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Executive Editor’s Note
The focus of Islamic finance is moving East. Our report on the
sukuk market shows Malaysia consolidating its dominance of new
issues. While the UK treasury seems reluctant to take advantage of
the manifold benefits of a sovereign sukuk, our article on India,
which has the third biggest Muslim population in the world, reveals
moves to create opportunities for Islamic investments there. Even
further east in Japan the government is planning to change tax laws
to make Japan a more attractive market for sukuk.
The likelihood of rebalancing the industry in the short term seems
unlikely. Political turmoil in the Middle East and North Africa must
surely distract attention from the issues of Islamic finance and there
have been claims that the Qatari move to close Islamic windows
will have an adverse effect on the market there. Across the Atlantic
the Wikileaks exposure of the State Department’s investigation into
the baseless accusation that Islamic banks were conduits for
terrorist funds gives little hope of regulatory support in North
America.
Does this matter? As we have said so often, without a truly genuine
commitment by all stakeholders, Islamic finance will never reach
even a fraction of its potential. Indeed, if it is not flourishing even in
countries with predominantly Muslim populations, then there
seems little prospect elsewhere.
As is often the case it takes an outsider to tell us a few home truths
about where we are going wrong and his views on what we need to
do to put it right. So please take note of Sudarshan Madabushi’s
article – The Islamic Finance Journey. As an interested observer he
sees how far away we are from the Islamic values of fairness and
human honesty. He challenges us to take some bold steps, such as
founding a pan-Islamic central bank and an International Islamic
Monetary Fund, which might in turn redress the geographic
imbalances that are emerging.

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.
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LEAD ARTICLE

Is the US returning to the dark days of McCarthyism?
diplomats to monitor Islamic
banking activities in the UK,
apparently fearing that Islamic
financial institutions in the UK
could be exploited for illicit or
terrorist purposes. Is this a 21st
century manifestation of the
paranoia that begat
McCarthyism? As far as we are
aware there was no substance
behind the US concerns, but
then paranoia is a condition in
which fear and anxiety lead to
irrationality and delusion.
Perhaps this also explains why
Islamic banking has failed to
flourish in the US.

In the 1950s the US found itself
in the grip of a phenomenon
called ‘McCarthyism’, when
individuals could find
themselves hauled before a
Senate Committee accused of
un-American activities, even if
they were merely lobbying for
the reform of labour practices or
improvements in the welfare
system. Given the recent
WikiLeaks disclosure that in
2006 US State Department
ordered diplomats to monitor
and report on the activities of
Shari’ah banks in London, it is
perhaps appropriate to recall the
words of former US President
Harry Truman in 1953, when he
described McCarthyism as
‘…the corruption of truth, the
abandonment of the due process
of law. It is the use of the big lie
and the unfounded accusation
against any citizen in the name
of Americanism or security. It is
the rise to power of the
demagogue who lives on
untruth; it is the spreading of
fear and the destruction of faith
in every level of society.’ Today,
the hunt for ‘reds under the bed’
has been replaced by a fear of
Islamic terrorism and by
extension all things Islamic.

The only way to deal with such
fear and anxiety is to shed the
light of knowledge and
understanding into the dark
corners where paranoia can
flourish. Islamic banks do not
help terrorists; they are simply
offering an alternative, ethical
form of banking. By helping to
bring Islamic finance into the
mainstream, London is doing its
bit to increase that knowledge
and understanding. The US
might do well to follow the
UK’s example and embrace
Islamic banking as an ethical,
values-based financial system.

One of the recent WikiLeaks
disclosures indicated that the US
State Department sent an
instruction to its London-based

In fairness the US Treasury has
made some efforts to gain an
understanding of Islamic
financial practices and also to

www.newhorizon-islamicbanking.com

educate government as well as
Capitol Hill staffers about this
fast-growing industry. These
efforts included the creation of
a post called the ‘Scholar-inResidence on Islamic Finance’
to promote broader awareness
of Islamic financial practices
internationally and
domestically, although this
programme was later cancelled.
Robert Kimmit, US Deputy
Secretary of the Treasury, also
stated on a visit to Saudi Arabia
that the American treasury
would study the features of
Islamic banking in depth in an
attempt to benefit from it, but
there seems to be little
consistency in the messages
coming from Washington.
It is only by working together
that we can tackle a threat
which confronts the safety and
prosperity of all communities
around the world. To this end
the Institute of Islamic Banking
and Insurance has supported
events such as ‘The Financial
War on Terrorism: The
Contribution of Islamic
Banking’ held in 2003 and ‘The
War on Terrorist Financing:
Forging an Effective
International Architecture’ in
2007, as well as endorsing antimoney-laundering forums held
in Mumbai in 2006 and Sydney
in 2007.

The only way to deal
with such fear and
anxiety is to shed the
light of knowledge and
understanding into the
dark corners where
paranoia can flourish.
Islamic banks do not
help terrorists; they
are simply offering an
alternative, ethical
form of banking. By
helping to bring
Islamic finance into
the mainstream,
London is doing its bit
to increase that
knowledge and
understanding.
IIBI 5
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CISI Launch Quarterly Islamic Finance Forum
The CISI (Chartered Institute
for Securities and Investment)
has launched a new Islamic
finance professional interest
forum (PIF) in conjunction
with the Institute of Islamic
Banking and Insurance. From
2011, members of the Islamic
finance forum will meet
quarterly in London to network
over lunch, listen to
presentations and discuss issues
affecting them in a confidential
setting. Events will be free for
all members of the CISI
(although students may only
attend one Islamic finance
forum each year) and IIBI
members.

CISI Crest

Mohammad Ali Qayyum,
Director General of the IIBI,
said: ‘We are pleased to be
part of this PIF which will
offer a unique platform for
members of the CISI and IIBI
to exchange views on issues
vital for the continued
development and growth of the
Islamic financial services
industry.’
Ruth Martin, Managing
Director of the CISI said: ‘We
are delighted to be launching
our Islamic finance PIF and we
look forward to future lively

debates on the foremost issues
on the industry’s agenda.’
Also, the CISI’s Islamic
Finance Qualification and its
IFQ workbook Edition 4 are

now fully Shari’ah compliant.
The IFQ has been developed
in conjunction with L’Ecole
Superieure des Affaires in
Beirut, one of the leading
business schools in the

Middle East. It is a ground
breaking qualification
which covers Islamic
finance from both a
technical and Shari’ah
perspective.

Recognition for IFSB’s Secretary General
In late December 2010 Professor
Datuk Rifaat Ahmed Abdel
Karim, Secretary-General of the
Islamic Financial Services Board
(IFSB) became the latest
recipient of the Islamic Business
& Finance Award 2010 for
6 IIBI

Outstanding Contribution to
the Industry.
Professor Abdel Karim has been
steering the IFSB from its
inception in 2003. During his
eight years in office, the

membership of the IFSB has
grown from nine founding
members in 2003 to 195
members as at December 2010.
The IFSB has also issued 14
standards and guiding principles
for the Islamic financial services

industry, with the last three
recently approved for issuance by
the IFSB Council on 14th
December 2010, when it was also
announced that Professor Abdel
Karim will end his term as the
Secretary-General of the IFSB.

www.newhorizon-islamicbanking.com
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Is Qatar Central Bank
Throwing the Baby Out with the Bath Water?
In early February, Qatar’s
Central Bank (QCB) issued
specific directives to each of
the conventional banks that
have Islamic branches
instructing them to stop
opening new Islamic branches,
accepting Islamic deposits and
initiating new Islamic finance
operations. These banks have
been given until the end of
2011 to wind down their
operations. After this
deadline, the conventional
banks will be allowed to
continue to manage their
remaining Islamic assets in a
special portfolio with the
possibility of transferring
some of these assets to Islamic
banks.
The Central Bank asserts that
the well-established financial
infrastructure in Qatar is able
to fulfil the banking
requirements of the local
population and the comingling
of conventional and Islamic
finance makes it difficult to
regulate the mixed-mode
banks. They also suggest that
the overlapping nature of nonIslamic and Islamic activities
of conventional banks makes
it difficult and complex for
them to prepare consistent
financial reports governed by
unified international standards
since each type has different
international standards, thus
impacting negatively on the
proper financial analysis of
these reports within Qatar as
well as at the regional and
international levels. In

particular the Qatar Central
Bank is currently in the process
of drafting separate instructions
to be issued to Islamic banks on
capital adequacy, in accordance
with the Islamic Financial
Services Board (IFSB) standards
upon the Board’s finalisation of
the new amendments. These
instructions will apparently
differ significantly from the
instructions on capital
adequacy relating to
conventional banks, which are
based on Basel II and III
standards.
Perhaps critically they see the
combination of non-Islamic and
Islamic banking activities as
being prejudicial to the stability
and growth of the Islamic
banks and to the effectiveness
of Qatari monetary policy. The
Central Bank believes that by
segregating conventional and
Islamic banks they will be able
to create a better framework for
liquidity management and
improve the openness of the
market.
Sources in Qatar have described
the circular as ‘overnight’ and
‘ad hoc’, although the QCB’s
own statement refers to
preliminary meetings and
coordination with the banks
concerned. There was also an
earlier circular in August 2010,
which amongst other things
stated that conventional banks
operating in Qatar were not
permitted to open any
additional branches for Islamic
banking or to allocate more

www.newhorizon-islamicbanking.com

than 10% of their issued capital
to Islamic banking operations.
Banks were given until the end
of 2011 to comply. This circular
was interpreted as a move by the
QCB to encourage the growth of
dedicated Islamic banking
institutions, particularly given
that conventional banks with
their greater resources have been
instrumental in driving the
growth of Islamic banking.
Clearly, the restriction will
favour Qatar’s own Islamic
banks and there have even been
suggestions that QIB (Qatar
Islamic Bank) could acquire
some of the Islamic business of
conventional banks.
The latest February circular goes
further and requires
conventional banks with
immediate effect not to accept
new Islamic deposits; to
reimburse Islamic term
depositors at their agreed
maturity date and not to enter
into any new Islamic finance
transactions during the grace
period, although they should
continue to collect payments
from their customers in
accordance with their existing
arrangements. Following the
end of the grace period,
conventional banks with Islamic
operations will be required to
consolidate their Islamic
portfolios until all payments are
collected in accordance with
their agreed terms and
conditions. In the meantime,
conventional banks are
permitted to transfer all or part
of their Islamic portfolios to

existing Islamic banks in
Qatar, which adds weight to
the suspicion that this is a
protectionist policy.
This does seem to be
something of a U turn in
policy. Following the approval
to set up Islamic banking
windows granted to
conventional banks in 2005,
these window operations have
established a base of some
80,000 customers, private
individuals and corporates
and as recently as July 2010
QCB Governor, E Sheikh
Abdullah bin Saud Al Thani
presided over the opening
ceremony of HSBC Amanah’s
first dedicated Islamic branch
in Qatar.
Why then have they taken this
action, which could harm
Qatar’s stated commitment to
openness? The country is
apparently pursuing an
economic policy that will
move them away from
dependence on hydrocarbons
and perhaps this Central Bank
circular is an indicator of their
ambitions in the financial
space. They trailed Dubai and
Bahrain in the move towards
becoming a GCC financial
centre, but this move clearly
differentiates them from other
markets in the region in
providing a 100% Islamic
banking environment, but
sources in Qatar question the
ability of the four existing
Islamic banks to sustain the
record growth that Islamic

IIBI 7
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banking has enjoyed recently.
The suggestion is that the
country needs more rather
than less competition.
An alternative view about the
reasoning behind the decision
is that one or two
conventional banks have failed
to maintain the fire wall
between their conventional
and Islamic operations. Again
local sources suggest that the
QCB’s reaction is excessive
and that they should instead
punish just the offending
banks.
As things stand at the moment
it seems that conventional
banks have three possible
options. They could throw in
the towel and sell their Islamic
operations to one of the
Islamic banks, but such a fire
sale would be unlikely to
realise anything like a full
return on the investments they
have made in the last five

NEWHORIZON April–June 2011

years. A second option would
be for the conventional banks
to apply for a licence to set up a
wholly Islamic bank with its
own balance sheet and capital.
The third option would to be to
acquire an Islamic bank and
fold their window operations
into it. Options two and three
are obviously dependent on just
how far the QCB is prepared to
play ball.
The fallout from this decision is
also likely to be felt beyond
Qatar’s borders. International
law firm, Simmons and
Simmons, commenting on the
recent moves said, ‘The decision
by the QCB will certainly be
observed closely by other
regulators in the region to see
whether such a move will
enhance transparency and
growth in the Islamic finance
industry. To the extent that it
does, and with support from
Shari’ah scholars, such a move
is likely to be mirrored

elsewhere. Conventional banks
across the Middle East and
beyond should therefore
probably start reconsidering the
model by which they conduct
their Islamic finance
operations.’
This story clearly has further to
run. At the moment none of the
conventional banks affected are

making on-the-record
comments. Are they just going
to roll over and accept what
has been dished out to them;
do they have any alternative?
We will be watching
developments with interest,
because, as Simmons and
Simmons comment, there are
potential knock on effects
across the region.

