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Our standards.
Your values.
Dow Jones Islamic Market IndexesSM
The Dow Jones Islamic Market (DJIM) IndexesSM are
the world’s most renowned Shari’ah-compliant
indexes. Developed with input from an esteemed
board of Islamic scholars, they take a systematic,
rules-based approach to screening for halal securities.
Like all Dow Jones Indexes, the DJIM IndexesSM are
subject to our stringent standards for quality and
accuracy. Globally adopted, they are licensed to
ﬁnancial institutions worldwide for the creation of
index-linked investment products and to benchmark
Shari’ah-screened portfolios.
Find out more about the Shari’ah-compliant indexes
that investors have known and trusted for more than a
decade. Visit www.djislamicmarkets.com today.
“Dow Jones Indexes” is a licensed service mark of CME Group Index Services
LLC (“CME Indexes”). “Dow Jones®”, “Dow Jones Indexes” and “Dow Jones
Islamic Market Indexes” are service marks of Dow Jones Trademark Holdings
LLC (“Dow Jones”), and have been licensed for use by CME Indexes.
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Executive Editor’s Note
As we contemplate the first 20 years of the Institute’s work, the
Islamic finance industry, if not at a crossroads in its development,
certainly seems to be indulging in a bit of soul-searching. In this
edition of NewHorizon, the first published by our new partners,
Cambridge Corporate Management, some of this self-examination
comes to light.
Our book review is on ‘The Islamic Moral Economy’ written by
Shafiel Karim, an IIBI graduate. He challenges whether our industry
lives up to the demands of Islamic morals and ethics, and asks
whether it is bound to fail due to the contemporary pressures of
world financial markets. Usman Hayat’s ‘Point of View’ is that in
secular economies, Islamic finance should emphasise its ethical
foundation in order to have broader appeal than just to the Muslim
community. There are also challenges to the validity of specific
widespread practices – organised tawarruq is decried by Dr Salman
Khan and the limitation of Islamic FX Forward transactions to true
hedging operation is demanded by Dr. Asyraf Wajdi Dusuki.
To have a sound footing on which to develop, Islamic finance must
go beyond the mimicry of conventional financial services engineered
to comply with Shari’ah principles. That said, it should also meet
the personal needs of Muslims and the business needs of those who
may have competitors using conventional finance. Above all, it
should be practiced with a professional rigour that provides
excellence in financial services as well as meeting the standards
being established within the industry.
So as the Institute looks forward to its next 20 years of service to
the industry, these challenges re-enforce our conviction that the
development of professional standards based around a moral code
should remain the cornerstone of our work. We also hope, however,
to engage in research activities, which will lead to the development
of products and practices, which will meet not only the letter, but
also the spirit of the Shari’ah.

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 and should not be attributed to the organisations they are associated with or their
management. Any errors and omissions are the sole responsibility of the authors. 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.

www.newhorizon-islamicbanking.com

NewHorizon_pages_NewHorizon 04/11/2010 15:24 Page 5

NEWHORIZON Shawwal-dhu al Hijjah 1431

NEWS

First Turkish Sukuk
International law firm Hogan
Lovells has acted as
international counsel to
Citigroup Global Markets
Limited and Liquidity
Management House for
Investment Company KSCC on
the inaugural US$100m sukuk
for Kuveyt Türk Katılım
Bankası A. Ş. (“Kuveyt Türk”).
Kuveyt Türk’s US$100m sukuk
due 2013 is the first sukuk ever

issued out of Turkey. The
transaction was oversubscribed
and has attracted a lot of global
interest, including from the
Turkish Government. Mehmet
Şimşek, Turkish Finance
Minister, recently described the
transaction as ‘a turning point’
and expressed his hope that
sukuk as an alternative financial
tool ‘will make important
contributions to the
development of the country’.

The Hogan Lovells’ team was
led by Hogan Lovells’ Global
Head of Islamic Finance,
Rahail Ali, who was assisted by
Senior Associate Roger
Fankhauser and Associates
Sema Kandemir and Mark
Brighouse. Rahail Ali
commenting on the issue of the
sukuk, said:
‘It’s really pleasing to advise Citi
and Liquidity House on such a

landmark sukuk not only for
Kuveyt Türk but also for
Turkey. Structuring the sukuk
was challenging – the parties
had to reconcile requirements
under the Turkish civil law,
English common law and
Shari’ah principles. Turkey has
always been a favoured
destination for Islamic financial
institutions. This sukuk
promises to open up a whole
new market.’

Volaw Judged to be Best Islamic Administrator/Trustee
Volaw Trust & Corporate
Services Limited have been
awarded the Best Islamic
Administrator/Trustee Award in
the Islamic Finance Awards at
the recent Sukuk Summit held in
London on 9–10 June 2010.
Now in its fourth year, the
Summit is generally regarded as
the leading Islamic Capital
Markets forum in Europe and
was attended by over 200
delegates, with attendees from
the Middle East and the Far
East as well as Europe. The
Sukuk Summit Awards panel of
judges is made up of respected
industry experts from across the
GCC, Europe and the South
East Asia, who are responsible
for nominating those
institutions and individuals that
they deem to have attained
outstanding achievements,
success and excellence over the
past 12 months. The Award was
presented by Abdul Aziz Al
Hinai, Vice President of the
Islamic Development Bank and
Dr Catherine Cowley, Senior
Lecturer in Ethics and Finance

at University of London at the
Summit’s Gala Dinner. It was
accepted on behalf of Volaw by
Trevor Norman, Volaw’s
Director of Islamic Finance and
Funds Group.
Commenting on the award Mr
Norman said, ‘It is a great
honour to receive this award,

www.newhorizon-islamicbanking.com

which has previously been
presented to multi-national
companies such as Deutsche
Bank and CIMB Islamic Bank,
Malaysia. The award recognises
the work my team has done in
structuring and administering
Islamic capital markets
products for more than 15
years.’

During the course of
the Summit, Mr Norman
participated as a panellist
in the key debate between
Shari’ah Scholars and
Islamic finance practitioners,
this being the third year in
succession that he had
been invited onto this
panel.

IIBI 5
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HSBC Amanah opens its first dedicated
Islamic banking branch in Qatar
HSBC Amanah recently opened
its first branch dedicated to
Shari’aah compliant products
and services in Qatar. The
branch, HSBC’s first dedicated
Islamic banking branch in the
MENA region outside Saudi
Arabia, will serve retail and
corporate customers.
Speaking at the opening
ceremony in Doha, Michael
Geoghegan, HSBC Group Chief
Executive Officer said: ‘As the
leading international bank in
the Middle East, HSBC is
strongly placed for the
tremendous growth
opportunities in providing
Islamic banking services here in
Qatar and across the region. By
combining our Islamic banking
expertise in Saudi Arabia and
Malaysia with our international
reach, we can meet the
increasingly sophisticated
requirements of Islamic banking

customers in many parts of the
world.’
Over the past 50 years, HSBC
has reached a number of
milestones in Qatar such as

being the first bank to install
an ATM in 1986 and lead
managing Qatar’s first
Islamic sukuk for the
government in 2004. HSBC is
currently the biggest foreign

bank in Qatar, offering retail,
commercial, institutional and
private banking services
through a network of six
branches, 22 ATMs and 550
employees.

Two More Family Takaful Licenses Announced in Malaysia
Improving economic conditions
and the growth potential for
insurance in the region have
encouraged Bank Negara
Malaysia to grant two further
family takaful licenses. The
original two licenses were
granted in April 2009. The four
approved organisations are:
American International
Assurance Berhad (70%) and
Alliance Bank Malaysia Berhad
(30%);
6 IIBI

AMMB Holdings Berhad (70%)
and Friends Provident Group
plc, UK (30%);
ING Management Holdings
(Malaysia) Sdn Bhd (60%),
Public Bank Berhad (20%)
and Public Islamic Bank
Berhad (20%);
The Great Eastern Life
Assurance Company Limited
(70%) and Koperasi Angkatan

Tentera Malaysia Berhad
(30%);
In granting the licenses the
applicants’ financial soundness
and resilience, track record,
expertise, business plan and
contribution towards financial
sector development in
Malaysia, were taken into
consideration. It is believed
that the new family takaful
operators have strong value
propositions that will further

enhance the development of
the family takaful industry
in Malaysia, in particular
in penetrating untapped
areas of business within
the family takaful industry
including microtakaful,
medical and retirement
products. Perhaps more
importantly, this move
plays to Malaysia’s ambitions
to establish itself as an
international Islamic financial
hub.

www.newhorizon-islamicbanking.com
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Could Malaysia Rival the UK in the Resolution of
Islamic Financial Disputes?
In a July address to the 21st
Conference of Presidents of Law
Associations in Asia in Kuala
Lumpur, Datuk Muhammad
Ibrahim, the recently appointed
Deputy Governor of Malaysia’s
central bank, made a bid to
position Malaysia as an
alternative to the UK as the
legal system of choice for
resolving Islamic financial
disputes. He commented that
recent cases tried in the English
courts have highlighted the
hesitancy of UK judges to
deliberate on issues concerning
Shari’ah principles in Islamic
finance transactions. He also
highlighted the fact that while
evidence on Shari’ah matters
can be admitted in UK courts,
such evidence or advice is not
binding.
In Malaysia, on the other hand,
there is a dedicated High Court
for Islamic finance-related cases,
where judges can refer to the
SAC (Shari’ah Advisory
Council) on questions relating
to the Shari’ah and the rulings
are then binding. The next step
for Malaysia would be to
harmonise existing laws to
accommodate and facilitate
Islamic finance in the most
legally efficient way possible,
because the future of Islamic
finance depended on its agility
and innovativeness in
developing new products. He
believed that clear and easily
enforceable laws would serve
to benefit the industry
worldwide.
To that end he announced the
formation of a Law

Harmonisation Committee,
comprising key government
stakeholders, including the
Attorney General’s Chambers as
well as industry players and
experienced Islamic finance legal
practitioners. He also
announced that Tun Abdul
Hamid bin Mohamad, the
former Chief Justice of Malaysia
and a member of Bank Negara’s
Shari’ah Advisory Council
would chair the committee. The
remit of the Law Harmonisation
Committee is to position and
strengthen existing laws as the
laws of choice for Islamic
financial transactions.
At the end of the day, the
success or otherwise of this
move will depend on the
willingness of other countries,
particularly the major financial
centres in the Middle East, to

www.newhorizon-islamicbanking.com

accept Malaysian laws and
particularly the thorny issue of

different interpretations of
Shari’ah.

European Finance House
Rebrands as QIB UK
Qatar Islamic Bank’s (QIB)
subsidiary, European Finance
House (EFH) has recently
rebranded as QIB UK in order
to reinforce its positioning
within QIB’s expanding global
network. The primary
motivation behind the
rebranding is to further bring
EFH under the umbrella of
QIB’s well-established identity
as one of the regions foremost
Islamic banking institutions
and the world’s 4th largest
Islamic bank in terms of assets.

EFH obtained authorisation
from the UK Financial
Services Authority in 2008
and operates as a full service,
stand alone Islamic
investment banking
institution located in Berkeley
Square, London. QIB UK
benefits from having
immediate access to QIB’s
extensive network of
correspondent financial
institutions throughout
the Islamic world and
beyond.
IIBI 7
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Islamic Bank of Britain – Weathering the Storm
The Islamic Bank of Britain (IBB)
opened its doors to a great
fanfare in 2004. Six years later in
the summer of 2010, The Times
newspaper described the venture
as a flop. This is perhaps a harsh
judgment on a brave attempt at a
totally new type of UK institution, a retail bank targeting the
Muslim community – other
Islamic banks in Britain had
largely limited their businesses to
managing the wealth of private
individuals from areas such as
the Gulf States and Malaysia.

Our customers will be reassured
that one of our founding
shareholders has continued to
commit to us for the long term
and work with IBB to achieve its
exciting objectives.’
For the record, IBB claims to
have grown its deposits, assets
and customers every year since
its launch in September 2004. It
reported customer deposits of
more than £186 million,
customer financing at £46 million
and nearly 50,000 customers in
its 2009 financial statements. It
had, however already raised
£7.5 million of additional capital
in January 2009 and losses rose
to £9.5 million in 2009, an
increase of more than 75% over
the previous year. Despite the
capital injection, IBB has warned
that it may have to moderate its
growth plans and possibly
reduce the numbers of branches
and employees.

It may also have been somewhat
premature. A couple of weeks
after The Times article appeared,
IBB had secured a £20 million
capital injection from founding
shareholder Qatar International
Islamic Bank (QIIB), taking
QIIB’s stake in the bank to over
80% via the issue of 2 billion 1p
shares. Commenting on the
refinancing of IBB, Sultan
Choudhury, Commercial
Director said, ‘This investment in
IBB allows us to grow our
business and remain the pioneer
in providing innovative Islamic
finance products to retail
customers in the UK and beyond.

That said, within weeks, IBB
announced that the additional
capital would help to underpin
their plans to grow their Islamic
mortgage alternative, the Home
Purchase Plan and release new

employee numbers imply, but
perhaps it really needs to be
examining its basic proposition
and appealing to the larger
ethical banking market rather
than just the 2 million Muslims
in the UK. The Co-operative
Bank’s 2009 Ethical Consumerism Report estimated that ethical
banking in the UK had grown by
more than 225% between 1999
and 2008. That sounds like a
tempting market for a bank that
is finding the going a little tough
with the rather limited market it
is currently targeting, but again
they will need more capital to
fund this growth and
unfortunately, because of the
issues with liquidity instruments,
this will probably have to be held
as non-revenue-producing cash.

products. These two new products launched in August are a
3.99% fixed rental rate product
until January 2012 and a variable
rental rate product at 4.99%.
Having weathered the financial
crisis of the last two years, albeit
with the help of QIIB, can they
look forward to calmer waters?
One of the issues with which
they have to come to grips is
whether their position as a UK
Islamic bank is tenable. They will
also have to deal with a more
rigorous regulatory system. It has
been suggested that one of the
reasons why IBB needed the
£20 million capital injection in
July was to comply with current
FSA regulations on capital
adequacy; those regulations are
about to get a whole lot tougher.
Add to that the fact that liquidity
management can be a problem
for Islamic banks in the UK,
because many of the liquidity
instruments approved by the FSA
are not Sharia’ah compliant.

IBB has resolved its immediate
financial problems, and with the
support it clearly enjoys from its
principal backer, has every
chance of achieving its laudable
aims. If despite everything,
however, they do not succeed, it
will be a major setback for
Islamic retail banking, not only in
the UK, but across Europe, which
is watching to see what happens.

IBB will no doubt be looking
carefully at their cost base, as the
banks comments about cuts to
growth plans, branches and

4th Annual Takaful Summit 2010
The Takaful and Re-Takaful
industry is one of the most
vibrant sectors in the Islamic
finance space. It has been growing at a rate of 30% year on
year and this expansion shows
little sign of slowing. High
economic growth, increasing
awareness, a greater desire for
Shari’ah-compliant offerings and

8 IIBI

increasing asset-based, Shari’ahcompliant financing are fuelling
the demand for Islamic insurance.
The industry, however, is still
worth less than US$5 billion and
with the global insurance market
valued in excess of US$3.5
trillion, there are good prospects
for significant expansion.

