, the United Bank of Egypt and
the Islamic International Bank for
Investment and Development. The newlyformed entity offers both conventional and
Islamic banking products and services for
retail customers and corporates.
After careful consideration, the bank
decided against holding a tender. ‘One of
the acquired banks already had Equation
core system [from Misys],’ points out
Mostafa. So, it was agreed to adopt this
product for The United Bank. ‘It can
guarantee a basic system that allows the
bank to present all the transactions and
financial services for the individuals and

The new core solution is centralised and
covers all of the banks branches and offices
across Egypt (around 40). ‘Our vision based
on technology lead to the purchase of the
latest IBM i-Series server and building state
of the art WAN/LAN/IP telephony and
security,’ says Mostafa.
However, one international vendor believes
neither in Islamic banking modules, nor in
converting conventional core banking
solutions into Islamic ones. Path Solutions
emphasises that its flagship product for
Islamic banks, iMAL, has been built from
the ground up, which is the only way the
system can be truly Islamic. Naji
Moukadam, the company’s president, is
convinced that ‘changing the word “interest”
to the word “profit” and adding some
computations’ that ‘some vendors are doing’
is not enough for the solution to work
properly. ‘It has to be a complete cycle.’

Islamic banking systems progress is almost in line with
the progress of the Islamic banking industry itself.
Mohamed Berro, Al Hilal Bank

foundation, including the services of both
the Islamic banking and investment sectors,’
he explains. The bank also wanted to
improve its customer service and ‘the whole
bank system in general’.
The project commenced in the Autumn of
2006 and was divided into five stages. The
first one consisted of gap analysis and data
cleansing for the three acquired banks. This

Path was one of the first companies to turn
to the Islamic finance industry; it is a
member of Accounting and Auditing
Organisation for Islamic Financial
Institutions (AAOIFI) – a key Islamic
banking standards body – and ‘has been
following AAOIFI’s guidelines from the
start’. According to Moukadam, the system
also complies with the International
Accounting Standards (IAS).
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It is worth noting that the bulk of Path’s
recent contracts have come from start-up
banks, with a number of deals in the UK,
where Islamic finance is notably on the rise.
The latest one is Gatehouse Bank plc, a
fully Shari’ah-compliant wholesale
investment bank based in the City of
London and recently authorised by the UK
Financial Services Authority (FSA). The
bank commenced operations in April 2008,
confirms Twalha Dhunnoo, head of finance
and operations at Gatehouse. Gatehouse’s
parent company is The Securities House
K.S.C.C., an investment firm in Kuwait,
with interests overseas.
Naji Moukadam,
Path Solutions
iMAL (‘i’ stands for Islamic and ‘mal’
means ‘money’ in Arabic) has proved to be
popular in Path’s traditional ground of the
Middle East, and more recently, has found
new takers in Malaysia, Africa and the UK.
With 14 new wins in 2007 alone, iMAL
is among the most popular Islamic
banking solutions.
To provide local technical support for its
Asian and European customers, Path
opened new offices in London and Kuala
Lumpur last year. And earlier this year, the
company launched its own education centre
– Path Solutions Academy – due to a very
high demand for Islamic finance specialists
in the market. At present, the courses are
offered only to the company’s staff, but ‘the
plan is to go externally, across to Path’s
customers and other people that are
interested in Islamic banking and
technology,’ notes Moukadam.
‘Technology is a major factor for Islamic
banks in having a competitive advantage,’
he continues. ‘It is empowering people at
these banks and helping them to make
better decisions.’ In his view, one system
with a modular approach works best.

36 IIBI

Incorporated in May 2007, Gatehouse
spent most of last year working on a
number of start-up programmes, recalls
Twalha Dhunnoo, including applying to the
FSA for authorisation, recruiting a team of
qualified front and back office personnel
and ‘investing in the right systems and

The project was divided into stages.
The first one consisted of extensive testing
and customisation, so that by the first day
of 2008 the system could be put into action.
‘We have been recording all transactions
and expenses starting from January 1, as
our financial year runs from January 1 to
December 31. We didn’t want to delay and
back log transactions.’
The live system was customised to initially
meet the bank’s requirements in the areas of
accounting, reporting and operations.
‘We did a lot of work in terms of bringing
the system to the necessary standard to
take it live as at the start of the year,’
notes Dhunnoo.
The second stage involved the testing of
additional Islamic banking products that
Gatehouse will offer and took place in the
period between the first round of user
acceptance testing and the FSA authorisation.

Technology is a major factor for Islamic banks in
having a competitive advantage.
Naji Moukadam, Path Solutions
infrastructures’. ‘We needed a core system,
which is compliant with Islamic banking,’
he states. The bank engaged one of the Big
Four professional advisory firms to support
the system selection process (PricewaterhouseCoopers, Deloitte Touche Tohmatsu, Ernst
& Young and KPMG comprise the Big
Four). This constituted drawing up a
shortlist from a number of potential
vendors including Path Solutions, who
eventually landed the deal.
The implementation process started in the
last quarter of 2007, shortly after the
contracts were signed. The bank mobilised
its staff, supported by external expertise,
where required. ‘We wanted to buy and
embed best business and system practices
upfront, before we went live, not after’,
explains Dhunnoo.

