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Executive Editor’s Note
The last decade has seen Islamic financial institutions achieve
remarkable growth, weathering the financial storms since 2008 and
many have fared better than their conventional counterparts,
according to a comparative study published by the International
Monetary Fund in late 2010. The Shari’ah tenets of profit and risk
sharing and the prohibition on trading in the sorts of toxic assets and
derivatives that brought the conventional system almost to its knees,
have served Islamic financial institutions well. However, the
comparative study findings were based on a number of assumptions
that should not be oversimplified and Islamic financial institutions
should not be complacent. Embraced properly, Islamic finance
principles have the potential to support real economic activity and
enhance responsible financial practices that promote financial stability
and real economic growth – this is the very essence of Islamic finance.
This issue covers the importance of takaful and related issues in
prevailing takaful practices. There is also an in-depth analysis about
the potential and development of Islamic finance in West Africa.
There is still much work to be done by industry players to educate
potential customers as well as members of the wider public (both
Muslims and Non-Muslims) around the globe. There is a need to
demonstrate that Islamic finance offers an alternative approach to
banking, finance and investment; it is all about providing an
equitable and soundly functioning financial system with no ulterior
agenda. In Nigeria, for example, where the first Islamic banking
organisations have recently received approval in principle, there is
strong opposition from some sections of the community, who see
this as ‘Islamisation’ by the back door.
As Islamic finance continues its development and seeks to compete
with global players, it will be increasingly tested by risks and
practices in the challenging environment presented by the
conventional financial system. It is perhaps time to call upon
Islamic finance industry players to pause and give serious thought
to re-examining practices and innovations adopted in pursuit of
short-term profits; they should also examine their disclosure and
Shari’ah governance processes that should provide a high level of
transparency about the ethical foundations in Islamic finance
practices. Otherwise, simply extolling the benefits of adopting the
underlying principles of Islamic finance will begin to sound hollow.

Mohammad Ali Qayyum
Director General IIBI
This magazine is published to provide information on developments in Islamic finance, and not to provide professional advice. The views
expressed in the articles are those of the authors alone and should not be attributed to the organisations they are associated with or their
management. Any errors and omissions are the sole responsibility of the authors. The Publishers, Editors and Contributors accept no
responsibility to any person who acts, or refrains from acting, based upon any material published in the magazine. The Editorial Advisory Panel
exists to provide general advice to the editors regarding matters that may be of interest to readers. All decisions regarding the published content
of the magazine are the sole responsibility of the Editors, and the Editorial Advisory Panel accepts no responsibility for the content.
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Basel III Tier 1 Standby Regulatory Capital for Islamic Banks
International Law firm Pinsent
Masons has jointly launched
FinaXiom-Shareef’s new
Shari’ah-compliant regulatory
capital product, which is
designed to provide Basel III
Tier I Standby Regulatory
Capital for Islamic banks.
Finaxiom’s Standby Regulatory
Capital product breaks the
market trend of simply

translating conventional financial
products into Islamic products
and instead is a new and original
Islamic product that is equally
attractive to conventional banks.
The product was developed over
more than a year of close
collaboration between
FinaXiom-Shareef and
Muhammad Abdullah Al-Harith
Sinclair supported by corporate
partner Jay Birch, funds partners

Ian Warner and Dan Greenaway,
tax partner Eloise Walker, as well
as Islamic finance senior
associate Amir Ali Ahmad in
Pinsent Masons’ Dubai office.
In the new Basle III-geared
financial regulatory
environment FinaXiom
Shareef’s Standby Regulatory
Capital product levels the
playing field for Islamic banks

by providing them with standby
capital on similar terms to those
available to conventional banks.
It aims to offer investors in
Shari’ah-compliant assets an
attractive rate of return while
simultaneously offering
treasurers of Islamic financial
institutions a cost effective way
of managing their capital
requirements.

Boubyan Petrochemical Company
Raises Expansion Finance
Bank of London and The
Middle East plc (BLME) has
announced its participation in
a five year transaction worth
USD $130m with Boubyan
Petrochemical Company
K.S.C. (BPC), the Kuwaiti
shareholding company. The
financing facility provides
Boubyan Petrochemical with
working capital to finance
their expansion and business
development plans in Kuwait.
The lead arranger was
Boubyan Bank with other
participating banks including
Ahli United Bank and Kuwait
International Bank.
Massoud Janekeh, Head of
Islamic Capital Markets at
BLME stated:
‘This is the largest Islamic
financing transaction
undertaken by the
Boubyan Petrochemical
Company to date. This

landmark deal
demonstrates the
confidence a blue chip
Kuwaiti corporation such
as this has in BLME’s
ability to provide
competitive, flexible, and
easy to access
Shari’ah-compliant
products.’
Mr. Adel Al Majed, Deputy
Chairman of the Board of
Directors and Managing
Director of Boubyan Bank, said:
‘Signing this agreement
today proves that Kuwait’s
banks have the ability to
finance large scale projects
during these difficult
financial times globally.
The lack of liquidity and
finance requires hard work
and cooperation in order to
continue to finance
company expansion
projects. This, along with

www.newhorizon-islamicbanking.com

the Government’s plans for
improving the
infrastructure of the
country, will undoubtedly
add value to the Kuwaiti
economy.’

economy as a whole.’ He
added, ‘The company plans
to increase the ratio of
Shari’ah-compliant finance.’

Dabbous Mubarak AlDabbous, the ViceChairman of Boubyan
Petrochemical,
commented:
‘Despite the current
economic climate,
Boubyan
Petrochemical was able
to gain the trust and
support of international
banks to obtain the
finance needed for
moving ahead and
realising expansion
goals. This reflects the
company’s
performance,
shareholders’ profits
and the Kuwaiti

Massoud Janek
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Philanthropy with an Agenda
QIB (UK), a subsidiary of
Qatar Islamic has joined
forces with Unilever Ventures
Limited, the European
venture capital arm of
Unilever, the world’s second
largest FMCG (Fast Moving
Consumer Goods) company,
in putting together a financing
round to support the
commercialisation of a new
technology that has been
developed by IOTA
NanoSolutions (INS). INS
is a high-tech science
technology company based in
Liverpool in North West
England, which has developed
‘ContraSol™’, described as a
‘proprietary nanodispersion
formation technology’. The
investment by QIB (UK) and
Unilever will help INS bring
its new product successfully
to market.

Akbar Ahsan, Head of
Corporate Finance at QIB (UK),
commenting on the joint
venture, said, ‘We are delighted
to join Unilever in supporting
IOTA NanoSolutions in their
development and
commercialisation of
ContraSol™. Our involvement
is driven by our investment
thesis of backing highlyregarded management teams
and partnering with leading
names. IOTA’s leading scientific
team and Unilever’s pivotal role
in the company’s development
and success makes this a unique
opportunity for us. In time we
will work with IOTA to expand
its research activities in Qatar
through establishing a presence
there and participating in the
knowledge-based economy,
which is being developed by the
Qatar Foundation and the

Qatar Science and
TechnologyPark (QSTP).’
Andrew Elphick, CEO of IOTA
NanoSolutions, commented,
‘ContraSol™ is highly
innovative and offers many
possibilities within the
pharmaceutical, agrochemical
and related industries. We look
forward to working with QIB
(UK) and Unilever to further
drive the company’s growth and
accelerate development within
these key strategic sectors.’
ContraSol™ addresses the ‘poor
solubility of active ingredients
that can pose formulation
constraints, impair the
performance of product
ingredients and restrict the wide
use of commercial materials’.
The new product allows the
transformation of poorly
soluble organic active

ingredients into dry solid
formats (for example:
powders, tablets or granules)
that rapidly form
nanodispersions on contact
with liquids. These
nanodispersions then aid the
delivery of and lead to
performance enhancement of
poorly soluble active
ingredients.
This seems to be yet another
example of Qatar’s
determination to build a
business base that is not
reliant on petrochemicals.
Although it is estimated that
Qatar have sufficient oil
reserves to continue at their
present output levels for more
than 20 years, the country’s
government is apparently
taking a long-term view, using
its oil wealth to secure its
future.

Takaful Emerat Partners with NCB Capital
UAE-headquarteredTakaful
Emarat, a Shari’ah-compliant
life and health insurance
company, has announced their
partnership with NCB Capital,
Saudi Arabia’s largest
investment bank and the GCC’s
leading wealth manager, to
make world-class,
Shari’ah-compliant funds
accessible to its customers. As
part of the alliance, Takaful
6 IIBI

Emarat will offer its customers a
range of 21 Shari’ah-compliant
funds managed by NCB Capital.
Speaking on the announcement,
Mr. Ghassan Marrouche,
General Manager, Takaful
Emarat, said, ‘Our partnership
with NCB Capital, the largest
investment bank in the Kingdom
of Saudi Arabia, signifies our
dedication to bringing our

customers a competitive
selection of Shari’ah-compliant
investment products. The
synergy resulting from our new
alliance with NCB Capital will
ensure that our customers can
access a range of investment
products to meet their diverse
needs.’
Hamed Fayez, Head of Asset
Management at NCB Capital,

said, ‘We look forward to a
long-term and rewarding
relationship with Takaful
Emarat. More and more clients
are demanding access to
world-class, Shari’ah-compliant
investment products as
important components of their
portfolios. We are delighted to
be working with Takaful
Emarat to help meet these
growing needs.’

www.newhorizon-islamicbanking.com
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Durham University Launch New Doctoral Training Centre
The Durham Centre for Islamic
Economics and Finance is to
launch a new doctoral training
centre in the autumn. The centre
is a collaboration between the
University’s Durham Business
School and the School of
Government and International
Affairs. Durham has been a
centre for research in Islamic
finance for over 25 years,
with a significant history of
PhD study. The new centre will
build on this success and the
international popularity of the
Durham Islamic Finance
Summer School.

wish to enter the Islamic
financial market, are aware of
the principles, operations,
techniques and mechanisms of
Islamic finance and financial
products as well as the dynamics
of Islamic financial and capital
markets.’

Professor Rob Dixon, dean of
Durham Business School, said:
‘Due to such exciting and
dynamic developments in the
Islamic financial and banking
sector, it is important that
financiers and bankers who are
working in the field, or who

Durham Cathedral
and the River Wear

Dr Mehmet Asutay, the director
of the summer school and a
senior member of the new
centre, said: ‘The centre will
provide exclusive facilities for
research students who have
chosen to specialise in Islamic
finance, which will enhance
Durham University’s
long-standing efforts to
contribute to the development
of academic and intellectual
discourse and the practice of
Islamic finance. It will also
support the international
reputation and recognition of
Durham University.’

Islamic Banks Flex Their Wings
In the last few months several
Islamic banks have announced
their intentions to expand in
into new markets. In some
cases this means expansion
into new countries and in
others it means extending
banking services within their
own countries. In the first
category is Bahrain-based Al

Baraka, who have said they
intend to open a bank in France
in 2012. The proposed bank
will have a capital of
€100 million, although the
success of this venture would
seem to depend on some
changes to French law. Also in
the first category is Turkey’s
Bank Asya, who are said to be

www.newhorizon-islamicbanking.com

considering an acquisition
somewhere in the Balkans. This
project will be undertaken in
conjunction with the Islamic
Development Bank.
In the second category and in
line with their strategy to
expand access to banking
throughout Pakistan, the central

bank there has ordered
Islamic banks in the country
to open 20% of new branches
in rural areas. This is part
of their strategy to increase
the Islamic banking share of
the total banking industry
from just over 7% to 12% by
2015.

IIBI 7
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Training Programme for Shari’ah Scholars Launched
The Dubai-based Hawkamah
Institute for Corporate
Governance has partnered with
the Islamic Finance Council UK
(IFC) to trial a unique training
programme which provides
tailored conventional markets
training for Shari’ah scholars. It
claims to be the only globally
synchronised programme of its
kind.
The programme has been
developed by the IFC, a
UK-based, not-for-profit
organisation, assisted by the
Chartered Institute for Securities
& Investment Institute (CISI). It
is exclusively tailored for
Shari’ah scholars and those
involved with the Shari’ah
assurance process and has been
run successfully in London,
Bahrain and Kuala Lumpur.
Dr Nasser Saidi, Executive
Director Hawkamah and Chief
Economist of the Dubai
International Finance Centre
(DIFC) Authority commented,
‘Hawkamah has been active in
strengthening corporate
governance in Shari’ah-compliant
institutions and building capacity
at the level of the board of
directors. We hope that such
capacity-building programmes
will encourage Shari’ah scholars
to drive innovation in the Islamic
finance industry by developing
Islamic finance instruments for
financing the infrastructure and
public developmental projects,
which will ultimately lead to the
development of the Islamic
Capital markets.’
IFC Chairman, Tariq Masood,
commented, ‘We welcome the
decision by Hawkamah to
8 IIBI

introduce this unique
programme. To be a meaningful
global industry it is important
for key global jurisdictions in
Islamic finance to co-ordinate
and work together to raise
standards for all.’
The inaugural Dubai session
held in June 2011 was the first
such session in the UAE region.
It focussed on debt capital
markets and was hosted at the
DIFC offices of international
law firm, Simmons & Simmons.
Muneer Khan, Partner and Head
of Islamic Finance at Simmons &
Simmons commented, ‘This is a
much needed international
initiative to help Shari’ah
Scholars to develop the practical
legal and commercial context
they need to be able to apply
their Shari’ah knowledge.’
The importance of continuous
professional development
programmes have been
recognised by AAOIFI, IFSB and
the recently updated Shari’ah
Governance standards issued by
Bank Negara as a vital
component in empowering
Shari’ah scholars by both raising
standards and enhancing
capacity.
Dr Daud Bakar, a senior
Shari’ah scholar comments, ‘To
provide meaningful fatwas it is
imperative for Islamic finance
scholars to have a sound grasp
of conventional finance to
compliment their Shari’ah
knowledge. This course aims to
achieve exactly that in a
structured and systematic
manner and thus presents a key
tool in developing Shari’ah
scholars. I commend the Islamic

Finance Council’s vision and
determination in delivering this
now truly global course.’
The next sessions of the
programme will take place in

Kuala Lumpur, Malaysia on the
5th and 6th October 2011, with
a further session planned for
London by the end of the year,
although the date has yet to be
confirmed.

Conservative peer, Lord Sheikh, in discussion
with delegates to the London event

In Brief
Following the granting of a
licence from the Central Bank
in Sri Lanka, Amana
Commercial Bank has
announced that it will open 14
branches across the country to
provide a range of services
including trade finance and
treasury services. The first
branch was opened at the end
of July in Colombo.
Saudi Arabia’s Al-Rajhi Bank
is planning to expand its
operations in Jordan. The
bank, which opened two
branches in Amman in 2009,
believes there is great potential
for the expansion of Islamic
banking in Jordan, which
currently represents just
15–18% of the country’s
banking market.