Doha Skyline

Frost & Sullivan Report on Islamic Asset Management
Frost & Sullivan have recently
published a report on the
Islamic asset management
industry in which they claim
that Islamic asset management
is gaining interest among
investors as an avenue for
alternative investment. They say
that the focus is intensifying on
new categories of Islamic
product offerings such as hedge
funds, fund of funds, index
funds and exchange traded
funds. They believe that
8 IIBI

growing awareness among
investors about the benefits of
asset diversification and their
willingness to consider
unconventional investment
options are factors helping
to boost Islamic fund
assets.
The report suggests that the
Islamic asset management
industry is, however,
challenged by a lack of depth
in the GCC capital market,

causing inefficiencies in
portfolio management.
Operational efficiency needs
to be ramped up to attract
institutional investors. Funds
are also likely to be exposed
to regulatory, political, legal,
economic, and financial risk
in cross-border investments.
Efficient management of these
risks is vital for keeping costs
low and funds profitable. The
Islamic fund industry is highly
fragmented and high

management fees prevent the
achievement of economies of
scale. Proper audit controls
must be established to ensure
that investments have been
done in line with Islamic
principles and profits are
made based on Islamic
investing. Moreover,
distribution channels must be
expanded to reach out
globally. The full report is
available from Frost &
Sullivan.

www.newhorizon-islamicbanking.com
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HSBC Amanah Named Best International Islamic Bank
Euromoney magazine has
named HSBC Amanah Best
International Islamic Bank and
Best Sukuk House for 2011. In
2010, HSBC Amanah continued
to grow its operations in the
core markets of Saudi Arabia,
the United Arab Emirates and
Malaysia, while expanding in
the key growth territories of
Indonesia, Bangladesh,
Bahrain and the UK.
Landmark transactions for
2011included:
❑ Largest Sukuk deal of the
year: Saudi Electricity

Company’s SAR 7 billion
Sukuk

(Thailand) Limited MYR 600
million Sukuk

❑ Largest US dollar sovereign
Sukuk: US$1.25 billion
Government of Malaysia Sukuk

Mukhtar Hussain, Global
CEO of HSBC Amanah said,
‘HSBC Amanah will continue
to invest in our franchises
both in the Middle East and
Asia. The potential for the
industry remains considerable,
but further efforts will need
to be made to institutionalise
and operationalise best
practices. Notwithstanding
the challenges, this remains
an exciting era of
opportunities.’

❑ World’s largest Shari’ahcompliant REIT and first
Shari’ah-compliant listing in
Singapore: US$664.4 million
Sabana REIT
❑ First project finance Sukuk
by a foreign borrower in the
Malaysian Ringgit capital
markets: Trans Thai-Malaysia

UK’s Gatehouse Bank
Strengthens Ties with
Indonesia
Gatehouse Bank plc, a fully
Shari’ah-compliant investment
bank in London has entered
into a memorandum of
understanding (MOU) with PT
Bank Syariah Mandiri and PT
Bank Negara Indonesia to
strengthen ties with both parties
and agree upon Islamic banking
initiatives that will benefit each
other through closer working
cooperation.
Fahed Boodai, Chairman of
Gatehouse Bank, said at the
signing in Indonesia, ‘We look
forward to a productive and
prosperous working future
with these banks and we will
stay committed in our efforts
to engage and advance
transaction activity that will

deliver real reward to all
working parties.’
PT Bank Syariah Mandiri is
one of 7 Islamic banks in
Indonesia. It is a wholly owned
subsidiary of Bank Mandiri,
which is the largest commercial
bank in Indonesia. PT Bank
Negara Indonesia is the fourth
largest commercial bank in
Indonesia. London-based
Gatehouse Bank continues to
strengthen its strategic
partnerships with companies in
the SE Asian region that want
to tap into the services of a
bank with its depth of
knowledge in international
financial markets combined
with its understanding of
Shari’ah banking.

www.newhorizon-islamicbanking.com

Mukhtar Hussain

Al Hilal Bank Launches New
GCC Equity Fund
The United Arab Emirates Al
Hilal Bank, 100% owned by the
government of Abu Dhabi, has
launched the Al Hilal GCC
Equity Fund, a Shari’ahcompliant investment fund that
will provide retail investors with
access to the Gulf’s equities
markets. The open-ended fund
will invest in publicly traded
stocks of companies that meet
Shari’ah law criteria. Al Hilal
Bank believes that GCC equity

markets offer significant
opportunities for investors due
to the long-term economic
growth potential of the region,
coupled with the attractive
current valuations of its
market. Abu Dhabi-based
investment company, Invest AD,
has been appointed as the
investment advisor to the new
fund and HSBC will provide
custodial and administrative
services.

IIBI 9

NewHorizon_Issue179_NewHorizon 12/04/2011 12:52 Page 10

NEWS

NEWHORIZON April–June 2011

Bloomberg Launch Islamic Finance Platform
In late February Bloomberg
Professional launched the
Bloomberg Islamic Finance
Platform (ISLM), which is
described as a comprehensive
solution designed to increase
transparency, better connect the
community and provide
analytical tools to maximise
investment performance in the
rapidly growing market for
Shari’ah-compliant products
and services.
Bloomberg also announced, in
cooperation with the
Association of Islamic Banking
Institutions Malaysia (AIBIM),
the launch of a Malaysian
Ringgit (MYR) sukuk index to
provide a benchmark for MYR
sovereign sukuk investments.
The new Bloomberg ISLM
platform has extensive

resources for investing in
Shari’ah-compliant fixed
income, equities and money
markets including:
Sukuk – News coverage,
analytics and search tools for
more than 1,500 Islamic bond
issues globally including
fatwa endorsements and
structured diagrams of the
financial instruments. It also
includes credit ratings and
searchable data on Islamic loans
globally.
Equities & Funds – Screening of
more than 35,000 Shari’ahcompliant stocks by prominent
screening agencies plus a
database of more than 500
Islamic funds with the ability to
research and monitor debt,
commodities, equities and
exchange traded funds (ETFs).

Islamic Community Database –
Providing a full profile of more
than 250 Shari’ah scholars with
details on which sukuk they
have rated, boards they
represent and their fatwa
endorsements. A listing of more
than 70 Islamic banks and
profiles on all prominent
Islamic institutions and
regulators is also available.
Region-specific content –
Carrying the Malaysia
International Islamic Financial
Centre (MIFC) initiative’s
content, developed in
collaboration with Bank Negara
Malaysia and other MIFC
community members; providing
insights into Shari’ah, MIFC
business opportunities and key
developments and listing the
more than 90 community

members for business
connections.
Commenting on the
announcement Dato’ Mohd
Redza Shah Abdul Wahid,
President, AIBIM, said ‘The
MYR sukuk index developed
with Bloomberg will become
the Islamic benchmark of choice
for the Malaysian sukuk market
and help stimulate the growth,
competitiveness and
sustainability of Islamic
financial services. With
strategic partnerships and
collaborative efforts, we can
build an extensive and
innovative leading-edge
Islamic financial community
that will succeed globally and
enhance the international
presence of Islamic products
and services.’

Updates
At the beginning of February
Gulf Finance House the
Bahrain-based Islamic
investment bank announced
that the Kuwait Investment
Company has been appointed

10 IIBI

to assist the bank with its
recapitalisation. By the
beginning of March it was
widely rumoured that CEO Ted
Pretty had left the company.
The company denied this

rumour saying that he had taken
an extended leave of absence for
personal reasons.
In mid March Qatar
International Islamic Bank

(QIIB) agreed to acquire full
control of the Islamic Bank of
Britain (IBB). The offer of 1p
per share represents a 70%
discount on IBB’s closing price
of 3.38p on 15 March 2011.

www.newhorizon-islamicbanking.com
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The Sukuk Market:
Obstacles to an Exponential Increase in Growth
The Market Background
According to Standard and Poor’s (S&P) the
sukuk market grew from a barely
perceptible blip on the chart in 2001 to
reach approximately $38 billion in 2007. In
2008 the market nose dived and although
there was some improvement in 2009, it
was tentative. In 2010, however, the market
began to bounce back and early estimates
suggest it has come close to matching the
$34 billion record for new issuances
established in 2007 Figures for the first few
weeks of 2011 suggest that so far that
growth is being sustained with around
$16 billion of sukuk issued. If that rate of
growth continues, we could be looking at a
very substantial increase in the market in
2011.
The driver of the sukuk market has
undoubtedly been Malaysia. Indeed
the latest figures from S&P indicate
that in 2010 Malaysia increased its
dominance accounting for 78% of sukuk
issuance.
In the medium term S&P expect GCC (Gulf
Cooperation Council) countries to take a
larger share of the market as they seek to
fund major infrastructure projects in the
region. In the short term, however, we
believe that issues such as the current unrest
in some parts of the region, notably
Bahrain, are likely to put a temporary brake
on any progress.
Underlying Issues
Aside from current events, however, there
are some underlying issues, which will not
stop the sukuk market growing, but they
may well stop the market achieving its full
potential. At a recent Islamic finance
conference in London it seemed that any
mention of sukuk was followed shortly
afterwards by the word ‘transparency’. The
problem is transparency is something of a
12 IIBI

catch-all word, which has several different
connotations – including Shari’ah
compliance, integrity and honesty,
disclosure, intelligibility and clarity, so to
which of these possible meanings were
speakers alluding? The answer is probably
all of them.
Shari’ah Compliance and Harmonisation
At the most fundamental level is the issue of
whether most sukuk are genuinely Shari’ah
compliant, honestly Islamic in nature,
emphasising substance over legal form. Do
they genuinely represent sukuk holders’
ownership or part ownership of underlying
assets that bring profits or losses or do they
merely represent shares in a company, where
no real ownership of assets is conferred, but
simply a right to a share in the returns of
that company? Are the returns based on a
share of the profits or a guarantee that the
capital sum will be returned in the same
way as is the case in conventional bonds
regardless of the true or market value of the
underlying asset at maturity, plus regular
distribution of a return that is no more than
a fixed percentage of the principal. It is
argued that this is simply interest by any
other name, where the investor accepts no
element of the risk inherent in the
underlying transaction.
The influential scholar and chairman of
AAOFI’s (Accounting and Auditing
Organisation for Islamic Financial
Institutions) Shari’ah Board, Muhammad
Taqi Usmani, stoked this debate with his
paper, Sukuk and their Contemporary
Applications in late 2007. He argued that,
while a blind eye may have been turned to
lax practices in the early days of the Islamic
finance industry, it was high time for these
‘blemishes’ to be removed. It is generally
believed that it was this opinion that was
responsible for a significant slowdown in
the sukuk market, although it is difficult to

The Utopian solution is a
standard that is acceptable
across all jurisdictions and to
all organisations. The problem
is that Utopia implies a perfect
world and regrettably we live
in an imperfect world.
www.newhorizon-islamicbanking.com
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be absolutely certain just how much the
market was affected by this announcement
and how much by onset of the global
financial crisis in 2008.
It is not the objective of this article to
review the different strands of the argument
about what is and is not acceptable in sukuk
structures; it is sufficient here to
acknowledge that these differences exist and
that this lack of harmonisation across
geographies and organisations creates
uncertainty, something financial markets do
not like and tends to increase the costs for
sukuk issuance. In a sukuk report published
in late 2010, Standard and Poor’s
commented, ‘Malaysia was the first country
to tackle this problem. In 2009, it
designated the Shari’ah Board of the
Malaysian Central Bank as the sole arbiter
in Shari’ah compliance matters in the
financial sector. We believe other countries
are likely to follow suit. Malaysia has now
become the locomotive of the sukuk market
and accounts for more than half of all
issuances. In addition, sukuk issuance is a
longer and more-expensive process because
there are no standard sukuk structures. To
overcome this obstacle, the Dubai
International Financial Centre (DIFC) has
started a project to standardise sukuk
issuance.’
The problem is that these initiatives are
regionally based. The Utopian solution is a
standard that is acceptable across all
jurisdictions and to all organisations. The
problem is that Utopia implies a perfect
world and regrettably we live in an
imperfect world. In the short to medium
term probably the best that we can hope for
is clear regional standards. Certainly the
Malaysian example suggests that Shari’ah
clarity is one of the factors that has
contributed to that country’s extraordinary
success in the sukuk market and certainly as
Chairman of the Securities Commission
Malaysia, Y Bhg Tan Sri Zarinah Anwar,
speaking at a conference in Kuala Lumpur
in January 2011, commented, ‘One of the
main attractions of sukuk is the Shari’ah
compliance process, which results in
additional disclosures relative to
conventional bond issuances. Multi-layered
instruments (like CDOs), which are
www.newhorizon-islamicbanking.com
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complex and lacking in clarity, would not
have found their way into the market given
the strong emphasis in Shari’ah on
disclosure and transparency. As was seen, a
great deal of contractual ambiguity
surrounded these instruments that fed the
worst of the global financial crisis. It is the
prohibition of undue ambiguity in contracts
that excluded these types of instruments in
Islamic finance.’
The incentives for standards bodies and
central banks to reach some sort of
agreement on sukuk structures that has
international application are certainly there.
The question is whether these organisations
can see beyond the narrower perspective
and achieve something that will contribute
to the significant growth of sukuk and
therefore the Islamic finance industry
worldwide. Comments from experts in our
article ‘Does Islamic Finance Need to Put its
House in Order?’ featured in the January to
March 2011 issue of NewHorizon suggest
that reaching such agreement will not be
easy or quick, if, indeed, it can be reached at
all.
Richard T de Belder, Partner, SNR Denton
expressed a slightly different view. He
commented, ‘I believe that the main
problem affecting the sukuk market at
present is the continuing fallout from the
credit crisis. Investors are more cautious
about capital market issues, whether they
be conventional or sukuk. The uncertainty
about the use of musharaka or mudaraba
structures is unfortunate and this will need
to be resolved sooner rather than later, as
this uncertainty will not help the sukuk
market when confidence levels return,
but, at present, the main issue is the
general lack of confidence in the market
place.’
Default and Restructuring
Default and restructuring is another aspect
of sukuk that gives investors cause for
concern. For example, many sukuk
contracts are governed by English law, but
the assets are likely to be in another
jurisdiction. If an English court sanctioned
the seizure of assets in a case of default,
local jurisdictions could refuse to enforce