Path is still actively involved in the project.
The company has an office in London and
‘can be called at short notice when
required’. User training is also carried out
by Path. ‘The project is on-track,’ states
Dhunnoo. The participants are ‘working
together’ to ensure systems’ readiness for
full ‘business-as-usual’ operations, he adds.
Gatehouse is just one of a number of
Islamic financial institutions looking to gain
significant ground in the UK, and one of
many more opening for business around the
world. With the players equipping
themselves with sophisticated core
solutions, the world may well see Islamic
banking and finance take far more ground
from conventional banking that it had ever
imagined. Those that are ready for it will
reap the benefits.
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Women in Islamic Finance Seminar
The growing presence and importance of women in the industry was highlighted in a half-day
seminar organised by Norton Rose LLP and held at the firm’s swanky office building in the City
of London on the banks of the river Thames.
The seminar was well attended by the
eminent players (for example, Dr Natalie
Schoon, head of product development at the
Bank of London and the Middle East plc),
as well as aspiring specialists. As one might
guess, the overwhelming majority of the
attendees were women. Although a few men
also showed up, including such well-known
figures as Mohammed Amin, tax partner at
PricewaterhouseCoopers, and Mohammad
Ali Qayyum, IIBI’s director general.
The event was chaired and moderated by Neil
Miller, partner and head of Islamic finance at
Norton Rose, who founded the firm’s Islamic
finance group in 2000. Since its inception, the
group has actively promoted the industry in
the UK and has built up an impressive track
record of advising on Islamic finance
internationally, including Malaysia, the Indian
sub-continent, Turkey and Indonesia.
The first speaker to take the floor was Kitty
Ussher MP, economic secretary to the
Treasury. She elaborated on the UK
government’s perspective on Islamic finance,
an initiative that was started a year or so
ago, when the government announced its
plans to turn the UK into a leading global
centre for Islamic finance (NewHorizon,
January–March 2007 issue). Since then, the
work has been ongoing on the highest level
(most recent developments are featured in
the ‘News’ section in this issue, p6). The
progress has been overwhelming, with a
host of fully-fledged Islamic banks opening
for business in the country. According to
Ussher, the French government is also
examining the possibilities of Islamic
finance in France and has turned to its UK
counterpart for consultation and advice.
Then, Shaykha Halima Krausen, academic
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and Shari’ah scholar from Germany, gave the
listeners an insight into the history of women
in Islamic trade and finance, drawing
examples of significant roles women have
played throughout the centuries in the
development of business activities. She cited
the Prophet’s wife, Khadijah, as a major
illustration. Khadijah was a businesswoman
and she actually employed Muhammad
(prior to marrying him) as one of her agents
in her trading business. She was so impressed
by his conduct and sense of responsibility,
that she proposed to him and their marriage
lasted 25 years, until she passed away.
Next, Dr Eva Bigalke, executive director at
an international conglomerate, WestLB, and
Stella Cox, managing director of DDCAP
Limited, Islamic financial services company,
talked about their experience in the industry
and various projects they have been
involved in over the years. Dr Bigalke
presented a case study on Aston Martin
LBO (leveraged buy-out transaction) deal,
completed in mid-June 2007.
The transaction, worth $965 million, was
made up of 60 per cent financed through
equity contributions and the rest funded
through a commodity murabaha facility
arranged by the London branch of WestLB.
It was recognised as ‘the most innovative
financing transaction’ by the inaugural
Islamic Finance Awards last year
(NewHorizon, July–September 2007 issue).
The award was presented to Kuwait-based
Investment Dar, part of Bidco, a consortium
that acquired Aston Martin (other member
of the consortium include another
Kuwaiti company, Adeem Investment, and
several individuals).

Shaykha Halima Krausen
Stella Cox, who is now one of the leading
specialists in Islamic finance, recalled the
times when she started working in the
industry over a decade ago, that she was
told that Islamic finance and women was an
improbable combination. The times have
changed since then, and now women are
actively engaging in the industry. And
furthermore, the industry has created
sectors catering exclusively for women.
A number of investment and brokerage
funds were set up in the Middle East
(particularly in Saudi Arabia) to target
women investors. Today, up to 30 per cent
of brokerage accounts in Saudi Arabia are
owned by women, as well as around 40 per
cent of family-run businesses (usually as
silent partners). In Bahrain, in 2006,
Masrafy Bank became the first bank to offer
wealth management services and Islamic
banking entirely for women. Qatar Ladies
Investment Company offers similar services
in Qatar.
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There is also an increasing (although
rather slowly) number of women
working at the highest levels across the
Islamic finance sector worldwide. Most
known examples include the celebrated
governor of Bank Negara Malaysia
(central bank and regulator), Dr Zeti
Akhtar Aziz, who lead the country’s
Shari’ah-compliant sector to the
prosperity it enjoys today. In many
respects, it is Malaysian women who
have set the pace in Islamic finance. For
example, Dr Eg Rabiah Adawiah Binti
Engku Ali, an academic at the
International Islamic University of
Malaysia, has become the first registered
female Islamic finance Shari’ah advisor.
This opens the area that has been, in
effect, inaccessible to women before.
Elsewhere, Dr Shamshad Akhtar, is a
governor of Pakistan’s central bank, the
State Bank of Pakistan; Sheikha Lubna
Khalid Sultan al Qasimi is a minister for
economy and planning of the UAE;
Maha K Al-Ghunaim is a chairperson
and managing director of Kuwait-based
Global Investment House; Lubna
Sulaiman Al-Oleyan is a recently
appointed board member of Saudi
Hollandi Bank in Saudi Arabia; and, of
course, Tanya Andreasyan is editor of
this publication. There are more
examples of women occupying senior
positions in Islamic financial institutions
across the globe.
Two young aspiring associates from
Norton Rose, Aziza Atta and Shatha Ali,
gave their views on being involved in
Islamic finance. Both described their
experience as positive and encouraged
women to join this rapidly developing
industry.
Of course, empowering women in this
area depends on the cultural and social
aspects of different countries, which
range broadly in different parts of the
world. To date, both Islamic and
conventional finance sectors are still
dominated by men, although more and
more women are excelling in both.
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Students from Poznan
University in Poland visit IIBI
A group of students from the Scientific
Association SKNProfit, which is a part of
the Department of Investments and Capital
Markets at the Poznan University of
Economics in Poland, visited financial
institutions in the City of London. As a part
of a broader project of learning about
international trends in finance, they visited
Lloyds Insurance, the European Bank for
Reconstruction and Development (EBRD),
Bloomberg, Saxo Bank, Goldman Sachs, the
Bank of England and the Institute of Islamic
Banking and Insurance (IIBI). The visit,
coordinated by Grzegorz Hucz, was
intended to further their studies, as well as
becoming a platform of cooperation in their
future careers.
According to Hucz, for the past couple of
months the group was trying to explore the
topic of Islamic finance and became very
interested in this field. One of the main
reasons mentioned was the amount of articles
on this subject that appeared in the
international press within the past seven
months. They ‘became aware that in view of
the credit crunch and soaring oil prices Islamic
financial institutions are becoming more and
more important for the global economy’.
The group was also hoping to explore the
growing interest in Islamic sovereign wealth
funds. Moreover, they had noticed the
increased activity of Islamic institutions in
the Central and Eastern Europe, such as
Arcapita Investments in Warsaw. They were
hoping to learn about the needs of the
Islamic finance industry and how they could
benefit as Poles from the new business
opportunities. Hucz commented, ‘we
realised that, as Poland is a mono-cultural
country of around 90 per cent declared
Catholics, we do not know much about
Islam and the rules that are important in the
Islamic world. We felt that, as the world is
globalising, the ability to communicate in a
proper and respectful manner with Islamic
cultures would be an asset for us.’
‘I didn’t really know what Islamic finance is
about, but I know that I need to understand

