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Mohammed Amin in his July lecture, said, ‘Islamic banks have to
succeed or fail as banks and all banks have the same purpose as any
other business, which is to make money’, but do their methods stand
up to moral scrutiny; are they harming others through their actions.
The news that banks had been ‘fixing’ the LIBOR rate is the latest in
a stream of revelations about the immoral conduct of individuals
responsible for maintaining the integrity of financial institutions.
The measures being taken by the authorities to remedy the situation
do not address these moral failures. Despite the public perception
that big banks are responsible for causing the financial crisis, we
should accept, like it or not, that it is the immoral conduct and
practices of individuals that are responsible. The efforts of the
authorities will almost certainly fail unless the culture that has
dominated the banking industry for the last 20 or 30 years can be
changed to incorporate a moral code that emphasises justice in
dealings over excessive self-interest.
In an attempt to inculcate a culture of personal responsibility over
financial gain, individuals in the world of sport have taken a stand to
promote moral values. For example, Hashim Amla, the South
African cricketer does not wear shirts with the logo of sponsor,
Castle Beer, and Frederic Kanoute, a Muslim player for Spain’s
Sevilla Futbol Club, does not wear team shirts that display the logo
of a gambling website. Majid Haq, a young Scottish spin bowler, was
allowed to cover the Caledonian Brewery logo on his strip; and there
are also rumours that footballers at Newcastle United Football Club
will refuse to wear team kits carrying the logo of the money-lender,
Wonga.
In a similar moral stand, Shari’ah scholars, senior industry
practitioners and academicians of Islamic finance decided to take a
small, but important, step toward supporting the idea of a Code of
Moral Conduct that was proposed at the 4th Annual IIBI-ISRA
Thematic Workshop. The Code recognises that individuals must look
closely at their intentions and actions to ensure that they do not
harm individuals, society and the environment and hold themselves
personally accountable. The Code also recognises that individuals
will face difficult choices and challenges in upholding the moral
values and true spirit of the socio-economic justice that is the overall
objective of the Shari’ah and undoubtedly also the aspiration of all
people. It is our hope that this modest initiative will help cultivate a
culture in finance which values social justice over personal profit.
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Risk Sharing – A Solution to the Global Financial Crisis
The International Shari’ah
Research Academy for Islamic
finance (ISRA), in collaboration
with the Islamic Research and
Training Institute (IRTI) and
Durham University, jointly
organised a one-day strategic
roundtable discussion at Lanai
Kijang in Malaysia. This second
roundtable brought together
reputable Shari’ah scholars,
Islamic economists and
practitioners in Islamic finance
to discuss risk sharing in Islamic
finance and to explore ways in
which this risk-sharing ethos
could play a part in finding a
solution to the global financial
crisis.
Key to the discussions was a
paper by the distinguished
economist, Professor Abbas
Mirakhor, titled ‘Risk Sharing:
The Operational Essence of
Islamic Finance’. The debate
was facilitated by Sheikh Nizam
Yaquby (Bahraini Shari’ah
Advisor), Dr Khawla al-Nobani
(Managing Partner of Dirayah
Islamic Financial Advisory
Services, Jordan) and Mr. Rafe
Haneef (CEO of HSBC Amanah
Malaysia), who commented on
Professor Mirakhor’s paper and
shared their viewpoints. This
was followed by an open
discussion on the topic among
participants, including Shari’ah
scholars and economists. At the
end of the day, the participants
agreed on the following Kuala
Lumpur Declaration:
‘After lengthy deliberations on
the issue of risk sharing, the
participants acknowledged that
the financial crisis which started
in 2008 highlighted the fact that

Sheikh Nizam
Yaquby

the most salient feature of the
dominant conventional financial
system is the transfer of risks
away from financial institutions
onto customers, governments
and the public at large. Islamic
finance is in a unique position to
offer an alternative to the
present interest-based debt
financing regime that has
brought the whole world to the
edge of collapse.

financial transactions.
This is not only
exemplified in
equity-based contracts,
like musharakah and
mudarabah, but even in
exchange contracts, such
as sales and leasing,
whereby risk is shared by
virtue of possession.
• Risk transfer and risk
shifting in exchange
contracts violate the Shari’ah
principle that liability is
inseparable from the right to
profit.
• Sales must be genuine
transactions in open markets.
• Although the Shari’ah
recognises the permissibility
of debt, it is acknowledged
that excessive debt has
detrimental effects on society.

‘Bearing this in mind, the second
annual ISRA-IRTI-Durham
Strategic Roundtable Discussion
(2012) agreed on the following:

‘The recommendations of the
Roundtable Discussion are as
follows:

• The Shari’ah emphasises risk
sharing as a salient
characteristic of Islamic

1. Governments should
endeavour to move away
from interest-based systems

towards enhancing
risk-sharing systems by
levelling the playing field
between equity and debt.
2. Accordingly, governments
should increase their use of
fiscal and monetary policies
based on risk sharing.
3. Governments could issue
macromarket instruments
that would provide their
treasuries with a significant
source of non-interest-ratebased financing while
promoting risk sharing,
provided that these securities
meet three conditions: (i)
they are of low
denomination; (ii) are sold
on the retail market; and (iii)
come with strong governance
oversight.
4. There is a need to broaden
the organisational structures
beyond traditional banking
models to formats such as
venture capital and waqfs to
fulfil the social goals and
risk-sharing features of
Islamic finance.’

FNB’s Shari’ah Board Resigns En Masse
In the first week of July the
entire Shari’ah Board of South
Africa’s First National Bank
(FNB) resigned. Members of
the Shari’ah Board had become
increasingly concerned that,
following management changes
within the bank, the Islamic
operations of the bank were
becoming less ‘conservative’.



In a press release issued on 5 July
2012 Mufti Ebrahim Desai said,
‘Under the new non-Muslim
senior executives we discerned a
change of attitude and lack of
drive to be committed to the
more conservative approach we
adhere to. In order to steer the
ship into clearer waters, a
meeting was held with the

Shari’ah Board, the Bank’s
senior executives and
prominent businessmen from
the Muslim community.
Concerns were ironed out and
a new pathway chalked out
going forward.
‘It is with utter disappointment
that we subsequently learnt
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that we were clearly lied to by
these executives of the bank
at that meeting. Our
complaint thereafter to more
senior executives fell on deaf
ears. Independent clients of
FNB, who were part of the
discussions and
correspondences, have
expressed their shocking
dismay at the Bank’s conduct.’
He went on to say, ‘Those
who wish to deal with FNB
Islamic Finance may do so on
the clear understanding that
we cannot vouch for their
products. Those products
that we had endorsed will
remain valid for as long as
there are no changes.
However, as we no longer
supervise the implementation,
we cannot endorse the same.’
In the immediate aftermath
of the resignation FNB
applied a sticking plaster in
the form of the appointment
of Mufti Zaid Haspatel and
Shaykh Mahomed Shoaib
Omar to oversee Shari’ah
compliance until they are
able to appoint a permanent
Shari’ah Board. They
describe these two individuals
as ‘a committee of
experienced scholars’.
Interestingly, a few weeks
after the resignation Mufti
Ebrahim Desai, along with a
group of fellow South
African scholars, published a
proposal to reform the way
in which Shari’ah boards are
appointed. The proposal
envisages the establishment
of an independent Shari’ah
compliance body, funded by
Muslim investors and
working independently of the
management of banks, which
would appoint Shari’ah
boards.
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HSBC Announces Restructuring of its
Islamic Operations
At the beginning of October
HSBC announced that it would
be restructuring its Islamic
finance business, focussing on its
business in Malaysia and Saudi
Arabia, with a limited presence
in Indonesia. The hope is that
they will be able to service
global wholesale customers and
their investment business
through their Saudi Arabian
operations. Indifferent results in
the Middle East and GCC and
the decision by the authorities in
Qatar to rescind approval for
Islamic window operations have
undoubtedly played a part in
HSBC’s decision. (The
regulatory change in Qatar came
just months after HSBC Amanah
opened its first retail branch in
the country.) HSBC had already
sold its branch operations in
Pakistan in September.
The announcement said, ‘As a
result of a strategic review of its
Islamic finance business, the
HSBC Group (HSBC) has
announced that it will focus its
Islamic finance offering on
customers in Malaysia and
Saudi Arabia and maintain a
limited presence in Indonesia.
HSBC will continue to offer
wholesale Islamic financing/
sukuk products to its global
client base through its
operations in Malaysia and
Saudi Arabia. Following the
restructuring, HSBC will retain
83% of the Group’s Islamic
business revenues.

