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Nearly three years after the banking crisis first hit the headlines in
2008, the stories still keep coming and it seems the banking
industry has learned nothing and forgotten nothing. According to
Greg Smith, a senior executive with Goldman Sachs, in a
resignation letter published in the New York Times, ‘not one single
minute is spent asking questions about how we can help clients. It’s
purely about how we can make the most possible money off of
them.’ He also referred to ‘this decline in the firm’s moral fibre.’
These comments may be equally applicable to other financial
institutions driven by an unbridled greed for profits.
In the light of these events we make no apologies for reproducing in
this issue Muhammad Nejatullah Siddiqi’s 2011 paper on faith and
finance, in which he says there is ‘a moral deficit in the
contemporary structure of the social, political and economic edifice’
and calls for a return to faith-based morality. In a society based on
morality individuals are encouraged to act freely, but with the
caveat that their actions should ensure the betterment of society
and, crucially, that none are harmed as a result of economic events
that are often the result of immoral conduct.
While modern Islamic finance may not be perfect, as indeed no
institution devised by human beings is perfect, it does at least strive
to operate within a defined set of universal moral principles and
may therefore be a model from which the conventional finance
industry can learn lessons. Of course businesses including banks
need to be profitable, but profit at any cost should not be the
mantra by which they operate. This requires the exercise of selfrestraint and taking personal responsibility. At one time these were
the virtues of a vibrant capitalist economy.
What is really needed is much stronger action and moral leadership
by governments and regulators to control freebooting banks.
Unfortunately for society there are doubts about whether issues of
morality, such as introducing tighter regulation to curb
gambling-like speculation by the banks, are likely to affect the
present mindset of governments and regulators. The best hope is
that, in the continuing financial crisis, market forces will cause a
rethink and drive funds towards ‘moral’ institutions such as Islamic
and ethical banks.
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NEWS

EIIB Invest in Rasmala
The European Islamic
Investment Bank (EIIB) has
made an investment in
Rasmala Holdings Limited, as
a first step in building a
strategic partnership with
Rasmala, a leading investment
bank operating in the GCC
countries and Egypt. The deal
will be funded from funds
released from EIIB’s closure of
the Turath Quoted Equities
Fund in 2011.
Rasmala specialises in asset
management, investment
banking, brokerage and
research and was one of the
first regional investment banks
to be licensed by the Dubai
Financial Services Authority.
For the financial year ended
December 2011, Rasmala
expects to post a loss before
interest, tax, depreciation,
amortisation and restructuring
charges of approximately
US$7m. Rasmala has,
however, recently undertaken
a number of cost reductions
and restructuring initiatives

which they believe will result in
an improved performance
during 2012. Mr. Zulfi Caar
Hydari, Chief Executive of EIIB
said, ‘Rasmala has a strong
regional franchise, and together
with EIIB’s international capital
markets and asset management
experience this will be a
powerful partnership to seize
current opportunities in the
GCC.
The GCC is growing in
importance as an economic and
trading hub as its overall GDP is
expected to reach $2 trillion in
less than 10 years. Our goal as a
public company is to give
international investors exposure
via a London-quoted vehicle to
this fast growing region, which
provides nearly one-quarter of
the world’s oil supplies.’
EIIB has agreed to make a
US$16m investment in Rasmala
over a 12 month period. The
investment is made pursuant to
a financing facility that is
convertible into newly issued

ordinary shares in Rasmala,
representing approximately
35% of Rasmala’s enlarged
share capital, subject to certain
post completion adjustments.
Rasmala has transferred a
majority of management shares
to EIIB, which will allow EIIB to
take a leading role in Rasmala’s
management. (Rasmala’s
constitution provides that the
holders of the management
shares have the right to appoint
the majority of directors to the
board of Rasmala.)
EIIB has also acquired 7.4% of
Rasmala’s existing share capital
from Rasmala’s chairman, Mr.
Ali al Shihabi. At the same time
Mr. Ali al Shihabi will relinquish
his management shares which
shall be redeemed by Rasmala.
The consideration payable to
Mr Ali Al Shihabi shall be
satisfied over a two-year period
by the issue of up to 98,565,000
new ordinary shares in EIIB at a
price of 3.6 pence per EIIB
Share. The agreement between
EIIB and Mr. Ali al Shihabi

provides that during the
two-year period from the date
of the agreement Mr. Ali al
Shihabi has a right to buy
back, for the original
consideration, the Rasmala
shares previously held by him
should EIIB seek to acquire
the balance of Rasmala shares
that it does not own during
that period. If no offer has
been made by EIIB for the
balance of the Rasmala shares
during such a two-year period,
EIIB shall transfer such
Rasmala shares back to Mr.
Ali al Shihabi at the expiry of
the two-year period at the
same price.
Rasmala will continue to
benefit from the strategic
input of Mr. Ali al Shihabi
who will continue to support
the company in the capacity of
Chairman of the Rasmala
Supervisory Board. Mr. Ali al
Shihabi will also serve as a
senior adviser to assist with
post-transaction integration
for a period of two years.

Strong Appetite for Islamic Finance in Oman
A recent market research study
entitled ‘Islamic Finance in
Oman – Sizing the Retail
Market’ analysed the retail
market for Islamic finance in
Oman across all sectors of the
financial market, including
banking, finance and insurance.
The report, commissioned by
independent consultancy,
IFAAS (Islamic Finance
Advisory & Assurance

Services), examined the current
behaviour of consumers and
measured future market trends to
gauge the real potential for
Islamic finance in Oman.
Key findings from the report reveal:
• 85% of consumers in Oman
expressed an interest in
Islamic finance products, with
59% saying they were very



interested and 26% quite
interested.
• 70% of consumers in Oman
anticipate opening an Islamic
savings account in the next 12
months. (35% expected to do
so within three months of such
accounts becoming available).
• 77% of consumers in Oman
expect to take out an Islamic

loan within the next 1–2
years.
Oman is currently working on
a rule book for Islamic
banking. It is due to be
completed in time for the
mid-year change in the law,
which will effectively be the
starting gun for those
organisations planning to
offer Islamic banking.
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Bahrain’s Financial Sector Continues to Grow
Shaikh Mohammed, EDB

The number of financial
institutions registered in Bahrain
continued to rise last year,
reaching 415 by the end of
January 2012, up from 403 a
year earlier. The Kingdom saw a
number of successes in the last

few months of 2011 as financial
institutions such as Notz Stucki
and Altaira Middle East set up
in the Kingdom. Among other
financial firms that have
registered in Bahrain during the
course of 2011 are Canara
Bank, AMP Capital Investors
and Deloitte Corporate Finance.
The financial services industry
in Bahrain employed more than
14,000 people at the end of
2010, of which two-thirds were
Bahrainis. Alongside the
increase in the number of
financial institutions, the
financial sector in Bahrain
continued to grow in the first
half of 2011, expanding by

1.7% in the twelve months to
June 2011 according to the
Bahrain Economic Quarterly.

strongly-growing Gulf market,
which is now worth over one
trillion dollars.’

Shaikh Mohammed bin Essa AlKhalifa, Chief Executive of the
Bahrain Economic Development
Board (EDB), said, ‘We at EDB
are very pleased by the strong
performance of the financial
sector over the last year. That
these businesses are choosing
Bahrain as their base for
accessing the Gulf economies
and the wider Middle East is
testament to the strength of the
local Bahraini workforce, the
quality of the Central Bank of
Bahrain’s regulation and the
access we provide to the

An important aspect of EDB’s
mandate is creating the best
conditions for attracting foreign
direct investment. Bahrain’s
commitment to liberal
economic policies designed to
increase growth was reflected
earlier this year as it was
ranked among the world’s
top 20 most economically
free nations and the most free
in MENA by the annual Index
of Economic Freedom,
published by The Heritage
Foundation and the Wall Street
Journal.

The UK Property Market Turns to Islamic Finance
Jervis Rhodes, Head of
Corporate Banking at Bank of
London and the Middle East
(BLME) believes that there is a
real opportunity for Islamic
finance to offer property
developers an alternative and
competitive source of funding
solutions at a time when the
debt markets for property
developers are being squeezed.
He made this comment as
BLME announced the
completion of two deals in the
first months of 2012.
In one deal it has signed a
£13.5 million development
financing facility with Aitch
Group Limited (“Aitch”), the
London-based residential and
commercial property
developer. The financing
agreement is for a term of


three years and has been secured
for the completion of the
innovative residential
development of the Textile
Building in Chatham Place,
Shoreditch. Previously the
building was used as office
space, but is now undergoing a
complete transformation into 86
high specification residential
units, with some commercial
units included on the ground
floor. Efforts have also been
made to limit the carbon
footprint of the building with a
car share scheme and a cycle
park.
In a second announcement BLME
disclosed that they have signed a
revolving murabaha financing
agreement with Masthaven
Property Finance Limited
(“Masthaven”), a subsidiary of

Masthaven Group Limited. The
financing is for a term of three
years and has been secured for
the purpose of funding
Masthaven’s bridge and short
term property finance business.
Massoud Janekeh, Head of
Islamic Capital Markets at
BLME said, ‘Due to the nature
of bridging loans and short term
property finance Masthaven
required a flexible facility with
rolling repayments. BLME was
able to provide this flexibility.
We have also found that many
businesses in UK, and
particularly in the property
sector, are increasingly looking
for partners that can offer a
stable funding platform. To my
knowledge this is the first time
that a facility like this has been
provided by an Islamic Bank.’

Andrew Bloom, Managing
Director at Masthaven,
commented, ‘Throughout the
process the team at BLME
were extremely professional
and supportive, helping
Masthaven to find a
competitive and flexible
financing structure suitable to
our business. This was the first
time Masthaven have used
Islamic banking as a means of
financing
and I am
very
pleased
with the
outcome,
and the
partnership
we have
Jervis
developed
Rhodes
with
BLME.’
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AAOIFI Appoint New
Secretary General
After a nine-month interregnum
AAOIFI have announced the
appointment of a new Secretary
General, Dr. Khaled Al Fakih, to
replace Dr. Mohamad Nedal
Alchaar, who resigned on
1 April 2011 to take up a Syrian
government post.
Dr. Al Fakih has extensive
experience in banking and
finance and a unique
combination of expertise in
Islamic law, risk management,
audit and technical finance. He
holds a PhD in Islamic Studies
from the University of Saint
Joseph, Beirut, Lebanon and an
MBA in Banking and Finance.
Dr. Al Fakih is a Certified
Financial Risk Manager (FRM),
Certified Management
Accountant (CMA), Certified
Internal Auditor (CIA) and
Certified Financial Services
Auditor (CFSA). He is a member
of the Islamic Banks Committee
of the Association of Banks in
Lebanon (ABL) and the AAOIFI
Shari’ah Standards Committee.
He was also a member of the

venture capital and Islamic
securitisation study group as well
as the Islamic corporate
governance study group at the
Central Bank of Lebanon in
2007. In addition, he has
lectured on the principles of
Islamic jurisprudence (Fiqh Al
Mu’amalat) at the Islamic
University of Beirut’s Al Sharia
College and delivered seminars in
different countries in
collaboration with the
International Monetary Fund,
ABL and the Union of Arab
Banks, covering major Islamic
finance topics including the
principles of Islamic finance,
structured finance, risk
management and audit. He
currently
heads Bank
Audi sal’s
group
Islamic
banking
operations.
He took up
his post on
1 February
Dr Khaled Al Fakih
2012.

NEWS

Islamic Investment Index
for Australia
Thomson Reuters and Crescent
Wealth, the Australian Islamic
investment manager, have
launched an Islamic investment
index for Australia to help open
up this resource-rich market to
Islamic finance investors
globally. The index enables
investors to benchmark the
Australian equities market and
therefore provides a powerful
tool to those wishing to expand
and diversify their investment
portfolios in accordance with
Islamic principles.

debt or leverage such as
property trusts and other stocks
that conflict with Islamic
finance principles. The screening
therefore produces a dynamic
bias towards resources and
energy firms, including blue chip
companies such as BHP Billiton
and Rio Tinto. The compliant
companies are reviewed on a
quarterly basis for continued
compliance with the Accounting
and Auditing Organisation for
Islamic Financial Institutions
(AAIOFI) standards.

The Thomson Reuters Crescent
Wealth Islamic Australia Index,
covering 143 equities with a
combined market capitalisation
of $160 billion, is the first
benchmark index to screen
ASX-listed companies for
compliance with Islamic
investment principles using
Thomson Reuter’s researchbased approach. The Shari’ah
screening filters used by the
index exclude institutions from
conventional financial sector
companies with high levels of

Talal Yassine, managing director
of Crescent Wealth, said, ‘The
new index is a natural fit for
Crescent Wealth, as Australia’s
first purely Islamic-focused fund
manager. There is a huge
untapped potential to grow
Islamic-compliant investment in
Australia from investors around
the world, in particular in Asia
and the Middle East. This index
gives these investors a local
performance benchmark for the
Australian market.’

Takaful Emarat Launch New Investment Fund
Takaful Emarat, the UAEheadquartered
Shari’ah-compliant life and
health insurance company, has
joined forces with Saudi
Arabia’s Riyadh Capital to
launch a new Shari’ahcompliant, capital-protected
global equity investment fund.
The fund is designed to be a
long-term saving venture with
a high degree of capital

protection. It is a global fund
and is linked to the performance
of selected Shari’ah-compliant
stocks, chosen for their high
cash flow and low debt to
equity ratio. Participation in
the fund is offered to
Takaful Emarat’s new and
existing holders of their
education, whole life and wealth
plans.



Commenting on the
announcement, Ghassan
Marrouche, Chief Executive
Officer at Takaful Emarat, said,
‘The takaful industry – like
many other growing industries –
is facing a number of challenges.
One of them is the limitation
regarding Shari’ah-compliant
investment for takaful plan
holders. Takaful Emarat, in its
capacity as a specialised life

takaful company, will continue
to keep close relationships
with its customers to ascertain
their varying saving needs. We
strive hard to come up with
the solutions such as our
newly-launched Takaful
Emarat Capital Protected
Fund, to give our clients a
perfect combination of
protection and saving under
one takaful plan.’
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Arcapita Files for Chapter 11
Arcapita Bank, the
international investment firm,
licensed as an Islamic wholesale
bank by the Central Bank of
Bahrain has announced that it
and several of its affiliates,
including Arcapita Investment
Holdings Limited, have filed
voluntary cases in the United
States under Chapter 11 with
the goal of developing and
confirming a plan of
reorganisation. The action is
designed to allow Arcapita to
protect their business and assets
and implement a
comprehensive restructuring
that rationalises Arcapita’s
capital structure and maximises
recoveries to creditors and
other stakeholders. The filings
automatically imposed a
worldwide injunction against
collection and enforcement
actions that will protect the
assets of the Arcapita entities
while a plan of reorganisation
is formulated. None of
Arcapita’s operating subsidiaries
or portfolio companies are
included in the filing.
Atif A. Abdulmalik, Chief
Executive Officer of Arcapita
said, ‘In the last three years,
Arcapita has succeeded in
managing its business to
counter the effects of the
financial crisis. During this
period, Arcapita has repaid
$1.7 billion in maturing bank
facilities and stepped in with a
further $900 million to support
its investment portfolio. After
plans to refinance a $1.1 billion
financing facility coming due
on March 28th 2012 were
negatively impacted by the
Eurozone crisis, Arcapita
commenced discussions with


the facility participants to extend
it by three years. These
negotiations started several
weeks ago and began as a
consensual and constructive
process with the bank group,
which has supported us
extensively through the
downturn. However, the actions
of certain non-bank creditors
have precluded Arcapita from
reaching such a consensual
resolution before the March 28th
maturity date, jeopardising
Arcapita’s ability to satisfy its
fiduciary duties to its
stakeholders. The filings offer
Arcapita the necessary protection
it needs to complete productive
negotiations with all parties.’
It is understood that it was
hedge fund creditors that were
pushing for an early settlement
and that it was these same hedge
funds that refused to cooperate
with Arcapita’s attempts to
reach agreement with creditors
about repayment of the debt.
Most restructurings in the
Middle East and GCC have
been rather private and
protracted affairs with problems
resolved behind closed doors
and in the case of stated-backed
or strategically important
institutions governments have
stepped in to help. Arcapita are
unusual in that most of their
portfolio operations are US
based, thus allowing them to
seek bankruptcy protection
under Chapter 11 laws. There
is, however, no guarantee that
the problem will be resolved
under US law; it is likely that
the hedge funds involved will
seek the most favourable
jurisdiction to push through
their claims.

In Brief
Fitch Ratings has affirmed
Dubai Islamic Bank’s (DIB)
Long-term Issuer Default Rating
(IDR) at ‘A’ and Viability Rating
(VR) at ‘bb’. The outlook on the
Long-term IDR is stable. DIB’s
Long- and Short-term IDRs
reflect Fitch’s view that there
would be an extremely high
probability of support from the
UAE authorities in case of need.
The bank’s VR reflects its high
exposure to real estate, weaker
asset quality, high loan
concentrations, and, in this
context, its relatively tight
capitalisation position. It also
reflects its strong franchise,
healthy profitability and
comfortable liquidity.
Oman’s two new Islamic banks,
Bank Nizwa and Al Izz
International Bank, will issue an
initial public offering for 40%
of their shares by the middle of
2011. Both banks received their
licenses in 2011 following the
Sultanate’s decision to permit
Islamic banking and were still in
the process of formation at the
time of going to press.
It is also reported that
BankMuscat has allocated
RO150 million (approximately
$400 million US) of capital to
finance its Islamic banking
window operation, Meethaq,
subject to the necessary
regulatory approvals. If market
conditions prove favourable, the
bank has indicated that capital
amount could increase.
The International Islamic Trade
Finance Corporation (ITFC), a
member of the Islamic
Development Bank Group (IDB),

has signed a framework
agreement for cooperation with
the Government of the Arab
Republic of Egypt. This
agreement aims to finance the
Egyptian General Petroleum
Corporation (EGPC) and the
General Authority of Supply
Commodities (GASC) with an
amount of US$ 400 million
annually for three years. The
allocated amount will be used
to finance the import of
petroleum and petroleum
products, in addition to the
import of strategic commodities.
Al Baraka reported 2011 full
year group results showing
that while total operating
income was up 51% and assets
by nearly 19%, net income
was down almost 60%. This
was attributed to the full
consolidation of Al Baraka’s
operations in Pakistan and
Bahrain for the first time. Mr.
Adnan Ahmed Yousif, Vice
Chairman of Al Baraka Islamic
Bank and President & Chief
Executive of Al Baraka
Banking Group, commented,
‘The conversion of the Bank’s
branches in Pakistan to an
independent Islamic
commercial bank following the
merger with Emirates Global
Islamic Bank in Pakistan and
our hard work to turnaround
these branches to profitability
had an evident positive effect
on the operations of the Bank.
We also continued our
ambitious work in Bahrain to
launch new services and
products, open new branches,
and enhance capital, technical
and human resources of the
Bank.’
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No Sovereign Sukuk for the UK
The UK government confirmed once again at
the end of January that a sovereign sukuk
issue is not on the cards. At an Islamic
finance seminar organised in London by
international law firm, Norton Rose, Lord
Sassoon, Commercial Secretary to the
Treasury said again that that the UK
government does not consider a sovereign
sukuk to be value for money. This decision is
likely to be a significant disappointment for
Islamic financial institutions in the UK. (See
the Islamic Bank of Britain’s comments in
our ‘In the Spotlight’ feature in this issue.)
This comment has attracted some criticism in
certain quarters. There is a certain level of
disbelief about the value for money claim,
given that countries such as Malaysia,
Turkey, the GCC and Indonesia say that
sukuk issuances in 2011 have proved to be
more cost competitive than conventional
bonds. It is difficult to know whether this
disbelief is misplaced given that the Treasury
have declined to publish the analysis on
which the decision not to issue a sovereign
sukuk is based. In theory the costs could be
higher given the need to devise new legal
documentation, move assets around and pay

for Shari’ah opinion, but there are those who
believe these costs could be offset if the
sukuk were of sufficient size and structured
so that it carries a full British Government
guarantee. It might even attract new
investors especially given that the current
level of sukuk issuance is running way short
of the demand that has been evident for at
least the last six months – too many investors
chasing too few sukuk.
The failure to disclose the results of the
Treasury study, of course, fuels the views of
the conspiracy theorists who believe the
government has been frightened off by the
anti-Islamic attitudes of certain elements of
the popular press. Similarly the suggestion
that there is no suitable asset pool against
which a sukuk can be issued sounds slightly
off the mark; various governments may
have already cashed in the family silver, but
it is hard to believe that there are absolutely
no suitable assets to back a sovereign sukuk.
It is much more likely that the Treasury
study has taken a very conservative and,
dare we suggest, unimaginative approach to
assessing the costs, advantages and
disadvantages of a sovereign sukuk.

