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Many readers may remember those old school reports, which said
something like, ‘This pupil has made considerable progress during
the year, but with a little more concentration and attention to detail
he/she could do better.’ The message contained in several of the
articles in this issue carry a similar message about the Islamic
finance sector.
Islamic finance is reaching that stage of its development where it
needs to decide whether it is going to remain a niche industry or carry
its message of moral, just and socially-responsible financial services to
Muslim populations and the wider world. To do so industry players
not only need to make a serious financial commitment to researching
and developing effective sales and marketing strategies, they also need
to address other issues. These include building a solid track record of
success in its investment strategies and ensuring that Shari’ah
governance is robust and transparent. The latter would require
human capital committed to revisiting transaction structures and
documentation to make absolutely clear what the intentions
underpinning these agreements are and also that they comply with the
letter and spirit of the Shari’ah principles. IIBI is proud to be playing
an important part in building the knowledge and skill base for the
sustainable growth of the Islamic finance industry through its
education and training programmes.
Certainly there is a growing recognition of the opportunities
presented by Islamic finance. This quarter’s issue of NewHorizon
highlights the ambitions of states as diverse as Mauritius, Bermuda,
Japan and Ireland to attract Islamic investment. These are just the
tip of the iceberg; we confidently expect to see more
announcements of states adjusting their legal and regulatory
regimes to make them more Islamic finance friendly.
William Shakespeare’s words perhaps sum up the point at which the
Islamic finance industry stands today, ‘There is a tide in the affairs
of men, which, taken at the flood, leads on to fortune.’ The message
is clear and it is now up to individuals and organisations to think
outside the box and to grasp the opportunities that are so evidently
before them. If they fail to do this, the Islamic finance industry will
not be the only loser; the world in general will have lost a
potentially steadying and moral influence on the conduct of its
financial affairs.
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Cautious Optimism in the GCC and the Levant
Advent Software, who specialise
in portfolio management
solutions, have published the
results of a recent survey
focussing on the major concerns
of investors, fund companies
and distributors in the GCC and
the Levant. The results are
interesting and applicable to
both conventional and Islamic
financial organisations.
It will come as no surprise to
hear that, although there is
cautious optimism about the
future, there is more than a little
concern about the unrest

affecting many parts of the
region. In the short term
respondents to the survey feared
the potential inflationary
consequences of the turmoil and
also the effect on investor
confidence, thus reducing the
inflow of funds. In the long
term, however, they felt that
more democratic regimes would
be good for private investment.
It also seems that, despite some
of the unresolved issues still
surrounding the property
boom/bust in the United Arab
Emirates, notably Dubai and the
real pain felt by some

respondents as a result of this,
real estate investments remain
attractive with Qatar, Saudi
Arabia and Abu Dhabi being
mentioned in this context.
Although it was not the top
issue, there was a significant
level of concern about the
underlying weakness and
opacity of regulatory regimes
around the region. While there
was a general acceptance that
the situation was improving,
when compared to Western
markets the report card read
‘could do better.’ This issue

went hand-in-hand with the
acceptance that there is a
shortage of suitably-qualified
finance professionals in the
region ready and able to ensure
compliance with regulations.
Perhaps the 19th century
American exhortation to ‘Go
West, young man,’ needs to be
rewritten to read ‘Go East,
young man.’
Readers who would like to
delve further into the
considerable detail of this
23-page White Paper can do so
by going to www.advent.com.

Elaf Bank Granted Licence in Malaysia
Elaf Bank, licensed by the
Central Bank of Bahrain to
operate as a wholesale Islamic
bank with a paid-up capital of
$200 US million, has been
granted a license by the
Ministry of Finance Malaysia
to open a branch office under
the Malaysia International
Islamic Finance (MiFC)
initiative. Elaf Bank was
presented with the license
during a formal ceremony held
at Bank Negara Malaysia on
15 June 2011. Elaf Bank plans
to start its branch office
operations in Kuala Lumpur,
Malaysia immediately now
that it has fulfilled the
formalities required for
obtaining the license.

Dr. Jamil El Jaroudi, CEO of
Elaf Bank, commented on the
importance of opening a
branch office in Malaysia,
which falls in line with the
Bank’s long-term business
strategy. ‘Elaf Bank is
developing its business through
two hubs covering the GCC
and MENA regions and the
South East Asia region, as a
two-way business corridor.
This will help us operate
more efficiently and closely to
meet the needs of our
cross-regional clients and be
able to execute deals that will
contribute to the sustainable
growth of the Islamic finance
industry in both strategic
markets.’



Dr Jamil El Jaroudi
Receives Malaysia License
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Takaful Emarat Form Two New Partnerships
Signing of the agreement
between Takaful Emarat and
the German Emirates Club

UAE-headquartered Takaful
Emarat has announced a
partnership with Reliance Asset
Management (Malaysia) Sdn.
Bhd. (RAMMY), the Islamic

asset management arm of
Reliance Capital Asset
Management Limited,
India (RCAM). As part of
the alliance, Takaful
Emarat will offer its
customers three Shari’ahcompliant funds managed
by RAMMY – the WSF
Reliance Global Shari’ah
Growth Fund, the
Reliance India Shari’ah
Growth Fund, and the
proposed Shari’ah Equity
Growth fund investing into
China and India.

This announcement is part of
RCAM’s Islamic Asset
Management strategy to
develop its Malaysian
subsidiary as a global Islamic
finance hub for Shari’ahcompliant products. The
partnership will allow
RAMMY to offer a
comprehensive range of diverse
Shari’ah-compliant, unit-linked
insurance products to Takaful
Emarat’s clients through
Shari’ah-compliant funds
managed by RAMMY.

In a second announcement they
announced a partnership with
the German Emirates Club, the
exclusive club for all Germanspeaking expatriates residing in
the UAE. The initial partnership
allows Takaful Emarat to be the
preferred partner of the German
Emirates Club for health and
life insurance products and
services. (The German Emirates
Club, founded in 2006, is a club
for all German, Austrian and
Swiss expatriates in the UAE.)

Bermuda Clarifies Islamic Investment Rules
The Bermuda Monetary
Authority has published
Guidance Notes that facilitate
the establishment of Islamic
investment funds in Bermuda.
The Guidance Notes are
designed to help prospective
applicants looking to establish
such funds to comply with
Bermuda’s funds regulations,
specifically the Investment
Funds Act 2006. They also
complement Bermuda’s efforts
to promote the jurisdiction
as a domicile of choice
for Islamic financial
products.
Commenting on the new
Guidance Notes, Jeremy Cox,
CEO of the Authority said, ‘The
Authority is pleased to confirm
that Bermuda’s regulatory
framework can accommodate
these types of products. By
issuing the Guidance Notes we
are helping the market take


advantage of this potential
business opportunity for
Bermuda, while ensuring the
sector remains appropriately
regulated. As Bermuda’s
financial services regulator, the
Authority is keen to ensure that
this jurisdiction upholds the
highest standards in regulation,
while at the same time
maintaining a regulatory
environment that supports
business growth and
development.

need to consider
in complying
with the existing
regulatory
framework,
such as required
disclosures,
notification of
material changes
and the role and
responsibilities
of the Shari’ah
Supervisory
Board.

The Authority drafted the
Guidance Notes following a
review it conducted of
Bermuda’s regulatory regime for
investment funds. The review
found that there was no
impediment to authorising
Islamic investment funds in
Bermuda under the current
framework, however, the Notes
provide guidance on a number
of issues that Islamic funds may

A copy of the
Guidance Note
entitled ‘Islamic
Collective
Investment
Schemes
Guidance
Notes’ is
available on the
Authority’s
website,
www.bma.bm.

Jeremy Cox
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TheCityUK Absorbs the UK Islamic Finance Secretariat
TheCityUK has announced that
the UK Islamic Finance
Secretariat (UKIFS), launched in
March 2010, has been
integrated into TheCityUK.
UKIFS is the cross-sectoral body
assisting with the promotion
and development of Islamic
finance, both domestically and
to represent the UK industry
internationally.
Under TheCityUK’s structure,
efforts will focus on
safeguarding and further
developing the UK’s strengths in
Islamic finance, ensuring it not
only remains the West’s hub for
this financial specialism, but
continues to be a significant
contributor on a global stage.
The UKIFS’ working group
structures and member base will
be integrated into TheCityUK’s

Chris Cummings

operations with members of its
board and executive appointed
to the board of UKIFS. Richard
Thomas, CEO of Gatehouse

Bank has been appointed Chair
of the Working Groups.

support this important
initiative.’

Chris Cummings, CEO of
TheCityUK, commented,
‘TheCityUK is looking forward
to playing a key role in
ensuring the UK’s ongoing
success as the leading Western
provider of Islamic finance. The
integration of UKIFS into
TheCityUK is a landmark
development that will provide
fresh opportunities to promote
the Islamic finance capability,
building on the work
undertaken by UKIFS’ founding
directors and by the Chartered
Institute for Securities &
Investment (CISI). This latest
development will ensure the
UK’s capability in Islamic
finance can continue to evolve
and we encourage firms to

Endorsing the acquisition, Lord
Green, UK Minister of State for
Trade and Investment said: ‘As
the undisputed leading Western
hub for Islamic finance services,
the UK has recognised the role
of the sector in contributing to
future economic growth. UKIFS
has achieved a great deal in
representing the industry since it
was launched in 2010. I am
pleased that it is becoming part
of TheCityUK, in a move that
will strengthen the promotion of
the wider UK offer overseas. I
wish TheCityUK and UKIFS
every success for the future and
UKTI looks forward to
supporting this exciting market
development both at home and
abroad.’

BLME Launch Real Estate Fund
Bank of London and The
Middle East (BLME) has
announced the launch of its
Light Industrial Building Fund
(LIBF), a Shari’ah-compliant
UK real estate fund which
invests in sustainable property
assets. Targeting institutional
investors, the LIBF invests in
light industrial buildings across
the UK. The target cash on
cash yield is 8% to 10% per
annum, with quarterly cash
dividends paid to investors.
The target IRR (Internal Rate
of Return) is 15% for the fiveyear duration of this closed

ended fund. The target close for
the fund is between £50 million
and £100 million in equity,
which will be leveraged to create
a portfolio of up to £200
million of assets.
‘As the UK economy recovers,
we anticipate an increasing
number of SMEs operating new
businesses from industrial
estates,’ commented Derek
Weist, Director – Asset
Management at BLME. ‘Pricing
in this sector is considered
attractive with high yields
available on many types of



industrial property assets. In
addition, the highly diversified
mix of tenants, by industry and
geography and strengthening
occupier demand supports the
prospect for rental growth in
future, which can provide a
strong positive cash flow for
private clients and institutional
investors.’
The fund is available to both UK
and non-UK resident investors.
The fund is a compartment of
the BLME Shari’ah Umbrella
Fund SICAV-SIF, which is
domiciled in Luxembourg.

Derek Weist
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Alliance Family Takaful Investment-Linked Plan Launched
Alliance Islamic Bank Berhad
(Alliance Islamic Bank), a
subsidiary of Alliance Bank
Malaysia Berhad, recently
launched the Alliance Family
Takaful Investment-Linked Plan,
a Shari’ah-compliant family
takaful investment-linked
product. This product launch is
a tripartite collaboration
between Alliance Islamic Bank
Berhad with Takaful Ikhlas Sdn
Bhd (Takaful IKHLAS), a
general and life takaful provider
and FWU Malaysia Sdn Bhd
(FWU Malaysia), a subsidiary of

German-based financial services
provider, FWU Group.
The Alliance Family Takaful
Investment-Linked Plan is a
savings and investment plan
that comes with family takaful
coverage and is suitable for
customers who wish to plan
for their future financial needs
such as retirement or children’s
education. Customers may opt
for either the Lump Sum
Contribution or Regular
Contribution Plan. The
minimum contribution for

the Lump Sum Plan is
RM5,000 while the minimum
for the Regular Contribution
Plan is from as little as
RM200 per month. From the
investment perspective,
customers may select either
the Cash Strategy or Equity
Strategy depending on their risk
appetite.
The strategic collaboration
between Alliance Islamic Bank,
FWU Group and Takaful
IKHLAS leverages foreign
expertise in terms of systems

and product development,
whilst riding on Alliance Bank’s
dedicated sales force, extensive
current branch network of more
than 90 branches and significant
customer database. The
addition of this new product
complements Alliance Financial
Group’s objective in becoming a
leading player in wealth
management and bancatakaful
business. Alliance Islamic Bank
aims to distribute 5,000
contracts with an average
first year premium of RM67
million.