British Bank (SABB), in which
HSBC Holdings plc indirectly
holds a 40% shareholding.
HSBC Saudi Arabia Limited, in
which HSBC Holdings plc
indirectly holds a 49%
shareholding, will offer Islamic
investments and wholesale
Islamic financing/sukuk
products to customers globally.
‘The Group will cease to offer
Shari’ah-compliant products
and services in the UK, the UAE,
Bahrain, Bangladesh, Singapore
and Mauritius, with the
exception of wholesale Islamic
financing/sukuk products that
will continue to be offered in
these jurisdictions and globally
through HSBC Saudi Arabia
Limited.
‘This announcement represents
further progress in HSBC’s
execution of the global strategy
set out in May 2011 and
demonstrates the Group’s
commitment to driving growth
and improving returns by

restructuring or exiting
businesses that do not meet its
investment criteria. HSBC
remains committed to delivering
world-class Shari’ah-compliant
products and services for
customers in Malaysia,
Indonesia and Saudi Arabia
(through SABB) and Islamic
investments and global
wholesale Islamic
financing/sukuk solutions
(through HSBC Saudi Arabia
Limited).’
Some commentators in the
Middle East and GCC regret
HSBC’s decision. They believe
that some customers will not be
comfortable banking with local
banks; that they preferred to do
business with a global bank that
has a solid reputation.
Unfortunately it would appear
that there are just not enough of
these customers to make it
worthwhile for HSBC to run
Shari’ah-compliant retail
operations except in a very few
regions.

HSBC Amanah
Branch in Qatar

‘In Saudi Arabia, Islamic
financial products will be
offered through The Saudi
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ADIB Launch Community Banking
Abu Dhabi Islamic Bank
(ADIB) has launched ADIB
Community Banking to
address the banking
requirements of non-profit
organisations and government
and private organisations
focused on serving the UAE
community. The bank will
provide customised banking
services to communityoriented entities and charitable
institutions as part of its social
responsibility initiatives.
Explaining the rationale
behind this new business line,

Trad Almahmoud, CEO of
ADIB Group said: ‘ADIB
Community Banking is a unique
and specialised customer
segment that complements our
mission and shared values in
serving the communities in
which we operate. Its primary
objective is to support
non-profit organisations by
helping to redeploy their income
more effectively. As a bank, we
are providing clear
opportunities to these
organisations by cross-selling
our products and services but
what we are primarily looking

New Takaful Rules in
Pakistan Challenged
In July Pakistan’s Securities and
Exchange Commission (SECP)
introduced new takaful rules
intended to boost competition
and increase the sector’s market
share (currently just 2–3% of
the total insurance market in
Pakistan according to Ernst and
Young) by allowing the entry of
conventional insurers. The rules
would allow conventional
insurers to offer
Shari’ah-compliant products
alongside their conventional
offerings, providing that client
money is segregated.
In fact the SECP is simply
exercising an option that was
enshrined in the takaful rules
that were first introduced in
2005, which said that window

operations could be allowed
after a five-year grace period,
perhaps motivated by the
takaful industry’s failure to
match the growth of takaful in
other majority Muslim
countries. Pakistan’s five
existing takaful operators have,
however, challenged this
decision by filing a petition
in a court in Sindh province. At
the beginning of August the
Sindh High Court restrained the
SECP from implementing the
Takaful Rules, 2012. Sources in
Pakistan suggest, however, that,
while the petition may delay the
opening of takaful windows and
perhaps lead to some
amendments in the rules, it is
unlikely to stop the change
going ahead.



to do is to create new products
for them.’
ADIB Community Banking will
be led by Abdulrahman
Abdulla, Head of Strategic
Clients Group at ADIB. He has
three decades of experience in
the banking industry and
played a key role in
establishing ADIB Private
Banking Group. Abdulrahman
is responsible for all of the
bank’s strategic client
relationships and is Vice
Chairman of ADIB Securities,
the group’s brokerage.

In addition to their range of
current products and
services, the strategy within
ADIB Community Banking
includes introducing
investment products, such as
sukuk and advanced services
such as cash management
solutions, endowment
management options and
business planning and
advisory services. ADIB
also intends to play an
important role in
sponsorship and partnership
opportunities as its
relationships grow.

Volaw Advises the Sterling
United Kingdom Real Estate
Fund
Working with UK-based
Gatehouse Bank and Saudi-based
Sidra Capital, Volaw has been
involved in the first property
acquisition of the Sterling United
Kingdom Real Estate Fund
(SURF), a Jersey fund established
as an Expert Fund. SURF aims to
purchase Shari’ah-compliant
commercial real estate in the UK
to acquire a diverse real estate
portfolio covering the office,
retail, logistics, student
accommodation and light
industrial sectors, to reach its
target equity size of £100million.
They have already made their
first acquisition in Huntingdon
near Cambridge at a cost of
£23.55 million.

Hani Othman Baothman,
Managing Director and CEO of
Sidra highlighting the reasons
why Sidra have chosen to
become involved in SURF, said,
‘By diversifying our risk across
multiple asset classes, SURF’s
mixed portfolio will provide an
effective hedge against
inflation.’ He added that he
considered the UK to be one of
the most mature, transparent,
well-regulated and liquid
markets in the world.
Speaking about the attractions
of the UK property market,
Richard Thomas, CEO of
Gatehouse said, ‘The UK real
estate sector provides a
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compelling investment
opportunity, which has arisen
following heavy falls in
commercial property values due
to the impact of the financial
crisis. As yields return to the
long-term historical average and
rental growth establishes itself,
SURF’s real estate investments
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should generate solid returns for
its investors.’
Volaw will administer the
structure and will be responsible
for its ongoing administration.
Trevor Norman, Volaw’s
Director of Funds and SPV
Group, commenting on Volaw’s

qualifications for undertaking
this role, said, ‘Our experience in
matching our wealth structuring,
UK property investment and
funds expertise to our knowledge
of Shari’ah finance creates
significant advantages for our
clients. We have been involved in
several large-scale UK property

transactions recently using Jersey
structures, which are ideally
suited for this purpose. We look
forward to working with
Gatehouse Bank again on
future transactions as the
market for Shari’ah-compliant
real estate investment continues
to grow.’

Morocco Demonstrates Strong Interest in Islamic Finance
Key findings from Morocco’s
first independent market study
of the potential for Islamic
finance points to very strong
local interest with more than
80% of the Kingdom’s
consumers indicating that they
are likely to take up
Shari’ah-compliant financing
loans. The study was
independently commissioned
and published by IFAAS (Islamic
Finance Advisory & Assurance
Services), an Islamic finance
consultancy with offices in the
UK, France and Bahrain.
The report sets out the market
opportunities for financial
institutions interested in
developing an offering for the
Moroccan consumer market. It
provides a full analysis of the

consumer demand for Islamic
retail banking, finance and
takaful and measures the likely
consumer response to and takeup of such products.
Commenting on the findings,
Farrukh Raza, managing
director, IFAAS said, ‘The
findings from the report reveal
that consumer interest in Islamic
finance has the potential to be
much bigger than currently
expected. The challenge for
decision makers is to ensure that
their early critical decisions are
based on accurate market
information to ensure long term
success.
The study was conducted via
random, face-to-face, street
interviews with a weighted

sample size of more than 800
individuals, structured to
provide an accurate picture of
the Moroccan consumer market.
The sample
comprised both
men and women
aged 18 to 55
years, from a
variety of
socio-economic
categories, living
in urban and rural
areas and
including both
banked and
unbanked groups
of the population.
In terms of
geographical
coverage, the
study was
conducted in

towns and surrounding rural
municipalities of Casablanca,
Rabat, Marrakech, Agadir, Fez,
Tangier and Oujda.

New Banking Rules in Malaysia Set to Expand Rural Access
Bank Negara Malaysia (BNM)
has introduced a framework
for agent banking, which will
allow banks to offer banking
services through non-bank
retail outlets. It is believed that
this may particularly help
Islamic banks as the
percentage of Muslims in rural


areas is typically higher than in
the major cities.
Authorised banking agents will
provide the basic banking
services of accepting deposits
and facilitating withdrawals.
Other basic banking services
that can be provided by the

agents are fund transfers, bill
payments and financing
repayments. All transactions
will be conducted on a real-time
basis to protect the interest of
the public.

financial institutions took part.
During the pilot more than
one million transactions worth
more than RM190 million
were conducted through 2,322
agents.