A Green Initiative
Green Sukuk Climate Bonds are the
brainchild of three organisations – the
Climate Bonds Initiative, the Clean Energy
Business Council of the Middle East and
North Africa and the Gulf Bond and
Sukuk Association. These organisations
have launched a Green Sukuk Working
Group to promote the issuance of sukuk
for the financing of climate change
investments and projects such as
renewable energy schemes.
Aaron Bielenberg of the Clean Energy
Business Council, a non-profit,
non-governmental association established in
Masdar City, Abu Dhabi said, ‘There is a


significant and growing number of projects,
for example renewable energy in the Middle
East, that are ideally suited to sukuk
investors. This group will help investors
more easily identify Shari’ah compliant,
clean energy investment opportunities.’
Michael Grifferty of the Gulf Bond and
Sukuk Association commented, ‘Interest in
both Shari’ah-compliant and ethical
investing is on the rise. Green sukuk can
support this trend by expanding the range
of available financial instruments. They
also support national development
strategies by offering longer-term finance
for essential infrastructure.’

SUKUK UPDATE

Egypt Likely to
Issue Sovereign
Sukuk
It should come as no surprise that Egypt
is feeling the pinch in the wake of the
political unrest in 2011 that saw
President Hosni Mubarak toppled from
power with revenues from both tourism
and inward foreign investment falling
significantly. The country is eyeing a
package of measures to plug the gap and
help to restart economic growth. These
include applying for loans from both the
World Bank and the IMF, as well as a
$2 billion sovereign sukuk in the period
before the end of the country’s financial
year on 30 June 2012.

The Malaysian
Equity-Linked
Market is Open for
Business
Khazanah Nasional Berhad (the strategic
investment fund of the Government of
Malaysia) successfully issued a seven-year
benchmark exchangeable sukuk of
USD 357.8 million in mid March 2012 via
an independent Labuan incorporated special
purpose company, Pulai Capital Ltd.,
exchangeable into the shares of Parkson
Retail Group Limited, one of the largest
department store operators in the People’s
Republic of China. (Parkson, listed on the
Stock Exchange of Hong Kong, is a leading
department store operator in China, with 52
stores in prime locations in 34 major cities.)
The sukuk was successfully priced through
an accelerated book-building process on 14
March 2012 and at the tightest end of the




SUKUK UPDATE

price guidance at –0.25% yield to maturity
and 30% exchange premium. The
transaction drew a demand of 3.4 times
book size, attracting a diverse group of
more than 100 investors comprising
long-only funds, hedge funds, arbitrage
funds and asset managers across Asia and
Europe.
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Hong Kong, Malaysia and Euroclear
Cooperation

The transaction has reopened the Malaysian
equity-linked market, as the first Malaysian
equity-linked transaction to be launched
since early 2010. The sukuk has a maturity
span of seven years with a put option on
year three with zero periodic payment.

The Pilot Platform announced in March is a
strategic alliance between Hong Kong,
Malaysia and the Euroclear Bank. It is
designed to foster bond market development
and promote financial stability at both
global and regional levels and in particular
to encourage trading in sukuk and dim sum
bonds.

Khazanah’s Managing Director, Tan Sri
Dato’ Azman Hj. Mokhtar said: ‘We are
very pleased that this issuance has been
executed at a very competitive price, setting
a benchmark for sukuk issuances while the
order book in excess of 3 times the issue
size, underlines the market’s strong
confidence in Khazanah’s credit.’

The move has been spurred by the perceived
need to provide alternative investment
opportunities to currently depressed
European bond markets and the strong
growth prospects in Asia. The two products
that are at the heart of the project are sukuk
in Malaysia and RMB dim sum bonds in
Hong Kong.

Saudi Arabia
Finances
Jeddah’s
International
Airport Expansion
In January HSBC led the issuance of a
10-year, £4 billion sukuk designed to
finance the expansion of Jeddah’s
International Airport. This was the
country’s first sovereign-guaranteed
sukuk and has been allocated a zero risk
rating by the Saudi Monetary Authority,
which means it can not only be held as
an investment, but also be used as
collateral for finance from the Saudi
central bank. The offer was more than
three times oversubscribed. Sources at
HSBC expect to see at least five more
sukuk issuances this year.

 

At the launch of the Pilot Platform, Peter
Pang, Deputy Chief Executive of the Hong
Kong Monetary Authority, said, ‘We have
seen very encouraging development of the
sukuk market in Malaysia. The amount of
outstanding sukuk in Malaysia increased
substantially from MYR 146 billion
(USD 41.3 billion equivalent) at the end of
2006 to MYR 361 billion
(USD 113.9 billion equivalent) at the end of
2011. Meanwhile, the growth of the RMB
debt securities market has been
phenomenal. In a short space of 5 years, the

annual issuance amount lodged with the
Central Moneymarkets Unit (CMU) in
Hong Kong increased by 16 times from a
modest amount of RMB 10 billion
(USD 1.4 billion equivalent) in 2007 to
RMB 172 billion (USD 27.3 billion
equivalent) in 2011. The growth momentum
is expected to pick up further after China’s
announcement to formalise the use of RMB
in foreign direct investment (FDI) in 2011.’
One important function of the Pilot Platform
is to enable financial institutions to make use
of securities held in one of the partner systems
as collateral to conduct secured borrowing in
the local currency of another partner
economy. The Pilot Platform is expected to
give global investors convenient access to
Islamic bonds and, in the other direction,
Euroclear Bank’s clients will benefit from the
large and increasingly wealthy investor base in
Southeast Asia and the Islamic world. The
Pilot Platform’s services will include a global
securities database containing information on
international and domestic securities,
provision of a single point of entry to allow
investors to buy and hold international and
domestic bonds through their local accounts
and cross-border issuance and settlement of
bonds in foreign currencies on a deliveryversus-payment basis.

Meanwhile at the London Stock
Exchange
January saw two further sukuk listed
on the London Stock Exchange bringing
the total number of listings to 42.
Emirates Islamic Bank (EIB) issued
$500 million of five-year Trust
Certificates. The offer closed after
12 hours and was three times
oversubscribed. Investors came from the

Middle East (57%), Asia (29%) and Europe
(14%).
First Gulf Bank similarly was looking to
raise $500 million with a five-year bond.
The offer was 2.8 times oversubscribed.
Investors came from the Middle East (69%),
Asia (16%) and Europe (15%).
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Restructuring Sukuk Transactions
By: Debashis Dey, Stuart Ure and Peter Wielgosz, Clifford Chance LLP
Overview
In the wake of the recent global financial
turbulence, the Eurozone debt crisis and the
resulting volatility in international capital
markets, issuers are actively looking at
reviewing their capital structures. Indeed,
many Gulf-based issuers are examining the
application of liability management
strategies and/or restructuring strategies in
the context of their existing sukuk
transactions. Some are asking whether it is
possible to achieve a waiver or amendment
through a consent solicitation if their
financial covenants are being stressed.
Questions such as ‘can we buy-in and cancel
debt at relatively depressed prices?’ or ‘can
we extend the maturity of an outstanding
series of debt securities, by exchanging it for
a new series of longer-dated instruments?’
are increasingly raised with legal and
financial advisers.

In contrast to conventional
bonds, which represent the
issuer’s contractual debt
obligations to bondholders,
sukuk represent an undivided
beneficial ownership interest in
an underlying tangible asset
and therefore a right to receive
a share of profits generated by
such an asset base, which can
be structured to produce a
fixed income return.


In the first part of this article, we
examine the challenges involved in a
liability management exercise for a sukuk
as compared to a conventional debt
issuance and explore some common
restructuring techniques. These techniques
form the building blocks for a possible
approach to restructuring a sukuk
transaction, which is set out in the second
part of the article. Acknowledging that the
challenges in each liability management
exercise for a sukuk will be different and
will depend on the specific underlying
Islamic structure, in the final section we
refer to recent market examples to
demonstrate that it is possible to implement
restructurings, which have the same
commercial effect for an obligor seeking to
manage its outstanding liability under a
sukuk transaction.
Common Debt Restructuring Techniques
An issuer seeking to restructure its
outstanding debt securities has several tools

for liability management at its disposal.
Without exploring the alternatives available
to it under applicable bankruptcy rules,
which lie outside the scope of this article,
the company may decide between a number
of strategies, the most common of which
involve a tender offer, exchange offer,
consent solicitation or any combination of
these. Although such options are available
to both issuers of conventional debt
securities and sukuk (the Shari’ah-compliant
alternative to conventional interest-bearing
fixed income securities), implementing one
or more of the above strategies becomes
significantly more complicated in the case of
restructuring sukuk transactions. The
reason for this added complexity lies in the
nature of sukuk as an asset-based security.
In contrast to conventional bonds, which
represent the issuer’s contractual debt
obligations to bondholders, sukuk represent
an undivided beneficial ownership interest
in an underlying tangible asset and therefore
a right to receive a share of profits
generated by such an asset base, which can
be structured to produce a fixed income
return. Furthermore, for a sukuk structure
to be Shari’ah-compliant, there must be a
direct link between the assets that underpin
the cash flows on the sukuk and the
ownership interest of the investors in such
assets. Typically, this link can be achieved
through the ‘sale’ and consequential transfer
of title of an asset to a newly formed special
purpose vehicle (SPV) that will hold such
assets on trust or as agent for the investors.
As a result of the inherent proprietary
nature of sukuk, the implementation of
some of the liability management strategies
outlined above is more complex and has
greater limitations than the application of
similar strategies to conventional debt
securities. The limitations of these strategies
as applicable to sukuk restructurings are
explored further below.
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Tender Offers
An issuer with outstanding capital markets
securities may decide to launch a public offer
to purchase some or all of its securities should
they be trading at a level below the par value,
which the issuer would need to pay to the
relevant security holders upon maturity. Such
an offer may be open to all holders of the
securities or to all holders other than those in
specified jurisdictions (for example, certain
U.S. holders may be excluded for regulatory
purposes). Once the targeted holders are
identified, the issuer will inform them of the
offer by way of an offer document. This
document will describe the terms of the offer
and will be posted through the clearing
systems and/or through any announcement
system utilised by the relevant stock exchange
on which the securities are listed.
In conventional transactions, it is usually
the issuer of the securities who would be
seeking to repurchase and cancel its own
outstanding securities. In contrast, in a
sukuk structure the roles of the obligor (the
entity seeking to manage its liability) and
the issuer (the SPV) are not fulfilled by the
same legal entity. Consequently, it is
necessary to establish a relationship between
the obligor and the SPV so that the sukuk
issued by the SPV may be repurchased by
the obligor and subsequently cancelled. This
is a common structural feature of the
liability management of sukuk transactions.
Exchange Offers
An exchange offer typically involves an
offer to the holders of existing securities to
exchange some or all of those securities for
an amount of new securities. Exchange
offers are a convenient liability management
tool should an issuer desire to extend the
maturity of an outstanding debt obligation
whilst retaining substantially the same
investor base that is already familiar with
the credit risk associated with that issuer.
As an exchange offer involves the issuance
of new securities, it is often subject to
greater regulation than a straight tender
offer. The issuer will need to produce an
exchange offer memorandum to describe the
terms of the exchange to investors and will
 

typically appoint a dealer manager to
manage the exchange offer process. The
issuance of new securities will typically
necessitate an update to the original
disclosure document, which was used for
marketing the original securities. Although
these factors can push out the timeline of an
exchange offer when compared to a tender
offer, it is nonetheless a relatively
straightforward process for an issuer of
conventional securities to undertake an
exchange offer. This is particularly true
where the issuer has established a
programme and an existing series of
securities can be exchanged for a new series
to be issued under the same programme.
The situation with respect to a sukuk
structure may be more complicated due to
the fact that, before 2009, sukuk were
generally established as standalone
transactions and not as repeat issuance
programmes. In addition, the SPV in most
sukuk transactions is typically established
for the sole purpose of issuing sukuk and is
not permitted to undertake any other
activities, including liability management
exercises. Accordingly, in order to undertake
an exchange offer of a standalone sukuk
transaction, a new SPV would need to be
established as the issuer of the new series of
sukuk and it would need to acquire a
satisfactory set of underlying assets to
collateralise the new sukuk to be issued. As
with a tender offer, it is ultimately the
liability of the obligor under the original
sukuk that will need to be managed.
Accordingly, the exchange offer will seek to
extinguish the obligor’s obligations under
the original sukuk and replace them with
obligations under the new sukuk.
Consent Solicitations
An issuer may also consider launching a
process to amend the terms of its existing
securities by approaching holders of such
securities for their consent to identified
amendments. The decision to amend the
existing terms and conditions may be
motivated by a desire to avoid a potential
breach of a troublesome covenant or to
introduce new terms. For example, it is
common for an issuer to propose a ‘call’

option, which would allow it to redeem its
securities at a specified price prior to their
stated maturity.
The amendment process is generally done
by way of an extraordinary resolution at a
meeting of the holders of the relevant
securities. One of the advantages of
obtaining the consent of security holders in
this manner is that an extraordinary
resolution will bind the entire class of
holders. Provided that the necessary quorum
and voting thresholds are achieved at the
meeting, it will therefore be possible to
retire an entire series of securities.
It is not unusual for a consent solicitation to
be accompanied by a tender or exchange
offer. In such instances, a savvy issuer may
also wish to use the opportunity to remove
certain troublesome covenants or other
provisions in order to make the existing
securities less attractive to hold, thereby
inducing investors to participate in the
exchange or tender offer. With conventional
securities, issuers wishing to solicit the
consent of investors to a waiver or change
to the terms and conditions of the securities
may offer some form of voting incentive,
such as an increase to the coupon.
Unfortunately, offering such incentives is
not always possible under a sukuk structure
without simultaneously increasing the
amount of income generated by the sukuk’s
asset base. For example, in the case of a
sukuk-al-ijara, where the periodic profit
amount (coupon equivalent) is derived from
the rental payable by the lessee to the SPV
in its capacity as lessor, there would need to
be a corresponding increase to the rental
payments under the ijara that would match
the increase in the periodic profit amount.
In such circumstances, some Shari’ah
scholars will require that additional assets
are added to the structure in order to justify
any increase in the rental amount and
subsequently the periodic profit amount,
which is to be paid to investors.
Restructuring a Paradigm Sukuk-al-Ijara
Transaction
From the perspective of commencing a
sukuk restructuring, the limitations on using
liability management techniques may appear
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onerous, but they are not insurmountable.
In the second part of this article, we
examine a possible approach to
restructuring a paradigm sukuk-al-ijara
transaction in order to allow an obligor to
manage its outstanding liabilities.
To facilitate our illustration of how a sukuk
restructuring may play out in practice, we
need to make several assumptions. The
obligor in our paradigm structure will
undertake both a tender offer and an
exchange offer with respect to the existing
certificates (the ‘Existing Certificates’). In
addition, a consent solicitation would be
undertaken in parallel in order to
incorporate buyback and cancellation
mechanics into the Existing Certificates and
to allow the maturity of the Existing
Certificates to be ‘accelerated’. For the sake
of simplicity, we have also assumed that the
tender and exchange offer is open to all
investors and that a majority of the investors
(holding at least 75% of the Existing
Certificates) would choose to participate in
one of the two offers and that the
appropriate quorum and voting thresholds
would be met. We have further assumed that
the relevant resolutions would be passed
prior to the settlement date to allow the
redemption of the Existing Certificates on
the settlement date and that the obligor has
sufficient sukuk assets available to
collateralise the new certificates to be issued
by the SPV (the ‘New Certificates’).
The liability management exercise will
culminate on a single settlement date on
which those investors wishing to participate
in the tender offer would tender their Existing
Certificates for a cash payment and those
choosing to participate in the exchange offer
would exchange their Existing Certificates for
New Certificates. Any Existing Certificates
acquired by the obligor pursuant to the
tender offer and/or exchange offer would be
cancelled with any remaining certificates (the
‘Remaining Certificates’) being redeemed on
the settlement date through the ‘acceleration’
of the Existing Certificates.
A diagrammatic representation of the
restructuring is set out below together with
a step-by-step discussion of the events which
would take place leading to settlement.