Malaysia believes it has
avoided a measure of the
criticism that has been levelled
at some GCC countries,
because it has worked hard to
develop a robust supervisory
structure, established
governance and disclosure
standards and a highly
developed legal framework
and court system aimed at
providing clarity and
consistency in the rules.
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the judgement. One possible reason for this
refusal could be that a contract was
declared incompatible with Shari’ah law
and therefore invalid, even though it had
been accepted as Shari’ah compliant by the
relevant Shari’ah board at the time of issue.
Couple this with the still maturing legal
systems in many of the countries involved,
the lack of legal precedent for handling
sukuk default and restructuring and
consequently the length of time it is taking
to complete the restructuring of companies
such as Investment Dar and International
Investment Group and it is easy to
understand why sukuk tend to
be a more expensive than conventional
bonds.
It should, however, be noted that
conventional bond financing also tends to
be more expensive in areas like the Middle
East, because the investment risks are
perceived to be greater than similar
investments in Europe or the US. These
conventional bonds do not, however, run
the additional risk of being declared noncompliant with Shari’ah.
The problem is not that there are likely to
be more defaults among sukuk pro rata
than conventional bonds; it is that investors
are less certain about how the situation
will be resolved when such defaults do
occur. Malaysia believes it has avoided a
measure of the criticism that has been
levelled at some GCC countries, because it
has worked hard to develop a robust
supervisory structure, established
governance and disclosure standards and a
highly developed legal framework and court
system aimed at providing clarity and
consistency in the rules. Whether or not
readers agree that they have achieved that
clarity and consistency, they have at least
recognised the issue and made an attempt to
address it.
It is impossible to eliminate the risk of
default with sukuk, just as you cannot
eliminate that risk with conventional bonds.
Investors will, however, be reassured, when
there are transparent legal processes
available to resolve disputes and more
particularly where the risk of something
that has been bought in good faith as
14 IIBI
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Shari’ah compliant is not later declared to
be non-compliant. That brings us back full
circle to the need for greater certainty about
sukuk structures especially their Shari’ah
compliance. Those countries that address
these requirements will be the winners in the
sukuk market as Malaysia has so amply
demonstrated.
Form over Substance (Realising the
Objectives of Shari’ah)
In any discussion on sukuk an important
issue that is often overlooked is whether the
structures used distort the higher objectives
of the Shari’ah (Maqasid al-Shari‘ah). This
also applies to other Islamic financial
instruments. A common understanding is
that the key fundamental objectives of
Shari’ah are simply asset ownership and the
sharing of profit and losses. According to
Assoc. Prof. Dr. Asyraf Wajdi Dusuki, Head
of Research Affairs Department, ISRA, this
distorted view of the Shari’ah stems from a
restricted view of the Shari’ah, focusing only
on the legal form of a contract rather than
its substance. The over emphasis on form
over substance leads to a potential abuse of
the Shari’ah principles in
justifying certain contracts and
ultimately undermining the
higher objective of the Shari’ah
manifested in the realisation of
‘public interest’ which in Shari’ah
is synonymous with equity,
justice and social welfare. A
major challenge for Islamic
finance professionals and
Shari’ah scholars equally is to
look into the realisation of
Maqasid al-Shari‘ah in all sukuk
transactions that are undertaken
or approved by them.

A major challenge for Islamic
finance professionals and
Shari’ah scholars equally is to
look into the realisation of
Maqasid al-Shari‘ah in all
sukuk transactions that are
undertaken or approved by
them.

Dr Asyraf Wajdi Dusuki

The Secondary Market
The perceived wisdom with
conventional bonds is that a
vibrant secondary market is
essential, because it
accommodates the investor’s
desire for liquidity with the
borrower’s desire to have use of
the capital for a long period of
time. The problem for the sukuk
www.newhorizon-islamicbanking.com
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Mohammed Amin

market is that it is not yet sufficiently large
or liquid to support a vibrant secondary
market and the lack of such a market is
hampering the growth of the sector.
Market watchers such as Standard & Poor’s
are suggesting that growth did begin to
return to the sukuk market in 2010 and the
early signs in 2011 look promising, but
what is needed more than overall market
growth is growth in sovereign sukuk,
because it is these more highly-rated
instruments that set the benchmark for the
rest of the market. Research from Kuwait
Finance House (KFH) suggests that
Malaysia continues to dominate this sector
of the market with a share of just over 60%
in the first half of 2010. Saudi Arabia and
Indonesia trail well behind in equal second
place with around 14% each. At the end of
2010 the general expectation was that the
market would see more activity among
GCC states and in the medium to long term
that is indeed likely, but in the short term
this activity is likely to be patchy as
government attention may well be focussed
elsewhere.
IIBI 16

European governments have also
been flirting with the idea of
issuing sovereign sukuk with the
UK perhaps coming closest to
actually doing something, but the
Treasury has put the notion on
hold for the moment as not
representing value for money.
Certainly the actual costs of
issuance are higher with the need
to devise new legal
documentation, move assets
around and pay for Shari’ah
opinion. Mohammed Amin,
former head of Islamic finance at
PricewaterhouseCoopers in the
UK, believes, however, that it may
be possible to offset these
additional upfront costs. He
comments, ‘In my view, provided
the sukuk is carefully structured
so that it carries a full British
Government guarantee and
provided that it is issued in
sufficient size that it is liquid,
then it should not cost more in
coupon than a gilt of the same
maturity. Indeed, it may cost less,
as there will be a new category of investors,
namely Islamic investors, seeking to buy the
sukuk, in addition to conventional
investors.’
Another major factor affecting the
development of a secondary market is the
lack of liquidity in the sector. Quality sukuk
tend to be snapped up and held to maturity
particularly by Islamic financial institutions
that have relatively few instruments
available to them to meet capital adequacy
requirements. The recently established
International Islamic Liquidity Management
Corporation (IILM) is trying to address the
issue of liquidity for Islamic financial
institutions, but it is going to take time for
this organisation to begin to have an
impact.
Summary
It has taken 400 years for the conventional
bond market to get where it is today; the
sukuk market has had just a decade. Some
of the issues discussed in this article, such as
tradability, are ones that the conventional
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bond market has had to resolve in the past,
while others, such as settling Shari’ahcompliance issues, are unique to sukuk.
There is, however, no reason to believe
that these issues will not be solved given
time, but until they are sukuk market
growth is likely to be stately rather than
spectacular.
Malaysia has demonstrated very clearly
what can be achieved when governments
and regulatory authorities take positive
action to foster a sukuk-friendly
environment, attracting funds from and
beyond South East Asia. If the will exists,
there is no reason why other countries could
not emulate Malaysia’s lead.

Quality sukuk tend to be
snapped up and held to
maturity particularly by Islamic
financial institutions that have
relatively few instruments
available to them to meet
capital adequacy
requirements.
www.newhorizon-islamicbanking.com
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Islamic Banking in India – Realising the Dream
By: Fayaz Ahmad Lone, Research Scholar, Department of Commerce, Aligarh Muslim
University, India
The fact that India has the third largest Muslim population in the world after
Indonesia and Pakistan may come as something of a surprise to many people, who
wrongly assume that partition in 1947 effectively divided the Muslim and Hindu
populations into separate nations – the Muslim-dominated East and West Pakistan
(now two states, Pakistan and Bangladesh) and the Hindu-dominated, secular state
of India. There are approximately 156 million Muslims living in India today, 13–14% of
the population, although that percentage is much higher in some regions such as in
Kerala and the disputed state of Jammu and Kashmir.
There are, however, no Islamic banks in India and no conventional banks with
Islamic windows. As Mr Lone points out in his article there are statutory and
regulatory problems for anyone wishing to set up an Islamic bank in India, but
perhaps more problematic is the highly emotional response of those opposing any
changes to allow Islamic banking. The emotional issues, which are embedded in
India’s political history, will be much more difficult to address.

The Scope for Islamic Banking in India
Globalisation and the convergence of
financial services mean that Indian banks
will face an increasingly tough competitive
environment, but there is tremendous scope
for banks, particularly Islamic banks,
because India needs major investment in its
infrastructure. Islamic banking, however,
has to be positioned as professional banking
and not religion-based banking, which can
have serious political implications and as a
result the Indian regulatory authorities must
be approached patiently and logically. That
having been said, India does offer great
promise for the development of Islamic
financial services, not least because the
Indian capital market is the most liberalised
in the world and there is a good financial
infrastructure.
On the downside some experts feel that
there is a shortage of Islamic banking
www.newhorizon-islamicbanking.com

expertise in the country and the general
public are unaware of what
Fayaz Ahmad Lone
Islamic banking has to offer. In
response to the problem of lack
of expertise, in July 2009 the
Aligarh Muslim University
(AMU) launched a course in
Islamic banking and finance.
Initially the university is
offering a diploma course in
Islamic banking and finance,
but also plans to offer a
masters’ degree through the
Department of Management
Studies of AMU.
Opposition to Islamic finance is
not only based on religious
reasons and fears that that
there is insufficient local
expertise to sustain the
industry, but also on a general
level of ignorance about Islamic
IIBI 17
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finance. There is no barrier to non-Muslims
who wish to use Islamic financial services.
Islamic finance is meant for all mankind,
irrespective of religion and with its moral
objectives of promoting fairness and social
development, it may also provide a solution
to the problems of unemployment and
poverty in the community. In the Indian
town of Maharastra more than 70 farmers
committed suicide in 2008, because they
had taken loans from banks to finance their
grape crop, but due to unseasonal rain their
crops were destroyed and they were not in a
position to repay the principal amount with
interest. Had there been a fully-fledged
Islamic banking system in India, this may
not have taken place.
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The Stock Market
The lack of Shari’ah-compliant investment
opportunities has discouraged Indian
Muslims from investing funds, not only
through the banks, but also through the
stock market. The latter problem is being
addressed by four asset management
companies — Reliance Mutual Fund, UTI
Asset Management, Way2Wealth and the
newly-approved Edelweiss Mutual Fund.
Some of these organisations have already
launched Shari’ah-compliant mutual funds
and others are planning to do so.
According to UTI sources, the fund house is
likely to tie up with Mumbai-based Parsoli
Corporation to launch their fund. The

Shari’ah Board in Parsoli Corporation will
certify the scheme and the Parsoli Islamic
Equity index will be the benchmark for the
fund. Reliance Money has already launched
a Shari’ah-compliant portfolio management
service for Muslim HNIs (High-Net-Worth
Individuals) and Reliance Mutual Fund is
close to filing its prospectus with the
regulator to launch an Islamic fund.
Company insiders say that the group is in
an advanced stage of talks with an Islamic
institution to launch the fund. As a next
step, Reliance is also planning to launch its
entire spectrum of financial services in a
Shari’ah-compliant form.
It will, however, take some effort on the
part of these funds to get the necessary

Houseboat on a Keralan Backwater
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approvals from the market regulator.
According to sources in the industry, the
regulator is not very happy to approve these
funds as it feels these schemes —
intentionally or unintentionally — only
solicit investment from a limited class of
investors. Moreover, the SEBI (Securities
and Exchange Board of India) is still uneasy
about the conduct of such funds, for
example the screening process used to
determine whether stocks are Shari’ah
compliant and the method of weeding out
‘impurities’ as charity. There are rumours
that Taurus Asset Management, which was
tipped to launch a Shari’ah fund, is
withdrawing its application from the SEBI
and perhaps this reflects the difficulties such
funds are facing in getting approval from
the authorities.
The motivation of these asset management
companies is not altruistic in nature,
enabling Muslims to participate in the stock
market; their rationale for launching such
funds in the Shari’ah space is purely
commercial. The funds are eyeing scores of
rich and religious Muslims, who do not
invest in interest-yielding instruments or
non-Shari’ah-compliant stocks such as those
with links to businesses involved in alcohol,
cinemas, pork and other forbidden business
activities.
According to research carried out by
Dr. Shariq Nisar, Director, Taqwa Advisory
and Shari’ah Investment Solutions, out of
the 1000 NSE (National Stock Exchange of
India) listed companies, 335 are Shari’ah
compliant. The market capitalisation of
these stocks accounts for approximately
61% of the total market capitalisation of
companies listed on the NSE. In fact, the
growth in the market capitalisation of these
stocks was greater than that of the nonShari-ah-compliant stocks.
Immense Opportunities
Perhaps, however, the effort will be
worthwhile. Talha Sareshwala, chief finance
officer of Ahmedbad-based Parsoli
Corporation Ltd, has commented that with
billions of dollars being deployed by devout
investors only in those entities that are in
conformity with Shari’ah laws, the
www.newhorizon-islamicbanking.com