Pointon York Launch Shari’ah-Compliant Pensions in the UK
four Shari’ah-compliant SIPP
products:

Jo French

❑ e-SIPP – a low cost SIPP,
which can be easily managed
online
❑ Single Investment SIPP – a
straightforward SIPP for clients
wishing to invest in a single
asset
❑ Individual SIPP – a fully
flexible SIPP allowing an
extensive range of investments

Pointon York has launched a
range of Shari’ah-compliant
Self-Invested Personal Pensions
(SIPPs) to meet the growing
demand from Muslims for a
suitable retirement vehicle.
The specialist SIPP provider is



the first to receive
Shari’ah-compliant
accreditation by the Islamic
Bank of Britain (IBB) for its full
range of SIPPs.
Pointon York will be offering

❑ Corporate SIPP – suitable for
employers, it has three tiers
providing flexibility. It is made
up of the e-SIPP, the Single
Investment SIPP and the
Individual SIPP.
Jo French, Managing Director
of Pointon York, said, ‘The
launch of our
Shari’ah-compliant SIPPs is
significant for Muslims, their

IFAs (Independent Financial
Advisors) and employers; it
will encourage all parties to
consider pensions as an
important tool when planning
for their retirement. It will
also provide IFAs with the
right products to deliver
bespoke tax and
wealth-management strategies
to the Muslim community.
Employers will also benefit by
being able to offer staff a
pension scheme in advance of
the 2012 auto-enrolment
deadline. This is the first time
that Muslim employees, IFAs
and employers will have
access to SIPPs accredited by
Islamic Bank of Britain.’
Pointon York’s SIPPs have
been accredited by IBB to
ensure they meet all Shari’ah
requirements. The Bank
oversees the entire lifecycle of
the product from setup to
ongoing monitoring.
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In Brief
At the beginning of May the
Sultanate of Oman issued a
royal decree paving the way for
the establishment of Islamic
banks. Existing banks will not
be allowed to convert to full
Islamic status, but may open
Islamic windows. The Sultanate
had previously insisted that
banking should be universal and
had set its face against the
establishment of Islamic banks
making it unique among the
GCC states. The move is said to
be a response to the outflow of
investments seeking Shari’ahcomplaint havens in other
jurisdictions.
Watania, the takaful company
founded by Abu Dhabi National
Islamic Finance, Abu Dhabi
National Insurance Company,
Abu Dhabi National Energy
Company and Aldar Properties,
was seven times oversubscribed
when its IPO closed at the
beginning of May. The founding
shareholders retained a 45%
stake in the company, with a
further 13.3% open only to
UAE investors. The remaining
stocks were made available to
UAE, GCC, and other retail and
institutional investors.
Following the central bank
directive issued in February,
HSBC Amanah (see NewHorizon
April 2011 for the full story) will
close their operations in Qatar by
the end of 2011. The staff of the
Shari’ah-compliant operation
will apparently be absorbed into
HSBC’s conventional banking
organisation.
Dubai’s Noor Bank has denied
rumours that it will merge with

Dubai Bank. The Dubai
government had to provide
Dubai Bank with a significant
cash injection in early May,
effectively taking over its
operations. The government is
apparently considering its future
options, which include the
possibilities of merging Dubai
Bank with another bank and
allowing the bank to continue
as a standalone operation.
In mid May 2011 the Islamic
Development Bank dual listed a
$750 million benchmark sukuk
on the London Stock Exchange
and Bursa Malaysia. The
issuance was arranged by BNP
Paribas, Deutsche Bank, HSBC
and Standard Chartered Bank.
Despite the volatile global
economic environment, IDB
achieved both a larger deal size
as well as tighter pricing than
previous issues, with the deal
pricing 3bps inside the
secondary market levels. The
issue saw strong participation
from the Asia and the MENA
region with good interest from
European and US offshore
investors based on allocations of
26%, 53%, 16% and 5%
respectively. The deal also
revealed encouraging
participation from real money
accounts and official institutions
along with strong first time
participation from
supranational institutions.
In mid May 2011 Japan’s
National Diet passed a bill to
ease the way for sukuk issuance.
In addition tax legislation will
be amended, so that sukuk and
conventional bonds can compete
on an equal footing. The



amendment to the Asset
Securitisation Act is due to come
into force in the late autumn.
In an address to the Irish Funds
Industry Association at the
beginning of June Taoiseach,
Enda Kenny, gave notice that
Ireland intends to make itself
more attractive to the Islamic
finance sector as part of
Ireland’s strategy to rebuild its
finance sector. He said, ‘We are
determined to ensure that the
IFSC (International Financial
Services Centre) is a centre of
excellence for Islamic finance
and the changes in recent
Finance Acts will support its
development. In addition,
Ireland has been active in
concluding double taxation
agreements with important
Muslim majority states,
including recently Saudi Arabia,
Bahrain, Kuwait and the UAE.
The Central Bank of Ireland has
also said that it is open to the
establishment of Islamic finance
institutions in Ireland and it has
already authorised a number of
Shari’ah-compliant funds.
Islamic Finance is one of the
major growth areas in
international finance and the
Government is playing its role
to support the development of
this sector in Ireland.
The Rafidain and Rashid banks,
Iraq’s two main state-owned
banks, are to offer Islamic
banking services. Funding of
$42 million is to be shared
equally between the two banks
to finance this project. The plan
is to have Islamic operations up
and running by midsummer. In
the short term, the Islamic

operations will be regulated by
temporary arrangements drafted
by the central bank, but in due
course a bill will be presented to
parliament, so that regulations
will be enshrined in law.
AAOIFI has announced that
Dr. Mohamad Nedal Alchaar,
Secretary General, Accounting
and Auditing Organisation for
Islamic Financial Institutions
(AAOIFI) has been appointed
as the Minister of Economy
and Trade of Syria. Dr Alchaar
has served as Secretary General
of AAOIFI since 2003.
H. E. Shaikh Ebrahim Bin
Khalifa Al Khalifa announced
that AAOIFI is carrying out the
due process for selection and
appointment of a new Secretary
General. In the meantime,
Dr Alchaar will continue to
oversee its operations including
the standards development
programmes and related
activities during the transition
period.
AAOIFI subsequently issued an
invitation for applications to
become the next Secretary
General. They are looking for
an individual with a Ph D in
accountancy, economics or
finance, with at least 20 years’
professional or academic
experience in one of these fields
and fluent Arabic and English.
In the UK’s summer Royal
Honours List Richard Thomas,
Chief Executive Officer of
Gatehouse Bank was awarded
an Order of the British Empire
(OBE) for civic excellence and
contributions to the UK Islamic
financial services industry.
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The Outlook for Islamic REITs as an Investment Vehicle
By: Momna Saeed, PhD Student at Gulf One Lancaster Centre for Economic
Research (GOLCER)
Islamic REITs (iREITs) are gaining
momentum as a viable alternative channel
for Shari’ah-compliant investments, but the
extent to which this investment vehicle will
tap the trillion dollar Islamic finance
industry remains to be seen. Before
examining the many attributes of iREITs
and their potential for becoming the
preferred choice for Islamic investors, it is
perhaps useful to highlight the attributes
and relevance of conventional Real Estate
Investment Trusts (cREITs).
Conventional Real Estate Investment
Trusts
Investment trusts acquire shares in other
companies to provide a collective
investment. In the case of REITs, that
investment is in real estate only. The
investment may take the form of buying,
managing, selling and leasing real estate;
purchasing shares in publicly listed property
companies or investing in the debt securities
of property companies. By combining the
best features of real estate and stocks,
REITs provide a practical and effective
way of including professionally-managed
real estate within a diversified investment
portfolio. There are three types of
REITs:

Major Benefits of REITs
Major reasons why REITs are a popular
investment vehicle include:
1. Diversification: participants broaden
their investment portfolio and diversify risk

In the case of Shari’ah-compliant
investment, the additional attractions of
iREITs to investors are: low correlation
with common stocks and as a potential
hedge against inflation; high dividend
yields and the higher certainty of
income.

2. Liquidity: shares in REITs can be readily
purchased and sold

Islamic Real Estate Investment Trusts

3. Tax transparency: with no tax levied on
its profits, full dividends accrue to
shareholders, who pay tax according to
their personal rate

The unique characteristic of an iREIT is that
it invests primarily in income-producing,
Shari’ah-compliant real estate and/or single
purpose companies whose principal assets
comprise Shari’ah compliant real estate.

4. High dividend yields: REITs are typically
required to distribute at least 90% of their
income to shareholders

The structure of an Islamic RIET is shown
below.

Figure 1

❑ Equity REITs own and operate
income-producing assets. Many are fully
integrated organisations that engage in the
acquisition, development and management
of commercial real estate
❑ Mortgage REITs extend credit to owners
of real estate
❑ Hybrid REITs combine aspects of the
other two.
Each type can be structured either as a
public or private REIT.



Source: Islamic Banking and Finance Institute Malaysia (IBFIM) and Securities Commission
Malaysia
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A portion of iREIT funds can be invested in
other Shari’ah compliant asset classes; e.g.
cash or Shari’ah acceptable deposits.
Malaysian Securities Commission
Guidelines for iREITs
In Malaysia the growth of iREITs has been
facilitated by guidelines issued by the
Securities Commission, which include the
following:

Investing in iREITs – Issues and Risks

❑ An iREIT cannot own properties where
all the tenants operate non-permissible
activities
❑ An iREIT shall not accept new tenants
whose activities are fully non-permissible
❑ Tenants engaged in non-permissible
activities may occupy no more than 20% of
the total area
❑ For non-space using activities, decisions
must be based in ijtihad (the process of
reasoning by Islamic jurists)
❑ All investment, deposit and financing
instruments must comply with Shari’ah
principles
❑ Property insurance must be based on
takaful schemes. Conventional insurance
schemes are permitted if no takaful schemes
are available.
Rental activities that are classified as
non-permissible are:
❑ Financial services based on riba
❑ Gambling/gaming



❑ Trading in Shari’ah noncompliant
securities
iREITs and cREITs differ primarily in how
incomes are earned and how the fund is
managed. Each of these aspects must be in
compliance with Shari’ah principles.

❑ Rental incomes from non-permissible
activities must not exceed 20%

Two major issues which could
hinder the growth of iREITs
are the lack of a developed
secondary market for Islamic
instruments; and the absence
of a guidance and regulatory
framework.

ANALYSIS

❑ Manufacture or sale of non-Halal
products or related products
❑ Conventional insurance
❑ Shari’ah non-compliant entertainment
activities
❑ Manufacture or sale of tobacco-based or
related products

Although their business model is a stable
one, iREITs are not without risk. Dividend
payments are not guaranteed and the real
estate market is prone to cyclical
downturns. In addition high distributions of
annual profit and lower reinvestment lead
to a slower growth rate. Although iREITs
are exposed to the same risks as cREITs,
Shari’ah non-compliance risk’ requirements
restrict investment options. Two major
issues which could hinder the growth of
iREITs are the lack of a developed
secondary market for Islamic instruments;
and the absence of a guidance and
regulatory framework.
The Scope for Development in Asian
Markets
Malaysia took the initiative of issuing the
Islamic REIT guidelines and since that time
the promotion and development of Islamic
finance by the Malaysian authorities has
been exemplary. The Al-Aqar KPJ REIT,
with seven hospitals within the KPJ
Healthcare group as its main asset, was the
first iREIT to be established in the world.
Malaysia currently has fourteen REITs, of
which three are Shari’ah-compliant. Each
specialises in a different asset subclass. For
example, Al-Hadharah specialises in palm
oil plantations. Another, specialising in
office buildings and industrial properties,
was formed by the conversion of a cREIT.
Malaysian iREITs have performed steadily
in terms of the income generated from
rental income and capital gains and have
maintained a healthy dividend payout rate.
(see Table 1) The key arrangement of ‘sell
and lease back’, between owners of real
estate and the iREIT, is that the owner sells
an asset to the iREIT and simultaneously
enters into a back-to-back asset lease
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Source: Faizah C. Din, Malaysia Report, Islamic Finance, July 2009

arrangement. This is an effective risk
mitigation tool allowing the iREIT to secure
its income while avoiding the issue of
finding a long-term tenant and buyer for the
property at the end of the tenancy.
All the iREITs were fully subscribed when
they were launched and all involved
high-quality assets expected to generate a
stable cash flow. In the case of Al-’Aqar KPJ
REITs, for example, a portfolio of hospital
buildings had a 100% guaranteed
occupancy rate. According to the Rating
Agency of Malaysia (RAM), good quality
assets are more likely to command
sustainable resale values through economic
cycles, thereby ensuring timely repayment of
financial obligations through refinancing
and/or disposal of assets.
Malaysia is also drawing investors from the
Middle East as two UAE based real estate
developers are currently looking to list
iREITs in Malaysia worth a total of
RM2 billion .
Several iREITs are in the pipeline in Asia.
Bahrain, Saudi Arabia, Singapore and the
UAE are also working towards establishing
their real estate sectors. In 2009, the
Bahraini asset management company
Inovest initiated fundraising for
$79.5 million of property within an iREIT.
The principle objective of the BHD 30
million ($79.8 million) iREIT is the
acquisition of income-generating properties
in the Gulf Cooperation Countries (GCC).
The purpose is to ensure an acceptable,
risk-adjusted return on investment in the
form of quarterly profit distribution, in


addition to ‘reasonable capital
appreciation’. The iREIT is estimated to
earn an annual 8.5% return from a ‘buy
and leaseback’ approach. Inovest also
intends to list the iREIT in Kuwait and
Saudi Arabia.
In the UAE, Dubai Islamic Bank and Eiffel
Management launched the country’s first
Shari’ah compliant REIT. Established in
November 2010, Emirates REIT is Dubai’s
first iREIT. It will initially list on the Dubai
Nasdaq stock exchange before undertaking
a second listing within the next 18 months,
most probably in London.
Despite a slow start for iREITs in the GCC
and Middle East, the prospects for iREITs in
the region are still positive due to the
marked-down valuations of asset prices
after the recent financial crises. The
distressed sales of assets open attractive
investment opportunities for managers of
iREITs.
Another notable development, indicating
the growth of iREITs in the region, was the
launch of the Sabana iREIT, the world’s
biggest publicly-traded iREIT. Sabana made
its debut in the Singapore market and raised
SG$664.4 million (US$539 million) in an
initial public offering that was
oversubscribed by 2.5 times. Sabana invests
in properties such as warehouses and hightechnology office space.
iREITs in European Markets
European financial markets have been in the
forefront in attracting and promoting

Malaysian iREITs have
performed steadily in terms of
the income generated from
rental income and capital
gains and have maintained a
healthy dividend payout rate.
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Islamic financial services by amending the
regulatory framework and devising
strategies to encourage and support the
growth of Islamic finance. For instance, the
Luxembourg Central Bank is the first
European central bank to be a member of
the Islamic Financial Services Board and is
working actively to gain experience of
supervisory practice in this area, identifying
instruments, practices and solutions for
managing liquidity in a Shari’ah compliant
manner.
France, which has the largest Muslim
population in Europe, has taken notice of
the importance of this sector by appointing
an Islamic Finance Specialist, Thierry
Dissaux to help create legal routes for
financial instruments based in accordance
with Shari’ah. Last year, new rules relating
to Islamic finance were published in the
official French tax bulletin, aimed at
facilitating the development of sukuk bonds,
murabaha, ijara and istisna. The changes
address company tax, value-added tax and
registration fees. In addition the issue of
double taxation is under review and if this is
resolved satisfactorily it should encourage
investment in real estate.
Although London has provided Islamic
financial services for nearly 30 years, it is
only recently that Islamic financial offerings
have achieved a significant profile. A key
aspect of supportive government policy was
the establishment in 2003 of an enabling
fiscal and regulatory framework for Islamic
finance. The removal of double taxation on
Islamic mortgages, and the extension of tax
relief on Islamic mortgages to companies
and individuals, makes investing in real
estate more attractive. Moreover, in the UK,
a REIT is considered to be a resident
company that benefits from tax advantages.
UK REITs are exempt from tax deduction
both on rental income and on capital gains.
In short, it replicates the tax treatment on
direct property investment. With more than
20 banks offering Islamic services in the UK,
iREITs expect to find a positive response to
their high return/low risk attributes.
The growing interest shown by European
governments in accommodating and
encouraging the development of Islamic


finance in the region is a positive step and
should create an environment in which
iREITs should thrive.
Going Forward
There is a considerable opportunity for
iREITs to expand, not least because of their
natural fit with Islamic finance, which looks
for stability by investing in the real economy.
As a tangible asset, real estate is the preferred
asset class amongst Muslim investors and
institutions. iREITs fit the bill perfectly for
affluent Arab investors who are seeking
viable investment avenues to channel their
funds. IREITs can provide such investors
with selected projects that yield good returns
and a stable income. The interest shown in
the Asian Pacific region and the launch of
multimillion dollar industrial Islamic REITs
in Singapore suggests that iREITs will
continue to prosper.