This change in the rules follows
a pilot scheme in which three

The guidelines issued by BNM
outline the requirements to be
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observed by financial
institutions in the
areas of governance
and oversight,
management of
agents, customer
protection, awareness
and education. All

Kuala Lumpur,
Malaysia

authorised banking agents will
have to display a national
agent banking logo together
with the logo of the financial
institutions.
The jury is out on just how
successful agent banking will be.

NEWS

The main concern seems to be
around profitability due to the
relative poverty of many rural
areas. To some extent the
success of the scheme will
depend on how well banks
can control the costs of
running an agent network.

Pakistan to Implement New Shari’ah Governance Framework
Kazi Abdul Muktadir, Deputy
Governor, State Bank of Pakistan
(SBP) has said the central bank is
developing a new five year
(2013–17) strategic plan for the
Islamic banking industry. ‘The
new plan will set the strategic
direction for the Islamic banking
industry. This will define the
strategies and action plans to
move the industry to the next
level of growth and SBP will
expect the active and meaningful
involvement of the industry in
development of the plan.’
He said the Islamic finance
industry is likely to increase its
share in the banking system to
15% during the next five years.
Growing from scratch in 2002,
he said that Islamic banking
now constitutes more than 8%

of the country’s banking system
with a network of 964 branches
and over 500 windows across
the country. In addition Pakistan
currently has five takaful
operators and an estimated 30
Islamic mutual funds.

developed a comprehensive
profit distribution and pool
management framework in
consultation with the industry
and added that the framework
will be issued most probably by
the end of September 2012.

Mr Muktadir also disclosed that
the State Bank is developing a
comprehensive Shari’ah
governance framework to
further strengthen the Shari’ah
governance in Islamic banking
institutions (IBIs). The
framework will explicitly define
the roles and responsibilities of
different organs of IBIs
including the board of directors,
Shari’ah advisors/committees
and executive management for
ensuring Shari’ah compliance.
He said that the State Bank has

The almost quarterly issuance of
sovereign sukuk worth US
$4 billion (USD 4 billion approx)
has helped to address the
liquidity management issue of the
Islamic banking industry in
Pakistan. The next step is to raise
awareness of Islamic banking and
in pursuit of that goal the SBP
will shortly launch a mass media
campaign to create awareness
about Islamic banking.
Referring to challenges facing
the industry, Mr Muktadir said

that one of the main challenges
will be to develop suitably
qualified and trained people to
handle this. Another will be the
diversification of the asset mix,
tapping into non-traditional
sectors such as agriculture and
small and medium enterprises
(SMEs). ‘Presently the IBIs’
exposure in these sectors is
nominal; that needs to be
increased significantly, which
would not only improve their
reputation amongst the masses,
but would also provide them
with an attractive avenue to
develop and expand their asset
portfolios,’ he said, adding that
the SBP would be willing to
provide the necessary support to
IBIs to build portfolios in these
non-traditional, but strategically
important, sectors.

Leadership Change at IILM
The International Islamic
Liquidity Corporation has
announced the immediate
replacement of CEO, Mahmoud
AbuShamma with Rifaat Ahmed
Abdel Karim. No statements
were issued either from the
IILM or Mr AbuShamma as to
the reasons for his sudden
departure – about half way

through what is believed to have
been a three-year contract.
The IILM’s job was never going
to be easy and the fact that they
have twice postponed the launch
of their first short-term sukuk
may give some indication of the
reasons behind the change of
leadership. Mr AbuShamma had



previously worked in HSBC’s
Islamic banking operation, while
Professor Datuk Rifaat was the
first Secretary General of both
AAOIFI and the Islamic
Financial Services Board,
organisations perhaps more
accustomed to conducting the
delicate negotiations needed to
bring together different

countries and Islamic schools of
thought to achieve consensus. It
will be interesting to see whether
this change can expedite the
issuance of the IILM’s first
sukuk and begin to deliver on
the IILM’s key role of extending
the range of high-quality
liquidity instruments available to
Islamic financial institutions.
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In Brief
At the beginning of August
2012 Islamic wealth manager
Lotus Capital and Nigeria’s
bourse (NSE) launched a debut
index of Nigerian Stock
Exchange-listed companies that
comply with Islamic investment
principles. The NSE Lotus
Islamic index, which covers 15
equities with a combined market
capitalisation of around 2.87
billion naira ($18m), excludes
banks, companies with high
levels of debt or leverage and
other stocks that conflict with
Islamic principles. It is believed
that this move is aimed at
attracting more Middle Eastern
investment into Nigeria
With the well-documented
consumer dissatisfaction with
the UK banking sector
continuing, the Islamic Bank of
Britain plc (IBB) stepped up its
efforts to attract consumers
interested in offerings from
ethical providers by launching a
Two Year Fixed Term Deposit
(FTD) account with an expected
profit rate of 4%. The minimum
deposit for savers wishing to
take advantage of the
limited-term offer was £1,000.
The offer was a limited-period
Ramadan promotion. IBB have
reported that the offer led to a
10-fold increase on applications
in the previous month, with
55% of applicants coming from
non-Muslim customers.
India’s soul searching about the
introduction of Islamic banking
continues with the Indian
Ministry of Finance recently
asking the Reserve Bank of India
to reconsider the issue, although
it would probably be introduced
with a non-religious tag, such as
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‘participatory banking’. Such a
move would undoubtedly make
banking more attractive to
India’s very large Muslim
population, but the main driver
for a decision in favour of Islamic
banking would probably be
economic – the desire to attract
investment from the Middle East.
Regional newspapers have
reported that investors from
Bahrain and the United Arab
Emirates have applied for a
license to set up an Islamic bank
in Iraq. It is understood the
bank will have a paid up capital
of $240 million.
According to the Financial Times
Deutschland, Turkey’s Kuveyt
Turk investment fund plans to
open the first Islamic bank in
Germany in October. It is
understood that the first branch
will be in Frankfurt am Main
with others planned for cities
with large Muslim populations.
Qatar’s Masraf Al Rayan has
launched a brokerage operation.
Called the Al Rayan Financial
Brokerage Company (ARB), it is
a wholly owned but completely
independent subsidiary operating
under the Qatar Financial
Market Authority (QFMA) and
is a member of the Qatar
Exchange. Initially the company
will offer its clients the ability to
buy and sell shares by visiting the
main office in Al Emadi Financial
Square, by contacting the ARB
call centre or via its online
‘E-trade system’. In the second
phase, ARB will add more
features such as IPhone/IPad
apps, the more advanced E-trade
Plus and a customer standalone
my-port system.
It is reported that Omani
insurance companies are
unhappy about the proposals
from Oman’s Capital Markets

Authority (CMA) on the
establishment of takaful
operations in the country. The
CMA are proposing that takaful
operations in Oman should be
standalone companies with a
minimum capital of
RO 10 million (almost
$26 million) and a three-member
board. Local insurance operators
apparently see this as a barrier to
entering the takaful industry,
which will tend to favour foreign
companies. They are equally
unhappy about the two-week
consultation period on the
proposal; they say it is not
enough
Bank Muamalat Malaysia has
signed a memorandum of
understanding with the Bank of
Shi Zui Shan of China to set up
an Islamic bank in China. The
plan initially is to use the Bank
of Shi Zui’s 23 branches in
Ningxia province to open
Islamic window operations,
followed by a wholly Islamic
bank in about two years’ time.
Bank Nizwa, Oman’s first
Islamic bank is seeking a waiver
from Oman’s central bank to
allow it to open purely as a
retail bank. The bank believes
that it will take time to develop
the corporate loans portfolio
that central bank regulations
insist must form a proportion of
bank business.
The World Bank and Islamic
Development Bank have signed
a Memorandum of
Understanding (MoU) to set out
a framework for collaboration
between the two parties and
lend support to global, regional
and country efforts in the
development of Islamic Finance.
By sharing knowledge and ideas,
the two organisations hope to
be able build capacity in the
Islamic finance industry with a

view to promoting economic
stability, achieving development
goals and alleviating poverty.
Following shareholder approval
at an Extraordinary General
Meeting Ithmaar Bank, a
Bahrain-based Islamic retail
bank, has announced that it will
merge with one of its
Bahrain-based associates, First
Leasing Bank. The merger is
subject to final regulatory and
legal approvals. The merger
involves a 4:1 share swap and
has a nominal value of
approximately $60million. The
merger is expected to be
completed by the end of 2012.
The government of Oman are
reported to be taking advice on
amendments to tax laws to
create a level playing field for its
nascent Islamic financial
institutions. The consultative
process is being facilitated by
KPMG who are expected to
report in approximately six
months, although any legislation
is likely to take longer to enact.
The Egyptian Islamic Finance
Association formed in February
2012 is set to launch a list of
Shari’ah-compliant equities in
an effort to help raise awareness
of Islamic finance in Egypt. The
list will be approved by the
Association’s Shari’ah board,
which will be basing its
decisions on AAOIFI standards.