opportunities are immense. Since some
13–14% of India’s citizens are Muslims,
Islamic finance is a domestic fund
opportunity as well. Parsoli Corporation
Ltd, listed on the Bombay Stock Exchange
(BSE), is a non-banking finance company
(NBFC) that specialises in channelling funds
from domestic and non-resident Muslims
into the Indian market. Islamic investments
amounting to about $750 million (US) have
already been made in the country’s capital
market and infrastructure sector over the
past few months.
Ashraf Mohamdey, chief executive officer
of Mumbai-based Idafa Investments Private
Limited, another Islamic investment
institution in India, is of the opinion that
almost 80% of Indian companies are
Shari’ah compliant as far as their business
in India is concerned, with only a handful
being involved in activities such as gaming,
casinos or alcohol production.
Indian experts in the area of Islamic finance
are working very hard to foster
development of the industry in India and as
2011 began the Bombay Stock Exchange
along with Taqwaa Advisory and Shari’ah
Investment Solutions Ltd. (TASIS) launched
a Shari’ah Index with 50 Shari’ahcompliant companies within the BSE 500.
The index will be known as the BSE TASIS
Shari’ah 50. These 50 companies are highly
liquid and strictly adhere to Shari’ah norms.
Dr. Sharique Nisar, Director of TASIS, said:
‘BSE has the largest number of Shari’ahcompliant companies in the world, in fact
more than the whole of the Middle East and
Pakistan.’
There are many Shari’ah-compliant
brokerage houses like Parsoli and Idafa in
India, but a Shari’ah index with the leading
stock exchange in India is a great
achievement. Dr Sharique Nisar said that
the index would provide Indian Muslims
an opportunity to invest in Shari’ahcompliant shares and would bring in
thousands of crores of rupees from the Gulf
and other parts of the world. The challenge
now is to ensure that potential investors in
India and worldwide get to know about the
index and the investment opportunities it
offers.
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New Developments
Islamic banking has been on the rise in the
Asia-Pacific region, which now accounts for
60% of the global Islamic banking market.
Despite its rise in the rest of the region,
however, the penetration of Islamic banking
in India has been low. This is especially
surprising with India having approximately
156 million Muslims, the third largest
Muslim population in the world after
Indonesia and Pakistan. The Celent report
‘The Rise of Islamic Banking in the AsiaPacific Region’ attributes this primarily to a
regulatory block, which allows Islamic
banking to operate only in the form of a
non-banking financial corporation. An
amendment in the Banking Regulation Act
of India, 1949 is required to allow the
Islamic banks to formally operate as fullyfledged banks in India.
The primary reason for the regulatory
problem is the socio-religious nature of the
Indian political scene. This is especially
evident in the report of the Committee of
Financial Sector Reforms chaired by
Raghuram Rajan; this report was submitted
to the Prime Minister of India in 2010.
Although the report recommended
principles based on Islamic banking, the
term ‘Islamic banking’ was deliberately
replaced by ‘interest-free banking’. The
committee recommended that measures be
taken to permit the delivery of interest-free
finance on a larger scale, including through
the banking system. With this
recommendation, the ball is in the
government’s court and it is up to it to come
up with appropriate measures to introduce
these products in the Indian banking sector.
In parallel, however, a rebranding of the
various Islamic banking products is needed
to achieve widespread acceptance and serve
its foremost purpose of financial inclusion.
In addition to the regulations, some experts
feel that the infrastructure for Islamic
banking is not yet in place and steps must
be taken in that regard.
The Rocky Road to Islamic Banking
In 2010 it looked as though the first Islamic
bank in the country was about to be set up
in Kerala with the active involvement of the
IIBI 19
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Dal Lake, Srinigar, Kashmir

Kerala government through the Department
of Industries for Kerala. A high level
meeting held at Kozhikode on August 12
2010 approved a project report prepared by
Ernst & Young. Kerala State Industrial
Development Corporation (KSIDC), which
is the designated agency for the formation
of the bank, would hold an 11% stake in
the proposed bank. According to
government officials, it would be registered
as a non-banking finance company, before
being transformed into a fully-fledged
Shari’ah-compliant bank. The project
proposed to raise an initial capital of
Rupees 500 crore (crore is 10 million in the
Indian numbering system) from leading
non-resident Indians (NRIs) and Indian
business houses. According to sources close
to the development, leading NRI
20 IIBI

businessmen such as Mohammed Ali,
MA Yusuf Ali, CK Menon and other
Kerala-based industrialists such as
Azad Mooppan had shown keen interest in
the venture.
Purely based on Shari’ah principles, the
bank would avoid interest-based business
activities. The proposed Kerala-based bank
would invest funds in infrastructure projects
and two instruments, bay’ al-salam
(deferred delivery) and instisna, have been
identified for such investments. The bank
would invest all its funds in wealthgenerating investments and distribute profits
to its shareholders. It would also set apart a
social fund and provide interest-free loans
to Gulf returnees to set up businesses or
small scale ventures.

The concept has widespread support among
the Muslim community of the state, where a
large number of affluent Muslims practice
strict Shari’ah principles in business. A large
proportion of these individuals do not have
a bank account, so the formation of an
Islamic bank would be good news for them.
According to sources, the biggest challenge
facing the Kerala-based bank will be the
formation of a Shari’ah supervisory board
due to the shortage of suitably qualified
scholars.
In 2010, however, a rather more immediate
problem reared its head, when
Dr Subramaniam Swamy, president of
India’s Janata party and a former
government minister, succeeded in putting
the project on hold, issuing a writ in the
www.newhorizon-islamicbanking.com
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High Court arguing that the involvement of
government agencies in setting up an Islamic
bank runs contrary to the secular principles
enshrined in the Indian constitution. In
February 2011 The Kerala High Court
dismissed the writ, observing that they had
no objection to KSIDC carrying on a
business that was in accordance with
Shari’ah law in addition to complying with
the laws of the country. They also stated
that, although the institution was based on
religious principles, its motive was not to
propagate religion and the state’s
participation in it was based on purely
commercial reasoning.
There are also moves in Jammu and
Kashmir, India’s most northerly state, where
Jamiat Ahladith is planning to launch
Islamic banking, but they will need the
permission of the Indian government to do
so. This state, however, has special status
conferred by article 370 of the constitution
and the state can pass the resolution for
Islamic banking in the state legislative
assembly with little modification from the
central government, so there is an
expectation that this state will also
commence Islamic banking in the not too
distant future.
As this issue of NewHorizon went to press
Turkey’s Bank Asya were reported to be
expecting the RBI to rule within 45 days on
their application to open a branch offering

Shari’ah-compliant lending facilities in
India.
The Regulatory Position
Although an RBI (Reserve Bank of India)
study group had rejected the concept of
Islamic banking, it got the backing of the
Raghuram Rajan committee on banking
reforms. Commenting on the issue,
Dr D Subbarao, governor of the RBI, said
that under the present Banking Regulation
Act it was not possible to licence Islamic
banks, because many of the banking
principles in place are based on interest
payments; separate legislation would be
needed to make Islamic banking a reality.
Apparently the RBI is now revisiting the
issue and a decision is expected shortly.
Conclusion
There is no doubt that a huge potential for
Islamic banking in India exists, but, it will
need some strong policy decisions to make it
a reality. With a population of 156 million
Muslims India stands to gain tremendous
advantages, not least by attracting around
$1 trillion US in Islamic investment funds
from Gulf countries. This would help the
national current account and keep the fiscal
deficit in check. Regulators are still in
doubt, however, about Islamic banking,
having approached the issue from a purely
religious perspective. A committee to
analyse the impact of Islamic banking on
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Indian communities regardless of their
religious faith has never been established
and so the potential of Islamic banking to
help to resolve India’s real economic
problems has not been appreciated.
There is also a fear that Muslims may come
to dominate the Islamic banking industry in
India. Islamic banking, however, requires a
professional expertise beyond religious
belief, because it deals with commercial
projects not just monetary credit and debit
transactions. While Indian Muslims may
have an edge in terms of Islamic ethics, they
lack the professional expertise to manage
modern commercial banking based on
Islamic ethics, so perhaps this fear is
misplaced.
At the same time it must be borne in mind
that Islamic banking can provide immense
opportunities to energise the Indian
economy with the participation of
previously excluded Muslims in Shari’ahcompliant banking and at the same time
could lead to substantial inward investment
to boost India’s further development. It
would also help the poor and vulnerable,
allowing small manufacturing, retail and
agricultural enterprises to access finance as
well as providing equity funding for
infrastructure projects such as irrigation,
dams, roads, electricity and communications
projects, which are key to the development
of the Indian economy.

Downtown Nairobi
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Sale Contract in Bai’ Bithamin Ajil:
Court of Appeal held No Ibra’(rebate)
By: Hakimah Yaacob
The concept of ibra’ in Islamic laws has
normally been discussed and applied in
issues regarding debts (duyun) and rights
(huquq). The word ibra’ is derived from the
Arabic word bara’a which means removal
or acquittal from something. According to
Ibn Al-Arabi, bara’a has several
connotations, i.e., to free, to purify, to avoid
and to remind. Technically, ibra’ is defined
as either ‘considering one’s debt as a gift to
him’ or ‘absolving the ownership that is in
one’s liability’. In the context of Islamic
banking and finance, ibra’ generally refers
to giving ownership or absolving one’s
rights in the debts that are another’s
liability, either partially or totally.

and payable upon termination is the balance
of the sales price. Essentially the High Court
had ruled that BBA was not a sales contract
simpliciter and therefore upon premature
termination of the agreement the bank must
grant ibra based on the unearned profit.

give rebate or ibra’. This approach mirrors
the concept of giving a discount on the price
or reducing the debt of those customers who
make early settlement based on the concept
of dho’ wa ta’ajal, which is acceptable in
Shari’ah.

The Court of Appeal, however, asserted that
BBA contracts are sales contracts and
whereas banks must grant ibra in cases of
early settlement, they need not do so in
cases of default. The bank should be
allowed to claim the balance of the sales
price that remains unpaid at the time of
default. They also stated that ibra did not
equate to unearned profit. They further
indicated that such contractual disputes
were not issues in which the courts should
be asked to intervene. The Court of Appeal
ruled, therefore, that the decision in Lim
Kok Hoe was wrong.

The current decision given on 20 October
2010 creates uncertainty in the industry.
The court of Appeal granted the full sale
price to the appellant (BIMB) and a full
acknowledgement of the right of the bank
to enforce payment of the full sale price
under the property sale agreement (PSA). If
some payment had been made, the sum due
and payable upon termination is the balance
of the sale price.

In certain legal documentation in Islamic
finance, it is a practice to include an ibra’
clause in sales contracts involving an
element of debt such as bay‘ bithaman ajil
(BBA), murabahah, bay‘ al-‘inah and bay‘
al-tawarruq. In Malaysia, for instance,
almost 80% of Islamic banks apply an ibra’
clause whether it is expressly or implicitly
stipulated in the contract. The bank at its
absolute discretion, as a party who has
rights in the debt, will grant ibra’ for
prepayment (early settlement) or
termination of the contract due to breach
and default. Nevertheless, the application of
ibra’ has recently caused disputes in the
courts. Almost 90% of registered
mu’amalah cases at the High Court of
Kuala Lumpur between 2003 and 2009
were related to both retail and corporate
products of BBA, in which the disputes
revolved around the quantum of a bank’s
claim when BBA contracts are terminated
due to customers defaulting.

This decision goes against the judgment in
Affin Bank Bhd v Zulkifli Abdulla in 2006.
In this case the court compared the BBA
financing with a conventional loan, and
dismissed the bank’s claim for unearned
profits and only granted the profits up to
the date of judgment, plus a penalty and
daily profit until the full settlement of the
judgment sum. The latest decision of the
Court of Appeal, however, becomes the
precedent and binds the court. The case of
Affin Bank Bhd v. Zulkifli Abdullah was an
authority for the proposition that it would
not be equitable to allow the bank to
recover the sale price as defined when the
facility was terminated prematurely. This
ruling was also applied in the case Banking
Bhd v Marilyn Ho Siok Lin in 2006.

The findings of the High Court in Lim Kok
Hoe & Anor and other appeals were held to
be in error by Court of Appeal, because the
High Court failed to hold that the sum due

The Shari’ah Advisory Council, the highest
authority on and reference point for Islamic
finance also held on 24 April 2002 that
banks are honour bound by the promise to

24 IIBI

The BBA saga seems to be never ending.
Something needs to be done. The decision is
associated with legal risk and is no longer
about the validity of the contract but more
about in-depth Shari’ah issues. The practice
of granting a rebate is a good one to
promote the concepts of justice and the
elimination of hardship (raf’u al-haraj) and
‘Hardship Begets Facility’. To promote the
industry within Malaysia there is a need for
the legal framework to be certain and
strengthened. We do not want this case to
affect the efforts of the central bank and our
government in promoting Malaysia as the
hub for Islamic finance.