ANALYSIS

The interest shown in the
Asian Pacific region and the
launch of multimillion dollar
industrial Islamic REITs in
Singapore suggests that
iREITs will continue to
prosper.
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A New Market for Islamic Investment
Products: The Conventional Market
By Tariq Al-Rifai, Director – Islamic Market Indexes, Dow Jones Indexes
Background
There is a huge market traditionally
overlooked by Islamic fund managers that
needs more attention in today’s competitive
marketplace. From its inception, Islamic
finance has focused on targeting the Muslim
market. This was the main reason why the
first Islamic equity funds and indexes (Dow
Jones Islamic Market Index) were created.
Even though Islamic finance has enjoyed
two decades of strong demand, it is still a
young and small industry. Many fund
managers rushed into the market hoping to
gain access to Muslim wealth, only to find
that raising assets can be problem when
they do not have their own effective
distribution channels.
Some Islamic funds have a significant asset
size but the majority of funds remain below

$20 million in assets under management.
The largest funds, with very few exceptions,
are those managed by retail banks in Saudi
Arabia and, to a lesser extent, Kuwait and
Malaysia. Funds managed by European and
US fund managers without retail
distribution channels have not been able to
raise assets above $100 million, again with
a few exceptions.
One of the bottlenecks facing Islamic fund
growth is the low percentage of households
in the Middle East owning funds. The Gulf
in particular, where the wealth is
concentrated, remains well below other
emerging markets in terms of fund
ownership. This is the result of several
factors such as the lack of a savings culture
within the region. Culturally, Arabs in the
Gulf have depended on trade and this still
plays a key role in the perceptions and
expectations of investors. Trading in real

estate is more appealing than putting money
in funds and watching them grow steadily
over time.
Grounds for Optimism
So why are so many fund managers still
optimistic? Even though Arab governments
offer generous retirement packages, there is
a good chance that the monthly salary
benefit will not be able to support lifestyles
after retirement. Individuals and families
need to have a plan to supplement their
income during retirement while planning for
children’s education along with other
expenses. For this reason, there is a great
need for financial education, especially in
the Gulf. Fund managers who work with
local financial institutions that understand
the importance of financial education will
most probably be the ones to achieve future
success.
Marketing is Key
The launch of additional Islamic financial
products needs solid marketing; it is not
enough to launch funds in the hope that
investors will come across them one day.
Fund managers should also avoid relying on
one sales channel to help grow assets. They
should instead focus on multiple routes to
markets and investors.

Source: Ernst & Young, Islamic Funds and Investment Report 2010


This brings us to the main question – why
are Islamic funds only targeting Muslim
investors? The Islamic fund market weighs
in at the billions of dollars level, whereas the
global fund market is worth trillions of
dollars. Islamic funds should change their
marketing strategy to target all potential
investors, especially those interested in
companies with lower debt. Islamic investing
is simply a form of faith-based investing — a
low-debt, ethical investment style.
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Source: Morningstar, 2011
Saturna Capital
We mentioned earlier that there were some
exceptions to the general rule that the
largest Islamic funds are domiciled in
Saudi Arabia, Kuwait and Malaysia.
One of those exceptions is Saturna Capital.
Based in the U.S., Saturna manages two
Islamic equity funds – Amana Growth and
the Amana Income funds. The Amana
Income fund, the first Islamic equity
fund in the world, was launched in 1986.
From 1986 to 2004, assets only grew to
$30 million. The fund manager however,
was consistently able to show good
investment results and earned the
highest ratings in the U.S. among fund
managers.
Saturna was then able to put its two Islamic
funds on fund distribution platforms, such
as Charles Schwab and TD Ameritrade and
saw their assets under management explode.
Today, Saturna’s two funds combined
manage over $3.6 billion. A majority of
investors in these funds are non-Muslims
seeking good returns from a disciplined
fund manager.


From the chart, ‘Growth in Assets Under
Management’, it is clear how fast the Amana
funds grew to become the largest Islamic
funds. There is no other fund on the market
that has been able to match this growth rate.
Comparing the Amana funds asset growth
with the UBS Islamic Fund, benchmarked to
the Dow Jones Islamic Market Titans 100
Index, it can be seen that the UBS fund has
had almost no growth in assets since its
inception. The reason may be that the fund
was mainly sold to Muslim investors who
stepped forward and specifically asked for it.
Amana appears to have made a stronger
sales effort in the long-term.

POINT OF VIEW

Tariq Al-Rifai joined Dow Jones in 2009
after a 13-year career in the Islamic
finance industry. He founded Failaka
Advisors in 1996 to promote and develop
Islamic financial instruments and since
May 2004 had served as vice president,
UIB Capital, Inc., Chicago. Previously he
was vice president Islamic Banking at
HSBC Bank in New York and was a
partner at The International Investor, a
Kuwaiti shareholding company.

The Message is Clear
The message is clear, for Islamic funds to
succeed; they must attract a wider audience.
Investors worldwide, regardless of their
religious beliefs or investment strategies
look for a solid track record. If Islamic
funds can deliver this, then they should cast
a wider net and go for the mass-market. In
the long-run, this can only lead to a win-win
situation for the Islamic fund industry and
the investors.




COUNTRY FOCUS

NEWHORIZON Rajab-Shawwal 1432

Mauritius – An Emerging Centre for Islamic Finance
By: Najmul Hussein Rassool, Product Development Specialist in Islamic Finance, Cim
Global Business Mauritius
It seems that Kenya (see NewHorizon January 2011) is not the only East African
country with ambitions in the Islamic finance space. Mauritius, one of the most
successful and stable democracies in the region, feels that it too is well placed to
offer Shari’ah-compliant financial products and services in both the onshore and
offshore markets. In this article Najmul Hussein Rassool, product development
specialist in Islamic finance at Cim Global Business Mauritius provides a background
on Mauritius and its investor-friendly tax and regulatory regime and reports on the
progress the country has made so far in accommodating Shari’ah-compliant financial
services.
Mauritius with its mixed population of
Europeans, Africans and Asian has a
reputation for peaceful co-existence and
racial harmony, as well as economic and
political stability. The island covers an area
of 1,865 square kilometres and is situated in
a convenient time zone (GMT +4) in the
Indian Ocean that makes same-day
transactions possible from the US, through
Europe, the Middle-East, Australia and
Asia. It is now emerging as a major
international business platform in this
region of the world aided by the fact that its
population of 1.3 million inhabitants has
the highest adult literacy rate for the whole
of Africa as a result of free education at
primary and secondary school level. This
highly-disciplined and educated workforce
is also equally fluent in English and French,
while many also speak a third international
language - Hindi, Urdu, Arabic, Mandarin
and a host of European languages. Most of
its professional workforce qualified from
internationally recognised institutions
and/or world class professional bodies. In
addition, the government of Mauritius
recently enacted legislation encouraging
foreign professionals to set up in the
country.
The success of Mauritius in achieving
economic growth, despite the current


financial turmoil, can be attributed to its
political stability, the pursuit of stable
macroeconomic policies and the
establishment of a regulatory framework
that is favourable to private sector
development. These policies have been
fundamental to the development of many
sectors in the economy, including that of
financial services. In just three decades, the
country has moved from a mono-crop,
sugar-dominated economy to being services
oriented. With traditional growth sectors
like tourism and manufacturing remaining
strong and new emerging economic activity,
the island has become a mature economy,
one of just two in Africa to have graduated
to middle-income status. This transition has
been facilitated by preferential access
agreements to markets worldwide, notably
to the EU, through the Cotonou agreement;
with the US through the Africa Growth and
Opportunity Act and with Eastern and
Southern Africa, through the Common
Market for Eastern and Southern Africa
(COMESA) and the Southern African
Development Community (SADC).
Mauritius has a well-developed network of
internal and external communications. An
extensive and well maintained road
infrastructure; a modern, efficient and free
port; a web of sea links and direct air

connections with cities around the world;
high bandwidth fibre cable connectivity; a
reliable fixed and mobile telephone
network; express courier service providers
and freight forwarders and fully serviced
business and industrial parks.
Critically Mauritius complies with best
practices in terms of transparency, good
governance and ethics. In particular it has
enacted legislation to prevent money
laundering and terrorist financing, while the
business framework itself has been made
simpler. It has a hybrid legal system
consisting of English common law practice
and the French Napoleonic Code, although
company/commercial legislation is
essentially based on English common law.
An International Financial Services Centre
In his keynote address to launch the 5th
Asia/Africa International Fiscal Association
Conference in May 2011, the Vice-Prime
Minister and Minister of Finance and
Economic Development, Hon. Pravind
Kumar Jugnauth, said, ‘Mauritius is
revisiting its legislative and institutional
framework to reinforce financial supervision
and strengthen the regime to fight money
laundering and other financial crime. The
OECD, IMF and World Bank recognise that
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Mauritius is an international financial
services centre of substance and integrity.’
Mauritius is recognised as a leading regional
centre for offshore fund structuring and
administration and for investment
particularly in Indian, Asian, Middle East
and African countries. The Companies and
Securities Act and Rules permit
establishment of open and closed ended
schemes, retail, professional, hedge and
venture capital funds. Unit trust and
partnership schemes and foreign recognised
schemes may also be registered in
Mauritius. The jurisdiction imposes no
capital gains tax, no withholding tax, no
capital duty on issued capital,
confidentiality of company information,
exchange liberalisation and free repatriation
of profits and capital, no estate duty,
inheritance, wealth or gift taxes, as well as
no stamp duties, registration duties or
levies. Mauritius also has the distinct
advantages of being a treaty-based
jurisdiction, with 36 double taxation
avoidance agreements (DTA’s) signed so
far and is a signatory to a number of
Investment Promotion and Protection
Agreements (IPPA).
Historically development financial
institutions (DFIs) have been the main
investors in African funds. While DFIs will
remain the core investors in Africa funds,
more and more foreign direct investments
into Africa is expected to be sourced from
the East, mainly from China and India and
Mauritius would seem to be an ideal
jurisdiction to domicile African funds and
generally to establish holding structures for
African foreign direct investments.
Why Mauritius?
Mauritius has all the advantages of a
traditional international financial services
centre, but in addition it has:
❑ Cost efficient professional services – fund
administration, accounting, legal services,
etc.
❑ A network of 36 tax treaties that provides
tax efficiency, which most traditional
offshore centres generally cannot offer.


❑ A system of foreign tax credit provided
under Mauritius domestic tax law that
reduces Mauritius tax liability on foreign
source income to an effective rate of
between 0% and 3%.

COUNTRY FOCUS

State Bank of Mauritius

There are also some specific advantages as
far as African funds are concerned.
Capital gains tax, where imposed in
Africa, are generally levied at a rate in the
range of 30%–35%. All Mauritius tax
treaties, however, restrict taxing rights on
capital gains to the country of residence
of the seller of the assets. With Mauritius
not taxing capital gains, there is a
significant potential tax savings by using a
Mauritius domiciled fund. Mauritius
currently has tax treaties with 13 African
states (Botswana, Lesotho, Madagascar,
Mozambique, Namibia, Rwanda, Senegal,
Seychelles, South Africa, Swaziland, Tunisia,
Uganda and Zimbabwe); has signed treaties
with two other states (Republic of Congo
and Zambia), which are awaiting
ratification and is currently awaiting
signature with Egypt, Malawi, Kenya,
Nigeria and Ghana. Mauritius is also
negotiating tax treaties with Algeria and
Burkina Faso.
Almost all African nations impose some
withholding tax on dividend paid to
non-residents – generally between 10% and
20%. All Mauritius tax treaties limit the
withholding tax on dividends. The treaty
rates are generally 0%, 5% or 10%, thereby
creating potential tax savings of between
5% and 20% depending on the country.
The treaties guarantee the maximum
effective withholding tax rate in the face of
potential changes in fiscal policy in the
investee countries.
Being an African nation, Mauritius has
signed agreements with 17 African member
states, with three more agreements in the
pipeline, which typically provide the
following guarantees to investors from the
contracting states:
❑ Free repatriation of investment capital
and returns.
❑ Guarantees against expropriation

A number of
Shari’ah-compliant global
funds have already been set
up in Mauritius and there is an
increasing interest in Mauritius
as a place to structure sukuk
using Shari’ah-compliant trusts
as vehicles.
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Development Bank, was then called in to
streamline the Islamic finance regulatory
framework. The proposals were finalised
and the Finance Act 2007 brought the
necessary amendments into the legislation in
June 2007. It made provision for banks to
operate either as a fully-fledged Islamic bank
or alternatively, to offer Islamic banking
services through a window operation.

Construction at Ebene, Mauritius Cyber City

A working group on Islamic banking was
then set up to work on guidelines for
conducting Islamic banking business in
Mauritius. The objective was to design a
simple and standard regulatory framework,
within which Islamic banking could develop
and integrate in a seamless manner with the
conventional financial system. The working
group was broadly based and included
representatives from the banking industry.
Those guidelines were finalised and issued
to the industry in June 2008.

❑ Most favoured nation rule with respect to
treatment of investment, compensation for
losses in case of war, armed conflict or riot.

taxed at a maximum rate of 3% and can
end up paying no income tax depending on
the foreign tax credit.

❑ Arrangements for settlement of disputes
between investors and the contracting
states.

The Governor of the Bank of Mauritius, Mr
Rundheersing Bheenick, in his speech at the
launching ceremony of Century Banking
Corporation Ltd, the first Islamic Bank in
Mauritius, on 30 March 2011 commented,
‘For a country which is second to none in its
pluralism, we just could not stay away from
Islamic banking. We need to develop our
own niche market and strive to become a
regional hub for Islamic finance.’