it if I want to be a successful businessman,’
said one of his colleagues.
Hucz explained that the students decided to
contact the IIBI, as ‘we learned from
the Institute’s website that it is a platform of
communication in the field of Islamic finance
in London. Moreover, one of our alumni
encouraged us to contact the Institute.’
The group was received by Mohammad Ali
Qayyum, director general of the IIBI, on the
premises of DDCAP, one of the global
leaders in Islamic investment and finance.
They were introduced to Stella Cox,
managing director of a DDCAP subsidiary,
DDGI Ltd, and a member of IIBI’s board of
governors, and her colleagues, Lawrence
Oliver and Andrew Betkowski.
The group found the presentation very
interesting and helpful in understanding the
principles of Islamic finance, which
according to them ‘turned out to be the
basic principles of running a decent life in
harmony with the society, that could be
applicable everywhere’. After the visit Hucz
commented, ‘we had an opportunity to
learn about the basic principles of the
Islamic finance and its history, evolution
and future prospects. We were shown
Islamic instruments, the development of the
Islamic market in different countries and
the challenges for the future.’
‘We were very keen to learn more about
Islam as there are not many opportunities
to ask questions in Poland on these issues
and we do believe that there is a need for
such meetings and such sources of
information,’ he stated. ‘We believe there is
plenty of room for cooperation between the
Islamic and Western financial worlds.’
On their return to Poznan, the group shared
the knowledge that they had gained of
Islamic finance with other members of their
association, and are looking forward to
having more chances for their members in
the future to explore the Shari’ah-compliant
finance industry.
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Dubai Women’s College students visit IIBI
A group of students studying an Advanced
Diploma in Insurance at Dubai Women’s
College, Ali Abdul Rahman Nasser Ayed Al
Otaibi, Naeima Ali, Salma Ahmed
Mohammed Ali Al Housani, Shaikha
Malalla Khamis Ali, Shireen Salem Khamis

Sulaiman Ali, Sumeya Ahmed Juma Hussain
Abdulla, with Mayada Mahmood Ibrahim
Bin Essa as their chaperone and Graham
Spriggs as their teacher, were received by
Mohammad Shafique, programme
development co-ordinator of the IIBI. The
purpose of their visit was to learn more
about the development of Islamic insurance
(takaful) in the UK market.
The goal of Dubai Women’s College (founded
in 1989) is to provide an exceptional learning
environment for young Emirati women that
enables them to ‘practice the future’ by
developing professional excellence and ethical
commitment for leadership roles in a rapidly
developing local economy, characterised by
Emiratisation and globalisation. Spriggs
commented that the study tour to the UK was
an opportunity for the students to see how
the country’s market operates, as well as
understand some of the HR (human
resources) and cultural issues and compare
these to the UAE.
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The group was invited to attend a lecture
by Mohammad Khan, director of takaful
and retakaful services at PricewaterhouseCoopers, on Islamic insurance, organised by
the IIBI. Following the lecture there was a
separate session with Khan, where the

students had the opportunity to seek further
clarification and information on the UK
market. At the IIBI’s request, Omar Shaikh,
member of the IIBI and Ernst & Young’s
team on private equity transaction advisory
services, gave an overview of the
developments of Islamic banking in the UK.

returned to Dubai. They specifically
commented on the IIBI presentation, saying
that it had been very informative and had
opened an interesting debate on the
arrangement of Islamic insurance and its
potential for growth in both the UK and the
Gulf region. They found Khan to be very
knowledgeable and an excellent speaker
who explained the issues in a clear and
entertaining way.
The IIBI also arranged for the group to visit
Principle Insurance, the UK’s first
independent takaful company recently
authorised by the FSA (Financial Services
Authority), the UK regulator. They were
received by Alun Williams and briefed
about the products that the company will
be offering, and the market potential for
Islamic insurance in the UK. The students
found this briefing very relevant as Mr
Williams talked about some of the issues
faced in trying to build an Islamic company
and ensure that the market for the products
is identified and reached.
As a token of appreciation to the IIBI for
support in facilitating their visit, the group
presented an engraved glass plaque which was
accepted by Shafique on behalf of the IIBI.

He also highlighted the difference in the
regulatory and taxation regime faced by
Islamic financial institutions operating in
the UK and in the Middle East, as he has
experience of working in London and
Bahrain. Shafique updated the students on
the role of the IIBI in providing continuing
professional education and training in both
Islamic banking and insurance. The
students also shared their knowledge of the
local market and developments and
mentioned that not all Muslims are taking
up Islamic banking and insurance products.
The students were required to write a
report on their experiences when they