Hakimah Yaacob is currently an associate
researcher at the International Shari’ah
Research Academy for Islamic Finance
(ISRA). She is the author of several books
including ‘ISRA Report on International Legal
Framework in Islamic Finance’, ‘Malaysian
Legal History’ and ‘Alternative Dispute
Resolution in Islamic Finance’. She graduated
in law from IIUM (International Islamic
University of Malaysia) and is currently
reading for a PhD.
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ACADEMIC ARTICLE

An Alternative to Call and Put Options:
A Hybrid of Bay al-Ikhtiyar and a Normal Sale
By: Dr. Zaharuddin Abd Rahman, Fellow of the International Islamic University of
Malaysia and Shari’ah Advisor
Several writers have proposed that khiyar shart
(conditional option) should be the structure in
an Islamic option; however, the utilisation of
the concept provokes debates about whether
or not the concept could be employed for more
than three days. Instead of using this
contentious principle, the Malikis School of
Law has a unique type of sale, namely bay alikhtiyar, which has been defined as:
Selling one of the two or many goods
with a price that is mutually agreed,
but where the buyer will have the right
to choose the goods within the
specified period of time.
This type of sale is acceptable according to
the Hanafis, Maliki and certain Hanbali
scholars. The Shafi’is reject the sale as the
subject matter is jahalah (unknown) and
indefinite at the time of the sale, hence they
deem the sale to be null and void. The
proponents of ikhtiyar (choice) sale rely on
qiyas (deductive analogy in which the
teachings of the Hadith are compared and
contrasted with the Qu’ran in order to apply
a known injunction to a new circumstance
and create a new injunction) and indeed
such an arrangement is necessary to ease
sales transactions. Hanafi jurists, therefore,
argue that it is allowable, on the basis of
istihsan (juristic preference), where jurists
take a lenient view on the application of a
ruling on the basis that an act may cause
distress or unfairness. While they admit the
element of ignorance and the unknown in
the sale, they believe that these elements are
trivial and tolerable, as they typically do not
lead to arguments from both parties.
An Illustration
To illustrate how the concept would be
transformed into an option-like structure,
www.newhorizon-islamicbanking.com

let us take a putative transaction with the
following characteristics:
Transaction date:
Buyer:
Seller (equivalent to
option writer):
Commodity:
Option type:
Expiration:
Strike price:
Compensation cost:

28 September 2010
Client
XYZ
Land with a specific
size
Call option (to buy)
23 January 2011
$10 million
$25,000

Firstly, the seller needs to identify two
separate assets for the structure. Once the
assets are already in place, the major asset
would be the identified land, while the other
(say a computer) will be used for the choice.
Secondly, if the client is planning to
purchase the above-mentioned land, but
with special option features, he can
approach the seller (XYZ) and purchase
both the land and the computer. In
accordance with bay al-khiyar (option to
rescind the sale) or khiyar al-ta’yin (an
option of determination, where a person
having purchased two or three things of the
same kind, stipulates a period to make a
selection from the purchased stock)
prescriptions, the buyer will then have the
right to decide which of the two assets he
would like to conclude at an agreed date,
which will be 23 January 2011.
Thirdly, if the anticipation is correct (which
is that the government has announced the
development of the nearby land for a new
university campus), instead of the computer,
the buyer would decide to choose the land.
If the opposite occurs, the buyer concludes
the purchase of the computer.

As a result of the above transactions, the
seller will either receive full payment for the
land, already set out in the purchase
agreement or he will gain a minor profit
from the selling of the computer, which
equals the option premium payment.
In practice, the only minor obstacle with
regard to the structure is the seller’s need to
have another asset, which has the same
value as the desired premium payment. For
the structure to be suited to the financial
intermediaries’ derivatives product,
however, it would create several practical
difficulties as well as issues related to
Shari’ah compliance. This is due to the fact
that the bank needs to have both assets in its
possession at the time the bay al-khiyar
takes place; this could be difficult for the
bank as there will be a whole new risk in
owning both assets without knowing which
one will be sold. Notwithstanding this fact,
the bank does have the capability to manage
such a risk by hedging or performing a
similar and parallel structure with another
financial entity. As such, in the event that
the buyer decides not to choose the main
asset, it will be sold immediately to the
other party.
Bay al-khiyar (khiyar al-tayin) for call and
put options
Taking into consideration the Hanafi School
of law judgments, it can be seen in the
illustration provided that the principle of
bay al-khiyar is practical as an alternative to
call and put options. Having said that, the
applicability of the concept is debatable.
In order to structure any sale transaction
using the bay al-khiyar principle, several
conditions have been emphasised by
Shari’ah scholars:
25 IIBI
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❑ The selection must be among two or
three and not more options.
❑ The seller agrees explicitly to this option,
e.g. by saying to the buyer ‘I have sold you one
of those two or three items, and you have the
option of selecting which one.’ If the seller
does not agree to this option, the sale is
rendered defective based on ignorance.
❑ The subject matter is non-fungibles (not
interchangeable) such as clothes or
furniture and not fungibles such as new
printed books, since there is no benefit in
specifying an item out of a group of
fungibles that are virtually identical.
❑ The period must be limited to three days;
however, Abu Yusuf and Muhammad took
the view that any known and mutually
agreed period is acceptable.
In accordance with the above conditions, it
seems that the official view of the Hanafi
scholars is that the khiyar must not be longer
than three days. If such a view is taken into
consideration, this structure might not be the
best principle, as the option period will most
likely exceed three days. It is also stated that,
since this type of khiyar is a branch of khiyar
shart (conditional option), it must abide by
similar requirements to the conditional
option, one of which is that it is not to
exceed three days.
Notwithstanding this fact, two of the
highest level Hanafi scholars, Abu Yusuf
and Muhammad Al-Hasan Al-Shaybani, are
of the opinion that the vital feature is the
mutual agreement on a specific period,
regardless of its length. Viewed from this
perspective, I am inclined to their opinion
as the agreement and period specification
are sufficient to circumvent the possibility
of jahalah (ignorance) and gharar in that
particular matter. This is also in line with
the basis of the acceptability of the concept,
which is based on istihsan and not a qiyas
to the khiyar shart principle.
In addition to that, unlike the urbun
(unrefundable deposit) and hamish
jiddiyyah (down payment) concepts,
which are only applicable to the buyer,
bay al-khiyar is applicable to either the
seller or the buyer and hence the call
26 IIBI
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I am of the view that the options between two different items
are permissible as long as every transacting party is aware of
the option and grants consent.
and put options can be replicated
accordingly.
In accordance with the examples given by
the classical scholars, the concept of bay alkhiyar is normally used to give an option or
choice to either the buyer or the seller in
assets that are rather similar in their value,
type and price, e.g. if a person buys an
unspecified item of clothing out of two or
three, where he has the option to take
whichever one he wishes within three days.
Now, the question at hand is whether or
not it is permissible to provide a choice
between two different assets, which are
enormously divergent in value and price?
Ibn ‘Abidin, one of the most renowned
Hanafi scholars, clarifies:
Khiyar al-ta yin is valid for the qimiyat
(asset, which is different in value) not the
mithliyyat (asset, which has similar types,
kind and value), for they are similar to each
other (thus need no option).
Based on the above-mentioned condition,
transacting the khiyar al-ta’yin between a
computer and land, as in the example given,
should not trigger any Shari’ah issue, for
they both fall under the category of qimiyat
and not mithliyat.

either transacting party. In accordance with
this logic, I am of the view that the options
between two different items are permissible
as long as every transacting party is aware
of the option and grants consent.
Conclusion
I am of the view that a combination of khiyar
al-tayin with several acceptable sales
contracts such as murabahah could offer
flexibility to Islamic financial institutions in
replicating the key features of call and put
options. This khiyar, however, is only
applicable to the commodity option; it
cannot be applied to purchasing currencies
and financial debts to avoid riba. In spite of
that, since most Islamic financial institutions
employ the tawarruq concept, which involves
the sale and purchase of a real commodity,
the concept may serve the purpose.

Dr. Zaharuddin Abd Rahman is a fellow
of and lecturer at the International
Islamic University of Malaysia, as well as
being an associate lecturer at the
Markfield Institute of Higher Education in
the UK. He is also a Shari’ah advisor to
several financial organisations in both
Malaysia and the GCC and a regular
contributor to several publications
focussing on Islamic financial issues.

In addition, considering the absence of any
explicit text regarding the issue, we should
also look at it from the general theory of
freedom of contract in Islam. In line with
the Islamic legal maxim, which states that
‘All contracts are permissible unless proven
contradictory to the explicit text’, Imam
Al-Shafi’i further elaborates ‘in principle all
contracts are permissible if they are
concluded with the full consent of the
parties unless there is an explicit text from
the prophet to prohibit such a sale or such a
prohibition could be understood from the
explicit text’. Moreover, the condition made
is neither paradoxical to the muqtada alaqd (general objective of the contract) nor
could it lead to coercion and oppression to
www.newhorizon-islamicbanking.com
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The Journey for Islamic Finance: Ten miles behind me and
ten thousand more to go
By: Sudarshan K Madabushi
A wind of change is blowing through many parts of the Muslim world. Ordinary
people have taken to the streets to demand improvements in their daily lives. Against
this background Sudarshan K Madabushi attended the 10th Anniversary Finance
Summit in London and observed an industry that is, in his view, out of step with the
zeitgeist. He argues that the Islamic principles of fairness of social justice, if
translated into practice in Islamic finance, would make the industry a credible and
powerful alternative to its conventional counterpart and at the same time make a
significant contribution to the development and reconstruction that the demonstrators
are demanding. His plea can perhaps be best summarised in Shakespeare’s words,
‘There is a time and tide in the affairs of men, which, when taken at the flood, leads
on to fortune.’
The 10th Anniversary Islamic Finance
Summit Conference held in London at the
end of February could not have been timed
more perfectly, held as it was against the
background of newspaper headlines
screaming ‘Libya Ablaze’ and following
more than a month of turmoil across the
MENA (Middle East and North Africa)
region. Political regimes in Tunisia and
Egypt tumbled away like weeds in a desert
storm and Muammar Qaddaffi and those of
similar ilk in Yemen, Algeria and Bahrain
were looking as though they were in danger
of being unceremoniously bundled into the
dustbin of history. I was on a short business
trip to London from my base in Riyadh at
the time, so I thought what better moment
than this to take a day off, stop by at the
conference and try to get a quick, first-hand
peek at how pundits and purveyors of
Islamic ‘Wall Street’ were bracing
themselves to respond to the emerging
realities of their Brave New World.
The conference was Euromoney’s show put
on to celebrate the 10-year journey of
Islamic finance, but many assembled there
www.newhorizon-islamicbanking.com

that momentous morning seemed to be
more anxious about the ten thousand years
still ahead – uncharted and unexplored.

The turnout of delegates was impressive
both in numbers and profile. About 400
delegates trooped in from as near as
Morocco and Nigeria and from as far as
Abu Dhabi and Malaysia; distinguished
central bankers, grave Shari’ah scholars,
university dons, academicians, hard-core
bankers, strait-laced credit analysts, rating
artists, staid auditors, wide-eyed students
and bemused journalists.

for Islamic financiers rather than a place
where the supply side and demand sides of
‘Planet Islamic Finance’ converged and
discoursed. On later reflection, I thought
this was a tellingly (or chillingly?) candid
commentary on the whole of the summit,
‘Into your 10th anniversary year, oh ye most
venerable purveyors of global Islamic
Finance’. I found myself silently asking
delegates, ‘Oh ye venerable ones, have ye
forgotten to commemorate those who came
these last 10 years and placed precious
custom at your doors? Have ye forgotten
them in your celebrations and
congratulations today, remembering only
those seated behind shiny glass counters,
working the spreads and margins?’

On the delegate list, I was perhaps the sole
odd man out; you might say I did not in
any way represent the industry from ‘inside
out’. Instead, I was perhaps the only
delegate who came from ‘outside in’, i.e. I
was someone who represented the
consumer or the customer of Islamic
finance. This made the conference seem to
me like an unabashed talk-fest of, by and

What a difference it would have made to the
conference, if the summit had also provided
a platform to publicise and celebrate the
customers’ sentiments too (much in the way
the Oscar prize-giving ceremony recognises
the nominations of the industry’s
consumers). Imagine how electric the
atmosphere would have been if there had
been a session devoted entirely to presenting

Islamic Finance – The Supply and Demand
Sides
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snippets of outstanding examples of, say, the
top 10 best Islamic finance deals transacted
for customers across the world in the last 10
years.
Where are the leaders of the Islamic finance
world?
Who are the present-day leaders of the
Islamic finance world? Who could be
described as the Intel or Microsoft of
Islamic banking today? Is there a daring
Steve Jobs out there that the industry can
boast about? Is there a Peter Drucker of
Islamic finance and banking? I wondered
about it as I sat through the heavy and
sometimes somnolent sessions addressed by
a galaxy of Shari’ah-panel scholars.
One of the speakers from Malaysia
bemoaned the lack of zeal amongst young
Muslims, asking why they were not prepared
to come forward and commit themselves to a
life-long career in Shari’ah law and Islamic
finance. ‘How do you expect young Muslims
to want to become Shari’ah scholars, my
friend’, I wanted to tell him, ‘if the Islamic
finance world does not have its own folklore
of heroes, gurus and pioneering legends? For
God’s (or Allah’s) sake, where are the
industry-leaders here in this conference?
Where are the Al Rajhis and the DIBs and
the KFHs? Why aren’t they here, sharing
with us happy success stories or even
tragedies and tragi-comedies?’
How can a 10-year-old industry hope to
produce heroes and heroics for the next
decade, if it does not know how to narrate
industry-legends that can inspire heroworship? Surely, that is not in the jobdescription of a Shari’ah scholar, is it?
Islamic Finance: A new paradigm of global
financial order?
After attending two post-lunch, heavy-metal
sessions dealing with the subject of Shari’ah
fatwas and how to bridge Shari’ah law and
IFRS accounting standards overlaid with
sovereign central bank regimes and
regulations, I began pondering grave
existential questions.
What is Islamic finance really all about?
Does it seek to be a different paradigm of
28 IIBI
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public lending and borrowing? Has it
succeeded only in emerging as a new-age
fad of alternative financing? It claims to be
innovative, but seems far more like
imitation? Is it, in truth, ethically more
evolved than its conventional counterpart,
which, as we know today post-2007 tumult
and disaster, is a deeply flawed and unjust
system of financing, rooted as it is in and
shaped by the history of rapacious Western
mercantilism? Will Islamic financing ever
emerge as a standalone, self-contained and
self-sustainable system? Can it provide a
genuine alternative to its so-called
conventional competitor, the good old
‘Global Financial Order’ on which the rest
of the world (for good or worse, in good
times and bad, during boom and bust, in
health and sickness, in life and in death)
continues to feed?
I doubt it and for two main reasons:
❑ Islamic financing, in essence and in effect,
has come to represent no more and no less
than a certain style of lending, just as socalled conventional banking is a lending-style
too. No matter what style of lending is
adopted, the grim, inescapable fact of the
world is that the substance of lending remains
ever the same and that substance is what we
call risk. As long as Islamic financing
possesses no worthy and alternative
conceptual or theoretical framework for risk,
one that is truly and radically different from
the one used by the conventional, westernbased system of banking and finance, it will it
surely continue to remain in the shadow of its
more prevalent, more resourceful and more
universal competitor. As long as it continues
to avoid the challenge of addressing or
dealing with risk squarely in newer, bolder,
more distinctively out-of-box and indeed in
truly Islamic ways, Islamic banking will
continue to symbolise nothing more than an
empty triumph of fluffy style over real
substance.
❑ The soul of Islamic financing is, of
course, the firm and enlightened body of
principles called Shari’ah. Scholars have
demonstrated that Shari’ah is rooted in
human ethics and justice, but after all these
years they are yet to reveal fully and
convincingly that Shari’ah can and indeed