Dubai Islamic Bank (DIB) has
opened a Rolls Royce
banking service for what it
describes as ‘discerning
clients who expect nothing
but the best’. They claim the
new elegantly designed
branch on Al Maktoum Road
in Dubai offers greater
convenience and a range of
exclusive services for Al
Islami private banking
customers, who will have
access to the personalised
services of highly-experienced
relationship managers.
Dr. Adnan Chilwan, Deputy
CEO – Chief of Consumer
and Wholesale Banking, DIB
commented, ‘Customers who
visit the new concept branch
will be able to fulfil their
banking requirements in
complete comfort and luxury.
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In Brief
As part of DIB’s growth
strategy, we plan to launch
many more Private Banking
branches across the UAE over
the next few years.’
Following on from the
February ban on conventional
banks operating Islamic
windows, the Qatar Financial
Centre Regulatory Authority
has authorised the Abu Dhabi
Islamic Bank to conduct
business in and from the Qatar
Financial Centre. Abu Dhabi
Islamic Bank’s authorisation
permits it to carry on regulated
activities in relation to deposit
taking, providing and
arranging financing facilities
and managing investments.
The International Bank of
Qatar (IBQ) have sold their
Al-Yusr Islamic retail banking
operations to Barwa Bank,
bringing IBQ into line with the
instructions issued by the
Qatar Central Bank in January
for all commercial banks in the
country to cease their Islamic
operations by the end of 2011.
The sale includes the transfer
of all the Al-Yusr retail loan
and deposit account
portfolios, the two Al-Yusr
branches located at Al Sadd
and Al Rayyan including
ATMs and all employees. The
private and corporate banking
portfolios are not included.
In August the Bahrain Islamic
Bank BSC (BisB) confirmed
that is in merger talks with the
Al-Salam Bank-Bahrain
(ASBB). The merger would
create the largest Islamic bank

in Bahrain in terms of total
assets. The combined entity
would have total assets of
BD1.7 billion and shareholders’
equity of BD337 million. The
combined entity would be the
third largest domestic bank in
terms of total assets and the
second largest in terms of equity.
It will have significant
underwriting capacity, synergy
coming from the two banks’
enhanced service delivery
capabilities and be a stronger
regional player in the Islamic
banking industry. The two
Boards of Directors of BisB and
ASBB stated that consolidation
is the way forward for local
banks in general and Islamic
banks in particular in the
aftermath of the financial crisis
and economic downturn and the
increasingly competitive banking
environment in the region.
The merger has received the
approval of the central bank.
Meezan Bank claims to have
achieved a first in Pakistan’s
Islamic banking industry by
becoming the advisor and lead
arranger for the first ever shortterm sukuk for Kot Addu Power
Company Limited (KAPCO),
Pakistan’s largest independent
power producer. The six-month
sukuk structured on a
musharaka basis, an Islamic
alternative to commercial paper,
was issued by KAPCO to meet
its working capital
requirements.
Meezan Bank believes this
six-month sukuk marks the
opening of another much
needed avenue for Islamic

www.newhorizon-islamicbanking.com

mutual funds, which faces a
scarcity of short-term tradable
instruments. The sukuk was
50% oversubscribed by
investors, mainly Islamic
mutual funds.
Saudi Aramco and France’s
Total have announced they have
gained regulatory approval for a
sukuk to finance the Saudi
Arabian Jubail oil refinery.
Deutsche Securities Saudi
Arabia, Samba Capital and
Saudi Fransi Capital have been
appointed joint lead managers
and book runners. The sukuk,
believed to have a value of
approximately $1 billion, will
open on 10 September and will
run for 16 days. It is only open to
Saudi nationals or those
registered in the country. The
sukuk will be the first Shari’ahcompliant project sukuk
instrument in the Kingdom of
Saudi.
The London-based European
Islamic Investment Bank is
refocusing its activities on
investment opportunities in the
Middle East and Asia and as
part of this change in strategy
is relocating some of its staff to
Bahrain. This is very much a
response to the fact that, in the
wake of the financial crisis, the
major growth markets are in
the Middle East and Asia. In
part it is also due to the fact
that the UK government
appears to have pulled back
from the idea of launching a
sovereign sukuk in the UK.
Currently conventional bonds
enjoy certain tax advantages in
the UK, which do not apply to

sukuk. Had the UK
government gone ahead, it
would probably have meant
changes that would have
levelled the playing field for
sukuk. As this has not
happened the attractions of the
UK market have, at least for
the present, diminished.
The Securities Commission
Malaysia recently issued
revised guidelines for sukuk
designed to streamline the
approval process and time-tomarket for the issuance of
sukuk. Among other things
these provide greater clarity on
the application of Shari’ah
rulings and principles in
relation to sukuk transactions,
while the Trust Deed
Guidelines improve disclosure
standards and protection for
sukuk holders.
AAOIFI has appointed Ernst &
Young to collate recommendations for the current
review of financial accounting
standards for takaful and
retakaful companies. One of
the main issues to be
investigated is the sharing of
underwriting surpluses amongst
takaful operators. At present,
takaful operators acting as
managing agents for the takaful
pool are not permitted to share
in any surplus arising from the
risk fund. This position has,
however, been questioned
recently on the grounds that
takaful operators sharing in
underwriting surpluses would
have an added incentive to
ensure the profitability of its
risk pool.

9 IIBI

NewHorizon 181_NewHorizon 27/09/2011 11:38 Page 10

FOOD FOR THOUGHT

NEWHORIZON October–December 2011

What Does the Future Hold for Islamic Asset Management?
Market Background
Islamic asset/funds management is currently
the poor relation in the Islamic finance
industry. It seems to have been somewhat
overlooked in the work to formulate a set of
rules and principles to guide Islamic
banking carried out early in the 21st
century. According to Professor Rodney
Wilson of Durham University Islamic asset
management has largely served
high-net-worth individuals rather than
institutional investors. Private pension
schemes are crowded out by government
provision in most of the Islamic World and
the funds controlled by takaful providers
are very limited. He does, however, note
that in the last 10-15 years there has seen a
rise in the demand for Shari’ah-compliant
asset management services from both
institutional and private investors,
particularly in the GCC.

John Sandwick

The response to that demand has come
mainly from the conventional banking
industry, organisations such as HSBC and
Deutsche Bank, who have adapted existing
products and appointed Shari’ah boards to
assure Muslim investors that the products
do conform to Shari’ah principles.
Commenting on this situation in
NewHorizon in 2009 Swiss-based specialist
in Islamic wealth and asset management,
John Sandwick, expressed the view that
these products fall short of true Islamic asset
management. He said:
‘When a client walks into a bank and asks
for Shari’ah-compliant asset management,
there is either one of two responses. The
first is an honest ‘no, we don’t offer that
service here.’ Truthfully, no institution
anywhere outside of Malaysia can offer
Islamic asset management today.
‘The second response is dishonest. Some of
the most prestigious banks in the world
claim they have Islamic asset
management, but in reality, they
use derivative-based structured
products (with fatwa) combined
in such a fashion as to achieve
the objectives of MPT (Modern
Portfolio Theory).’ He went on
to describe these derivative-based
structures as ‘by and large toxic
waste’ and ‘not a substitute for
MPT allocations.’
Modern Portfolio Theory
Modern Portfolio Theory was
originally formulated by Harry
Markowitz in the early 1950s.
The fundamentals of the concept
are that investments should not
be selected individually on their
own merits but as part of a
portfolio where price changes in
one asset are considered in
relation to changes in price in all
the other assets in the portfolio.
In other words a portfolio should
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Some of the most prestigious
banks in the world claim they
have Islamic asset
management, but in reality,
they use derivative-based
structured products (with
fatwa) combined in such a
fashion as to achieve the
objectives of MPT (Modern
Portfolio Theory)
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contain a mix of different types of
investment – cash, equities, bonds and
property, so that a drop in any one type of
investment is balanced by the performance
of the other types of investment. (In the
current market conditions where both the
bond and equities market are in free fall and
real estate has still not recovered from the
2008 financial crisis, perhaps the best that
MPT can hope to do is minimise losses.) In
2009 John Sandwick concluded that there
was effectively no real Islamic asset or
wealth management market. The question is
whether the situation has radically altered
since he came to that conclusion.
The answer is apparently not. In an article
in the Global Islamic Finance magazine in
June 2011, he reiterated his view that banks
continue to offer ‘random product sales’ to
Muslim customers rather than asset or
wealth management services.
Modern Portfolio Theory and Islamic
Finance
There is, however, no reason why Islamic
asset management and wealth management
should not operate on exactly the same lines
as those same services in the conventional
system. Service providers need to have a
good understanding of the client and what
that client wants to achieve from his or her
investment and develop a strategy which
will achieve those aims. In simplistic terms,
is the client prepared to accept a higher level
of risk to achieve a high rate of return or is
he or she looking for something safer that
will produce steady returns over a long term
period? Having established a strategy, the
service provider will select a mix of funds or
discrete investments to reflect those
objectives and it is only at this stage that
Islamic funds will differ from conventional
funds, because the choice of investments
will be limited to those that are Shari’ah
compliant.
Shari’ah-Compliant Investments
Does this limitation on the choice of
investments present a real problem and is
this why the Islamic asset and wealth
management has failed to reach the level of
development achieved by its conventional
www.newhorizon-islamicbanking.com

counterpart? The answer is both yes and no.
Commodities are clearly not a problem. It is
also perfectly possible to find equities that
are acceptable to Islamic investors.
The bond component of funds relies on
sukuk. Although the sukuk market is once
again growing, there is still a shortage of
new issuances, particularly of sovereign
sukuk. Political turmoil in parts of the Arab
region, the ‘Arab Spring’ has done nothing
to help the situation. When governments are
fighting for survival, sukuk issuance is
probably not at the top priority of their list
of things to do. In a report in Arab News in
May 2011, Noripah Khamso, CEO, CIMB
Principal Islamic Asset Management,
Malaysia, whose investors are institutional,
including sovereign wealth funds and
government agencies, commented that
market appetite for AAA-rated sovereign
sukuk papers is healthy, but her company
cannot find enough sukuk in which to
invest. The result is she is being forced to
turn down new orders from institutional
clients. The response to recent sovereign
issuances reinforces her comments. For
example, in July Malaysia’s five-year and
10-year Wakala Global Sukuk worth US$2
billion in total was oversubscribed by 4.5
times and in August Bahrain’s latest issue of
their monthly, short-term sukuk was nearly
four times oversubscribed. This shortage of
sukuk creates a further problem,
particularly for institutional investors,
and that is the absence of a vibrant
secondary market in sukuk. If a fund sells
sukuk that it holds, finding a suitable
replacement for the portfolio may very well
prove challenging.
As for real estate, there is plenty that is not
linked to unacceptable activities such as
drinking and gambling. (The growth of
Islamic Real Estate Investments Trusts
(REITs) discussed in the July to September
2011 issue of NewHorizon is a useful
addition to the range of Shari’ah-compliant
investment vehicles.) The performance of
real estate in the last few years has,
however, not been reassuring. An
unemotional description of the real estate
sector would be that it has been difficult;
those of a more choleric nature would

perhaps describe it as a horror story. If you
want to raise an investment manager’s blood
pressure, just whisper the words ‘US
sub-prime market’ or ‘Dubai’. Nor can we
assume that the turmoil is largely in the
past and that the real estate market is
returning to something approaching
normality.
The latest rumblings concern China’s
overheated property market. Although the
Chinese government is taking steps to try to
avoid the sort of debacle that has occurred
in other countries, the general consensus
seems to be that it cannot avoid some sort
of a spill. The question is just how big that
will be.
In theory, however, it should be quite
possible to build a balanced,
Shari’ah-compliant portfolio. Sukuk is the
only issue that is particular to Islamic funds.
Although the choice of equities is more
limited than for conventional funds, there is
reasonable choice and the problems inherent
in real estate affect the conventional asset
management sector just as much as the
Islamic sector.
The problem, as John Sandwick points out,
is that ‘fund-of-funds allocations
predominate in the asset management
universe’. In other words organisations such
as pension funds do not create portfolios by
selecting individual equities or bonds; they
go to specialists who have created vehicles
to meet the requirements of particular
investment strategies, but the number of
these that are Shari’ah compliant is tiny,
representing less than 1% of the total funds
under management.
Above all, however, the Islamic investment
management industry is still a work in
progress and that is recognised by those
companies already operating in the field. In
July 2011, Peter Chiang, Head of
International Equities at HwangDBS IM
said, ‘There is an enormous untapped
market locally and abroad. In order to
capture these opportunities we need to
attract and develop talent; have an in-depth
understanding of our target audience and
ensure we are able to innovate and
customise our offerings to meet their need.
IIBI 11
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Understandably, no one fund or
interpretation fits all. Industry players need
to recognise that to be on an even playing
field, we have to up our game and bring to
the table more attractive and competitive
offerings. At the same time, we also have to
deal with the challenges of a developing
industry in which the regulatory framework
and collaboration at the country level is still
in a relatively preliminary stage.’
The Islamic Investment Fund Market

In July 2011, Peter Chiang,
Head of International Equities
at HwangDBS IM said, ‘There
is an enormous untapped
market locally and abroad. In
order to capture these
opportunities we need to
attract and develop talent;
have an in-depth
understanding of our target
audience and ensure we are
able to innovate and
customise our offerings to
meet their need.
Understandably, no one fund
or interpretation fits all.
Industry players need to
recognise that to be on an
even playing field, we have to
up our game and bring to the
table more attractive and
competitive offerings. At the
same time, we also have to
deal with the challenges of a
developing industry in which
the regulatory framework and
collaboration at the country
level is still in a relatively
preliminary stage.
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In early 2010 Ernst & Young produced the
‘Islamic Funds and Investment Report’,
which claimed that at the end of 2009 just
over half of Islamic funds had less than
$50 million and almost 70% had less than
$75 million under management. In total the
Islamic sector of the industry accounted for
$52.3 billion, compared to $22 trillion for
the conventional mutual funds industry.
Even more depressing was the fact that,
while 29 funds were launched in 2009, 27
other funds were liquidated. The problem is
that many funds are relatively new, founded
in the last few years; many are small and
illiquid and trading across borders is often
difficult.
On the plus side the report noted that there
has been substantial investment in
enhancing risk infrastructure, adopting
flexible business models and a segmented
approach to accessing new customers as
well as dramatic changes in fee and cost
structures (a 25% drop in fees since 2006)
including more transparency and incentive
based remuneration. Add to that the already
considerable and growing wealth of the
GCC and logic suggests that the
opportunities for Islamic investment funds
are there.
A Rich Man’s Game?
For the mega rich building an investment
portfolio that meets their requirements in
terms of delivering the results they want and
being Shari’ah compliant is not too much of
a problem. They can afford to retain
investment advisors and they have the funds
to invest directly in sukuk, where minimum
levels of investment are generally beyond
the resources of many potential investors.

Even among this group, however, the skies
are not completely unclouded. The
phenomenon generally referred to as the
‘Arab Spring’ has perhaps changed the
priorities of the super rich in the region.
Protecting their wealth for future
generations has probably nudged
Shari’ah-compliant investment down the list
of their priorities.
Asset Management Funds
In the world of conventional finance, asset
management funds have two main types of
clients – small investors, who do not have
the funds or the knowledge to build their
own portfolios and institutions, such as
pensions and insurance companies and it is
the latter that underpin most of the business
in the asset management universe. Professor
Rodney Wilson suggests that the
government pension provision in most
Islamic countries crowds out private
pension schemes and that, for the moment,
the funds controlled by takaful operators
are very limited.
The recent Ernst & Young report on the
worldwide takaful industry estimated that it
was currently worth about 1% of the total
insurance industry worldwide. Even given
bullish predictions of growth, the takaful
industry will remain small for the
foreseeable feature and thus will not have
the investment power of the conventional
insurance industry. The nascent Islamic
private pensions business is similarly placed.
Growth from within the Islamic financial
community is likely, therefore, to be slow,
but what about investment from outside. In
a comment, while he was still global head of
Islamic finance at Deloitte, Daud Vicary
Abdullah, now president and chief executive
officer of the International Centre for
Education in Islamic Finance, noted an
increase in the level of interest in
Shari’ah-compliant investments from
pension funds around the world. If such
interest were to gather momentum and
perhaps spread to other institutional
investors, the growth of the Islamic asset
management industry could receive a
considerable boost and that would perhaps
encourage some of the big conventional
www.newhorizon-islamicbanking.com
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fund management companies to launch
Shari’ah-compliant funds.
In Conclusion
Back in the 1960s a Harvard professor,
Theodore Levitt, developed a concept he
called the ‘product lifecycle’. While Islamic
asset management is a sector of the Islamic
finance industry rather than a discrete
product, Levitt’s product introduction stage
almost exactly describes the state of the
Islamic assent management market until
relatively recently – costs are high; sales
volumes are low; there is little competition;
demand has to be created and no one makes
money. There are some indicators to suggest
that the sector may now have tentatively
entered what he called the growth stage –
costs begin to reduce, i.e. fees and cost
structures are reducing and public
awareness and competition begin to
increase. We are still waiting, however, for
significant increases in sales volumes and
profitability.
The simple fact is that Islamic finance is not
insulated from the turbulence in financial
markets around the world or the political
turmoil that has been dubbed the ‘Arab
Spring’. Equity markets are volatile; real
estate is still far from stable and, while the
sukuk market has been showing some signs
of recovery from the dark days of 2008, its

Usman Hayat
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growth has almost certainly been inhibited.
In the short term, therefore, growth
prospects for the Islamic asset management
industry are at best very modest; this is not
an environment that will encourage new
players to come into the market or investors
to move away from investments they
consider safe. In the long term, however,
there is no reason to believe the market will
not achieve significant growth.
Usman Hayat, Director of Islamic Finance
& ESG at the CFA Institute, also makes the
point that genuine investment funds may fit
more comfortably with Islamic economic
thought. He commented, ‘Unlike
commercial banking products, investment
management products, most notably
long-only equity funds, can be a better fit
with the risk-reward sharing expected from
Islamic finance. However, the 2011 report
by TheCityUK, suggest that it is Islamic
commercial banks that account for as much
as 72% of industry assets compared to only
5% for funds. Islamic investment accounts
offered by these commercial banks can be
seen as a challenging way of carrying out
investment management within the
commercial banking framework. Thus,
Islamic investment management may be
seen as a better fit with Islamic economic
thought but data suggests it has an even
longer way to go than Islamic banking.’