‘Making Takaful Fit for Purpose’
was the theme of this year’s
summit, which took place in
London in July. Subjects covered
ranged from banctakaful and
technology problems through
Halal insurance in the UK to the
growth of ikhlas takaful
operators in Malaysia. The
speakers came from as far afield

as Sudan, Malaysia, GCC and
Europe. The Takaful Summit is
becoming a ‘must not miss’ in
the Islamic finance events’
calendar, where takaful
industry experts from around
the globe gather to exchange
ideas, discuss the challenges
and how to tackle the obstacles
faced by this burgeoning sector.

www.newhorizon-islamicbanking.com
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IIBI Retrospective

Celebrating 20 Years of the IIBI
As the Institute of Islamic Banking and Insurance (IIBI) reaches its 20th anniversary,
Mohammad Ali Qayyum, current director general and executive editor of
NewHorizon, reflects on the organisation’s achievements over this period and its
support for the burgeoning Islamic finance sector, in line with the vision of its founder
and Islamic finance pioneer, the late Mr Muazzam Ali.
The IIBI’s roots were planted firmly in the
mid-1980s when Mr Muazzam Ali set up
the International Centre for Islamic Studies
(ICIS) in London to promote Islamic
teachings, history and culture and, in
particular, the application of these to
contemporary problems. Gradually, the
emphasis moved to Islamic banking and
insurance, with a focus on education,
training and research. The activities
associated with Islamic finance began to
operate under the current name in 1990 and
in 1994 moved on to be formally
incorporated as a company limited by
guarantee in the UK.
A Pioneering Organisation

The late Muzzam Ali

The IIBI was probably the first organisation
of its kind and, since it was not closely
affiliated to any particular group or country,
it had a high degree of independence. This
allowed it to set its own agenda. Mr
Muazzam Ali was the source of governance
and he surrounded himself by qualified
people and advisory groups that continue to
assist to this day.
He had been associated with Dar Al Maal
Al Islami Trust (DMI), a pioneer in the field
of Islamic banking, since its inception in the
early 1980s, becoming DMI’s vice-chairman
and was also involved with other financial
organisations. He was keenly aware that a
successful move to Islamic banking would
depend heavily on education, training and
research; a realisation that ultimately led
him to set up the IIBI, with the full
endorsement of His Royal Highness, Prince
Mohamed Al Faisal Al Saud, chairman of

www.newhorizon-islamicbanking.com

DMI and of the International Association of
Islamic Banks.
Mr Muazzam Ali was also an important
contributor as a thinker and educator on the
subject. In setting up the IIBI, he provided
the earliest forum for western bankers to
learn about Islamic finance and to network
with those involved. This contributed
directly to the opening of Islamic windows
in banks and ultimately to the setting up of
dedicated Islamic banking subsidiaries by
major western banks.
Qayyum’s own involvement with the IIBI
began in 2003, when he was asked by a
mutual friend to help Mr Muazzam Ali with
the management of the IIBI’s premises and
his involvement increased until he was
persuaded to accept his present full-time
role in 2004. ‘Since my own background
was in conventional banking, Mr Muazzam
Ali would use me as a sounding board for
his ideas and shared with me his passion for
the Institute and for Islamic finance in
general,’ he recalls.
Qayyum saw the contribution Mr Muazzam
Ali was making to the developing industry.
‘I recognised his stature in the market and
the great respect he enjoyed among
professionals and with the UK regulator. He
was consulted by many, many people – even
by the late Lord Eddie George on occasion,
the then governor of the Bank of England.’
Broader than Religious Beliefs
The IIBI’s mission is to pursue original
research and run programmes of education

IIBI 9
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and training, which will help to develop a
wider knowledge base and deeper
understanding of the world of finance,
based on those principles emphasised in
Islamic economics that promote equity,
socio-economic justice and inclusiveness in
all dealings.
‘Mr Muazzam Ali wanted to maximise the
coverage we could give, so we worked with
students from all over the world,’ says
Qayyum. ‘At our peak we had students
enrolled from 80 different countries. We
subsidised fees for disadvantaged students
from developing countries and our
information services could also be accessed
free of charge via our website. We continue
to operate in this way today.’
The demand for education and training in
Islamic finance grew rapidly, in line with the
development of the industry, as it became
evident that there was an acute worldwide
shortage of appropriately skilled personnel.
At that time there was no institution geared
to producing people who were well-versed
in the principles and concepts of Islamic
finance. This led the Institute to first
develop a diploma, which was later
upgraded to the post graduate diploma
course in Islamic banking and insurance.
In the early days the growth in Islamic
finance tended to be top-down, driven
primarily by governments or government
agencies in the Gulf and Middle East, which
had excess liquidity. The movement,
however, was also driven by the desire of
high net worth individuals (HNWIs) in the
GCC region to invest in a manner that was
Shari’ah-compliant. Importantly, the Al
Baraka Banking Group in Bahrain, led by
Sheikh Saleh Abdullah Kamel and Prince
Mohamed Al Faisal Al Saud’s Switzerlandbased DMI Trust contributed substantially
to the development of Islamic finance from
the early 1980s onwards, taking
shareholdings in leading Islamic banks and
investment companies.
More recently there has been rapid growth
in the retail sector and wealth management,
with Islamic offerings competing with
conventional banking products for

10 IIBI
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consumers and HNWIs. This comes in
response to widening interest among
Muslim communities, whose members want
to ensure that aspects of their daily life,
including their commercial dealings, are in
tune with their religious beliefs. They are
not the only audience for IIBI services,
however.
‘Many of our students are non-Muslims,’
says Qayyum. ‘They are attracted to the
moral code that governs Islamic finance and
to its ethical basis – the avoidance of
interest; the avoidance of links to prohibited
activities like speculation, gambling and
alcohol and the fact that it must be used for
a productive purpose, rather than for the
generation of money for its own sake. Such
prohibitions are not unique to Islam.
Throughout history people have
endeavoured to create a fair and prosperous
economic system, based on the bedrock of
certain core human values such as
truthfulness, honesty, fairness, justice and
the rule of law. These values are not
confined to religion alone, but encompass
care for people, nature, creation and the
environment.’
Mohammed Amin, Islamic Finance
Consultant and previously UK Head of
Islamic Finance for PricewaterhouseCoopers
LLP, has worked closely with the Institute
over the years and supports the important
role it plays in the growing market, ‘The UK
has grown rapidly in Islamic finance and is
now ranked eighth worldwide in terms of
Shari’ah-compliant banking and takaful
assets. Training and education are essential
to the UK’s ability to compete in Islamic
finance and have been pioneered by the IIBI,
whose independence from financial
institutions and from Muslim majority
countries has enabled it to concentrate on
the quality of its programmes without being
constrained by commercial or political
considerations.’
IIBI Achievements
In the courses and training that it runs the
IIBI emphasises the need for Islamic bankers
and members of the Shari’ah advisory
boards to be committed to the principles

underlying Islamic finance; it is not enough
simply to develop Islamic financial products
that mimic conventional products. As these
products become more complex, ensuring
that this is the case is increasingly difficult.
IIBI training and education programmes
have helped hundreds, if not thousands, to
develop their knowledge of and skills in
applying theory to practice and identifying
how best to meet their clients’ requirements.
Warren Edwardes, CEO of Delphi Risk
Management, the product development and
risk management consulting firm and a
member of IIBI Islamic Banking Advisory
Group, feels that the IIBI’s greatest and most
lasting contribution to Islamic finance has
been to facilitate the exchange of ideas and
therefore encourage development. ‘It has
been my privilege to chair lectures and
speak on various themes at IIBI meetings in
London, going back to my first lecture in
1995, right up to my most recent in
September 2010. The networking and
fellowship at meetings has created a strong
bond amongst participants with a common
purpose of taking Islamic finance forward,
whilst keeping to its roots and basic
principles.’
The IIBI monthly lectures, which started in
October 1994, continue today to benefit
City professionals and instruct the wider
community in the concepts and applications
of Islamic finance, while more in-depth
instruction can be gained through the IIBI’s
three-day residential workshop held at the
University of Cambridge – the last
workshop was attended by Islamic and
conventional bankers, fund managers,
regulators, accountants, lawyers and risk
managers.
‘Going forward,’ adds Mr Edwardes, ‘I
would hope the IIBI continues to develop
and strengthen its education and training
programmes to provide a solid foundation,
but also continues to encourage and
facilitate debate.’
The IIBI has played a key role in promoting
London as a leading hub of Islamic finance.
In order to further strength London’s role in

www.newhorizon-islamicbanking.com
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Islamic finance it signed an agreement with
the Chartered Institute for Securities and
Investment (CISI) in 2009 based on the
mutual promotion of each other’s
qualifications.

interest in Islamic finance has grown around
the world; similar institutions have been
set up in various countries, forming
useful forums where members can exchange
ideas.

The Institute also works closely with
industry organisations to promote Islamic
finance globally. It is closely involved with
global, standards-setting bodies in the
industry such as the Accounting and
Auditing Organisation for Islamic Financial
Institutions (AAOIFI) and provides support
to their students from the UK and EU. It has
a similar working agreement with
Malaysia’s International Shari’ah Research
Academy for Islamic Finance (ISRA) with
whom a second one-day conference is being
held on 29 November 2010 in London.

‘The Institute is striving hard to develop
these standards and to reach out to more
and more people who want to be trained in
the principles of Islamic finance,’ says
Qayyum. ‘This is reflected in the gradual
improvements we are making in the key
functions of education and training. We
have recently introduced new courses like
the Diploma in Islamic Banking and the
Certificate in Takaful to widen the choice
for potential students and we have also
increased the frequency and range of our
training programmes and conferences.’

Feedback from students and colleagues in
the industry suggests that IIBI qualifications
are well accepted by employers, with the
Institute’s graduates serving in all of the
major markets including GCC, Europe, the
Indian Sub-continent and Malaysia.

As Islamic financial transactions become
more widespread and more complex,
Qayyum would also like to see the IIBI
become a centre of expertise, where
interested parties could come and seek help
in analysing Islamic product offerings. ‘In
the future, we would also like to add the
role of advocacy to the IIBI’s activities,’ he
comments.

Professor Rodney Wilson, from Durham
University’s School of Government and
International Affairs confirms that, ‘the IIBI
has played a major role in Islamic finance in
London through its lectures, seminars and
courses. Its diplomas are internationally
recognised, and have been taken by
hundreds of Muslims and non-Muslims
interested in Islamic finance.’ He is
confident that, with London likely to
remain the leading centre for Islamic finance
in the West, ‘the IIBI will continue to play a
pivotal role with the support of the banking
and financial community in the UK.’
Into the Future
Mr Muazzam Ali was undoubtedly a
pioneer. His vision was for the IIBI to have a
permanent role in setting professional
standards; in promoting education, training
and research and in information sharing
about Islamic finance. This, combined with
his stature in the industry, has left the IIBI
with a legacy that has inspired its members
and helped it to move forward over the last
20 years. Its role has been replicated too; as
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Of course, increased activity and the greater
interest in the education offered by the IIBI
puts a constant strain on resources, which
are in any case limited. The Institute has
applied for charitable status and looks to
have this confirmed before the end of the
year. ‘This will enable us to reach out to
patrons and potential donors; to bring in
extra resources to help us run additional
programmes and carry out more original
research for the public benefit,’ affirms
Qayyum.
Islamic finance has an established niche now
in many countries around the world and
there are even moves at an international
level to coordinate and standardise activities
so setting it on a firmer foundation –
through AAOIFI, for example.
It is perhaps worth remembering, however,
that when the IIBI (and its precursor) was
founded by Mr Muazzam Ali, more than 20
years ago, this was done at time when

IIBI Retrospective

His was the vision of what could
be achieved and, in the
intervening period, his Institution
has provided not only a forum
and meeting place where the
principles of Islamic finance
could be shared, discussed and
set out for the future, but a key
educational and research
resource to demonstrate to
Muslims and the wider
community that a fairer financial
system is possible.
IIBI 11
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Islamic banking was in its infancy and still
very fragmented.
His contributions have not gone
unrecognised. This year the Malaysia
International Islamic Financial Centre
(MIFC), under a plan devised by Bank
Negara Malaysia (Central Bank) and the
Securities Commission Malaysia, is
proposing to give Mr Muazzam Ali a
posthumous mention and put on record his
untiring contribution to the development of
Islamic finance.
Reflecting on the significance of IIBI’s
contribution, Richard T. de Belder, Partner
and Global Head of Islamic Finance with
Denton Wilde Sapte LLP, comments, ‘Over
the last 20 years the IIBI has proved to be a
most durable and invaluable organisation.
In the mid 1990s, when Islamic Finance was
not as mainstream as it is now, it was one of
the very few bodies where you could get
information on Islamic finance. The way in
which the IIBI has expanded its training and
educational programmes is to be highly
commended; it is thanks to the foresight of
Mr Muazzam Ali, whose work has
continued under the dedicated stewardship
of Mr Qayyum, that so many people over
the years have been able to obtain
knowledge about Islamic finance. The work
of the IIBI has helped to raise the profile of
the UK as a leading Islamic finance centre
and I am confident that it will continue to
be a key provider of education, training and
research services in the years to come.’
State of the Industry: A Long and Winding
Road
In 2004, the late Mr Muazzam Ali wrote to
Dr Abbas Mirakhor, who was the first to
hold the INCEIF Chair of Islamic Finance,
following a long and distinguished career as
an economist and having made a considerable
contribution in the field of Islamic economics,
finance and banking. He spoke of his sadness
that not enough was being done to realise the
benefits of Islamic finance for mankind. He
was concerned with the divergence of views
among Muslim Fuqaha (jurists) on the
permissibility of various transactions in
Islamic finance in particular and Islamic law

12 IIBI
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in general. He expressed disappointment at
the lack of a codified, consensus-based
Islamic law that could be taught in
universities the world over. He lamented the
fact that with all the resources that Allah
(S.W.T.) has bestowed upon the Muslim, very
little financial support is given to research,
academic positions in universities and general
scholarship on Islamic law, finance and
economics.
Mr Muazzam Ali believed that Muslims
could learn useful lessons from the financial
developments in the West and expressed the
view that ‘if Islamic banking has to develop,
one has to take advantage of innovative
products wherever available.’ Equally, he
often admonished the Westerners to learn
from Islam for their own benefit, as he did
in his opening speech to the IIBI Conference
on the Documentation of Islamic Banking
Products, where he said, ‘I would suggest
that Western bankers and financial experts
shed their deep-rooted prejudice against
Islam and examine the Islamic parameters.
You will, if you look with an open mind,
note that therein lies the solution for most
of the financial ills of the present age. For
your own sake, accept anything good
wherever you find it. Do not stick to
stereotyped philosophies.’
There is no denying that Islamic banking
and insurance have made impressive
progress in a short period – some 500
Islamic financial institutions are functioning
around the world today. This is no mean
achievement, considering that the pioneers
of Islamic banking had to start from scratch
and without the benefit of past experience.
Western countries with significant Muslim
populations are looking to make the
necessary regulatory and legal reforms that
would facilitate the market in Islamic
financial products. There is significant
potential too in North and East African
countries, with Kenya fast developing as the
Islamic finance hub of East Africa and in
Russia, where there are more than
30 million Muslims.
It should not be forgotten, however, that
Islamic finance still has a long way to go

before it can claim to have ‘arrived’ and
what has been achieved so far is no more
than a tiny fraction of what is possible and
necessary.
In future issues of NewHorizon, we will be
trying to establish where barriers remain to
further progress, in a ‘State of the Industry’
series which will be looking in depth at each
of the major challenges likely to shape the
future of the industry over the next 10-20
years.

In the January-March 2011
issue, we begin our ‘State
of the Industry’ series by
looking at constraints on
the development of a truly
global market in some
financial instruments as the
result of different
interpretations of what is
permissible according to
Shari’ah and in the
absence of defined
standards across markets.
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ANALYSIS

Islamic Perspectives on Islamic FX Forward
Associate Professor Dr Asyraf Wajdi Dusuki is currently the Head of Research Affairs,
International Shariah Research Academy for Islamic Finance (ISRA). Prior to joining
ISRA he was an Assistant Professor of Islamic Banking at the Kulliyyah of Economics
and Management Sciences, International Islamic University Malaysia (IIUM). He also
serves as a Chairman of Affin Group Shariah Committee and Shariah consultant and
advisor to several financial institutions and advisory firms including London-based
Mortgage Company Chain Mender Limited, London-based Halal Industries PLC, USbased Islamic Financial Institution United Chartered Bank (UCB), Singapore-based
IFIS Business Advisory Pte Ltd and AFTAAS Shariah Advisory Sdn. Bhd. He holds a
Master of Science degree in Islamic Economics, Banking and Finance and a Ph.D in
Islamic Banking and Finance from Loughborough University in the UK.
The Recognition of Hedging in Islam
Islam recognises the concept of hedging and
its importance particularly with respect to
managing risk to protect wealth. One of the
most important objectives of Shari’ah (also
popularly known as Maqasid al-Shari’ah) is,
in fact, to preserve and protect wealth from
being exposed to harm and damage or loss.
Many Quranic verses and Hadith of the
Prophet Muhammad (peace be upon him)
have clearly indicated the importance of
taking every strategic measure to curb and
minimise anticipated risk that could
detriment one’s property. The jurists of both
the past and the present have, however,
consistently asserted that the instruments
and mechanisms used to manage risk must
not in any way violate a Shari’ah ruling.
Resolution of the 28th Dallah al-Barakah
Symposium
This assertion is strongly entrenched in the
Shari’ah principle that ‘end does not justify
mean’. This was explained in detail in the
28th Dallah al-Barakah Symposium in Jeddah
on September 16 2007, which specifically
discussed the issue of hedging (tahawwut).
The resolution issued was as follows:

www.newhorizon-islamicbanking.com

1. In Islamic financial activities, the precondition is that investors bear the risks.
This is based on the principle of ‘alghunmu bi al-ghurmi’ which means that
entitlement to profit is accompanied by
responsibility for attendant expenses and
possible loss. This is backed by the
Hadith “Inna al-Kharaj Bi al-Dhaman”,
which means the entitlement to profit
from something is dependent on
responsibility for attendant expenses and
possible loss and defects (Hadith narrated
by al-Tirmizi, Abu Dawud, Ibn Majah
and Ahmad). Therefore, any investment
activities based on the separation between
‘al-ghunm’ (profit) and ‘al-ghurm’
(losses), where investors are qualified to
receive profits without bearing ‘daman’
(responsibility for losses or risks), are not
allowed. Any contracts or contractual
terms which are meant to guarantee
investment capital and profit are
contradictory to the Shari’ah.
2. Minimising and avoiding risks are
permissible if managed in line with
Shari’ah mechanisms, contract and
instruments, as long as they do not bring
about matters that contravene Shari’ah
principles (Resolution No. 2:28).

IIBI 13
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Realising this fact, many Islamic financial
institutions today have come up with
various Islamic versions of hedging
instruments to minimise the risk of market
fluctuations including foreign currency
exchange rate risk. Apparently the
fluctuations in currency rates could severely
affect the profitability and sustainability of
a firm.

exchange the currency sometime in the
future, but have already fixed a rate today,
while the contract is also sealed today. This
contravenes the basic Shari’ah rules
governing the exchange of currency (bay’ alsarf). In bay’ al-sarf, it is a requirement for
an exchange which involves two different
currencies to be transacted on an on spot
basis.