ANALYSIS

Structural Steps (using the numbering in the structured diagram below)

1. Pursuant to the tender offer and
exchange offer launched by the obligor
to holders of the Existing Certificates
issued by the existing issuer SPV (SPV 1),
the obligor will be obliged to deliver
either New Certificates or cash to the
relevant holders as consideration on the
settlement date.
2. SPV 1 will undertake the consent
solicitation in order to amend the terms
and conditions of the Existing
Certificates to incorporate buyback and
cancellation mechanics and to
‘accelerate’ the maturity of the Existing
Certificates such that they would be
redeemed on the settlement date. A
meeting of holders in relation to the
amendments would be held prior to the
settlement date in accordance with the
meeting provisions in the terms and
conditions of the Existing Certificates. As
a condition to the acceptance of either

the exchange offer or the tender offer,
each investor must provide an
irrevocable undertaking to vote in favour
of the resolutions proposed as part of the
consent solicitation.
3. The obligor will subscribe New
Certificates issued by a new issuer SPV
(SPV 2) in an amount equal to the
amount of Existing Certificates to be
exchanged pursuant to the exchange offer.
4. In consideration for the subscription of
the New Certificates, the obligor will
transfer sukuk assets to SPV 2.
5. On the settlement date, the obligor will
make a cash payment to the investors
who accepted the tender offer in
settlement of the tender offer.
6. On the settlement date, the obligor will
deliver New Certificates to those
investors who accepted the exchange
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offer in exchange for their Existing
Certificates.
7. On the settlement date, the obligor will
surrender to SPV 1 for cancellation the
Existing Certificates acquired by it,
pursuant to either the tender offer and/or
the exchange offer.
It is possible that certain holders of the
Existing Certificates did not participate
in either the tender or exchange offer. In
such circumstances, the obligor, on the
settlement date (which will now also be
the maturity date of the Existing
Certificates), will exercise its rights under
a unilateral sale undertaking and make a
payment of the exercise price (being an
amount equal to all amounts due and
payable under the Remaining
Certificates) to SPV 1. SPV 1 will then
pass on the proceeds of the exercise price
to the holders of Remaining Certificates
in order to redeem the Remaining
Certificates and thereby enable the
collapse of the structure in its entirety.
8. SPV 1 will transfer the sukuk assets to
the obligor in consideration for the
surrender of the Existing Certificates and
payment of the exercise price by the
obligor in step 7 above.
Effects of the Sukuk Restructuring and
Additional Observations
Following settlement as described in steps
five to eight above, the obligor will have
discharged in full its obligations with respect
to the Existing Certificates and the Existing
Certificates will therefore cease to exist.
Instead, the obligor will have obligations
under the New Certificates to those investors
who chose to accept the exchange offer. The
terms of the New Certificates may include a
longer maturity and may also carry a higher
rate of return in order to have induced
investors to accept the exchange offer. The
obligor will also have used cash reserves for
the purpose of the tender offer to retire a
portion of Existing Certificates in order to
extinguish some of its liabilities going
forward. From a commercial standpoint, the
implementation of the sukuk restructuring
allows the obligor to manage its obligations
 

by putting it in the same position as a
conventional bond issuer that implements a
liability management strategy involving a
tender and exchange offer and a consent
solicitation, albeit with some additional
steps and considerations. Despite the added
complexity of restructuring sukuk
transactions, the problems are not without
solution as evidenced by recent public
transactions, such as the Government of Ras
al Khaimah liability management transaction
and the Nakheel trade creditor sukuk.
We also note that another (untested)
example of a capital markets solution to
liability management could take the form of
a debt-for-equity swap. Here, a company’s
creditors may agree to cancel some or all of
the company’s debt owed to them in
exchange for an equity stake in the business.
This option could be favoured in
circumstances where the business is not
generating sufficient revenue to continue to
fund payments on any restructured debt
capital markets instrument. Given that a
sukuk certificate effectively represents an
undivided beneficial ownership interest in an
underlying income-generating asset, sukuk
investors might find such an exchange offer
particularly appealing as it would effectively
represent an exchange of one type of equity
interest (in the asset underpinning the sukuk)
for another (equity in the obligor) at a
negotiable price. However in a market,
which to date has been dominated by noncorporate issuers, it remains to be seen how
practical debt-for-equity swaps will be for
obligors with government-backed entities as
majority shareholders.

sukuk transactions will become increasingly
interested in managing their liabilities by
restructuring their existing sukuk
obligations. Recent sukuk transactions have
demonstrated that obligors are keen to
establish sukuk programmes in place of
standalone sukuk issuances in order to
provide maximum future flexibility vis-à-vis
liability management and we see this trend
continuing. Indeed, many of the new sukuk
transactions, which have been structured
post the Dubai World standstill
announcements, contemplate future liability
management strategies from the outset.
They do this by incorporating structural
features, such as buyback and cancellation
mechanics, which would facilitate the
restructuring of such transactions in the
future, thereby reducing the reliance on
complex and potentially time-consuming
restructurings. These developments continue
to demonstrate the growing maturity and
versatility of the sukuk market and the
adaptability of conventional capital markets
technology in a Shari’ah-compliant manner.

Conclusion
Although the challenges in each liability
management exercise for a sukuk will be
different, depending on the commercial
rationale and, most notably, the underlying
Islamic structure, these challenges are not
insurmountable and it is possible to
implement restructurings, which have the
same commercial effect as for an obligor
seeking to manage its outstanding liability
under a conventional transaction.
As the current global economic volatility
continues, it is likely that obligors under

As the current global
economic volatility continues,
it is likely that obligors under
sukuk transactions will
become increasingly interested
in managing their liabilities by
restructuring their existing
sukuk obligations.
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Faith and Finance: The Value Guided Pursuit of Interests
By: Muhammad Nejatullah Siddiqi, Professor Emeritus, Aligarh Muslim University,
India. He has received awards for his academic and research work. He has also
authored a large number of books on Islamic economics and finance and presented
papers at conferences.
This is a 2010 Harvard paper and is
reproduced with the kind permission of
Professor Siddiqi
Introduction
Conventional wisdom would keep faith and
finance in different boxes never to be mixed
with one another. This has not served
society well. A holistic view of human
personality would like finance to be guided
by faith inspired values. Faith impacts
finance through motivation and value
orientation which, in turn, influence wealth
creation as well as the use of wealth for
enhancing well being. All wealth is joint
production involving both natural and
manmade inputs. Natural inputs such as
land, air, water, minerals, solar and other
forms of energy need to be combined with
human resources like ideas, accumulated
knowledge, new skills, as well as trust, hope
and sympathy. The joint nature of wealth
creation necessitates the sharing of wealth
among those involved in its creation.
Product sharing, profit sharing, renting,
wage contracts all involve sharing, but
renting and wage contracts are more
vulnerable to unfairness. This may take
place, for example when a rented piece of
agricultural land fails to produce any crop
due to draught or flood.
Regulators are called upon to ensure
fairness in sharing joint products.
Regulation of business practices is a
well-established tradition going back to the
earliest periods of history. Its earliest forms
are the obligation to fulfil promises and tell
the truth. Not tampering with
socially-approved weights and measures and
not indulging in clipping metal coins soon
followed. All these are examples of faith



inspired values as they reflect a moral view
of human relationships. In the absence of
faith moral values have to be anchored into
pragmatism, which can easily succumb to
relativism depriving morality of the strength
needed to prevent predatory practices. To
assert that these values reflect the
evolutionary necessity to preserve and
promote vital interests ensuring survival
does not contradict their essentially moral
nature. There is no conflict between
morality and survival-necessitated pursuits.
It is faith that provides the trust needed to
remove any fear of dissonance between well
being enhancing values and survival
ensuring interests. By enhancing trust,
morality reduces transaction costs and
increases efficiency.
Faith answers questions for us beyond the
reach of our sensory means of knowing.
Who are we? Where to are we headed? Are
we accountable for our choices here and
now? Faith impacts finance through the
answers it provides to question such as why
to produce and for whom to produce. The
strength of our faith is reflected in the
intensity of our efforts to produce. It is also
reflected in our decisions on what to do
with one’s earnings. The nature of our faith
determines where we stand in the broad
spectrum from the exclusive pursuit of self
interest and to reaching out to all of
humanity. Faith broadens the scope of and
widens the horizon for productive efforts.
The realistic middle ground (to which most
of us stick) is avoiding harming others while
serving our self interest and aspiring to do
good to others if and when circumstances
call for it. Faith does this through
generating moral obligation towards others,
however, all societies have not been the

same in this regard. In recent human
experience western secularism has pushed
back faith and encouraged greed and the
pursuit of self interest as a means to social
well-being; concern for others has dimmed.
The natural tendency of faith to generate
morality is ruptured by false notions about
the efficacy of amoral behaviour in
delivering social good. It is also weakened
by man’s proclivity to selfish behaviour in
absence of spiritual roots.
The overriding focus on shareholder value
maximisation has pushed out other
stakeholders such as customers, employees
and society at large. A moral approach to
finance has the potential to take the
stakeholder approach, be long-term focused
and to address the issue of compensation
based on fairness and equity.
Faith has often been replaced by aggressive
ideologies justifying cruelty, even brutality, in
the name of rapid growth. Faith emphasises
inclusive growth even though vested interests
care only about impressive growth. The
modern scenario of mega cities, divided into
luxurious living quarters and shiny suburbs
on one side and dark, dilapidated slums
lacking basic amenities such as clean drinking
water and schools on the other, is largely a
product of economics that have purged faith
and morality. Despite their claim to be guided
by reason, modern economic ideologies have
resulted in the most unreasonable scenario in
what is aptly called the global village. The
same division between the rich and poor that
afflicts our mega cities afflicts the global
village too. Modern economics has no answer
to the question.
The cause lies in a moral deficit in the
contemporary structure of the social,
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political and economic edifice. This moral
deficit lies in a lack of concern on the part
of individuals for the good of others, which
sometimes degenerates further into
exploiting others in pursuit of one’s own
gain. The moral deficit itself is caused by the
absence of faith; sometime a weak faith or
faith diluted by confusing world views
produces the same result – impotent faith
incapable of moral uplift. A robust faith
brings into focus the essential oneness of
mankind owing its existence to the same
Creator. The brotherhood of man, equality
in dignity and identical rights to God-given
resources in the environment, as well as in
human relations; all belong to this focus and
are sustained by it. Regaining this focus
should be high on agenda of all concerned.
Ground Reality and Desired State of the
World
Going forward we need to explore two
parallel concepts: the actual conditions
pertaining to faith-finance relations in
contemporary society and the potential of
faith in correcting finance’s current course. I
begin with the latter, the potential of faith
for ameliorating the contemporary
economic crisis. The nature of finance is too
complex to issue a simple list of dos and do
nots in the name of faith. Its ever changing
nature defies any list of prohibitions and
obligations to suffice for all places and all
times. However, the crucial values that
promise to help in securing fairness in
changing conditions are: the concern for
others’ well-being; the will to abstain from
harming others even at the cost of personal
sacrifice and the willingness to submit to
democratically-enacted social regulations.
Most of the recent adverse developments in
financial markets responsible for
widespread sufferings are rooted in the
absence of these values. Current economic
theories do not embody or promote these
values. For example, the Friedman school
that has been influential from early nineteen
eighties through today openly warns against
firms and individuals trying to care for
others. The ruling dogma is that one best
serves society by serving oneself. No wonder
the other two values, the will to abstain
from harming others and a willingness to
 

abide by rules also evaporated under the
encouragement of the unlimited pursuit of
self interest. Given this environment, who
would not twist the rules to make them
serve one’s own interest?
The answer necessitates pondering over
what the quest for fairness in the financial
system entails. In the absence of hard and
fast regulations capable of ensuring fairness
it is not structures but perspectives,
understandings and morals that matter.
People who want to behave will find ways
to do so, if not straightaway then haltingly,
by experimentation. They may even find
ways to constrain deviants and minimise the
loss of social weal due to individual perfidy.
Much has been made of the lack of full
information to economic decision makers in
debunking the idea of caring for social
good. The reality is there is no way to have
full information about future values. The
falsity of the assumption of market
mechanisms somehow magically solving this
human predicament has been exposed by a
succession of crises. Man must try to make
up for the inevitable information deficit by
experimentation, pooling available
information and sharing the consequences
of ill-informed decisions. They can do so at
the individual level as they have been doing
at the societal level. Faith is a positive aid
insofar as it creates an incentive to
cooperate for the social good.
People of faith have learnt some lessons
during the quest for fairness in the past.
These deserve to be our starting point in a
similar quest today. As I proceed to
summarise them, I beseech you not to get
stuck with them, quibbling over the variety
of interpretations and controversies
surrounding the circumstances in which
they are applicable. I also underline the fact
that these form the first steps to be taken in
man’s search for a just and fair financial
system. By no means would they be
sufficient on their own to usher in a just
society.
Pillars of Fair Finance
The prerequisites of fairness in finance
include the prohibition of interest, fraud (in
its myriad forms), gambling and

Economists can at best warn
about the disastrous
consequences of continuing
on the beaten path. Recently
they have been doing so
aplenty. Islamic economists
can take the next step of
suggesting how to leave the
beaten path safely in favour of
alternative ways of financing
and monetary management. I
think financing based on risksharing cannot make much
progress without a system of
money creation and
management that uses sharing
based instruments and abjures
interest-bearing instruments.
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transactions involving excessive uncertainty
(gharar in Arabic). These prohibitions are to
be seen in the perspective of private
ownership, freedom of enterprise and the
supervisory role of the state as the guardian
of the poor and the weak. Faith encourages
charitable giving, which includes lending to
the needy and expecting to receive no more
than what was given. Regarding business
loans, shifting all the risk onto the borrower
is repugnant to faith while encouraging
partnership and profit-sharing instead suits
faith. This follows from the nature of the
environment in which business is done, as
future value/productivity is surrounded by
risk and uncertainty. Gambling is creating
risks to play with chance. Financial
speculation that thrives by trade in other
people’s risk is a contemporary example of
gambling. Some activities are surrounded by
uncertainties to such an extent that
contractual relationships built around
them become problematic. The contracts
through which these activities are carried on
are not transparent, affording the same
information to all concerned. The means of
just sharing is missing; it is better to avoid
them. That sums up the Islamic thinker’s
attitude towards excessive uncertainty
(gharar).
In Islam the jurists have worked hard to
translate the three principles listed above –
prohibition of interest, prohibition of
gambling and minimisation of gharar, into
rules governing business relationships. The
ever changing nature of these relations,
however, in itself largely shaped by changing
technologies, defies being captured in a net
of rules framed at a particular time and
place. Innovation in ways of doing business
necessitates making new rules, so the
process of rule making must go on!
Protecting the weak from the strong, the
knowing from the unknowing and the poor
from the rich necessitates some
socially-imposed restraints to human
freedom, including the freedom of
enterprise. Securing fairness would,
however, need more than imposing
restraints. That is where the values
mentioned above – concern for others,
readiness to limit one’s potential gains in
that context and following


democratically-enacted laws become
relevant. We need to harness human
ingenuity in positively enhancing justice and
equity, not only in preventing injustice.
Faith is capable of doing so. The nature of a
competitive economy is often cited as the
reason for the inability of an individual firm
to promote social good. It is a challenge to
our ingenuity to harness the forces of
cooperation to counteract this.
Faith versus Cult
Faith knows no land, race, language, nor
culture, but people of faith sometimes
develop strong attachments to one or more
of these to the extent of identifying their
religion with a particular land, race,
language or culture. Worse still, sometimes
religion is made to serve national, racial and
other narrow goals. As a result faith loses its
power to generate a universal morality
overriding narrower interests. In today’s
world faith has had little influence on
finance since faith has been made a tool of
national, racial and other social ambitions.
Religion is the expression of faith in
particular people, translating faith’s
demands into rules of conduct. Over time
these rules have often been turned and
twisted to suit particular interests.
The rejuvenation of faith necessary to
transform the current financial system
would first involve the disentangling of faith
from other narrower loyalties such as
religion or citizenship. Faith in its purest
form, i.e. faith detached from religion,
citizenship, etc. has the capability to cut
across all ideologies and promote morality.
By creating positive sympathetic
relationships with the faith of others would
make men accountable and responsible to
each other, but faith in its current state,
faith that is made subservient to nationalism
or imperialism, fails to do so. Impure faith
creates an artificial distinction between
morality and faith. Loyalty to a nation or
race, for example, dictates certain ethics and
priorities that are generally in conflict with
those of another nation or race. In
combination with the first and major barrier
to moral behaviour in finance, human
greed, faith cannot impact finance unless
and until these barriers are removed.
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Islam’s contribution to universalising
faith-generated morality lies in pushing back
these barriers to their proper secondary
positions. The best periods of Islamic
history have been when tribal or racial
loyalties were kept in check and universal
morality reigned supreme, as was the case in
the early decades of Islamic history.
Conversely, the worst period occurred when
tribal and racial identities surpassed
universal morality in the creation and
sharing of wealth. The resilience of Islamic
morality necessitates calling for a review
of the financial system in the light of
Islamic ideals of justice and equity (Adl and
Ihsan). The fifty year old movement of
Islamic banking and finance is a recent
example.
Diluting Faith’s Mandate
Originally the position of people of faith
regarding interest on loans was that the
charging interest on loans to the needy was
immoral; charging interest on commercial
loans was considered unfair as it amounted
to shifting the risk to the borrower. As is
well known this position was later modified
by many faith groups to allow moderate
rates of interest on commercial loans.
We need to take notice of this
development.
The distinction made between loans to
alleviate need (which do not result in
anything marketable) and loans for
productive purposes has no basis in the
texts to which these faith groups swear
allegiance. They did it supposedly on
pragmatic grounds to facilitate financial
transactions between owners of money
capital and users of money capital for
creating additional wealth. It was argued
that interest payments were needed to
compensate for the loss of the opportunity
for profitable employment of that capital on
the part of the lender, ignoring the fact that
no opportunity for guaranteed profit existed
in the real world. Man’s environment is
characterised by uncertainty about the
future value productivity of capital as Frank
Knight demonstrated in his 1921 book Risk,
Uncertainty and Profit. Furthermore, as the
author of the article on usury in the
Encyclopaedia of Religion and Ethics (1967)
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points out, any legitimacy accorded to
interest in one sector permeates throughout
the economy with the passage of time.
Islam eliminated that possibility by
declaring excess payment above the initial
amount lent as prohibited riba. As the
Quran says:
Believers! Have fear of Allah and give up all
outstanding interest if you do truly believe.
But if you fail to do so then be warned of
war from Allah and His Messenger. If you
repent even now, you have the right of the
return of your capital; neither will you do
wrong nor will you be wronged.
[II:278–80].
The distinction between low and high rates
of interest or between loans for business and
loans for need-fulfillment is not recognised
by the Quran. As regards the presumption
that commercial loans were not prevalent at
that time, it has no basis in history. On the
contrary riba in seventh century Arabia was
overwhelmingly common in commerce. This
is underlined by the declaration made by the
Prophet, peace be upon him, in his last Hajj
sermon cancelling all interest owed to his
uncle, Abbas bin Abdul Muttalib. Abbas
advanced money capital to the growers of
dates in Medina as well as to the growers of
grapes in Taif. Failure to pay at the time the
loan was due then justified an increase in
the amount to be repaid.
Some have tried to grant legitimacy to
interest arguing that it is analogous with
rent. Unlike money capital, which must first
be spent to acquire real goods and services,
rented goods like machines and real estate
are usable right away. Islam, like all other
religions allowed charging rent as a price for
usufruct. Jurists often absolve the lessee
from the obligation to pay rent should the
rented property lose its ability to provide
the expected usufruct.