The simple fact is that Islamic
finance is not insulated from
the turbulence in financial
markets around the world or
the political turmoil that has
been dubbed the ‘Arab Spring’.
Equity markets are volatile;
real estate is still far from
stable and, while the sukuk
market has been showing
some signs of recovery from
the dark days of 2008, its
growth has almost certainly
been inhibited.
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Does Basel III Really Apply to Islamic Banking?
By: Rohit Verma, Product Management Director, Oracle Financial Services
Background
Basel III is striving to re-set the rules for the
global financial industry, following the
downturn of the financial markets in 2008,
which resulted in governments having to
bail out multi-national corporations to
stabilise the economy. A significant number
of financial institutions had crossed the
boundaries of risk-taking; banks that had
typically held up to 20% of their total assets
as core capital were holding less than 3%
and liquid assets accounted for less than
10% of this. Following intervention by
governments, financial regulatory boards
gathered to put in place a new set of
regulations to better govern the financial
markets and to prevent another downturn.
As a result, Basel III was born, focusing on
regulating solvency and liquidity to ensure
banks have sufficient capital to return
deposits in the event of a crisis and are able
to survive a protracted liquidity freeze, whilst
being less dependent on the vagaries of
short-term credit markets. With the BIS
(Bank for International Settlements) releasing
new regulations for capital framework and
liquidity management, banks can start
assessing and adapting their systems to ensure
they are compliant, however, does Basel III
really apply to the Islamic banks?
Basel III and Islamic Banking
The Islamic Financial Services Board (IFSB)
did publish a standard for capital adequacy
following the Basel II directive and it can be
expected to do the same for the Basel III
directive as well. Like Basel II, Basel III
makes no distinction between Islamic and
non-Islamic banking financial institutions,
however, the nature of Shari’ah
transactions, whereby the payment or
acceptance of interest for loans of money is
prohibited, as well as investing in businesses
that provide goods or services considered
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contrary to its principles, means that Islamic
banking institutions are in a different
situation to others. So should regulators
grant exemptions that are within their
jurisdiction, therefore encouraging Islamic
banks to follow the IFSB standards instead
or should these banks be treated on a par
with other financial institutions?
Islamic banking institutions, both smaller in
size and fewer in number, tend to be some
of the best capitalised banks in the world
and historically comply with regulations set
out by the IFSB. The IFSB has stricter
capital requirements than those proposed in
Basel III, with tier 1 and total capital
requirements currently standing at 8% and
12% respectively. The minimum common
equity requirements for Basel III are set at
4.5% and total capital requirements have
been set at 8% with a 2.5% buffer. With
this being the case, it makes sense for
Islamic banks to continue to follow IFSB
regulations as it provides the Islamic
banking industry with a stronger capital
buffer than that provided by Basel III.
Additional Risks for Islamic Banks
Islamic banks are, however, still exposed to
similar credit, market, operational and
reputational risks as traditional banks are.
Additionally, Shari’ah-compliant banks face
unique challenges in managing liquidity –
firstly, surplus liquidity cannot be
transferred to non-Shari’ah compliant banks
and secondly, access to liquidity during
stress situations is limited due to constraints
on borrowing. Given this situation, Islamic
financial institutions need to adopt and
incorporate some of the liquidity
requirements from Basel III into their own
risk management standards and practices,
especially given the restricted range of
products that these institutions deal in and
their ability to hedge these transactions. For
example, Islamic banks should still

implement innovative risk management and
compliancy systems and optimise these
solutions by revamping their risk and
compliance departments so that they have
daily interaction and communication with
all divisions across the organisation and are
fully aware of real risks to the business. In
addition, Islamic banks need to run
stringent stress testing and scenario analysis
to avert potential liquidity problems and
avoid any issues snowballing out of
control.
To comply with IFSB capital requirements
and manage liquidity risks, be it in line with
Basel III or the IFSB’s own standard that may
potentially be published, Islamic banks will
still need to address their IT infrastructures to
ensure the systems have the necessary
capabilities in place. IT systems will require
functionality that can produce consistent and
accurate data based on multiple models and
calculations, which correlate across divisions.
Plus, the IT infrastructure will have to be
robust enough to deal with data integrity,
usability and compliancy. From a capital
perspective, Islamic banks will need to be
able to aggregate data from the asset side
and it will be critical for the banks to have an
IT infrastructure that has real-time
capabilities in order to measure liquidity risks
at all times.
Conclusion
With regards to risk, and liquidity risk in
particular, Islamic banks are as exposed as
traditional banks. Those with stable funding
sources and prudent business practices will
benefit from being able to access liquidity
and capital for business growth, but they
must ensure they have the processes in place
to remain compliant and profitable. As a
result, they should therefore fully comply
with Basel III or the IFSB’s interpretation of
Basel III and the regulations that are put
into place as a consequence.
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Islamic Finance in West Africa Gets
a Mixed Reception
Islam in West Africa
Islam arrived in sub-Saharan West Africa as
early as the 8th century travelling with Arab
traders from North Africa. The Muslim
merchants, however, brought more than
trade goods to exchange for gold; they
facilitated trade by introducing concepts
such as contract law and credit
arrangements. Perhaps even more critically
they became valued for the literacy they
brought, particularly written script, which
African rulers rapidly discovered could help
them to administer their kingdoms. Initially,
however, the merchants were kept at arms’
length. In ancient Ghana, a kingdom that
was very different from the modern state of

www.newhorizon-islamicbanking.com

Ghana, encompassing the Niger Delta and
Mali, as well as parts of Senegal and
Mauritania, merchants were not allowed to
stay in the cities overnight.
It was not until the Middle Ages that Islam
really began to flourish with the conversion
of some of West Africa’s most powerful
rulers. The Islam that they practised,
however, would not be recognised by the
purists; it combined Islamic beliefs and
aspects of traditional African religions. It
was the 19th century that saw significant
changes take place. Initially movements
generated from within the Muslim
community sought to transform the
practice of Islam into something that would

be recognised by the rest of the Muslim
world.
At the same the region was coming under
the influence of European powers. In West
Africa this was primarily the French and the
British. While the European imperialism
effectively brought an end to Islamic rule in
parts of the region, the colonial powers
clearly saw the advantages of recruiting
local rulers to help them administer their
new colonies and there was therefore a
certain tolerance of Islam. This tolerance
did, however, have its limits. The British, for
example, discouraged people from Northern
Nigeria going to North Africa to further
their Islamic studies. They did not want new
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and possibly radical influences disturbing
the status quo.
Today, those countries to the north of the
West African region such as Gambia,
Guinea, Mauritania, Mali and Niger are
predominantly Muslim. To the south of the
region, in countries such as modern Ghana,
Muslims are very much in the minority.
Countries in the middle, most notably
Nigeria, are split with their northern regions
being largely Muslim and the south largely
Christian, which leads to some tensions
spilling over into the broader society, with
banking being no exception. Most recently
the 20 Anglican bishops of Sapele in the far
south of the country issued a statement at
the end of their first synod urging the
government to ‘review the conditions for the
approval of non-interest banking and make
all possible amendment that would ensure
the interest of every religious group in
Nigeria.’
Banking in West Africa
The fact is that an estimated 80% of
families in West Africa have no bank
account. It could be argued that in
predominantly Muslim countries this may
be related to the unavailability of
Shari’ah-compliant financial services, but in
fact it is equally, if not more likely, to be
related to low wages, unemployment and
the lack of physical access to banks. There is
some expectation that technology, i.e.
mobile phones/mobile banking may help to
resolve the issue of lack of access, but the
economic development that would pull
populations out of poverty is a much more
complex issue and perhaps not unrelated to
the interest in Islamic banking being
expressed by a number of countries in West
Africa.
The West African Economy and the
Opportunities for Islamic Banking
Speaking about West Africa at the
International Islamic Finance Forum, which
took place in Senegal in June 2011, Mr
Khaled Al-Aboodi, CEO and General
Manager of ICD (Islamic Corporation for
the Development of the Private Sector), an
organisation affiliated to the Islamic
16 IIBI
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Development Bank said, ‘Now let me
specifically touch upon the potential of the
West Africa, the sub-region of the continent
with the greatest diversity in terms of its
linguistic, geographical, and natural
resources. Having a combined GDP of over
$500 billion based on purchasing power
parity valuation, the Western Africa region
provides great opportunities for Islamic
banking. The dynamism of the region is also
evident in the real GDP growth rate and
recent FDI (Foreign Direct Investment)
figures. The cumulative GDP of the region
increased 6.7% in 2010, a figure much
higher than the overall growth rate of 4.9%
in Africa. The vibrant Western African
economies have also been successful in
attracting about 20% of inward FDI to
Africa over the last five years despite the
slow-down in global economic growth.
With these impressive achievements,
experts believe that Western Africa
will be surpassing both global and
African average growth in the next 3–5
years.’
In fact the ICD is taking a very proactive
role in promoting Islamic finance across its
member countries including a substantial
number of West African states. In the last
two years, in co-operation with Turkey’s
Bank Asya, it has acquired a majority stake
in three Islamic banks – one each in Guinea,
Senegal and Niger and acquired a licence to
establish an Islamic bank in Mauritania.
Future expansion possibilities are
understood to include Benin and Mali. To
manage its embryonic network ICD have set
up a holding company, Tamweel Africa
based in Dakar, Senegal.
And Then There is Nigeria
All of the countries where the ICD are
currently active are predominantly Muslim
and there seem to have been few problems
in establishing Islamic financial institutions.
Indeed there seem to have been few
problems in establishing Islamic finance in
some African countries with quite small
Muslim minorities, most notably Kenya in
the east. The prospect of Islamic banking in
Nigeria on the other hand seems to be
creating something of a storm.

The Islamic Corporation for the
Development of the Private Sector (ICD)
is a subsidiary organisation of the Saudi
Arabia based Islamic Development Bank.
It was established in 1999 and has 45
country members from four continents –
Asia, Africa, Europe and Latin America.
Its objectives are to support the
economic development of its member
countries by financing private sector
development in accordance with the
principles of Shari’ah and to advise
governments and private organisations to
encourage the establishment, expansion
and modernisation of private enterprises.
Between 1999 and 2010, the ICD’s net
cumulative approvals stood at 201
projects worth $1.8 billion in 33
countries. The bulk of the financing
targeted the industrial sector (33%),
followed by the financial sector (29%),
real estate (13 %), the oil and gas sector
(6%) and the transport sector (6%).
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National Mosque, Ajuba, Nigeria

The fact is that Nigeria is almost 50/50
Muslim and non Muslim in terms of its
population. Just as with pre-partition India
and Sudan, Nigeria’s Muslim population is
geographically concentrated, so that the
north of the country is predominantly
Muslim and the south is predominantly
Christian. Tension between the two
communities has been a part of the
landscape of Nigerian politics ever since
independence in 1960 and problems have
been exacerbated recently by the election of
southerner, Goodluck Jonathan, as
president, following the death after a long
illness of Umaru Yar’Adua, a northerner, in
May 2010. (Under an informal arrangement
dating back to when military rule came to
end in 1999 it was agreed that the
presidency would alternate between a
member of the community from the Muslim
www.newhorizon-islamicbanking.com

north and one from the Christian south.)
Northerners have argued that their ‘turn’ in
the presidency had not come to an end and
consequently religion-based sensitivities are
currently running high.
In addition to the political and social
tensions, 2009 saw Nigeria trying to
stabilise its banking industry after a debt
crisis in 2009 almost led to its collapse. The
chief executives of eight lenders were fired
by the central bank, which then pumped
620 billion naira (approximately $4 billion
US) into the troubled banks, creating a
state-owned company to buy bad debts.
This is the backdrop against which the
energetic new governor of Nigeria’s central
bank, Sanusi Lamido Sanusi, released final
guidelines in June 2011 for non-interest
IIBI 17
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banks that would allow the establishment of
Islamic banking in Nigeria. (Draft guidelines
had been issued in March 2009). Indeed the
first approvals in principle under these
guidelines have now been issued and Islamic
banking operations are expected to start in
Nigeria by the end of 2011 – one
fully-fledged Islamic bank and one window
operation.
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The Nigerian Journey
The basic regulation that would permit the
establishment of Islamic banking in Nigeria
is not in fact that new. The Banking and
Other Financial Institutions Act (BOFIA)
came into law in 1991 and this is seen as the
legal basis for the establishment of Islamic
banking in Nigeria. One of the restrictions
imposed was as that no bank should use the