The Conventional and Shari’ah Viewpoints

There are many Hadith which govern the
rules regarding the exchange of currencies.
The best known Hadith is the one reported
on the authority of Ubadah ibn al-Samit, to
the effect that the Prophet (peace be upon
him) said, ‘Gold for gold, silver for
silver’ until he said ‘equal for equal, like for
like, hand to hand; if the kinds of assets
differ, you may sell them as you wish,
provided it is hand to hand (spot).’
(Reported by Muslim in his Sahih). Here the
reference made to gold and silver is
analogous to paper and coin money as a
medium of exchange in today’s world. The
currency of each country is considered as
being of a kind that is different from that of

In conventional finance, FX forward has
been used predominantly to manage and
hedge against the risk of fluctuations in
currency exchange rates. FX forward is
essentially a derivative instrument that
involves an arrangement between two
parties to conduct a sale in future at a price
fixed today. Both settlement and delivery
will only happen on future agreed dates,
while the contract is sealed today.
From the Shari’ah viewpoint, the problem
with the conventional FX forward structure
arises when the parties involved want to

other countries, as they are ‘constructive
money’ according to the decision of the
International Islamic Fiqh Academy (based
in the Kingdom of Saudi Arabia).
Consequently, Islamic FX Forward is based
on Shari’ah principles and contracts aimed
at achieving the same objectives as its
conventional counterpart, which is mainly
to hedge against currency rate fluctuation
risks. For the Islamic FX forward there are
three main structures that are commonly
offered in the Islamic financial market
today. One structure is based on the
contract bay’ al-tawarruq (commodity
murabahah transaction); the second is
structured using the concept of promise or
wa’d and the third is based on two
unilateral promises or wa’dan. This article
focuses on the FX Forward structure based
on wa’ dan.
Wa’dan
Wa’d is an Arabic word which literally
means “a promise”. The value of the wa’d

Diagram 1: Islamic Currency Forward Based on Wa’dan (Two Unilateral Promises)

1
Customer

Bank
Promises to sell USD1 million at the rate of 3.5 if
exchange rate USD/MYR >3.5

2
Bank

Customer
Promises to buy USD1 million at the rate of 3.5 if
exchange rate USD/MYR is below or equal 3.5

14 IIBI
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in Shari’ah is similar to the value of a social
promise in Common Law. The promise may
have moral force in that breaking it may
provoke opprobrium (social blame), but it
does not entail legal obligations or legal
sanctions. The Islamic Fiqh Academy has
decided that the wa’d is ‘obligatory not only
in the eyes of God but also in a court of
law’ when it is made in commercial
transactions; it is a unilateral promise and it
has caused the person to whom the promise
has been made to incur liabilities. It is also a
requirement that the actual sale – if the
promise was in respect of selling a certain
asset – be concluded at the time of exchange
of the offer and the acceptance (known in
Arabic as majlis al-aqad) and not at the time
of the wa’d. The person to whom the
promise is made also has the possibility to
claim actual damages from the person
making the promise, if the latter backs out
on a wa’d
On the other hand, wa’dan is two unilateral
promises given by two parties to each other
in which the two promises are not
connected to each other and its application
depends on two different conditions.
Diagram 1 on page 14 illustrates how these
two unilateral promises are used in
structuring an Islamic currency forward.
The Customer promises the Bank that it will
sell USD1 million for MYR at a USD/MYR
exchange rate of 3.50 (i.e. for MYR 3.5
million) on 2 October 2010; if the
USD/MYR exchange rate is above 3.50.
The Bank promises the Customer that it will
buy USD1 million for MYR at a USD/MYR
exchange rate of 3.50 (i.e. for MYR 3.5
million) on 2 October 2010; if the
USD/MYR exchange rate is below or equal
to 3.50.
Let us assume the USD/MYR rate on
2 October 2010 is above 3.50 (example
3.60), the bank will then exercise its right
under the first promise made by the
customer, to buy the USD for MYR at the
agreed rate of 3.50 as it is cheaper than
going out to the market and buying at 3.60.
Conversely, if the rate on 2 October 2010
falls below 3.50, say 3.40, then the
customer will exercise their right, under the
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second promise made by the bank, to sell
the USD for MYR at the pre-agreed rate of
3.50 as it will get more MYR than going
out to the market and selling at 3.40.
In all the possible scenarios discussed
above, therefore, the actual trade of
currencies will only take place on the
maturity date (as in our example above
2 October 2010) and hence, it is claimed
that the structure does not violate the
Shari’ah requirements pertaining to
currency trading, which require the
currencies to be traded on a spot basis.
The major concern pertaining to this
structure is the similarity of two unilateral
promises (wa’ dan) to bilateral promises
(muwa’ adah), which has been a contentious
Shari’ah issue for a long time. A bilateral
promise is a promise given by two parties
to each other on the same subject matter
and the effect of the promise will take
place at the same time. This promise
might be associated with certain conditions
or without any conditions. An example
of such a promise is when A promises to
sell a certain commodity to B at a certain
date and B in return promises A to buy
the same commodity on the same date.
The two promises might be connected to
certain situations such as fluctuations in the
price of the commodity at the time of
transaction.
The objection to this kind of promise is the
effect of such promise is similar to a
contract, taking the view that a promise is
binding. This means, when two unilateral
promises are agreed, it will give the effect of
a contract as the obligations of both parties
are established at the point of the promise,
which is similar to a contract. (Islamic Fiqh
Academy Decision No. (3/2). In addition,
some argue, if such a contract is binding to
both parties, then it falls within the
prohibition of selling a debt for a debt and
is, thus, not permitted. If, however, it is
not binding on either party then it is
permitted. (First Barakah Conference,
Fatwa No. 13)
In fact, the Accounting and Auditing
Organisation for Islamic Financial

Institutions (AAOIFI) in its Shari’ah
Standard No.1 on trading currencies clearly
states that, ‘A bilateral promise is prohibited
in currency trading when it is binding upon
both parties, even when it is done to treat
the risk of decline in a currency’s value. As
for a unilateral promise from one party
only, that is permissible, even if it is
binding’.
Despite the criticisms, unresolved Shari’ah
matters and the complexities inherent in the
issue of two unilateral promises in
structuring the Islamic forward currency
product, many Islamic financial institutions
especially in the Middle East are applying it.
Few discussions have taken place related to
this topic; however, many scholars have
approved it and deem it different from
muwaadah.
Conditions of Use
The approvals, however, given by many
Shari’ah committees of the respective
financial institutions are subject to the
condition that the instrument is exclusively
used for hedging purposes. This means that
an Islamic forward product can only be
used as an insurance activity aimed at
protecting an asset from any unexpected or
undesirable change in the value of an asset.
This also implies that an Islamic forward
cannot be used for funding and trading
activity by means of speculation to generate
profit as widely practiced in conventional
finance.
To ensure this, some financial institutions
give a written representation to get a
guarantee and declaration from the
counterparty subscribing to the Islamic
FX forward product, thereby making sure
that the FX forward is only used for the
purpose of hedging and not speculation.
For other financial institutions, the FX
forward is only used for hedging when
there is a clear underlying transaction
and contract, for example the ijarah
contract. This is to ensure that the
underlying asset or asset foundation for the
forward instrument is based entirely on
actual and real economic activity and not a
fictitious one.
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Organised Tawarruq in Practice: A Shari’ah Non-Compliant
and Unjustified Transaction
The Joint Stance of the OIC Fiqh Academy, and AAOIFI
By Dr Salman H. Khan, Head of Shari’ah Office (Dubai) at a leading GCC-based
Islamic bank
Background

Tawarruq – ICFA’s Position

Organised tawarruq has been heavily used by
institutions offering Islamic financial services
(IIFSs) in substantial volumes for many
years, largely for the purposes of liquidity
management (often referred to as
‘commodity murabaha’) and the provision of
cash-in-hand, i.e. ‘neutral’ consumer finance.
Typically, party A purchases a commodity on
deferred payment and rapidly sells the same
commodity on spot, where the seller in the
first trade is supposedly a different party to
the buyer in the second. As a result, party A
is left with a cash lump sum on one hand
and a corresponding higher debt
obligation on the other. The overall
transaction will be arranged or ‘organised’
by an IIFS.

The ICFA’s Resolution 179 on organised
tawarruq states:

The OIC’s (Organisation of Islamic
Conference) International Council of Fiqh
Academy (ICFA) in Makkah ruled in April
2009 that organised tawarruq and reverse
tawarruq were not permissible, since they
were a ‘trick’ to get cash now for more cash
paid later. This pronouncement has stirred
strong emotions. For some, it seemed to be
rather hasty, not well thought out and
opposed to the needs of the Islamic finance
industry. In the view of others, however, it
was no less than a very welcome and long
overdue breath of fresh air for the industry.
Among the various critics who have
questioned the validity of the ICFA
pronouncement, some have made the
specific point that, inter alia, the judgement
goes against the AAOIFI’s ruling on the
permissibility of tawarruq, as laid out under
AAOIFI Shari’ah Standard 30.
16 IIBI

‘It is not permissible to execute both
organised and reverse tawarruq, because
simultaneous transactions occur between the
financier and the mustawriq (party seeking
finance), whether it is done explicitly or
implicitly or based on common practice, in
exchange for a financial obligation. This is
considered a deception, i.e. in order to get
the additional quick cash from the contract;
hence, the transaction is considered as
containing the element of riba.’
Clearly, the ICFA’s concern is with a
concealed buy-back transaction, where the
metal (or other commodity) is used as a prop
to justify a transaction in which the real
purpose is to exchange money now for more
money later. Moreover, the phrase
‘simultaneous transactions between the
financier and the mustawriq, whether it is
done implicitly or explicitly’ deliberately
highlights the reality that in today’s Islamic
financial sphere both transactions of
purchase and sale of the tawarruq
commodity are in effect made between the
same financier and the customer,
notwithstanding cosmetic
arrangements adopted by IIFSs that
purport to demonstrate the use of
‘brokers’ or ‘third parties’. This is ‘implicitly’
done via various ‘netting arrangements’.
To sum up, the ICFA prohibits tawarruq
where any of the following occur:
❑ There are effectively only two parties, i.e.
no real, unconnected third party

The view expressed in this
paper is that rather than
contradicting each other, the
ICFA’s judgement on tawarruq
and AAOIFI’s Shari’ah
Standard 30 on tawarruq are
actually both in agreement
with each other, even though
this agreement may not have
been explicitly stated.
www.newhorizon-islamicbanking.com

NewHorizon_pages_NewHorizon 04/11/2010 15:24 Page 17

NEWHORIZON Shawwal-dhu al Hijjah 1431

❑ There is concealed buy-back
❑ The transaction is a ‘trick’ with an
embedded fixed return
Since the above three features typically
characterise virtually all organised tawarruq
transactions done by IIFSs, the ICFA holds
that ‘organised’ tawarruq should be
disallowed.
Tawarruq – AAOIFI’s Standard 30
What does AAOIFI Shari’ah Standard 30
say? The key clause in Shari’ah Standard 30
is Article 4/5:
‘The commodity (object of monetisation)
must be sold to a party other than the one
from whom it was purchased on a deferred
payment basis (third party), so as to avoid
e’na which is strictly prohibited. Moreover,
the commodity should not return back to
the seller by virtue of prior agreement or
collusion between the two parties or
according to tradition.’
In practice, Article 4/5 is not followed in
organised tawarruq. In addition to Article
4/5, Articles 4/7, 4/8, 4/9 and 4/10 (all in
Standard 30) also highlight the divergence
between AAOIFI’s permitted tawarruq and
the tawarruq that is typically practiced. In
summary, Articles 4/7 to 4/10 say the
following:
❑ The bank or its agent should not sell the
commodity on the customer’s behalf, if the
customer initially bought that commodity
from the bank – neither should the bank
arrange a proxy third party to sell this
commodity
❑ Rather, the client should sell the
commodity either himself or through his
own agent. At the most, the bank should
provide the client with the information
needed to sell the commodity.
In reality, quite clearly, AAOIFI Shari’ah
Standard 30 is therefore also implicitly
saying that:

The key conditions laid out by AAOIFI
Shari’ah Standard 30 are, therefore, that the
transaction should not in essence be two
party (ignoring the ‘cosmetic involvement’
of third parties); it should be real, i.e. the
metal being traded should genuinely move
from seller to buyer; there should be no
‘trick’ or collusion involved and hence, no
fixed embedded return. These conditions
actually describe a type of tawarruq that by
definition cannot be the organised tawarruq
that is typically used in today’s Islamic
finance industry.
All these conditions are based on concerns
that are identical or very similar to those
held by the ICFA. Therefore, it is correct to
say that AAOIFI’s organised tawarruq is
consistent with the ICFA’s implicit definition
of unorganised tawarruq. The key lies in the
separation of ‘how it is’ (therefore
prohibited by ICFA) and ‘how it should be’
(if permitted by AAOIFI). Although
everyone may not perceive it thus, in effect
the ICFA has passed the recent resolution
against organised tawarruq in light of the
fact that the conditions for the permissibility
of tawarruq (as laid out by AAOIFI) are
virtually never followed. Rather than there
being a conflict, in reality the ICFA agrees
with and reinforces AAOIFI Shari’ah
Standard 30.

Why Organised Tawarruq Must Go
The joint stance of AAOIFI and the OIC
Fiqh Academy is, ‘Do it properly, or don’t
do it at all.’
In the light of AAOIFI Standard 30,
theoretically, the only way for tawarruq to
operate properly would be via three real and
distinct parties, namely:
❑ Customer A
❑ Seller-1
❑ Buyer-1
And two distinct and unconnected sales:

‘If your organised tawarruq cannot fulfil
these stringent conditions, then you cannot
do organised tawarruq.’
www.newhorizon-islamicbanking.com

Sale-1

i) Customer A buys metal on
deferred payment from Seller 1

ACADEMIC ARTICLE

ii) Customer A takes constructive/
real possession of the metal
Sale-2

iii) Customer A sells same metal to
Buyer 1 (a genuine third party
other than Seller 1)
iv) Metal actually moves from the
warehouse of Seller 1 to Buyer 1
and Buyer 1 completes possession

In fact, point (iv) in Sale-2 is what must
happen, as a necessity, as implied by
AAOIFI Shari’ah Standard 30, clause 4/5:
Moreover, the commodity should not return
back to the seller by virtue of prior
agreement or collusion between the two
parties or according to tradition.
So a key question relating to point (iv) is:
Does the commodity bought by the
customer in Sale 1 (on deferred payment)
eventually definitely leave the warehouse of
Seller 1, as Standard 30 clause 4/5 above
clearly requires? The answer is, by and
large, no. There are a number of reasons for
this. Firstly, the fact remains that the overall
purpose of the seller in the transaction (who
effectively provides the liquidity by selling
on deferred payment) is:
❑ To advance liquidity
❑ To make a return on the money advanced,
built into the price of Sale-1
Not to trade, and therefore, certainly not to
take on the kind of risk that is associated
with normal and genuine commodity
trading activities
Therefore, from the seller’s point of view:
❑ There is no purpose or intention to
physically transport any of the commodities
that he holds in his warehouse
❑ In fact, this activity would in the seller’s
view incur unfeasibly high costs and
moreover, this is precisely not the
purpose of their involvement with such
liquidity provision mechanisms as
tawarruq.
IIBI 17
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❑ Rather, this is much more similar to the
provision of a loan on interest, where the
metal from Sale-1 is stored as a security
against the stream of receivables relating to
the deferred price in Sale-2.
❑ Moreover, any necessity to physically
move the ‘traded’ commodities in tawarruq
from one location to another, as should be
done, but is typically not done, would
severely restrict the total volume and
profitability of tawarruq transactions to the
extent of eliminating the commercial
feasibility of organised tawarruq altogether.
As an added point, banks always organise
the onward sale of the metal bought by the
customer. This again is a violation of
AAOIFI Shari’ah Standard 30.
Thus having defined and implicitly agreed
upon what tawarruq should and should not
look like, AAOIFI and ICFA are well aware
that the reduced profitability of doing this
‘reformed’ version of tawarruq may well
render it economically unfeasible to do
tawarruq at all. Both institutions are quite
comfortable with such an eventuality:
‘either do it properly, or don’t do it at all’ is
their combined implicit message to IIFSs.
‘Movement’ of the Commodity/Metal
Let us return to the question, ‘What does
happen to the metal in reality?’
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quantity, e.g. ‘x’ tons of metal. Furthermore,
these parties use and reuse this same stock
many times during the same day in
numerous consecutive sales. Almost exactly
like the concept of fractional reserve
banking in conventional banking, therefore
these commodity stockers (for with regard
to their tawarruq activities they are stockers
more than traders) could hold one hundred
tons of metal in their warehouse valued at
$2.5 million and yet conduct tawarruq
transactions amounting to any multiple of
that, e.g. $25 or $50 million or even much
more. Throughout these transactions, the
metal would not need to move an inch.
This is made possible, because each
tawarruq transaction will normally have an
implicit short holding period after which it
is ‘released’ or ‘freed’. Thus, as an example,
in a standard transaction:
❑ 10.00am, September 10, 2010: Seller-1
books four tons of aluminium for a deferred
sale at $2,500 per ton to a customer for a
$10,000 sale
❑ 10.30am, September 10, 2010: The
customer takes constructive possession but
never sees the metal and may simply receive
a certificate, usually indicating his
consignment is placed in some named
warehouse. At this point, Seller-1 ‘holds’ the
four tons for the customer

There are certain parties who are active in
the tawarruq sphere. These may be
commodity trading companies who have the
financial depth to hold reasonably large
stocks of metal in their warehouses.
Alternatively, they may be brokers, who
have links with such trading companies and
are also active in this market.