www.newhorizon-islamicbanking.com

NEWHORIZON Rajab–Ramadan 1429

IIBI NEWS

Sukuk, their practical applications
and challenges
Mohammad Shafique, IIBI editor of NewHorizon and programme development co-ordinator, presents
a summary of this workshop organised by the IIBI and held on the 29th April 2008 in London.
The last six years has seen exponential
growth in sukuk issuances, especially in the
GCC and in Malaysia. In order to facilitate
the issuance and trading of sukuk in the
UK, new changes have been made by the
government in legislation last year. With the
growing demand in this asset class, the IIBI
organised a workshop hosted by the
National Skills Academy Financial Services,
London. It was led by experts from the
industry and attended by senior figures
from the industry and regulators. Sukuk
represent Islamic investment instruments
registered in the name of their holders and
are based on the principles of an underlying
Shari’ah-compliant contract. This may be a
sale (murabaha, salam or istisna), leasing
(ijara) or partnership (mudarabah or
musharakah), whereby investors mix their
funds with other investors to make a profit.
In the first session, Dr Adnan Aziz from
BMB Islamic, an international Shari’ah
advisory firm, provided an overview of
sukuk. Holders participate in ownership of
the company issuing the sukuk; they have the
right to profits and bear the loss; the sukuk
maturity corresponds to an underlying
project. A sukuk manager represents the
investors, working for their benefit by
investing the funds in accordance with the
approved terms listed in the contract.
Dr Adnan named the key players in sukuk
so far, including HSBC Amanah and Dubai
Islamic Bank. He also talked of building up
a secondary market in sukuk, which has
been a focus of the Liquidity Management
Centre (LMC) in Bahrain. For example,
together with a handful of regional banks,
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the LMC has been offering two-way pricing
for some sukuk on its website. Dr Adnan
pointed out that development of an active
secondary market should help Islamic
financial institutions manage their liquidity.
Richard de Belder and Matthew Sapte of
Denton Wilde Sapte, an international law
firm, followed with a discussion on the
practical applications of Islamic finance
contracts as a basis of sukuk activities. They
discussed some of the most popular Islamic
finance structures that have been used in
sukuk transactions. De Belder then went on to
discuss sukuk structuring issues, such as
whether sukuk should be asset-based or asset
backed. Sapte covered some of the most
interesting sukuk issues in recent years, such
as the DCA sukuk, Tamweel, Amlak, PCFC
and Aldar. De Belder then discussed the
implications for sukuk issues to date of the
statement made by AAOIFI in February 2008.
Phil Heath of PricewaterhouseCoopers then
presented the taxation issues of sukuk. He
discussed the practical issues surrounding
corporate tax, withholding tax, VAT, and
stamp duty for a UK-based issuer, and the
treatment of income and capital gains in the
hands of UK-based investors. He also
briefly touched upon the changes made in
the UK tax law in last five years, and last
year’s changes which are more focused on
the sukuk issuers and holders.
Mohaimin Chowdhry of European Islamic
Investment Bank (EIIB) subsequently
explained the requirements of Shari’ah law
and the difficulties of fulfilling these in a
conventional legal framework. Shari’ah

requires that sukuk must represent ownership
of real economic assets that generate revenue.
It must not represent the sale of debt, returns
should be linked to actual profits and not as
a percentage of capital, and returns or losses
must be shared equitably. Although there is
freedom of contract under English Law, there
appear to be significant problems in
enforcing a Shari’ah-compliant contract.
Regulators look at sukuk as a collective
investment scheme and there are implications
for withholding tax to sukuk holders; while
the initial sukuk transactions used
ijara/salam/murabaha-debt type structures,
some of the recent transactions have used
musharakah/mudarabah/wakala-equity type
structures. Differences are appearing due to
the divergence in perception among Shari’ah
scholars and the industry players; what is
equity in Shari’ah eyes is a debt in industry
eyes as investors must not be lenders but
partners. The way forward is either a shift in
the Shari’ah scholars’ thinking or a shift in
the industry’s thinking.
In the closing session, Mufti Barkatullah, a
leading Shari’ah scholar, talked of the
Shari’ah-related issues in sukuk transactions.
There was much coverage of sukuk recently in
media after the statement of Mufti Taqi
Usmani, chairman of the Shari’ah Committee
of the AAOIFI. Shari’ah scholars have allowed
some structures with the aim of promoting the
industry, and Mufti Usmani was critical that
use of this exception was becoming a norm.
This represents about 15 to 20 per cent of the
total sukuk issued so far, but it was reported in
media as if 85 per cent of all sukuk were not
complying with Shari’ah principles.
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Promoting Islamic finance
April: Role of Shari’ah
scholars in standardisation
process of Islamic finance
Mufti Barkatulla, a leading Shari’ah
scholar and a member of the Shari’ah
supervisory panels of a number of
Islamic financial institutions, discussed
the role of scholars for the Islamic
financial services industry’s growth,
and how the scholars are performing
a delicate balancing act between
authenticity and innovation when
addressing the needs of Islamic
financial institutions in a highly
competitive global market place.
The lecture was chaired by
Mohammed Amin, tax partner at
PricewaterhouseCoopers LLP.
Mufti Barkatulla noted that Shari’ah
compliance standards and divergence have
become the focus of much deliberation. The
role of Shari’ah scholars has been scrutinised
by industry critics. There is international
divergence among Shari’ah scholars’
opinions which may largely be attributed to
regional cultures, norms and local practices.
Globalisation of the Islamic finance industry
and cross-border transactions should push
for convergence. With a new breed of
professionals emerging to enhance the role
of Shari’ah advisement and audit, the
scholars need to have a thorough
understanding of finance practices, as well
as Islamic law and conventional economics.
In a fast growing world of Islamic finance,
there will always be a demand for
innovative products to compete with
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conventional products. While globalisation
requires universal standardisation, regional
priorities are pushing towards new
uncharted territories that require fine
balancing between authenticity and
innovation by the Shari’ah scholars.
He also pointed out that Shari’ah advisory
practices are also evolving. There are a few
individual-based consultancies who are
advising institutions in product development
and Shari’ah compliance. These include
BMB Islamic, Yasaar Ltd, Dar Al Istithmar
Ltd, Islamic Finance Advisory and
Assurance Services (IFAAS) and Al Qalam
Shari’ah scholars’ panel. However, as the
Islamic financial sector grows and as more
consultancy firms emerge, this will lead to
the development of a professional code of
ethics and standardisation of practices in the
Shari’ah advisory profession – as happened
in other professions.
He then briefly touched on the roles of the
Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOIFI) and
the Islamic International Rating Agency
(IIRA). The AAOIFI Shari’ah board is
working on the harmonisation and
convergence of Shari’ah supervisory
practices, Shari’ah standards in accounting
and auditing and practicing collective ijtihad
(reasoning) to settle divergent points and
also act as an arbitrator. Collective ijtihad is
not meant as a replacement of individual
scholars, but to build consensus among
scholars with differing opinions. The IIRA
rates the Shari’ah compliance of Islamic
financial institutions adhering to greater
standards of disclosure and transparency.
Mufti Barkatulla elaborated on the Shari’ah
supervisory tasks which include advising on
product development, consumer advocacy,
screening legal and marketing documents,
monitoring stocks, management practices
and fees, fiscal and moral purification of