Mr Basheer Oshodi

The Contribution of the Nigerian Islamic
Finance Working Group
Writing from Nigeria, Basheer Oshodi,
who is a PhD candidate in Islamic
Integral Development, Associate Fellow
of the IIBI and a member of the Nigerian
Islamic Finance Working Group EFInA
(Enhancing Financial Innovation &
Access) described the work of EFInA,
which is an independent, professional,
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non-profit organisation funded by DFID
(the UK’s Department for International
Development), the Bill & Melinda Gates
Foundation and the Ford Foundation.
EFInA was set up in 2007 with the aim of
making the country’s financial system work
better, especially for the poor. EFInA led the
initiative to constitute the Nigerian Islamic
Finance Working Group (NIFWG) and
enjoys technical partnership from the UK
Islamic Finance Council (UKIFC). NIFWG

words Islamic, Christian, northern or
southern in their titles, so as not to
exacerbate religious and political tensions.
Since that date there have been one or two
attempts to set up an Islamic bank, which
had come to nothing for various reasons.
In June 2011 the Central Bank of Nigeria
(CBN) issued revised guidelines for
non-interest banking. They were at some

consist of relevant financial regulators
and a few Islamic finance operators.
Their primary obligation is to provide a
friendly environment for Islamic banking
and finance practice in the country.
NIFWG has actively contributed to the
CBN framework for non-interest
banking; the Securities & Exchange
Commission (SEC) guidelines for Islamic
fund management and the Nigeria
Deposit Insurance Corporation (NDIC)
draft framework for the Non-Interest
(Islamic) Deposit Insurance Scheme
(NIDIS). It is also working to lay the
groundwork for sukuk issuance,
including sovereign sukuk and a review
of tax policies in order to achieve a level
playing field for Islamic banking
products; as well as several other policies
that would allow Islamic banking
and finance to be sustainable in the
country.
EFInA has also embarked on a
comprehensive capacity development
programme for members of the NIFWG
to encourage the exchange of knowledge
and build the necessary foundation for
Islamic finance in Nigeria. Basheer
Oshodi emphasises the importance of the
latter given that the CBN Shari’ah
governance regulation for Advisory
Committees of Experts (Shari’ah
advisors) requires that no individual
advisor can belong to more than one
financial institution in the same category.
This means there is a pressing need for
more scholars trained in Islamic
commercial jurisprudence as it relates to
banking and finance.
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pains to make it clear that non-interest
banking was not just about Islamic banking,
but also other forms of non-interest
banking; additionally banks were strictly
prohibited from discriminating against
individuals or institutions on religious or
any other grounds. They also removed any
reference to a Shari’ah Council and replaced
this with the term Advisory Council of
Experts, whose responsibility will be ‘to
advise the CBN on the appropriateness of
relevant financial products to be offered by
the institutions.’
In May 2011 Jaiz Bank was granted a
preliminary licence to set up an Islamic
bank and in June Stanbic IBTC Bank, a
division of South Africa’s Standard Bank,
was granted a similar approval to set up a
Shari’ah-compliant banking window. Jaiz
and Stanbic have six months to make use of
these preliminary licenses, but if they fail to
do this, then they will have to reapply.
Apparently other banks have expressed an
interest in acquiring a licence to establish
Islamic banking operations in Nigeria,
although at the time of writing there was no
definite news of any specific applications or
approvals.
Why Now?
Why is there an apparently sudden surge of
interest in establishing Islamic banking in

www.newhorizon-islamicbanking.com

West Africa? Ostensibly it is about
providing Shari’ah-compliant banking for
the Muslim populations of West African
states. Certainly that is an important and
laudable objective, but there is something of
a chicken and egg situation in play here.
People living at a subsistence level have very
little need for bank accounts. If people are
to be raised out of poverty, there is a need
for investment to develop West African
economies.
West African countries, notably Nigeria
and Senegal, have seen the enormous
success of Malaysia in the sukuk market
and can readily understand the benefits a
comparable development would bring to
West Africa. Both Nigeria and Senegal
are already talking about issuing
sovereign sukuk in the foreseeable
future. The IDB is already working with
Senegal to issue a $200 million sukuk
sometime in 2011. Nigeria is also talking
about a sovereign sukuk sometime before
the end of 2012, but there are no further
details, just a statement of intent by
Lamido Sanusi at a June conference in
Senegal.
Before Nigeria can realise its ambitions
it needs to have the right financial
infrastructure in place and in July 2011 the
country set up a Non-Interest Banking
Regulation Project that will address issues

such as establishing the right regulation
and taxation framework. This is all
part of Nigeria’s attempt to bridge its
huge infrastructure deficit of 32 trillion
naira (approximately $2 trillion). The
central bank’s objective is to cut public
funding of development projects and
largely replace it with private
investment and its eyes are firmly on the
oil-rich investors of the Middle East and
the GCC. Certainly the types of
investments in West Africa should be
attractive to Muslim investors, for
example, gold mining, oil refining, power
generation, transport and logging; these are
all industries compatible with Shari’ah
requirements.
Nigeria, however, has to address more
than creating the right environment for
Islamic banking and investment to take
place; it has to convince the whole
country that this is not Islamisation by
the back door and therefore in direct
contravention of that country’s secular
constitution. It has to convince all
sectors of the community, Muslim,
Christian and those of other religions
or no religion at all that Islamic finance can
bring enormous benefits to everyone. Read
some of the less than temperate outpourings
in local African media and you will realise
that this is going to be no quick or easy
task.
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A Critical Look at the Ideal Mode of
Islamic Financing
By Salman Ahmed Shaikh, Research Analyst and Financial Consultant, BMC Pakistan
Impediments to the Use of Mudarabah
One of the major impediments to the use of
mudarabah on the asset side of a bank, i.e.
for financing, is that the rabb-al-maal bears
all the financial losses. If, therefore, an
Islamic bank enters into a mudarabah
contract as a rabb-al-maal, the Islamic bank
would bear all the losses. The mudarib
bears no loss, but he is in sole charge of
running the affairs of the business. The
rabb-al-maal is not allowed to interfere in
the affairs of the business.
When a loss occurs, the mudarib, like any
employee of the business, has responsibility
for the loss, but when a profit occurs, he
shares in the profit as if he were solely
responsible for those profits. This juristic
viewpoint did not create much problem
during the early Islamic era, when the
mudarib was often a poor person with few
resources; limited incentive and ability to
engage in corrupt activities and no capacity
to participate in loss sharing, if the loss was
caused by anything other than negligence on
his part.
Loss Sharing
The principle that loss sharing should be
based upon and limited to the amount of
capital invested is not a condition
mentioned in the Qur’an or Hadith.
Fuqaha recommended it, but it does not
mean that it cannot be modified, especially
if doing so is necessary to make the
preferable Islamic modes of financing more
applicable. When we set the terms and
conditions for employment contracts or for
the appointment of Shari’ah advisors, for
example, any condition not in violation of
Islamic principles is allowed and is used.
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Similarly, limiting loss sharing up to the
amount of capital invested is not the only
way loss sharing could take place.
Furthermore, in musharakah, loss
participation by all partners across the
board is justifiable, because all partners are
also allowed to work, but, due to the
condition in mudarabah that the working
partner is the sole authority when it comes
to decision making in the business,
stipulating that the rabb-al-maal is
completely responsible for all losses is
unjustified in the first place.
It is considered that in the case of loss, the
mudarib loses the compensation for his
efforts, but, the mudarib was never an
employee; he was a joint partner, more
precisely, a working partner. Taking the
position that he lost the compensation for
his work is inviting opportunity cost, which
Islamic economics apparently does not
acknowledge.
In mudarabah, the prevalent concept of
loss sharing makes it different from a
general partnership, where all partners
have unlimited liability and even from
limited partnership, where some or all
have limited liability. In mudarabah, the
rabb-al maal not only has unlimited liability,
but no authority to participate in the
business.
The Impact on Small Savers
In an Islamic economy with mudarabah on
the asset and liability side, the mudarib
(usually blue chip companies) with no
liability for sharing losses can obtain
financing from banks, who would be rabbal-maal on the asset side of mudarabah; on
the liability side, the bank will be mudarib

The principle that loss sharing
should be based upon and
limited to the amount of capital
invested is not a condition
mentioned in the Qur’an or
Hadith. Fuqaha recommended
it, but it does not mean that it
cannot be modified, especially
if doing so is necessary to
make the preferable Islamic
modes of financing more
applicable.
www.newhorizon-islamicbanking.com
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and small savers and investors will be
rabb-al-maal, so any loss incurred by blue
chip companies is ultimately paid by small
savers and investors who have all the
liability for losses without having a say in
the affairs of the business! Restricted
mudarabah and a clause of wilful negligence
are insufficient to protect them from losses
incurred through fluctuations in the
business cycle. This example shows that
with the current structure, mudarabah used
alone in an economy is insufficient to bring
about any egalitarian change, let alone
prove to be fairer than an interest-based
system.
Let us analyse trust deficit and
documentation problems, which are cited as
reasons why mudarabah is not being used
widely. Relax these assumptions and now
consider there is no trust deficit and
documentation problem in the economy.
If a loss occurs due to business cycle
fluctuations, no part of the loss is borne by
the business that had all the authority to
run the business; nor is the loss is borne by
the bank, because the bank is mudarib on
the liability side. All losses are borne by the
small savers and investors.
Mudarabah is Currently Ineffective
Will people want to be rabb-al-maal in
mudarabah with a bank or the shareholders
in a blue chip company, which can take all
the money, invest it, earn from it and if a
loss occurs, pass it on to the small savers!
Mudarabah (with the current structure),
even when assumptions of trust deficit and
documentation problems are relaxed and
even when there is no competing
conventional banking system, is ineffective
to say the least.
If we look at mudarabah as it is currently
understood, the mudarib is basically an
employee who would get ujrat-e-misl
(normal salary) and his compensation
would feature some share in profit as well.
He is not liable to bear any loss. (Some
scholars say the mudarib should not get a
salary where a loss occurs – Ed.) The rabbal-maal is basically the entrepreneur (who
has the ultimate responsibility for any
losses). How can this be described as a
www.newhorizon-islamicbanking.com

participatory mode; it should not be cited as
a participatory mode with its current
structure. Secondly, it is also different from
a principal/agent relationship in corporate
organizations in that the principal hires the
agent only because of his own
inability/incapacity, but the rules do not
prevent him from influencing an agent’s
decisions. Important decisions taken by the
agent(s) have to be vetted in an AGM.
Mudarabah rules do not even allow that
much participation, so, in my humble
opinion, we first need to justify how
mudarabah can be considered a ‘just’ mode
of financing, let alone a participatory one
and a most preferable one.

POINT OF VIEW

equality, truth, trust, kindness, honesty and
responsibility are often discussed in
literature and seminars on Islamic
economics; whereas, in reality, the lack of
these values in practice in most Muslim
countries is the major reason why
preferable participatory modes remain
unusable!

Equity Financing
With important covenants in place, equity
financing can be and is used widely. It is
interesting to study the size of the debt and
equity markets in developing countries. For
instance, in Pakistan, the corporate bond
market barely exists, whereas equity
financing is more prevalent and widely used.
Equity financing will forever deny the
claims of bankers in general and Islamic
bankers in particular, who hide behind trust
deficit and documentation problems. Why
then do people invest in equity without any
guarantee over par value, let alone dividend
and when the cash inflow situation is far
from transparent? This is an important
question, which needs an answer, especially
given that some financiers promote Islamic
finance and the way it is currently practiced
for commercial reasons.
Conclusion
With the current orthodox understanding
and practice of Islamic finance, the often
cited preferable modes such as mudarabah
and musharakah are inadequate even in a
simple economy. The end result is that they
are not used and will not be used for the
reasons discussed above.
The prevalent Islamic products linked with
LIBOR are and will be used for the most
part with the result that Islamic finance may
remain incapable of providing the
egalitarian benefits it once promised.
Ironically, Islamic values like justice,

Salman Ahmed Shaikh in addition to his
role at BMC Pakistan is a visiting faculty
member at several institutions of higher
education and a prolific author with two
books and a number of research papers
to his credit. He has also worked with a
number of financial organisations, most
recently for Pakistan’s Meezan Bank.
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Revisiting the Fundamental Structure of Takaful
By: Dr. Asyraf Wajdi Dusuki, International Academy for Islamic Finance (ISRA)
Islamic and Conventional Insurance – A
Comparison
It has been widely accepted today that
Islamic insurance or takaful, unlike its
conventional counterpart, is based on the
fundamental principles of mutual
cooperation (ta’awun) and donation
(tabarru`). Under the Islamic laws of
transactions (fiqh muamalah), the existence
of gharar (ambiguity) and maysir (gambling),
which normally nullify an exchange contract
(muawadah), are tolerated in a contract of
donation (tabarru`). This corresponds to the
Islamic legal maxim ‘uncertainties are
tolerable in a gratuitous contract’.
This is mainly due to the fact that parties
who enter into a tabarru` contract do not
aim to make profit out of the contributed
sum and hence the potential dispute that
normally arises in a profit-making
transaction is deemed to be negligible in a
gratuitous-based transaction. Furthermore,
the issue of uncertainty is irrelevant since
the contributor voluntarily gives away his
property or right to the recipient without
any consideration.
In contrast, conventional insurance, which
is based on the principle of muawadah
(exchange) and aims at making profit out of
the insurance operations, is prohibited from
the Shari’ah viewpoint since it contains
gharar (ambiguity). This is particularly true
since a person who pays the premium
(insurance price) for the insurance policy
has actually paid for ‘peace of mind’, which
will indemnify him should any mishap occur
in the future. Being free from uncertainties
is never possible in the insurance industry,
because uncertainties are peculiar and
integral to both premium/contribution and
claim/compensation.
On the other hand, the Islamic alternative to
conventional insurance, also known as
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takaful, reflects a reciprocal relationship
and agreement of mutual help between
participating members, who undertake to
mutually guarantee and indemnify each
other in a particular defined event. The act
of guaranteeing each other implies mutual
help and mutual indemnity on the basis of
brotherhood and is deeply rooted in the
tabarru` principle, which tolerates the
presence of gharar.
What is Tabarru’?
Tabarru’ is derived from the word tabarra’a,
which carries the meaning of contribution,
gift, donation or charity. Tabarru’
technically is a unilateral declaration of
intent, which is a contract with a particular
nature in Islamic commercial law. The
purpose of this type of contract is to give a
favour to the recipient without any specific
consideration in return. Unlike the exchange
contract, this type of contract is valid and
enforceable in Islamic commercial law even
for no consideration.
The basis for tabarru’ is stated in the
Qur’an:
ِﻕِﺭْﺵَﻡْﻝﺍ َﻝَﺏِﻕ ْﻡُﻙَﻩﻭُﺝُﻭ ْﺍﻭُّﻝَﻭُﺕ ﻥَﺃ َّﺭِﺏْﻝﺍ َﺱْﻱَّﻝ
ِﻡْﻭَﻱْﻝﺍَﻭ ِﻩّﻝﻝﺍِﺏ َﻥَﻡﺁ ْﻥَﻡ َّﺭِﺏْﻝﺍ َّﻥِﻙـَﻝَﻭ ِﺏِﺭْﻍَﻡْﻝﺍَﻭ
ﻯَﺕﺁَﻭ َﻥﻱِّﻱِﺏَّﻥﻝﺍَﻭ ِﺏﺍَﺕِﻙْﻝﺍَﻭ ِﺓَﻙِﺉﺁﻝَﻡْﻝﺍَﻭ ِﺭِﺥﺁﻝﺍ
ﻯَﻡﺍَﺕَﻱْﻝﺍَﻭ ﻯَﺏْﺭُﻕْﻝﺍ ﻱِﻭَﺫ ِﻩِّﺏُﺡ ﻯَﻝَﻉ َﻝﺍَﻡْﻝﺍ
ﻱِﻑَﻭ َﻥﻱِﻝِﺉﺁَّﺱﻝﺍَﻭ ِﻝﻱِﺏَّﺱﻝﺍ َﻥْﺏﺍَﻭ َﻥﻱِﻙﺍَﺱَﻡْﻝﺍَﻭ
َﻥﻭُﻑﻭُﻡْﻝﺍَﻭ َﺓﺍَﻙَّﺯﻝﺍ ﻯَﺕﺁَﻭ َﺓﺍﻝَّﺹﻝﺍ َﻡﺍَﻕَﺃَﻭ ِﺏﺍَﻕِّﺭﻝﺍ
ءﺍَﺱْﺃَﺏْﻝﺍ ﻱِﻑ َﻥﻱِﺭِﺏﺍَّﺹﻝﺍَﻭ ْﺍﻭُﺩَﻩﺍَﻉ ﺍَﺫِﺇ ْﻡِﻩِﺩْﻩَﻉِﺏ
ﺍﻭُﻕَﺩَﺹ َﻥﻱِﺫَّﻝﺍ َﻙِﺉـَﻝﻭُﺃ ِﺱْﺃَﺏْﻝﺍ َﻥﻱِﺡَﻭ ءﺍَّﺭَّﺽﻝﺍﻭ
َﻥﻭُﻕَّﺕُﻡْﻝﺍ ُﻡُﻩ َﻙِﺉـَﻝﻭُﺃَﻭ
‘It is not righteousness that ye turn your
faces to the East and the West; but
righteous is he who believeth in Allah and
the Last Day and the angels and the
Scripture and the prophets; and giveth
wealth, for love of Him, to kinsfolk and
to orphans and the needy and the
wayfarer and to those who ask, and to set