 

The legitimacy of profit and rent is hedged
with the provisions directed against
monopoly and hoarding in order to
maintain fair competition. The rest is largely
left to the market functioning under the
watchful eyes of the social authority. Abu
Bakr, the first ruler succeeding the Prophet
Muhammad, peace be upon him, described
the ruler’s duty as protecting the weak from
the strong.
Speculation in financial markets often takes
the form of betting on the uncertainty of the
outcome of future events. Regulators must
realise that such trading in risk is no more
than gambling and serves no legitimate
financial purpose. As such, regulators
should prohibit such trades and they should
examine all associated financial instruments,
such as derivatives, for such characteristics.
Conclusion
Faith has the potential to influence financial
markets by moulding human behaviour in
accordance with moral values conducive to
social weal. The essential universality of
moral values has to be protected from being
made subservient to hegemonic ambitions
rooted in racial, national or religious
identities. People of faith have devised
institutions to realise the ideal of a just
society. Within the framework of private
ownership, freedom of enterprise and state
supervision, prohibition of fraud, gambling
and interest form necessary parts of these
arrangements. Rapid technological changes
necessitate adapting these institutions to
new circumstances and making new
arrangements in order to realise social goals.
Continuing innovations in financial markets
present new challenges for regulators. The
quest for fairness in finance becomes a
continuous process. The recent resurgence
of Islamic finance should be looked upon as
part of that process.
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Bay’ al Dayn bi al Sila: A Breath of Fresh Air
for the Islamic Capital Market
By: Ahmad Mukarrami Ab Mumin, Head of Shariah Division, RHB Islamic Bank and
Muhammad Sofiyussalam, Researcher, Shariah Research and Training, RHB Islamic
Bank
Preamble
Malaysia has established itself as one of the
world leaders in Islamic finance. With the
support of the Malaysian government, they
have pioneered initiatives designed to
develop and strengthen the Islamic finance
sector. By the end of 2009 Malaysia had
risen to third place in the worldwide
rankings behind Iran and Saudi Arabia with
a total of $102.6 billion in Islamic assets
and is one of the most active markets for
sukuk and other Islamic securities.
Malaysia has, however, been frequently
criticised by many scholars, especially those
from the Gulf Cooperation Council (GCC)
countries, for some of the more
controversial products in the market
particularly Bay’ al Dayn and Bay’ al ‘Inah.
Malaysia has now started to move away
from Bay’ al Inah as the main instrument in

the commercial banking market, although
Bay’ al Dayn is still widely used in the
Islamic capital market sector.
Bay’ al Dayn – An Overview
Bay’ al Dayn literally means ‘sale of debt’. It
is defined as the sale of a payable right
arising normally from a transaction, service
or loan to either the debtor himself or to
any third party. According to the Securities
Commission (SC) of Malaysia, debt trading
involves the sale and purchase of securities
or debt certificates that are issued by a
debtor to a creditor as evidence of
indebtedness and that conform to Shari’ah
law. In the context of the Islamic capital
market, such a sale results from
mu’awadhat maliyyah contracts (exchange
contracts), such as murabahah, bai’
bitthaman ajil (BBA), ijarah, ijarah
muntahiya bittamleek, istisna’ and others.
There are two types of Bay’ al Dayn, i) Bay’
al Dayn al nasiah (the sale of debt for
another debt) and ii) Bay’ al Dayn al naqd
(the sale of debt for cash or spot return).
Both types of debt trading can be sold to
either the debtor (Bay’ al Dayn li al madin)
or to any party other than debtor (Bay’ al
Dayn li ghayr al madin).

Ahmad Mukarrami



All jurists unanimously agree that the first
type of debt trading, i.e. sale of debt for
another debt is not permissible according to
Shari’ah, based on the Hadith narrated by
Abdullah ibn Umar in the prohibition of
bay’ al kali’ bi al kali’. There are, however,
differences in opinion among the jurists
pertaining to the permissibility of selling
debt for cash or spot return. In terms of
selling a debt for cash to the debtor, the
majority of jurists agree that such sale is

Muhammad
Sofiyussalam

permissible due to the element of gharar
(uncertainty).
There are disputes among the jurists
pertaining to the sale of a debt for cash to a
third party other than the debtor. The
Maliki’s argued that such a sale to a third
party is permissible, subject to the
fulfillment of all the following conditions i) immediate payment for the purchase, ii)
the debt is confirmed, iii) the presence of the
debtor during the sale, iv) a different type of
payment from the debt; if the payment is of
similar type it must be at par to avoid riba,
v) debt from sales of currency to be
delivered in the future cannot be created
and vi) the goods related to the debt must
be valuable and able to be sold. These
conditions are to ensure that the right of the
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debt purchaser is protected, to avoid riba
and to avoid any sale of debt before
possesion (qabd).
Scholars from the Shafii school also permit
such sale if the debt is mustaqirr (legally
established) and immediate delivery must
be made. A similar situation applies with
the opinion of Ibn al Qayyim, which
allows such sales as there is no prohibition
from the general text of the Qur’an and
Sunnah as well as the consensus from the
scholars.
The Hanafi’s on the other hand disallow
Bay’ al Dayn due to the expectation of the
potential risk faced by the debt purchaser,
the debtor and the nature of the debt itself.
The Hanafi’s opined that the debt is in the
form of mal hukmi (intangible asset) and it
is risky to the purchaser since it is
undeliverable and the debt buyer is unable
to own the item, i.e. the debt.
The Zahiris, together with Ibn Syubrumah
and Ibn ‘Abbas hold the view that debt can
only be waived and can never be sold, due
to the incidence of gharar. Ibn Hazm of the
Zahiris claim that this type of transaction
belongs to the sale of an unknown, whose
specific characteristices are not observed,
which is unlawful and devouring of others’
wealth.
Issues in Contemporary Bay’ al Dayn
The Bay’ al Dayn instrument is normally
applied in secondary markets for the
purpose of liquidity management. For
instance, an organisation might want to sell
its receivables due in the future for
immediate cash. On the other hand, a
company with a very high level of liquidity,
e.g. a bank with huge deposit pool from
customers might also want to balance the
liability by having receivables in hand as
assets.
As far as this dicussion is concerned, the
type of debt trading relevant to the capital
market is the sale of debt to a third party.
There are two major issues concerning Bay’
al Dayn al naqd li ghayr almadin (sales of
debt for cash to the third party) in the
contemporary perspective.
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The first issue is regarding the amount of
payment to be made in consideration of the
sale of debt. The majority of jurists say that,
even though the sale of debt to a third party
is allowed, it must be exclusively done at
par value and in a spot transaction. This is
because both the debt and cash is of the
same category, which is currency and thus,
they must be exchanged on a spot basis and
must be of same value. Any option,
therefore, to sell at a discount or at a
premium is tantamount to riba. The sale
must also made in cash to eliminate the
element of bay’ al kali’ bi al kali’. The
principle, therefore, of dha’ wa ta’jjal is not
applicable in the sale of debt. This is the
opinion adopted by the OIC Islamic Fiqh
Academy and the Accounting and Auditing
Organization for Islamic Finance
Institutions (AAOIFI).
Some scholars including Ibn ‘Abbas,
Nakhaie, Zufar, Abu Thaur, Ibn Taymiyyah
and Ibn Qayyim allow the principle dha’ wa
ta’ajjal. The argument by Ibn Taymiyyah is
that riba is something that is increase in
nature and not decrease. Ibn Taymiyyah
also argued the wording of both riba and
discount are totally different, thus
distinguishing these two principles. This is
the basis used by the Shariah Advisory
Council (SAC) of the Securities Commision
Malaysia in approving the transaction of
discounting sales of debt.
The second issue is related to the
deliverability of the debt by the original
creditor to the new creditor. This is the
argument of the Hanafi’s due to the high
potential risk incurred by the purchaser of
the debt. This argument is also debated by
the Maliki’s based on the conditions that
need to be fulfilled prior to the transaction.
This is true especially when there is an
absence of supervision and control. The
scholars opined that the maslahah of the
buyer should be safeguarded, because he is
the one who has to bear the risks of
acquiring the debt sale while making the
sale contract. Such matters may not be
significant in the Malaysian context,
however, as the debt securities instruments
are regulated by Bank Negara Malaysia
(BNM) and the Securities Commission (SC),

The majority of jurists say that,
even though the sale of debt
to a third party is allowed, it
must be exclusively done at
par value and in a spot
transaction.
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who have put considerable effort into
ensuring the rights of all parties, especially
the debt purchaser, are safeguarded.
Bay’ al Dayn bi al Sila: An Alternative
Solution
A key characteristic of good liquidity
management instruments is the ability of
such an instrument to be traded in the
secondary market. Bay’ al Dayn instruments
are tradable, but they are very controversial
in the view of Middle Eastern scholars,
because they are in effect discounted sales.
In order to solve the problem, some scholars
have suggested the idea of trading the debt
via a commodity. Such a sale is called Bay’
al Dayn bi al sila’. With this instrument the
debt is sold to the new creditor, but the
payment made to the original debtor is
made in the form of commodities, i.e. crude
palm oil, plastic resin, rubber etc. When
payment is made via commodities, the issue
of riba is eliminated, because the payment is

Structure of Bay’ al Dayn bi al Sila



in the form of the value of a commodity and
not money. Commodities can be traded at
any price agreed by both parties and need
not necessarily to be equal to the amount of
debt. The diagram below explains how Bay’
al Dayn bi al sila’ is done to facilitate the
sale of receivables. RHB Islamic Bank is, in
fact, the first bank in Malaysia to organise a
deal to sell its receivables to a third party
using such an instrument.
The original debt was between the debtor
(ABC) and the original creditor (XYZ), but
XYZ wants to realise the money tied up in
ABC’s debt and not due until a future date.
To do this XYZ proposes to sell the debt to
new creditor LMN, a third party. Prior to
the purchase of the debt, LMN purchases
commodities from the Bursa Suq al Sila’,
worth the amount it is agreed will be paid
to XYZ. XYZ sell the debt to LMN for the
total amount of the principal plus the profit
due in the future and LMN make the
payment to XYZ immediately in the form of

CAPITAL MARKETS

the commodity with no mention of the
monetary value.
The reason why the buyer purchases the
debt without mentioning the monetary
value of the commodity is to eliminate the
element of a cash payment. When payment
is made in terms of the net weight value of
commodities, it can be at any price agreed
between the seller and buyer, whether that is
at a discounted or premium rate. Finally, the
debt is transferred to the new creditor (B)
and the seller (A) can sell the commodities
in return for cash. The debt obligation of
the debtor (C) is conveyed to (B) as the new
creditor.
Conclusion
In the context of the Islamic finance
industry, especially for the Islamic capital
market sector in Malaysia, tradability of
debt is essential for a variety of reasons with
asset liability management and liquidity
management being the foremost objectives.
The instrument currently used
in the Malaysian market has,
however, led to various
disagreements among
prominent scholars in Islamic
finance. An earlier decision of
the Shari’ah Advisory Council
of the Securities Commission of
Malaysia was based solely on
the maslahah, but the
innovative initiative from
scholars in their introduction of
Bay’ al Dayn bi al sila’ is
considered to be a solution to
the disputes. The untiring
efforts of Bank Negara
Malaysia along with the
Malaysian government to
ensure all products in the
market not only comply with
Shari’ah concepts, but are also
free from any disagreements,
will hopefully mean that this
new concept of debt trading will
bring much needed clarity to the
whole Islamic capital market
sector, not only in Malaysia and
but all over the world.



QUALIFICATIONS, TRAINING, RESEARCH, PUBLICATIONS, MEMBERSHIP
“Deal not unjustly,
And ye shall not be dealt with unjustly”
[2:279 The Holy Qur’an]

Over 20 years service to the Islamic finance industry
IIBI education and training programmes have helped hundreds,
if not thousands, to develop their knowledge of the guiding
moral principles and ethics on which Islamic banking and
insurance is based and the skills in applying concepts to practice.

POST GRADUATE
DIPLOMA IN
ISLAMIC BANKING
AND INSURANCE

DIPLOMA IN
ISLAMIC BANKING

CERTIFICATE IN
ISLAMIC BANKING

CERTIFICATE IN
TAKAFUL

UNDER DEVELOPMENT

IIBI is planning specialised courses of study to develop and
enhance a skill set within a specific area or discipline leading to
the award of an IIBI Professional Certificate.

Professor Rodney Wilson School of Government
and International Affairs Durham University UK

“There would have been no career in
Islamic financial services, for me and
many of my friends, without IIBI.”
Mr Richard Thomas OBE CEO, Gatehouse Bank, UK

The course provided me with an
insight into what Islamic banking
and takaful are and how they work.
Topics covering how they compete
with their conventional counterparts
are especially of interest, as Islamic
finance is aimed at social and
economic harmony and is very different from the
conventional profit-driven finance industry. Also,
the distant learning mode suits a working adult like
me. (on the PGD course)
Bonnie Chan Siu Man
Evergo Holdings Company Ltd, Hong Kong

ADL – JUSTICE

“The IIBI has played a major role in Islamic
finance in London through its lectures,
seminars and courses. Its diplomas are
internationally recognised and taken by
hundreds of Muslims and non-Muslims
interested in Islamic finance.”

EDUCATION, LEARNING AND DEVELOPMENT
The Pioneering Role of IIBI
The IIBI has pioneered many ‘firsts’ in Islamic
finance education, learning and development.
Notably among these are:
1. The first organisation dedicated solely to
promote Islamic finance education, learning
and development worldwide.
2. The first to realise the need for learning and
qualifications in Islamic finance and responding
by introducing a diploma by distance learning in
1994 followed by a post graduate diploma.

The Mission of the IIBI is to
be a centre of excellence for
education, training, research and
related activities, to build a wider
knowledge base and deeper
understanding of the world of
finance promoting the moral and
ethical principles of equity, socioeconomic justice and inclusiveness.
The Diploma in Islamic Banking
course provided by the IIBI is designed
with high quality and provides
appropriate and useful information
to understand and get invaluable
knowledge in the foundations of the
Islamic banking and insurance.

3. The first to take the initiative in holding public
lectures and seminars as well as international
conferences in London to raise awareness of
the principles and practice of Islamic banking and
insurance.
4. The first to publish a monthly magazine
providing a global perspective on developments
in Islamic banking and insurance.

Hamid Rustamov,
Savings Consultant, GTZ, Tajikistan
Excellent course! For someone who
had only studied and inter¬acted with
the discipline from a distance,
I found the course extremely helpful
to bridge the theoretical side with how
its principles can be applied to daily
business life. (on the PGD course)

5. The first to compile a compendium of legal
opinions in Islamic banking, in three volumes,
by a leading international Shari’ah scholar.
6. The first to promote access to information
on the fundamental concepts and operating
principles of Islamic banking and insurance
on the IIBI website.

Thomas Polson, Cascade Risk Placement, USA

“ ver
years, IIBI has proved to be a most durable and invaluable organisation. I am
confident that it will continue to be a key provider of education, training and research
services in the years to come.”
Mr Richard de Belder Partner and Head of Islamic Finance, SNR Denton, International law firm

“IIBI in London comes to mind as the original thought leadership platform from which
many of the products, services and ideas have come to the Islamic finance industry”

ILM – KNOWLEDGE

Mr Iqbal Khan CEO, Fajr Capital& former CEO HSBC Amanah
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An Interview with Sultan Choudhury, Islamic Bank of Britain
IBB came into existence in August 2004
when the Financial Services Authority
(FSA) granted the Bank its license. In
September 2004 IBB became a UK
publicly listed company on the Alternative
Investment Market (AIM). The Bank’s
vision was to offer Shari’ah-compliant
retail financial services and the journey
began when the capital was raised by
investors in the UK and the Middle East.
The first step was to set up the
infrastructure, processes and products as
well as bring together the team.
This was followed by the setting up of a
branch network. IBB now has a national
branch and agency network in key
locations including London, the Midlands
and North West. To complement this, and
to enable Shari’ah-compliant banking to
be accessible to consumers across the
UK, IBB also developed its Smart Banking
facilities, i.e. telephone and internet
banking.
Extensive product development work has
also been carried out since the Bank
started life. As a result IBB now claims to
offer the largest range of Shari’ahcompliant retail financial products in the
UK to more than 50, 000 customers.
Sultan Choudhury studied economics at
the University of Nottingham in the early
1990’s. His interest in Islamic finance
began at this time. He maintained his
interest after qualifying as a chartered
accountant and moving into financial
services. His desire to enter the field of
Islamic finance crystallized when he went
on Hajj in 2002. In 2004 he joined the
founding management team of the Islamic
Bank of Britain (IBB), the first dedicated
Islamic bank in the West. Since 2004 he
has worked in all areas of IBB.
Thinking about the backing IBB has
received from QIIB, apart from the obvious
stability and improvement in your liquidity
position, what would you say has been the
main impact of this backing for IBB?
 