In issue number 184 on page
29 there was an error in the
layout of Mohammed
Amin's accounting article
under the heading Analysis.
The short section headed
'Conclusion' should have
been included in the boxed
example section highlighted
in yellow.
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SUKUK UPDATE

Sukuk Update
Sukuk Market Continues to Grow
After strong first half performance the
sukuk market continued to grow in July
2012, which recorded the best monthly
performance this year and the second
highest month ever for the market.
Commenting on this performance, Paul
Bateman, Senior Risk Manager at the Bank
of London and the Middle East commented,
‘Islamic bond issuers have responded to the
compelling factors that are putting pressure
on them to bring new transactions. The
current low interest rate environment has
pushed down borrowing costs to very
attractive levels, which borrowers want to
lock in by issuing long-dated, fixed-rate
obligations. In addition, the rebound in
economic performance seems to be
occurring faster in parts of the Middle East
region than in the West, causing a flow of
capital to push up local bond prices. The
lack of supply of dollar-based Islamic bonds
is a technical factor that supports current
pricing and will likely continue to do so
until a marked increase in issuance occurs.’
There is some suggestion that the current
demand for sukuk is being driven by
investor nerves about Europe and the
continuing Euro crisis. It is possible that
they see sukuk, based on real assets, as a
safer home for their funds.
Ernst and Young in their latest report on the
sukuk market largely concur with these
views and expect the sukuk market to grow
from its current level of US $300 billion to
around US $900 billion by 2017. They do,
however, point out that growth is somewhat
constrained by the absence of a global,
standardised sukuk trading platform.
Meanwhile Standard & Poors have published a
report ‘Beyond Borders’ suggesting that
another driver of growth in sukuk issuance
could be the GCC’s burgeoning requirement
for infrastructure finance. They also believe
that GCC companies looking for project
finance will be increasingly attracted to


Malaysia for their fund-raising activities,
because Malaysia has a clear and
well-established framework for sukuk issuance.
New Bond and Sukuk Framework for
Malaysia
Once again Malaysia seems to be taking a
lead with the recent announcement of a
bond and sukuk framework to allow retail
investors direct access to the markets. The
new framework allows bonds and sukuk to
be traded on Bursa Malaysia (the Malaysian
stock exchange) or via banks through
over-the-counter trades. Initially, the scheme
will be limited to government-issued bonds
and sukuk, with a second phase to
incorporate issues from public listed
companies and licensed banks. The new
framework regulations are expected to be
issued in January 2013.
Turkey’s First Sovereign Sukuk
In mid September Turkey’s first sovereign
sukuk was almost five times oversubscribed.
More than half the investors (58%) were
from the Middle East, with European and
Asian investors accounting for 13% and
12% respectively. Turkish investors took up
9% and the balance (8%) by US. The
five-and-a-half year bond was priced to
yield 2.803% more or less equivalent to
Turkey’s sovereign Eurobond due in 2018.
Commenting on the issue, Jason Kabel,
Head of Fixed Income at Bank of London
and The Middle East said, ‘It is encouraging
that a country outside of South-East Asia or
the GCC is issuing a sukuk of this size in US
dollars. The interest in this sukuk
demonstrates the huge demand for US
denominated sukuk in the international
market. We expect to see more governments
and institutions take advantage of this
demand over the last quarter of 2012.’
Thomson Reuters Launch Global Sukuk
Index
Perhaps reflecting the growing importance
of the sukuk market worldwide, Thomson

Reuters have launched the Thomson
Reuters Global Sukuk Index in an attempt
to bridge the challenge of information
asymmetry in the global sukuk market.
Rushdi Siddiqui, global head of Islamic
finance at Thomson Reuters commenting on
the somewhat turbulent state of the sukuk
market said that the launch was a response
to the need for an independent benchmark,
including independent pricing, to measure
accountability and performance. It was also
hoped that the benchmark would help to
encourage the growth of secondary markets.
Ireland’s Electricity Supply Board Consider
Issuing a Sukuk
Ireland’s Electricity Supply Board (ESB) is
rumoured to be considering issuing a sukuk
in Malaysia. The company recently raised
€600 million through a conventional,
five-year bond, but their capital
requirements for the year to June 2013 are
likely to exceed €900 billion. Any sukuk
would be backed by ESB’s assets worth
€12 billion including seven thermal and 10
hydro power stations. Apparently an
application has been submitted to
Malaysia’s central bank and the timing of an
issue will depend on when that is approved,
but it could be as early as January 2013.
Qatar International Islamic Bank List Sukuk
on Irish Stock Exchange
Qatar International Islamic Bank (QIIB) has
successfully priced a US$ 700m five-year
sukuk issued at par with a 2.688% annual
profit rate, which will be settled semiannually. The transaction represents QIIB’s
first international debt capital markets
issuance. The Trust Certificates will be listed
on the Irish Stock Exchange. QIIB are
working towards extending their
international sukuk issuance through
strategic partnerships and possibly even
acquisitions in key markets around the world.
The geographic split for the allocation was
50% for the Middle East, 30% for Asia, and
20% for UK/Europe/US Offshore investors.
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Do you need a fatwa?
Trevor Norman, Director of Islamic Finance and Funds Group at Volaw Trust &
Corporate Services Limited in Jersey, looks at whether every Shari’ah-compliant
financial product needs a separate fatwa.
In common with their conventional finance
counterparts, Shari’ah compliant financial
products created primarily for sale to
Muslims will be structured so as to comply
with the rules and regulations relating to
financial products in the jurisdiction in
which the product is being created and
those pertaining to where it is to be sold. In
addition, in order to confirm that the
product is structured in accordance with the
principles of Islamic finance, it is normal
practice for the product to be certified as
such by the issuance of a fatwa.
A fatwa is a religious opinion or ruling on
Islamic law issued by an Islamic scholar, or
group of scholars. It is an interpretation by
the scholar(s) of the Shari’ah on the
application of its texts and principles to the
particular product. These principles
themselves are a framework of Islamic
Jurisprudence derived from The Qur’an and
the Sunnah and as such a fatwa has a very
important role in Islamic law and
jurisprudence. Whilst a fatwa may be
required as a ruling on many aspects of a
Muslim’s personal and professional life, this
article will concentrate on the role of a
fatwa within the context of Islamic finance
and where scholars or Shari’ah advisors
have issued a fatwa to certify the
compliance with Shari’ah law of
transactions and products within the Islamic
banking and finance sector.
The requirement for a fatwa for each and
every individual product or structure within
Islamic finance is often seen as one of the
major obstacles to institutions entering the
Islamic finance market as the institution will
need to employ relevant scholars, normally
in the form of a Shari’ah Supervisory Board
(SSB) to review the product and issue the
fatwa. This can be costly to the institution
both in terms of time and fees, costs which
 

normally will ultimately be borne by the
consumer and has led to some criticism that
Shari’ah-compliant financial products are
more expensive than their conventional
counterparts.
Indeed, it is not uncommon for a product to
be examined and opined on by more than
one SSB, particularly where a product is
sponsored or originated by one institution
and this is then sold to, or distributed by,
another Islamic Finance Institution, (IFI). If
there are different Shari’ah views this may
require structures and documents to be
reviewed and changes agreed, which can
lead to further delays and related costs,
which in turn may lead to the product itself
not achieving the forecast returns or results
that had been anticipated when the product
was originally proposed.
But is all this certification necessary,
particularly when transactions are
undertaken between two IFI’s or where the
purchaser is a sophisticated investor who
understands the product he is investing in?
Many Islamic financial products follow a
small number of very standard transaction
models for which there are Shari’ah
standards in accordance with
announcements by AAOIFI – the
Accounting and Auditing Organisation for
Islamic Financial Institutions. These models
have been used in a large number of
transactions for over 20 years, with little
change in their use or the structure of the
underlying documentation for which there
are many internationally accepted
precedents and as such it is hardly
surprising that some investors question
what value a fatwa adds to this process. In
some cases, however, these changes may
represent variances in different commercial
arrangements.