❑ 11.00am, September 10, 2010: The
customer sells same aluminium to Buyer-1,
for a spot price of $8,000; subsequently,
according to the netting facility, four tons of
aluminium are netted off between the
storage facilities of Seller-1 and Buyer-1
through some direct or indirect method,
without the metal needing to physically
move at all.

With regard to tawarruq, the above parties
act as buyers and/or sellers often in a large
number of separate transactions and
typically they operate a netting facility
between their different storage facilities,
whereby in reality metal either rarely or
never really gets physically transferred from
Seller 1 to Buyer 1, as it should. Typically,
these parties possess a certain stock or

This should make it clear that AAOIFI
Shari’ah Standard 30 is not being followed,
since a prior agreement or collusion agrees
between the two parties Seller-1 and Buyer-1
for such deals and effectively the metal does
return back to the original seller as per the
netting arrangement or rather, the
ownership of the metal returns back; the
metal itself, in actuality, never really moves.
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Incidentally, despite there being collusion
between the Seller-1 and Buyer-1, which in
effect contravenes Clause 4/5 of Standard
30, the example given is actually a good
scenario case in which, by implication,
Seller-1 properly demarcates the four
tons of metal in his warehouse to denote
the customer’s constructive possession
until Seller-1’s netting arrangement is
finalised.
In practice, however, it is doubtful whether
such demarcation of the subject commodity
occurs for each and every transaction, as it
needs to do. Available evidence suggests that
what typically happens is a daily or other
periodic netting, in which, rather than
specifically identifying and subsequently
‘releasing’ the metal for each transaction,
all the transactions for a certain day are
carried out without such specific
demarcation and hence even this minimal
transfer of constructive ownership does not
really happen in most cases. Daily net
positions dictate the overall stock balances,
i.e. how much is encumbered and how
much is free to be used for new tawarruq
transactions.
The simple fact is that, in the absence of
physical movement of the metal, it follows
that tawarruq ‘traders’ would necessarily
have to operate such a netting arrangement.
It is one or the other; no third avenue is
possible.
Tawarruq: Quashing the ‘Justification’
Arguments
The defenders of organised tawarruq have
put forward various arguments to justify
why tawarruq should be allowed.
Claim 1: Tawarruq traders often buy and
sell metal with physical movement of the
metal and hence that tawarruq is conducted
by genuine traders.
Reply: Although some movement of metal
may happen, let us be clear about the
circumstances in which it happens. The
likelihood is that there are most probably
only two scenarios in which the commodity
moves:
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a) Some traders apart from their tawarruq
activities may conceivably also be
genuine traders of the metal. The key
point here, however, is that while they
may physically receive, transport and
trade metal in their other sales, with
regard to their tawarruq transaction, the
metal rarely or never moves.
b) Alternatively, what may happen from
time to time is that for a certain party,
their tawarruq transaction volume rises
or falls, which may prompt them to buy
or sell more metal from the market for
the purposes of equalising the amount of
metal stocked with the expected multiple
of periodic tawarruq transactions. For
example, if $1 million of stocks enables
$20 million of transactions daily and
daily ‘demand’ goes up to say
$30 million, then proportionately the
party would now stock $1.5 million
worth of metal.
However, this is hardly trade; rather, it is
stocking of sorts, where the inventory
effectively acts as a security against the
liquidity transactions undertaken over the
relevant period; quite similar to the
goldsmiths of the 17th century, who lent out
the paper claims to gold against their gold
stocks on which they received interest.
Claim 2: Commodities are genuinely being
bought and sold and this is trade: how can
trade be forbidden?
Reply: Assume that tawarruq happens with
correct demarcation of the subject
commodity vis-à-vis Sale-1 in all cases.
Despite that, the fact is that typically:
❑ A small stock of metal of a certain value
will enable tawarruq sales of a large
multiple of that value
❑ This will happen on a daily and repeated
basis
❑ The metal does not move at all in relation
to these tawarruq sales; this renders the
metal virtually wholly irrelevant since it
serves simply as a prop to ‘enable’ these
monetisation deals to be transacted.
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For example, if a metal stock worth
$1 million is used to perform tawarruq sales
worth $30 million on a daily basis, it
effectively means that the same physical
stock of metal is ‘sold’ and ‘resold’ 30 times
per day, without moving an inch. Can it be
realistically claimed that these are genuine
‘trade’ deals? This concern is even more
valid given that they are in direct
contravention of Shari’ah AAOIFI Standard
30 as well as the ICFA’s fatwa.
Claim 3: It is said that tawarruq is
questionable because the metal is
‘unwanted’, ‘irrelevant’ or a ‘fake prop’.
How is that so? After all, in real trade
sellers buy their merchandise not because
they want it per se, but because they want
to sell it on and earn profit, so therefore,
isn’t the merchandise also ‘irrelevant’,
‘unwanted’ and a ‘fake prop’ in real trade?
Reply: It is true that traders do not want
their merchandise per se; they aim to sell it
on. The crucial difference is that, in genuine
trade, there will always be an ultimate
genuine user of the sold commodity. In
contrast, in tawarruq, two spurious sales
(with no movement of metal) are always
followed by an accounting netting-off that is
done only in the books of the brokers.
There is no ultimate user, and absolutely noone will ever want that metal for genuine
end use.
Claim 4: The bank does a favour to the
client by arranging the second sale, giving
the client the best price possible, i.e. the
market price. The customer thereby avoids
potential loss.
Reply: If the customer ends up making a
loss because he engages in unassisted
tawarruq, let it occur. Unassisted tawarruq
is precisely similar to the genuine concept of
trading, i.e. buying and selling with the
hope of making a profit, an activity that will
always involve risk just as it will always
provide an opportunity to profit as well.
How might profit accrue? Even in
unassisted tawarruq, the liquidity achieved
via Sale-2 is often used for investment or
business purposes. If invested shrewdly, the
returns on that investment could be higher
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than the liability of the deferred price of
Sale-1.
Moreover, banks can hardly be credited
with organising tawarruq because they want
to help their clients ‘avoid extra loss’ by
helping them secure a ‘good price for their
metal’ in Sale-2. In reality IIFIs favour
organised tawarruq because:
❑ The transactions are virtually ‘riskless’
with ‘secured returns’;
❑ Transaction costs are very low;
❑ IIFSs are able to carry out a huge volume
of transactions specifically because this
tawarruq is organised and they therefore
enjoy huge profitability in such deals.
It is no coincidence that all of the above
three features are also the key characteristics
of the regular conventional products of an
interest-bearing loan. This, then, is also an
additional source of unease for those not in
favour of organised tawarruq.
Claim 5: Organised tawarruq transactions
are sound, with proper constructive
possession and transfer of ownership at the
right time.
Reply: Another sobering point is well
worth mentioning here. The clearing system
used for organised tawarruq by major
brokers in the metal trade is such that it is
logistically impossible to transfer ownership
following Sale-1 prior to executing Sale-2,
i.e. the brokers’ system physically does not
allow it. This clearly renders all their
intended tawarruq transactions as
fundamentally invalid, even within the
highly generous and flexible space being
afforded to tawarruq in the current financial
framework of constructive possession, use
of agency, etc.
Moreover, if major players are doing this,
quite naturally the smaller players are also
unable and unwilling to make sure that
tawarruq is followed even vis-à-vis Sale-1.
AAOIFI’s Shari’ah Standard 30 is but a
distant mirage and there is little attraction
to pursuing it, given that institutions
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ignoring the AAOIFI standards or any
others do not face any effective penalties.
Until a regulatory system is meaningfully
enforced where penalties for non
compliance are real and they hurt, it is
rather futile to expect IIFSs to change any of
their past patterns of behaviour. Such
enforcement, again, is largely dependent on
both political will and vision. In the present
set-up, these are rare commodities in the
industry.
Claim 6: If the metal price rises after the
customer buys the metal from us, he is free
to benefit by selling it in the market to get a
higher price.
Reply: Effectively, this is merely a
theoretical possibility, which never happens
in practice. Tawarruq brokers and banks are
hardly likely to provide a ‘sell in the market
by yourself’ option to the customer, since, if
it were really a genuine option, this would
eliminate their own profit from the
transaction. All parties are well aware that
the customer has neither the contacts nor
the ability to effect Sale-2, so this is a
redundant option, which is ‘cosmetically’
offered to ‘boost’ the justification for
tawarruq. It’s like offering to buy lunch for
your guest (which you cannot afford to buy)
in the full knowledge that he is unable to
accept the offer due to other factors – and
then proclaiming how ‘generous’ you are for
making the offer.
Claim 7: The ICFA’s viewpoint on tawarruq
is contradictory. Firstly, the ICFA agrees that
tawarruq on an individual level is permitted;
thus, if ‘A’ buys a commodity in the market
on deferred payment and sells the same on
spot, by his own efforts, then that is
allowed. At the same time, the ICFA also
says that, where the bank organises the full
tawarruq transaction in particular the
second sale, such transactions should not be
permitted. How does this represent a
consistent viewpoint?
Reply: The very basis of the opposition to
organised tawarruq is that it is very difficult
to maintain overall Shari’ah permissibility, if
the deal, especially the second sale, is
organised by the IIFSs, since the metal by
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design is not meant to move and effectively
it becomes a ‘money now for more money
later’ transaction with no real economic
activity in between. In unassisted tawarruq,
the commodity is individually bought by ‘A’
in step 1, physically possessed by ‘A’ and
then genuinely sold to Buyer-1 such that real
delivery occurs. Unassisted tawarruq,
therefore, is simply a form of real trade,
similar to the fruit seller buying his daily
inventory in the morning from the fruit
wholesale market on credit and selling this
stock during the day for cash, with the hope
of making more money from his sales to
earn a profit.
Agreeing Why Organised Tawarruq Must
Go
Organised tawarruq as it is currently
practised in the Islamic finance industry is
clearly not in compliance with basic
Shari’ah principles. The metal is explicitly
nothing more than a prop, which virtually
never moves due to the netting-off process.
No genuine trade really occurs; only
stocking of metal takes place, similar to
retaining collateral against an interest-based
loan thus reducing the transaction to little
less than money now for more money later.
In addition, the involvement of the IIFSs in
organising the second sale is a key
component in the process, which helps to
undermine the genuineness of the overall
transaction as highlighted by the ICFA and
AAOIFI. For all these reasons, the ICFA
(directly) and AAOIFI (indirectly) have
disallowed it. Moreover, these very concerns
held by ICFA and AAOIFI are also shared
by a large number of industry practitioners,
Islamic economists and other stakeholders.

Points to Ponder
Phased Withdrawal from Organised
Tawarruq
Let us not forget the realities. First of all, a
significant majority of Islamic banks
conduct a large volume of tawarruq
transactions on a regular basis in relation to
their treasury operations. This, in the
opinion of their Shari’ah boards, is
permitted on the basis of need or ‘daroora’,

since the view is that there is no other
option available.
Even if a decision were made to follow the
opinion of the ICFA and AAOIFI, in
practice it is doubtful that IIFSs would be in
a position to cease their existing tawarruq
transactions immediately. Even under a bestcase scenario tawarruq would most
probably need to be phased out.
If Islamic banks, however, decide to bring
their dealings in tawarruq to a gradual halt,
they have to demonstrate some tangible
commitment and willingness to move in this
direction. The present reality of the Islamic
finance industry is that levels of regulation,
adherence to any kind of standards and
penalties for non-compliance are poor or
non-existent, all factors which suppress the
incentive for IIFSs to eliminate tawarruq
(and in fact all questionable products) since
it is so profitable.
Alternatives for Liquidity Management
Since tawarruq is heavily used by most
Islamic financial institutions for liquidity
management purposes, an alternative
workable solution must be available in the
event that tawarruq is phased out. The best
solution is to return to the ‘honesty’ of a
100% cash reserve ratio and shift the focus
to genuine investment-based and
profit/loss-sharing products, which rule out
the need for the fractional banking system
that is based on liquidity management. Such
a move, however, represents a paradigm
shift that challenges the very basis of the
existing banking structure and would
require strong political will to institute. It
would, moreover, be most likely to happen
in conjunction with an overall philosophical
review and revision of the basis and practice
of the Islamic commercial industry. While
there appears to be an increasing demand
for such a revision, particularly in the
aftermath of the recent economic crash, it is
difficult to predict when this may happen.
In the more immediate future, as a parallel
move, steps to assist liquidity management
include improving financial markets’
infrastructure to enhance the tradability of
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sukuk, and using mudaraba, musharaka and
wakala-based, inter-bank deposits.
Alternatives for ‘Cash-in-Hand’ Consumer
Liquidity Needs
If tawarruq is to be made redundant, there
would be a heightened need to provide
genuine Shari’ah-based product solutions
that offer neutral liquidity, i.e. ‘cash-inhand’ to the client. For such needs, the
product of salam (a sale with full payment
upfront at T0 and delivery deferred to T1) is
one genuine alternative product that was
specifically sanctioned by the Prophet
(SAWS) precisely for meeting the liquidity
needs of agricultural producers. Salam can
comfortably be utilised beyond the
agricultural sector, although it remains
grossly underused and disliked by banks
because of the perceived ‘price risk’
associated with this product. The reluctance
to use salam, however, persists despite the
existence of various risk-mitigating tools
such as the use of parallel salam, and
obtaining a foreign exchange,
promise-based currency hedge, where goods
are paid for in foreign currency, etc. Salam,
moreover, needs to be used with care and in
conjunction with in-built checks and
controls to prevent banks from obtaining
extortionately low prices from indebted and
under-duress customers. Another alternative
is mudaraba and musharaka miniinvestment projects, which may be specific
or general in scope, where liquid funds are
advanced to the customers. There are
various methods for reducing the usual
moral hazard in such transactions, but to
elaborate on these would be beyond the
scope of this article.
Frank and Meaningful Acknowledgement
The very first step towards any
improvement must begin with a frank,
unqualified and meaningful appraisal and
acknowledgement of the situation. Any
corrective measures taken must necessarily
be a subsequent step. This acknowledgement, it seems, cannot be readily observed
at present in the Islamic finance industry.
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Conclusions
This article has sought to demonstrate that
despite the perceived conflict between
AAOIFI’s Shari’ah Standard 30, which
permits tawarruq and the ICFA’s ruling
forbidding organised tawarruq that, in
actual fact, there is no real disagreement
between the views held by these two
organisations.
The key point to note is that AAOIFI
permits a reformed version of tawarruq,
which is not practised virtually anywhere in
the industry at the moment. As a necessary
accompaniment, AAOIFI by implication
clearly forbids the existing form of
tawarruq, as does the ICFA. In effect the
ICFA says ‘the prevalent form of tawarruq
is not permissible, to which AAOIFI
implicitly nods and adds ‘if you must do
tawarruq, Shari’ah Standard 30 will show
you how.’ By further implication, both ICFA
and AAOIFI add the comment: ‘. . .
although it is quite possible that, if you do
tawarruq according to Standard 30, you
may not want to do it at all due to
dramatically reduced profitability and
feasibility concerns, which is fine.’ Both
institutions, therefore, are quite comfortable
with eradication of organised tawarruq as it
exists presently, a sentiment shared by many
other stakeholders in Islamic commerce.
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Promoting Islamic finance
July: The Regulation and
Taxation of Islamic
Finance in the UK
Mohammed Amin set the scene, explaining
why the UK needed a special tax law for
Islamic finance to level the playing field
with their conventional counterparts. He
focussed particularly on changes to the law
in 2007and 2009.
Changes in 2007
In 2007, a basic tax law was enacted to
enable sukuk to work. On creation of the
sukuk, two requirements were stipulated one person (the bond holder) had to pay a
sum of money (the capital) to another (the
bond issuer) and the assets (the bond
assets), which the bond issuer would acquire
to generate income or gains, had to be
identified.
In addition there must be a specified period
when the arrangements would end (the
bond term) and the bond issuer must
undertake:
❑ To dispose of any remaining bond assets
at the end of the bond term.
❑ To make repayments of capital during or
at the end of the bond term.
❑ To make other payments to the bond
holder (additional payments). These
additional payments must not exceed a
reasonable commercial return on a loan
equivalent to the capital.
A number of further requirements were also
set out in the legislation:
❑ The bond issuer must undertake to
manage the bond assets;
❑ The bond holder is able to transfer his
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rights to other persons, who thereby become
bondholders;
❑ The arrangements should be listed on a
recognised stock exchange, as defined in the
Income Tax Act 2007;
❑ The arrangement should be treated as a
financial liability of the bond issuer, if
accounted for under International
Accounting Standards (IAS).
The provisions of the 2007 law meant that
in tax terms, for the issuer, the AFIB was
treated as a loan relationship and was
effectively treated the same as debt, where
periodic payments were treated as
deductible interest; the issuer was taxed as if
they were the beneficial owner of the assets
and the relevant section of ICTA 1988,
which treats profit-related interest as a
non-tax-deductible distribution, was
overridden.
For investors, the 2007 law treated the AFIB
like a security for tax purposes. Investors
were therefore taxed in the same way as for
debt instruments. For the corporate investor,
this was the same as a loan relationship and
for the individual investor it was the
equivalent of interest bearing debt. There
was no Capital Gains Tax (CGT) if the
AFIB was denominated in sterling and was
not convertible; there was no VAT, SDLT or
stamp duty on transfers and issue discount
was taxable as if it were interest.
Changes in 2009
In 2009 changes were made to the way
AFIBs were handled with the objective of
eliminating Stamp Duty Land Tax (SDLT)
charges on the creation and transfer back of
the asset; eliminating the taxation of built-in
capital gains and leaving capital allowances
with the original owner. The provisions
would apply only to AFIBs based on land
and buildings. Yet again further conditions
prescribed exactly how these transfers had