Being part of the QIIB network of Islamic
banks is about more than just stability. It
gives us access to product expertise and
synergies in relation to our respective
businesses.
Are there any general economic or banking
world factors that are affecting your
progress in either a positive or a negative
sense, e.g. has the disillusion with banks in
general helped or hindered your progress?
The banking sector crisis and its causes have
helped generate awareness of Islamic banking
and IBB in the UK. It helped improve the
perception of Islamic finance as a resilient
and viable alternative to conventional
banking. We are not immune, however, to the
real world economic situation and yields have
fallen significantly for deposits in general. We
have countered this by growing our asset base
and we still provide market leading returns to
our customers.
In late 2010 you hoped that the capital
injection you received would help to grow
your Home Purchase Plan mortgage
business. Has this growth materialised or
have you been affected by the general
malaise in the UK housing market?
IBB’s Home Purchase Plan (HPP) business
continues to go from strength to strength.
We have been able to offer new deals and
have launched a Buy to Let Purchase Plan
and a Home Purchase Plan product for
GCC customers wishing to buy a property
in the UK.
Similarly, how have your fixed and variable
rental rate products announced in late 2010
done and what would you say are the
reasons for this?
In August 2011 the Bank re-launched the
HPP with new rental rates and higher
‘finance to value’ (FTV) ratios. Customers
can now access Shari’ah-compliant home
finance from IBB with a 20% deposit. This
represents the lowest Finance to Value
(FTV) ratio in the UK for a
Shari’ah-compliant mortgage at 80%. Both

products are available for purchases,
refinancing or releasing additional capital.
IBB’s fixed-rate HPP product (fixed at
4.19% until December 2013) is the most
popular product as it gives customers the
ability to plan finances knowing there will
not be rent changes.
How has IBB fared against well-established
competitors such as HSBC Amanah and
others and how is this affecting your market
share?
I think there is plenty of market share for
everyone. IBB has a differentiated position in
the market as we are the only wholly
Shari’ah-compliant retail player. Our
customers think of us as one of their own – as
part of the community, not a large corporate.
Currently there are only a small number of
players in the market and the competition
that exists is at a healthy level. IBB offers
the largest range of Shari’ah-compliant
retail financial products in the UK, so we
are able to access the market in more ways
than one. IBB’s products are also well
respected for their competitive rates and the
way in which the Bank has worked
innovatively to develop such a wide range.
The issue here is not of taking market share
from other Islamic finance players. As a
collective, we need to raise awareness of
Shari’ah-compliant banking so that we can
all increase our share of the retail financial
services sector. Our main competitor is still
conventional banking and the lack of
education about Islamic finance amongst
consumers is the hurdle we all need to
overcome.
Is your strategy primarily to attract Muslim
customers or is it to attract customers of all
religions or none who are looking for
ethical banking alternatives to mainstream
UK banks?
As a Shari’ah-compliant bank, developing
Shari’ah-compliant retail financial products,
we are of course primarily catering for
Muslim customers. However, IBB is keen to
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attract all consumers interested in IBB, both
for its ethical offering and its competitive
products. The competitiveness of our
savings products, for example, has seen
them featured at the top of the tables on
price comparison websites. This has resulted
in a surge of interest from both Muslim and
non-Muslim consumers.
Islamic banking is also increasingly being
perceived as an ethical alternative to
conventional banking. This has been
recognised by the recent ‘Move Your Money
Campaign’ and IBB is pleased Islamic
banking is being promoted in this way.
Shari’ah-compliant finance is based on
sound principles and we would like to see
more consumers taking advantage of what it
has to offer.
What are your short and medium-term aims
in the UK market?
IBB’s strategy is to build a profitable bank
that is the Islamic retail bank of choice. This
means we are focused on growth for the
short and medium term. We are working
towards achieving growth and profitability
by significantly increasing our balance sheet
– both assets and deposits. In the short-term
this means increasing our reach and
distribution and being competitive with the
mainstream. As a first step towards
extending its reach, IBB recently launched an
agency network, in addition to the IBB
branch network. Agencies extend the Bank’s
footprint and enable the Bank to be more
involved in local communities. By co-locating
IBB staff with a local, complementary
business partner, IBB aims to provide a more
personal banking service. To compete with
the mainstream IBB has launched new Home
Purchase Plans and savings products which
offer rates that are competitive. Currently
IBB is offering an initial expected profit rate
of 4% for customers opening our new 120
Day Notice Account beating many of the
rates offered by conventional savings product
providers. IBB also aims to supplement
revenue from assets with fee income
generated through sales of third-party,
Shari’ah-compliant products.
Given that QIIB’s stated aim is to build an
international banking presence, how do you
or they see IBB playing a part in this strategy?


IBB is very much QIIB’s arm in the UK. In
the long term we hope to be in Europe too,
but our current ambitions are focused on
the UK for now.
On a broader front, how do you see the
future of Islamic banking in the UK
progressing; do you believe other Islamic
banks based in the GCC, Middle East or
Malaysia will eventually set up retail
operations in the UK and would this be a
good thing for the future of Islamic banking
in the UK.
London will always be attractive for
overseas banks, whether mainstream or
Islamic. The question is whether the high
fixed costs of doing retail business in the UK
and the consequent long payback period
will prove an attractive investment for
overseas banks when cheaper emerging
markets such as North Africa are opening
up.
Do you think the UK will continue to be a
leader in Islamic finance in the West? If so
why and if not, why not?
Yes, I do think the UK has the strength to
continue with its position as western leader
in the global Islamic finance market place.
Whilst the UK industry is nascent, it is
expanding rapidly. We have 22 banks of
which five are wholly Shari’ah-compliant
banks. We have government recognition of
the sector along with regulation and tax
legislation in place. The UK also has an
industry body, the UK Islamic Finance
Secretariat (UKIFS), which seeks to promote
the UK Islamic finance industry both
internationally and domestically. This has
been set up as a trade body under the
umbrella of TheCityUK. Recently
TheCityUK signed a Memorandum of
Understanding (MOU) with the Dubai
International Financial Centre Authority
(DIFC) to share financial, legal and
regulatory expertise. This will help UK firms
exploit the opportunities that exist for
Islamic finance in the Middle East. I think,
therefore, that the UK has a very valuable
lead in the ‘race’ and is not sitting on its
laurels to maintain its position. The industry
collaborates very successfully to ensure
success continues.

IN THE SPOTLIGHT

If you could have one wish granted in terms
of the economic, legal or regulatory
environment in the UK, what would it be?
The Islamic banks in the UK need the Bank
of England to provide a sovereign rated
Shari’ah-compliant instrument, which is
considered an eligible asset for liquidity. We
cannot use the current government bonds
that pay interest. If we are forced to take up
government bonds, the interest has to be
foregone or given to charity with a
detrimental effect on our profits. Either a
UK Sovereign Sukuk or simply a
Murabaha/Wakala-based treasury
instrument offered by the Bank of England
would serve to eliminate this problem.
It is often said that there is shortage of skilled
personnel for the Islamic finance industry?
What has been your experience so far?
Whilst there is a lack of qualified Islamic
banking and finance professionals with
experience there are a large number of
graduates and post-graduates with Islamic
finance qualifications. The problem in the
UK is that, as a small industry, there are not
enough jobs available. Typically Islamic
banks are too small to operate graduate
schemes and are limited in the amount of
work experience they can provide. At IBB
we do provide work experience in
conjunction with the Elshaarani Centre for
Islamic Business & Finance (EIBF) Centre,
which is part of the Aston Business School,
offering an MSC in Islamic Finance.
Another issue is that since the UK industry
is still relatively young, it can sometimes be
difficult to find personnel with technical
experience, i.e. individuals with a thorough
understanding of Shari’ah and its
application for financial products. IBB has
been fortunate. Our Shari’ah Supervisory
Committee consists of experienced and
knowledgeable scholars. IBB’s Shari’ah
Compliance Officer is also a member of the
Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOFI) and
is a Certified Shari’ah Advisor and Auditor.
This high level of expertise is demonstrated
by the fact that IBB is able to offer the
largest range of Shari’ah-compliant retail
financial products in the UK.
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By: Dr Rania Salem, Lecturer in Finance, German University, Cairo
The Importance of Risk Management
Islamic banks have witnessed significant
growth over the past four decades, yet the
aggregate level of total assets of Islamic
banks is, for example, only around 30% of
UBS total assets, according to 2010
statistics. (Swiss-headquartered UBS is
believed to be the second largest manager of
private wealth assets in the world – Ed.)
The industry is, however, expected to see
further growth, as Islamic banks open in
more markets around the world.
Additionally, as a result of the ongoing
financial crisis, in which banks have been
considered to have had a major role,
markets have been searching for a more
prudent and more transparent banking
model that would overcome the critical
flaws of current banking systems. The
Islamic banking model is currently one of
the models attracting attention, as it
emphasises transparency and value creation
in its dealings and shuns greed.
Growth, however, does not only mean a
larger market share, but also more
interaction with the global market, a wider
range of products to meet global market
demands and, last but not least,
commitment to international regulations
and financial stability. Financial stability is,
of course, critically linked with managing
risks in banks and so it follows that Islamic
banks need to have a strong focus on their
risk management practices and disclosures.
The Black Box Phenomenon
The Basel accords, particularly Basel III,
stress the facts that transparency and liquidity
measures are two essential aspects in risk
management and both of these represent a
challenge to the Islamic banking industry. The
 

Basel accords require that risk management
policies and procedures be disclosed by all
banks with risk definitions, measurement
methods and mitigation strategies being
disclosed in a bank’s annual report. For most
Islamic banks, however, risk management
seems to be a ‘black box’, where only a few
common items are disclosed with no further
details provided. For example, one bank may
disclose the use of Value at Risk (VaR) as one
measure to quantify market risk; however,
how much the risk is, or which method was
used in calculating VaR, is left for the reader
to guess.
The ‘black box’ phenomenon could exist for
one of two reasons – either the bank does
not have an adequate and advanced process
for managing risks so they would not be in
favour of the disclosure or the bank strategy
is not in favour of disclosing important risk
management strategies such as the Profit
Equalisation Reserves (PER) and Investment
Risk Reserves (IRR). It is claimed that
Islamic banks follow the ‘best practices’ for
risk management, just like their
conventional counterparts, if, however, that
is not disclosed through their annual
reports, the world at large is likely to
remain sceptical.
The Status Quo
On the one hand, looking back through the
relatively short history of Islamic banks,
some positive developments in the area of
risk management must be acknowledged.
Large Islamic banks such as Dubai Islamic
Bank (DIB), Kuwait Finance House (KFH)
and Abu Dhabi Islamic Bank (ADIB),
among others, have shown development in
their risk management disclosures over the
past few years. On the other hand, the lack
of an integrated approach in managing bank

risks, in which risks should be adequately
reported and monitored, remains a
challenge.
Considering the current status and the
relative youth of the Islamic banking
industry, determining the level of integration
between different risk factors presents a
major challenge to the industry, because
Islamic banks lack the data to effectively
carry out such an exercise. Such a challenge
can only be met through a vigorous
application of a fully-integrated risk
management framework, which involves
adequate reporting and the identification of
risks. Adequate reporting requires Islamic
banks to unify the identification of the
sources of the underlying risks, which
currently is not the case. Islamic banks need
to work on building databases with the
required set of inputs, which in turn will
facilitate risk analysis and incorporate
correlation events. There is a need for a set
of common definitions of risks and to
facilitate this there is a priority requirement
for banks to cooperate in the recording of
risk events and thus to develop an aggregate
pool of information.
There is an urgent need to build a risk
database for Islamic banks to enable them
to quantify the different risks and indentify
the existing correlations. This will not be
possible without a full and transparent
disclosure of risk management practices.
The Way Forward: Challenges and Future
Outlook for an Integrated Risk
Management System
There are some challenges facing Islamic
banks in the development of an adequate
and integrated risk management system.
First, Islamic banks are not following




NEWHORIZON Jumada-Al-Awwal to Rajab 1433

uniform reporting and disclosure standards
or harmonised Shari’ah standards. AAOIFI
standards require comprehensive disclosures
and reporting, but these are not yet
uniformly followed by Islamic banks.
Applying the AAOIFI standards would
allow for comparability across Islamic
banks operating in different countries and
facilitate the role of supervisory and
regulatory authorities. Transparency among
industry players can be achieved once a
standardised reporting system is followed.
Shari’ah harmonisation is a challenge to
developing a structured Islamic finance
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framework. A centralised Shari’ah board
that ensures the compliance of financial
products to Islamic finance principles has
also become an inevitable demand. It is also
recognised that infrastructure weaknesses
within product development impede
effective risk management. It is essential,
therefore, to build a well-established and
globally-accepted, legal Islamic finance
framework and this represents the second
challenge. Such a framework should provide
the elements that constitute a
Shari’ah-compliant financial tool based on
maqasid al-Shari’ah guidelines (the
objectives of Islamic law). These guidelines
would facilitate product development and
financial innovation.
The underdevelopment of financial
innovation within the Islamic finance
industry is another challenge to risk
management in Islamic banks, where
developing Shari’ah-compliant instruments
to mitigate risks and manage liquidity risk is
among the main challenges. On the other
hand, according to Geert Bossuyt, Deutsche
Bank’s Head of Structuring for the Middle
East and North Africa, ‘too often,
‘innovation’ is achieved by pushing the
barriers and/or issuing fatawa by taking
them out of their context. Innovation ideally
should be the result of a well-documented
and fundamental discussion on Shari’ah’.
Product development is essential in the area
of risk mitigation and it should, of course,
be compliant with Shari’ah.
A third challenge to the development of an
integrated risk management system is the
shortage of skilled human resources. One of
the main factors that should be considered
by Islamic banks, in order to support the
implementation of an efficient risk
management process, is having qualified
personnel. Islamic bank managers should
not only possess in depth knowledge of the
general principles of Islamic banking, but
should also enhance that knowledge in
relation to more advanced products.
Furthermore, a full understanding of
Shari’ah principles is a prerequisite. It is,
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therefore, recommended that more emphasis
should be placed on training and educating
employees and managers on advanced
aspects of Islamic banking and risk
management. Islamic banks should invest in
boosting risk management understanding
and skills.
The relatively small size of Islamic banks
presents another challenge. The
implementation of an integrated risk
management framework and the use of
more advanced conventional risk
measurement tools require the use of
advanced models and computer software,
which are not affordable for relatively small
Islamic banks.
Finally, even though some may consider that
Islamic banks are not currently in need of
more sophisticated measurement methods
or cannot afford to adapt such measures for
their own use, it is highly recommended that
Islamic banks in their current state of
development should start to develop
databases capable of facilitating the
development and/or the adaptation of
appropriate risk measurement methods in
the future. This is particularly critical
because Islamic banking businesses are
growing within a competitive market. They
are, thus, expected to keep pace with
adequate risk management systems and the
appropriate measurement of risks. Adopting
an adequate risk management framework
will enable Islamic banks to extend their
businesses to riskier activities thus
promoting higher profits and growth.
Furthermore, adequate risk management
ensures that risk-taking decisions match the
bank’s capacity for absorbing possible
losses. It should also be recognised that risk
management is a dynamic area, which
requires continuous research, as the global
financial map is constantly changing. Above
all, the effective application of an integrated
risk management system requires a
multi-stakeholder collaboration between
Islamic banks, regulators and supervisors to
enhance the development of Islamic banks
in both theory and practice.
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An Appeal for a Paradigm Shift in the Theoretical
Foundations of Islamic Finance
By: Sherif Ayoub who has carried out research at the University of Edinburgh and
Columbia University. He has also been associated with some of the leading
organisations in the world
The Nature of Scientific Revolutions
In 1962, Thomas Kuhn published a groundbreaking book titled ‘The Structure of
Scientific Revolutions’, wherein he
challenged the view that scientific progress
can only be achieved by way of incremental
increases in knowledge within certain
parameters as defined by existing paradigms.
Instead, he proposed the concept of scientific
revolutions that espoused the view that there
are times in human history when a particular
paradigm proves inadequate in explaining
new findings, challenges and contradictions
thereby ushering in a ‘Paradigm Shift’ in
scientific thought that reshapes the discourse
on a particular subject matter. In making his
argument, Kuhn used the example of the
difficulty in maintaining Ptolemaic earthcentric astronomical beliefs within the newly
formed theories in the 17th century that
supported the Copernican sun-centered view.
In the realm of Islamic finance with its
religious and economic scientific
foundations, a similarity can be drawn in
the discourse that began shortly after the
effective commencement of the industry in
its contemporary form in the 1970s
subsequent to the establishment of fullyfledged Islamic banking institutions. In
essence, there has been some difficulty in
relying on incremental advances in
knowledge within the current legal-centred
paradigm to reconcile the differences
between the religious interpretations of the
scripture and the neo-classical economic
theories that form the basis for modern
financial practices. This could be attributed
to the fact that financial intermediation and
the associated capital markets with their
contemporary characteristics really have no
comparable institutional analogies outside
 

of the last two centuries, let alone in the
commercial practices of the early Muslim
community in the 7th century.
The Illustrative Nature of Riba
No other subject can illustrate this difficulty
more than riba, which along with gharar
(excessive uncertainty) and maysir
(gambling behaviour), form the three pillars
of the economic doctrine of the Shari’ah.
For riba, the fundamental basis for its
prohibition can broadly be related to the
elimination of the injustices linked to the
financial slavery of individuals by
opportunist money lenders who strive to
benefit from the sanctity of debt repayment
obligations in Islam without any of the
commensurate risks that exist in the world
of commerce.
This economic and social rationale for the
prohibition of riba was translated to mean
the charging of any interest on top of
borrowed money. In time, an understanding
developed that any percentage figure
charged for borrowing is to be defined as
riba as opposed to profits generated from
asset financing, which were deemed to be
religiously legitimate. To formalise this
understanding, a rather distinct set of legal
contracts was established that revolved
around the murabaha, istisna’a, and ijara
financing schemes (all of which in their
current format have only existed since the
1970s) along with elaborate rules that
sought to internalise assets and profits into
their structure.
The Flaws in the System
Certainly, the presence of an asset at the
centre of financing can promote sustainable

economic growth due to the reduction of
excessive uncertainty and gambling
behaviour. The forcing of a completely
asset-backed model, however, does have its
drawbacks as it superficially alters the
incentives and constraints of economic
agents; augments the transaction costs of
the financing arrangements and in some
cases just simply fails to address the
legitimate needs of financiers (e.g., the
short-term interbank market).
In a similar vein, while it may be argued by
some that the elimination of any and all
interest through the benevolence of lenders
can reduce the debt burden on borrowers
and even result in more equitable wealth
creation in society, the most probable
outcome, in the presence of moral hazard
and inflation, is likely to be excessive debt
formation and economic disequilibrium.
The consequences of the low interest rates
in the period prior to the global financial
crisis provide a vivid illustration of that
reality. Notably, as evidenced by the
proliferation of sub-prime mortgages and
excessive consumption of durable goods
along with their ensuing adverse effects, this
aforementioned reality is not altered by the
existence of an asset within the framework
of the proposed zero-interest financing.
As for the demands for the replacement of a
percentage of interest by an amount of
‘profit’, it can only be stated that the
economic bases for these arguments are
rather weak and their implementation can
even be dangerous. In effect, these demands
simply play on semantics rather than any
particular substance since in any financing
arrangement the characterisation of
amounts and percentages are
interchangeable. In fact, a valid assertion
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can be made that the declaration of a
percentage (as opposed to an amount) is
likely to reduce gharar due to its relativity
to the underlying amount of the purchase
and the timeframe of financing. This is
apparent in that the seemingly small
amounts of profit in microfinance have been
found to mask unusually high interest rates.
What is actually disconcerting about profit
label demands is their eventual
consequences as demonstrated by the
arguments of some Islamic finance
academics that the usury laws that provide a
ceiling on interest rates in the West provide
more protections from predatory lending
than the potential for unlimited profits in
Islamic financial transactions.

Of course, the subjectivity of this economiccentred paradigm is at odds with the
perception of the objectivity of the legalcentred one. This is despite the fact that
within Islamic jurisprudence there is ample
evidence of the importance of moderation,
which is itself contextual in nature.
Eventually, it should dawn on us that our
continued attempts to proceed by
incrementally adjusting the Islamic finance
model within the current legal-centred
paradigm through the establishment of
multiple derivations from the
aforementioned contracts (often preceded
by the term ‘parallel’ or ‘reverse’ and in
some cases ‘Wa’ad’) is more of a risk than a
benefit to the industry.

It is perhaps the prohibition of interest rates
and the acceptance of LIBOR (London
Interbank Offered Rate), however, that best
exemplifies the difficulty that the industry has
had in modernising its operations to conform
to contemporary financial methodology.
Effectively, the utilisation of LIBOR as a
reference was legitimised in banking
operations based on the illustrious butcher
argument whereby it was deemed acceptable
for a beef butcher to have the same profit
margins that are enjoyed by the competitor
across the street – the pork butcher. Needless
to say, the acceptance of LIBOR based on this
analogy along with the persistent refusal to
formally acknowledge interest rates, the yield
curve and contemporary asset pricing theories
are still an open paradox.