An Emerging Islamic Finance Hub
Mauritius is an active player in the global
Islamic finance industry. Indeed, a
combination of fiscal and non-fiscal factors
has made Mauritius particularly attractive
as a jurisdiction in which to structure
Islamic financial products. A number of
Shari’ah-compliant global funds have
already been set up in Mauritius and there is
an increasing interest in Mauritius as a place
to structure sukuk using Shari’ah-compliant
trusts as vehicles.
A number of Shari’ah-compliant funds have
been set up in Mauritius because of its
attractive taxation regime. Mauritius
generally imposes a flat rate of income tax
of 15%. However, funds holding a Category
1 Global Business Licence are effectively


Milestones in the Development of Islamic
Finance in Mauritius
In October 2005 the Government set up a
Steering Committee to explore the possibility
of establishing Islamic financial services in
Mauritius and this committee proposed to
have the legislative framework reviewed and
amended to facilitate the introduction of
Islamic banking in Mauritius. A Malaysian
expert on Islamic finance – Dato Ahmad
Tajuddin, former CEO of Bank Islam
Malaysia, seconded by the Islamic

The Bank of Mauritius, the country’s central
bank, also sought affiliation with the
Islamic Financial Services Board (IFSB). In
November 2007, the Bank was duly
admitted as an Associate Member of the
IFSB. In May 2009, the Bank of Mauritius
with the IFSB hosted a seminar on Islamic
capital markets in Mauritius in joint
collaboration with the Financial Services
Commission (FSC). This event aimed to
bring Mauritius to the attention of the
global Islamic finance community, as well as
the Mauritian community in general. In the
same month, the Bank of Mauritius was
admitted as a full member of the IFSB while
the FSC became an associate member another major step towards the
implementation of a comprehensive Islamic
financial services industry in Mauritius.
On 5 May 2009 HSBC Mauritius in
collaboration with HSBC Amanah launched
its Islamic banking window to cater for the
growing demand for Islamic banking
services from global business clients. In
April 2010 a Statement of Standard Practice
SP5/10 was issued by the Mauritius
Revenue Authority on VAT on murabahah
transactions.
In October 2010 the IFSB coordinated the
establishment of an International Islamic
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Liquidity Management Corporation (IILM)
and the Bank of Mauritius became a
founder member, along with 10 other
central banks and two multilateral
organisations (the Islamic Development
Bank and the Islamic Corporation for the
Development of the Private Sector). The
new corporation, the IILM, will issue
investment-grade instruments to facilitate
liquidity management for institutions
offering Islamic financial services and crossborder investment flows. The government of
Mauritius contributed $5 million (US) to the
capital of this supranational body, a clear
demonstration of its commitment to
creating an environment conducive to the
development of this new Shari’ah-compliant
platform in the banking landscape.
In October 2010, the Bank of Mauritius
also entered into a Memorandum of
Understanding (MOU) with Bank Negara
Malaysia, a lead regulator in Islamic
finance. The MOU establishes a
collaborative framework for mutual
cooperation in capacity building and human
capital development in the financial services
industry with the expectation of creating a
pool of high-calibre professionals in the
field.
On 31st March 2011 the Century Banking
Corporation, the first Islamic Bank licensed
by the Bank of Mauritius, was launched.
Born from a strategic partnership between
Qatari investors through Domasol Limited
and British American Investment Group,
Century Banking Corporation will focus on
wholesale banking, treasury and wealth
management targeting Africa, Asia,
Mauritius and the Middle East. Bait ul
Mashura Finance Consultations, a
consultancy firm licensed by the Central
Bank of Qatar provides Shari’ah advisory
services to the bank.
The Use of Mauritius Trusts for Wealth
Planning and Sukuk Structuring
The Mauritius Trust Act 2001 is based on
the English common law trust model and
provides for the setting up of private trusts
(whether discretionary or fixed interest),
charitable trusts, non-charitable purpose
trust and commercial trusts (e.g. pension


and employee benefit trusts). All trusts must
be created by written instrument and are
limited to a maximum lifespan of 99 years,
except for charitable trusts, which may be
of perpetual duration and non-charitable
purpose trusts, which are limited to 25
years.
A trust can be set up as a resident or
non-resident trust. A resident trust, licensed
as a Category 1 Global Business, is taxable
in Mauritius on its chargeable income at the
rate of 15% per annum. According to the
Mauritius Income Tax (Foreign Tax Credit)
regulations 1996, however, the resident
trust is allowed a maximum credit of 80%
of the Mauritius tax chargeable with
respect to that income, which is not derived
from Mauritius. The effective rate of
income tax is, therefore, 3.0%. On the other
hand, a non-resident trust pays no income
tax on income derived outside Mauritius,
but does not benefit from Mauritius’
network of DTAs. Non-resident
beneficiaries of an offshore trust are exempt
from income tax on the income derived
from the trust.
How Does It Work?
In the case of an ijara sukuk, the owner of
an asset will typically sell the asset to a
bankruptcy remote Special Purpose Vehicle
(SPV), set up solely for the issuance of the
sukuk. The SPV can be set up in Mauritius
as a trust. There will be no withholding tax
in Mauritius on the periodic payments or on
the reimbursement of capital to the sukuk
holders that are not resident in Mauritius.
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non-resident trust and would be exempt
from all income tax.
The SPV can be structured to be bankruptcy
remote and such bankruptcy remoteness
will be enforceable in Mauritius. In the case
of a dispute, the courts in Mauritius will
give effect to any arbitration clause chosen
by the parties and the parties can have
recourse to the Privy Council in England,
which is the ultimate court of appeal.
The availability of Shari’ah-compliant trusts
in Mauritius facilitates the creation of
Shari’ah-compliant SPV’s, but also provides
numerous benefits to sukuk holders, the
ultimate beneficiaries.

Najmul Rassool was educated at
universities in the UK and South Africa
and is a Chartered Islamic Finance
Professional (Malaysia). He is
responsible for developing
Shari’ah-compliant products at CIM
Global Business Mauritius and for
liaising with Shari’ah scholars.

If the underlying assets are located in a
country with which Mauritius has a double
taxation agreement then, depending on the
terms of the DTA, there may be no capital
gains tax payable when the Mauritius SPV
sells the assets back to the original owner. If
the underlying assets are not immovable
assets and the Mauritius SPV does not have
a permanent establishment in the source
country, then the Mauritius SPV may end up
paying no tax in the source country on the
rental income derived from the lease of the
assets. If the underlying assets are not
located in a country with which Mauritius
has a DTA, then the SPV can be set up as a




RETROSPECTIVE

NEWHORIZON Rajab-Shawwal 1432

Marketing Strategies for Islamic Banks
By: the Late Mr Muazzam Ali, Founding Chairman of IIBI
This issue of NewHorizon carries a
short article by Tariq Al-Rifai,
Director – Islamic Market Indexes
at Dow Jones Indexes. In it he
suggests that Islamic banks need
to strengthen their sales and
marketing, perhaps even going as
far as targeting non-Muslim
investors. This is an idea that was
being promoted by the late
Mr Muazzam Ali more than 15
years ago. Some of Mr Ali’s
thoughts are also remarkably
prescient given the current
problems faced by individuals and
small businesses in particular when
they seek to obtain bank finance,
whether that is to buy a home or to
fund the growth of a small
business. It seemed appropriate,
therefore, to revisit a paper
presented by late Mr Muazzam Ali
at the 1st Global Convention on
Retail Financial Services ‘Visions of
the 21st Century’ in London in
November 1994.

Introduction
In order to give a better perspective of
Islamic banking I will begin by briefly
outlining its salient features and how it
differs from the conventional banking. My


purpose in doing so is to highlight the many
attractive features of Islamic banking, which
lend it a strong universal appeal. I suggest
that these features along with the general
principles and approaches to the
formulation of marketing strategies can be

used to develop a sound marketing strategy
for Islamic banks. I do not propose to go
into the procedural matters, as these should
be covered by concerned specialists keeping
in view the latest developments and
advances in the field of technology.
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The Two Systems of Banking
The two systems of banking, that is Islamic
and conventional, are based on different
concepts. While Islamic banking is value
oriented, conventional banking is value
neutral. It is also important to note that
Islamic banking is part and parcel of the
overall Islamic economic order, which aims
to establish a society based on equity and
justice.
As is well known, Islam rejects the
institution of riba or interest and considers
it as unjust and exploitative. It considers the
charging and paying of interest as
unacceptable. Leaving aside the religion’s
belief, a critical examination of the issue of
interest will show that it is indeed unjust
and gives rise to several undesirable and
harmful effects.
In the interest-based banking system, the
owner of the capital is assured of a
pre-determined fixed return regardless of
whether or not the borrower has made a
profit on the borrowed money. Failure to do
so can have very unpleasant and tragic
consequences for the unfortunate borrower.

Islamic banking has features
which, properly projected and
practiced, are bound to appeal
to people of all religious faiths
as well as to people without
any religious faith.


Another harmful effect of the interest-based
banking system is that it widens the gap
between the rich and the poor. This
inevitably leads to social tensions, instability
and economic problems. Take the case of a
large, interest-based international bank.
Here, the number of depositors may run
into millions, but the numbers of borrowers
constitute a small percentage of it. The huge
sums collected from the depositors at low
rates of interest are lent to a few rich and
influential people who make huge profits
from the borrowed funds, but the depositors
do not get a share in those profits. Similarly
the fat profits made by the banks are
distributed among their shareholders and,
once again, not shared with the depositors.
Yet again, the wealthiest and most powerful
capitalists operate through banks, which are
major stockholders in and creditors of large
non-financial corporations.
The conventional banking system based on
the creditor/debtor relationship is unfair as
in such a relationship the creditor also
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enjoys leverage over the debtor. Compared
to this, the participative system promoted
by Islamic principles is fair and just as
parties to a transaction share in the profit
and loss in mutually agreed proportions
Lest I be misunderstood, I wish to make it
clear that in discussing the differences
between Islamic banking and conventional
banking it was never my intention to malign
the latter. The conventional banking system
has played a major role in the economic
development of the West and is still
performing many useful functions, but being
interest based and value neutral, it is not
able to fulfil the material and moral needs of
society. Islamic banking has features which,
properly projected and practiced, are bound
to appeal to people of all religious faiths as
well as to people without any religious faith.
The lack of constraint in conventional
banks investing in activities that may be
deemed to be unethical and morally
questionable has in recent years troubled the
conscience of increasing numbers of people
in the West and the investment principles in
Islamic banking should appeal to this
growing body of people in the West,
including Muslims. (The 2008 financial
crisis is perhaps living proof of where some
of these unethical and morally questionable
investment activities led. Regrettably, it is
some the poorest members of society who
are being hit hardest by the fallout as
governments, which had to bail out the
financial world, cut benefits and impose
more stringent taxes to recoup their outlay –
Ed.) As such, a marketing strategy for
Islamic banks must target all the people,
regardless of their religious beliefs.
Most experts in the field of Islamic banking
also believe that Islamic banking has the
potential to produce greater returns on
investments than conventional banks. This
potential of Islamic banks to outperform the
conventional banks should play an
important part in a marketing strategy for
Islamic banks.
The Benefits of Islamic Banking
Interest-free Islamic banking is essentially
an equity-based system where the depositor
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in an Islamic bank is considered to be a
shareholder. The enjoyment of the rights
and privileges of this position is an
attractive feature of Islamic banking and
should be projected in developing the
marketing strategy of Islamic banks. The
just and humane treatment of borrowers
in genuine difficulty should also be
emphasised in the marketing strategy of
Islamic banks.
A number of eminent economists have
suggested that an equity-based system is
more stable than the traditional system. In
1930, Henry Simons argued that the
traditional banking system was inherently
unstable. He said that as a crisis develops
and earnings fall, banks seek to contract
loans to increase reserves, however each
bank does so at the expense of other banks
and in the process some banks become
insolvent and are forced to close. The
banking failures in the U.S. during the
1980s have revived interest in the proposals
for equity-based banking. This attractive
feature of Islamic banks must not be
overlooked in any marketing strategy for
Islamic banks.
While the adherence of Islamic banks to just
and socially-responsible principles holds a
powerful attraction for the people, it is
natural for them to also expect a healthy
profit on their investments. Similarly, the
large and growing body of people in the
West who, regardless of their religious
beliefs, prefer to invest in financial
institutions who do not deal with companies
engaged in unethical and morally
questionable activities, also expect a good
return on their investments.
While a marketing strategy for Islamic
banks must exploit their moral and ethical
basis, those same banks must also make
every effort to make them at least as
profitable, if not better, than the
conventional banks, so that they can offer
good returns to their clients. This requires
well-designed and equipped organisations,
highly competent and motivated staff, the
use of modern tools and techniques of
management and advanced technologies.
Islamic banks must also establish strong
research and development departments to
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bring new products and services to the
market to meet the needs of existing and
potential clients. Dissemination of
knowledge about these features of Islamic
banks would inspire confidence and attract
clients.
Allaying Apprehensions
Any marketing strategy for Islamic banks
must also allay apprehensions, which some
people have about Islamic banking.
Islamic banking has not made the progress
which was certainly expected of it at the
beginning and which the Muslim peoples
aspired to and are still aspiring to. As long
as rich Muslims do not place their funds in
Islamic banks, Islamic banking will not be
able to fulfil its true potential; it is crucial
that the relevant facts be brought to the
attention of those Muslims in control of
financial resources.
Certainly, a reason why rich Muslims are
not supporting Islamic banks may be that
conventional banking, having been well
established for centuries, seems to them
safer and certainly guarantee a
predetermined return with little or no risk
to capital. They should, however, note that
most of today’s powerful conventional
banks started off in a small way with
meagre funds. They only grew strong and
powerful with the support of people; the
people who backed these small
organisations did so because they had great
faith in them. They had the spirit of
enterprise and were willing to take risks for
potential gains.
This pertinent, historical fact must be
emphasised if Islamic banking is to gain the
attention of rich Muslims
and so revive the early enthusiasm, which
filled so many Muslims in the 1970s. The
rich in the Muslim countries must,
therefore, be persuaded that they have a
moral obligation to support the system by
investing their funds through Islamic
financial institutions.
The Importance of the Human Factor
It goes without saying that in an
organisation, financial or otherwise, the

While a marketing strategy for
Islamic banks must exploit their
moral and ethical basis, those
same banks must also make every
effort to make them at least as
profitable, if not better, than the
conventional banks, so that they
can offer good returns to their
clients.
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human factor is the most important by far.
A corollary of this is that without quality
manpower even an inherently good and
sound idea or system will not yield the
results of which it is capable. Any marketing
strategy for Islamic banking must give this
requirement the highest priority.
The personnel charged with the running of
Islamic banks must not only have a
thorough knowledge and understanding of
the concept of Islamic banking, but also a
firm belief in it and a strong commitment to
develop it to the best of their abilities. To
claim that a bank is functioning on Islamic
principles just because it uses Islamic
terminology is not enough. Its clients
must believe in the authenticity of the
claim.