Under the Islamic laws of
transactions (fiqh muamalah),
the existence of gharar
(ambiguity) and maysir
(gambling), which normally
nullify an exchange contract
(muawadah), are tolerated in a
contract of donation (tabarru`).
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slaves free; and observe proper worship
and pays the poor-due; and those who
keep their treaty when they make one,
and the patient in tribulation and
adversity and time of stress. Such are they
who are sincere. Such are the Godfearing.’ (2: 177)
It is also supported by many hadiths; for
instance, in a hadith Asma’ narrated that
the Prophet (p.b.u.h) said:
ﺍﻝﻭ ﻙﻱﻝﻉ ﻩﻝﻝﺍ ﻱﺹﺡﻱﻑ ﻱﺹﺡﺕ ﺍﻝﻭ ﻱﻕﻑﻥﺃ
ﻙﻱﻝﻉ ﻩﻝﻝﺍ ﻱﻉﻭﻱﻑ ﻱﻉﻭﺕ
‘Give (in charity) and do not give
reluctantly lest Allah should give you in a
limited amount; and do not withhold
your money lest Allah should withhold it
from you.’ (Sahih Bukhari)
Essentially, tabarru’ is a contribution or
donation, which entails no return but rather
a reward from Allah alone. There are two
important pillars of tabarru’, namely the
absence of counter-value and the intention
to perform tabarru’. In the absence of any
of the two, it is no longer considered
tabarru’. For instance, if a donor
contributes with an expectation of a
counter-value from the donation given, then
the whole transaction will be perceived as
an exchange (muawadah) rather than a
tabarru` contract.
Tabarru in the Takaful Context

In takaful, the participants
commit themselves to perform
tabarru’ to other participants
who sustain losses. This
principle is important as the
majority of scholars are of the
opinion that tabarru’ is not
complete unless the subject
matter is transferred to the
donee, although a commitment
to donate has been given.
www.newhorizon-islamicbanking.com

This basic structure of takaful premised on
the tabarru` principle gives rise to one of the
fundamental Shari’ah concerns, which is
regarding the absolute ownership transfer.
When a participant pays a premium to the
takaful operator, he has effectively donated
his contribution as tabarru`, hence,
relinquishing his ownership over the object
donated as prescribed by the rules of
tabarru`. Ibn Qudamah in his famous book
Al-Mughni asserts that hibah (which is a
form of tabarru` contract) requires the gift
giver to enable the beneficiary to own the
object of hibah. It is further reiterated by
Ibn Nujaym in Al-Bahr al-Ra`iq Sharh Kanz
al-Daqa`iq that the most important
implication of hibah will be the transfer of
the subject matter to the beneficiary/donee,

which entitles him to hold the title of
ownership over the object of hibah (thubut
al-milk li`l mawhib lahu).
Nevertheless, it is observed that a takaful
contract cannot be considered a pure
tabarru’ contract, but rather a qualified or
conditional tabarru’ contract for the
following reasons:
Firstly, the contribution made by a
participant in takaful is with
consideration to a right to claim for
compensation in the event of loss or
damage of subject matter. Thus, the
tabarru’ is not merely for charity, but
conditional upon certain consideration,
namely the right to claim takaful benefits
in the event of loss. Without such a right,
he will neither participate nor perform
the tabarru’. This is deemed to be a
violation of the fundamental objective of
tabarru’.
Secondly, takaful participants are
normally obliged to pay different
amounts of contributions depending on
different degrees of risk exposure. This
inevitably implies that their participation
in the fund is conditional upon a certain
amount of contribution to deserve a
certain amount of compensation. Should
the participant disagree with the amount,
he will not be allowed to participate or
benefit from the takaful protection
scheme. Again this would be perceived as
contradictory to the nature of tabarru`
since the real intention of the contracting
parties is not donation, but rather to
make them eligible for certain benefits
under takaful.
Thirdly, there are some controversial
practices in takaful operations, which
contravene the pure tabarru’ concept,
for example, surrendering of benefit,
survival benefit or even sharing of
underwriting surpluses among
participants of takaful, although they
have surrendered all their rights over their
moneys donated to the fund. It should
not, therefore, return to the participants
upon maturity of the policy or liquidation
of the fund.
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An Alternative to Pure Tabarru’
As an alternative to the pure tabarru`
concept the Accounting and Auditing
Organisation for Islamic Financial
Institutions (AAOIFI) has suggested the
principle of Iltizam bil tabarru’ or a
commitment to donate, in order to
underscore the relationship between the
participant and the fund. According to
this concept, a contributor may donate a
sum of money for mutual assistance
purposes on condition that the balance, if
any, should be returned to him. This will
allow him to retain his ownership right
over the initial contribution he made,
with a provision allowing him to waive his
right of ownership over the portion
used to indemnify other participants.
This principle was expounded by Maliki
jurists, whereby if a person commits himself
to do a good deed without subjecting it to
other conditions, he is obliged to fulfil it as
long as he did not die or become bankrupt
(See Al Hattab, Tahrir Al Kalam fi Masa’il
Al Iltizam, Beirut: Dar Al Gharb Al Islami,
1984 at p 71). In takaful, the participants
commit themselves to perform tabarru’ to
other participants who sustain losses. This
principle is important as the majority of
scholars are of the opinion that tabarru’ is
not complete unless the subject matter is
transferred to the donee, although a
commitment to donate has been given. This
is observed in the question of hibah,
whereby possession (qabd) of the subject
matter is a condition for a binding hibah;
this is the opinion of many jurists not only
Maliki jurists.
However, the Maliki jurists are of the
opinion that a commitment to donate or
give is sufficient to create a binding
donation, based on the saying of Saidina Ali
and Ibn Mas’ud that:
ﻡﻝ ﻭﺃ ﺕﺽﺏﻕ ﺓﻡﻭﻝﻉﻡ ﺕﻥﺍﻙ ﺍﺫﺇ ﺓﺯﺉﺍﺝ ﺓﺏﻩﻝﺍ
ﺽﺏﻕﺕ
‘A gift, if specifically defined, is binding,
whether received or not’ and to prevent
the materialization of the saying of the
Prophet:
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ﻩﺉﻱﻕ ﻱﻑ ﻉﺝﺭﻱ ﺏﻝﻙﻝﺍﻙ ﻩﺕﺏﻩ ﻱﻑ ﺩﻭﻉﻱ ﻱﺫﻝﺍ
‘a person who withdraws his gift or
donation is like a dog that withholds its
vomit.’ (Sahih Bukhari).
This principle is important in the case of
takaful whereby upon participating in a
takaful contract, the participants are said to
have given a full commitment to pay
contributions to the takaful fund; the fund
is also committed to compensate them
against any losses experienced by them
within the period of the policy. If a
participant delays payment of his
contributions, the company can claim the
contributions from him and it may be
considered as his debt to the fund until he
officially withdraws from the policy. The
fact that he has not delivered his donation
does not make him not liable to pay it, as he
has committed himself to pay it and it is
already a binding contract. So, iltizam bil
tabarru’ here is deemed to be binding and
enforceable as iltizam or a pledge alone can
create a binding tabarru’ contract. Asserting
that takaful is a binding contract is
important as it is the basis for the
computation of the periodical contributions
and the amount of compensation payable to
the participant.
On the other hand, the relationship between
the fund and the recipient of the
compensation is said to be iltizam bil ta’wid
or a commitment to compensate, which is a
form of iltizam bil tabarru’. It is said to be a
form of conditional commitment whereby
the performance of the commitment is
subject to the certain need, namely a claim
by a takaful participant due to some loss
sustained. In takaful, therefore, the
contributions of the participant may be
utilised fully or partially, thus allowing him
to claim any underwriting surplus. This is
based on the opinion of Sheikh Abdul Sattar
Abu Ghuddah in Buhuth fil Mu’amalat wal
Asalib Al Masrifiyyah Al Islamiyyah, vol. 6,
Jeddah, Majmu’ah Dallah Al Baraka, 2005
at p. 300.

exchange contract? This is so according to
Al Hattab in his book Tahrir Al Kalam fi
Masa’il Al Iltizam; if a commitment is given
subject to a condition that when a donor
contributes something, he is expecting a
counter-value then it falls under the
category of hibah al thawab, a gift given to
the beneficiary on condition that a reward is
given to the donor in exchange. For
example, I give this pen as a gift on
condition that you give your book in return.
In the takaful context, the gift is the
contribution and the thawab is the
indemnification by the risk fund. It is
opined that the ruling of hibah bi al-thawab
will take the ruling of an exchange contract.
In the final analysis, the fundamental
structure of takaful needs to be re-examined
to accommodate the various practices of
takaful operation and to address the various
clientele’s needs.

Associate Professor Dr Asyraf Wajdi
Dusuki is currently Head of Research
Affairs, International Shari`ah Research
Academy for Islamic Finance (ISRA). He
also serves as a Chairman of the
Shari’ah Committee for AIA AFG Takaful
and AIA Takaful International.

Notwithstanding the above, the question
remains whether the counter-value in such
takaful practice is tantamount to an
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Shari’ah Governance for Islamic Financial Institutions
By: Professor Rodney Wilson, Durham University, UK
Earlier this year we reported on Shari’ah governance, particularly the shortage of
suitably qualified scholars and the potential conflicts of interest arising from scholars
serving on multiple Shari’ah boards. This paper given by Professor Rodney Wilson in
September 2009 provides a more detailed background, which goes some way to
explaining how and why Shari’ah governance varies from region to region and
country to country. It concludes that although much work remains to be done in
terms of Shari’ah governance, it is market forces that will remain the main driver of
the growth of Islamic finance across the globe.
If Islamic financial institutions are to be
credible to their clients, they need to have a
formalised system to ensure that all their
activities are Shari’ah compliant. Exactly
what constitutes an effective Shari’ah
governance system is a matter of debate
however and it is apparent from examining
the experiences of different countries and
institutions that a variety of systems are in
place. This pluralistic approach has
advantages, as the legal environments in
which Islamic financial institutions operate
differ, not only in terms of the status of
Shari’ah but also depending on whether the
countries use common or civil law.
Furthermore client expectations of what
constitutes acceptable and effective
Shari’ah governance differ, and as will be
evident from this study, most systems
currently employed are market rather
than state driven. Indeed in the realm of
Islamic finance, Shari’ah governance has
largely been privatised rather than
nationalised.
The Legal Framework
Although Islamic financial institutions
operate around the world in both
predominately Muslim and non-Muslim
countries, there are few states that have
included provision for Shari’ah governance
in their banking, insurance or capital
market laws.
www.newhorizon-islamicbanking.com

Saudi Arabia
Saudi Arabia, despite its central position in
the Islamic world, has no specific legislation
on Islamic finance, although adherence to
Shari’ah is enshrined in the legal system.
Under chapter 1 of its Basic Law it is stated
that that the Qur’an and the Sunnah
represent the constitution of the Kingdom
and the role of Shari’ah governance is
stressed under article 45 which provides for
the establishment of a board of religious
advisers drawn from the ulama (the body of
educated Muslim scholars). The charter
which established the Saudi Arabian
Monetary Agency (SAMA), which serves as
the central bank, states under article 2 that
SAMA will not pay or receive interest, but
rather pay fees for its services. The Banking
Control Law is silent on the question of
interest and contains no reference to
Shari’ah, and several articles in the law,
notably article 16, specifically refer to loans
on which interest will presumably be
charged. In practice like most central banks
SAMA uses repurchase agreements (repos)
for its money market operations, which
given the fixed exchange rate with the US
dollar tend to follow Federal Reserve rates.
The repo rates directly influence bank
lending rates, which can be viewed as riba.
However the banking laws and regulations
in Saudi Arabia make no explicit mention of

interest. In the Consumer Credit regulations
of January 2006 reference is made to both
conventional borrowing and Islamic profit
rates under section 2.2.2 and the
terminology used rather than interest is the
annual percentage rate of charge (APR),
which must be disclosed to clients. Section
2.3 states that for Islamic products
documentation covering the underlying
purchase and sale of goods should comply
with the requirements of the banks Shari’ah
Committee, the first ever mention of
Shari’ah compliance in the SAMA
regulations. SAMA, although it has been
criticised in the past for ignoring Islamic
banking, has become more actively involved
in recent years, and indeed its Deputy
Governor, Dr Abdulrahman Al Hamidy,
served as chairman of the Shari’ah
Governance Working Group of the Islamic
Financial Services Board. (IFSB)
Iran
Across the Gulf in Iran the entire financial
system has been Islamic since the enactment
of the Law on Interest Free Banking in
1983. Article 1 provides for the
establishment of a monetary and credit
system based on rightness and justice as
delineated by Islamic jurisprudence and
Article 3 provides for the acceptance of
current deposits based on qard hasan,
whereby the clients provide the bank with
IIBI 27
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an interest free loan and term investment
deposits based on mudaraba, where the
client shares in the bank’s profits.
Mudaraba can also be used for financing as
specified in Article 9, and reference is also
made to operational leasing and other
funding methods commonly accepted as
permissible under Shari’ah. Iran’s law
however does not cover Shari’ah
governance, as there is no provision for ongoing surveillance through the appointment
of a Shari’ah Board to ensure that financial
transactions comply with the law. Rather
this is the responsibility of the Central Bank,
but the Bank itself does not have a Shari’ah
Board. Banks themselves are still regulated
under the earlier Monetary and Banking
Law of 1972, which was enacted well
before the Islamic Republic was founded.
The seven state owned and six private banks
operating in Iran make no reference to
Islamic values or Shari’ah-based or
compliant financial products in their reports
or publications, although there is no
reference to interest, but rather to profit
rates.
Gulf Co-operation Council
The first Islamic banking law in the Gulf
Co-operation Council (GCC) was enacted
by the UAE in 1985. Under Article 5
provision was made for the establishment of
a Higher Shari’ah Authority including fiqh
scholars and legal and banking personnel to
ensure that Islamic banks, financial
institutions and investment companies were
conducting their business in accordance
with Shari’ah law. The proposal of having
commercial lawyers, financial experts as
well as fiqh scholars was subsequently
adopted in Sudan, but nowhere else. In the
UAE Article 5 provided that the Higher
Shari’ah Authority should be established
and approved through a cabinet decision,
but this never happened, although there has
been some debate since 2008 about whether
such a body should be established.
In practice it was Article 6 of the UAE
Islamic banking law that was implemented.
This states that each Islamic bank, financial
institution and investment company should
establish its own Shari’ah Supervisory
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Authority to ensure that its transactions and
practices conform to Islamic law. Provision
for this should be made in the articles and
memorandum of association of each Islamic
bank and the Authority should consist of at
least three members. This devolved system
of Shari’ah governance was favoured in the
UAE, not least because at the time the law
was passed the Dubai Islamic Bank was the
sole institution of its type and it preferred to
regulate itself as far as Shari’ah compliance
was concerned rather than being governed
from Abu Dhabi.
Very comprehensive legal provision for
Islamic banking was introduced in Kuwait
when the banking law was revised in 2003
so that the Kuwait Finance House could be
brought within the regulatory authority of
the Central Bank and the market for Islamic
financial services could be opened for new
entrants. Section 10 was added with
conventional banks permitted under Article
86 to apply for licenses to establish
subsidiaries offering Islamic banking
facilities. Under Article 93 each Islamic
bank is required to appoint a Shari’ah
Board with at least three members, with
appointments subject to ratification by each
bank’s general assembly. Shari’ah Boards are
required to submit an annual report to the
general assembly confirming that the banks’
operations comply with Shari’ah principles
and this report should be included in the
annual financial statements. In the event of
disputes between Shari’ah Board members,
the board of directors may refer the matter
to the Fatwa Board of the Ministry of
Awqaf and Islamic Affairs, which will serve
as the final authority.
Indonesia
As knowledge of what is required for
Islamic financial institutions to function
effectively has increased legislation has
become much more detailed. The
Indonesian legislative provision of 2008 is a
good example of this, as, although Islamic
banks account for less than two percent of
deposits, there is a political commitment to
Shari’ah finance playing an increasing role
in what is the world’s most populous
Muslim country. This is driven by two

factors, the first being to ensure that the
pious participate in the financial system
rather than being excluded and the second
by the desire to benefit from Indonesia’s
good relations with other Muslim countries
through the Organization of the Islamic
Conference (OIC) and in particular
capitalise on its relations with the GCC.
Under Article 32 of the Indonesian Shari’ah
Banking Act a Shari’ah Board must be
established by each Islamic bank and all
conventional banks offering Islamic
financial services. The Shari’ah Board
members are nominated by the Indonesian
Ulama Council, a state body which is in
charge of all Islamic matters in the country.
The nominees have to be approved by the
general meeting of shareholders of the
institution that they serve. Under Clause 3
of Article 32 the remit of the Shari’a Board
is to give advice and recommendations to
the Board of Directors of the Islamic bank
or conventional bank offering Islamic
financial services. Clause 4 of Article 32
states that Bank Indonesia will regulate
Shari’ah governance, which provides greater
ongoing flexibility and the ability to
respond more rapidly to issues as they arise
than might be the case with the Ulama
Council.
Regulatory requirements
Malaysia
In most jurisdictions Shari’ah governance
has been dealt with at the regulatory level.
Malaysia for example passed an Islamic
Banking Law in 1983 which specified that
banks registered under the act should not
undertake operations which were not
approved by the religion of Islam. However
no mechanism for Shari’ah governance was
specified in the law and it was only in
December 2004 that Bank Negara, the
Central Bank of Malaysia, produced
detailed guidelines on Shari’ah governance.
These guidelines provide for how members
of Shari’ah Boards should be appointed, the
duties and responsibilities of the Boards and
their relationship with the Islamic financial
institutions they serve. The system of
Shari’ah compliance is more centralised in
Malaysia than in the GCC, as only the
www.newhorizon-islamicbanking.com
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This standardised system
means that Bank Negara has a
database on all Shari’ah Board
members serving in the
country. While the process of
appointment does not
represent a formal system of
accreditation, it does provide a
centrally controlled vetting
procedure for all those serving
on the Shari’ah Boards of
Islamic financial institutions in
Malaysia.