Balancing Legal and Economic
Fundamentals

The Importance of Context
Thus, it eventually becomes clear from the
foregoing analysis that the favourite answer
of economists, ‘It depends…’ is rather
relevant in the scientific examination of the
dynamic and complex financial sector,
which includes Islamic finance. Essentially,
apart from the characterisation of the
prohibition, it is also important to note that
as with any directive in the Shari’ah in
regards to worldly dealings between
individuals (i.e., not acts of worship), the
context is an important factor to consider in
the implementation so as to not introduce
negative externalities that can take away
from (or exceed) the benefits that underlie
the original objectives.


In essence, the effects of any transaction
(and indeed the entire financial system)
along with the judgment of deeds before
God have less to do with legal technicalities
and more to do with economic
fundamentals (i.e., it is not the colour of
wine or its ingredients that is the basis for
the prohibition, but rather it is its
intoxicating effects). The failure to
recognise that fact has resulted in a
formalistic exercise that has ranged from
the infamous commodity murabaha and
wakala structures for interbank liquidity
management to the economicallyquestionable mutual fund-style PLS
(Profit Loss Sharing) model for the
Islamic banking industry (remember that
most of the assets are illiquid contracts
over longer-term tenors while depositors
have mainly short-term liquidity
preferences).

FOOD FOR THOUGHT

Interestingly, the realisation of this
economic-centred proposition will not only
mark a paradigm shift in the theoretical
foundations of Islamic finance to be more in
line with Maqasid Al-Shari’ah (objectives of
Islamic jurisprudence), but also serve as a
potential instigator to a paradigm shift in
neo-classical economic theories that are
built on self-centred rationales as opposed
to the religiously-desired human-centred
ones that include fairness, productivity,
wealth creation, and stability.
To that end, it should be acknowledged by
all of us that the economic doctrine of the
Shari’ah (and indeed the whole of the
scripture) is for the benefit of all of mankind
not just Muslims. Thus, the sooner the
industry moves away from ring-fencing
itself with the rhetoric of Islamic versus
conventional finance along formalistic lines
and adopts a more inclusive, systematic
approach to the evolution of economic
theories, the sooner the world can benefit
from the wisdom of God. That would
indeed be a scientific revolution.
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Columbia University in the USA and at
Edinburgh University in Scotland, where
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leading organisations in the world. The
views expressed are entirely those of the
author and do not represent the views of
any organisation in any way.

That is not to say that the legal aspects
should be absent from Islamic finance; this
would be detrimental to the overall stability
of the system. What is being proposed is a
logical scientific process that is built on an
economic-centred paradigm that can
eventually be formalised by legal methods as
opposed to the current cart-before-the-horse
modus operandi whereby legal contracts are
established and economic theory is brought
in to (unsuccessfully) rationalise their
existence.




MARKET DEVELOPMENT

NEWHORIZON April–June 2012

Islamic Microfinance: India as an Emerging Potential Market
By: Fouzia Jan, a research scholar at Jamia Millia Islamia, is working on interest-free
microfinance and its feasibility for India. She is an MBA (Finance & Marketing) from
Bangalore University and a biochemistry graduate from the University of Kashmir.
The main aim of the article is to assess the
potential for an alternative to conventional
microfinance – Islamic microfinance. The
article argues that Islamic microfinance can
play an important role in the eradication of
poverty, the socio-economic development of
the poor and small (micro) entrepreneurs
without charging any interest (riba). In
addition, it generates ethical and moral
attributes and creates a new motivation
among the micro entrepreneurs. Its profit
and loss sharing feature, which is different
to conventional microfinance, allows it to
reach the poorest of the poor; allows
equitable distribution of wealth; optimal
utilisation of resources and control over
inflation and in this way leads to socioeconomic justice. This article also aims to
examine the possibility of narrowing the
gaps between haves and have nots, while
bearing in mind the present financial
inclusion policies as the main agenda for
developing economies.
What is Microfinance?
The definition of microfinance is ‘a
programme that extends small loans to the
poor for self employment projects and helps
them to generate income in order to take
care of themselves and their families. It
provides financial services to the
unbankable and the poorest sections of
society, who do not normally have any
access to the formal financial system in
developing countries. It acts as an efficient
tool for various micro entrepreneurs, the
unsalaried and for other informal
income-generating activities.
Why Islamic Microfinance?
Microfinance has undoubtedly yielded
favourable results to a certain extent and
microfinance institutions have grown
 

rapidly to meet the rising demand, but their
outreach is still small compared with the
need for such finance. It has been found that
even among those who have some access to
basic banking services, there is evidence of
significant credit constraints. This problem
has been primarily identified in the Middle
East, where Muslims are now showing an
inclination to avoid borrowing from
interest-based financial institutions. This is
because, under Shari’ah principles, they are
prohibited from being involved in any
financial instruments involving interest
(riba). A large section of the Muslim
population, therefore, rejects this
interest-based financing, which in turn leads
to increasing poverty among Muslim
populations.
Researchers from the Islamic Development
Bank estimated that in the six countries
with the largest Muslim populations
(Indonesia, India, Pakistan, Bangladesh,
Egypt and Nigeria) the number of people
living on less than $2 per day far exceeds
half a billion. Recent studies have also
shown that Muslims are excluded from
access to banking products and services to a
significant extent, with exclusion rates as
high as 80% in India. Finally, for Muslims
with access to microloans, the Consultative
Group to Assist the Poor has suggested that
up to 40% reject loans on religious grounds.
This means that there is huge potential for
interest-free microfinance that is yet to be
tapped.
Interest-free financing is based on profit and
loss sharing and is therefore a form of
partnership, where the partners share profits
and losses on the basis of their capital share
and effort, but where there is no guaranteed
rate of return. It is also consistent with the
requirement that Muslims do not act as
nominal creditors in any investment, but are

actual partners in the business. It is, in
effect, equity-based financing and does not
involve any kind of interest (riba). It may
prove to be a productive approach to the
eradication of poverty in the future, but
financial services alone cannot be sufficient
to solve the problems of poverty. It is
essential, therefore, for microfinance to be
complemented by education in order to
enhance economic growth and development.
Islamic finance is growing rapidly, but it has
largely failed to engage the Muslim poor,
who comprise almost half of all the
Muslims in the world. This issue needs to be
addressed and Islamic microfinance would
appear to be a potential solution. The target
group for microfinance is not, however,
constituted by the poorest of the poor, who
need other interventions such as food aid
and health security, but those poor who live
at the border of the so called poverty line;
those who could reasonably attain a decent
quality of life and who have entrepreneurial
ideas, but lack access to formal finance.
Microfinance is also a very flexible tool that
can be adapted to every environment, based
on local needs and the economic and
financial situation. Following this logic,
microfinance can also easily be adapted to
cultural environments, such as those
existing in countries with majority Muslim
populations.
The ultimate goal of Islamic finance is the
maximisation of social benefits as opposed
to profit maximisation, through the creation
of healthier financial institutions that can
provide effective financial services at a grass
roots level, an alternative to the Western
system that has created the current
socio–economic crisis. This suggests that
Islamic microfinance possesses a
tremendous potential that needs to be




NEWHORIZON Jumada-Al-Awwal to Rajab 1433 MARKET DEVELOPMENT

recognised efficiently and effectively. In fact,
the current, worldwide economic crisis and
the problems that have occurred with
conventional microfinance in various
countries like Bangladesh and India compel
us to look seriously at alternatives. That
alternative may be interest-free financing.
Islamic microfinance is a new area of
interest within both the Islamic finance and
microfinance fields of study and they appear
to share many common characteristics such
as risk sharing, promoting entrepreneurship
and striving for economic justice.

There has also been a situation in
Andhra Pradesh, where some large
microfinance institutions (and many
smaller ones) were increasing client
numbers at 5–10% per month in some
districts in 2009, as newly recruited staff
aggressively sought to achieve their
financial targets and the credit bubble
burst. In short, it can be said that the
microfinance lost its raison d’être in Andhra
Pradesh and this resulted in the exploitation
of the poor through high interest rates,
excessive debt burdens and coercive
recovery practices.

Microfinance in India
Microfinance provides access to finance for
the poor, those who do not have access to
banks or other financial institutions. Indeed
it has been viewed as an important tool for
the empowerment of the poor, contributing
to the growth of civil society. The evidence
from existing studies on the impact of
microfinance on the poor provides a range
of results - from a substantially positive
impact in Bangladesh to an insignificant
impact in Thailand. To some extent the
variability of the results depends on the
analytical methods used. In India, for
example, it has been found that loans for
productive purposes were more important
for poverty eradication in rural areas than
in urban areas.
Crisis in Andhra Pradesh
In 2010 a major crisis occurred in India’s
microfinance sector. In the state of Andhra
Pradesh microfinance was characterised by
the charging of exorbitant rates of interest,
resorting to unethical ways of recovering
loans by confiscating title deeds, using
abusive language, combining multiple
products like savings, insurance and loans
to ensure prompt recovery and aggressively
poaching from government and banks to
capture their borrowers. This in turn
negated the main motive of poverty
reduction and led to a number of suicides
among rural borrowers who could not pay
their insurmountable debts and faced
forceful collection methods by the lenders.



Finally in October 2010, with no warning
or consultation with stakeholders, the
Government of Andhra Pradesh issued the
Andhra Pradesh Microfinance Institutions
(Regulation of Money Lending) Act, 2010
effectively shutting down all private sector
microfinance operations in the state. The act
does not, however, apply to Andhra
Pradesh’s government-backed microfinance
business, which directly competes with
private sector microfinance institutions
(MFIS). As a result microfinance lost its
main aim of poverty eradication and turned
into chaos.
The Potential Benefits of Islamic
Microfinance
There are undoubtedly lessons to be
learned from the Indian experience with
microfinance and, given that India has the
second largest Muslim population in the
world, this may hasten the development
of an interest-free Islamic microfinance
system. In addition Islamic microfinance
could be beneficial in other ways - better
recovery rates and increased organisational
and borrower sustainability, as well as
more effectively meeting microfinance’s
core objective of poverty alleviation,
increased production and job creation.
Simultaneously, Islamic microfinance
can also offer an alternative paradigm
for millions of poor people who are
currently not served by conventional
microfinance.

Challenges and Issues
It has been suggested that Islamic
microfinance could be a critical enabler of
wealth creation and its equitable
distribution, but the challenge of poverty
alleviation through microfinance needs to be
achieved through a comprehensive approach
to the issue. Innovations in Islamic
microfinance must be set within a
background that includes financial
instruments yielding stable income flows,
cover or security to deal with penalties on
payment defaults and formulae for pricing
Islamic financial products. Innovations
should be firmly based in the application of
a new product or a technology to specific
market opportunities, for example, lifestyle
or explicit socio-economic problems.
Combining the Islamic social principle of
caring for the less fortunate with
microfinance’s power to provide financial
access for the poor has the potential to
reach out to millions more people, many
of whom have now started to prefer
Islamic products over conventional ones.
It also demands the development of
financial reporting standards to build
the infrastructure for transparency in
the global Islamic microfinance
sector.
It is time for the industry to adopt
innovative and sound practices and prove
that the model works efficiently; that micro
entrepreneurs with an appropriate business
idea can be helped and thence find a way
out of poverty. In this way Islamic
microfinance can be a fruitful initiative
towards microenterprise development and
prove to be a positive accelerator of
economic growth.
Islamic microfinance is, however, a new
concept, still in its infancy and demands
further, thorough market research to
identify market segments and to enable
products to be customised appropriately. It
also demands the development of training
courses so that micro entrepreneurs are well
equipped to take advantage of the
opportunities they are being offered.
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The Wind of Change in North Africa
By: Andrea Wharton
Background
The history of North Africa is one of
invasion and foreign influence. Those
invasions have come from its Mediterranean
neighbours rather than from the continent
of Africa itself, perhaps because most of the
region, with the exception of Egypt, is to
some extent cut off from its African
neighbours by the Sahara desert and the
Atlas Mountains. In antiquity the colonisers
were the Greeks, Phoenicians and Romans;
in late antiquity it was the Umayyads with
their roots in modern Saudi Arabia and
their capital in Damascus in modern Syria
and in the 18th and 19th centuries it was
mainly the French and British and the
Ottoman Turks, with walk-on roles by the
Spanish and Italians. Visit any North
African country and you will see the legacy
of these various invasions from the remains
of great Roman cities such as Leptis Magna
in Libya through the Greco/Roman temples
in Egypt and the great mosque at Kairouan
in Tunisia to the French colonial
architecture of Casablanca. Although Islam
initially came to Africa through traders and
was well received in the coastal areas, it was
the expansion of the Umayyad empire that
was responsible for embedding Arab culture
in North Africa. Today the Muslim
populations of the North African countries
range from 95% of the total population in
Egypt to virtually 100% in Tunisia and
Morocco.
Despite the fact that Islam came to North
Africa within a decade of the Prophet’s
death (pbuh), making the region one of the
longest-established Muslim communities in
the world, Islamic finance has made very
few inroads in the region. (Management
consultants, McKinsey estimate that Islamic
banking accounts for just 1% of the total
banking assets in the region.) Curiously, the
very first tiny shoot of the modern Islamic
finance industry was the founding of a
savings cooperative in the town of Mit
 

Ghamr in Egypt in the 1960s. Depositors in
the organisation could also take out small
loans to invest in production and eventually
the organisation also attracted investment
funds with returns being based on a
profit-sharing system. It was, however, GCC
states such as Dubai that took up the baton
in the 1970s with the Dubai Islamic Bank,
the first truly modern Islamic bank, opening
in 1975.
The Wind of Change
While Islamic banking is now flourishing
around the world, North African countries
can boast only a handful of Islamic banks,
but is this about to change? Early in 2011
Tunisia was the first country in the region to
experience a popular uprising against a very
autocratic government regime and through
the year this spread to Egypt and Libya. In
Morocco, King Mohammed VI has held on
with a combination of strict control and
moderate reform. Algeria has also remained
relatively quiet, perhaps due to the actions
of a regime determined to suppress popular
protest at any cost, but also perhaps because
the memory of a decade of civil war and
unrest in the 1990s is still too fresh in the
minds of the population.
One characteristic of the old regimes was
that they pursued vehemently secular policies
in the world of finance, fearing that overtly
Islamic institutions could be a back door to
power for Islamic extremists. Financial laws
and regulations were inimical to the
establishment of an Islamic finance sector.
Although it is still too soon to make any firm
judgement about whether or how this
situation is likely to change, this review of
North Africa will take a look at the story to
date and try to identify early signs of change.
Egypt
It is an irony that the Islamic banking
industry in Egypt, widely cited as the

birthplace of modern Islamic finance,
currently accounts for only 3-4% of the
total banking sector. Islamic banking was
first licensed in Egypt in 1977 and although
the central bank set liquidity requirements
for Islamic banks, it did not set any Shari’ah
standards and this may in part have been
responsible for a number of failures among
small Islamic financial institutions in the
1980s. Experts have described these failed
institutions as speculative ventures with
dubious religious credentials. Needless to
say, this did nothing to promote the cause of
Islamic banking in Egypt.
Another possible factor in the sector’s failure
to thrive is that following the scandals of the
1980s, is the 1996 fatawa issued by Sheikh
Mohammed Tantawi, at the time Grand
Mufti of Egypt, declaring that some forms of
interest were permissible, specifically interest
on government bonds and ordinary savings
accounts. His view was that interest or riba
was only haram when it was excessive and
manipulative.
The first fully-fledged Islamic Bank in
Egypt, the Faisal Islamic Bank of Egypt,
founded by a Saudi businessman, Prince
Mohammad Bin Faisal, opened its doors in
mid 1979. It is the largest of the Islamic
banks in Egypt with 24 branches. Having
weathered the 2008 financial crisis
reasonably well, Faisal Bank’s latest
financial results suggest that the civil unrest
in 2011 have taken a toll; net profits fell
from LE 337.9 million in 2010 to
LE 186.6 million in 2011.
The Egyptian division of Al Baraka Bank
was founded in 1980, initially under the
name Al Ahram and currently has 20
branches. It is difficult to estimate whether
they too have been affected by the 2011
unrest in Egypt as their results are rolled
into the Bahrain-based Al Baraka group
results, but it would be somewhat surprising
if they had not. Indeed, when announcing
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sovereign sukuk by mid 2012 as part of a
parcel of measures to pay down their deficit
and to raise much needed funds to boost
economic development, it is difficult to
believe that adjustments to banking laws
and regulations to make Egypt a more
Islamic-finance-friendly environment are top
of the government’s agenda.
Second, around 90% of Egypt’s population
is unbanked. It could be argued that this is a
function of the lack of ready access to
Islamic banking for the 95% of people in
Egypt who are Muslims. On the other hand
some commentators suggest that Egyptian
Muslims are somewhat less conservative
than their counterparts in the Middle East
and using conventional banks that charge
and pay interest is less of an issue for them.

the 2011 financial results Sheikh Saleh
Abdullah Kamel, Chairman of Al Baraka
Banking Group, commented on ‘the
extremely difficult political developments in
a number of Arab countries including those
in which we operate and their repercussions
on the business and banking environment.’
Egypt’s National Bank for Development
established in 1980 was acquired by the
Abu Dhabi Islamic Bank in 2007. It began
with a remit to develop Egypt’s private
sector, but now offers a range of
Shari’ah-compliant products and services to
corporate and individuals through 70
branches across the country.
Egypt is potentially the biggest market for
Islamic finance in North Africa with a
population of more than 80 million people,
95% of whom are Muslim. On the other
hand there are a number of factors, which
make it difficult to predict whether or how
fast Islamic finance will grow in Egypt. First
and foremost is the need for stability.
President Hosni Mubarak may have been
ousted 12 months ago, but the country is
still essentially under the control of the
military and early 2012 saw further
outbreaks of civil unrest. Although Egypt
are said to be considering the issue of a