While conventional banking
personnel can succeed by
relying on precedent and
routines built up over
centuries, Islamic banking still
presents a continual stream of
new problems needing the
attention of alert and original
minds.



Many of the people working in Islamic
banks have been educated and trained in the
conventional banking system; naturally their
mindset has been shaped by the
value-neutral, interest-based conventional
system and they might find it difficult, if not
impossible, to presenting a proposition for
Islamic banking to potential clients, both
Muslims and non-Muslims; nor are they in
a position to explain Islamic banking
objectives or to stand up to those who
challenge the concept of Islamic banking.
All that some were able to do was to use the
conventional financial products to which
they were accustomed, alter them slightly,
change the name and slap the word Islamic
onto them. They did little to study the new
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concepts with a view to designing new
financial products.
There is no denying that, with some
exceptions, the majority of people who have
been at the helm of affairs in Islamic banks
did not fully believe in establishing the
Islamic financial system; nor did they have
faith in its viability. For this reason they
neither made much effort to seriously train
their staff in the principles and operations of
Islamic banking, nor did they initiate much in
the way of serious research and development
to evolve new Islamic financial products and
services. Trained personnel who do not have
the tunnel vision of conventional bankers
along with dedicated research and
development are an essential support for any
marketing function to achieve better
understanding of customers and new
products that will expand the customer base.
There is no shortage of talented and
educated Muslims in the world, particularly
in the field of banking and finance and
Western financial organisations have been
able to lure Muslim talents into their service.
To promote and market Islamic banking
products and services, the new managers of
Islamic banks must be dynamic and
forward-looking men of vision who can
build their organisations on the distinctive
Islamic heritage. They should also be able to
present Islamic banking as a solid and
durable institution capable of representing
the Islamic identity and principles that can
be applied universally.
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Islamic Finance and SRI: The Expectations Gap
By: Usman Hayat, CFA
When labels like ‘Islamic,’ ‘responsible’ and
‘sustainable’ are placed on finance, they
trigger expectations of ethical differences
from the mainstream. Meeting customer
expectations is a tough task for any
business, but when it comes to Islamic
finance and socially responsible investing
(SRI), the gap between expectations and
practice presents a significant challenge.
Anecdotal evidence suggests that, rightly or
wrongly, some of the expectations triggered
by ‘Islamic’ finance are no lending money
on interest, no financing of ‘sin’ industries,
profit and loss sharing, asset and enterprise,
microfinance, small and medium sized
enterprise (SME) finance, poverty
alleviation and environmental sustainability.
Perhaps the underlying theme is profit
sharing, doing good and avoiding harm to
society and the environment.
In practice, other than refusing to finance
‘sin’ industries, these expectations are hard
to meet. Despite the expectation of profit
sharing, most of the financing in the Islamic
financial sector is debt based, where the
form of financing is changed to that of a
sale or a lease without necessarily changing
its economic substance.
Customers are usually told that the
difference between Islamic finance and
conventional finance lies in fulfilling certain
technical conditions of classic Islamic
commercial jurisprudence, which give
financing the contractual form of a trade or
a lease. Some customers scale down their
expectations and take what is available;
others turn away in disappointment.
This gap between expectations and practice
produces sarcastic media coverage—for
example, ‘Don’t Call It Interest’ (Richard C.
Morais, Forbes, 2007) and ‘How ShariaCompliant Is Islamic Banking?’ (John



Foster, BBC News, 2009). Academic
research papers such as ‘Incoherence of
Contract-Based Islamic Financial
Jurisprudence in the Age of Financial
Engineering’ (Mahmoud A. El-Gamal,
2007) also raise similar issues. Regarding
doing good and avoiding harm to society
and the environment, some argue that the
job of financial institutions is to maximise
profit for their shareholders and that
profitable business leads to a prosperous
society. If shareholders want to do
something charitable, they can do so in their
private lives.
A counterargument is that to use the
‘Islamic’ label, financial institutions need to
go beyond changing the form of financing
and earn their profits while actively doing
something positive. The catch here is that
for such positive pursuits to work,
customers also have to do their part. To
avoid interest-bearing debt in financing,
customers have to be ready to share profits
with the financier and to make investments
rather than extend interest-bearing loans,
customers should probably seek equity
funds and not bank accounts.
Similarly, if customers want institutions that
offer Islamic financial services to pursue
socio-economic goals, they should be willing
to share any additional risks and costs. If
customers are unwilling to put their money
where their heart is, finance, pragmatic as it
is, may also be unwilling to go very far in
nonfinancial pursuits.
This gap between expectations and practice
is not unique to Islamic finance. Other
shades of ethical finance, such as SRI, face it
too. One would think that because lending
money on interest is not an issue in SRI,
meeting expectations would be easy – not
exactly.

In 2004, in a research paper titled ‘Socially
Responsible Investing,’ Paul Hawken found
that ‘the cumulative investment portfolio of
the combined SRI mutual funds is virtually
no different to the combined portfolio of
conventional mutual funds.’ In other words,
the expected ethical difference was blurred.
In its 2007 ‘Guide to Climate Change
Investment,’ Holden & Partners provided a
similar finding: ‘SRI and ethical funds
perform just as well (if not slightly better)
than their mainstream counterparts because
in most cases they are in fact mainstream.’
Perhaps the titles of these two biting articles
published in 2010 summarise their content:
‘100 Best Corporate Citizens? What a
CROck!’ (Marc Gunther) and ‘When Pigs
Fly: Halliburton Makes the Dow Jones
Sustainability Index’ (R.P. Siegel). Paul
Hawken also noted in 2004 that ‘Muslim
investors may be puzzled to find Halliburton
on the Dow Jones Islamic Index fund.’
How to deal with this gap between
expectations and practice? Do financial
institutions mislead customers with labels
like ‘Islamic,’ ‘responsible’ and ‘sustainable’
or do customers have unrealistic
expectations? Is it possible to bring the
practice and expectations closer?
There is no easy answer to these questions.
Having said that, one thing that could help
in narrowing the gap between expectations
and practice is honest communication of
what exactly is the ethical proposition so
that when someone takes ‘a small step’
toward ethical ideals, it is not criticised for
not being ‘a giant leap’ but appreciated for
what it is.
Usman Hayat, CFA, is director of Islamic
finance & ESG at CFA Institute. Any views
expressed here are solely those of the writer.





NEWHORIZON Rajab-Shawwal 1432

LEGAL MATTERS

Form Over Substance –
Will the Secular Courts Force the Issue?
By Richard de Belder, Partner, SNR Denton
Introduction
There is general agreement that the
fundamental principles underpinning
Islamic finance offer the potential for a
different and perhaps sounder way for
undertaking financial transactions. Its
position towards risk sharing, the facts that
assets underpin its financing and its lack of
exposure to certain types of assets
associated with the recent credit crisis have
attracted the attention of various
international institutions. For example, the
UNCTAD (United Nations Conference on
Trade and Development) secretariat issued a
note entitled ‘Services, development and
trade: the regulatory and institutional
dimension – Expanding trade opportunities
for developing countries’ which favourably
mentions the ‘asset-based and risk-sharing
nature’ of Islamic finance. When, however,
some of the more common Islamic finance
products are analysed in detail, the
conclusion is that Islamic finance will not
always be less risky when compared with
conventional finance products.
The report issued by the Taskforce on
Islamic Finance and Global Financial
Stability adopts the useful approach of
splitting Islamic banking into various
activities on the asset side of the balance
sheet – inventory, fee based services,
asset-backed transactions and profit-sharing
transactions. This is a useful starting point
to consider some of the Islamic finance
products and the way in which they are
often structured in practice.
Mudaraba and Musharaka Transactions
Mudaraba and musharaka fall within the
profit-sharing transaction matrix and can
arguably be said to be the best form of
Islamic finance. In their purest form they


embody a different approach to conventional
financing in that here the Islamic financier
invests in an asset or business activity with
its return solely depending on the
profitability of that investment.
There are risks though in this strategy. The
Islamic financier should take on a more
active role in the investment. It will need to
have the skills and expertise to oversee the
musharaka in which it is a partner or coowner or to oversee the performance of the
mudarib. The risk of incurring losses is
likely to increase if they do not have these
skills. In many jurisdictions there will also
be risks (both for it and its representatives)
in having its nominees as directors (or being
seen to be shadow directors) on the board
of directors or other managing body of the
venture in which they invest. An Islamic
financial institution that adopts this
business model will look different to a
conventional financial institution and,
therefore, will have a different risk profile
when it comes to considering what
regulations should apply to it.
Many mudaraba and musharaka
transactions, however, have been structured
so that the risk-sharing element has
effectively been reduced. It was common
practice for purchase undertakings to be
used with musharaka and mudaraba
transactions. These enabled the Islamic
financier to exit the arrangements by
compelling the customer, through the
purchase undertaking, to buy back the
musharaka or mudaraba interest at a
pre-determined price. This price would
result in the Islamic financier receiving an
amount equal to its initial investment (less
any repaid ‘capital’ amounts).
The statement on sukuk issued by the
Accounting and Auditing Organisation for

When, however, some of the
more common Islamic finance
products are analysed in
detail, the conclusion is that
Islamic finance will not always
be less risky when compared
with conventional finance
products.
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Islamic Financial Institutions (AAOIFI) in
February 2008 has meant that this type of
purchase undertaking is now problematic
with these types of financings, unless the
price is fixed when the purchase
undertaking is exercised by reference to the
net value, market value, fair value or other
agreed price, which is fixed or agreed when
the purchase undertaking is exercised. This
has caused some concerns because often
Islamic financiers (or their customers) want
more certainty upfront about how much is
to be repaid.
In structuring a transaction an incentive fee
is often paid to the mudarib (under a
mudaraba) or to the managing partner
(under a musharaka). There is nothing
inherently wrong with such a payment;
however, the fee is often structured so that it
strips out all profits above a trigger amount
(usually calculated by reference to a
conventional interest rate benchmark such
as LIBOR). This means the return payable
to the Islamic financier will be similar to a
return that a conventional financier would
receive.
There are technical arguments to support
the fact that the rate of return may be the
same as or similar to that achieved under a
conventional financing. There are, however,
those who question whether an incentive
fee based on such an approach cuts across
the fundamental aim of musharaka or
mudaraba financings, when the Islamic
financier’s profit is supposed to be based
on a fundamentally different risk-sharing
model and, in return, for sharing in higher
risks, it is to receive a higher profit return.
So, here the argument is that while on
the face of it the documents are described
as musharaka or mudaraba financings,
the substance of the transactions
produces an economic result which is
often similar to that of a conventional
financing.
Asset-Backed Islamic Financing
While the Islamic Finance and Global
Financial Stability report uses the term
‘asset-backed’ transactions, it is debateable
whether this is correct for all transactions.
In reality a better term for some
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transactions will be ‘asset-based’.
The economic outcome for commodity
murabaha and trade murabaha transactions
is arguably similar to conventional loans
because, once the asset is sold, there is no
asset other than a debt (the deferred
payment price). In this sense it is an
‘asset-based’ transaction.
While it is true that, with both commodity
murabaha and trade murabaha transactions,
the Islamic financier will own the
commodity or asset, that ownership will be
brief. That ownership, however, brings with
it added legal risks, although these are often
not reflected in the profit mark up. For
example, as the owner of the asset (even
though briefly) it may not be able to exclude
by contract various statutory warranties and
strict liability obligations.
With a commodity murabaha, there are
insolvency-related risks with the various
brokers and other counterparties involved in
the flow of funds on the transaction date. In
the author’s experience, attempts to mitigate
these risks with revolving facilities through
legal assignments of claims and other
security-related strategies have, on the
whole, not been approved by the Shari’ah
scholars because their position has been that
no mention should be made of the
commodity brokers in the arrangements
involving the Islamic financier and the
customer. If any document is required that
refers to the brokers, it may be possible to
have a side letter.
There must, however, be concerns about
this approach. If a banking officer were to
go into the witness stand he would have to
say that everyone knew the involvement
of the brokers was crucial to the flow of
funds from the Islamic financier through
the brokers and then down to the customer.
It is also likely that a court would look
at documents in the round and draw
conclusions about what was going on.
While splitting and dicing the documents
may tick the boxes in the context of the
form of the transaction this, in the
author’s view, is not guaranteed to work if a
court looks at the substance of the
transaction.

If a banking officer were to go
into the witness stand he
would have to say that
everyone knew the
involvement of the brokers
was crucial to the flow of
funds from the Islamic
financier through the brokers
and then down to the
customer.
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Will the Courts Force the Issue on the Form
over Substance Debate?

the Islamic financier allowing the
customer/lessee to buy the leased asset early.

The recent credit crisis has subjected Islamic
finance transactions (and conventional
financings) to more scrutiny. This has been
especially true in parts of the Middle East
where the property market has crashed. One
example has been a court decision in Dubai
on ijaras.

The AAOIFI Standard on ijaras (appendix B
to Shari’ah Standard No. (9) – Ijara and
Ijara Muntahia Bittamleek) says that an
ijara financing is different from a hire
purchase arrangement because, with hire
purchase, the ownership of the asset passes
once the last instalment has been made
without the need for any further documents.
With an ijara financing the use of these
separate undertakings which, if exercised,
require a separate sale and purchase
agreement, is seen as distinguishing the two
types of transaction.

Arguably an ijara transaction can be said to
be asset backed but whether it is ultimately
depends on whether it is truly an operating
lease. An Islamic ijara financing is supposed
to be an operating lease with the Islamic
financier lessor remaining responsible for
various owner-related matters such as
property insurance, major maintenance and
taxes associated with ownership.
The normal approach, however, has been to
put these obligations (including the initial
cash flow obligations) on the
customer/lessee through a service agency
agreement. The agency arrangement,
however, results in the Islamic financier, as
principal, being obliged to re-imburse the
customer/lessee for the costs it has incurred.
The economic aim is for the customer to
remain responsible for these costs. Usually,
therefore, more rent is charged that equals
the re-imbursement obligation; the two
amounts are set off so the customer bears
the cost.
In terms of form, it can be said, on a
document-by-document basis, that the
Islamic financier is the owner and remains
liable for these owner liabilities. The effect
of taking the documents together, however,
means that it is more difficult to sustain this
argument, which is why international
accounting standards adopt the view that,
taken in the round, these are financing
leases.
These ijara financings also have purchase
undertakings in which the Islamic financier
can call for the leased asset to be bought by
the customer for a price that is usually
based on the fixed rent (i.e., the initial
purchase price that remains outstanding)
and other amounts due under the lease.
There can also be a sale undertaking from


It is perhaps open to debate, however,
whether this is a sustainable position. In
many countries the courts will look at the
intent of the parties to see what they were
trying to achieve. The reality is the customer
wants finance to get an asset. A recent
judgment of the Dubai Court of First
Instance took the position that, when
documents were looked at together, rather
than in isolation, the transaction was a sale
by instalments.
There are arguments that Shari’ah scholars
raise to counter this view, but the analysis
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used by the Dubai court is perhaps a wake
up call that the approach of cutting and
dicing the documents to uphold an
argument that each document is Shari’ah
compliant, may not result in the desired
outcome if a dispute is heard by a secular
court.
Conclusion
The early years of the last decade
involved a sustained effort to develop
Islamic finance in an international context.
Many of the transaction structures and
agreements were approved on the basis that
they were not to be treated as ‘set in stone’
precedents. They were approved to kick
start the industry, but would need to be
improved over time. It may be that,
sometimes, improvements have not been
made to the level expected. In addition,
there are arguments that there has been too
much focus on the form of the documents
rather than analysing the real intent
underpinning the Islamic finance transaction
and the intention of the parties. The
scrutiny of these documents and structures
by the secular courts may add impetus to
the need to revisit these issues with more
urgency.