Similarly, some investors argue that it is a
matter for their personal judgement to
determine whether or not they consider a
product to be Shari’ah compliant. Islamic
finance is by its very nature a ‘faith-based’
commitment and therefore it is a matter for
the individual concerned to be happy that
they are investing in an appropriate manner.
As noted above, a fatwa derives from the
interpretation of the Shari’ah by a scholar
or group of scholars and how this applies
to the particular product or transaction.
A commonly heard expression is that
‘the Shari’ah is infallible, it is man’s
interpretation that is fallible’ and there have
been many examples where the validity of a
particular financial product and/or the
relevant fatwa has been questioned, but
nevertheless the product still seems to find
willing investors.
Two examples of this are some of the
Islamic hedge fund structures that were
being promoted in 2007/8 and the Islamic
mortgage structures being promoted by
some banks in the UK and elsewhere. In the
case of the hedge fund, a swap mechanism
was used to create a return within a
Shari’ah-compliant structured product
where that return could be seen as being
derived from a non-compliant investment
structure. For the Islamic mortgage, the
criticism is that the rental being charged by
the bank to the borrower under the
diminishing musharakah contract is not
based on the actual rental value of the
property being acquired, but is actually
derived from the cost of funds being
borrowed and therefore the time value of
money. This would imply that the contract
is based on riba and therefore should not be
allowed. Such structures are sometimes
justified on the basis of exceptions granted
by scholars under the doctrine of necessity,
dharura, i.e. there is no alternative
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available. But whilst the doctrine of dharura
has enabled the industry’s evolution and
allowed for certain financial structures to
evolve from concept to mainstream status,
continued reliance and usage of this
doctrine could very well threaten the
credibility and future of Islamic finance.
One criticism that is regularly made is that
the fatwa as published with the financial
product is often very short and gives little
explanation about how the SSB has reached
its conclusions leading to calls for greater
transparency in the process that led to the
fatwa. Added to this is the complication of
the different schools of Islam, such that
whilst the basic principles are commonly
agreed, there can be significant differences
between the schools on certain points of
detail, details that can be critically
important in some financial structures. The
most commonly quoted example being in
the tolerance of certain types of hedging in
Malaysia, whereas this is seen as
unacceptable by scholars in most GCC

countries. It follows that a fatwa issued by a
scholar from a particular school of thought
may not be relevant to a Muslim from
another school.
It has been suggested that these differences
have allowed certain institutions to
undertake ‘fatwa shopping’ whereby they
actively sought to use the differences in
interpretations by different schools and/or
scholars to seek out scholars who would
approve their products as being Shari’ah
compliant. In such cases it was claimed the
institutions were seeking a fatwa to fit their
needs, rather than adapting their structures
and needs to comply with the requirements
of the fatwa. There seems to be little
evidence that fatwa shopping actually took
place, indeed, in the authors experience, it is
more important to have a product approved
by as wide a group of scholars as practical,
particularly those from different schools
and/or countries, as this can have a positive
effect on the ability to market the product to
a wider range of Muslims around the world.

Trevor Norman joined
Volaw in 1988 and was
appointed a director in
1989. He is a Fellow of
The Institute of Chartered
Accountants in England
and Wales, having
qualified as a Chartered
Accountant in 1983. He
gained an Honours Degree
in Business Studies in
1980 and is a member of
the Society of Trust and
Estate Practitioners
(STEP), the International
Tax Planning Association
and the Institute of
Directors. Trevor is an
acknowledged industry
specialist in Islamic
finance having worked on
a wide variety of Shari’ahcompliant products
including several real
estate funds, various
specialist Shari'ah
screened equity funds and
the award-winning
Caravan I securitisation
sukuk.
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These discussions should not be seen as
questioning the importance of a fatwa as a
means of certifying the work of
professionals and institutions in devising
Shari’ah compliant financial products,
particularly where the structure involves the
use of complex financial techniques, or
equally where the product is to be sold to
retail investors who may not have sufficient
relevant knowledge themselves to evaluate
whether a product is Shari’ah compliant.
Innovation is needed to meet the growing
demand for Shari’ah compliant financial
products. Institutions and their advisers face
an uphill struggle in ensuring that these
products meet increasingly stringent rules
and regulations within the financial
markets, whilst continuing to use the longestablished forms of Islamic finance
contracts and agreements on which AAOIFI
and others have published guidance.
However, these institutions often find it
difficult to get real engagement with the
limited pool of scholars who are
appropriately qualified and experienced
enough to assist with ensuring that this
innovation complies with the principles of
Shari’ah and give guidance where problems
are identified. If these same scholars were
less involved in preparing fatwas for the
more commonly accepted products because
there was greater consensus in the
acceptability of these structures, it would be
hoped that they should be able to devote
more time to the more innovative and
complex areas requiring development and
approval within the world of Islamic
finance.
The real importance of a fatwa as a means
of confirming that a financial product
complies with the principles of the Shari’ah
seems to have been somewhat lost and a
fatwa has become more of a marketing tool
in the same way a conventional bond needs
to have a rating if it is to be accepted by the
financial markets. Increased transparency is
needed so that retail investors in particular
can understand the financial products being
offered to them and the processes behind
the granting of a fatwa to enable them to
make a more informed decision in the
financial products they select.
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A Report from the International Takaful Summit
The 6th International Takaful Summit was
held in London in July 2012, concentrating
on the theme, ‘Takaful and Retakaful –
Planning to Overcome the Challenges to
Growth.’ The report below highlights a
selection of the discussions and findings
presented at this year’s event.

precursor of a much weightier document,
which will be entitled the Legal
Practitioner’s Guide to Islamic Insurance
and Reinsurance. The presentation focused
on the GCC countries – the UAE, Qatar,
Bahrain, Oman, Kuwait and the Kingdom
of Saudi Arabia (KSA).

The International Takaful Report
2012–2013

The report highlights the fact that the legal
and regulatory landscape across the region
is very fragmented and that there is no
concept, such as exists within the EU, to
enable an operator licensed in one GCC
country to automatically operate within
another country in the region. To add
additional spice to the mix free trade areas
such as the Dubai and Qatar Financial
Centres have different rules from their host
countries. For example, companies
operating in the free trade areas are not
required at the moment to have a
proportion of their staff drawn from the
local population.

While the Shari’ah industry is growing
worldwide, according to some sources faster
than the conventional insurance industry,
there is often a sense of disappointment that
it is not growing faster and particularly in
some countries, where logic suggests there
should be good business opportunities. The
reality is that growth is obstinately stately.
The keynote presentation at July’s Takaful
Summit in London based on a report
produced by Bilal Khan and Badrul Hasan
throws some light on the reasons why this
may be. Bilal Khan and Badrul Hasan are
both Shari’ah scholars, Islamic finance
lawyers and directors of Dome Advisory.
While there have been numerous reports on
the commercial aspects of the takaful
market, The International Takaful Report
2012–2013 focuses on the Shari’ah and
regulatory background. The report
presented at the conference is apparently a
Sheikh Bilal Khan receives the
award for best young takaful
scholar from Lord Sheikh

In addition some jurisdictions have been
trying to discourage new entrants to the
takaful and retakaful markets. The UAE
imposed a moratorium on new entrants in
2008 and Saudi Arabia is actively
discouraging new entrants. Thus anyone
wishing to enter these markets must either
acquire another company already operating
there or set up some sort
of partnership
arrangement.
Acquisitions are,
however, fraught with
difficulties as most
takaful and retakaful
operations in the GCC
are relatively new, which
makes it difficult to value
them and conduct a
meaningful due diligence
exercise.
The opening of Islamic
windows by existing
operators is also

 

complicated. For example, Islamic windows
are definitely not permitted in the UAE and
Bahrain, but in Qatar the situation is far
from straightforward. In the light of that
country’s 2011 decision to instruct banks to
close down window operations, it is,
however, unlikely that permission would be
given for Islamic insurance window
operations, although there is nothing stating
clearly that this is the case.
At the present time insurance regulators in
the GCC do not review operators to ensure
they are Shari’ah compliant, but again there
are signs that changes may be in the
pipeline. The UAE, for example, has enacted
measures that will lead to the establishment
of a Supreme Committee for Fatwa and
Shari’ah Supervision to oversee takaful
and retakaful operations. This Supreme
Committee has, however, yet to be
set up.
The lack of clarity, evolving legislation and
regulation plus the virtual impossibility of
establishing regional, let alone international
takaful and retakaful operations are perhaps
among the reasons inhibiting stronger
takaful growth.
It is perhaps difficult to reconcile the idea
that takaful growth is not reaching its full
potential given some of the statistics quoted
at the conference – growth rates that are
outpacing conventional insurance. For
example, in 2010 takaful grew 28% in the
UAE compared to 10% for conventional
insurance and 43% in Egypt compared to
4%. It sounds very impressive, but takaful is
growing from a very small base, which
means that in terms of actual growth in
premiums takaful is still a fraction of the
growth in conventional insurance.
Opinions of Contributors to Family Takaful
in Saudi Arabia
Perhaps rather more thought provoking are
the results of a survey conducted among
holders of takaful policies in Saudi Arabia.
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The study was conducted by Dr Hashem
Abdullah AINemer among 300 individuals,
who were contributors to family takaful
schemes offered by five different takaful
operators in Jeddah.