to take place in order for the changes to
apply. In particular the value of the AFIB
issued had to be greater than 60% of the
land value and termination was to be less
than 10 years.
To avoid abuse of the system it was
stipulated that control of the land must
not be acquired by a bond holder or a
group of connected bond holders.
Additionally, arrangements must be for
‘genuine commercial reasons’ and not ‘for
the avoidance of a liability to tax’.
If all the conditions were met, then there
would be:
❑ No SDLT on transfer to SPV (Special
Purpose Vehicle) which is going to issue the
AFIB
❑ No SDLT when SPV transfers back to
owner
❑ No CGT on transfer to SPV
❑ No CGT when SPV transfers back to
owner
❑ No tax depreciation recapture on transfer
to SPV
❑ The owner would keep receiving capital
allowances while the SPV owned the
buildings.
In practice, the owner gives a purchase
undertaking to the SPV, which is basically a
put option; the SPV gives a sale undertaking
to the owner, which equates to a call option,
both at the same strike price. The
overwhelming commercial likelihood is that
the asset will be transferred, because the
price will inevitably have changed from the
strike price, making it attractive to one or
the other party. This, however, does amount
to a contractual obligation, so it does not
meet the HMRC rules. Whether they will
use their discretion or not is to be tested

www.newhorizon-islamicbanking.com

NewHorizon_pages_NewHorizon 04/11/2010 15:24 Page 23

IIBI LECTURES

NEWHORIZON Shawwal-dhu al Hijjah 1431

soon. It will be difficult for them to reject it,
because in contrary circumstances, when the
existence of equal and opposite options
would create a tax liability, HMRC always
argue that the put and call option pairing is
equivalent to a binding contract.
The 2009 changes also affected takaful and
wakala.
The tax law was extended to include
insurance companies as defined for UK law,
but also included ‘a person who is
authorised in a jurisdiction outside the
United Kingdom to carry on a business
which consists of effecting or carrying out
contracts of insurance or substantially
similar business’, thus taking in takaful
operators.
Under the 2006 law wakala was asymmetric
since the wakil had to be a recognised
financial institution in order for the wakala
(profit share agency) rules to apply. In 2009
this was changed. It is now sufficient for
either the wakil or the principal in a wakala
agreement to be a recognised financial
institution.
Amin also covered a recent regulatory
change concerning sukuk and the collective
investment scheme rules.
The structure of certain sukuk instruments
means that for regulatory purposes they
appear to fall within the definition of a
collective investment scheme, although they
have similar economic characteristics to
conventional debt instruments and should
be regulated in a way which reflects this
similarity. The Financial Services and
Markets Act 2000 (Regulated Activities)

(Amendment) Order provides a
freestanding regulatory definition of an
AFIB and excludes AFIBs from CIS rules.
The regulatory changes introduce clarity
and create a level playing field between
comparable instruments. Regulating
AFIBs in an equivalent manner to
conventional debt securities reduces
compliance and legal costs for these
instruments and thus facilitates their
issuance in the UK.
Prospective Change
Amin highlighted a change that is likely to
become law in the near future regarding
property refinancing. Under the Islamic
system refinancing begins with selling the
property, then buying it back in ‘slices’
through the payment of rent. This model,
however, incurs a liability to CGT on the
historic appreciation of the property,
because of the sale element.

Islamic banks is that none of the
instruments recommended in the FSA
consultation paper of December 2008
comply with Shari’ah law.
Conclusions
Amin concluded by saying that the UK was
far ahead of other non-OIC (Organisation
of Islamic Conference) countries in
accommodating Islamic finance, but that
continuing legislative changes are expected
to equalise the treatment of Islamic finance
and conventional banking.

Amin is a graduate of Clare College,
Cambridge, later training as a chartered
accountant and chartered tax advisor. Most
recently he spent 19 years as a tax partner
at PriceWaterhouseCoopers LLP before
retiring at the end of 2009.

Following extensive consultations, the UK
government has agreed to change this
anomaly, modelling the new law on the
AFIB changes which occurred in 2009.
Liquidity Management
Finally, Amin considered the issue of
liquidity management for Islamic banks.
Bank deposits are normally of shorter
maturity than bank assets; banks never hold
enough cash and ‘near cash’ instruments to
repay all of their deposits and there is,
therefore, the danger of bank runs as
happened with Northern Rock. The key
question is how much liquidity banks
should hold and what kind of assets qualify
as cash and ‘near cash’. The problem for

Promoting Islamic Finance
August: Equity screening
and purification.
The idea that financial markets need to have
a sense of morality and responsibility is not
www.newhorizon-islamicbanking.com

new and is not confined to Islamic
scholarship. Long before the recent crisis
the eminent British economist Lionel
Robbins said, “The pursuit of self-interest,
unrestrained by suitable institutions, carries
no guarantee of anything but chaos.” It

was, therefore particularly appropriate that
the IIBI’s (Institute of Islamic Banking and
Insurance) August lecture was on the topic
of equity screening and purification.
Asim Khan began with a stripped-down
IIBI 23

NewHorizon_pages_NewHorizon 04/11/2010 15:24 Page 24

IIBI LECTURES

overview of Islamic finance explaining that
it is principle based, rather than rule based
and hence provides room for interpretation.
Further, everything is permissible in Islamic
finance, except for those things which are in
contradiction with the guidelines as set out
in Shari’ah. In common with the world of
business in general, however, it is important
that the Islamic financial transactions make
economic sense and be legally enforceable
alongside being fully Shari’ah compliant.
Equity Screening
Equities need to be assessed for Shari’ah
compliance before any investments can be
made. Under the guidelines as set out in
Shari’ah, scholars have developed Shari’ah
screens, which need to be passed before any
stock can be considered as Shari’ah
compliant. Shari’ah screens take into
account both business activities and
financial ratios.
The business activities that are considered to
be non compliant include alcohol, tobacco,
gambling and those businesses involved
with pork or non-Halal meat fairly
obviously, but also hotels, music,
entertainment, cinema, adult entertainment,
defence and weaponry and perhaps crucially
conventional financial services. If however
5% or less of the income of a business,
including interest income, comes from
non-compliant sources then it can be
considered to be Shari’ah compliant, subject
to appropriate purification.
In addition, for listed equities, Shari’ah
scholars have prescribed three financial
ratios, all of which need to be within the
required threshold.
1. Interest bearing financing should be
within specified limits
2. Interest generating assets should be
within specified limits
3. Testing tradability of the financial
instrument.
Limit interest bearing financing
This ratio screens out companies that make
excessive use of interest bearing liabilities to
24 IIBI
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finance their business activities. The ratio
used to measure this aspect is:

(Cash + Accounts Receivables + Pre-payments)/
Total assets should not exceed 70%

Total interest bearing debt/total assets
should not exceed 33%

For the purpose of the above ratio, the term
‘Accounts Receivable’ used by the Shari’ah
scholars is more conceptual and much
broader than just the accounting term. It
includes any and all assets which are
receivable in nature and not backed by ‘real
and tangible’ assets, whether interest
bearing or not, such as trade debtors,
receivables from related parties, advances to
suppliers, advances to customers,
investments in notes, commercial papers
and treasury bonds, finance leases and
derivatives. Similar to the other financial
ratios, any investment with an Islamic
financial institution or in an Islamic
financial instrument such as sukuk is
considered as ‘real and tangible’ and is not
considered as part of this above ratio.

‘Interest- bearing debt’ means all funds raised
by the company on which interest is paid
such as bank loans and overdrafts, notes
payable, preference shares, loans from related
parties, credit facilities, debentures, notes
issued, advance from suppliers, finance leases,
etc. Certain liabilities, which themselves may
not generate interest income, but are related
to non-Shari’ah-compliant activities such as
derivatives and fair value of financial
instruments should also be included as part of
this calculation. It should be noted that any
financing through an Islamic financial
institution or via an Islamic mode of finance
such as sukuk is not included in the interestbearing debt’.
Limit interest generating assets
This principle screens out companies that
make excessive use of investments in
interest-bearing assets such as bank balances
and deposits, loans to related parties,
advances to customers, long-term
receivables, investments in notes,
commercial papers and treasury bonds and
finance leases, as part of their business. The
ratio used to measure this aspect is:
Total interest income generating assets/total
assets should be not exceed 33%.
Certain assets, such as derivatives,
investments in non-Shari’ah-compliant
businesses and fair value of financial
instruments, which may not generate
interest income, but are related to
non-Shari’ah-compliant activities, should
also be included as part of this calculation.
Testing the tradability of financial
instrument
This principle is used to screen out
companies that do not have a significant
portion of ‘real and tangible’ assets on their
balance sheet – fixed assets, stocks and
investments in equities for example. The
ratio used to measure this aspect is:

Shari’ah screening for Islamic financial
institutions?
Asim Khan also highlighted the fact that,
for investment in equity of an Islamic
financial institution, there is no need for
screening (and purification) if the Islamic
financial institution is:
❑ a separate legal entity and established to
deal only in Shari’ah compliant transactions
❑ has appointed a Shari’ah Supervisory
Board which provides oversight and sign-off
on all product development, implementation
and monitoring along with providing ongoing guidance on all Shari’ah related
matters, and issuing Fatwa(s) to that effect
❑ the above aspects are formally
documented in its formation documents (i.e.
articles and memorandum of association)
and reported along with its annual audited
financial statements.
Common Mistakes in Shari’ah Screening
There are a number of common mistakes
that can occur during the Shari’ah screening
process. In relation to business activities, for
example, organisations sometimes fail to
analyse their activities in sufficient detail or
simply consider the list of non-compliant
activities in the Fatwa as an exhaustive list;
www.newhorizon-islamicbanking.com

NewHorizon_pages_NewHorizon 04/11/2010 15:24 Page 25

C7HA;J?D= ;N9>7D=;I$
C;;J?D= F;;HI$ CEL?D=
C7HA;JI$C7D7=?D=9>7D=;$
C7A?D= M7L;I$ C;7IKH?D=
IK99;II$ CED?JEH?D= D;MI$
C7N?C?I?D= L7BK;$ C7J9>?D=
;NF;9J7J?EDI$CED:EL?I?ED;$

BdcYdK^h^dcZ^hjc^fjZVXgdhhi]ZZmX]Vc\ZVcYigVY^c\eaVi[dgbhZXidg#L]Zi]ZgndjcZZY
i]ZaViZhicZlh!i]ZYZZeZhiVcVanh^hdgjceVgVaaZaZYZmeZgi^hZ!BdcYdK^h^dcZYZa^kZgh#
GjcWnZmX]Vc\Zegd[Zhh^dcVahVii]Z]ZVgid[i]ZbVg`Zi!BdcYdK^h^dcZ\^kZhndji]ZZY\Z#
8]ddhZi]ZegdYjXi[dgndj!dca^cZdg^ceg^ci/
Bdci]anIgVY^c\EaVXZhÄ[dgbVg`Zibdk^c\cZlh
FjVgiZganLdgaY:mX]Vc\ZhÄ[dgYZVah]Ve^c\ZmeZgi^hZ
:mX]Vc\Z=VcYWdd`Ä[dgi]ZbVg`ZiXdbeZcY^jb
BdcYdK^h^dcZLZWEdgiVaÄidgZVX](%%!%%%hZc^dgÒcVcX^Vaegd[Zhh^dcVah
6ccjVa:mX]Vc\Z;dgjb8dc[ZgZcXZÄ[dgeZZgideZZgZmX]Vc\ZVcYigVY^c\kZcjZcZildg`^c\

AAB
-< 2=>?@

0121
; 


 

  
  
* 3 
  !
 

   (
  
   
 
 
   

  .

  
 
 
 


      
3  
 


  
  
  
  
 + 
 
 

 

  




 

%   $    
 
  
$ 

 
  
 
# 
 
  
! 
 !
  
 

  
 !
 C !  
 

 










 

 
 
 
  "
  
 
 
   
   
!
 
   
  
# 
   3    &
       !"   $ !
  !



%






 

   
 
  
  
  
 
 
$ ! 
  
  
     
 
 
,-$  
%  &
 
 
 -  .

 
 
 


  
  
 
 ! 

 
# 
 
 
  
 
 
  
 

 !      
  
  
 ! 
$ 
(
 
5 

(  &!"
 
 
   
' (
  5
 
  
 
  
 
 
7  
  
  
6
  
!
) 
 
  
)
       
 /  
  
    
 
3 
 9
,-$ 



+
 
  


 
 /4
   



 
  



 .  


 + 



 

  

 

  
3
  
  
  
 &
  
- 
- - *
  
  
*! 

  

 # 
   
,-$! 
-      

 
* 
+  

 
(
    354 *
 
  
 + 
 



 
  
.  !
.  
  
  

 

 (
 .
  
 + 
 
  5
  
 
   
   
  
  
-   D7 * 
  
/
3 
 5
 

 
   
354

 
354







 
 
* 6
! 
 
 8     
 
      
 
  
    
(
(  

( 


!   
 
 
 
 

  
 




!


/





 
  
  
    
  
  
 
 
  
 
 



*  6*7
 
 
 
  

 
*       +
-        
! 
 
 

  
 
  
 
       
!  
  
 
  
#

  
  
  
  
      

 9
 
   
 
 !"
  

+ / 
  

  
 
  
 
 
 /4
  
  
 

  
 
*  
( 
      #  # 
 
    
  
  

  
(  

 
 
  
  
  
3 
      
 (    

  
  

  
0121 3
 !
  E

   
  
  
   
 
 - 

 
 ,-$
 
 
 
 
 
  

  
  
 . 
  
 
  

   
354    #  - - 
 
    

" #
 



 



/

!
+

#*3
 
 
    
   
! /4!


  
! 
  
  
 
 
 
 
5 
#!       
 
 
  

 !     
  
 
   
  

 
  
 


!
-&

:


(



 
# 
  
 
  
 

 
  

+  354  
 (   !  
 
!

  
  
   
  -    
 

 
/4       #





354



!
 
 
(
5  
  
  

  
  354!
 .
        
  
 
 

 
 
  
 

)  
 
  
  
  

 
  
!       
 



 




 

 
  

 
  
 
  
   

   
  

  
 
 
 -  +
     
 

 
! 
 
  
  
   
  
 ! 
  

 
  5
 ! 

 !"
  
  

 
 
  

#


  
 
    
  




  
 
  
   


WORLD EXCHANGES
GLOBAL INDUSTRY OUTLOOK

AND INVESTMENT ANALYSIS

MARCH 2010

L_i_jmmm$cedZel_i_ed[$YecjeZWo$

NewHorizon_pages_NewHorizon 04/11/2010 15:24 Page 26

IIBI LECTURES

they also sometimes fail to take into
account companies which are not directly
involved, but facilitate the non-compliant
activities. There is also the issue where the
business activities of the company are in the
‘grey areas’ on which further interpretation
is required from the scholars before these
can be deemed as compliant. Organisations
need to make a very comprehensive
examination of the interconnected web of
holding companies, subsidiaries and
investments to be certain that the holding
company is Shari’ah compliant.
In relation to calculating financial ratios
there is sometimes a failure to consider all
of the interest-bearing liabilities and
interest-generating assets on the balance
sheet such as debentures, preference shares,
derivatives, investments in non-compliant
equity instruments, notes payable and
long-term receivables. Similarly some items
are incorrectly included, e.g. cash and bank
balances and investments with Islamic
financial institutions. It should also be
noted that the most recent financial
statements available, at the time of the
screening, should be used.

NEWHORIZON October–December 2010

multiplying by the number of shares held.
The latter method is the one preferred by
Shari’ah scholars.

reviewed is issued which is signed by
the Shari’ah monitor and the Shari’ah
scholar.

Shari’ah Monitoring and Reporting

Grey Areas of Compliance

Shari’ah scholars require that Islamic funds
need to be independently monitored for
Shari’ah compliance on a periodic basis.
The purpose of Shari’ah monitoring is both
to re-confirm compliance with the approved
Fatwa and generally accepted Shari’ah
guidelines and to provide comfort to
Islamic investors about the on-going
Shari’ah compliance of the Islamic fund.
Upon completion of Shari’ah monitoring,
the working papers are reviewed by the
Shari’ah scholars and an ‘Opinion on
Shari’ah Compliance’ for the period

Audience questions focussed on the grey
areas of compliance, particularly in relation
to a business, which, although otherwise
compliant, facilitated a non-compliant
business. One example given was of an
investment in a building that was
subsequently let to a number of shops, some
of which may have been selling prohibited
goods. Asim Khan explained Shari’ah
scholars look at each instance of ‘grey area’
and provide guidance for that specific issue,
hence, all “grey areas” should be discussed
with the Shari’a scholars.