Shari’ah Boards of Bank Negara and the
Securities Commission have the power to
issue fatwa, the role of the Shari’ah Boards
of Islamic financial institutions being to
serve as audit units to ensure that these
fatwa are implemented with respect to the
contracts offered. In contrast in the GCC
none of the central banks, SAMA or the
Saudi Arabia Capital Markets Authority
have their own Shari’ah Boards.
The Bank Negara Guidelines apply to
Islamic banks, takaful operators and
conventional banks offering Shari’ah
compliant products. They recommend that
Shari’ah Boards should have at least three
members, all of whom should have the
necessary knowledge, expertise and
experience in either Islamic jurisprudence or
Islamic commercial law, fiqh muamalat.
Those appointed who fail to attend more
than 75 percent of board meetings will be
disqualified, as will any member who
becomes bankrupt or is found guilty of any
serious criminal offence. Members of the
Shari’ah Boards of Bank Negara and the
Securities Commission cannot serve on the
boards of Islamic commercial institutions
and vice versa. For reasons of
confidentiality Shari’ah Board members can
only serve on one board. All Shari’ah Board
decisions will be recorded in a Shari’ah
compliance manual which should be
retained for future reference. Decisions
should be backed with evidence from
relevant Shari’ah jurisprudential literature.
Shari’ah opinions should not only be
provided to the Islamic financial institution
but also its external auditors and legal
counsel if requested. For its part the Islamic
financial institution should make available
whatever documents are required to
conduct its work and provide adequate
resources to facilitate the smooth running of
the Shari’ah Board. Once the Shari’ah
Board’s recommendations are made the
Islamic financial institution has a duty to
carry them out.
An appendix to the Bank Negara Guidelines
provides an application form for those who
wish to serve on Shari’ah Boards.
Applicants have to provide details of their
academic and professional qualifications as
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well as information on working experience.
As those appointed are often academics in
Malaysian universities, applicants are also
asked to provide details of any scholarly
publications such as books or journal
articles as well as working papers and other
research in progress. If they are already
serving as Shari’ah advisors this must be
declared. This standardised system means
that Bank Negara has a database on all
Shari’ah Board members serving in the
country. While the process of appointment
does not represent a formal system of
accreditation, it does provide a centrally
controlled vetting procedure for all those
serving on the Shari’ah Boards of Islamic
financial institutions in Malaysia. In
practice it can be regarded as a system of
peer review, as it is the members of the
Shari’ah Board of Bank Negara who decide
who should be approved, which obviously
enhances the power and status of that body.
Sudan and Pakistan
Sudan and Pakistan also have Shari’ah
Boards affiliated with their central banks
with the power to issue fatwa and provide
definitive rulings on questions referred to
them by the Shari’ah Boards or advisors
serving Islamic financial institutions. In the
case of Sudan the High Shari’ah Supervisory
Board comprises not only fiqh scholars, but
also specialists in finance. This has the merit
of ensuring the fiqh scholars are aware of
the financial consequences of their actions
and are better informed about the often
complex structures they are asked to
approve. On the other hand it could be
argued that having members of the High
Shari’ah Supervisory Board with limited
knowledge of fiqh serving dilutes the
influence of Islamic jurisprudence.
The State Bank of Pakistan issued very
detailed Instructions and Guidelines for
Shari’ah compliance in Islamic banking
institutions in 2008. Part A of the
Instructions provides for the appointment of
Shari’ah advisors. Under Clauses (i) and (ii)
Shari’ah advisors should be appointed by
the Board of Directors in the case of a
domestic bank, or by the management in the
case of foreign Islamic banks having
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branches in Pakistan. Under Clause (iii) the
Shari’ah advisors should meet ‘fit and
proper’ criteria and under Clause (iv) they
should be appointed for a renewable term of
three years. If Shari’ah advisors are removed
or resign before the end of their period of
appointment, under Clause (vii) the State
Bank of Pakistan should be informed within
fourteen days and the reasons given for the
termination of the appointment. This clause
should help safeguard the independence of
Shari’ah advisors. Under Clause (ix) the
fatawa and rulings of Shari’ah advisors are
binding on the institution that appoints
them.
Part B of the State Bank of Pakistan
Instructions outlines the duties and
responsibilities of Shari’ah advisors. The
Instructions stipulate that it is the duty of
the Shari’ah advisor to ensure that all
products and services offered by Islamic
financial institutions are Shari’ah compliant.
In the case of newly approved products the
Shari’ah advisor shall arrange a training
programme for the staff involved. This
should help ensure bank staff are better
informed when advising clients and dealing
with their queries. Shari’ah advisors should
have access to all the necessary records and
documents needed in their work and they
will be responsible for ensuriung that any
income derived from a source, which is not
compliant with Shari’ah, is paid into a
charity account and thereby purified.
Shari’ah advisors can also be called on to
give advice to the legal team of an Islamic
financial institution.
Part C of the State Bank of Pakistan’s
Instructions stipulates that Shari’ah advisors
should prepare a report for inclusion in the
annual financial statements of the Islamic
financial institution. The report should
indicate whether all the institutions
operations were Shari’ah compliant and
whether the funds allocated to the profit
and loss sharing mudaraba investment
accounts are fair and whether the profit
sharing ratios are appropriate. This is a
useful stipulation, as it provides a measure
of protection to investment mudaraba
account holders, as there is a potential
conflict between their interests and those of

30 IIBI

NEWHORIZON October–December 2011

the shareholders in an Islamic financial
institution. The Board of Directors looks
after the shareholders’ interests, so it is also
appropriate that the investment mudaraba
account holders should have someone to
champion their rights.
Part D of the State Bank of Pakistan
Instructions deals with conflict resolution in
Shari’ah rulings where Shari’ah advisors
disagree. This is dealt with in a similar
manner to the Malaysian practice, as
disputes should be referred to the State
Bank of Pakistan’s Shari’ah Board. They are
the final authority and their decisions are
binding. This type of system encourages
Shari’ah Boards to reach consensus, as
obviously there will be a reluctance to refer
cases to a higher authority unless all
avenues of reaching agreement are
exhausted.
Gulf Co-operation Council
In the GCC the regulators do not have their
own Shari’ah Boards and therefore the issue of
dispute resolution becomes more problematic.
In the case of Kuwait where there is
disagreement this should be referred to the
Board of Directors of the Islamic financial
institution. They can then refer the matter to the
Shari’ah Board of the Ministry of Awqaf and
Islamic Affairs, as already indicated, for an
independent, but binding opinion. The concern
with this procedure is that the expertise of the
Shari’ah Board of the Ministry concern Awaqf
and not necessarily Islamic banking,
Shari’ah-compliant fund management or
takaful. The position is similar in Qatar, where
there is also no Central Bank Shari’ah Board,
but disputes can be referred to the Supreme
Shari’ah Council of the Ministry of Awaqaf. In
Qatar there is also provision for the Central
Bank to appoint independent Shari’ah scholars
to resolve the issue, although this has never
been used.
Both Qatar and Dubai have financial centres,
which function under their own laws and
regulations rather than under national laws. The
purpose of these centres is to attract a wide
range of financial institutions to provide
investment banking and asset management
services, rather than retail financial business for

local nationals and residents, which are
regulated by the central banks. The Dubai
International Financial Centre has no special
provision for Islamic finance, but at its
inception the Qatar Financial Centre Regulatory
Authority decided to draft a detailed rulebook
on Islamic finance. The rules governing the
appointment and operation of Shari’ah
Supervisory Boards are set out in Section 6.
This states that the Shari’ah Supervisory Board
should comprise at least three members and that
those appointed should be suitably qualified
and experienced. Appointments should be
approved by the governing body of the Islamic
financial institution, normally the Board of
Directors, and Shari’ah Board members
themselves cannot serve as directors or
executive officers. This is to ensure their
independence. Islamic financial institutions
licensed by the Qatar Financial Centre must
document their policies with regard to the
appointment of Shari’ah Board members and
provide details of their remuneration and terms
of engagement. They should also supply
information on the competency of those
appointed and maintain records on those who
serve for a minimum of six years.
The Qatar Financial Centre recognises the
Shari’ah standards of the Bahrain-based
Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOIFI). These
include the requirement for each Shari’ah
Supervisory Board to provide an annual report,
which will normally be included with the
financial statements, a copy of which should be
made available to the regulator. Islamic
financial institutions regulated by the Qatar
Financial Centre are also required to undertake
an internal Shari’ah review in compliance with
AAOIFI standards on governance. This aims to
ensure that the contracts and other documents
made available to clients conforms to the fatwa,
rulings and guidelines provided by each
institutions’ Shari’ah Board.
Bahrain unlike Qatar has a unified system of
regulation, with the Central Bank responsible
for all regulation, including that of Islamic
financial institutions. Bahrain serves as a
regional centre for Islamic finance and has 24
Islamic banks and 11 takaful operators, whose
total Shari’ah-compliant assets exceed US $
10.3 billion. As the headquarters for AAOIFI
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are in Bahrain, not surprisingly its governance
standards are mandatory, including those on
Shari’ah governance. The Central Bank
Rulebook simply refers to the AAOIFI
governing standards, notably those requiring
each Islamic financial institution to appoint a
Shari’ah Board of at least three members and
have an internal Shari’ah audit unit.
The Islamic Financial Services Board (IFSB)
Guiding Principles on Shari’ah Governance
The IFSB is the institution which provides
guidance on the key regulatory issues
pertaining to Islamic financial institutions.
Its procedures correspond to international
norms, as it members are consulted on each
set of guidelines it produces and there is
extensive public consultation. Work on the
Guiding Principles on Shari’ah Governance
commenced in 2007 and the final draft of
the Guidelines became available in
December2009.

As the earlier discussion has
shown there are wide
variations in Shari’ah
governance standards across
jurisdictions, largely reflecting
legal and regulatory
differences, as well as the
extent to which Islamic
financial institutions have
developed in particular
countries.
www.newhorizon-islamicbanking.com

The IFSB is not in a position to impose on
its members any one system of Shari’ah
governance, but its aim is to identify the key
issues, and drawing on best practice, suggest
possible ways in which the major concerns
can be managed. Its overriding assumption
is that there is no single model that should
be adopted, a ‘one size fits all’ approach,
but rather different solutions which depend
on the circumstances in each jurisdictions
and informed perceptions of what is
appropriate. Standardisation in any case
tends to stifle innovation, and in a rapidly
developing and changing area such as
Islamic finance, it would arguable be
counter-productive to settle on a single
system.
It is important to note that the IFSB was
concerned with the process of Shari’ah
governance, with ensuring the systems are
sound and not with the actual rulings of
Shari’ah Boards, which are matters of
judgment for those serving on the Boards. In
other words it is not the substance of the
fatawa that is being dealt with, but rather
that the conditions under which the Shari’ah
Boards work. The aim is to ensure that
sound systems are in place to facilitate
effective decision taking by Shari’ah Boards,
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which is of vital importance for the
reputation of Islamic financial institutions.
It is also recognised that some systems may
be acceptable in certain jurisdictions but not
in others. It may, for example, be politically
possible for regulators to have their own
Shari’ah Boards in predominately Muslim
countries, but in countries where other
religions have larger numbers of adherents
this will not usually be the case. However
even in jurisdictions such as the United
Kingdom, the Financial Services Authority
(FSA), as the regulator, recognises the value
of sound procedures to ensure products
marketed as Islamic are Shari’ah compliant,
as otherwise the interests of Muslim clients
would not be protected.
The four key attributes identified by the
IFSB for sound and effective Shari’ah
governance are competence, independence,
confidentiality and consistency. Competence
implies diligence and capability and
obviously relates to whether those
appointed to Shari’ah Boards are suitably
qualified and have relevant experience,
while recognising at the same time that for
some it will be their first appointment to
such a position. This implies that there
should be continuing training opportunities
for those serving on Shari’ah Boards and
perhaps a system of mentoring whereby
more experienced members can pass on
their knowledge to newer, and usually
younger, members. In other words provision
should be made for the professional
development of those appointed to Shari’ah
Boards, not least because while many may
be knowledgeable concerning fiqh, their
understanding of the complexities of
modern finance and contemporary legal
contracts may be more limited, but this has
to be enhanced if they are to provide
informed advice. The IFSB propose that
there should be a formal process to assess
both the overall effectiveness of the Shari’ah
Boards and the contribution of their
individual members. I n so far as
information is available on other Boards the
collective effectiveness can be assessed in
relation to peer performance. For
individuals effectiveness can be measured in
terms of attendance at meetings, diligence,
commitment to attend training programmes
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and willingness to accept responsibility for
duties assigned. In other words both
quantitative and qualitative measures can be
used for performance evaluation.
Independence is the second attribute
stressed in the IFSB guidelines. Shari’ah
Board members are of course paid by the
institutions on which they serve and this
inevitably leads to criticism that they cannot
be completely impartial and independent.
Of course financial auditors are in the same
position and have been subject to the same
criticism. An alternative would be to have
the Shari’ah Boards paid by government,
but this is not feasible in Muslim minority
countries and there would in any case be
concern about possible political
interference. No country has adopted this
approach. The IFSB Guidelines stress that
apart from remuneration for work on the
Shari’ah Board, no member or his or her
relatives should receive any payment from
the Islamic financial institution they serve
either as an employee or as a shareholder.
Where there is a conflict of interest the
member should declare it writing to the
Islamic financial institution. Financial
auditors are usually appointed for a fixed
term and then the position must rotate.
There is a case for Shari’ah Board members
serving non-renewable terms rather than
serving in perpetuity, although this is not
included in the IFSB Guidelines. The
contrary argument is that where Shari’a
Board members have extensive experience
and their integrity is beyond doubt, it is
desirable to retain their services.
Confidentiality is a third attribute, as those
serving on Shari’ah Boards will have access
to a wide range of information and
documents that could be of commercial
value to rival institutions. This is a
particular issue when Shari’ah Board
members serve several Islamic financial
institutions. This is why multiple Board
membership is not permitted in Malaysia. It
is recognised however that given the
shortage of Shari’ah scholars in the GCC, it
would not be feasible to adopt such a
restriction there. If confidentiality is
compromised however an Islamic financial
institution should have procedures in place
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to take appropriate disciplinary action to
protect its interests.
Consistency is the fourth attribute stressed
as desirable in the IFSB Guidelines. This
applies to consistency over time by a
Shari’ah Board of a particular Islamic
financial institution, as well as consistency
across different Islamic financial
institutions, both within a country and
internationally. Of course Shari’ah Boards
should be free to change their opinions if
they become aware of new issues that have
implications for previous judgments. The
debate over the legitimacy of bai bithaman
ajil (BBA) in Malaysia is an example of this,
as is the controversy over tawarruq as a
contract without substance and mudaraba
and musharaka sukuk, where fixed repurchase undertakings make these into pure
debt instruments. Consistency between
Islamic financial institutions within a single
jurisdiction is more likely where there are
national Shari’ah Boards, and elsewhere the
practice of scholars serving on multiple
boards might actually promote consistency,
even though this can be criticised on other
grounds.