Dr Nienhaus believes that to be successful
takaful operators would need to review the
composition of their Shari’ah boards and
suggests the following would need to be
taken into consideration:

It seems that takaful customers are very
similar to insurance customers in general.
When they were asked why they had taken
up takaful insurance the results were as
follows:

• inclusion of people with competency in
impact analysis (irrespective of their
religion or knowledge of Shari’ah)
• translation of Arabic terminology into
‘plain English’
• explanation of the ethical/SRI qualities of
particular products (that exceed the mere
exclusion of haram businesses) in full
detail
• selection of Shari’ah experts with only a
reasonable number of other board
memberships or – more radical – making
Shari’ah scholars redundant through the
use of standard Shari’ah contracts; the
competitive advantage is not in the
contract design but in the asset quality
(within the universe of generally accepted
Shari’ah compliant assets [lists provided
by specialised information service
providers]);
• employment of external Shari’ah
consultancy firms for the (few) remaining
product design issues and emphasis on
portfolio management and impact
analysis.

To benefit insured and the insured’s
family
85.3%
To help other participants in need
1.3%
To comply with Shari’ah
requirements
35.7%
Dr AINemer concluded based on these
results and further questions about the
sharing of underwriting surpluses and
underlying knowledge about the principles
of takaful that the main reason for
contributing to a takaful scheme were for
the expected financial return and that
‘there is no effect at all for religious
motivation.’
Positioning Takaful for the Non-Muslim
Market
If takaful’s supposed USP (unique selling
point), its Shari’ah compliance, is not in fact
that important to policy holders, where do
takaful companies turn to boost their
growth rates? Dr Volker Nienhaus, Visiting
Professor, Reading University, in his
presentation suggested that there may be
opportunities for takaful operators in
non-Muslim markets by transforming their
offer into a socially responsible/ethical
alternative. That would assume that they
could compete with conventional operators
in terms of innovative products and pricing,
but critically it would require greater care
and disclosure about investments. Shari’ah
screening would certainly exclude many
investments that socially responsible/ethical
investors would consider unacceptable, but
not all. For example, businesses involving
the exploitation of natural resources – oil,
gas, minerals and timber would usually be
Shari’ah compliant, but might not be
considered acceptable by ethical investors
for social or environmental reasons.
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although regulated by the Financial Services
Authority (FSA) do not have to hold interest
bearing instruments as capital or to charge
interest on loans to members. In addition all
contributions to friendly societies must be
made on a voluntary rather than a
contractual basis and as the payment is
made to contributors’ families in the case of
adversity or on the death of the contributor
there is no element of gambling on an
uncertain future event. It is also incumbent
on friendly societies to engage in social and
benevolent activities, allowing them to
donate surpluses to charities. Any UK based
friendly society would be able to operate
throughout the EU without requiring
further permission from other member
countries. While there could be issues
around raising the capital that the FSA
would require, the authors of the report
believe that these could be overcome.
They say, ‘This is an opportunity for the
industry to present the true essence of
Islamic finance and extend its arm in
solidarity to offer comprehensive and
paradigm-shifting solutions to the vicious
cycle of modern day economic crises.’

The Mutual Model
Another theme that featured in several
presentations was the usefulness of the
friendly society and mutual models for the
takaful industry. In The International
Takaful Report 2012–2013 Bilal Khan and
Badrul Hasan discuss ‘the potential for the
industry to harness the friendly society and
mutual models that have enjoyed longstanding success in the UK and Europe and
which represent a much simpler Shari’ahcompliant structure than the common
Takaful models in use today.’ They comment
that friendly societies and mutuals share
many of the virtues espoused by the Shari’ah
and are part of the same ethical tradition of
environmental and social stewardship as
well as cooperation and solidarity between
individuals and communities.’
In particular the authors draw attention to
the fact that friendly societies in the UK,

The lack of clarity, evolving
legislation and regulation plus
the virtual impossibility of
establishing regional, let alone
international takaful and
retakaful operations are
perhaps among the reasons
inhibiting stronger takaful
growth.
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An Interview with Mr Chakib Abouzaid, CEO, Takaful Re
Could we begin with an explanation of how
takaful differs from conventional insurance?
Takaful differs from conventional insurance
in that it is based on tabarru (donations); all
policies and investments are under the
supervision of a Shari’ah board comprising
a minimum of three Shari’ah scholars; all
investments must be Shari’ah compliant and
shareholder and policyholder funds must be
segregated. Today takaful is a hybrid
solution, a combination of a mutual
organisation and a shareholder operation.
Retakful operates in a similar manner,
except that it is in effect, insuring the
insurers. In fact at first the takaful industry
had to operate without fully Shari’ahcompliant reinsurance, although today there
are 14–15 retakaful operations.
What are the fundamental similarities and
differences between retakaful and
reinsurance?
Let me start with the similarities. We are
doing exactly the same underwriting and risk
assessment as the conventional reinsurance
industry. Technically speaking we are no
different except for the type of risk we are
underwriting; we cannot underwrite any
haram businesses. The main difference is that
we have a completely different business
model; it is based on brotherhood and
solidarity and this is what makes our
business really mutual. In addition, our
business is based on donations to a pool, not
premiums. The pool is the property of the
policyholders and the takaful company is the
custodian of that pool with a duty to make it
profitable for those policyholders.
Shareholders are rewarded through
instruments such as wakala; in effect an
upfront fee, and obviously improvements in
the profitability of the pool will also increase
the returns for the shareholders.
What developments have you seen in
takaful since it first started in the late 1970s
and where, geographically, has it been most
successful?
 

There have been three waves of
development. The first wave, during the late
1970s to 1985, began in Sudan and Saudi
Arabia with the concept of Islamic
insurance. By the mid 1980s we had the first
true takaful companies and the beginning of
retakaful. To some extent the second stage
of development was driven by takaful
legislation in Malaysia; this effectively
clarified the concept of takaful and how it
should operate. This legislation was a
response to the volumes of business
beginning to develop in Asia and the
perceived need to bring it into the
mainstream of Islamic finance. The third
wave of development between about 2001
and 2008, when the financial crisis began to
have an impact, was marked by many new
companies entering the market in response
to the increasing levels of takaful business.
Today takaful in Malaysia continues to be
very successful in terms of an increasing
market share of the overall insurance
market and in terms of the surpluses being
generated by takaful businesses. One of the
most successful markets, however, is Brunei,
where 70% of insurance business is takaful.
Saudi Arabia is also a takaful success story,
although the model is slightly different; it is
a cooperative model.

13 of whom are ‘A’ rated. This is a very
positive development for the market.
The main problem for the takaful industry,
however, is the limited size of the market.
The market penetration is relatively low, for
example, just 8% of the total insurance
market in Kuwait. There is, therefore, room
to grow takaful, but it is up to the operators
to grasp the opportunity. The major
potential market is among the currently
uninsured, but at the moment takaful
companies are concentrating their efforts on
winning existing business away from
conventional companies. This limited
growth is also affecting retakaful.
You have mentioned that the limited size of
the market poses an obstacle to growth, but
did you experience any other obstacles to
growth in the early years and are there any
other factors that are slowing progress in
the current market?
We face many challenges. Many of the
problems that we face come from the
conventional insurance industry. The people
coming into the takaful and retakaful
markets from the conventional sector bring
their views of how to do business with them
and it will take some time to change their
mindsets; we need to re-educate them. The
shortage of people experienced in takaful is
a problem across the whole MENA (Middle
East and North Africa) region. Indeed,
many of the people coming from the
conventional sector are not even Muslim.
We need to teach them that the whole spirit
of takaful is different from conventional
insurance.