Richard de Belder is a
partner at SNR Denton
and returned to the UK
in 2007 after being the
Managing Partner in the
firm’s Abu Dhabi office.
He has been involved
with the Middle East
since 1979 and has
spent 20 years living and
working in the UAE and
Oman. Richard heads up
the firm’s Islamic finance
practice. Richard has
many years’ experience
in dealing with Shari’ah
scholars and has been
actively involved in the
structuring and
documentation of many
leading
Shari’ah-compliant
transactions.
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The Takaful Journey – A Fork in the Road
By: Muhammed Muqeem, Consultant, Takaful Consultancy Services
A Brief History of Takaful
From its foundations in the middle of 1980s
takaful has seen rapid, if not dramatic
growth. By the end of 2010 the takaful
industry could boast 190 operators globally.
The combined contributions of these
operations are estimated to be USD$9.1
billion in 2010 and projected to be about
USD$12 billion in 2011. The figures are still
relatively small compared to conventional
insurance premium incomes, but they are
significant considering the size, age and
geographical spread of most of the takaful
operators.
The rapid progress of the takaful industry
was driven primarily by the growth
potential of insurance products and services
that would be acceptable to Muslim
populations, which had hitherto shunned
conventional insurance as haram. This
huge opportunity impelled a large number
of entrepreneurs and a few of the
conventional insurance companies to set up
takaful companies to market
Shari’ah-compliant products. During this
period a number of products have been
hurriedly put together, mainly by selecting
conventional insurance products, modifying
their terms and conditions so that they
conform to Shari’ah requirements and thus
qualify for approval by Shari’ah boards.
There is very little evidence to indicate that
any concerted effort has been made to
innovate in terms of new product lines or
provide any unique added value to existing
ones that would delight the Muslim
customer base.
Where Are We?
One of the main objectives of most of the
takaful operators was to start marketing
their products as quickly as possible in
order to achieve profitability within two or
three years. Unfortunately, most of these


takaful operators are either still struggling
to become profitable or operating on very
thin margins. The reasons why most
companies are still struggling to become
successful are:

administration and sales staff and the
development of human resources,
particularly in the area of understanding
takaful.
A Fork in the Road

1. Product planning and development has
been poor. In their eagerness to become
profitable in the short term companies
have selected lines of business that may
not be suitable for long-term growth.
For example, motor, travel and
short-term investment insurance
products, while providing a good
contribution to volumes, have also led to
higher outgoings by the way of claims,
resulting in weak balance sheets.
2. Insufficient attention has been paid
to the development of proper
distribution channels, which are
productive, cost effective and sustainable
in favour of ineffective broker
relationships.
3. Excessive eagerness for short-term
profitability has resulted in operators
adopting strategies which may have
yielded some gains, but may not be
conducive to long-term, stable growth.
4. There has been a lack of a clear
understanding of the cost base and the
effective management of operating costs
across the functions of the organisation
resulting in a failure to deliver
efficiencies. This has been a very
significant factor in most new companies
struggling to either reduce losses or
show robust profits.
5. Unimaginative investment strategies
have resulted in poor investment
incomes.
6. There has been insufficient attention to
and investment in the training of

The journey so far has been rapid, but the
industry has reached a stage when it needs
to choose the road that would make it more
attractive and rewarding for all the
stakeholders. Companies need to focus
more on the participants (policyholders in
conventional terms) in terms of satisfying
their needs and expectations than has been
the case so far; participants deserve this
attention. Takaful operators need to
undertake a major review of what more
needs to be done, not only to have a more
satisfied customer base, but also to
develop more efficient organisations that
would be better equipped to weather
competition and are financially viable. Ernst
& Young’s World Takaful Report 2010
documents a number of issues to which
operators need to pay attention in order to
live up to expectations. Some of the
important things on which they need to
focus on are:
1. Design products that meet the needs of
different market segments and clients.
Each market has distinctive needs and
hence the products offered should
respond to those needs. The
one-size-fits-all view should go and
companies should develop unique selling
propositions that would better satisfy
needs and have a higher degree of
acceptability to the market.
2. The demographic trends have seldom
been factored into developing products
and marketing strategies. This is
particularly true for geographies where
the Muslim population is dominant or
significantly large. A study of the
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population profile of the GCC and
Levant countries indicates that the
average age is about 22 years. Similarly,
the average of age of the populations of
Indonesia and Malaysia is around 31
years. This, compared to the population
profile of European countries, is
relatively young. This profile will change
significantly over the next 30 to 40
years. The baby boomers of today will
have extensive liabilities in terms of
children’s education and taking care of
their own retirement needs. Increasing
life expectancy is another factor that
needs to be taken into consideration. It
is, therefore, necessary to design
long-term savings and pension plans
that would satisfy the medium and
long-term needs of the population,
where most of the takaful companies are
operating.
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financial year and distribute those
amongst the participants as quickly as
possible. Any profits that cannot be
allocated to participants, for whatever
reason, must be distributed to charities
in consultation with and on the advice
of their Shari’ah boards.

3. Takaful companies must never forget
that their special role is to offer products
and services that not only ensure
financial security, but also strictly adhere
to the requirements of Shari’ah. No
compromise whatsoever must be made
in this regard as any laxity could
seriously damage the image of the
company and may also irrevocably
affect trust in the takaful system. Some
companies for reasons of expediency or
in the interests of short-term gains have
not been fully sensitive to this and this
could seriously damage long growth.
Customers need the comfort of knowing
that the products they are buying are
fully compliant with Shari’ah.

5. The takaful business is a co-operative
effort between the participants, the
takaful operator and the shareholders.
Ideally, the participants are central to
the takaful concept, as they are the
contributors to and the owners of the
takaful fund. In practice they simply
contribute to the funds and receive
benefits as laid down in the terms and
conditions of the takaful contract. This
practice is contrary to the takaful spirit
and has been raised as a concern by
some Shari’ah scholars. It is, therefore,
necessary to involve the participants,
so that they have a say in the
operations of the takaful company. One
possible approach is to create a
participants council, which could be
constituted by selecting fixed numbers of
participants on a limited-term, rotation
basis. Such councils could meet
periodically to review the progress of the
company and make suggestions to
improve products and services, satisfy
themselves that their fund is being
managed judiciously and ensure that the
operations reflect their aspirations. This
would be an important step towards
conforming to the takaful concept and
increasing the co-operative spirit by
involving all stakeholders.

4. The sharing of profits at the end of each
financial year constitutes an integral part
of any takaful proposition. It is
imperative that takaful companies have
in place a transparent system to
determine the profits at the end of each

To continue the journey it is vital that
takaful operators choose the right road to
move forward and achieve the objectives of
Islamic finance and satisfy those people who
have made a conscious choice, which is
based on faith.

Takaful operators need to undertake a major review of what
more needs to be done, not only to have a more satisfied
customer base, but also to develop more efficient organisations
that would be better equipped to weather competition and are
financially viable.
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Challenges to Islamic Finance in
the Post Financial Crisis World
Although the Islamic finance
industry was relatively
unaffected by the financial crisis
in the initial stages, nonetheless
it started to feel the pain as
impact from the fallout
translated into the real economy
with tumbling real estate values.
There have been many defaults
in Islamic finance instruments
such as sukuk during the last
two years exposing the industry
to many challenges. In order to
maintain the pace of growth and
to make further progress, a
good understanding of the
challenges faced by this industry
is required.
Against this backdrop, IIBI in
collaboration with the London
UMNO Club organised a
2nd international programme
on 26 March, 2011 titled

‘Challenges to Islamic Finance
in the Post Financial Crisis
World’. This programme was
held at the London School of
Economics and Political Science.
The objective was to create an
awareness among professionals
and the wider public of the
development of the modern
Islamic financial sector with the
key focus on the challenges
faced by this sector in the post
financial crisis world.

impressive growth made by the
Malaysian Islamic financial
sector over the last two decades.
He also touched upon some of
the main reasons for the recent
financial crisis and the key
strengths of the Islamic financial
sector. After the key note
address, there was a two-hour
interactive panel session
moderated by Dr Humayon
Dar.

Dato’ Sri Nazir Razak, Group
Managing Director/Chief
Executive Officer of the CIMB
Group was the keynote speaker.
He highlighted the contribution
of Malaysia and the consistent
efforts made by its government
in the development of the
modern Islamic finance industry.
He drew attention to the

This very lively and interactive
Q & A session covered a
number of issues including legal,
regulatory, Shari’ah compliance
as well as the standardisation of
products and practices in the
Islamic finance industry; an
overreliance on the debt-based
contracts of murabaha and
tawarruq in the Islamic financial
sector was also scrutinised.

The panel included Dr
Mohammad Akram Laldin,
Executive Director of the
International Shari’ah Research
Academy for Islamic Finance
(ISRA), Malaysia; Warren
Edwardes, CEO of Delphi
Risk Management and a
member of IIBI’s Banking
Advisory panel; Mike Rainey,
partner in the Middle East &
Islamic Finance Practice
Group of King & Spalding; Ali
Vania, Senior Manager, Islamic
Bank of Britain; Mufti
Muhammed Zubair Butt, a
UK-based scholar and Mufti
Abdul Qadir Barkatulla who is
a member of the Shari’ah
supervisory committees of
several Islamic financial
institutions.

German University Students Visit IIBI
A group of 15 students
completing Bachelor’s degree
in business and finance at the
University of Applied Sciences
in Stralsund, Germany visited
the IIBI in May 2011. They
were led by Professor Patrick
Moore, finance lecturer at the
University and Ms Nadja
Doberstein. The objective of
the visit was part of a
programme to gain practical



insights into actual business life
in the UK.
The group was received by
Mohammad Shafique,
programme development coordinator at the Institute. He
also delivered a presentation on
the concept and principles of
Islamic finance, its evolution
since the early 1960s, key
contracts used in Islamic

financial transactions and recent
developments in the Islamic
financial sector. He also
emphasised the moral and
ethical principles of Islamic
banking.
There was an interactive Q&A
session after the presentation
which included the impact of
financial crisis on the Islamic
financial services sector, the

pricing of Islamic financial
products and services, the
regulatory framework for
Islamic financial institutions and
how profit and loss sharing
works in Islamic banking
operations. The group described
their visit as ‘a great and
interesting experience’, which
provided them ‘an insight’ into
the Islamic financial services
sector.
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April Workshop – Sukuk, Their Practical Applications and
Challenges
The first corporate sukuk was
issued in mid-1990s in Malaysia,
but the sukuk market did not
gain international recognition
until the first Malaysian
sovereign sukuk was issued in the
early 2000s. Sukuk market
growth was phenomenal between
2001 and 2007, however, it
nosedived in 2008 with the onset
of the financial crisis and the
drying up of liquidity in the
international financial markets;
this was coupled with the
Accounting and Auditing
Organisation for Islamic
Financial Institutions (AAOIFI)
statement in February 2008 that
questioned the Shari’ah
compliance of certain sukuk
instruments in the market, which
were based upon the underlying
structures of musharakah,
mudarabah and wakala.
The market improved slightly in
2009 and started to pick up
again in 2010. The number of
sukuk deals announced in the
first quarter of 2011 is very
encouraging and provides a
bullish view of the future
direction of the sukuk market.
There have been many sukuk
defaults in the last two years
and the resolution of these
defaults will be a good test for
the Shari’ah and legal
framework for future sukuk
structuring and restructuring.
Against this backdrop, IIBI’s
4th Annual Sukuk workshop
was held on ‘Sukuk, Their
Practical Applications and

Challenges’ in April, 2011,
which was hosted by the
National Skills Academy for
Financial Services, London.
Understanding Sukuk
The workshop began with a
scene-setting session, an
overview of sukuk. Mohammed
Ismail, IIBI’s Associate Fellow
and Senior Manager at Sony
Europe discussed the concept of
sukuk, its basic structure, its
comparison with conventional
bonds, key parties involved in a
typical sukuk transaction as
well as the applications of
sukuk. Sukuk, plural of sakk, is
an Arabic word, which means
‘documents representing a
contract or conveyance of
rights, obligations and/or
monies’. According to AAOIFI,
sukuk are certificates of equal
value representing undivided
shares in the ownership of
tangible assets, usufructs and
services or (in the ownership of)
the assets of particular projects
or special investment activity.
AAOIFI has listed 14 authorised
types of sukuk so far and its
classification is based on the
underlying contracts in the
sukuk transactions.
Ismail pointed out that the key
word in the AAOIFI definition
is ‘ownership’ by the investors
in the underlying assets financed
by sukuk proceeds and it has
profound implications for the
nature of sukuk instruments
when compared with



interest-based bonds. With the
right size and underlying
structure, however, sukuk can
be viable products, competitive
product with bonds in terms of
pricing and issuance costs.
In addition, sukuk provide
access to an incremental
investor base.

years. The restructuring of sukuk
does have some benefits, among
them are that it minimises the
bad publicity attaching to the
obligor; it may be quicker than
formal proceedings and the
restructuring company can
continue to operate as a going
concern.

An Evolving Instrument

Sukuk Taxation

In the next session, Richard T. de
Belder and Matthew Sapte,
Partners at SNR Denton UK LLP,
an international law firm, used a
range of case studies to illustrate
how sukuk structures, risk
allocations and documentation
have evolved. Most of the sukuk
deals so far have been asset based
implying that the undertaking
and creditworthiness of the
obligor was the crucial element
in the deal. There have also been
some asset-backed deals, where
the returns to sukuk holders were
dependent upon income from the
underlying assets and/or projects
financed by the sukuk proceeds.
They also touched upon the
rating criteria for sukuk, which
have been broadly based upon
the creditworthiness of the
originator in most of the sukuk
transactions. They pointed out
that there is still a lack of
diversity in ratings, which means
they only meet the risk appetite
of certain investors.