As long as Islamic financing
possesses no worthy and
alternative conceptual or
theoretical framework for risk,
one that is truly and radically
different from the one used by
the conventional, westernbased system of banking and
finance, it will it surely
continue to remain in the
shadow of its more prevalent,
more resourceful and more
universal competitor.
www.newhorizon-islamicbanking.com
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also does energise the irrepressible spirit of
human entrepreneurship and provides
credible outlets for its expression and
manifestation.
Islamic Finance in a Brave New World:
Growing tall or growing fat
The Secretary-General of AAOIFI, Dr.
Mohamad Nedal Alchaar, in his keynote
address at the inaugural session of the
conference made one very insightful remark.
While lauding the Islamic finance industry
for having achieved the milestone of half-atrillion dollars in transaction-value, he
warned industry-players that they were far
too obsessed with and self-congratulatory
about horizontal growth, whereas the future
focus ought really to be vertical growth. It
was a polite circumlocution to drive home
the point the industry was only getting
fatter instead of taller as the years went by.
There is no way Islamic finance can grow
taller without stepping boldly out of the
jungle that is the world of conventional
finance. It has to break away from the
shackled thinking of Western monetary
theories and gospel. It must re-discover its
ethical underpinnings founded in Shari’ah
roots and then apply them with radical zeal
and earthy common sense.
How may this process of growing tall and
not fat be achieved? I am not a Shari’ah
scholar; I am not even Muslim, but I know
just enough about the system to realise that
it is founded on strong values of fairness
and human honesty. I know enough about
the system to know that it abjures greed and
venality; that it does not look upon money
and profit as an end in itself, but as the
means to nobler human ends. I know
enough about the system to say that it is
time Islamic finance re-invents and refashions itself in a newer, bolder and
radically different pan-Islamic mould. If the
Islamic world of politics is due now for
apocalyptical reform, can the world of
Islamic finance afford to lag behind?
So here are a few ideas to ponder:
❑ The bed-rock of Islamic finance and
banking ought to be the founding of a

www.newhorizon-islamicbanking.com

pan-Islamic central bank governed by panIslamic Shari’ah principles. The world must
have an ‘International Islamic Monetary
Fund’. When will Islamic nations turn this
dream into a reality?
❑ Islamic finance today must wake up to
the new realities that the brave new
emerging order of the Islamic world will
usher in soon. It must prepare to jettison
narrow goals of mercantilism. It must learn
to embrace the larger goals of national
development and reconstruction. It must
reflect humbly on what really inspired the
great street revolutions of Tahrir Square,
Benghazi and Pearl Roundabout. It was
indeed nothing but the crying needs of
people for food, security, education and
employment.
These are the basic human needs that
will hold centre stage in the next decades.
The political climate, the demographic
trend, the economic compulsion of the times
all indeed point in this direction – the
greatest good of the greatest number of
people in the Islamic world will be
inextricably linked to the sustained
development of structures that will meet
these needs.
❑ Islamic finance must somehow find a way
to shed its habit of imitating the styles and
practices of conventional banking and
finance. It must abandon and end, once and
for all, the systemic short-termism, the
endemic myopia to which it clings as it goes
about defining and creating its mercantile
models, products and paradigms. The
system must strike out instead on its own
chosen path, where banking and finance is
founded on the vision of development and
reconstruction for a modern Islamic epoch –
an epoch where food, security, education
and employment will come to occupy the
commanding heights of the pan-Islamic
economy. If Islamic financial institutions do
not hitch their wagons to satisfying these
basic human needs and if they fail to
contribute to their growth and development,
then they will truly have missed an historic
opportunity to re-shape their own destiny in
a world that holds the only future hope for
their own religious ethos.

POINT OF VIEw

The bed-rock of Islamic
finance and banking ought to
be the founding of a panIslamic central bank governed
by pan-Islamic Shari’ah
principles.

Sudarshan K Madabushi is a Fellow of
the Institute of Chartered Accountants of
India. He is the Chief Financial Officer of
Al Rajhi International for Investments, a
subsidiary of the Al Rajhi Group, which
spearheads the Group’s global
investments in agriculture and foodsecurity. The views expressed by him in
this article are his own.
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Diary of Events endorsed by the IIBI
April
10–11: 6th World Takaful Conference,
Dubai
This conference is all about managing risk,
innovation and driving growth. One of the
highlights of the event will be the launch of
Ernst and Young’s 2011 World Takaful
Report, which addresses how the Islamic
insurance sector can drive growth in an
industry, whose growth has so far been
slightly disappointing.
Contact: Sophie Shah
Tel: +9714 343 1200
Email: sophie@megaevents.net
www.megaevents.net
1–13: 6th Annual Middle East Retail
Banking Forum, Dubai
Entitled ‘Redefining Growth Opportunities
in Retail Banking’, this conference will
address current issues and the way forward
in the still growing retail banking business in
the Middle East. Speakers will address issues
such as identifying the best retail banking
models for the region, the importance of
channel management and best practice in the
region and internationally.
Contact: Sakib Bazaz
Tel: +91 9902 774 751
Email: sakib.bazaz@fleminggulf.com
www.fleminggulf.com
12: 4th Annual One-Day Workshop:
Sukuk, Their Applications and
Challenges, London
The workshop presented by industry experts
will acquaint the participants with the most
popular Shari’ah-compliant contracts used in
Sukuk structuring; issues arising in structuring
Sukuk transactions with help of case studies;
how Sukuk may be used for project financing;
the process of Shari’ah compliance
certification; key points of AAOIFI’s standards
on sukuk and taxation issues for UK-based
sukuk issuers and investors.
Contact: Mohammad Shafique
Tel: +44(0)20 7245 0404
Email: m.shafique@islamic-banking.com
www.islamic-banking.com
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12–13: 1st Annual Middle Eastern
Banking Conference, Dubai
This launch event will take place at Dusit
Thani Dubai. It is designed to provide a
high-profile platform to specifically focus on
the opportunities and challenges that are
forging the Islamic banking, finance and
investment landscape in the region.
Contact: Sophie Shah
Tel: +9714 343 1200
Email: sophie@megaevents.net
www.megaevents.net

June
3: Islamic Derivatives and Structured
Products
The Islamic Finance Access Programme
(IFAP) aims to provide Islamic financial
intelligence to those interested in Islamic
banking and finance. This event will be
attended by industry leaders in Islamic
derivatives and structured products.
Contact: Rizwan Malik
Tel: +44 207 147 9970
Email: rmalik@edbizconsulting.com
www.edbizconsulting.com/our-brands/ifap

May
10–13: 8th Islamic Financial Board
Summit – Enhancing Global Financial
Stability: Challenges and Opportunities
for Islamic Finance, Luxemburg
The topics of discussion at the conference,
hosted by the Central Bank of Luxembourg,
will cover international developments in the
financial regulatory landscape, the
impediments and prospects for regional and
international cooperation and the
development of capacity building to
enhance financial stability, as well as issues
in transparency and market discipline and
information environment.
Contact: Yazmin Aziz
Tel: +606 2698 4248 (ext, 133)
Email: yazmin@ifsb.org
www.ifsb.org
30–31: MEFTEC
This major technology exhibition and
conference has moved venue and date and is
now taking place at Bahrain’s International
Exhibition and Convention Centre, just five
minutes from Manama’s financial district.
In 2010 the event attracted more than 700
visitors from 27 countries and 150
exhibitors and with improving financial
conditions the hope is that 2011 will be
even bigger and better.
Contact: Syed Faisal Abbas
Tel: +973 17215665
Email: faisal@mediageneration.co.uk
www.mediageneration.co.uk

8–9: 2nd World Annual World Islamic
Banking Conference: Asia Summit,
Singapore
The theme of this year’s conference is
building bridges across Asia and the Middle
East. Keynote speakers will include
H. E. Lim Hng Kiang, Minister of Trade
and Industry, Singapore, H.E. Rasheed M
Al Maraj, Governor of the Central Bank of
Bahrain and H.E. Sultan Bin Nassar
Al Suwaidi, Governor of the Central Bank
of the UAE.
Contact: Sophie Shah
Tel: +9714 343 1200
Email: sophie@megaevents
www.megaevents.net

July
22–24: Structuring Innovative Islamic
Financial Products, Cambridge
The Institute of Islamic Banking and
Insurance’s ever popular residential summer
workshop is in its fifth year and as usual
takes place at Clare College, Cambridge.
Attracting delegates from all over the world,
this is a unique opportunity to benefit from
the formal sessions and the offline
discussion and exchange of ideas.
Contact: Mohammad Shafique
Tel: +44 (0)20 7245 0404
Email: m.shafique@islamic-banking.com
www.islamic-banking.com
mwww.newhorizon-islamicbanking.com
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On the Move
Robert Owen was appointed chairman
of the Islamic Bank of Britain (IBB) on
1 January 2011. He joined the IBB’s board
in February 2007 and is currently Chief
Executive of Chambers Harris Limited.
From 2000 to 2006, Mr Owen was Chief
Executive of London Mortgage Company,
leading the company through its successful
programme of securitisations.
A former
director of the
Finance
Industry
Standards
Association and
Prima Insurance
Company,
Mr Owen’s
experience
includes roles at
Lloyds TSB,
Kensington
Mortgage
Company and Yorkshire Building Society.
Mr Owen has BA and MBA degrees and he
is a Fellow of the Chartered Institute of
Bankers.

The International Islamic Liquidity
Management Corporation (IILM) has
announced the appointment of
Mr Mahmoud AbuShamma as its first Chief
Executive Officer (CEO) for a three-year
tenure effective 1 February 2011.
Prior to his appointment at the IILM, Mr.
Mahmoud served as the Global Head of
HSBC Amanah Coverage at HSBC Bank
Middle East Limited, Dubai in charge of
critical HSBC Amanah relationships
globally, including governments, high-networth individuals and top corporate clients.
He was instrumental in establishing the
HSBC Amanah Syariah unit – the first
foreign bank to open an Islamic retail
banking unit in Indonesia and served as its
Head from 2003 to 2010. In London, he
IIBI 32

established and headed the HSBC’s Islamic
Treasury Unit and originated the first
Islamic Syndication by HSBC Amanah.
Mr. Mahmoud will lead a team of Islamic
finance experts and professionals charged
with realising the IILM’s mandates,
particularly to issue highly-rated, short-term
Shari’ah-compliant financial instruments in
major reserve currencies and to develop
platforms to enhance cross-border Islamic
finance activities. As the CEO, Mr. Mahmoud
will report to the IILM’s governing board,
which will set its strategic policy direction
and to the board executive committee for its
general conduct of operations.

Dubai Islamic Bank (DIB) has announced
the appointment of Ahmed Fathy
Al-Gebali, a senior financial services
professional with over 23 years of
experience, as Chief Financial Officer
(CFO) at the bank.
Prior to joining Dubai Islamic Bank,
Al-Gebali served as the CFO at Boubyan
Bank, Kuwait. During his 23 years of
professional experience, Al-Gebali has held
senior positions at Global Investment
House, Gulf Investment House, Kuwait
Financial Centre and International Financial
Advisors.
Al-Gebali holds
a B.Sc in
Finance from
Ain Shams
University,
Egypt, a
diploma in
Computer
Science from
the American
University,
Cairo, and an
MBA from the
American
University of London. In addition, he is
registered as a Certified Public Accountant
by the University of Illinois in the United
States.
Ahmed Fathy Al-Gebali

The IILM has also announced the
appointment of Her Excellency Dr Zeti
Akhtar Aziz, Governor of the Central Bank
of Malaysia, as chair of its governing board
and His Excellency Yves Mersch, Governor
of the Central Bank of Luxembourg, as the
deputy chair.
The governing board of the IILM has also
appointed six internationally-renowned
scholars to sit on its Shari’ah committee for
a three-year tenure.