It is hard not to conclude, therefore, that the
future of banking in general and Islamic
banking in particular in Egypt is more likely
to be linked to a return to political stability
and economic growth than to any other
factor and the jury is out on when those
conditions might be achieved.
Libya
There are currently no Islamic banks in
Libya and indeed prior to 2005 there were
no foreign banks of any kind in the country
with banking being largely state controlled.
Following the revolution, which saw the fall
of Colonel Muammar Gaddafi’s regime,
Libya’s National Transition Council (NTC)
are said to be reviewing their financial laws
with a view to attracting more foreign
investment into the country. This review is
believed to include Islamic banking
regulations and the omnipresent Al Baraka
has already applied for a license to set up a
bank in Libya.
While Libya’s considerable oil wealth and
the billions in assets controlled by the Libya
Investment Agency might prove a tempting
inducement to Islamic banks, particularly
those in the GCC, to set up Libyan
operations, it is likely to be some time
before this particular juggernaut begins to
roll. The country is still far from stable.
Recent news reports suggest that armed
militias, the legacy of the civil war are a
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challenge to the authority and control of the
National Transition Council.
The first step towards regularising the
situation in Libya will be the democratic
elections, which are scheduled to be held in
June 2012, although at the time of writing
no firm date had been set. This event is key
not just because it signals some sort of
return to normality, but also because the
National Transition Council is an interim
government with limited legislative powers.
Even if financial legislation is fairly high on
their agenda, it is unlikely that there will be
much movement before the end of 2012.
Second, although the central bank in Libya
continues to function, Libya probably does
not have the people resources to implement
financial change quickly. The country
probably has few individuals, who could be
considered experts in international finance
and certainly not in Islamic finance. This in
turn would mean they would have to rely
on outside help and while there is a lot of
goodwill towards countries such as Qatar
and the United Arab Emirates, who were
overt supporters of the anti-Gaddafi
struggle and who could certainly provide
that expertise, it is difficult to know how
open any new regime will be to outside
involvement.
The question is just how quickly Libya will
want to move on financial change. While a
return to law and order and ensuring the
government’s remit runs across the whole of
Libya might seem to be the top priority,
financial change is important. The civil war
was not just about removing a corrupt and
autocratic government; it was also about
improving life for the majority of Libyans.
To do that the new government will need a
robust financial structure to underpin
infrastructure development and, given that
around 97% of Libya’s population is
Muslim, it is logical to believe that Islamic
finance will have a role, but almost certainly
alongside conventional finance. In theory it
should be possible to discern the future
shape of finance in Libya by the end of
2012 or the beginning of 2013, but that
shape is unlikely to be transformed into fact
before 2014/15. In practice, with the oil-rich
Cyrenaica declaring independence and
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various municipalities setting up their own
governments, prospects for progress on
financial infrastructure issues, including
Islamic banking, look poor.
Tunisia
Geographically the smallest country in
North Africa, Tunisia is almost 100%
Muslim. It is somewhat wealthier than other
North African countries; has a better
educated population and a well-established
and relatively sophisticated conventional
banking system. Prior to the uprising that
saw the relatively peaceful overthrow of the
government of Zine el-Abidine Ben Ali,
there were three Islamic banks in the
country working alongside conventional
banks and according to Tunisia’s prime
minister, Hamadi Jebali, that situation will
not change, although modifications to
existing laws have been proposed to ensure
conventional and Islamic finance receive
equal treatment in terms of taxation. His
moderate Islamist party, Ennahda
apparently models itself on Turkey’s AKP,
which backs the idea of a secular state.
Mr Jebali is, however, keen to establish
Tunisia as a financial hub in the region and
to attract foreign investment, whether that
comes in the form of conventional or
Islamic finance. His willingness to exploit

Kairouan Mosque
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all options is underscored by the recent
rumours that the Tunisian government is
currently in discussion with banks about
issuing a sovereign sukuk sometime before
the end of 2012. The country apparently
needs some $35-45 billion to finance it
development plans over the next five years.
It is also reported that the Tunisian
government is to set up a working group to
consider how Islamic finance in the country
can be developed alongside conventional
finance. The working group will comprise
representatives from the central bank, the
stock exchange and private institutions.
Islamic banking arrived in Tunisia in 1983
when Al Baraka opened a subsidiary initially
called Best Bank, but now operating under
the Al Baraka label. It has eight branches in
the country. In 2008, they were joined by
Noor Bank, who opened a representative
office in Tunis mainly catering for
investment and corporate banking. (This
was UAE-based Noor Bank’s first overseas
venture.) In 2009, Sakhr El Matri, a son-inlaw of former president, Ben Ali, founded
Zitouna Bank, Tunisia’s first home-grown
Islamic bank. Following the overthrow of his
father-in-law’s regime, the bank was placed
under the control of the Tunisian central
bank. It appears that the bank is moving
forward again and has opened several new

branches in the second half of 2011 and
early 2012.
Algeria
Algeria is the second largest North African
country by population after Egypt and is
about 95% Muslim. So far it has been
largely unaffected by the uprisings that have
affected its neighbours. Throughout the
1990s the country was torn apart by civil
war in which around 200,000 people died
and it may be that the shadow of these
events has muted the country’s appetite for
protest. Local, low-level protest is, however,
a fact of life. So far the strongly secular,
military-backed government has managed to
contain any broader, national protest with a
combination of tight security and using some
of the country’s substantial oil and gas
wealth to buy off potential protestors.
Some commentators, however, believe that
the elections due in May 2012 could prove a
flash point. If the elections are free and fair
and if Islamist parties achieve a degree of
election success, it is uncertain how the
government will react. If the elections are
not perceived to be free and fair, that too
could prove a trigger to protest.
The Algerian banking sector is dominated
by the state – six public sector banks
account for around 90% of the assets and
deposits and with restrictions on foreign
investment and a suspension of any new
banking licences, it is difficult to see this
situation changing any time soon. (Islamic
banks account for just 1% of banking
activity.) According to Nacer Haidar,
Secretary-General of Al-Baraka Bank,
Algeria has only one bank branch for every
26,000 people compared to one for every
7,000 people in neighbouring countries and
one for every 2,000 people in developed
countries. Furthermore it has only one
Islamic bank, Al Baraka, which was set up
in 1991 to provide retail and commercial
banking services. (Al Saalam put a toe in the
water in 2008, but this is a largely
exploratory exercise looking for Gulf
investment opportunities.)
Al Baraka in Algeria has around 21
branches and intends to expand its network
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to 47 by 2015. It has also started work on a
new 15-storey headquarters building in
Algiers and apparently intends to expand its
range of Islamic financial services including
takaful.
Morocco
Morocco, like Algeria, has so far avoided
the turmoil that has affected other North
African countries. When he came to power
in 1999 on the death of his father, King
Hassan, King Mohammed implemented
some moderate reforms, but the country’s
constitution is designed to keep the King in
power and to limit the power that any
individual political party can achieve.
Currently Morocco has no Islamic banks,
but a new bill is apparently about to be
submitted that will authorise the
introduction of Islamic banking in the
country. It will permit existing banks to
fully or partially (Islamic banking windows)
convert to Islamic banking. QIIB (Qatar
International Islamic Bank) were quick off
the mark when they held talks with the PJD
(Islamist Justice and Development Party)
with a view to establishing Islamic banking
operations in Morocco. (In elections in
November 2011 the PJD won the most seats
in parliament and under constitutional
reforms agreed earlier in 2011, King
Mohammed was obliged to appoint a prime
minister from that party rather than
whomever he pleased.) The proposed bank
would be owned 51% by Moroccan citizens
and 49% by Qataris.
Early Days
What will happen in North Africa in
relation to the political situation is still
anybody’s guess. Libya is clearly the most
politically unstable country in the region;
there are big question marks over Egypt and
even in those countries that did not
experience uprisings in early 2011 or have
apparently settled down, there is a degree of
uncertainty about what will happen in the
future.
The financial infrastructure in the region
also leaves something to be desired.
Autocratic governments in the region have


and in some cases still run business,
including banking, to further their own aims
and those of their supporters rather than for
the general benefit of their countries and
people. One view would be that there is a
lot of work to do simply to create a stable
and transparent legal and regulatory
framework, which will allow these countries
to move forward in economic terms and
that the introduction of Islamic banking will
be low on the agenda.
Another view is that, if these countries are
going to go back to the drawing board in
terms of the legal and regulatory framework
governing finance, there is a unique
opportunity to create an environment that
will foster Islamic as well as conventional
financial institutions. In addition QIIB’s
early interest in Morocco, which currently
at least seems to be one of the more stable
countries in the region, would seem to
suggest that a more Islamic-banking-friendly
environment could eventually attract much
needed investment from oil-rich GCC states.
While Libya and Algeria have hydrocarbon
resources and therefore a potentially strong
revenue stream, they could certainly benefit
from the financial expertise that Islamic
banks could bring.
Koutoubia Mosque
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It is, however, difficult to estimate if and
when Islamic banking in North Africa will
really take off. The political situation is still
far from stable across the region and it is
difficult to know whether governments such
as that in Libya, which have stated their
intention of enacting legislation to smooth
the path for Islamic banking, will even be in
power by the end of 2012. Currently the
only safe prediction is there is likely to be
change, but quite what that change will be
or when it will come is beyond the
forecasting powers of this journal.
The second question is whether Islamic
banking in the region will meet the needs of
all the inhabitants of the region. To date
those banks that have set up operations in
North Africa are mainly GCC-based
organisations catering for the urban middle
class, but there is, for example, a huge
requirement for the sorts of facilities that
will help lift rural farming communities out
of poverty and thus contribute to the
economic development of the region. If
Islamic finance is going to pay more than lip
service to its principles of delivering social
benefit as well as complying with
requirements such as the avoidance of
interest, then Islamic banks in the region
will need to think hard about what products
they offer and how they deliver them;
they need to go back to their roots. It is
essential to do this, if the desire for
greater distribution of wealth, one of the
underlying causes of the Arab Spring, is to
be met.
Commenting on the North African
situation, Mr Iqbal Asaria, an associate of
Afkar Consulting and lecturer on Islamic
finance, said, ‘North African economies will
be under stress for some time following the
Arab Spring and new operators will find it
difficult to make things work successfully.
People will have to be very patient and long
sighted, but the change of political will is
the single most important factor in terms of
establishing a flourishing Islamic finance
industry.’ He believes that it is quite likely
that some conventional banks in the region
will convert to become Islamic banks and if
just a few do this, it will provide an impetus
to Islamic finance in general.
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Promoting Islamic Finance



The modern Islamic finance industry had
its beginnings in Africa, in Sudan and has
now spread across the Continent, to
Gambia, Egypt, Nigeria, Kenya, Algeria,
Uganda and Tanzania. This trend is
expected to accelerate with the Arab
Spring in North Africa as official hostility to
Islamic finance is replaced with Islamic
finance ’friendly’ jurisdictions.
The problems of Africa, however, are
different to those of the GCC or South
Asian countries. African economies are
still dominated by agriculture and the
banked population is small. There is huge
potential for micro finance and micro
takaful schemes, which could be
designed to capture the imagination of
the African population; this is also
essential for Islamic finance to make
headway in Africa. In addition innovative
distribution and banking channels will
need to be developed.
Mr Asaria began his lecture with a
thumbnail sketch of Africa. The Continent
has a population of somewhere between
900 billion and 1 trillion people of whom
50-60% are Muslim. Over the last 200
years Africa was colonised by European
powers and these powers, mainly the British
and the French have bequeathed a legacy,
which includes different languages, legal
systems and attitudes, all of which have
created barriers between African nations.
The African population is still
predominantly rural, 60% of the people
living outside towns and cities. Key exports
are commodities – hydrocarbons and
minerals in addition to agricultural produce.
The average GDP (Gross Domestic Product)
is less than $1,000 per head of population.
 

Only 20–30% of the total population is
banked, although there is a disparity
between urban and rural populations, with
the latter much less likely to use banks.
There is just one bank branch for every
100,000 people in Africa. The situation
with capital markets is even worse.
Essentially Johannesburg is the only capital
market of any significance and the only
centre in Africa, where liquidity is sufficient
to permit secondary market trading. There
is some capital market activity in Kenya and
a few North African countries, notably
Egypt, but at a much lower level. On the
plus side Africa is commodity rich and there
is considerable potential there. As a result
many different types of organisations,
including international banks, have been
setting up operations in Africa in recent
years. These include organisations such as
Barclays and Standard Chartered who had
historic links with Africa, but most recently
GCC-based banks have been putting a toe
in the water. An estimated 12 African
countries currently have some form of
Islamic financial institution and central
banks in these countries are beginning to
think about ways to regulate them. The
introduction of Islamic banking has created
issues in some countries, notably Nigeria
(see New Horizon, October to December
2011).
Banking in Africa does, however face a
number of challenges. First and foremost
there are serious infrastructure needs. In
most African countries there is no
guarantee, for example, of 24/7 electricity.
Roads, ports and airports among other
facilities all need upgrading.
Second is the large unbanked population,
which needs finance for agricultural
development, all types of export finance,
particularly for commodities and
microfinance.
Despite these challenges, there are a number
of developments in Africa, which may prove
useful for reaching the unbanked

population. In sub-Saharan Africa, which is
the less developed part of the Continent,
almost 70% of the population had mobile
phones by 2008, ranging from 100% in
Botswana through 60–70% in Nigeria to
10% in the very nomadic country of Niger.
Potentially, therefore, banking services could
be delivered to the unbanked population via
mobile phone. Kenya already has a
mobile-phone-based banking service,
M-Pesa, where money can be transferred
using text messages. Banks, including
Islamic banks, which want to do business in
Africa, need to consider innovative methods
such as the use of mobile phones to deliver
services. Online banking is another potential
delivery method. By 2001 there was almost
universal Internet connectivity throughout
Africa via a mixture of broadband, dial up,
satellite and undersea cable.
Islamic finance has some particular
advantages when it comes to banking in
Africa. The salam contract, for example,
was originally designed to prepay farmers
for a crop, which would be delivered later.
In the modern Islamic finance industry that
contract has been adapted for other
purposes, but for Africa salam in its original
form would be particularly helpful.
There are, however, other developments that
will be needed to meet the needs of Africa
such as micro takaful. Crop failures and
epidemics of animal disease are real
problems for African farmers. One example
of the type of scheme required is that
launched by Oxfam, which has partnered
with Swiss Re to provide cover for crop
failure for a very small premium. Without
cover of this kind, it is difficult to see how
banking operations could be sufficiently
robust. There are also good micro takaful
products available in Sudan.
Thirdly, there is the issue of improving
infrastructure and one interesting idea is the
Desertec project. This, at the moment, is a
European project designed to tap the solar
energy capacity of the Sahara to provide
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between 15–20% of Europe’s energy needs.
It would not compromise Europe’s
requirements in any way if this same
resource were to be used to provide all of
West Africa’s energy needs, but the cost,
however, would not be insignificant;
Desertec is expected to need an investment
of around $500 billion. It might, however,
be possible to finance such a project via
long-term sukuk. This is potentially a big
role for Islamic finance and could be
extended to sustainable projects in the
Kalahari, which would be capable of
supplying energy to Southern Africa.

Development Bank, which has 12 African
members, although it also operates in
non-member states. There is also an
increasing amount of bilateral development
aid, with traditional funders, OECD
(Organisation for Economic Cooperation
and Development) countries, being joined
by India and China. In the case of India and
China, project funding is not necessarily
totally disinterested and commercial.

The potential roles for Islamic finance,
therefore, extend from the micro projects at
the lower end of the scale, financing farming
right up to huge projects such as renewable
energy. The opportunities are there.
Agriculture and commodities are well suited
to Islamic finance contracts; indeed it is
where many Islamic financial instruments
started. Renewable energy is also a very
acceptable type of investment in an Islamic
finance context.

M Iqbal Asaria, a qualified economist and
accountant, is an associate of Afkar
Consulting Ltd. He is also head of
European operations for Yasaar Ltd and
non-executive director at Amiri Capital
Services. He has worked as an investment
analyst in the City of London for several
years. More recently he has been involved
in consultancy on financial product
structuring and niche marketing services
to faith and ethnic communities in the UK
and was a member of the Governor of the
Bank of England’s working party set up to
facilitate the introduction of Shari’ahcompliant financial products in the UK
market. He teaches graduate level courses
in Islamic finance, banking and insurance
at a variety of UK universities and
business schools. He was awarded a CBE
in 2005 for services to international
development.

There is, however, competition for this
business. The World Bank is already very
active in Africa through a number of its
group members. The International
Development Association (IDA) provides
grants to countries where per capita GDP is
less than $600. It is quite simply impossible
to compete with IDA funding. It is 50-year
money, a 10-year grace period and no
interest. The International Bank for
Reconstruction and Development (IBRD)
lends at commercial rates, albeit at lower
rates than normal banks, but these loans are
essentially for infrastructure projects. Any
Islamic bank would probably need to look
at areas, which are not covered by IBRD
loans. The third arm of the World Bank, the
private sector funding operation, is the
International Finance Corporation (IFC),
which is particularly good at doing due
diligence on products, which solves a lot of
problems for Islamic banks, who can then
participate in syndicates with the IFC.
In addition to the World Bank, there are
multilateral developments banks, which
operate on a similar model – the African
Development Bank and the Islamic


Finally there are countries trying to buy
large tracts of land with a view to providing
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food security for their own people. This is
causing tensions in Africa and potentially
creating problems for institutions such as
banks.
In conclusion Mr Asaria said that Islamic
finance is mainly delivering services to the
urban middle class, fulfilling urban needs.
There is very little agricultural lending, little
or no microfinance, negligible microtakaful
and very little use of innovative technology.
If Islamic finance wants to succeed in Africa,
it needs to take a long, hard look at its
operations.
In response to questions, Mr Asaria said
that he believed window operations were
probably the main way forward for Islamic
finance in Africa, because the capital
requirements to set up a new bank would
generally prove to be a barrier to that
approach. On the issue of changing tax laws
to enable Islamic banking to flourish, Mr
Asaria said that he believed South Africa,
Kenya and Tanzania were in the process of
reviewing tax laws, with Nigeria likely to
follow, although not immediately. The
driver for such changes is probably the
desire of these countries to attract inward
investment and in this context sukuk are an
option that they want to be able to use. He
agreed that tax laws currently are a major
obstacle to Islamic finance in Africa.





Islamic capital markets remain reliant on
Islamic banks with surplus liquidity. By
offering simple and competitive Islamic
capital market products, it should be
possible to grow the asset base by
increasing the inflow of funds from Islamic
investors, while also offering opportunities
for conventional investors and borrowers
to be active players in Islamic capital
markets. The challenge is also to remain
true to the spirit of Shari’ah principles –
achieving equity, social justice and
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creating a moral economy and at the
same time to meet regulatory
requirements.

definitely not likely to appeal to OECD
(Organisation for Economic Cooperation
and Development) investors.

The Landscape of Islamic Finance in the
Global and UK Contexts

The second stage of development took into
account issues such as scale, regulation and
standardisation with the appearance of
organisations such as AAOIFI and IFSB and
the whole Shari’ah scholar movement. A
framework was beginning to emerge. This
phase saw the growth of Islamic finance
across MENA, Malaysia and other regions.
This phase also threw up the differences in
the Shari’ah approach to Islamic finance,
leading to some fragmentation.