In the financial session,
Mohammed Amin, Islamic
finance consultant and a
member of IIBI’s magazine,
NewHorizon’s Editorial
Advisory Panel looked at the
taxation issues for sukuk from
a UK market perspective.
Using ijarah and mudarabah
structures as examples he
analysed the practical issues
that a UK-based issuer would
have faced in the absence of
any changes in the tax law in
terms of corporate tax,
withholding tax, value added
tax (VAT), capital gains tax
and stamp duty land tax (SDLT)
for issuance of such instruments.
He also explained the treatment
of income and capital gains
in the hands of UK-based
investors. He then elaborated
on the changes made in UK tax
to accommodate the issuance
and trading of Sukuk. He
concluded the session by stating
that even though rules are
complex, UK tax law now
makes it feasible for UK
companies to issue sukuk using
UK land without adverse tax
costs.

Finally they explained sukuk
restructuring, which is important
because there have been many
Sukuk defaults in the last two
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Diary of Events endorsed by the IIBI
July

September

11–13: The International Takaful Summit
2011 – Bridging the Gap Between the
Takaful and Insurance Industries,
London

26–27:7th Annual World Islamic Funds
and Financial Markets Conference,
Bahrain

Although the takaful industry has
experienced healthy growth in recent
years, the untapped potential is enormous.
The conference will address some of
the issues that should help the industry
achieve its full potential including better
consumer education and acceptance, the
lack of an experienced human resource
and the need for more diversified product
lines.
Email: attend@takfulsummit.com
www.takafulsummit.com

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



This year’s conference will include topics
such as strategies for re-igniting growth and
increasing the diversification of Islamic
financial instruments, as well as assessing
new initiatives to increase liquidity
management. The organisers promise the
format this year will be more interactive to
encourage debate and audience
participation.
Contact: Sophie Shah
Tel: +9714 343 1200
Email: sophie@megaevents.net
www.megaevents.net

25–26: 3rd Annual Moscow International
Forum – Islamic Finance and
Investments
Leading economists and financiers will
discuss the current situation and the
specifics of Islamic finance in the world and
Russia in particular. Dialogue with
regulators, included in the agenda for the
first time, will give an opportunity to learn
about the regulators’ vision and possible
approaches to the regulation of Islamic
finance in Russia. Business representatives,
lawyers, experts and consultants will discuss
the future development of the industry and
new opportunities for attracting Islamic
investment into the Russian economy.
All enquiries via the website of Bank
Conference Moscow at
www.bankconference.ru/en

November
October
18–20: 3rd World Islamic Retail Banking
Conference, Dubai

21–23: 18th Annual World Islamic
Banking Conference, Bahrain

The theme of WIRBC this year is: ‘Evolving
Economy: Spotlight on Islamic Retail
Banking’. Conference topics will include
‘Islamic Retail Banking: What is the next
step?’, the ‘Annual Open Fatwa Session’ and
‘Fuelling Regional Competition.’

This conference claims to be the world’s
largest gathering of Islamic finance industry
leaders. In 2010 it attracted 1,200 delegates
from 50 countries. One of the highlights of
the event is the release of the annual ‘WIBC
Competitiveness Report’ produced in
collaboration with McKinsey & Company.

Contact: Lucia Kasanicka
Tel: +9181 0580 5411 800
Email: lucia.kasanicka@fleminggulf.com
www.fleminggulf.com

Contact: Andrew Chopra
Tel: +9714 343 1200
Email: andrew@megaevents.net
www.megaevents.net
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Promoting Islamic Finance




Shari’ah compliance is the backbone of
the Islamic finance industry; it gives
legitimacy to the practices of Islamic
banking and finance and boosts the
confidence of the shareholders and other
stakeholders. Mufti Barkatulla discussed
the roles of Shari’ah scholars, highlighted
contemporary Shari’ah governance
practices and also looked at the key
issues, which need to be addressed for
improving and strengthening the Shari’ah
governance framework.
Mufti Barkatulla started the lecture by
stating that Shari’ah, which refers to the
principles and rulings contained in and
derived from the Quran and the Sunnah, is
widely adhered to by the vast majority of
Muslims across the globe. Shari’ah not only
governs faith and worship, but also
economics, social and other aspects of
human life. Shari’ah transcends national
jurisdictions and can be understood as an
extra layer of jurisdiction in a multi-layered
world of regulations and authorities.
Shari’ah Boards
AAOIFI standards define the Shari’ah
Supervisory Board (SSB) as an independent
body of specialised jurists in Fiqh al
muamalat (jurisprudence of commercial
transactions). He mentioned that according
to the AAOIFI standards, the SSB is
entrusted with the duty of directing,
reviewing and supervising the activities of
the Islamic financial institution in order to
ensure that they are comply with Shari’ah
rules and principles. The main roles of the
SSB, therefore, include ex-ante and ex-post
Shari’ah rulings; reviewing and certifying all



contracts, documentation and products and
periodic audits of products and practices.
Every Islamic financial institution has an
SSB to be appointed by the shareholders in
their annual general meeting upon the
recommendation of the board of directors,
taking into consideration local legislation
and regulations. The hiring of SSB members
takes place with the approval of the
shareholders, so is the firing. SSB members
should not, however, include directors or
significant shareholders of the Islamic
financial institution.

interest in the various roles of a Shari’ah
scholar and there is a need for more
transparency in the various roles of Shari’ah
scholars, especially those who are working
on the international level. He added that in
the last few years many Shari’ah advisory
firms have appeared in the key international
hubs of Islamic finance to support Shari’ahcompliance and advisory work.
The Future

According to Mufti Barkatulla, a deep
knowledge and insight about Islamic
jurisprudence in the context of commercial
transactions, as well as a good
understanding of the conventional financial
system, are primary requirements to become
a Shari’ah scholar; a person should also
have at least three years’ experience of
giving Shari’ah rulings. He or she should
have an impeccable track record in social,
economic and financial dealings, as well as a
good character and reputation.

Going forward, Mufti Barkatulla
mentioned that there is a need to develop
human capital in the Shari’ah governance
space and that it will be one of the greatest
assets for further development and growth
in the Islamic finance industry. He believes
the Islamic finance industry should commit
more resources for the training of new
Shari’ah scholars as well as enhancing
the skills of existing ones. There is also a
need for proactive engagement among
practitioners and Shari’ah scholars to solve
pressing issues and for Ijtihad to settle
divergent points.

Shari’ah-Compliance Risk

In Conclusion

Mufti Barkatulla emphasised that Shari’ah
non-compliance risk is a significant risk for
an Islamic financial institution (IFI). It will
impact on its revenues, because in the case
of an identified Shari’ah non-compliant
transaction, the income arising from such a
transaction would have to be given to
charity. This risk may also have very
negative impact on the reputation of an IFI
and may result in a loss of confidence
among the depositors, investors, customers
and other stakeholders.

He concluded the session by stating that
regulators, industry players,
standards-setting bodies such as AAOIFI
and IFSB and Shari’ah scholars should join
hands to strengthen the Shari’ah governance
framework. There is also need to
harmonise Shari’ah governance practices
as it will facilitate the further development
of the Islamic finance industry and
strengthen its position on the international
scene.

The Supply of Scholars
He pointed out that at present some
scholars are in high demand due to their
knowledge and experience and there is a
need to train new Shari’ah scholars. There is
also a need to address the issue of conflict of

Mufti Barkatulla is a leading UK-based
Shari’ah scholar with a strong
background in economics and finance.
He is a member of the Shari’ah
Supervisory Boards of several Islamic
financial institutions including the Islamic
Bank of Britain and the Arab Banking
Corporation London.





 



 

The product development process entails
input from various functional departments
of a bank. Dr Ahmed discussed the
product development process and
Shari’ah objectives and broadly looked at
the key ingredients, which are required to
meet the Shari’ah objectives in Islamic
finance product offerings.

NEWHORIZON Rajab-Shawwal 1432

He highlighted the fact that the ability of
Islamic banks to develop products that can
fulfil the legal and social Shari’ah
requirements depends on various factors at
different levels. At the macro level, the
institutional environment in the form of
legal and regulatory regimes determines the
types of products that can be developed.
Given the external institutional settings, the
organisational structure and capabilities of
different financial institutions determines
the types of products that can be offered.
Within the context of the international,
national and institutional settings, Dr
Ahmed went on to discuss the two main
product types – Shari’ah compliant and
Shari’ah based.

The Product Development Process

Shari’ah-compliant Products

The lecture began with a definition of the
product development (PD) process, which
refers to the structured flow of activities and
information required to create new
products. The process identifies the
sequence of activities undertaken and the
distribution of responsibilities among
relevant personnel to develop new products.
An important aspect of this process is to
have a well-planned scheme that details the
various phases and steps in each part of the
process. This scheme acts as a roadmap to
develop new products. Elements of the PD
process also facilitate the determination of
execution time and the performance of the
product after launch. Financial institutions
with rigorous PD process are more likely to
produce successful products.

Shari’ah-compliant products satisfy the
form and substance of Islamic law, but fail
to pay attention to the social goals.
Specifically, a Shari’ah-compliant product
will not adequately meet the financial needs
of the poor and small/micro enterprises. For
example, providing mutual funds only to
the affluent by setting very high minimum
investment requirements would be Shari’ah
complaint, but it would not meet social
goals, because it does not serve the
middle-class and poorer sections of the
population.

Meeting the Objectives of Shari’ah
Dr Ahmed pointed out that Islamic finance
is considered to be a part of an Islamic
economic system, which has an inherent
social orientation. The overall goal of this
system is to realise the maqasid al-Shari’ah
(objectives of Shari’ah), which should
manifest itself in the economy as enabling
growth and justice. This implies that other
than fulfilling the legal requirements, an
Islamic financial system should also cater to
the social needs of a society. Accordingly,
there is a general agreement that maqasid
should be inherent in the operations and
products of Islamic financial institutions.



Shari’ah-based Products
A Shari’ah-based product is a
Shari’ah-compliant product fulfilling the
legitimate needs of all market segments.
Specifically, a Shari’ah-based product will
not only satisfy the form and substance of
Islamic law, it will also satisfy the financial
needs of all sections of the population
including the poor and small/micro
entrepreneurs. Thus, a Shari’ah-based
product is a Shari’ah-compliant one
realising the social goals. For example, a
home financing product that targets all
segments of the population, including the
poor would be Shari’ah-based.
As producing Shari’ah-based products can
be more costly and more risky, economic
considerations may incline banks to move
towards Shari’ah-compliant or

pseudo-Islamic products. The board of
directors along with the top management
determine the overall strategy of a bank and
that will take market/product dimensions
into account. Once the board determines the
social orientation of the organisation by
identifying the market/product targets in the
overall strategic goals, the senior
management devises the product
development strategy and plans for
implementation.
Dr Ahmed noted that a related decision that
the board has to make is to identify the
preferences in the Shari’ah goals and
profitability domain. If profitability is the
only concern, the banks may sacrifice
certain social Shari’ah requirements. For
example, providing finance to the poor is
socially desirable but may not make
economic sense in terms of profitability.
While a bank may opt out of financing this
market segment by considering the
economics of financing, the Shari’ah-based
approach would be to develop appropriate
products that minimise the associated risks
and provide the bank with a satisfactory
rate of return. He emphasised that the
board has to clearly demonstrate preference
for Shari’ah-based products by accepting
this approach and providing the resources
to develop them.
The Role of the Shari’ah Board
As the product development process entails
input from various functional departments of
a bank at different stages of the development
cycle, the Shari’ah department and Shari’ah
Supervisory Board (SSB) play a vital role in
ensuring the fulfilment of Shari’ah
requirements in the product development
process. The SSB, among others, has direct
responsibility for ensuring that products
comply with the principles and values of
Professor Dr Habib Ahmed is the Sharjah
Chair in Islamic Law and Finance at
Durham University. Prior to joining
Durham University in September 2008,
Professor Ahmed worked at National
Commercial Bank and Islamic Research
and Training Institute (IRTI) of the Islamic
Development Bank Group in Saudi Arabia.
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Shari’ah and provides a seal of approval
before they are launched in the market.
He concluded by stating that there is a belief
that the SSB should be responsible for




There is more to Islamic banking than the
mere abolition of interest (riba). Ali Vania
discussed the key principles of Islamic
banking as well as the underlying
structures for Islamic banking products.
He also looked at the current Islamic retail
banking scene in the UK.
Islamic retail banking has seen many ups
and down since 1982 when the Al Baraka
Investment Company bought Hargrave
Securities, a licensed deposit taker and
converted it into an Islamic bank. Al Baraka
offered investment deposits and house
finance products. In the wake of tightening
of regulations in 1993, however, Al Baraka
surrendered its banking licence and closed
its branches, but continued operating as an
investment company. In the late 1990s The
United Bank of Kuwait, which was later
renamed as the Ahli United Bank, started



 

implementing social aspects or maqasid in
Islamic banks. The role of the SSBs is to
ensure that the maqasid is achieved at the
contract level by fulfilling the form and
substance of Islamic law. The control of

the broader social character of banking
operations in terms of product and
market features, however, lies in the hands
of the board and senior management, not
the SSB.

offering Islamic mortgages. The
development that has attracted the greatest
attention, however, was the establishment
of the Islamic Bank of Britain (IBB) in 2004.

and touched on the much debated issue of
the link to the London Interbank Offered
Rate (LIBOR) in the pricing of Islamic
financial products. Vania shared his
practical experience at IBB and highlighted
the regulatory and consumer education
challenges in offering true profit and loss
sharing products.

Ali Vania began by discussing the main
prohibitions in Islamic banking, which
include riba (interest), mayser (gambling)
and gharar (excessive uncertainty). Apart
from these prohibitions, Islamic banking
avoids investments in those businesses that
are harmful to the environment or society
and aims at generating wealth by making
investment only in halal (permissible)
businesses or sectors of the economy. He
went on to explain the main structures of
murabaha (cost plus mark up financing),
ijarah (leasing), mudarabah (trust/
participation financing), musharakah (joint
venture or co-ownership financing) and
wakala (agency). He emphasised the
underpinning of honesty, fairness and
transparency in financial dealing as the core
principles of Islamic banking.
He went on to look at the range of personal
and business products available in the UK
market with main focus on IBB offerings

The interactive Q & A session included
discussion of several topical issues including
the over reliance of Islamic retail banking
products on the debt-based contracts of
murabaha, the performance and future of
Islamic retail banking in the UK and
whether it offers a real choice for customers
seeking banking products and services that
have ethical and moral dimensions.