AAOIFI Shari’ah Board and the OIC Fiqh
Academy. The former comprises 14 scholars
representing the AAOIFI members, with
each serving a four-year term. They have
issued Shari’ah standards for most of the
major Islamic contracts, which has aided
convergence. The OIC Fiqh Academy was
inaugurated in 1988 before AAOIFI was
founded, and considers a wider range of
issues, most recently tawarruq as already
indicated. There is no coordination between
these institutions however and, if the
international Shari’ah governance
infrastructure is to improve, there is a need
to determine how the remit of each
institution should relate, or perhaps even for
a new unified institution to be founded with
the support of OIC member states and
leading industry players. Clearly much has
been achieved. Shari’ah financial governance
has gained increased respect and recognition
and the IFSB Guidelines should prove
helpful in increasing the credibility of
Shari’ah assurance processes. Numerous
issues remain to be resolved however, so
there is clearly much work to do, although
ultimately market forces will continue to be
what drives the Islamic finance industry
forward.

International Shari’ah Governance
As Islamic finance has spread globally the
need for international standards has become
apparent not least because Islamic banks
and takaful operators based in the GCC are
rapidly expanding in other jurisdictions,
which raises the issue of which Shari’ah
rulings should apply. As already indicated
BBA has been declared legitimate in
Malaysia, but is clearly unacceptable in the
GCC, where murabaha is viewed as
preferable because of its greater
transparency regarding the purchase price
and the mark-up. Al Rajhi Malaysia, the
subsidiary of Al Rajhi Bank of Saudi
Arabia, has four members on its Shari’ah
Board in Kuala Lumpur, one from the
Riyadh Board, and the others from
Malaysia, but it is notable that the product
range corresponds to those offered in Saudi
Arabia, with BBA excluded.
There are two major bodies which provide
international Shari’ah governance, the

Rodney Wilson is Professor in the School of
Government and International Affairs at
Durham University. He was formerly a visiting
professor at the Qatar Faculty of Islamic
Studies, the universities of Kuwait and Paris X
and the International University of Japan. He
is also a prolific author on Islamic economics
and finance.

www.newhorizon-islamicbanking.com

NewHorizon 181_NewHorizon 27/09/2011 11:39 Page 33

NEWHORIZON Dhu Al Qaddah 1432 – Muharram 1433

IIBI NEWS

IIBI Holds 5th Annual Workshop at Clare College,
University of Cambridge, UK
As part of its continuing commitment
towards practice-based training, IIBI held its
5th annual three-day residential workshop
on ‘Structuring Innovative Islamic Financial
Products’ amid the prestigious surroundings
of Clare College, University of Cambridge
from 22nd to 24th July, 2011. The
workshop had international participation
that included Islamic and conventional
bankers, lawyers, accountants and
regulators, who travelled from as far afield
as South Africa, Iran, Jordan and Oman.
The workshop was sponsored by Path
Solutions, a leading provider of Islamic and
investment software solutions worldwide.
Mr Keith Phillips, Executive Director at the
UK Islamic Finance Secretariat (UKIFS),
gave the opening address, which highlighted
the UK’s position as a leading Islamic
finance centre and home to five fully-fledged
Islamic banks as well as many conventional
banks which have Islamic windows. Islamic
finance is a growing industry with
increasing global demand for human
resources. UK is (and has been) at the
forefront of providing qualifications for the
Islamic finance industry. The UKIFS has set
up an Education, Training & Qualifications
(ETQ) Working Group which is engaging
academia, business schools, professional
institutions and trade associations, and
partnering with leading institutes such as
the Institute of Islamic Banking and
Insurance.
The workshop provided an in-depth
practical analysis of the key innovative
Islamic financial products in the market
with special focus on corporate and capital
market instruments. It looked at the main
structures of murabaha, ijarah, salam,
istisna’a, mudarabah and musharakah and
important requirements for their practical
applications. It also analysed the major
innovative products and product features
currently being used in the industry, as well

www.newhorizon-islamicbanking.com

as exploring both the nature of the
innovations as well as the underlying
rationale and philosophy for such
innovations within the Shari’ah parameters.
The use of case studies and an interactive
format enriched the discussion and helped
the participants to grasp the subject matter
more comprehensively. At least as important
were the offline discussions during break
times, when participants were able to
exchange information and views about the
practice of Islamic finance in their own
geographies.
The workshop was led by Dr Salman Khan,
Head of Shari’ah Office (Dubai) at a leading
GCC-based Islamic bank. He was joined by
Richard de Belder, partner at SNR Denton an international law firm;
Mohammed Amin, Islamic finance
consultant and
Muhammad Ali Jinnah Ahmad, Coordinator of Takaful Research Unit at the
International Shari’ah Research Academy
for Islamic Finance (ISRA) Malaysia.
In the closing address, Mr Mohammed
Qayyum, Director General of the Institute of
Islamic Banking and Insurance emphasised
that genuine product innovation is crucial for
the reputation and development of the
Islamic finance industry. This workshop
provides a unique platform for advancing
technical
knowledge and
developing the
skill base for the
industry. At the
close,
‘Certificate of
Attendance’
were awarded
to the
participants.

work during the sessions, participants were
able to see something of Cambridge with a
walking tour of the colleges and punting on
the River Cam providing wonderful views
of the famous Backs.
Among the comments made by the
participants were the following:

‘Excellent workshop. I enjoyed the
content and spirit of the workshop’
Mr Jonathan Lawrence, Partner,
K & L Gates, UK
‘Great overall setting. IIBI did not spare
anything on the course and the facilities.’
Mr Ahmad Quandour, lawyer, Jordan
‘An excellent workshop giving a detailed
insight into the issues with current
Shari’ah-compliant products.’
Ms Bilkis Ismail, Barrister (Senior
Associate), SJ Berwin (MENA),
Dubai, UAE
‘The workshop was very informative. The
interactive methodology used is
commendable.’
Mr Tajelkhatim Daoud Khari,
Sharjah Islamic Bank, UAE

‘The workshop was excellent.’
Ms Naseeha Mahomed, Assurance
Senior – Banking and Capital Markets,
Ernst & Young, South Africa

Delegates to the 2011
Cambridge Workshop

As an antidote
to all the hard
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Diary of Events endorsed by the IIBI
October
10–11: International Summit on Islamic
Corporate Finance, Abu Dhabi
This first Islamic Corporate Finance Summit
was apparently originally suggested by senior
corporate bankers, who had participated in
large-scale conferences, but wanted to engage
the corporate end users of Islamic finance in
a more intimate and focused environment.
Similarly, the financial decision-makers
within large corporations expressed an
interest in exploring Islamic finance as an
increasingly important component of their
overall financing mix. The organisers claim
that this concept has now been developed
into an innovative form of summit, which is
specifically tailored to expand business
opportunities and meet the funding needs of
large businesses.
Contact: Sophie Shah
Tel: +9714 343 1200
Email: sophie@megaevents.net
www.megaevents.net
18–20: 3rd World Islamic Retail Banking
Conference, Dubai
The theme of WIRBC this year is: ‘Evolving
Economy: Spotlight on Islamic Retail
Gulf Hotel Convention Centre, Bahrain
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Banking’. Conference topics will include
‘Islamic Retail Banking: What is the next
step?’, the ‘Annual Open Fatwa Session’ and
‘Fuelling Regional Competition.’
Contact: Lucia Kasanicka
Tel: +9181 0580 5411 800
Email: lucia.kasanicka@fleminggulf.com
www.fleminggulf.com
24–27: Islamic Investment and Finance
Forum 2011, Turkey
The focus of this conference is emerging and
frontier markets. Sessions include in depth
discussions of Turkey, whether it is set to
become an international financial hub and if
so, what does this mean for Istanbul as an
Islamic financial hub and the potential for
developing Islamic finance in Africa and the
impact of regulation, as well as a series of
special interest sessions on sukuk, real estate
funds, asset management and private equity
among others.
Contact: Vanessa Heywood
Tel: +971 4 335 2437
Email: register@iirme.com
www.iirme.com
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
27–28: Mediterranean Islamic Finance
Conference 2011 – New Openings, Malta
Malta has ambitions to become the centre
for Islamic finance in the Mediterranean.
This conference, sponsored by Ernst &
Young, will focus on the practical issues and
opportunities the island faces.
All enquiries via the website of the Malta
Institute of Management at
www.maltamanagement.com

November
21–23: The World Islamic Banking
Conference, Bahrain
This event promises an attendance of more
than 1,200 industry leaders from over 50
countries, plus the launch of the latest
Competitiveness Report produced in
conjunction with McKinsey & Company.
The theme for the 2011 conference is
‘Competing for Global Growth’, addressing
new expansion opportunities for the
industry – boosting cross-border
transactions, accessing new markets and
creating new products. The conference will
take a fresh look at some of the issues that
continue to exercise the minds of those
involved in Islamic finance, such as how
Islamic banks can scale up their operations
and the evolving role of Shari’ah advisors.
Contact: Andrew Chopra
Tel: +9714 343 1200
Email: andrew@megaevents.net
www.megaevents.net
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IIBI Awards – Diplomas in Islamic Banking and Insurance
Post Graduate Diploma in Islamic Banking and Insurance (PGD)
Awards

Students from 23 countries have enrolled on this course so far. The
following students completed their studies in 2011

To date students from nearly 80 countries have enrolled in the PGD
course. In the period July to September 2011, the following students
successfully completed their studies:

Alifar Badurudeen, Accountant, Cornish
Hotel Apartments, UAE
It’s a great course and I will highly
recommend it to anyone who intends
pursuing a career in the Islamic banking
and financial services industry.

Aminu Hamza, Managing Director, Cherish Microfinance
Bank Ltd Batsari, Nigeria
The course modules are detailed,
comprehensive and well written in
simple English for easy comprehension
by students. The course is actually
capable of transforming every student
from ‘novice to professional’ in the field
of Islamic banking and finance upon
completion.

Hamid Rustamov, Savings Consultant,
GTZ, Tajikistan
DIB course provided by the IIBI is
designed with high quality and provides
appropriate and useful information to
understand and get invaluable
knowledge in foundations of the Islamic
banking and insurance.

❑ Hamidu Sa’ad, CEO, Frontier Investments, Nigeria
❑ Yasin Ebrahim, UK
❑ Michelle Cunningham, Trainee Solicitor, Arthur Cox Solicitors,
Ireland
❑ Imran Bhatia, UK

❑ Amanullah Shahid, UK
❑ Chowdhury Shahed Akbar, UK

❑ Fezel Khan Boodhoo, Director, Isfahaan Ltd, Mauritius

❑ Feizal Sheik Fareed, Supervisor, State Bank of Mauritius,
Mauritius

Diploma in Islamic Banking (DIB) Awards

❑ Jazeera Yousuf, Processor, Abu Dhabi Islamic Bank, UAE

In order to offer wider choice to potential applicants, IIBI launched
its Diploma in Islamic Banking (DIB) by distance learning in
January, 2010. The course builds candidates’ knowledge of Islamic
banking concepts as well as their practical applications. It supports
candidates seeking a career in Islamic banking and also in their
career progression in the Islamic finance industry.

❑ Kassim Ahmed Abeid, Tanzani

Candidates having a graduate degree may take up the IIBI Post
Graduate Diploma course in Islamic Banking and Insurance (PGD),
however those who wish to build a good foundation of Islamic
banking concepts and operations, may opt to take the DIB course
and later on progress to the PGD. DIB holders wishing to take up
the PGD course will get exemption from some of the Post Graduate
Diploma modules.
At present, DIB is priced at only £335.00 inclusive of registration
fee, one year membership, course study material and tutor support.
www.newhorizon-islamicbanking.com

❑ Mark Fribbens, Assistant Manager, Trading Desk, DDGI Ltd,
UK
❑ Md. Shahbaz Alam, Relationship Officer (Personal Banking),
State Bank of India, India
❑ Philip Schroevers, Business Analyst, Logica, Netherlands
❑ Saad Chishti, UK
❑ Saad Sheikh, UK
❑ Shabbir Ahmed, UK
❑ Steve Allen, Executive Manager – Treasurer, National Bank of
Kuwait, Kuwait
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Promoting Islamic Finance
June: Restructurings
Involving Islamic
Financing
Although the Islamic finance industry was
shielded to some extent from the troubles
that conventional banks faced with the
onslaught of the financial crisis in late
2007, nonetheless, there have been a
number of Islamic defaults in the last two
years; some of them generated a great
deal of attention. With the help of case
studies the lecture discussed the
important issues, which need to be
considered and dealt with when
undertaking the restructuring of Islamic
financial transactions including those cofinanced with conventional facilities.
Mr Ahmed started the lecture by
highlighting the legal uncertainty of security
enforcement and the shortcomings of the
law and procedures relating to insolvency in
the GCC region making it necessary for
borrowers facing financial difficulties and
their financiers to enter into consensual
restructuring arrangements wherever
possible. The method of restructuring will
depend on the nature and type of Islamic
financing and whether the borrower has a
single source of finance or whether finance
comes from different sources (including
conventional debt). He pointed out that
banks are likely to be more flexible about
agreeing changes in the terms and
conditions of financing arrangements than
sukuk holders whose decision making will
be more formal and time consuming.

documents for syndicated facilities (and
major bilateral facilities) are, in most cases,
governed by English law. He went on to
discuss the enforceability of Islamic
financings governed by English law in case
of default. He also briefly explained the
Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOIFI)
standard on default in payment by a debtor;
the issue of on-shore security and the
acceptability of such security from a
Shari’ah prospective with the examples of
security for tangible assets, claims on
receivables and intellectual property rights.
He also examined the distinction between
the on-shore and free zone regulatory
regimes in the UAE. With the examples of
the legal regime in the UAE, he indicated
that Shari’ah pronouncements may not be
binding on the courts. There is a need for
clarity about the treatment by the courts of
contracts governed by Shari’ah and English

law; assuming English courts grant
judgement, then mechanisms for and the
likelihood of enforcement of the judgement
by the local courts are uncertain. There is
also a need to look at whether an arbitral
award is easier to enforce (compared with a
court judgement) and whether the assets of
publicly-owned entities in the GCC can be
seized for the purposes of enforcement.
Mr. Ahmed then examined the local security
enforcement and insolvency regimes and the
circumstances in which security can be
enforced and the effect of the insolvency
procedures on the rights of secured
creditors. He stated that restructuring
standalone Islamic facilities is easier in
relative terms due to the commonality of
interest amongst the participant banks,
particularly if the issues related to the
Shari’ah compliance are dealt with by the
same Shari’ah board(s) who approved the

Mr Shibeer Ahmed is a partner in the Finance Practice of the law firm, White & Case LLP.
He has expertise in both Islamic and conventional banking, restructuring and project
finance. He has also been involved in a number of Shari’ah-compliant power,
petrochemical and infrastructure project financings in the GCC region.