Mufti Barkatulla

portfolios, regular reporting and annual
audit of institutions, arbitration and dispute
resolution, supervising Shari’ah training
and annual audit and certification of
Shari’ah compliance.
He finally added that the Shari’ah scholars
should be involved from day one in the
product development cycle as it will
facilitate the dialogue between practitioners
and Shari’ah scholars and result in efficient
product structuring and Shari’ah approval.
It will not only resolve the problems which
may come up from time to time in product
development cycle, but also helps in
capacity building which is crucial for
efficient product development.
After the presentation there was an
extensive session of Q&A; the participants
raised questions about the value addition by
the Shari’ah scholars, the enforcement
mechanism for the Shari’ah committee
recommendations; whether the Shari’ah
scholars are indemnified in case their advice
proves to be wrong and has an adverse
effect on the business; the conflict of interest
issue as Shari’ah scholars are employed by
management and paid by them; and the
shortage of well-trained Shari’ah scholars.
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May: Current issues
in takaful
Mohammad Khan, director of takaful,
Islamic finance, actuarial and insurance
solutions at PricewaterhouseCoopers LLP, presented an overview
of takaful structures used around the
world and what the current issues
facing the industry are.
The lecture was hosted by the
Chartered Insurance Institute (CII)
and chaired by Nick Plastow,
operations manager, face-to-face
training at the CII.
The lecture began with a brief history of
takaful and the features of the business that
ensured it was Shari’ah-compliant
compared to conventional insurance.
Khan explored the various factors for why
takaful is estimated to be growing at over
20 per cent a year. These include the
increased wealth and propensity to buy
financial products of individual Muslims
around the world, the increase in awareness
and demand for Shari’ah-compliant
products by individual Muslims and the
realisation by potential providers that
Islamic products can be offered at a similar
price to competitive products and that there
is demand for these products.
Khan discussed the issues affecting the
growth potential of takaful in the EU, in
particular the challenges faced by takaful
businesses ensuring that they are not only
Shari’ah-compliant but also meet all of the
national insurance regulations in the
country in which they are based. There was
a discussion with the audience about how
takaful products could be successfully
marketed to both Muslims and nonMuslims, and how different marketing
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strategies would be required to successfully
market to these different sectors.
Khan pointed out that takaful products are
inherently ethical (i.e. takaful assets are
invested in ethical assets, the customers
share in any surpluses generated by the
takaful company, and an independent
Shari’ah board ensured that the company
was run on a Shari’ah-compliant, or
‘ethical’, manner). Consequently, if takaful
businesses could offer price-competitive
products such as motor insurance, they
would have a valuable marketing
proposition to non-Muslims in the UK, US
and Europe. Khan highlighted that in more
mature Islamic finance economies (such as
Malaysia), a significant proportion of
takaful customers are non-Muslims.
The issues of risks involved for policyholders
and shareholders, and how these risks are
Shari’ah-compliant were explored. Although
policyholders bear the underwriting risk
within a takaful business, the operating
capital, regulatory capital and operating
expense risk are borne by the shareholders.
Also, the shareholders and their managers
are responsible for the strategy and therefore
the possible future viability of the takaful
entity. There was then a lively debate
amongst the audience as to how takaful met
the Shari’ah challenges of the conventional
insurance and whether all issues of Shari’ah
compliance could be met.
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Khan highlighted that the major issue for
Islamic financial institutions around the
world is the availability of Shari’ahcompliant investments. This is proving to be
an issue in the GCC and Asian countries,
not just Europe and the US. In particular,
there is a lack of short term Shari’ahcompliant assets, and although there is
greater availability of sukuk and Islamic
investment funds, the shorter term Shari’ahcompliant asset class still appears to be
under-resourced.
Khan concluded the talk by highlighting
that the major issue for the growth of
takaful was the lack of skilled professionals
who not only understand insurance but also
understand the Shari’ah principles required
for each function within an Islamic
insurance company.

June: Islamic hedge funds
– a possibility or a
contradiction in terms?
Ruggiero Omar Lomonaco, head of
Islamic finance at ABN AMRO,
presented an overview of Shari’ahcompliant hedge funds and proposed
‘Islamic dynamic strategies’ as a
possible way forward for the Islamic
wealth management industry.
The lecture was chaired by Haliza Abd
Rahim, legal counsel at BMB Islamic,
an international Shari’ah advisory firm.
Various strategies used by hedge fund
managers include long/short,
leveraging and margin trading.
However, statistics indicate that
long/short funds represent the largest
proportion of current funds.

May Lecture
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‘Islamic dynamic strategies’. The goal is to
develop low risk but stable return strategies
that do not suffer from the same issues as
Islamic hedge funds.

Rugglero Omar Lomonaco,
ABN AMRO

Lomonaco looked at Islamic hedge funds
which aim to achieve a similar return for
investors to conventional hedge funds. He
commented that fundamental Shari’ah
concerns with Islamic hedge funds are
mainly on short-selling techniques; going
long means buying stock to hold as
investment and has no associated Shari’ah
concerns provided the stock is halal;
shorting means borrowing and then selling
stock that one does not own in anticipation
of re-purchasing it. This poses a problem for
the Islamic principle that you cannot sell
what you do not own. Hedging has
gradually received the approval of some
Shari’ah scholars.

These strategies should be transparent and
made available in the form of capitalprotected certificates which, in the event of
a collapse of the issuer or a malfunction of
the strategy, have the ability to offer 100
per cent redemption by adopting a strict
segregation of the Islamic principle via an
Islamic trust, which in turn invests in
Shari’ah-compliant assets only. He
explained the mechanics of ‘Islamic
navigator’ as an example of Islamic
dynamic strategies, which invests in four
Shari’ah-compliant assets based on an
algorithm that identifies medium term
trends in these assets.

A detailed article on Islamic hedge funds
can be found in the ‘Academic article’
section of this issue, p32.

July lecture preview: UK taxation of Islamic finance –
levelling the playing field
Over the last five years, the UK
Government has made several changes to
its tax laws with the goal of providing a
level playing field for conventional and
Islamic finance. The July lecture will
review the changes made, assess how flat
the playing field really is, and make some
suggestions regarding future changes.

He also explained Shari’ah-compliant
shorting techniques based on arboun and
salam. Salam and arboun contracts have
been used to achieve the economic profile of
shorting; salam refers to upfront payment
for an asset with delivery at a future date,
and arboun is similar to a conventional
option. However, both structures are not
accepted by the majority of the Shari’ah
scholars and this poses a problem in the
marketability of the Islamic hedge funds.