Mr Ali Vania is a senior manager at the
Islamic Bank of Britain. He has extensive
retail banking and project management
experience and has held senior positions
in conventional and Islamic financial
institutions.
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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 April to June 2011, the following students
successfully completed their studies:
Ismail Fatima Umar, Economist, Central Bank of Nigeria,
Nigeria
I liked all the aspects of the course. The content was
comprehensive. I wish to express my profound gratitude to the
entire staff of IIBI for their immense support and understanding
toward the successful completion of the course. The programme
has extensively broadened my knowledge of Islamic banking
and insurance and the financial system in general. The
knowledge gained will be very useful in contributing to the
development of an Islamic financial culture in my country.

Mohamed Rousdeen Ahamed Thashreef,
Hatton National Bank, Sri Lanka
This course enhanced my knowledge of
Islamic finance and in my opinion anyone
involved in Islamic banks should study
this course to ensure the Islamic finance
industry is operated according to the
Shari’ah.

Mukhtar Adam, Senior Manager, Financial Control &
Strategic Planning, Zenith Bank Plc, Nigeria
This course provided me with a
detailed and comprehensive
knowledge and insight into Islamic
banking and insurance. Through this
course, I acquired a good knowledge
about Islam’s position on various
financial transactions. The course has
awakened me to the realisation that
core Islamic principles can be
followed in modern day financial transactions and business
undertakings. In fact, as a result of taking this course, I have
started reorganising all my personal businesses in line with
the Shari’ah principles studied. I sincerely believe that, as
more Muslim professionals undertake this course, Islamic
finance will continue to grow from strength to strength.

M.B. Mohamed Yazar, Assistant Manager,
Ceylon Exports UK (Pvt) Ltd, Sri Lanka
The course material has been prepared in an
excellent manner.

Moataz Mohamed Zawam Abd Alhay,
Credit Risk Officer, Al Rajhi Bank,
Saudi Arabia

Naji Hawayek, Lawyer, Clyde &Co LLP,
UAE
The course was informative and wellpresented. I particularly enjoyed dealing
with the questions, which seemed to
touch on the important aspects and
concepts of Islamic banking and
insurance. Overall, this was a very
enjoyable and useful experience.
❑ Laila Adam, France
❑ Mohammad Siddick Asgany
Bundhun, Senior Manager – HR
and Administration, Global
Board of Trade, Mauritius
❑ Ibrahim Mohamed Haji
Bulushi, Malaysia


The course was useful in explaining the
basis of the Islamic economy, which is
justice and fairness. In addition, the
course gave me a better understanding
of the main concept of Islamic finance
which is Profit & Loss Sharing (PLS).

❑ Abdullahi Baba – Isah,
Senior Audit Officer, Central
Bank of Nigeria

Diouf, Financial Markets
Analyst, African Growth
Advisors, South Africa

Import Export Bank, Nigeria

❑ Abdurahman Jemal Yesuf,
Lecturer, Hamamaya University,
Ethiopia

❑ Faycal Haddad, Quantitative
Analyst, AXA IM, France

❑ Mohammad Siddick Asgany
Bundhun, Senior Manager – HR
and Administration, Global
Board of Trade, Mauritius

❑ Birahim Abdallay Amrane

❑ Laila Adam, France

❑ Gbadamosi Shafiu
Kolawole, Supervisor, Nigeria
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SAGE Announce Upgrades to
Prospero at MEFTEC
SAGE, founded in Switzerland
in 1986 and with a regional
office in Dubai announced the
latest upgrades to its Prospero
modular, integrated financial
software at MEFTEC in Abu
Dhabi. They have created six
distinct solutions aimed at
Wealth Management, Asset
Management, Fund
Administration, Independent
Asset Managers/Family Office,
Trading, and Portfolio
Optimisation. SAGE claims that
Prospero is both robust and
scalable. It is also compliant

with the requirements of Islamic
banks.
More importantly for small and
medium-sized organisation,
clients have the option of using a
hosted service, which means that
they do not have to install the
solution on site with the attendant
requirement for a significant,
in-house IT capability capable of
managing the solution. Clients
can simply plug into the Swissbased host site and they are then
billed according to the number of
users and features used.

Path Solutions Extend
Capabilities
Path Solutions has announced
that it has entered into a
partnership agreement with
Universal Payment Services
(“UPS”) Kuwait, one of the
leading firms in transaction
processing and electronic
payments. The move will allow
Path Solutions to offer a wide
range of card management
applications that will enhance
its services offering to the
Islamic banking marketplace.
Universal Payment Services is
the first Shari’ah outsourcing
company that offers international electronic transaction
processing services through a
high-speed, robust electronic
information network.
Under the terms of the

agreement, UPS will be
complementing Path’s iMAL
system with transaction
processing solutions for debit
and credit cards, POS (Point of
Sale) applications with market
specific features, ATM sharing
and driving services and credit
card management solutions.
Path Solutions’ Group Chairman
& CEO, Mohammed Kateeb
added: ‘Our goal is to strengthen
our product portfolio and
complement our expertise by
partnering with UPS to deliver
state-of-the-art, end-to- end
solutions to Islamic financial
institutions. We are pleased to
team up with UPS and are
confident that this agreement
will bring great value to our
customers.





Reem Finance Complete
Deployment of ETHIX
Reem Finance PJSC completed
the final deployment of its
strategic Islamic banking
solution, ETHIX financial
solution in April 2011. The
web-service-based solution
offers Islamic financial
institutions a range of
pre-defined business models
including Islamic finance,
Islamic investment as well as
trading and delivery channels.
Reem Finance signed a
partnership agreement with
International Turnkey Systems
Group (ITS), the owner of the
ETHIX financial solution,
which paved the way for the
rapid deployment of the
ETHIX solution at Reem
Finance’s headquarters in Abu
Dhabi.
‘This partnership with ITS is in
line with our expansion
strategy across the UAE.
Presently, we are operating out
of one branch in Abu Dhabi,
but plan to expand our branch
network to multiple locations
across the country by the end
of 2011,’ said Fatma AlMansour, CEO of Reem
Finance. ‘We chose to partner
with ITS because of their
extensive experience in Islamic
banking technology and the
unmatched power of the
ETHIX financial solution.’
After an extensive evaluation
process Reem Finance selected
ITS to implement the ETHIX
financial solution as the most
suitable vendor to achieve the
company’s strategic technology
and business goals. ITS rapidly
customised, developed and

deployed the ETHIX financial
solution in record time to enable
Reem Finance to proceed with
its 2011 expansion plan.
‘The ETHIX financial solution,
the next generation solution for
Islamic banking has allowed
Reem Finance to reduce its total
cost of ownership, operational
costs and risks to meet growing
customer demand for Islamic
banking products and services,’
said Khalid Al-Saeid, Managing
Director and General Manager
of ITS. ‘The fully integrated
solution is Shari’ah compliant
and has strong product
definition features. We look
forward to building a strong
relationship with Reem Finance
and assist in contributing to the
company’s goal of being one of
the most technologicallyadvanced Islamic financial
institutions in the region.’
Reem Finance plans to use
ETHIX to offer products that
aimed at retail and
SME/Corporate Banking
businesses including goods
murabaha finance, vehicle
murabaha finance, ijara, trade
finance, share finance and
tawarruq. Future plans include
liability products such as
mudaraba and wakala. Reem
Finance selected ITS from a
short list of the top three
vendors in Islamic banking
solutions. ITS solutions are
AAOIFI Certified, provide fully
integrated systems and offer
Shari’ah-compliant products. To
date ITS have a client base of
more than 70 banks across the
world.
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Sukuk and Islamic Capital Markets
Consulting editor: Rahail Ali. Publisher: Globe Business Publishing Limited (2011)
(ISBN 978-1-905783-42-7)
The book is presented in five sections with contributions by a number of
practitioners. Rahail Ali, the consulting editor, is global head of Islamic finance at
Hogan Lovells and one of the most eminent lawyers in this area with many accolades
for working on a number of innovative and high-value Islamic finance deals.
The publication of this book is timely given the reviving interest in sukuk. The sukuk
market had seen healthy growth between 2001 and 2007, but the worldwide financial
crisis caused the market to nosedive in 2008. There were a few green shoots in
2009, but the market did not really start to bounce back until 2010. In the first quarter
of 2011, however, market activity was brisk and would seem to portend substantial
growth for the full year.
The first section entitled ‘Overview of
Islamic Capital Markets’ has two chapters.
The first chapter by Rahail Ali provides an
overview of the sukuk market, its evolution,
sukuk structures as well as legal and
Shari’ah compliance documentation. In the
second chapter, Mark Morris of Latham &
Watkins looks at the Islamic money market
and its relevance to Islamic capital markets;
highlights the shortage of suitable money
market instruments to manage the liquidity
of Islamic financial institutions and
discusses the recent initiatives to develop
the Islamic money market.
The second, four-chapter section is on the
legal and structural anatomy and parties.
The first chapter by Yavar Moini of
Morgan Stanley considers the similarities
and differences between sukuk and
conventional bonds putting forward the
argument that sukuk present a viable and
competitive product to bonds in terms of
structure, pricing and issuance costs. In the
second chapter, Rahail Ali and Imran Mufti
of Hogan Lovells (Middle East) discuss the
legal and structural anatomy of sukuk. The
authors point out that in order to create
critical mass for liquidity in the sukuk
market, there is a need to educate the


investors about sukuk and that a legal
understanding of sukuk compared with
conventional bonds is the easiest way to
comprehend the similarities and differences.
The third chapter by Tahir Jawed and
Manuela Belmontes from Maples and
Calder deals with the role of the SPV
(Special-Purpose Vehicle) issuer, and
discusses in detail the nature of SPV and its
uses in capital market transactions.
Offshore financial centres play an
important part in the structuring of SPV
issuers and several such centres have made
legislative changes to accommodate the
structuring of SPVs. In the last chapter,
Sema Kandemir and Daniel Rankin of
Hogan Lovells analyse the role of the
delegate and paying agent in sukuk
transactions. This chapter also touches upon
the legal rights and responsibilities of the
delegate trustee and various agents who
play crucial roles in facilitating sukuk
transactions.
In the third two-chapter third section,
regulation and standardisation of sukuk
comes under discussion. The first chapter is
jointly contributed by Rahail Ali and
Mustafa Kamal of Al Yaqoub Attorneys &
Legal Advisors. It provides a concise
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discussion of Islamic law and its sources and
points out that standardisation has not been
a norm in Islamic legal history. It also delves
into the historical efforts to codify and
standardise Islamic law and goes on to look
at the issue of standardisation of Shari’ah
principles in the modern Islamic finance
industry, highlighting the efforts of the
Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOIFI) in
standardising Shari’ah rulings through
issuing Shari’ah standards, even though
many issues in the application of these
standards are still unsettled. This chapter
also touches upon the role of the Islamic
Financial Services Board (IFSB) and the
International Islamic Financial Market
(IIFM) in standardising market practices.
It also looks at the issue of the
standardisation of legal documentation
as well as the regulation of sukuk and
provides a brief description of regulatory
developments in Malaysia and the United
Kingdom to facilitate sukuk issuance.
The second chapter on by Roger
Fankhauser of Hogan Lovells (Middle East)
explains the process of sukuk listing, and
provides an overview of listing procedure
and disclosure requirements. The author
notes that the main benefit of listing is the
diversification of the investor pool, but
cautions that this benefit needs to be
weighed against the extra cost and effort
involved in the listing process, as well as the



efficiency and reliability of the listing
authority.
The fourth section on ‘New Directions’ has
five chapters. The first chapter by
Rafe Haneef of HSBC Amanah Malaysia
examines the use and the reasons for the use
of tawarruq for Islamic treasury products as
well as recent tawarruq controversies. The
next chapter on ‘Equity-linked Sukuk’ by
Imran Mufti looks at different sukuk
structures with equity-linked features.
Though a number of Sukuk deals with such
features took place prior to AAOIFI’s
statement in 2008 especially in 2006 and
2007, such deals are rare in the
post-AAOIFI-statement environment. The
following chapter by Shibeer Ahmed of
White & Case discusses the use of sukuk in
project finance. It highlights the increased
emphasis by project sponsors on the use of
Islamic finance for the development of
major power, petrochemical and
infrastructure projects in the Middle East
and Southeast Asia and the sukuk market’s
potential to provide project sponsors with
an alternative source of long-term funding.
Shibeer Ahmed also examines the use of
sukuk for refinancing existing projects. The
penultimate chapter by Debashis Dey and
Stuart Ure of Clifford Chance looks at
Islamic securitisation. This chapter
highlights the fact that true securitisation
use is not common in sukuk transactions as

 

a majority of sukuk deals have no direct
recourse to the underlying assets. The last
chapter by Daniel Rankin deals with various
aspects of the process of restructuring and
buy-back of sukuk.
The road ahead is the focus in the last
section of the book. Moinuddin Malim of
Mashreq Al-Islami discusses the future of
the sukuk market and looks at some of the
important issues highlighted by the 2008
AAOIFI ruling. It is highlights the fact that
sukuk market is young and facing many
challenges including greater clarity in
transaction structures; an enabling legal and
regulatory framework; harmonisation and
standardisation of sukuk issuance
regulations and a deep secondary market.
There appears to be some repetition of
contents in various chapters, which is
possibly due to the fact that many
practitioners contributed to various sections,
although the book’s clarity is unquestionable.
The overwhelming focus on legal issues may
be due to the profile of the contributors as
most of them are eminent lawyers and
experts in this subject area. This book is,
however, a good addition to the library of
Islamic finance practitioners. This will also
be is a good read for anyone interested in
gaining insight into sukuk and Islamic capital
markets, though students may find the
£122.00 price of the book prohibitive.





GLOSSARY


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

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.

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

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.

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.

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

Activities which are permissible according to Shari’ah.

Activities which are prohibited according to Shari’ah.

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.

A sukuk having ijara as an underlying structure.

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.

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.

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

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

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.

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.

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.


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.

A contract between two or more persons who launch
a business or financial enterprise to make profit.

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.

A principle of mutual assistance.

A donation covenant in which the participants
agree to mutually help each other by contributing
financially.

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.

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.


In a mudarabah contract the person who invests the
capital.


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


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.


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.


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

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


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

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.

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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