Most mid cap organisations tend to borrow
money from the high-yields loan market,
which, since the financial crisis, has fallen
off the cliff in Europe falling from
$250 billion per annum at its height to
about $50 billion now. In part that is a
reflection of where the banking market is,
but also there is no appetite for
syndications. Most Islamic borrowers also
fall into the sub-investment grades, even
most government issues. For example, the
biggest issuer is Dubai, which is not a rated
entity by itself. The Islamic capital markets
have, however, seen fairly consistent growth
and assets are now valued at more than
$1 trillion. One qualification is that this
figure does include the Islamic Republic of
Iran, which is not really a part of the larger
Islamic finance community, as well as
some largely domestic markets such as
Turkey.
As a niche market, still less than 1% of the
total market, Islamic finance always has the
space to grow, but importantly it has the
liquidity to grow. Liquidity is a recurring
theme in Islamic finance and it is a key
reason why conventional borrowers are
looking at it.
Taking a historical look, in 1975 the
founding of the Dubai Islamic Bank, the
Islamic Development Bank and the Kuwait
Finance House was a response to the faith
or inclusion agenda; there was a demand
from Muslims for an alternative to
conventional banking. These organisations
were set up primarily to fulfil that need and
activity was concentrated around the GCC,
but with some developments in the MENA
region and Malaysia. Products were fairly
primitive, mainly wakala and murabaha
based. None of the more recent
developments around tawarruq, for
example, existed at that time, because tax
was not a big issue in the jurisdictions
concerned and transactions were relatively
small. At that stage what was on offer was
 

Around 2000 the capital markets element of
Islamic finance began to develop with the
advent of sukuk and other interbank
activity. This was in part driven by some
people realising they could be better off by
doing something under Shari’ah. The
window operations of conventional banks
became particularly active in this phase,
legitimising earning greater returns under a
Shari’ah structure.
Finally in 2007 banks such as BLME and
the European Islamic Investment Bank
entered the arena seeing an opportunity to
diversify their exposure by acquiring assets
outside the GCC and also to develop
products under English law that would meet
OECD requirements and create a level
playing field for Islamic banking products.
While banks such as BLME cannot compete
with the conventional banks on the
provision of financial services to blue chip
companies, they are finding that there is a
rich seam of opportunity with SMEs
(Small and Medium Enterprises), who are
not well served by the big, conventional
banks.
Nevertheless, the biggest capital markets
growth in the short to medium term is likely
to be in the GCC partly because of the
surplus liquidity in that region and also
because Islamic finance is reaching a certain
level of maturity in that region. Some of the
largest Islamic banks are in the Middle East,
for example the Dubai Islamic Bank, Al
Rahji Bank and the Kuwait Finance House,
which alone account for about 20% of the
assets of Islamic banks.

Islamic wholesale banking can now deliver
pretty much anything that conventional
banks can using a murabaha structure, but
Dr Janekah suggested that the sector should
be using a wider range of the structures
available. The equivalent of a syndicated
fixed loan in the conventional sector is a
syndicated murabaha the majority of which
are structured around the metal trade. For
example, BLME recently completed a
transaction with Turkish syndication that
used the underlying commodities. In his
view, trade finance is underused; it is not
necessary to use the metal trade as much as
it is; it is possible to use the trade flow itself.
He commented that ijarah is very well
suited to Islamic finance with the main
issues being capital allowances and taxation
in the change of ownership, but if these are
taken into account upfront, there should be
few problems.
Capital Markets and Sukuk
Sukuk is the main capital markets product
in Islamic finance and it has been growing
steadily. The market in 2011 is estimated to
have been worth $67 billion with the GCC
accounting for about 25% of that. Indeed in
some markets sukuk issuance has been on a
par with bonds. In the past sovereign wealth
funds and government agencies were more
likely to issue bonds rather than sukuk; this
situation has changed and is in part
responsible for the growth in the sukuk
market.
Fund managers in the UK consider sukuk to
be akin to emerging market bonds issued by
government agencies or high-yield bonds
issued by sub-investment corporates in the
UK. In the last few years tenors have
typically been around five years, rather than
the 10 or 20 years, which was the norm
previously. It is a buy and hold instrument.
What the market needs is more regular
issuance to allow a secondary market to
develop.
In the conventional bond market the SPV
lends and borrows money, a debt contract.
In sukuk, however, the ijarah structure
means that there is a constant transfer of
assets between the SPV (Special Purpose
Vehicle) and the originator of the sukuk and
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that has tax implications. In the UK in
recent years, however, changes to the
taxation system have helped to level the
playing field for Islamic banks.
In the UK Islamic banks such as BLME and
QIB (UK) have been disappointed by the
fact that HSBC has been the conduit for
sukuk listed on the London Stock Exchange.
Not all sukuk, however, get listed. Those
that do tend to be are the rated government
and quasi government, but some sukuk are
private placements. One of the advantages
of London is that it is a major centre for the
fund and asset management industry and
many of the investors in sukuk have no
Islamic links; they are simply asset managers
in the conventional market with a lot of the
customers coming through the syndications
desks.
The concept of ownership is quite important
in Islamic finance, but the majority of
investors do not want ownership and the
hassle of things like taxation that are
associated with ownership. Their main
concern is security and the UK’s Alternative
Finance Act addresses this issue quite well.
While the sukuk investor has beneficial
ownership, that ownership behaves like a
security, because in the case of default you
have to sell back to the original borrower,
creating a clear debt obligation with that
person.
Another benefit of operating in the UK is
the robustness of English law and the
reliability of the courts. English law is
chosen in pretty much all Islamic financing
transactions. Trust legislation in particular
facilitates the development of capital
markets. In terms of risk management the
London market offers hedging lines to
Islamic banks, which offsets the risk to an
extent.
The Role of Trade Finance
Trade finance brings banks together, builds
relationships and creates a channel for
distribution. Unfortunately we do not see
much trade finance. One reason is that most
trade banks like to have an international
presence and also banks want to place their
money with clearing banks in the interests


of security. The big international banks such
as HSBC, Standard Chartered and Deutsche
Bank tend to pick up most of the business
and are very cost efficient. There is,
however, a big opportunity for Islamic
banks. More than $1.4 trillion of trade
flows take place between countries of the
Organisation of Islamic Conference (OIC),
with around $430 billion of that being intra
OIC trade. Currently a negligible amount of
that trade, about 1%, goes through Islamic
banks and yet that is the most natural form
of Islamic contract, a very simple murabaha;
it is an opportunity that is being missed. It is
a ‘significant glue’ that brings banks
together and would have the effect of
developing the capital market.

IIBI LECTURES

Services Authority) has now agreed that the
IDB’s (Islamic Development Bank) sukuk
can be used as liquidity instruments by
Islamic banks. The problem is that further
progress is likely to be slow, because the
issue is not high on the UK government’s
agenda; they have too many other things
to do.
European corporates can definitely tap the
Islamic capital markets. Pricing and the cost
of documentation is now more in line with
conventional offerings, although taxation
continues to be an issue that may deter
some corporates. Trade finance is also an
important and untapped area.

In Conclusion
Islamic banks have weathered the financial
crisis much better than conventional banks.
The liquidity surplus represented by petrol
dollars is still there and there is a better
established Islamic finance platform. Islamic
finance is not immune to shocks. The Arab
Spring, for example, has affected liquidity in
the Middle East; some sukuk have run into
trouble and the Dubai property bubble has
created a need for some refinancing, but the
way the Islamic sector has weathered these
has demonstrated the platform has a degree
of maturity and stability, which is reassuring
for investors. It has also led to some changes
in structuring. There is now much greater
clarity around sukuk issuance such as what
happens to the assets and investor
responsibilities.

Dr Massoud Janekah joined BLME (Bank
of London and the Middle East) in April
2007 as Director of Corporate Banking
before becoming Director of Islamic
Capital Markets. He has many years
experience gained across a number of
industries. He spent 10 years managing
investments for global products at
ICI/Zeneca before moving into strategic
consultancy roles first with AT Kearney
and then Integrum. He moved to financial
services when he joined BDIC as a
corporate finance adviser, later becoming
involved with structured debt at European
American Capital.

The UK has been the OECD leader in
Islamic finance, but there is a question over
how long this will continue. The UK
government continues to say no to a
sovereign sukuk, which is not surprising
because they want the cheapest money and
Islamic finance is not the cheapest. A UK
sovereign sukuk would, however, be
extremely helpful to the UK Islamic finance
industry; it would help it to maintain its
OECD leadership and would have
accelerated the growth of Islamic finance in
the UK. Islamic banks in the UK also need
overnight placement facilities, which
currently do not exist. There is some
progress. For example, the FSA (Financial
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Diary of Events endorsed by the IIBI
April
16–17: 7th Annual World Takaful
Conference, Dubai
The takaful industry is forecast to reach
$25 billion by 2015, but if this growth is to
be realised the industry will need to become
more competitive and better attuned to the
needs of the market. Subtitled ‘Global
Challenges and Growth Opportunities’, this
two-day conference will focus on what
industry players need to do to take
advantage of the market’s growth potential.
It will as usual include the release of Ernst &
Young’s 2012 edition of the World Takaful
Report focussing on ‘Takaful Regulations
for Growth, Equity and Stability’.
Contact: Andrew Chopra
Tel: +9714 343 1200
Email: andrew@megaevents.net
www.megaevents.net
18: 2nd Annual Middle East Islamic
Finance and Investment Conference,
Dubai
Titled ‘Room to Grow: New Directions in
the Next Growth Phase for Islamic Banking
in the Middle East’, this one-day conference
will look at the challenges of maintaining
growth in the industry, particularly in the
wake of the Arab Spring; the strengthening
of regulation and governance; the impact of
the new Islamic Interbank Benchmark Rate
and the harmonisation of Shari’ah rulings.
Contact: Clint Winston
Tel: +9714 343 1200
Email: clint@megaevents.net
www.megaevents.net
25–26: MEFTEC, Dubai
This year the event will take place in Dubai.
Traditionally, this major technology show
took place in Bahrain, but in 2011 it had to
move date and location at the last minute
due to civil unrest in Bahrain. After one year
in Abu Dhabi, it has elected to stage this
year’s show at Dubai’s International
Conference and Exhibition Centre.
 

Admission to the conference, exhibition and
networking events is via MEFTEC’s Hosted
Delegate Programme.
Contact: Syed Faisal Abbas
Tel: +973 1721 5665
Email: faisal@mediageneration.co.uk
www.mediageneration.co.uk

June
5–6: 3rd Annual World Islamic Banking
Conference Asia, Singapore
Titled ‘Islamic Finance in Asia –
Strengthening Connectivity and Capturing
Cross-Border Opportunities’, the conference
will be moderated by Professor Andrew
White, Director, International Islamic Law
and Finance Centre, Singapore Management
University and will cover a range of topics
including capital markets, asset management,
governance and risk management.
Contact: Andrew Chopra
Tel: +9714 343 1200
Email: andrew@megaevents.net
www.megaevents.net

July
10–11: 3rd Annual Asia Islamic Banking
Conference, Kuala Lumpur, Malaysia
This event in Kuala Lumpur will address
issues such as asset management on Shari’ah
principles, capital markets and equity and
debt and risk management in Islamic banking.
Contact: Karthik Naik
Tel: +971 4 6091570
Email: karthik.naik@fleminggulf.com
www.fleminggulf.com
10–12: International Takaful Summit,
London
The two-day conference titled ‘Takaful and
Re-takaful – Planning to Overcome the
Challenges to Growth’ will be chaired by Dr
Alberto Brugnoni and will address topics
such as regulations, risk management and
managing liquidity pools. On the day prior to

the main conference, 10 July, there will be a
one-day masterclass for which delegates can
register separately. A dinner on the evening of
11 July will also see the presentation of the
International Takaful Awards nominations
for which close on 4 May 2012.
Contact: Randa Buaras
Tel: +44 (0)8861 2012
Email: info@takafulsummit.com
www.takafulsummit.com/2012

September
7–9: Structuring Innovative Islamic
Financial Products, Cambridge
The Institute of Islamic Banking and
Insurance’s ever popular residential summer
workshop will take place at Fitzwilliam
College, Cambridge this year. The
workshop, in its 6th year, with its
interactive sessions and lectures from
leading practitioners focuses on innovation
and differentiating Islamic financial
products from those offered by the
conventional financial sector.
Contact: Farhan Quadri
Tel: +44 (0)20 7245 0400
Email: farhan.quadri@islamic-banking.com
www.islamic-banking.com

September
14–16: Islamic Finance in a Changing
World, Abu Dhabi
The conference will consider the significant
political and socio-economic developments
that have occurred recently and their
probable effects on the performance and
future position of Islamic financial
institutions (IFI’s), regulatory frameworks
and popularity of Islamic products being
offered to the public, governments and
business firms.
Tel: +44 (0)1274 777700
Email: IIFC@emeraldinsight.com
www.emeraldinsight.com
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IIBI Post Graduate Awards and Diplomas in Islamic Banking
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 their career
progression in the Islamic finance industry.
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 an exemption from some of the Post
Graduate Diploma modules.
Postgraduate Diplomas in Islamic Banking and Insurance (PGD)
Awards
To date students from more than 80 countries have enrolled in the
PGD course. In the period January to March 2012, the following
students successfully completed their studies:
Yusuf Ahmad Tanko, Deputy Manager (Research and
Publications), National Insurance Commission, Nigeria

Diplomas in Islamic Banking (DIB) Awards
Students from 23 countries have enrolled on this course so far. The
following students completed their studies in the period to March
2012.
Ali Korrow Issack, Accountant, Kingdom Management
Consultants, South Africa
Amina Kabale Guyo, Relationship Officer, Equity Bank Ltd,
Kenya
Junaid Iqbal, Branch Manager, Kasb Bank, United Arab
Emirates
Muhammad Asili Ali Ahmadi, Head Teacher, Coventry Muslim
Association, United Kingdom
Muhammad Farrukh Ansari, Sales Assistant, Maxol/Mace,
Ireland
Omar Shueb Omar, Kenya
Patrick Käseberg, Advisor, Finanzberatung fur Muslims,
Germany
Salman Younus, United Kingdom

Amanullah Shahid, UK

Suleiman Ali, Payroll Administrator, London Midland Trains,
United Kingdom

Mobeen Ahmed Khan, Pakistan

Syeda Siddica Banu Syed, India

Sami Bait Rashid, Sales Manager, BankMuscat, Oman

Sylvester Da Silva, Assistant Manager – Trading Desk, DDGI
Ltd, United Kingdom

Imen Kouki, Professor of Finance, University of Tunis, Tunisia

Tamim Rashid Al Tamtami, Relationship Manager, Barwa
Bank, Qatar

Lamaran Muhammad Gidado, General Manager, Yankari
Savings and Loans Ltd, Nigeria

Abdul Latif Parkar, Business Development Manager, EZY
Travel Doha Qatar, Qatar

Mohamed Mofaz Mohamed Zubair Sri Lanka

Naseeha Mahomed, Ernst & Young, South Africa
The course provided valuable insight on matters pertaining to
Islamic finance. It highlighted areas of concern and matters
that require further consideration. I liked the fact that
different views on a subject were clearly expressed as this
creates room for innovation.



M N Mohamed Fawaz, Accountant, Aqua Sun Holidays, Sri
Lanka
The course offered an opportunity to go through a process of
studies and especially how to deal with brother Muslims in
terms of transactions related to commercial dealings, which is
very significant to the spirit of Islam particularly at a time
Muslims at large are only concerned with complying with the
obligations of fulfilling the commands on rituals aspects, e.g.
prayers, fasting, etc in Islam, but are much less concerned
with mandatory obligations towards their Muslim brothers.





GLOSSARY


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

This refers to the selling of an asset by the bank to the
customer on a deferred payments basis, then buying back
the asset at a lower price, and paying the customer in
cash terms.

A 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.

Islamic jurisprudence. This is an important source of
Islamic economics.

Lit: uncertainty, hazard, chance or risk. Technically, sale
of a thing which is not present at hand; or the sale of a
thing whose consequence or outcome is not known; or
a sale involving risk or hazard in which one does not
know whether it will come to be or not.

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

Activities which are permissible according to Shari’ah.

Activities which are prohibited according to Shari’ah.

A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility
required by its client for a rental fee. The duration of the
lease and rental fees are agreed in advance. Ownership
of the equipment remains in the hands of the bank.

A sukuk having ijara as an underlying structure.

The same as ijara except the business owner is
committed to buying the building or equipment or
facility at the end of the lease period. Fees previously
paid constitute part of the purchase price. It is
commonly used for home and commercial equipment
financing.

A contract of acquisition of goods by specification or
order, where the price is fixed in advance, but the goods
are manufactured and delivered at a later date.
Normally, the price is paid progressively in accordance
with the progress of the job.

Gambling – a prohibited activity, as it is a zero-sum
game just transferring the wealth not creating new
wealth.
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A form of business contract in which one party brings
capital and the other personal effort. The proportionate
share in profit is determined by mutual agreement at the
start. But the loss, if any, is borne only by the owner of
the capital, in which case the entrepreneur gets nothing
for his labour.

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

A contract of sale between the bank and its client for the
sale of goods at a price plus an agreed profit margin for
the bank. The contract involves the purchase of goods by
the bank which then sells them to the client at an agreed
mark-up. Repayment is usually in instalments.
musharakah
An agreement under which the Islamic bank provides
funds which are mingled with the funds of the business
enterprise and others. All providers of capital are entitled
to participate in the management but not necessarily
required to do so. The profit is distributed among the
partners in predetermined ratios, while the loss is borne
by each partner in proportion to his contribution.

An agreement which allows equity participation and
sharing of profit on a pro rata basis, but also provides
a method through which the bank keeps on reducing
its equity in the project and ultimately transfers the
ownership of the asset to the participants.

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


An authority appointed by an Islamic financial
institution, which supervises and ensures the Shari’ah
compliance of new product development as well as
existing operations.

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

Similar characteristics to that of a conventional bond
with the key difference being that they are asset backed;
a sukuk represents proportionate beneficial ownership in
the underlying asset. The asset will be leased to the client
to yield the return on the sukuk.

A principle of mutual assistance.

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

A form of Islamic insurance based on the Quranic
principle of mutual assistance (ta’awuni). It provides
mutual protection of assets and property and offers
joint risk sharing in the event of a loss by one of its
members.

A sale of a commodity to the customer by a bank on
deferred payment at cost plus profit. The customer then
sells the commodities to a third party on a spot basis
and gets instant cash.


In a mudarabah contract the person who invests the
capital.


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


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


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


Lit: increase or addition. Technically it denotes any
increase or addition to capital obtained by the lender
as a condition of the loan. Any risk-free or ‘guaranteed’
rate of return on a loan or investment is riba. Riba, in all
forms, is prohibited in Islam. Usually, riba and interest
are used interchangeably.

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

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


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

An appropriation or tying-up of a property in perpetuity
so that no propriety rights can be exercised over the
usufruct. The waqf property can neither be sold nor
inherited nor donated to anyone.

An obligation on Muslims to pay a prescribed percentage
of their wealth to specified categories in their society,
when their wealth exceeds a certain limit. Zakat purifies
wealth. The objective is to take away a part of the
wealth of the well-to-do and to distribute it among
the poor and the needy.



Hosted at the prestigious Norton Rose LLP The Takaful Masterclass brings together the
best minds in the Industry to offer a great learning experience
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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

Volaw Trust & Corporate Services Limited is regulated by the Jersey Financial Services Commission.

www.volaw.com