The speaker for IIBI’s July 2008 lecture will
be Mohammed Amin MA FCA AMCT
CTA (Fellow), tax partner at
PricewaterhouseCoopers LLP and head of
the firm’s Islamic finance practice in the
UK. He is member of the Council of the
Chartered Institute of Taxation, of the
Policy & Technical Committee of the
Association of Corporate Treasurers, of the
Business & Economics Committee of the
Muslim Council of Britain, and of the HM
Treasury Islamic Finance Experts Group.

He proposed that in an effort to address the
compliance issue of these funds and to
provide Islamic investors with more choice,
the Islamic wealth management industry
needs to encourage the development of

There is no charge to attend the lecture
but you must register. To register, please
visit: www.islamic-banking.com
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The result is a transparent, Shari’ahcompliant, low volatility strategy which
provides stable returns. He pointed out that
simulations of such strategies indicate that
they have been largely successful. He
concluded that Islamic dynamic strategies
provide an excellent addition to Islamic
portfolios and will drive Islamic wealth
management over the next few years.
Attendees then raised questions which
included whether Islamic dynamic strategies
are suitable for risk-taking Islamic investors,
the problems in segregation of funds,
practical issues in trading certificates and
Shari’ah concerns on management of trusts
and capital redemption guarantees.

Mohammed Amin, PWC

The lecture will take place on
10th July at 6.00 pm at:
British Bankers’ Association
Pinners Hall
105-108 Old Broad Street
London
EC2N 1EX

www.newhorizon-islamicbanking.com
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‘Islamic Finance: A Practical Guide’
Consulting editor, Rahail Ali
Richard T de Belder, a partner with Denton Wilde Sapte LLP, London, and a lead
partner in the firm’s Islamic finance practice, reviews ‘Islamic Finance: A Practical Guide’
published in 2008 by Globe Business Publishing Limited (ISNB 978-1-905783-13-7).
The book is 170 pages long including bibliography and index and it is priced at £110.
Rahail Ali, one of the pre-eminent lawyers
in this area, explains that the book is a
practical insight to the diverse contemporary
application of Islamic finance and Islamic
insurance (takaful). It is aimed at people
who work in the industry, as well as those
looking to move into it. The book is split
into six sections.
The Islamic Finance Overview by Mustafa
Hussain is a well written and concise
introduction which will be of interest to
those new to the sector. The Equity and
Funds section contains three chapters. The
‘Overview of Islamic asset management’ has
some informative tables, although some of
the terms used are perhaps debatable in
places. The ‘Shari’ah screening and Islamic
equity indexes’ chapter by Kamal MA Mian
is extremely informative and goes into detail
about the history of the Islamic screening
processes and the different models currently
in force. The final chapter, ‘Islamic private
equity funds’, by Judy Kawaf and Neil
Miller, does include some overlap with the
previous chapter but also contains some
interesting insights into the various types of
funds, how funds are managed and the
operation of the Shari’ah board.
The third section contains three chapters.
The first is ‘Islamic syndications: legal and
structuring considerations’ by Rustum Shah.
It employs many useful tables describing
different structures, which will be of interest
to practitioners. The second chapter –
‘Application of Islamic finance to project
finance’ by Neil Miller and Mark Norris – is
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split into the construction phase and
operating phase of a project, and provides a
good summary of some of the different
structures and issues that will be encountered.
However, for those more experienced in
project finance, the chapter does not go
beyond the basic issues (although this is not a
specialist project finance book). The final
chapter in this section is entitled ‘Application
of Islamic finance to trade finance’, by Bial
Ahmed Khan and Abdul Rahman Al Shaikh.
It considers various types of murabaha and is
a helpful analysis of the differences that one
would encounter. There is also a short section
on dispute resolution including a reference to
various English court decisions and
arbitration procedures. This section might
have benefited from a reference to the recent
English court decision relating to arbitrations,
and other recent developments.
The next section opens with an ‘Overview
of Islamic capital markets’, by Ehsun Zaidi,
which contains a short summary of sukuk
and how the market has developed by
reference to various sukuk issues (which
only goes up to 2006). Next is ‘Innovation
in the global sukuk market and legal
structuring issues’ by Bilal Aquil and Imran
Mufti. This is more up to date as it includes
some of the 2007 deals. It describes two
transactions, which will be of interest to
practitioners. The final chapter in this
section, ‘Fixed income sukuk: prospects for
corporate issuance’ by David Testa, gives
the perspective of a banker. There is
discussion of sukuk, ijara and musharakah.
Added value is achieved by references to the

Doplin Energy and Investment Dar
transactions. There is also an interesting
discussion about the question of whether all
sukuk are a form of asset securitisation.
The penultimate section deals with takaful,
starting with an overview by Mohd
Ma’asum Billah. He looks at the basic
principles behind takaful and, on the whole,
succeeds. The following chapter compares
the differences between takaful and
conventional insurance. The use of tables is
a good approach, although there is
occasionally some uncertainty as to what is
being highlighted. The final chapter in this
section is ‘Islamic insurance products: a case
study’, by Omar Clark Fisher. This chapter
contains some academic research into the
current state of the takaful industry.
The final section is entitled ‘A reflection on
contemporary Islamic finance markets’, by
Rafe Haneef. It considers the progress that
the industry has made, its co-operation with
the conventional finance industry, and the
change in attitude towards Islamic finance
of major Middle East family-owned
companies. There is also a discussion of
whether the industry needs to move away
merely from the conversion of conventional
products into Islamic alternatives.
In summary, while in places there is some
repetition, and for very experienced
practitioners it may not be detailed enough
in some places, this book should definitely
be regarded as a valuable addition to
the library.
www.newhorizon-islamicbanking.com
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RATINGS & INDICES

MSCI Emerging Markets Islamic Index
Below is the performance of the MSCI Emerging Markets Islamic Index vs its standard counterpart
over the last year, together with sector weights and top 20 largest constituents, provided by MSCI
Barra, an indices risk and return portfolio analytics provider. Detailed information on the MSCI
Global Islamic Indices can be found on MSCI Barra’s website www.mscibarra.com
Security Name

Adjusted
Market
Cap
(USD m)

Weight

GAZPROM (USD)