Though compliance with Shari’ah principles
is the primary requirement for Islamic
financial products and services, Shari’ah is a
non-national system of laws and is subject
to various interpretations. In order to create
certainty about the rights and obligations of
the contracting parties, Islamic financial
36 IIBI
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original financing and there is no (new)
security sharing and inter-creditor issues.
He then looked at the restructuring issues in
relation to multiple Islamic finance facilities,
which may involve use of ijarah, murabaha
and commodity murabaha and practical
problems regarding ownership and title
registration as well as the engagement of the
Shari’ah board in restructuring. In the case
of Islamic and conventional co-financing
facilities, there is a need to look at whether
there is an existing inter-creditor agreement
regulating the relationship between the
Islamic and conventional facility banks and
the need for a security sharing arrangement
(particularly in relation to the borrower’s
assets used for the purposes of any ijarah

July: Liquidity
Management at Islamic
Banks

IIBI LECTURES

facility). Restructuring of such deals is
complex and may take more time due to the
relative negotiating strengths of the Islamic
and conventional facility banks; the
negotiation process between the
conventional banks, the borrower and the
Islamic banks and their Shari’ah boards is
likely to be a complex and time consuming
process.

restructuring facilities; the termination of
existing facilities should be by mutual
consent to avoid calling defaults that would
trigger cross-default provisions in the
existing finance documents. There is a need
for the post-restructuring facilities to be
acceptable to Islamic banks, which cannot
participate in commodity murabaha
financings.

Mr. Ahmed also examined the combination
of secured and unsecured Islamic financing
facilities and the possible issues in relation
to the secured facilities if all security is not
registered and related enforcement issues.
He indicated that there is a need to
negotiate and agree to inter-creditor
arrangement to regulate all of the post-

Finally, Mr. Ahmed looked at the
practical issues relating to sukuk defaults
and restructurings with the help of case
studies. There is need to hold certificate
holders’ meetings to satisfy minimum
voting thresholds for taking decisions as
well as dealing with inter-creditor
negotiations.

is taking the risk that the customers may
want to have their deposits repaid when
it cannot obtain new deposits; that
constitutes a ‘run on the bank’ like the one

in 2007, when customers were queuing
around branches of Northern Rock plc
demanding the repayment of their
deposits.

For most banks one of the major sources
of revenue is maturity transformation to
profit from the shape of the yield curve.
The graph below shows the sterling
commercial bank yield curve on 7 July
2011 from the Bank of England website.
It demonstrates that short-term money
could be borrowed or lent at approximately
1%. Conversely a 10-year loan would earn
5%.
It is profitable for banks to take short-term
deposits while making long-term loans (e.g.
for 10-year periods, although in practice
most bank loans would be shorter, say 3–5
years) thereby earning a 4% spread between
the short-term rate and the 10-year rate. As
the short-term bank deposits become
repayable, they are rolled over by taking
new deposits.
This strategy of ‘borrowing short and
lending long’ has been followed by
banks for centuries. The bank, however,

www.newhorizon-islamicbanking.com
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Mohammed Amin is an Islamic finance
consultant and before retirement was
PricewaterhouseCoopers’ UK Head of
Islamic Finance.
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Banks manage this liquidity risk in three
main ways:
1. Banks hold cash and short-maturity
investments, which can be quickly sold
for cash to repay depositors making
withdrawals. Banks, however, want to
avoid holding too much liquidity as its
returns are low as illustrated by the
graph.
2. The bank’s assets such as loans to
customers are usually structured to be
resalable. Accordingly if the bank is
finding it difficult to raise deposits, it can
‘slim its balance sheet’ by selling its
customer loans, typically to other banks,
but also to other purchasers such as
hedge funds.
3. The country’s central bank (in the UK
the Bank of England) provides lender of
last resort facilities.
Mr Amin reminded the audience that Islamic
banks are banks, but ones that conduct their
affairs in accordance with the rules laid
down by their Shari’ah supervisory boards

and by other Shari’ah regulators. Islamic
banks face the same liquidity management
challenges as conventional banks with some
additional issues:
❑ Often there may be no lender of last
resort in practice. For example, the UK
lender of last resort, the Bank of England,
does not offer Shari’ah-compliant facilities.
❑ Many of the assets of Islamic banks are
not resalable in practice. For example, for
Shari’ah reasons the bank’s rights under
murabaha contracts can only be sold at face
value, but nobody will buy them except at a
discounted price.
❑ There is a shortage of highly-rated, liquid,
short-term assets to hold for liquidity
management purposes.
Mr Amin went on to discuss how these
challenges are managed in practice by
Islamic banks. A particularly illuminating
part of the presentation was his analysis
from a liquidity management perspective of
the balance sheets of two UK Islamic banks
using their published accounts.

The 3rd Annual ISRA/IIBI Thematic Workshop – 12 December 2011
Form and Substance in Islamic Finance – Challenges, Problems and the Way Forward
Despite the phenomenal growth of the Islamic finance industry in the last four decades, there are genuine concerns about its uniqueness
and the direction it has taken. Many of the transaction structures were approved by Shari’ah boards to kick start the industry, but
became a ‘norm’ over time. There are arguments that there has been too much focus on the ‘form’ instead of the ‘substance’ in the
Islamic finance transactions. The 3rd Annual ISRA/IIBI Thematic Workshop in collaboration with SNR Denton will critically analyse
the ‘form’ versus the ‘substance’’ issues in Islamic financial transactions that need to be resolved to bring much needed credibility and
mainstream acceptance of the Islamic finance industry.
This is an invitation only programme. For more details please contact, Mr Mohammad Shafique on +44 (0) 207 245 0404 or email to
m.shafique@islamic-banking.com.
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IDB Iraq Implement Path
Solutions Systems
Iraq-based International
Development Bank (IDB) has
gone live with Path Solution’s
iMAL Islamic banking system at
its main branch in Baghdad.
IDB Iraq, a startup bank with a
paid up capital of
250,000,000,000 IRQ Dinar
($213,948,140 US), aims to use
iMAL to introduce new Islamic
products to the market while
meeting local banking
requirements, including central
bank reporting. IDB expect to
be among the 10 leading Iraqi
banks and plan to open five
branches in Baghdad and a
further five in the provinces
during 2011.
Nazar Al Monshi, IT Manager
of IDB Iraq commented: ‘We are
very happy with the level of
professionalism Path Solutions
has shown during the
implementation. Armed with a

solid implementation
methodology and supported by
a team of skilled and
enthusiastic business
consultants, Path Solutions was
tasked with implementing a
modern Shari’ah-compliant
banking system capable of
matching local banking
requirements to enable us to
meet our possible expansion
plans for any banking product
or service in the future’.
Modules included in the first
phase of implementation
included CIF Opening, Account
Opening, Cash Transactions
(deposits and withdrawals),
Credit Limits (retail and
corporate limits) and Islamic
Operations (murabaha,
musharaka, ijara). The next
phase will include internet
banking, investment banking
and branch automation.

Sharjah Islamic Bank
Embraces Social Media
Sharjah Islamic Bank (SIB) has
launched banking access to their
banking services through
Facebook and Twitter. With this
move SIB aims to get closer to
its customers and change the
perception of Islamic banks as
being out-of-touch with modern
communication needs and
methods.

customer base, particularly our
younger customers.’
‘Over the past few years, the Web
experience has become an integral
part of people’s lives, with more
and more aspects of their daily
lives going online and being
integrated into social media
platforms. SIB realises the
importance of these platforms in
the lives of our customers, and we
are responding to this by offering
them the chance to incorporate
their banking into their online
lives. This will not only allow us
to get closer to the community we
serve, but will also add another
channel of communication,’
Abdullah added.

Speaking of the decision to take
this important step, SIB CEO,
H.E Mohammed Abdulla, said,
‘At SIB we are committed to
giving our customers the highest
levels of convenience and service
at all times and embracing
creative solutions in order to do
so. The decision to embrace
social media
platforms such as
Al Noor Mosque, Sharjah
Twitter and
Facebook
stemmed from
our desire to
move Islamic
banking into the
21st century and
to be more in
touch with our

Afghan United Bank Go Live with Oracle Flexcube
Afghan United Bank is the first
bank in the country to obtain
permission for Islamic banking
from Da Afghanistan Bank (the
Central Bank of Afghanistan).
Its ultimate aim is become a
fully-fledged Islamic bank, but
currently the laws and
regulatory framework in the
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country do not allow this, so for
the time being they are
operating an Islamic window
operation with branches in
Kabul and Kandahar.
They signed the contract to
buy Flexcube in 2009, but
problems associated with the

infrastructure in Afghanistan
meant that the implementation
took roughly twice as long
as originally planned. The
system is supported from
Oracle’s Dubai office, which
provides training, back up
and disaster recovery
facilities.

The Flexcube system supports
both the conventional financial
operation and the Islamic
window operation. Using
Flexcube the Afghan United
Bank has already launched
internet banking and expects to
implement ATMs and mobile
banking shortly.

www.newhorizon-islamicbanking.com
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BOOK REVIEW

Product Development in Islamic Banks
by Professor Habib Ahmed. Publisher: Edinburgh University Press Limited (2011)
ISBN 978-0-7486-3952-6 (Paperback) and 978-0-7486-3951-9 (Hardback)
The book is part of the Edinburgh Guides to Islamic Finance series edited by
Professor Rodney Wilson of the Durham University.
of innovative financial products. ‘Islamic
Banking: Institutional Environment,
Organisational Design and Product Features’
is the title of the third chapter, which looks at
the institutional environment in which the
Islamic banking industry operates. The
fourth chapter, ‘Innovation and Product
Development: Strategy, Structure and
Process’ looks at the importance of product
development in general and discusses
product development processes.

In the introductory chapter Dr Ahmed
considers the key goals of Islamic banking –
alleviating poverty, contributing to social
welfare and promoting sustainable projects,
as well as the the contention that the Shari’ah
requirements are being diluted, leading to the
disillusionment of many proponents of the
industry. He sets the context by taking a brief
look at the evolution of the modern Islamic
finance industry and some of its
contemporary practices, highlighting the
importance of innovation and product
development in the financial sector.
The second chapter on ‘Islamic Law and
Finance: Concepts and Principles’ touches
on the sources and methodology applied for
deriving the tenets of the Shari’ah, such as
those relating to property rights and the
fundamental conditions of a valid contract
from the Islamic perspective. It also looks at
traditional Islamic nominate contracts,
discusses the significance of the concepts of
riba and gharar, as well as the development
www.newhorizon-islamicbanking.com

The fifth chapter on ‘Product Development
Practices in Islamic Banks’ presents findings
from a survey on product development in
Islamic banks. These findings are based on a
survey questionnaire completed by a sample
of 20 Islamic banks, supplemented by
interviews with senior officials responsible
for product development. The paradox
facing Islamic banking is highlighted by one
Malaysian bank, where 70% of the
customers are reportedly non-Muslims,
while it is proving difficult to attract a
larger Muslim customer base, because they
ask many questions about the authenticity
of Islamic products.
Chapter six ‘Islamic Financial Products:
Categories and Controversies’ discusses some
critical issues related to various types of
products offered by Islamic financial
institutions. It provides definitions for
Shari’ah-based, Shari’ah-complaint and
pseudo-Islamic products. Shari’ah-compliant
products satisfy the form and substance of
Islamic law, but fail to pay attention to the
social goals. Specifically, Dr Ahmed points
out that a Shari’ah-compliant product will
not adequately meet the financial needs of the
poor and small/micro enterprises. A Shari’ahbased product, however, 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. A pseudo-Islamic
product conforms to legal form only; it does
not fulfil the substance of Shari’ah principles
or serve social needs.
The penultimate chapter, ‘Shari’ah-Based
Islamic Finance: The Way Forward’, builds
the case for a move towards Shari’ah-based
products. Such a move to Shari’ah-based
products, however, could only happen if
various basic issues were addressed – the
creation of an enabling institutional
framework, organisational diversity that
includes venture capital and equity funds,
cooperatives and microfinance, the
strengthening of Shari’ah governance
mechanisms, approaches to innovation and
research and product development, as well
as the provision of incentives for choosing
Shari’ah-based products.
The concluding chapter reiterates the
concerns that are being raised around the
use of pseudo-Islamic banking products and
those replicating conventional products.
According to Dr Ahmed a key factor that
will determine the future development of the
Islamic finance industry is its ability to come
up with new products that will satisfy the
needs of various segments of society on one
hand and the Shari’ah requirements on the
other. He also states that the types of
products offered by Islamic financial
institutions will shape the customer and
community perceptions of the industry in
the long run. The strength of the Shari’ah
governance framework and the quality of
Shari’ah supervision, both at organisational
and national level, will play a critical role in
determining the nature of products and
protecting the credibility of the industry.
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GLOSSARY

arboun
An Islamic version of option, a deposit for the delivery of
a specified quantity of a commodity on a predetermined
date.
bai al-ina
This refers to the selling of an asset by the bank to the
customer on a deferred payments basis, then buying back
the asset at a lower price, and paying the customer in
cash terms.
commodity murabaha
A murabaha contract using certain specified
commodities, through a metal exchange.
fatwa
A ruling made by a competent Shari’ah scholar on a
particular issue, where fiqh (Islamic jurisprudence) is
unclear. It is an opinion, and is not legally binding.
gharar
Lit: uncertainty, hazard, chance or risk. Technically, sale
of a thing which is not present at hand; or the sale of a
thing whose consequence or outcome is not known; or
a sale involving risk or hazard in which one does not
know whether it will come to be or not.
Hadith
A record of the sayings, deeds or tacit approval of the
Prophet Muhammad (PBUH).
halal
Activities which are permissible according to Shari’ah.
haram
Activities which are prohibited according to Shari’ah.
ijara
A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility
required by its client for a rental fee. The duration of the
lease and rental fees are agreed in advance. Ownership
of the equipment remains in the hands of the bank.
ijara sukuk
A sukuk having ijara as an underlying structure.
ijara wa iqtina
The same as ijara except the business owner is
committed to buying the building or equipment or
facility at the end of the lease period. Fees previously
paid constitute part of the purchase price. It is
commonly used for home and commercial equipment
financing.
istisna
A contract of acquisition of goods by specification or
order, where the price is fixed in advance, but the goods
are manufactured and delivered at a later date.
Normally, the price is paid progressively in accordance
with the progress of the job.
maysir
Gambling – a prohibited activity, as it is a zero-sum
game just transferring the wealth not creating new
wealth.
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mudarabah
A form of business contract in which one party brings
capital and the other personal effort. The proportionate
share in profit is determined by mutual agreement at the
start. But the loss, if any, is borne only by the owner of
the capital, in which case the entrepreneur gets nothing
for his labour.
mudarib
In a mudarabah contract, the person or party who acts
as entrepreneur.
murabaha
A contract of sale between the bank and its client for the
sale of goods at a price plus an agreed profit margin for
the bank. The contract involves the purchase of goods by
the bank which then sells them to the client at an agreed
mark-up. Repayment is usually in instalments.
musharakah
An agreement under which the Islamic bank provides
funds which are mingled with the funds of the business
enterprise and others. All providers of capital are entitled
to participate in the management but not necessarily
required to do so. The profit is distributed among the
partners in predetermined ratios, while the loss is borne
by each partner in proportion to his contribution.
musharakah, diminishing
An agreement which allows equity participation and
sharing of profit on a pro rata basis, but also provides
a method through which the bank keeps on reducing
its equity in the project and ultimately transfers the
ownership of the asset to the participants.
qard hasan
An interest-free loan given for either welfare purposes
or for fulfilling short-term funding requirements. The
borrower is only obligated to pay back the principal
amount of the loan.

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

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

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

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

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

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

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

Volaw trust company has created a strong reputation in developing and managing innovative
financial structures including complex commercial transactions using Jersey entities.
You can benefit from our fiduciary expertise in the establishment and administration of trusts,
companies, foundations and partnerships that may be used for a wide variety of conventional and
Islamic structured finance and capital markets transactions, specialist investment structures and in
the preservation and management of family wealth.
To see how our perspective can make all the difference, contact one of our
experts today.
Robert Christensen - rchristensen@volaw.com or
Trevor Norman - tnorman@volaw.com
Templar House, Don Road, St Helier, Jersey JE1 2TR, Channel Islands.
Tel: +44 (0)1534 500400 Fax: +44 (0)1534 500450 mail@volaw.com
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