On the back of these successes by 2005
takaful companies had begun to open in
countries such as Kuwait and the United
Arab Emirates, but the timing was not
good. Before they had a chance to become
established, the global financial crisis hit
and this has slowed their progress. The
investors who had been looking to invest
their profits were hit by the real estate crash
and falling stock markets. As a result there
are a number of takaful companies that are
really struggling; they have failed to
generate adequate profits and to gain
market share.

If you work for a takaful company you have
to set an example in terms of transparency.
Unfortunately this has not always been the
case. We have to be both transparent and
Shari’ah-compliant in all of our actions.

Retakaful is a relatively recent development,
post 2001, but there are now 15 fullyfledged retakaful companies in the market,

Market growth is another issue. Takaful,
especially in the Middle East, is relatively
new; we need to work hand in hand with
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governments to develop the market and to
overcome the reluctance of local
populations to buy takaful policies. Another
challenge is that investment is relatively
limited when compared to the conventional
sector.
On the positive side, takaful is now
considered to be a serious player in the
insurance market and that is evidenced by
the number of conventional insurance
companies entering the market. This was
not always the case.
My main concern, however, is the lack of
differentiation between takaful and
conventional insurance and this comes back
to the mindset of people in the takaful
industry. I often use the analogy of organic
food and ordinary food. If, as an organic
producer, you do not take all the necessary
steps to guarantee food is organic, and
indeed be seen to do that, then people will
not trust you. It is the same for the takaful
industry, we have to be, and be seen to
be, really strict in terms of Shari’ah
compliance.

similar in other oil-producing countries such
as the UAE and Qatar.
In addition, there is a rise in the number of
middle-class households in these countries
and these households have insurance needs,
for example car, home and medical
insurance. I think this demand will continue
to expand and that the takaful share of the
total insurance market in the Arab world
will increase, not least because the Arab
Spring means that we have governments
across the MENA region that are trying to

enforce Islamic financial regulations. This
was not the case two years ago – takaful
companies were struggling; it was even
forbidden to talk about takaful and Islamic
finance in some countries such as Tunisia.
I do not think a forecast of 15–16% growth
is over optimistic; I am being realistic. Having
said that, it will only grow if it is
differentiated from conventional insurance, if
it is professional and transparent, if corporate
governance is strong and if people working in
the industry have the right mindset.

Chakib Abouzaid is the founder and Chief Executive Officer of UAE-based Takaful Re, and
previously was General Manager, Middle East of Best Re. He has spent more than 20 years
in the insurance and reinsurance industry and his experience extends across markets in the
Middle East and Africa.

What do you think is the growth potential
for the retakaful market in the next 10 years
and beyond that?
There are three components to the Islamic
insurance industry – takaful, the Saudi
Arabian cooperative system and the Iranian
market, which is not purely takaful, but
Iran is a Muslim country and Shari’ah is a
cornerstone of their system, so we include it
in the Islamic insurance industry. Today the
industry, including all of these components,
is worth about $12 billion US. Growth in
the past five years has been in the region of
18–20%, but I do not think that level of
growth will continue. If, however, we
assume a minimum 10–12% growth, I think
the industry will double in size in less than
seven years. I am optimistic, however, that
growth will be somewhat higher than that,
say 15%, mainly because market
penetration is currently running at quite a
low level. For example, in Saudi Arabia
market penetration is about 1% and I think
it will be possible to achieve 5% penetration
within 10–15 years to some extent boosted
by government spending. The situation is
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Financial Inclusion: The Islamic Finance Perspective
By: Zamir Iqbal and Abbas Mirakhor
Background
There is evidence suggesting that financial
development and improved access to
finance, also referred to as financial
inclusion in a country, is likely not only to
accelerate economic growth, but also to
reduce income inequality and poverty.
Enhancing the access to and the quality of
basic financial services such as the
availability of credit, mobilisation of
savings, insurance and risk management can
facilitate sustainable growth and

Challenges with the Conventional
Approach to Financial Inclusion
The experience with micro credit or
micro finance has been mixed as there
is a growing consensus that
expectations were too high and there
are serious challenges in achieving a
sustainable impact on poverty
alleviation. The key challenges facing
the microfinance industry are
summarised below:
High Interest Rates – Conventional
microfinance institutions are often
criticised for charging very high interest
rates on the loans to poor. These high
rates are justified on the basis of high
transaction costs and a high risk
premium. This, however, imposes
undue pressure on the recipient to
engage in activities that produce
returns higher than the cost of funding,
which may not be possible in many
cases.

productivity, especially for small and
medium-scale enterprises. Despite its
essential role in the progress of efficiency
and equality in a society, 2.7 billion people
(70% of the adult population) in emerging
markets still have no access to basic
financial services (Demirguc-Kunt and
Honohan, 2007) and a great part of the
them come from countries with
predominantly Muslim population. In
conventional finance, financial access is
especially an issue for the poorer members
of society including potential or would be

Not every poor borrower is a microentrepreneur – Merely making the capital
accessible to the poor is not the solution
without realising that not every poor
borrower or recipient of micro credit has
the skill set or the basic business sense to
become an entrepreneur.
Diversion of funds – There are chances that
the funds will be diverted to non-productive
activities such as personal consumption. In
some cases, micro credit may lead the poor
into a circular debt situation, where
borrowing from one micro lender is used
to pay off the borrowings from another
lender.
Large scale fund mobilisation – While some
microfinance institutions (MFIs) have had a
significant impact on poverty, others have
been less successful, making it difficult
because MFIs generally cannot mobilise
funds on a large scale and pool risks over
very large areas in the way that more
traditional, formal financial institutions can.

entrepreneurs. They are commonly referred
to as ‘non-banked’ or ‘non-bankable’ and,
in the case of potential entrepreneurs, they
invariably lack adequate collateral to access
conventional debt financing.
Conventional finance has developed
mechanisms such as micro-finance, smallmedium-enterprises (SME) and microinsurance to enhance financial inclusion.
Conventional techniques have been partially
successful in enhancing access, but are not
without their challenges.

Product Design – The financial needs of
poor households may require different
product features with alternative
payment and delivery structures to
typical debt-based lending to micro
borrowers
Absence of private sector participation –
As mentioned above, due to limited
supply, coverage, products sets and
funding by the informal, semi-formal
and non-commercial sectors, the
effectiveness of MFIs is often
compromised.
Recent evidence from three
randomised impact evaluations
suggests that while increasing access
to credit does not produce the kind of
dramatic transformations expected by
earlier literature, it does appear to have
some important, although more modest,
outcomes.

In practical terms, the Qur’an makes clear that creating a balanced society that avoids extremes
of wealth and poverty, a society in which all understand that wealth is a blessing provided by the
Creator for the sole purpose of supporting the lives of all of mankind, is desirable.
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This article provides Islam’s perspective on
financial inclusion and argues that the core
principles of Islam lay great emphasis on
social justice, inclusion and the sharing of
resources between the haves and the have
nots. Islamic finance addresses the issue of
financial inclusion from two directions –
one through promoting risk-sharing
contracts, which provide a viable alternative
to conventional debt-based financing and
the other through specific instruments of
redistribution of wealth among society. Both
risk-sharing financing instruments and
redistributive instruments complement each
other to offer a comprehensive approach to
enhance financial inclusion, eradicate
poverty and build a healthy and vibrant
economy.
What is Financial Inclusion and Why is it
Important?
Understanding the linkage between financial
inclusion and economic development is
important. There is voluminous literature in
economics and finance on the contributions
of finance to economic growth and
development. The main reason why
‘finance’ or ‘financial inclusion’ or ‘access to
finance’ matters is that financial
development and intermediation has been
shown empirically to be a key driver of
economic growth and development.
Development economists suggest that the
lack of access to finance for the poor deters
key decisions regarding human and physical
capital accumulation. For example, in an
imperfect financial market, poor people may
find themselves in the ‘poverty trap’, as they
cannot save in harvest time or borrow to
survive starvation. Similarly, without
predictable future cash flow, the poor in
developing countries are also incapable of
borrowing against future income to invest in
education or healthcare for their children.
Modern development theories analysing the
evolution of growth, relative income
inequalities and economic development
offer two tracks of thinking. One track cites
imbalances in redistribution of wealth and
income in the economy as an impediment to
growth while the other track identifies
imperfections in financial markets as the key