144,219

7.52%

PETROBRAS PN

94,521

4.93%

CHINA MOBILE

88,267

4.60%

PETROBRAS ON

80,361

4.19%

SAMSUNG ELECTRONICS CO

79,473

4.15%

VALE DO RIO DOCE PNA

63,988

3.34%

VALE DO RIO DOCE ON

54,230

2.83%

LUKOIL HOLDING (USD)

52,348

2.73%

TAIWAN SEMICONDUCTOR MFG

45,612

2.38%

POSCO

40,218

2.10%

SASOL

37,084

1.93%

RELIANCE INDUSTRIES

37,033

1.93%

HON HAI PRECISION IND CO

28,472

1.49%

PETROCHINA CO H

27,302

1.42%

CNOOC

26,899

1.40%

NORILSK NICKEL MMC (USD)

25,349

1.32%

IMPALA PLATINUM HOLDINGS

22,820

1.19%

CEMEX CPO

20,066

1.05%

Sector

MSCI Emerging
Markets Index

MSCI Emerging
Markets Islamic Index

Difference

Energy

19.73%

34.05%

14.32%

Materials

16.54%

23.19%

6.65%

Industrials

8.02%

6.85%

-1.17%

Consumer Discretionary

4.58%

2.58%

-2.00%

CEZ CESKE ENERG. ZAVODY

17,099

0.89%

Consumer Staples

4.22%

2.72%

-1.49%

CHINA PETRO & CHEM H

16,902

0.88%

Health Care

1.45%

0.55%

-0.90%

Financials

20.71%

1.89%

-18.81%

Information Technology

10.50%

14.44%

3.94%

Telecommunication Services

11.00%

9.92%

-1.08%

Utilities

3.25%

3.78%

0.53%

Sector weights and top 20 largest constituents as of 30/05/2008

www.newhorizon-islamicbanking.com
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Q&A

Questions & Answers
Muhammad Ayub, IIBI’s director of training, development and Shari’ah aspects, answers
readers’ questions on various issues of Islamic finance. If you have any questions you would
like answered, please contact us; details can be found on page 4.
Why is there a lack of trading in
sukuk?
Trading in investment and financial
instruments is subject to a number of
Shari’ah rules. Instruments representing
ownership of the real assets and their
usufructs such as sukuk issued based on
musharakah, mudarabah and ijara are
tradable. Debt instruments can be traded
only at their nominal value along with
recourse to the original debtor. Instruments
representing a pool of different categories of
asset are subject to the rules relating to the
dominant category in the underlying pool.
Due to the limited number of sukuk issues
and the shortage in the supply of such
instruments vis-à-vis their demand on
account of the huge liquidity available with
the Islamic banks, there has been a ‘buy
and hold till maturity’ trend amongst major
investors. Regulators in key jurisdictions
have also been slow to provide the enabling
framework for the development of a sukuk
secondary market. However, this scene is
changing rapidly with the increasing
amount of global sukuk issuance, and
interest in sovereign sukuk issuance
providing opportunities for investors and
fund managers to leverage and diversify
the size of their portfolios of tradable
Shari’ah-compliant instruments.
The creation of a robust and viable
secondary market for sukuk is essential
for the development of the Islamic capital
markets. After the emergence of sukuk,
particularly ijara and the mixed sukuk,
secondary market trading in Islamic
financial markets is taking place. As the size
and number of sukuk issuances increase,
along with their competitive pricing, this
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will also facilitate their trading in a
secondary market. Other factors, such as
regulation, the presence of standard size
instruments, standard settlement procedures
and the presence of market makers who are
prepared to step in and provide liquidity to
the market itself, will further boost the
trading prospects of sukuk. Lately, the
situation has eased and active trading has
started. For example, the PCFC Sukuk and
the Nakheel Sukuk are being regularly
traded in the secondary market.
Islamic financial institutions need to
undertake more securitisation on the
basis of mixed portfolios. Further, if they
maintain some inventories of goods traded
under murabaha, salam and istisna, the
related sukuk could also be negotiable, thus
facilitating liquidity management by the
banks. The enhanced supply of such
negotiable instruments will also make
the Islamic financial market much
more efficient.

Why is LIBOR, an interest rate
benchmark, being used for pricing
in Shari'ah-compliant products?
Reference to rates or benchmarks is a
genuine need for all types of businesses,
enabling competing market players to
price their goods and services. Accordingly,
Islamic financial institutions (IFIs) also
need to price their products by reference
to benchmarks. LIBOR is the most
well known.
Conventional benchmarks are being used
by IFIs in pricing products and services in
almost all jurisdictions because they are
obliged to work in direct competition with

the interest-based banks, both at national
and global levels. It is also customary to
make comparisons on the rate of return
with conventional products and services.
The use of a conventional benchmark such
as LIBOR does not necessarily mean that
Islamic and conventional banking are
similar. The subject matter in the two
systems is different – the creation of money
without the backing of real underlying
assets is a dominant factor in conventional
bank transactions while the Islamic bank
transactions normally have to pass through
the ownership of the real assets or their
usufructs. This makes a great deal of
difference in terms of rights and liabilities
of the parties.
It is important to understand that LIBOR
is only a benchmark that is used as a
reference point in the calculation of return
and that reference to LIBOR in the Islamic
financial system does not imply that IFIs
are actually charging interest as in the
conventional system. Hence, the Shari’ah
does not prohibit reference to LIBOR as a
benchmark for pricing products, so long as
the other conditions of a valid contract are
fulfilled in accordance with the Shari’ah.
However, it is a compromise based on the
prevalent circumstances of the Islamic
finance industry being so much smaller
than the conventional industry and that
there is no other agreed benchmark
available to IFIs. It will require sustained
efforts on the part of economists, bankers,
policy-makers and Shari’ah scholars to
develop benchmarks reflective of real
economic sector activities in every
jurisdiction; until such benchmarks are
developed, any reference rates can be used
by IFIs for the pricing of their products and
for conducting business in accordance with
the Shari’ah principles.
www.newhorizon-islamicbanking.com
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CALENDAR

Diary of events endorsed by the IIBI
July

28–30: Structuring Islamic Funds and
REITS, Singapore
Course to focus on Shari’ah-compliant
investment funds, hedge funds and the new
real estate investment funds.
Contact: Marilou Valdez
Tel: +65 6305 9622
Email: marilou.valdez@terrapinn.com
www.terrapinn.com