Asim Khan is a chartered accountant with more than 15 years experience in financial
services (including conventional and Islamic financial institutions) and the oil and gas
industries across the Asian sub-continent, the Middle East and Europe.

What is Purification?
Purification is the process by which the
non-Shari’ah compliant income element is
identified, calculated and given for
charitable purposes. It is important to note
that the concept of ‘purification’ in relation
to equity stocks is only applicable where the
non-compliant income is 5% (or less) of the
total revenues. If the non-Shari’ah
compliant income is more than 5%, then
the stock is deemed to be non compliant
and the organisation should dispose of the
stock.
There are two main approaches for
purification of equity stocks – dividend
purification and haram income purification.
Dividend purification is calculated by
dividing prohibited income (including
interest income) by total income and
multiplying by the dividend received.
Haram income purification is calculated by
dividing total prohibited income (including
interest income) by the number of shares
issued at the end of the period and
26 IIBI
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Islamic or Ethical Finance:
Where is its Future in European Retail
Markets?
Usman Hayat is the Director of Islamic
Finance and Environmental, Social and
Governance (ESG) Investing at the
Europe, Middle East, and Africa (EMEA)
office of CFA Institute, a global
association for investment professionals.
He was previously with Asia Pacific office
of CFA Institute in Hong Kong and has
also worked as an independent consultant
in the capital markets of Pakistan and as
Joint Director at Pakistan’s Securities and
Exchange Commission.

Does its future lie in being developed as
Islamic or ethical finance in European retail
markets? This question is beginning to
demand an answer. Contrary to their
expectations, some institutions offering
Islamic financial services in the retail
market in the UK the leading centre of
Islamic finance in the West – have found it
challenging to be profitable or, at least in
one case, even to continue operating.
This is a situation often attributed in
part to their focus on Muslims, estimated
at around just 4% of the total UK
population.
While Islamic finance in the UK retail
market is facing these challenges, the secular
ethical finance sector with its broad-based
appeal is not. In fact, it is reported to be
growing. Islamic finance is also supposed to
be ethical finance, but, in reality, the two are
structured and marketed differently and
probably perceived as being different too.
With other European countries, such as
France, Germany and Spain looking to learn
from the UK’s experience in Islamic finance,
when the issue of allowing Islamic financial
services at a retail level is raised, it is worth
revisiting the question.
www.newhorizon-islamicbanking.com

Ethics in Financial Services
Ethics in financial services refers to the
inclusion of moral values in financial
decisions. It is, however, difficult to separate
‘ethics’ from ‘social responsibility’ and
‘sustainability’ – these are often different
labels put on similar ideas and the fine
distinctions made are not widely appreciated.
Since it is faith based, Islamic finance
arguably has an obligation and not an option
to be ethical and this is one way it
differentiates itself from conventional
finance. Following Islamic principles in
finance, however, does not necessarily
require an institution to market itself as
Islamic. It is a business decision and we
observe different practices in Islamic
financial institutions (IFIs) and the Islamic
windows of conventional financial
institutions, where some use their
religious credentials more than others.
Ethics in Islamic Finance
The attributes that people seem to associate
with ethics in Islamic finance range from the
minimum juristic requirements to the
aspirational - avoiding ‘sin’ industries such
as alcohol; abiding by the two core
prohibitions of riba and excessive gharar;
promoting economic justice; widening
access to finance; enhancing human welfare
and caring about the environment among
others. Some may argue that the two core
prohibitions provide the foundation for
wider ethics in Islamic finance. Prohibition
of riba avoids making money from money
and promotes assets and enterprise; the
prohibition of excessive gharar avoids
speculative excesses and promotes risk
sharing and together the two should keep
finance tied to the real economy.

Beyond the core prohibitions, much of what
may be considered as ethical in Islamic
finance is covered in the standard,
‘Corporate Social Responsibility Conduct
and Disclosure for IFI’ by the Accounting
and Auditing Organisation for Islamic
Financial Institutions (AAOIFI). Table 1 on
page 28 gives a top-line view of the
standard covering both mandatory and
recommended conduct. The standard states
that it is based on Islamic ideas such that
man is vicegerent of and accountable to
God.
Ethics in the Secular Space
In the secular space, ethics tends to revolve
around environmental, social or corporate
governance (ESG) issues. This is also shown
by the UK-focused website
YourEthicalMoney.org, a non-profit
initiative of the charity EIRIS Foundation.
The website tells you where a UK bank
stands on a three point scale - worse, okay
or better, using the eight criteria shown in
Table 2. The highest rated bank fared
“better” on all except responsible lending
where it was only okay; 10% of its directors
were female. An Islamic bank got “better”
on the first two criteria; okay on financial
exclusion and “worse” on others; 27% of
the senior management positions were held
by women. The lowest rated entity was
“worse” on all criteria and there was no
data on the gender composition of the
board. (Site accessed on 9 Aug 2010)
Similarities and Differences
Everyone may not see the website’s criteria
or AAOIFI’s standard as an accurate representation of ethics. The comparison of the
two, nevertheless, suggests that both Islamic
IIBI 27
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Table 1: AAOIFI’s standard on CSR
Mandatory Conduct, policy on…

Recommended Conduct, policy on…

• Screening clients (client’s business is not against
Islamic teachings or core CSR aspects of this
standard, etc.)

• Qard Hasan (or interest free loan)

• Responsible dealings with clients (avoiding
imposing onerous terms, encouraging
inappropriate consumption, etc.)

• Reduction of adverse impact on the environment
(waste management, renewable energy, etc.)

• Earnings and expenditure prohibited by Shari’ah
(identification, disposal, etc.)

• Social, development and environment-based
investment quotas

• Employee Welfare (equal opportunity, etc.)

• Par excellence customer service

• Zakah (an obligatory religious contribution)

• Micro and small business and social savings and
investments
• Charitable activities
• Waqf (Islamic endowment) management

Table 2: Criteria used for banks by
yourethicalmoney.org
• green/ethical products (e.g. green mortgages)
• ethical lending or insurance (e.g. screening
clients on human rights)
• responsible lending (e.g. checking on borrower’s
ability to pay)
• financial exclusion (e.g. no frills bank accounts
for low-income)
• environment (e.g. energy and waste
management)

meet the expectations of all Muslims. For
instance, an otherwise ‘Shari’ah-compliant’
institution without an environmental
agenda may not be seen as favouring
sustainability even though sustainability is a
priority in the secular space. More
importantly, because of the two core
prohibitions in addition to the purpose of
financing, Islamic finance is also concerned
with the structure of financing, which does
not stand out as an ethical concern in the
secular space.

• carbon neutral (e.g. offsetting emissions)
• equal opportunities (e.g. race, gender in
employment)
• percentage of women in board of directors or
senior management

finance and secular ethical finance are
concerned with the purpose of financing
and the financier’s actions, with a similar
ESG perspective, which encourages the
avoidance of harm and the doing of good.
There are differences as well. Within the
ESG focus, it seems the AAOIFI standard
puts more emphasis on society, whereas the
website’s criteria put more emphasis on the
environment.
Narrowing the scope of ethics in Islamic
finance is likely to produce more differences
with the secular space and may not even
28 IIBI

excluding tobacco. On the whole Islamic
finance seems to put more ethical
constraints on financing than secular
ethical finance though critics may argue
that the Islamic finance industry respects
these constraints more in form than in
substance.
Ethics and Business Viability
Given the core prohibitions in Islamic
finance that an IFI must abide by and the
small size and relative youth of IFIs in
general, trying to beat conventional
financial institutions at their own game does
not seem feasible in the European retail
markets. Add to that the facts that not every
Muslim can be expected to be sensitive to
Islamic teachings in finance; those who are
sensitive may not be willing to accept what
is offered to them as religiously authentic
and those who are willing to accept what is
on offer may not have the income and
wealth that would suit the financial
institution. Such repeated filtering of the
target universe may not leave enough
customers to make a viable business. An
ethical proposition for the wider population
could be a possible means of creating a
differentiated and viable business without
losing out on the Muslim community, but
that may require a legal structure and a
marketing strategy that are tied to wider
ethics.

Islamic Finance is More Constrained
In the secular space, the source of ethics is
the people. What is ethical ‘depends on
you’, which means that ethics could change
across place and time. People may be
sensitive to one issue, but not another and
financial institutions may target specific
issues, such as environmental sustainability.
That may not be true to the same degree in
Islamic finance, where the source of ethics is
the religion; it is the interpretation and not
the source that changes and an IFI has to
take the given ethics as a whole. For
instance, in general, an Islamic equity fund
has to screen out all ‘sin’ industries (from
alcohol to conventional banking); avoid
highly leveraged companies and donate
tainted dividend income, whereas a secular
fund may present itself as ethical by only

Ethics and Mutuals
Historically a mutual legal structure has
been common in ethical finance. Mutuality
is seen as more amenable to ethical pursuits
in financial services. It is not subject to the
dichotomy between shareholders and
customers; one membership means one vote
and the entity may not single mindedly
pursue a one-point agenda of profit
maximisation under the watchful eyes of
stock market.
Mutuality has not been the structure of
choice in Islamic finance except in
establishing takaful (or insurance) funds
which, again, are usually managed by a
for-profit operating company. A non-profit
mutual structure may also help allay the
fears of those who see modern Islamic
www.newhorizon-islamicbanking.com
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finance as Shari’ah arbitrage, where, in the
name of religion, Muslims are asked to pay
more to for-profit companies for what is
otherwise available for less.
Professor Mahmoud El Gamal, known for
his criticism of the modern Islamic finance
industry for putting religious form over
substance has also advocated mutuality on
religious, economic, and regulatory
grounds. This is not to say that mutuality by
itself can overcome all challenges. For
instance, mutual or not, the organisation
would need to offer service standards that
would meet the expectations of its
customers and shape its governance to deal
with ethical demands in both an Islamic and
secular context.

in the UK was worth £14.35 billion in 2008
compared to £5.17 billion in 1999. The
group also reported that despite the
financial crisis, 2009 was the ‘third
successive year of double digit growth in
group sales and profit’ and ‘switching of
customer accounts from the so-called ‘big
five’ banks to the Co-operative Bank
increased significantly.’

POINT OF VIEW

Muslims with a mainly religious proposition
is unlikely to be the best approach.

Islamic Finance in European Retail Markets

There is much in common between ethical
and Islamic finance and this could be used
to create an alternative approach. One
possible alternative is a mutual structure
with an ethical proposition for the broader
ethical market, but one which also takes
into account the unique requirements of
Islamic finance.

Like the UK, other European countries
interested in Islamic finance will set
objectives tailored to their own particular
circumstances but they are likely to look
closely at the UK experience, which suggests
that in the retail market focusing only on

It would be interesting to observe what
conclusion other European countries draw
from the UK experience and if and how they
facilitate development of Islamic finance in
their retail markets on an ethical
foundation.

Mutuality may also bring challenges of its
own in terms of accessing capital,
particularly in the initial years. Mutuals
have dwindled in numbers after a wave of
demutualisation, though some in the ethical
finance sector are expecting the wind to
start blowing in favour of mutuals in the
aftermath of the financial crisis.
Ethical Finance in the UK
Ethical finance is marketed differently from
Islamic finance. For instance, it targets a
larger section of the population emphasising
competitive services, a strong environmental
appeal, a focus on the common man and no
religious symbolism. This is also why the
two are probably seen as different.
Where prospects of Islamic finance in the
UK’s retail market are being questioned,
reports are somewhat more bullish on the
prospects for ethical finance. According to
Ethical Investment Research Services
(EIRIS), a subsidiary of EIRIS Foundation,
the money invested in Britain’s green and
ethical retail funds was £9.5 billion at the
end of 2009 representing approximately
750,000 investors, up from around
£2.4 billion and 200,000 investors in
1999.
The Ethical Consumerism Report 2009 by
the Cooperative Financial Services group,
which includes the Co-operative Bank,
states that overall the ethical finance market
www.newhorizon-islamicbanking.com
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APPOINTMENTS

On the move
International law firm Pinsent Masons has
strengthened its banking and finance service
offering with the appointment of Amir
Ahmad. Ahmad, who will be based in
Pinsent Masons’ Dubai office, will report to
Al-Harith Sinclair who heads the firms’ new
Islamic Finance practice. Together they will
work on three key areas – growing the
firm’s Islamic finance practice in London
and the Gulf; Gulf financial regulatory
matters and Gulf project finance and other
finance matters.
Ahmad, a
Senior
Associate, joins
Pinsent Masons
from DLA Piper
Dubai where he
was previously
part of AlHarith Sinclair’s
team. Ahmad
has 10 years of
finance-based
experience
gathered in the
Netherlands, Bahrain and Dubai.

Bahraini retail and commercial banking
institution, BMI Bank (BMI), recently
announced the appointment of Bahraini
Salah Khalifa to the position of Head of
Islamic Financial Services (IFS). Salah,
whose previous position was as a Director
of Investments and Capital Markets at First
Investment Bank (FIB), a Bahrain-based,
Shari’ah-compliant investment bank, will be
responsible for driving the IFS strategy.
In his previous role at FIB, Salah looked
after corporate finance and structuring,
asset management, treasury, financial
institutions and debt capital markets (sukuk
and securitisation). Prior to joining FIB,
Salah was the Head of Islamic capital
markets at Calyon Credit Agricole,
responsible for the development of Islamic
30 IIBI

institutional banking in the region and
structuring and sales of Islamicised capital
market/debt capital markets products and
services. His prior posts included Head of
Islamic Financial Services Department of
BankMuscat, Bahrain branch and Manager,
Structured Finance at Al Shamil Bank.

EIIB (European Islamic Investment Bank)
has appointed Yaser Abduljalil Ali Alsharifi
to its board of directors as a non-executive
director effective from 27 July 2010. Mr.
Alsharifi is Managing Director, Investments,
at Al Rajhi Holdings and was previously a
partner at Ernst & Young, Bahrain. He is a
Certified Public Accountant and holds a
Bachelor of Business Administration
(Accounting), Cum Laude from the
University of Massachusetts at Amherst,
USA and an Associate Accounting Diploma
from the University of Bahrain.

International legal practice Norton Rose
(Middle East) LLP has announced that
Mohammed Paracha is to join the banking
practice in Bahrain as a partner and deputy
global head of Islamic finance. Mohammed
joins from Al Salam Bank-Bahrain B.S.C.,
where he was Executive Vice President and
Head of Europe. He previously spent three
years in Norton Rose Group’s London
banking team before working for two years
in the banking
team of the
Bahrain
practice.
Mohammed’s
appointment
further
strengthens
Norton Rose
Group’s Islamic
finance presence
in the Middle
East, following

the relocation of Global Head of Islamic
Finance, Neil D Miller to the Dubai office in
2009 and demonstrates its continuing
commitment to the Islamic financial sector.

Unicorn
Investment Bank
headquartered in
Bahrain has
announced the
appointment of
Mr Ikbal
Daredia as
interim CEO of
the Bank. Mr.
Daredia is the
Global Head of
the Bank’s
Capital Markets, Institutional Banking and
Treasury areas and has more 20 years of
experience of Islamic finance. having He was
previously Deputy CEO of Noriba, UBS’s
former global Islamic product platform. Mr.
Daredia replaced Mr. Majid Al Refai, former
MD and CEO of Unicorn Investment Bank at
the beginning of August 2010.
Bahrain-based Ithmaar Bank has announced
the appointment of Mohammed Abdul
Rahman Bucheerei, a member of the
Ithmaar Board of Directors, as the Bank’s
Chief Executive Officer. He currently also
serves on the Board of Directors of the
Islamic Investment Company of the Gulf
(Bahamas) Limited, Faysal Bank Limited
(Pakistan), the Overland Capital Group
(USA) and Solidarity Group (Bahrain).
Bucheerei commenting on his appointment
said, ‘Ithmaar Bank heads one of the most
diversified financial services groups in the
Middle East. It is a formula that has worked
exceptionally well for the Group, but we
cannot afford to get complacent and,
following the Ithmaar-Shamil reorganisation,
our focus moving forward must be on the
efficient implementation of the Bank’s new
three-year strategic plan 2010–2012.’
mwww.newhorizon-islamicbanking.com
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IIBI Launches Certificate in Takaful
As part of its strategy to widen
the choice of professional
qualifications, the Institute
launched a Certificate in takaful
in July 2010, which is aimed at
individuals who wish to develop
an understanding of the nature
and basis of takaful and its
applications as an alterative to
conventional insurance. The
comprehensive course, like other
IIBI courses, assumes no
previous knowledge of
insurance or Islam and is
intended to fill the
human-resource gap in the
takaful sector. The course is
open to a worldwide audience
and the method of study is by
distance learning, allowing
students to work at their own
pace and from home.

referred to as Islamic insurance)
has emerged as one of the
fastest growing segments of the
Islamic finance industry. The
growing Muslim middle class
worldwide and the relatively
low insurance penetration rate
present enormous opportunities
for the takaful business. The
world population of 1.5 billion
Muslims represents a huge
potential customer base and the
moral element is also a powerful
business argument for attracting
non-Muslims to takaful.