The Securities Commission Malaysia (SC)
has announced the appointment of
Encik Zainal Izlan Zainal Abidin as
Executive Director with effect from
12 January 2011. Encik Zainal Izlan will
lead and drive the Commission’s agenda
for the Islamic Capital Market and will
be responsible for the SC’s operational,
strategic and developmental initiatives
aimed at strengthening and sustaining
Malaysia’s leading position in this
area.
Encik Zainal brings with him over 20 years
of industry experience and international
exposure. Prior to joining the SC, Encik
Zainal was the Chief Executive Officer of
i-VCap Management Sdn. Bhd.

Neil Miller, a 20-year veteran at Norton
Rose, has left the company to join KPMG,
where he will establish a global Islamic
financial advisory business. Following his
departure Norton Rose Group’s global
Islamic practice will be led by three
partners, who will act as regional heads.
Mohammed Paracha, based in Bahrain, will
be responsible for the Middle East and
Africa, Farmida Bi in London for Europe
and Davide Barzilai in Hong Kong for Asia
Pacific.
www.newhorizon-islamicbanking.com
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Promoting Islamic Finance
December: Risk
Concentration, Deposit
Protection and Shari’ah
Engineering in Islamic
Finance
Although the Islamic finance industry was
less affected by the financial crisis than
its conventional counterpart, it has been
affected by it and is facing many
challenges. Dr Nienhaus discussed some
of the key issues related to the
concentration of investments in few asset
classes; the lack of risk management
tools; the protection of investors’ rights
and Shari’ah governance mechanisms in
the Islamic finance industry.
Islamic finance is not an unalloyed success
story. There have, for example, been
bailouts of Islamic banks and nonperforming sukuk in the last two years. The
retail Islamic finance market was
overestimated in the West with the only
standalone Islamic retail bank in the region,
the Islamic Bank of Britain, which has made
losses since the start of its operations in
2004, recently having to be rescued by a
capital injection from Qatar. The retail
banking situation is not much more
encouraging in Malaysia, which is a global
leader in Islamic finance having strong
government support and a robust Islamic
finance infrastructure. Approximately 20%
of Islamic deposits in Malaysia are held by
private individuals, which is far less than
the 50% held by government and other
financial institutions.
Underlying Issues in Islamic Finance
Dr Nienhaus suggested that Islamic banks’
risk management techniques are inadequate,
because they have heavy exposure in a few
sectors, in particular the exposure to the
hard-hit real estate sector in some GCC
www.newhorizon-islamicbanking.com

countries. There have also been huge
deficiencies in the implementation of
accounting, auditing and reporting
standards developed by standard-setting
bodies such as the Accounting and Auditing
Organisation for Islamic Financial
Institutions (AAOIFI) and the Islamic
Financial Services Board (IFSB).
In addition Islamic banks are relatively
small with a limited financing capacity,
especially for large infrastructure projects,
where they usually become part of a
syndicate with other Islamic or
conventional banks. Importantly, the
Islamic finance market is very fragmented

Dr Volker Nienhaus is a professor of
economics; has held an honorary
professorship at the University of
Bochum since 2004 and is also a
visiting professor at ICAM Centre,
Henley Business School, University of
Reading. He is a member of several
academic advisory committees and
boards and has published numerous
articles and books on Islamic
economics and finance since the 1980s.

and there is lack of mutual recognition of
products especially in the key markets of
Malaysia and the GCC, which is primarily
due to the lack of standardisation of
Shari‘ah requirements. Broadly, the
Islamic finance industry has no established
procedures for restructuring, recovery or
resolution of disputes in relation to
products or institutions with practices
varying from one jurisdiction to another,
which leads to legal challenges.
He drew attention to the number of issues
that have surfaced in the Islamic finance
industry over the last two years. He
particularly highlighted the facts that many
Islamic financial institutions are highly
exposed to bubble-prone, real-estate
markets; they have to cope with an
underdeveloped liquidity management
infrastructure and they have to handle the
capital impairment risk of investment
account holders, which leads to the issue of
displaced commercial risk. On the positive
side, he highlighted the fact that, although
the Islamic finance liquidity management
infrastructure is underdeveloped, there have
been a number of initiatives, such as the
Liquidity Management Centre and more
recently the International Islamic Liquidity
Management Corporation (IILM) to
improve this situation.
Shari’ah Engineering
Some of the latest products of Shari’ah
engineering, a process of making
conventional products Shari’ah-compliant
in ‘form’ and not necessarily in ‘substance’,
open new avenues for the financial trading
activities of Islamic banks with only
marginal, if any, real asset backing.
Although it is claimed that Islamic finance
promotes the real sector of the economy,
such highly-engineered products have in
reality decoupled Islamic finance from the
real economy. Dr Nienhaus cautioned that
it is open to debate whether this will reduce
or enhance the risk positions of Islamic
banks and improve or damage the systemic
IIBI 33
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stability potential of the Islamic finance
industry.
Shari’ah Governance Structures
Discussing the controversies surrounding
some sukuk structures and tawarruq, he
pointed out that serious consideration needs
to be given to the Shari’ah scholars’
governance framework. The leading
Shari’ah scholars sit on many boards, in
some cases holding more than 70 positions,
which poses the question of whether they
can fulfil their roles properly and diligently.
Some of these scholars are also part of
AAOIFI’s Shari’ah board and the Shari’ah

February: Takaful – A
Practitioner’s Viewpoint
Mr Ajmal Bhatty has kindly
provided a synopsis of the main
points of the lecture he gave to
the IIBI in February 2011.
With annual premiums of $5.3 billion in
2008, the takaful industry was still an
embryonic sector of the worldwide
insurance business estimated to be worth
$4.2 trillion. It had, however grown by a
staggering 39% per annum between 2005
and 2008, compared to the 7% enjoyed by
the insurance industry overall. Ernst and
Young estimate that in 2010 global takaful
premiums reached $8.9 billion, which
suggests that for the time being the growth
rate of the sector is increasing even faster.
Even if growth slows as the industry
matures and achieves just 9–12% per
annum, this could conservatively produce
annual premiums of $20–30 billion by
2020.
In the scramble to take advantage of the
growth opportunities that seem to be on
offer it is important for organisations
offering takaful insurance to remember that
34 IIBI
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committees of some national financial
regulators: this is clearly a situation which
could lead to conflicts of interest. In
addition their remuneration packages are
generally not transparent.
At present, the majority of Islamic finance
products may be legally Shari’ah-complaint,
but in substance, they are almost identical
to conventional financial products. As the
principal difference between Islamic and
conventional finance is Shari’ah-compliance,
the strengthening of the governance
framework for Shari’ah scholars and
Shari’ah compliance is vital for building the
confidence of stakeholders and for the

what differentiates takaful from
conventional insurance is its value chain. If
they lose sight of the differentiators, then
they run the very real risk of simply
becoming imitators of the conventional
insurance industry.
Definition of the Takaful Value Chain
The takaful value chain is a system of
mutual and co-operative help that enables
the channelling of wealth and capital with
social conscience and responsibility, in
fairness to others for the risk shared and
undertaken. It provides just rewards; it
encourages the distribution of wealth
through savings and insurance protection
based on equity, justice and fair play; it
helps to enlarge a caring and transparent
system dedicated to the welfare of society,
free from exploitation and utilising wealth
for generating economic activity in
businesses that are socially responsible and
eco-friendly. It discourages creating money
from money and hence prohibits interest,
linking deposits and investments to real
underlying assets for a sustainable takaful
proposition.
Some Challenges for the Takaful Industry
Improving Understanding of Takaful –
Customers are generally oblivious to the

further growth of the Islamic finance
industry.
In Conclusion
Dr Nienhaus concluded the lecture by
stating that while the agenda of incremental
reform by the IFSB and AAOIFI,
development of the liquidity infrastructure
and prudential standards clearly have merit
in solving the pressing issues faced by the
Islamic finance industry, it may not be a
bad idea to look at the system and its
objectives in their totality and consider
more fundamental reform, such as a move
towards ‘narrow banking’.

benefits of the takaful value chain. Whereas
they may have an understanding of surplus
sharing, they have no feel for what is meant
by mutual and co-operative principles or
why it is a fairer system.
The industry needs to move on from its
initial stance, which was to demonstrate
why takaful was needed for Muslims, to
why takaful is good for everyone
irrespective of religion. A concerted effort is
needed to promote the value of takaful to
all potential customers.
Making Takaful an Attractive Business
Proposition – What is the attraction for an
entrepreneur in starting a takaful venture?
Is it not the business proposition, albeit a
business that has a social conscience,
although by the very definition of Islamic
finance, all businesses are supposed to have
this social conscience and sense of
responsibility?
Why, therefore, should a shareholder
investing in a takaful business be at a
disadvantage in getting a decent return on
his capital when compared to other
financial businesses such as banking,
investment and finance? The issues of
gharar and maysir in relation to insurance
business are taken care of by applying
mechanisms to minimise these, such as the
www.newhorizon-islamicbanking.com
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concepts of tabarru (a freely given act of
charity), transparency and surplus
distribution.
Qard (interest-free loan) exposes
shareholders to financial risks and adversely
affects return on capital. Qard, however, is
not considered obligatory by Shari’ah
scholars.

comply with international accounting
standards? AAOIFI and IFSB are working
hard to achieve standardisation, but how
does the industry close the big gaps between
the forthcoming standards of the IASB
(International Accounting Standards Board)
and the IFRS (International Financial
Reporting Standards) and current takaful
accounting practices?

Complying with International Standards –
If takaful companies have to compete
domestically and internationally, can they

Aligning the Interests of Participants and
Shareholders – One of the main pillars of
takaful is its mutual and co-operative

Ajmal Bhatty is President and CEO of Tokio Marine Middle East based in Dubai.
Previously, Mr. Bhatty served in senior positions in HSBC as Global Head of Takaful, at
Takaful International Bahrain as its CEO and in Arab Insurance Group Bahrain and the Old
Mutual in the UK. He is also the chairman of the Takaful Advisory Board at IIBI.
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structure, which is unlike a conventional
mutual. In a takaful business, the
shareholders supply the enabling capital; no
shareholders, no takaful. This begs the
question that the co-operative principles
ought to be seen to be broader than just
applying to the participants in sharing
risk.
In reality risk sharing at the participant level
works only because the shareholders’
capital enables this mutual risk sharing to
take place, which effectively means that and
shareholders’ capital is exposed to the very
risks the participants are mutually
protecting against. We know that the
fundamental difference between takaful and
conventional insurance is between risk
sharing and risk transfer. In a way, the
shareholders are exposed to this risk sharing
albeit in a different sense. Risk sharing is
the domain of takaful funds and the
shareholders are part of this risk sharing on
the basis that their capital is undeniably and
inescapably exposed to the financial risks
emanating from the outcome of risks related
to the insured events that may or may not
occur.
One aspect of Shari’ah consideration is to
see how the spirit of co-operative principles
can embrace the community of all who
bring their capital to takaful propositions.
This is not about shareholders benefiting
from the participants’ fund as this would be
maysir and exploitation, but about
somehow compensating shareholders for
the financial risk they are obliged to take in
making the risk sharing possible for
participants.
Conclusion
In my view, one shared by many in the
industry, the interests of stakeholders need
to be aligned better than they are at the
present in the current stage of takaful
evolution. The danger is that if takaful
companies do not or cannot adhere to the
takaful value chain, then a takaful company
and a takaful product would look like, feel
like and be like conventional insurance.

www.newhorizon-islamicbanking.com
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IIBI Awards Post Graduate Diplomas
To date students from nearly 80 countries have enrolled in the PGD course. In the period January to March 2011, the following students
successfully completed

Sofiène Azaiez, Senior Financial Manager,
Tunisian Post Central, Tunisia
This course is highly recommended for both
academics and professionals especially those who
are operating in the finance field.

Mohamed Musa Mohamed, Corporate
Relationship Manager, Institutional Banking,
Kenya Commercial Bank Ltd, Kenya
The course content addresses the contemporary
issues faced by Islamic finance experts and the
ummah at large, particularly takaful. Keep up the
good work.

Aliyah Bakali, Corporate Credit Analyst,
Citibank, India
I most appreciated the emphasis on
understanding rather than merely rote learning
and the fact that senior people in the Institute
participate in reviewing students’ assignments
and contributing to their development.

Muhammad Dikko Abdullahi, Director, Bureau
of Public Enterprises, Nigeria
Generally the course is excellent and being online
it is a good source of additional knowledge to a
lot of people who may not be able to take time
away from their jobs to pursue full time study.

Mazar Rashed Jalal, Head of Compliance and
Money Laundering Reporting Manager,
International Investment Bank, Bahrain
This course can assist senior level employees to
understand the key concepts and operational
aspects of Islamic banking, which will not only
contribute to the growth of those employees but to Islamic
financial institutions as a whole.

Umar Dikko, Solicitor, Union Bank of Nigeria
The course content is very rich and prepared in a
simple way that makes it easy to grasp.

Amjad Ali, Financial Analyst, India
This is an excellent course that helps to develop
a solid foundation in Islamic banking concepts
even for those who do not have any prior
knowledge of them. The tutor’s thorough
reviewing and feedback was commendable.

Wissam Boustany, Business Development
Manager, Socofinance SA, Switzerland
The questions I asked were all thoroughly
explained. It was a pleasure to work under
Mr. Qayuum’s supervision.