London

© istockphoto | Douglas Freer

8: 1st Annual World Islamic Banking
Conference: European Summit (Euro
WIBC), London
Conference to focus on issues and
developments of the dynamically evolving
market for Islamic finance in the European
X
context.
Contact: Sharon Pereira
Tel: +971 4 343 1200
Email: sharon@matrixdubai.com
www.megaevents.net
8: Structuring Shari’ah-Compliant
Financial Instruments, London
Conference to discuss new and innovative
Shari’ah-compliant structures whilst
understanding the key dynamics behind
compliance and enforcement in the
Western world.
Contact: Susan Jacques
Tel: +44 (0) 20 7878 6889
Email: marketing@C5-Online.com
www.c5-online.com
14–16: 2nd International Takaful Summit,
London
Summit to explore the current state of
this vibrant sector of Islamic finance on a
global scale.
Contact: Reza Adil
Tel: +44 (0) 79 2808 5268
Email: reza@middleeastbusinessforum.com
www.takafulsummit.com

www.newhorizon-islamicbanking.com

31–1 August: Islamic Project and
Infrastructure Finance, Singapore
Workshop to focus on Shari’ah-compliant
finance tools and products used in project
and infrastructure finance.
Contact: Marilou Valdez
Tel: +65 6305 9622
Email: marilou.valdez@terrapinn.com
www.terrapinn.com

August
8–10: IIBI Training: Structuring Innovative
Islamic Financial Products, Cambridge, UK
Workshop to focus on continuing
developments in innovation in Islamic
finance structures and the underlying
techniques evolving in the modern economy.
Contact: Mohammad Shafique
Tel: +44 (0) 20 7245 0404
Email: m.shafique@islamic-banking.com
www.islamic-banking.com

October
12–13: 5th Middle East Insurance Forum
(MEIF 2008), Bahrain
Forum to assess potential and seize new
growth opportunities in the Middle East
insurance market.
Contact: Sharon Pereira
Tel: +971 4 343 1200
Email: sharon@matrixdubai.com
www.megaevents.net

14: The Rise of Islamic Finance and Ethical
Investments, London
Conference to discuss the burgeoning
growth of Islamic and ethical investments
and to focus on the most pressing issues in
the Islamic finance industry.
Contact: Anna Konieczny
Tel: +44 (0) 20 7426 3345
Fax: +44 (0) 20 7426 3326
Email: AKonieczny@efinancialnews.com
www.efinancialnewsevents.com

November
3: 3rd World Islamic Infrastructure Finance
Conference (WIIFC 2008), Doha
Conference to focus on the key aspects and
issues of the industry worldwide, its current
developments and future prospects.
Contact: Sharon Pereira
Tel: +971 4 343 1200
Email: sharon@matrixdubai.com
www.megaevents.net
23–25: 15th World Islamic Banking
Conference (WIBC 2008), Bahrain
Conference to discuss the key issues,
developments and challenges of Islamic
finance worldwide.
Contact: Sharon Pereira
Tel: +971 4 343 1200
Email: sharon@matrixdubai.com
www.megaevents.net
Bahrain

© istockphoto | Matt Kunz
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GLOSSARY

amanah
Lit: trustworthiness. Technically, it describes a business
deal where one party keeps another's funds or property
in trust.
arboun
An Islamic version of option, a deposit for the delivery
of a specified quantity of a commodity on a
predetermined date.
fatwa
A ruling made by a competent Shari'ah scholar on a
particular issue, where fiqh (Islamic jurisprudence) is
unclear. It is an opinion, and is not legally binding.
fiqh
Islamic jurisprudence. The science of the Shari’ah. This
is an important source of Islamic economics.
gharar
Lit: uncertainty, hazard, chance or risk. Technically, sale
of a thing which is not present at hand; or the sale of a
thing whose consequence or outcome is not known; or a
sale involving risk or hazard in which one does not
know whether it will come to be or not.
Hadith
A record of sayings, deeds or tacit approval of the
Prophet Muhammad (PBUH).
Hajj
An annual pilgrimage to Mecca and other holy places.
The fifth pillar of Islam, Muslims have the duty to
perform Hajj at least once in their lifetime.
halal
Activities which are permissible according to Shari’ah.
haram
Activities which are prohibited according to Shari’ah.
hawala
Lit: bill of exchange, promissory note, cheque or draft.
Technically, a debtor passes on the responsibility of
payment of his debt to a third party who owes the
former a debt. It is a mechanism for settling
international accounts, by book transfers.
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.
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ijara sukuk
A sukuk having ijara as an underlying structure.
ijtihad
Lit: effort, exertion, industry, diligence. Technically,
endeavour of a jurist to derive or formulate a rule of law
on the basis of evidence found in the sources.
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 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.
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 installments.
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.

salam
Salam means a contract in which advance payment is
made for good delivered later on.
Shari’ah
Refers to laws contained in or derived from the Quran
and the Sunnah (practice and traditions of the Prophet
Muhammad).
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.
sukuk
Similar characteristics to that of a conventional bond
with the key difference being that they are asset backed;
a sukuk represents proportionate beneficial ownership in
the underlying asset. The asset will be leased to the client
to yield the return on the sukuk.
ta’awuni
A principle of mutual assistance.
takaful
A form of Islamic insurance based on the Quranic
principle of mutual assistance (ta’awuni). It provides
mutual protection of assets and property and offers joint
risk sharing in the event of a loss by one of its members.
Umrah
Lit: visiting or attending. It is a mini-pilgrimage to
Mecca which is not compulsory, but highly
recommended and can be performed at any time of the
year.
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.

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

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

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.

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.
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Path Solutions offers a wide range of Islamic, AAOIFI and IAS compliant integrated solutions covering Core
Banking, Customer Services Management, Investment Banking, Funds Management,
Treasury and Trading in GCC and Global Capital Markets.
Our offerings also include project management, consulting services and outsourcing that address
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Knowledge
The greatest poverty is the lack of intelligence.
Gain a wealth of expertise with Dow Jones
Islamic Market Indexes.
Now a winner of numerous awards on the quality
of its Islamic indexes, Dow Jones Indexes was the
ﬁrst to launch shariah compliant indexes in 1999,
and it currently offers a galaxy of nearly 70 shariah
compliant measures covering equity and ﬁxed
income securities across the globe. The Dow Jones
Islamic Market Indexes are the largest, most visible
and widely used set of shariah compliant indexes in
the world.
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