Takaful allows Muslims to avail
themselves of the financial
protection offered through an
insurance contract without
violating their religious beliefs,
but it also provides compelling
benefits to both religious and
secular customers. Unlike
Insurance plays a vital role in
society supporting both national conventional insurance where
the motive is to generate profit
and international economic
for the benefit of the
development and growth. In
shareholders, in takaful, as with
recent years, takaful (commonly
mutual insurance, the business is
conducted for the
The mission of the IIBI is to be a centre of benefit of the
excellence for professional education,
participants
trainng, research and related activities, to (policyholders) who
build a wider knowledge base and
are also entitled to
deeper understanding of the world of
share in the profit of
finance promoting the Islamic principles
the takaful business.
of equity, socio-economic justice
and inclusiveness. The Institute holds
The Shari’ah
regular lectures on topical issues, delivered
prohibits investment
by industry experts. For information on
in businesses that are
upcoming lectures and other events,
engaged in activities
please visit the IIBI’s website:
that are considered
www.islamic-banking.com
unlawful or immoral,
which includes most
of the business
practices and
activities that socially
responsible

www.newhorizon-islamicbanking.com

investment (SRI) funds would avoid such as weapons trafficking,
pornography, tobacco, alcohol and gambling.

Certificate in takaful Course Syllabus
Module 1 – Insurance
Lesson 1
Risk and insurance
Lesson 2
The nature of insurance and its benefits to society
Lesson 3
Legal aspects of insurance
Lesson 4
Insurance contracts
Lesson 5
Insurance company operations
Module 2 – The Framework of takaful
Lesson 1
The character of Islamic insurance
Lesson 2
The concept of takaful
Lesson 3
The operating principles for takaful business
Module 3 – Takaful Business
Lesson 1
Family takaful (life) – key products and operational
issues
Lesson 2
General takaful (non-life) – key products and
operational issues
Lesson 3
Retakaful of takaful business (Reinsurance)
Lesson 4
Investment considerations
Lesson 5
Marketing and distribution of takaful products
Module 4 – Governance and Regulation of takaful
Lesson 1
The regulation of insurance business
Lesson 2
Governance and Shari’ah compliance
Lesson 3
Accounting and financial issues
The Certificate in takaful requires proficiency in the English
language, writing and reading, as well as computer literacy. It has
been developed keeping in mind the expectation of employers and
will offer students an integrated programme of learning and
practical knowledge. Individuals who have insurance qualifications
from other professional Institutions would be entitled to apply for
exemption from certain lessons.
Course Fee
The promotional price is only £195 inclusive of registration fee,
one year IIBI membership, course study material, tutor support and
a one-time examination fee.
For more information about the course, please visit the course
section of the IIBI’s website www.islamic-banking.com.
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Diary of Events endorsed by the IIBI
October

November

27–28: Malta Islamic Finance
Conference: A new Beginning 2010,
Floriana, Malta
Organised by the Malta Institute of
Management, the conference will discuss
practical issues and opportunities, particularly those in the EU and North Africa.
Applications and further details:
www.maltamanagement.com

22–24: 17th Annual World Islamic
Banking Conference (WIBC), Bahrain
Conference to discuss the key issues,
developments and challenges of
Sharia’ah-compliant banking and finance
worldwide. Investment leader and emerging
markets guru, Mark Mobius will deliver the
keynote address – Shifting Perspectives from
Crisis to Recovery to Sustainable Growth.
Contact: Andrew Chopra
Tel: +971 4 343 1200
Email: andrew@megaevents.net
www.megaevents.net

25–27: 2nd Annual World Islamic Retail
Banking Conference, Dubai
This conference series was prompted by the
comments of Saudi Arabia’s central bank
governor Muhammad Al Jasser, who said,
‘Islamic retail banking is to lead asset
growth of the Islamic finance industry.’ A
range of topics will be covered including
harnessing technology, an analysis of the
conventional banking competition and
satisfying the demand for new products.
Contact: Lucia Kasanicka
Tel: +9181 0580 5411
Email: lucia.kasanicka@fleming gulf.com
www.fleminggulf.com

29: The Polemics of Governing Law
in Islamic Finance – Recent
Developments and the Way Forward,
London
The 2nd Annual International Thematic
Worksop 2010 is a one-day event
organised by ISRA, IIBI and Thomson
Reuters. The two keynote speakers will
be the Deputy Governor of Bank Negara
Malaysia and the Lord Mayor of
London.
Attendance by invitation
Contact: Mohammad Shafique
Tel: +44 (0)20 7245 0404
Email: m.shafique@islamic-banking.com

Throughout 2010 IIBI is organising a number of training workshops to build the skill
base and share ideas among practitioners within the Islamic finance industry. The
objective of the Institute’s training is to fill the human resource gap and to enhance the
professional skills of personnel who are either interested in building their careers or are
already involved in the Islamic finance sector. Training programmes are delivered by
experienced professionals; the number of participants is kept small to enable sessions
to be as interactive as possible and the objective is to provide a practical learning
experience for the participants with the help of appropriate case studies. For more
information about upcoming programmes, please visit: www.islamic-banking.com.

October lecture preview:
The Small World of Islamic Finance – Social Capital’s Impact on Shari’ah
Governance
In March 2009 Murat Hasan Unal of
Funds@Work published his report about
the involvement of Shari’ah scholars in
financial services institutions across the
world, bringing substantial transparency to
the topic. In the 18 months since then there
has been a lot of discussion about Shari’ah
scholars, their board memberships and
proper Shari’ah governance.

more than 320 scholars and 400
organisations engaged in this sector. He will
discuss the IFSB, Bank Negara Malaysia and
AAOIFI standards for Shari’ah governance as
currently met by financial services institutions
and will recommend governance measures
that go well beyond the existing frameworks.

In October’s lecture he will highlight the
latest results of Funds@Work’s analysis of
the Islamic financial services industry
covering almost 1,400 board positions,

The lecture will take place on 13 October
2010 at 6.15pm at:

IIBI 32

To register, please visit:
www.islamicbanking.com

British Bankers’ Association, Pinners Hall,
105108 Old Broad Street, London EC2N 1EX
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IIBI Awards Post Graduate Diplomas
The IIBI’s Post Graduate
Diploma (PGD) course in
Islamic banking and insurance ,
offered since 1994, is highly
regarded worldwide.
PGD holders may obtain an MA
degree in Islamic banking,
finance and management
offered by the UK-based
Markfield Institute of Higher
Education (MIHE). It will admit
holders of the PGD to the MA
in Islamic Banking programme,
for which they need only
complete a research
methodology module and a
dissertation. The degree is
validated and awarded by the
University of Gloucestershire.
The UK-based University of
Durham has accorded this
course recognition as an entry
qualification for its
postgraduate degrees in Islamic
finance and the Research MA.
Applicants will also have to
fulfil the specific entry
qualifications for each specialist
degree programme.
To date students from nearly 80
countries have enrolled in the
PGD course. In the period July
to September 2010, the
following students successfully
completed their studies:
❑ Babar Jamil, Product
Manager, Emirates Global
Islamic Bank , Pakistan
❑ Krishnan-Unni Madathil,
Trainee Chartered Accountant,
KPMG LLP, UK

Sharia’ah Compliance Auditor,
Hala Takaful Nigeria

Ebadullah Bin Siddiq,
Singapore
Overall, I was satisfied with
the course as the tutor was
very knowledgeable and his
comments after each lesson’s
assessment were excellent.

❑ Jabeen Zehra Raza, Pakistan
❑ Omar Iqbal Hassen, Sri
Lanka
❑ Abdul Majid Saddique,
Assistant Director, Deloitte UK
LLP, UK
❑ David Lee, Chief Actuary
and SVP, PT Asurani Jiwa
Sequis Life , Hong Kong

Farida Siddiqui, Associate
Professor, Maulana Azad
National Urdu University
(MANUU), India
The design of the course and
the procedure of submitting
the assignments are very
student friendly. The content
of the course gave me an indepth understanding of the
functioning of Islamic
banking.

❑ Farhan S Mustafa, United
States
❑ Muhammed Badurdeen
Muhammed Nawaz, Senior
Executive Shari’ah, Amana
Takaful PLC, Sri Lanka
❑ Sunbal Iqbal, Malcolm
Gaskill Insurance Services Pvt,
Pakistan
❑ Sureya Ahmed, UK

Sheheryar Azhar, United
Arab Emirates

❑ Omar Swaleh Mohamed,
Branch Manager, Gulf African
Bank, Mombasa, Kenya

The programme, overall, was
helpful in my pursuit of an
understanding of Islamic
banking and insurance. I
have already recommended
this program to a couple of
friends.

❑ Bello Abdulazeez Adeiza,
Shari’ah Council Member/
34 IIBI
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Structuring Innovative Islamic Financial Products
4th Annual Three-Day Residential Workshop
The Islamic finance sector is one
of the fastest growing segments
of the global financial industry.
It has received tremendous
attention recently due to its
avoidance of the worst effects of
the recent financial storm.
Among the factors that shielded
Islamic financial institutions
(IFIs) are the facts that the
Islamic financial industry aims
to support real economic
activities rather than pure
financial ventures; the Islamic
economic framework offers
certain rules for the trading of
debt and therefore prevents
Islamic financial institutions
from the trading of debt as
practised in conventional
financial markets and Islamic
investment guidelines exclude
highly leveraged companies.
As the effects of this crisis,
however, started to appear in
real economic activities and the
value of real assets plummeted,
IFIs especially those with assets
concentrated in a few sectors of
the economy such as real estate,
began to feel the pinch. In the
last 18 months or so there have
a number of Islamic finance deal
defaults, notably sukuk
transactions and others are in
the process of being
restructured. This scenario has
created new challenges for
Islamic finance practitioners
trying to grow and expand their
business in the aftermath of the
worldwide financial crisis and
effectively serve their clients and
the markets in which they
operate.
Against this backdrop, the
Institute’s 4th annual three-day

residential workshop,
‘Structuring Innovative Islamic
Financial Products’ was held at
the University of Cambridge’s
Churchill College from 30 July
to 1 August 2010. The
workshop was attended by
bankers, fund managers,
regulators, accountants, lawyers
and heads of finance as well as
other senior managers in Islamic
and conventional financial
institutions, who came from as
far afield as France, Greece,
Lebanon, Luxembourg, Kenya,
Kuwait, Mauritius, Nigeria,
Saudi Arabia and Trinidad and
Tobago. The workshop was
supported by Path Solutions – a
leading system provider for the
Islamic financial services
industry and Kuwait-based
Rasameel Structured Finance,
which specialises in Islamic
securitisation - raising,
structuring and distributing
Islamic debt through financial
engineering as well as mergers
and acquistions. The
presentations and discussions at
the three-day interactive
workshop sought to define the
underlying concepts and
techniques that may be used in
developing innovative Islamic
financial products.
The workshop, led by Dr
Humayon Dar, CEO of BMB
Islamic – an international
advisory firm and a member of
the IIBI Editorial Advisory Panel
for NewHorizon, began with a
discussion of the key ingredients
which are essential for Islamic
financial innovation. These
include cutting-edge knowledge
of the latest financial

www.newhorizon-islamicbanking.com

technology, a deep
understanding of the Shari’ah
principles related to transactions
and a proper understanding of
the clients’ requirements, as well
as trends in the Islamic financial
industry. He followed up with
an exploration of the innovative
applications of traditional
Islamic finance contracts such as
murabaha, musharaha,
mudarabaha and ijarah for
financial structuring. He moved
on to consider the possible use
of the some of the conventional
structures such as UCITS
(Undertakings for Collective
Investments in Transferable
Securities) for Islamic
investment and corporate
banking. Dr Dar examined the
possibility of using UCITS for
restructuring Islamic banks and
their businesses while keeping in
view the legal and regulatory
issues.
Mohammed Shafique of the
Institute of Islamic Banking and
Insurance then discussed the
concept and applications of
sukuk, normally referred to as
Islamic bonds. According to the
Bahrain-based Accounting and
Auditing Organisation for
Islamic Financial Institutions
(AAOIFI) – an international and
credible standards – setting body
for the Islamic financial services
industry, ‘Investment sukuk are
certificates of equal value
representing undivided shares in
the ownership of tangible assets,
usufructs and services or (in the
ownership of) the assets of
particular projects or special
investment activity’. Shafique
then went on to analyse the

evolution and growth of the
sukuk market; how they differ
from conventional bonds; key
underlying structures in sukuk
transactions and, using ijarah
sukuk as an example, he looked
at the various stages of a sukuk
transaction. He then examined
the impact of the February 2008
AAOIFI statement on sukuk,
which coincided with the
liquidity crisis in the financial
markets and resulted in a major
slowdown in sukuk activity in
2008. The sukuk market,
however, has gradually picked
up in late 2009 and 2010 with
the revival of investor
confidence and an improvement
of liquidity conditions in the
financial markets.
Muhammad Nurullah Shikder,
EVP and Head of Shari’ah
Advisory and Shari’ah
Compliance at Gatehouse Bank
UK elaborated the key Shari’ah
considerations to be observed
while structuring sukuk
transactions. These include the
concept of ownership in
Shari’ah in the context of
sukuk, AAOIFI rulings and the
use of purchase undertaking in
sukuk deals as well profit
distribution mechanisms for
sukuk investors and managers.
Ms Haliza Abd Rahim, Head of
Project Mangement at BMB
Islamic followed with a
presentation about
documentation issues with
Islamic financial products. As
there is often a trade-off
between achieving Shari’ah
compliance and conformity to
the local regulations, Ms Rahim
IIBI 35
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discussed these issues and the
solutions.
Richard T de Belder, Partner and
Head of Islamic Finance at
Denton Wilde Spate – an
international law firm,
examined the Tamweel, Sun
Finance (Sorouh), Aldar,
Tabreed and Purple Island
Sukuk deals. He pointed out
that in practice very few sukuk
are asset backed, where
investors’ returns are based on
income generated from the
underlying assets; the
overwhelming majority of the
sukuk deals are asset based,
where investors rely on the
purchase undertaking by the
originator, instead of the
performance of the underlying
asset for return and repayment
of the initial investments.
Mian Muhammad Nazir, Senior
Vice President at Dar Al Shari’ah,
a legal and financial consultancy
organisation, which is a
subsidiary of the Dubai Islamic
Bank, discussed the innovations
in Islamic capital market
instruments. He highlighted that
sale, lease or investment are three
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basic structures that are used
either standalone or in
combination with other
structures in developing Islamic
financial instruments. He pointed
out that the choice of a
particular structure in developing
an Islamic financial product
depends on many factors such as
commercial and legal
considerations as well as
taxation issues. He explained the
key risks inherent in Islamic
capital market instruments and
elaborated the risk management
techniques. He also discussed the
subordination process in Islamic
finance transactions and the use
of guarantees and collateral in
the subordination process. He
discussed the process for
restructuring of sukuk
transactions, which is one of the
key areas of debate in the
contemporary Islamic finance
industry as many sukuk deals are
in the process of restructuring.
He rounded out his presentation
with a discussion about
structuring Islamic swap
contracts and elaborated Islamic
swap models based on
murabaha and wa’d (promise).

He included an analysis of the
various types of swap contracts,
which are being offered in the
market and examined the
challenges and issues in
structuring such contracts.
Dr Dar returned to the podium
to discuss mechanisms for the
structuring of Islamic option
contracts and examined the
Islamic call and put option
contracts based on the concept
of arbun and wa’d. (Arbun is a
non-refundable down payment
for attaining the right to buy
certain goods at a certain price
in future.)
Clive Lang, Chief Risk Officer
at Peak Partners SA looked at
the conventional option
contracts, their structures and
applications and the formulae
used to determine premiums. He
described how Islamic options
may be priced while keeping in
view all the requirements of
Shari’ah compliance.
In the final session, a group
discussion led by Dr Dar took
place about a structured
approach to Islamic financial

innovation. This interactive
group discussion drew on the
formal presentations to debate
practical considerations such as
client requirements, choice of
structures and the
competitiveness of products.
Mohammed Amin, Islamic
Finance Consultant and a
member of the IIBI Editorial
Advisory Panel for NewHorizon
delivered the closing address.
He emphasised the importance
of financial knowledge and
skills for Islamic finance
practitioners if they are
effectively to meet clients’
requirements. At the end of the
workshop, he presented
certificates to the participants.
The Institute’s 5th Annual
three-day residential workshop
on structuring innovative
Islamic financial productswill be
held at the University of
Cambridge’s Clare College from
22-24 July 2011. For more
information, please contact
Mohammad Shafique at +44
(0)207 245 0404 or by email
m.shafique@islamic-banking.
com
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Path Launches New Cash Flow Monitoring Capability to
Support Liquidity Management
Islamic banking system
specialist, Path Solutions, has
extended its suite of financial
services applications to cover
cash flow monitoring, which
presents a major challenge to all
banks. If not carried out
effectively, it can have a huge
impact on performance and
ultimately lead to financial
instability. The improvement of
cash flow monitoring practices
can result in reduced risks,
improved profit margins,
increased visibility and
enhanced forecasting
capabilities.
While relevant to all financial
institutions, there are some
liquidity issues encountered by
Islamic banks, which make the
effective monitoring of cash
flow particularly important in
terms of controlling risk and

increasing net profits. Salam
Slim, senior product manager
with Path, explains, ‘Islamic
financial institutions are affected
by liquidity risk as a result of
Shari’ah restrictions on access to
funds. No ‘cash clean financing’
is permissible. The financing
part must always result from a
trade cycle, so Islamic products
are different from engineering,
operations, workflow,
accounting and reporting
perspectives.’
The fact that Islamic financial
institutions are not allowed to
borrow from conventional,
international money markets,
denies them access to probably
the easiest way to plug funding
gaps. Islamic banks, therefore,
need a liquidity platform that
will create an awareness of their
funding structure and their

ability to handle short to
medium-term liquidity
problems; help them to adopt a
more efficient and ongoing
liquidity measurement and
management capability and
provide a better way of
assessing the present and future
liquidity position.
iMAL*CashFlowMonitoring
from Path is a web-based,
front-office engine, which
enables the treasury department
to gain a comprehensive view of
the entire institution’s position
at any given point in time;
forecast the cash required and
plan how to get it at optimal
cost. Projects such as private
equity deals, real estate funds,
financing products, financial
lines, treasury operations,
capital market activities and
venture capital developments

can be scheduled, forecast and
financially monitored. It is
structured around the cash flow
movements (inflows and
outflows) of the whole
organisation, with the output
presented through dashboards
showing all the financial
implications and projections,
segregated into predefined
timeframes and buckets.
According to Path, the engine
should enable banks to develop
more timely and accurate
forecasts and achieve better
control over their global cash
balances. Analytics and
reporting features will help
treasury departments to gain an
overall picture of their cash flow
movements, make more
informed decisions and manage
their liquidity and cash more
effectively.