Lassaad Boukari, Project Manager, Banque Zitouna, Tunisia

Aliyah Bakali, Corporate Credit Analyst, Citibank India

Mahmad Ziad Emambocus, Cargo Officer, Air Mauritius

Qamar Hussain, UK

Mohamed Araar, Chief Manager, Multi Currency Settlements
Systems Department, Central Bank of Tunisia
Olayiwola Abd’Kabir Baruwa, Senior Manager, Zenith Bank plc,
Nigeria

Amir Abd El Hamid El Kazak, Senior Manager, KPMG, Kuwait
Mahmoud El-Hossainy Abdel-Baky, Latham & Watkins LLP, Saudi
Arabia

Yasin Nazir Karim Yakub, UK

Mohammed Abdul Shakeeb, Assistant Manager, Operations,
HSBC, India

Anjath Basheer, India

Sherif Audu Idi, FinBank Plc, Nigeria

36 IIBI
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MEFTEC Rescheduled and Relocated
At the beginning of March the
organisers of MEFTEC
announced a change of dates
and venue for their 2011
exhibition and conference. The
event, originally scheduled to be
held in Bahrain from 18–19
April 2011, will now take place
at ADNEC, Abu Dhabi, UAE
from 30-31 May 2011.
The decision to relocate the
event was taken as a result of
concerns raised by international
participants over recent
developments in Bahrain and
the travel advice issued by the
US, the UK and some EU
countries. This is the first time
MEFTEC will take place outside
Bahrain in its seven-year history.

‘Abu Dhabi is well-positioned to
host the financial IT industry’s
most important gathering,’ said
Syed Faisal Abbas, Project
Director of MEFTEC. ‘As the
world’s wealthiest city and
home to the world’s largest
sovereign wealth fund, Abu
Dhabi is fast emerging as a
global centre of banking and
finance. Moreover, with its
world-class infrastructure,
excellent air connections, rich
tourist attractions and secure
environment, Abu Dhabi is also
a first-rate meeting venue.’
According to a report by the
Union of Arab Banks (UAB), the
United Arab Emirates, of which
Abu Dhabi is the capital, boasts

Entrance to ADNEC

the largest banking sector in the
Arab world, with the combined
assets of its banks totalling
around $430.2 billion at the end
of 2010. UAE banks also had
the largest capital base of about
$72.5 billion and deposits of
nearly $197.2 billion.
The organisers say that the
event is a sell-out with more
than 100 exhibitors on board
and a 10% year-on-year growth
in exhibition size. MEFTEC’s
Hosted Delegate Programme
has drawn more than 300
CIOs from 25 countries and
total attendance will be
more than 600 delegates
representing some 300 financial
institutions.

Some of the major vendors of
core banking systems will be
supporting the event including:
ERI Bancaire, the Swiss
headquartered core banking
system supplier, will be
represented at MEFTEC by
their partner Interlace. Interlace
are a Chennai-based IT services
organisation, who opened a
Dubai office in late 2010. The
Olympic banking system from
ERI is able to handle a range of
Islamic instruments and the
company claim that the
flexibility of their system allows
it to be adapted to the
sometimes different
requirements of individual
Shari’ah boards. The system is
available either to purchase or
via an ASP (Application Service
Provider) model based on
servers located either in the
Middle East or in Europe.
Path Solutions will be focusing
on iMal 12, the latest, enhanced
version of their suite of financial
applications. Launched late in
2010, the new version includes
enhancements to existing
modules, as well as new
modules such as iMal Collection
to track overdue accounts, iMal
BusinessIntelligence to enhance
risk management and iMal
Sukuk and iMal IPO, which are
cradle-to-grave applications for
managing sukuk and IPOs
respectively.
TCS BaNCS, a Platinum
Sponsor of the event, have more
than 25 customers in the region
and will be showing their
integrated product suite for
financial services institutions
covering retail and corporate

www.newhorizon-islamicbanking.com
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banking, payments, wealth
management, private banking,
securities trading and
processing, capital markets
infrastructure and insurance.
Temenos will be exhibiting at
MEFTEC under the motto
‘Delivering growth with
TEMENOS T24’. Their product
focus will be core banking with
a special emphasis on Islamic
and retail banking. In addition
they will also be promoting
their business intelligence (BI)
solution, Insight, with a focus
on data mining.
The conference alongside the
exhibition will be chaired by
Chris Skinner, an independent
commentator on financial
markets, with a background in
financial IT. He is currently
Chief Executive of the firm he
founded, Balatro, and
Chairman of the Financial
Services Club. Other speakers
include representatives of banks
such as Mehmet Aydemir, Head
of PMO, Bank Asya, Turkey
and U.V.K. Kumar, Head of
Information Technology, Doha
Bank and representatives of IT
companies such as Andrew
Bond of Oracle and Sanath Rao
of Infosys.

NEWHORIZON April–June 2011

MEFTEC’s organisers work
hard to make sure that the
attendees at the event do
represent real purchasing power
and influence in the financial
industry. A central feature of
MEFTEC is its highly coveted,
invitation-only Hosted Delegate
Programme®, as part of which
professionals operating in the
top echelons of IT in the
financial industry attend as
Hosted Delegates and enjoy
complimentary admission to the

event. A large number of these
executives are fully hosted with
their flights, accommodation
and transfers organised by
MEFTEC. In doing so,
MEFTEC not only maximises
the executives’ time – enabling
them to focus on their objectives
– but also delivers a guaranteed
audience of the highest calibre
to the exhibiting vendors. They
claim that the result is a highly
targeted, time-efficient and
carefully choreographed event

that allows participants to
achieve a year’s worth of
contacts in just two days.
The 2011 event is expected to
feature more than 500 Hosted
Delegates and 100+ exhibitors
which represents a 10% yearon-year growth in exhibition
size. Delegates are expected
from Mediterranean rim
countries in the Middle East
and North Africa, GCC states
and the sub continent.

Inside ADNEC

Path Solutions Make Inroads in West Africa
Path Solutions have won four
new orders in West Africa with
Banque Islamique du Sénégal,
Banque Islamique de
Mauritanie, Banque Islamique
de Guinée and Banque
Islamique du Niger pour
le Commerce et
l’Investissement. The four
banks are owned and managed

38 IIBI

by Dakar-based Tamweel Africa
SA.
Zakiyoulahi Sow, Managing
Director of Tamweel Holding
Group believes that iMAL will
help the banks ensure fully
Shari’ah-compliant operations
while delivering high quality
customer-oriented services and

competitive Islamic financing
products. The system will also
be used at the new affiliates that
Tamweel Africa is considering
establishing in Mali, Benin,
Gambia and other countries.
The four banks will be
deploying iMAL 12 which will
allow them to benefit from the

functionalities of the new
release. The projects are
expected to go live in 2011
with Path Solutions’ iMAL
providing transaction banking
functionality including account
services, profit calculation, risk
management, trade finance,
Islamic investment, reporting
and delivery channels.
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Globalisation & Islamic Finance:
Convergence, Prospectus &
Challenges
by Hossein Askari, Zamir Iqbal and Abbas Mirakhor. Publisher: John Wiley & Sons
(2010)
ISBN: 978-0-470-82349-1
The authors are highly qualified scholars who have written a number of books on
Islamic finance and economics. They are Hossein Askari, Zamir Iqbal and Dr Abbas
Mirakhor.
innovation in debt instruments, transparency
has been replaced by opacity. Islamic banks
have largely been unaffected by placing
greater emphasis on equity financing and
risk sharing built on trust, disclosure and
upholding the Shari’ah objectives that
promote equality and social welfare. The
authors point out that this has sparked
interest in Islamic, equity-based finance, not
only in Muslim majority countries but also
in countries with small Muslims populations.
For the Islamic financial services industry to
thrive in the global environment, the book
addresses the overarching question: How
likely is it that conventional and Islamic
finance will converge as they both go
through the globalisation processes? Can
conventional finance and Islamic finance
begin to reinforce one another?

The publication of this book comes at a time
when there is a call for reform of the financial
system. There is a growing challenge to
overcome the debt culture and failures of
financial regulation in curbing the culture of
greed, the pursuit of unbridled profit and the
vulnerability and fragility of financial systems
that are based principally on fixed-price debt
contracts. As the authors say, with rapid
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While Islamic finance has come a long way
in recent years, it still has a long way to go
to achieve its objective of maximising risksharing. In the chapters dealing with
globalisation and Islamic finance the authors
examine the institutional structures within
which Islamic finance is required to operate
and analyses the reasons for the lack of
progress of Islamic finance towards
achieving its full potential. They also discuss
important issues and policy considerations
which may facilitate the bridging of gaps
between Islamic finance theory and practice.

In the authors’ view, there is evidence that
financial globalisation has not been as helpful,
as expected, given the potential of its benefits
for growth of investment, employment, and
income, as well as reducing income inequality
and poverty. The success of financial
globalisation depends on the spread and
degree of risk sharing around the world. For
Islamic finance to sustain long-term growth,
Muslim countries must liberalise their
economies, embrace efficient institutions and
adopt consistent macroeconomic policies,
while also addressing the all-important issues
of social and economic justice. The Islamic
financial sector can become a major force for
change in Muslim majority as well as Muslim
minority countries embracing Islamic finance
and equity-based assets more generally. The
authors believe that that it is quite likely that
conventional and Islamic finance will
converge if global finance comes to rely more
extensively on equity or equity-like flows and
innovates with a wider spectrum of risksharing instruments.
The book provides a unique view of Islamic
finance, not only from the perspective of
how Islamic finance fits within globalisation
in general and in particular within the
globalisation of finance. This is a must read
for anyone interested in the prospects and
challenges to the internationalisation of
Islamic finance.
www.newhorizon-islamicbanking.com
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BOOK REVIEWS

The Art of Islamic Banking and
Finance: Tools & Techniques for
Community Based Banking
by Yahia Abdul-Rahman. Publisher: John Wiley & Sons (2010)
ISBN: 978-0-470-44993-6
The Art of Islamic Banking and Finance by Yahia Abdul-Rahman looks at the
emergence of interest-free banking and finance (referred to as riba-free banking)
incorporating Islamic principles into everyday banking and investment operations.
Yahia is considered to be the father of riba-free banking in USA and has been a
banking scholar for many years. He is also the founder and chairman of American
finance house, LARIBA, a company that has offered Islamic finance and banking
research and instruments in America.
Yahia begins by analysing the position of
riba-free banking in other faiths and makes
the proposition that the Prophet
Muhammad (pbuh) presented Islam as an
expanded Judeo-Christian-Islamic set of
rules concerning the financing of trade and
business based on a riba-free system that
could be used for just, fair and equitable
banking and financing. He also examines
how these rules work, how they affect
consumer behaviour and how they
change the role of the banker/financier. He
points to Islamic finance and banking as a
way to emphasise socially responsible
investing.
From a practical viewpoint, Yahia shares his
experience of working at LARIBA and uses
case studies to address how to include
important aspects of Islamic finance such as
using commodity indexation and marking
the items to be financed to market in order
to avoid participating in economic
‘bubbles’. He also discusses the culture of
Islamic banking and comes to the

www.newhorizon-islamicbanking.com

conclusion that it is very reliable when
compared to what he refers as 20th century
models that use financial engineering and
structuring techniques to circumvent the
Islamic principles governed by the Shari’ah.
The book covers the quest for starting and
operating riba-free banking in the USA and
readers will learn from Yahia how effective
this approach can be and how it affects the
role and behaviour of the banker/financier.
Yahia concludes with his vision for the
future of riba-free banking and some advice
for newcomers.
On The Art of Islamic Banking and Finance
Richard Bushman, Professor of History
Emeritus, Columbia University, says that it
‘gives a powerful, practical, and proven
answer to the question of the hour: how to
make banks responsible to the public they
are meant to serve. The book offers not a
theory but a report on how Islamic banking
has successfully functioned in modern
America.’
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GLOSSARY

arboun
An Islamic version of option, a deposit for the delivery of
a specified quantity of a commodity on a predetermined
date.
bai al-ina
This refers to the selling of an asset by the bank to the
customer on a deferred payments basis, then buying back
the asset at a lower price, and paying the customer in
cash terms.
commodity murabaha
A murabaha contract using certain specified
commodities, through a metal exchange.
fatwa
A ruling made by a competent Shari’ah scholar on a
particular issue, where fiqh (Islamic jurisprudence) is
unclear. It is an opinion, and is not legally binding.
gharar
Lit: uncertainty, hazard, chance or risk. Technically, sale
of a thing which is not present at hand; or the sale of a
thing whose consequence or outcome is not known; or
a sale involving risk or hazard in which one does not
know whether it will come to be or not.
Hadith
A record of the sayings, deeds or tacit approval of the
Prophet Muhammad (PBUH).
halal
Activities which are permissible according to Shari’ah.
haram
Activities which are prohibited according to Shari’ah.
ijara
A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility
required by its client for a rental fee. The duration of the
lease and rental fees are agreed in advance. Ownership
of the equipment remains in the hands of the bank.
ijara sukuk
A sukuk having ijara as an underlying structure.
ijara wa iqtina
The same as ijara except the business owner is
committed to buying the building or equipment or
facility at the end of the lease period. Fees previously
paid constitute part of the purchase price. It is
commonly used for home and commercial equipment
financing.
istisna
A contract of acquisition of goods by specification or
order, where the price is fixed in advance, but the goods
are manufactured and delivered at a later date.
Normally, the price is paid progressively in accordance
with the progress of the job.
maysir
Gambling – a prohibited activity, as it is a zero-sum
game just transferring the wealth not creating new
wealth.
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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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