Oracle FLEXCUBE May Help Mashreq Capitalise on Islamic
Finance Growth
Mashreq Bank, the largest
private bank in the United Arab
Emirates (UAE), is implementing
the Oracle FLEXCUBE banking
solution to help it to improve
operational efficiency, reduce
costs and provide support for its
national and international
operations. Mr Somnath Menon,
Group Head, Technology and
Operations Mashreq Bank,
commenting on the decision,
said, ‘The Oracle FLEXCUBE
product portfolio provides us
with a best-in-class set of

solutions that will improve our
operational efficiency and our
overall business performance.
This is an exciting project for the
Bank and we look forward to
using the Oracle FLEXCUBE
platform across our other global
locations to differentiate us from
our competitors and deliver
excellent customer service.’
With a branch presence in UAE,
where one in every two
households uses its services, plus
offices in Egypt, Qatar, Bahrain,
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India, Hong Kong, UK and USA,
Mashreq specialises in corporate,
retail and Islamic banking.
Oracle Flexcube Islamic
Banking is also being
implemented to allow Mashreq
to capitalise on growth
opportunities in the Islamic
financial market. When
Mashreq launched its Islamic
Banking Division, ‘Mashreq Al
Islam’, throughout all of its 58
branches in the UAE in
March 2010, H.E. Abdul Aziz

Al Ghurair, Mashreq’s CEO,
commented that Islamic banking
was expected to account for
around 30% of the total
banking sector in the UAE over
the next three years and was
becoming increasingly preferred
as an alternative to mainstream
banking. The Bank said that it
would ‘focus on offering a full
suite of Shari’ah-compliant
products and services, with a
host of new products to be
rolled out during 2010 to both
retail and corporate customers’.
IIBI 37
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SWIFT Helps to Reduce Cost and Risk by Automating
Treasury Murabahah Messaging
The society for world interbank payments, SWIFT, will
shortly go live with automated
messaging to support murabaha
transactions. A pilot has been
under way since December
2009, in conjunction with
SWIFT partner and provider of
Islamic banking software, Path
Solutions and a number of
Islamic banks from the Middle
East, Malaysia and UK. Some
240 Islamic banks, existing
SWIFT members, were already
using the standard message
types to send a total of
50 million messages through
the network in 2009, when the
carrier took the decision to
focus on their specific
requirements and replace
the highly manual processing
of treasury murabaha
transactions with ISO message
standards.
Treasury murabaha is an
important component in banks’
liquidity management. It is
usually based on a commodities
transaction – normally a metal
transaction through the London
Metal Exchange or similar. The
bank’s treasury arranges the
purchase of metal through
brokers in London for value
spot and sells the same with
profit to counterparties on a
deferred payment basis.
SWIFT’s industry programmes’
manager, Peter Ware, explained
why this was the area selected.

38 IIBI

‘It was previously very much a
paper-based process. Each
agreement was appended by a
number of schedules, which
outlined the specific details and
elements of the transaction,
with each schedule needing to
be faxed back and forth
between all of the banks and
brokers involved. The
automation of this manual cycle
could
reduce the cost and risk
incurred.’
On investigation SWIFT found
that three of the existing
Category 5 securities messages
used in equities trading could
also be used to support trading
in commodities such as metals.
The standards would be used in
a slightly different way and a
new rule book was developed,
but a major new software
development could be avoided.
‘Feedback from the banks
involved in the pilot has been
extremely positive and their
comments and changes have
been incorporated in the rule
book as we have gone along,’
Ware added.
The new message standards will
go live in December. SWIFT is
already looking at other Islamic
transactions that can be could
be automated, with the
possibility of derivatives being
given a standard message type
further down the line.
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BOOK REVIEW

‘The Islamic Moral Economy: A Study
of Islamic Money and Financial
Instruments’
by Shafiel A. Karim. Publisher: Brown Walker Press (2010)
ISBN: 978- 1599425399
Raficq Abdulla, an Oxford-educated lawyer, as well as a writer, poet, public speaker,
and broadcaster, reviews this book. He advises on Shari’ah finance and on corporate
issues. He is a Visiting Fellow of the Faculty of Business and Law at Kingston
University. In 1999, Raficq Abdulla was awarded an MBE for his interfaith work
among Muslims, Jews, and Christians.
Shafiel Karim, who took a religious studies
degree at an American university before
completing his post-graduate certificate in
Islamic banking with the Institute of Islamic
Banking and Insurance in London, has
written a short and somewhat subversive
account of Shari’ah finance both in terms of
its principles and with regard to the
pragmatic implementation of those
principles in modern financial markets.
Karim bases his thesis on the notion of the
‘Islamic Moral Economy’ (the title of his
book), which he sees as ethically pure, but
demanding; in fact a utopian ideal distant
from the perennial and often underhand
manipulations of the marketplace; in short,
from reality. Karim defines it as ‘... a utopian
theocracy and social economy that contains
elements of free-market capitalism and
communism’. A heady brew of contrasting,
if not contradictory values, therefore, make
up the Islamic moral economy.
As Karim points out, Islam’s moral
economic universe is an idea rather than a
reality; it asks for participants to give an
account of themselves in moral terms rather
than exercise their acumen in order to
acquire riches and power. He gives a diligent
if occasionally laboured account of the
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various types and effects of Shari’ah
contracts and well-rehearsed precepts that
underpin Shari’ah finance. Thus we are
forbidden riba or interest (a pervasive and
necessary catalyst in conventional finance,
which is a more contested idea amongst
Shari’ah scholars than is generally
recognised), uncertainty, speculation and
investment in forbidden products and
activities such as gambling, arms
manufacture, porcine products and so on.
These strictures are based upon rigorous
ethical injunctions that all Muslims are
exhorted to follow as found in the Qur’an,
the Prophet’s exemplary life or Sunna and
the sayings of the Prophet and his
immediate followers, known as Hadith.
These rules or injunctions are embellished
and developed by the timely accruals of
jurisprudential opinions over the ages,
which make up Fiqh or the implementation
of the Shari’ah into legal practice, authority
and judgements. The Islamic Moral
Economy, however, as envisaged by Karim,
goes further than ad hoc injunctions; there
is a seamless ethos which gives the
injunctions their energy and cohesiveness. It
demands from Muslims complete
reciprocity, integrity, an obligation to serve

and to be responsible for the community.
This worthy expectation of how people
should behave virtuously does not translate
into how they do behave in modern secular
societies, which are becoming increasingly
impersonal, self-centred and complex.
Karim questions the possibility of acting
morally in accordance with the Islamic
moral economy in modern contemporary
financial markets. His cogent and
challenging thesis is threaded with an
abiding scepticism about truly realising the
ethics underpinning Shari’ah finance, as
opposed to indulging in window dressing by
mouthing complacent slogans rather than
making a reality of Shari’ah precepts.
Karim points out that there are three degrees
of legitimacy with regard to financial
products and contracts within the Islamic
moral economy, namely Shari’ah tolerance,
compliance and dependence. ‘Tolerance’ is
the lowest degree of compliance with the
requirements of Islamic law and
‘dependence’ is the highest. In all these
contracts and products, however, there lies
the danger of re-branding being regarded as
a change in substance. Thus, riba or the
payment of interest may in fact continue to
exist in ubiquitous murabaha transactions
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although it is no longer named as
such.
Karim tells us that in the Islamic moral
economy’s market place, Allah or God is
always the other omniscient and necessary
partner in all transactions. According to
Karim, He ‘...sets the prices.’ He does more
than that. He sees all and knows all. He is the
eternal policeman of our deeds and intentions.
He abjures monopolies and unfair dealings,
which imply asymmetrical knowledge, which
in turn gives unfair advantage to one party
against another. Risk and reward should be
shared equally between all parties to a
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commercial
transaction
according to the
rules of the
Shari’ah.
Omniscient and
omnipotent
immortality clearly
has its drawbacks
for venal mortals
busy gaining
advantage in the
marketplace. In
fact, after reading
Karim’s critique,
one wonders
whether the
principles of
Shari’ah finance
could ever be
completely realised,
given the vagaries
of human nature in
the marketplace and
the perennial greed
and desire to
accumulate that
drives most of us.
Karim worries not
only about the
applicability of the
obvious rules
governing Shari’ah
financial
transactions, he also
complains about the
lack of ‘...a critical
and holistic
examination of
conventional money, banking, and insurance
models that may or may not be soluble [sic]
with the utopian Islamic moral economy.’ He
calls for a new Shari’ah perspective which is
independent of ‘...conventional money,
banking, or insurance.’
As it is, Shari’ah finance as presently
practised and developed (it is a developing
art, in fact it demonstrates the flexibility of
fiqh, which is time-bound, but based on the
eternal ethical principles of the Shari’ah) is
new and in spite of the existence of a
repertoire of Shari’ah finance contracts,

which Karim analyses with varying degrees
of clarity, it is limited in scope. As presently
constituted it is unable to address the everexpanding and increasingly sophisticated
plethora of financial products that
constitute the Leviathan – some may call it a
many-headed Hydra – that is the 24/7
casino of contemporary finance.
Recently, Moody’s Investor Service
reported that the global Islamic financial
market is calculated to be worth between
$750bn and $1 trillion USD and may
expand to $2.8 trillion by 2015 according
to an estimate by the Kuala Lumpur-based
Islamic Financial Services Board. Whilst
Islamic finance is moving fast into the
mainstream of global finance, when you
compare those figures with one asset class
of conventional finance – that of FX
trading, – which runs at around $3,981bn a
day, you get a sense of the relative stature of
Islamic finance in the global market. It is
interesting to note also that most FX
trading, which is a high-speed, algorithmic
business, has little to do with either trade or
investment, but is a market for speculators
with an instinct for gambling. It would
never pass muster by the Shari’ah even as a
tolerant practice, never mind being
compliant or dependent.
Karim discusses many issues that cannot be
covered in a short review of his book, he
calls into question the compatibility of
money creation by banks (by way of the
pervasive use of the fractional reserve
models in conventional banking) and by
government with Shari’ah compliance; he
points out the differing stances taken by
various Shari’ah scholars and schools of
thought on many points of law. Opinion is
divided, authority questioned, precedents
are sometimes vague and unreliable. Karim
covers much ground in a concise space. The
book’s short text of 93 pages has a long tail
of a bibliography that runs to 24 pages. It
appears that Karim has thrown in
everything including the kitchen sink and
one wonders who will be served by such a
vast compendium of books. However, the
body is well worth reading and pondering
upon without the distraction of the tail.
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arboun
An Islamic version of option, a deposit for the delivery of
a specified quantity of a commodity on a predetermined
date.
bai al-ina
This refers to the selling of an asset by the bank to the
customer on a deferred payments basis, then buying back
the asset at a lower price, and paying the customer in
cash terms.
commodity murabaha
A murabaha contract using certain specified
commodities, through a metal exchange.
fatwa
A ruling made by a competent Shari’ah scholar on a
particular issue, where fiqh (Islamic jurisprudence) is
unclear. It is an opinion, and is not legally binding.
gharar
Lit: uncertainty, hazard, chance or risk. Technically, sale
of a thing which is not present at hand; or the sale of a
thing whose consequence or outcome is not known; or
a sale involving risk or hazard in which one does not
know whether it will come to be or not.
Hadith
A record of the sayings, deeds or tacit approval of the
Prophet Muhammad (PBUH).
halal
Activities which are permissible according to Shari’ah.
haram
Activities which are prohibited according to Shari’ah.
ijara
A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility
required by its client for a rental fee. The duration of the
lease and rental fees are agreed in advance. Ownership
of the equipment remains in the hands of the bank.
ijara sukuk
A sukuk having ijara as an underlying structure.
ijara wa iqtina
The same as ijara except the business owner is
committed to buying the building or equipment or
facility at the end of the lease period. Fees previously
paid constitute part of the purchase price. It is
commonly used for home and commercial equipment
financing.
istisna
A contract of acquisition of goods by specification or
order, where the price is fixed in advance, but the goods
are manufactured and delivered at a later date.
Normally, the price is paid progressively in accordance
with the progress of the job.
maysir
Gambling – a prohibited activity, as it is a zero-sum
game just transferring the wealth not creating new
wealth.
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mudarabah
A form of business contract in which one party brings
capital and the other personal effort. The proportionate
share in profit is determined by mutual agreement at the
start. But the loss, if any, is borne only by the owner of
the capital, in which case the entrepreneur gets nothing
for his labour.
mudarib
In a mudarabah contract, the person or party who acts
as entrepreneur.
murabaha
A contract of sale between the bank and its client for the
sale of goods at a price plus an agreed profit margin for
the bank. The contract involves the purchase of goods by
the bank which then sells them to the client at an agreed
mark-up. Repayment is usually in instalments.
musharakah
An agreement under which the Islamic bank provides
funds which are mingled with the funds of the business
enterprise and others. All providers of capital are entitled
to participate in the management but not necessarily
required to do so. The profit is distributed among the
partners in predetermined ratios, while the loss is borne
by each partner in proportion to his contribution.
musharakah, diminishing
An agreement which allows equity participation and
sharing of profit on a pro rata basis, but also provides
a method through which the bank keeps on reducing
its equity in the project and ultimately transfers the
ownership of the asset to the participants.
qard hasan
An interest-free loan given for either welfare purposes
or for fulfilling short-term funding requirements. The
borrower is only obligated to pay back the principal
amount of the loan.

Shari’ah board
An authority appointed by an Islamic financial
institution, which supervises and ensures the Shari’ah
compliance of new product development as well as
existing operations.
shirkah
A contract between two or more persons who launch
a business or financial enterprise to make profit.
sukuk
Similar characteristics to that of a conventional bond
with the key difference being that they are asset backed;
a sukuk represents proportionate beneficial ownership in
the underlying asset. The asset will be leased to the client
to yield the return on the sukuk.
ta’awuni
A principle of mutual assistance.
tabarru
A donation covenant in which the participants
agree to mutually help each other by contributing
financially.
takaful
A form of Islamic insurance based on the Quranic
principle of mutual assistance (ta’awuni). It provides
mutual protection of assets and property and offers
joint risk sharing in the event of a loss by one of its
members.
tawaruq
A sale of a commodity to the customer by a bank on
deferred payment at cost plus profit. The customer then
sells the commodities to a third party on a spot basis
and gets instant cash.

rab-al-maal
In a mudarabah contract the person who invests the
capital.

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

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

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.

riba
Lit: increase or addition. Technically it denotes any
increase or addition to capital obtained by the lender
as a condition of the loan. Any risk-free or ‘guaranteed’
rate of return on a loan or investment is riba. Riba, in all
forms, is prohibited in Islam. Usually, riba and interest
are used interchangeably.
salam
Salam means a contract in which advance payment is
made for goods to be delivered later on.
Shari’ah
Refers to the laws contained in or derived from the
Quran and the Sunnah (practice and traditions of the
Prophet Muhammad (PBUH).

wakala
A contract of agency in which one person appoints
someone else to perform a certain task on his behalf,
usually against a certain fee.
waqf
An appropriation or tying-up of a property in perpetuity
so that no propriety rights can be exercised over the
usufruct. The waqf property can neither be sold nor
inherited nor donated to anyone.
zakat
An obligation on Muslims to pay a prescribed percentage
of their wealth to specified categories in their society,
when their wealth exceeds a certain limit. Zakat purifies
wealth. The objective is to take away a part of the
wealth of the well-to-do and to distribute it among
the poor and the needy.
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