obstacle (Demirguc-Kunt and Honohan,
2007). Proponents of the redistribution of
wealth argument claim that redistribution
can foster growth. A focus on redistributive
public policies such as land or education
reform, saving or fertility changes can lead
to a reduction in income inequalities and
poverty.
The other school of thought attributes
market failure and imperfect information
leading to financial market frictions as the
obstacle to growth (Stiglitz and Weiss,
1981). Financial market frictions can be
the critical mechanism for generating
persistent income inequality or poverty
traps. Financial market imperfections,
such as information asymmetries and
transactions costs, are likely to be
especially binding on the talented poor
and the micro and small enterprises that
lack collateral, credit histories and
connections, thus limiting their
opportunities and leading to persistent
inequality and slower growth.
The Concept of Financial Inclusion in Islam
Economic development and growth, along
with social justice, are the foundational
elements of an Islamic economic system. All
members of an Islamic society must be given
the same opportunities to advance
themselves; in other words, there is a
requirement for a level playing field,
including access to the natural resources
provided by Allah (swt). For those for
whom there is no work and for those that
cannot work (including the handicapped),
society must afford the minimum
requirements for a dignified life by
providing shelter, food, healthcare and
education. Islam explicitly emphasises
financial inclusion, but two distinct features
of Islamic finance – the notions of risksharing and redistribution of wealth –
differentiate its path of development
significantly from the conventional financial
model.
Islam ordains risk sharing in three main
ways:
• contracts of exchange and risk-sharing
instruments in the financial sector;

• redistributive risk-sharing instruments
through which the economically more
able segment of society share the risks
facing the less able segment of the
population;
• the inheritance rules specified in the
Qur’an through which the wealth of a
person at the time of passing is
distributed among present and future
generations of inheritors.
The Islamic system advocates risk sharing in
financial transactions. A financial system
based on risk sharing offers various
advantages over the conventional system
based on risk shifting. Use of risk-sharing
instruments could encourage investors into
sectors such as micro, small and medium
enterprises (MSME), which are perceived
as high risk sectors. Given an enabling
environment, investors with matching risk
appetite will be attracted to providing
capital for these sectors. This argument can
be supported by the growing market for
private equity. With increased availability
of funds for these sectors, one could expect
an increase in financial inclusion in the
system.
As will be argued here, the second set of
instruments meant for redistribution are
used to redeem the rights of the less able in
the income and wealth of the more able.
Contrary to common belief, these are not
instruments of charity, altruism or
beneficence, but instruments of redemption
of rights and repayment of obligations.
In practical terms, the Qur’an makes clear
that creating a balanced society that avoids
extremes of wealth and poverty, a society in
which all understand that wealth is a
blessing provided by the Creator for the sole
purpose of supporting the lives of all of
mankind, is desirable. The Islamic view
holds that it is not possible to have many
wealthy people who continue to focus all
their efforts on accumulating wealth while
simultaneously creating a mass of the
economically deprived and destitute. The
rich consume opulently while the poor
suffer from deprivation, because their rights
in the wealth of the rich and powerful is not
redeemed. To avoid this, Islam prohibits
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wealth concentration, imposes limits on
consumption through its rules prohibiting
overspending (israf), waste (itlaf),
ostentatious and opulent spending (itraf). It
then ordains that the net surplus, after
moderate spending necessary to maintain
modest living standards, must be returned
to those members of society who, for a
variety of reasons, are unable to work or
because the resources they could have used
to produce income and wealth were utilised
by the more able.
The Qur’an considers the more able to be
trustees/agents in using resources on behalf
of the less able. In this view, property is not
a means of exclusion but inclusion in which
the rights of the less able in the income and
wealth of the more able are redeemed. The
result would be a balanced economy
without extremes of wealth and poverty.
The operational mechanism for redeeming
the right of the less able in the income and
wealth of the more able are the network of
mandatory and voluntary payments such as
zakat (2.5% on wealth), khums (20% of
income), and payments referred to as
sadaqat.
The most important economic institution
that translates the objective of achieving
social justice in Islam into fact is that of the
distribution/redistribution rule of the
Islamic economic paradigm. Distribution
takes place post production and sale, when
all the elements of the production process
are given what is due to them,
commensurate with their contribution to
production, exchange and the sale of goods
and services. Redistribution refers to the
post-distribution phase when the charges
due to the less able are levied. These
expenditures are essentially repatriation and
redemption of the rights of others in one’s
income and wealth. Redeeming these rights
is a manifestation of belief in the Oneness of
the Creator and its corollary, the unity of
the creation in general and of mankind in
particular. It is the recognition and
affirmation that Allah (swt.) has created the
resources for all of mankind who must have
unhindered access to them. Even the
abilities that make access to resources
possible are due to the Creator. This would
mean that those who are less able or unable
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to use these resources are partners of the
more able.
Government as the Risk Manager and
Promoter of Risk Sharing
It could well be argued that in
contemporary societies, risk management is
the central role of government and
therefore, government is the ultimate risk
manager in a society. In most economies,
governments play a major role in bearing
risk on behalf of their citizens. For example,
governments provided social safety nets and
insurance for a variety of financial
transactions. The history of government's
role in the economy spans more than a
century as economists have attempted to
justify the role as being necessitated by the
divergence between public and private
interests. Some six decades ago Arrow and
Debreu (1954) focused on finding the
precise conditions under which public and
private interests would converge as
envisioned in Adam Smith's invisible-hand
conjecture. The result was an elegant proof
that competitive markets would indeed have
a stable equilibrium provided some stringent
conditions were met. It was clear, however,
that even under the best of actual
conditions, markets did not perform as
envisioned either by Smith or ArrowDebreu. Consideration of the violations of
the underlying conditions spawned a
voluminous body of literature on the theory
and empirics of market failure. This concept
became the starting point for the analytic
reasoning that justifies government's
intervention in the economy to protect the
public interest (Stiglitz, 1993).
The reason that contemporary societies
implement social safety nets, such as social
security, health care and public
unemployment insurance programmes, is
that individual households face substantial
risk over their life span such as mortality
risk, wage and other income-related risks
and health risks. Since private insurance
markets do not provide perfect insurance
against all risks, there is said to be a market
failure and government intervention is called
for to correct it. What has become clear in
the wake of the global financial crisis is that,
even in the most advanced industrial

economies, existing social safety nets have
become incapable of coping with the adverse
consequences of the crisis. Not only has the
crisis shaken the previous level of confidence
in markets, nearly all analyses of its causes
attribute it to market failure in one
dimension or another. This has intensified
calls for government interventions to counter
the adverse effects of the crisis on income
and employment, to strengthen social safety
nets and to reform the financial sector. The
most important lesson of the crisis has been
that people in general carry too large a risk
of exposure to the massive shocks
originating in events that are beyond their
influence and control. Attention has,
therefore, been focused on ways and means
of expanding collective risk sharing.
To date it has been assumed that
government interventions in the form of
activities such as providing social safety
nets, public goods and deposit insurance,
were solely for the purpose of addressing
various kinds of market failure. While this is
a crucial justification for intervention, there
is an important dimension of government's
role that has not attracted much attention.
Much of the activity in the provision of
social safety nets, from a minimal amount in
some countries to substantial amounts in
welfare states, is also about collective risk
sharing. This dimension has been
particularly neglected in the analysis of
government provision of social insurance
and services in which the sole focus has
been on the issue of the trade off between
equity and efficiency; the issue at the heart
of the state vs. market debates.
Concluding Remarks
Risk sharing serves one of the most
important desiderata of Islam: the unity of
mankind. Islam is a rules based system in
which a network of prescribed rules governs
the socio-economic-political life of society.
Compliance with these rules renders the
society a union of mutual support by
requiring humans to share the risks of life.
Risk sharing intensifies human interaction.
The dazing pace of financial innovations
over several decades prior to the crisis
created opportunities and instruments for
risk shifting – where risks were shifted to
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investors, borrowers, depositors and,
ultimately, to taxpayers – rather than risk
sharing. The financial sector became
increasingly decoupled from the real sector
with the growth of the former outpacing
that of the latter by double-digit multiples
(Epstein, 20067; Mirakhor, 2010; Menkoff
and Tolksorf, 2001).
Instruments of Islamic finance allow risk
sharing and risk diversification through
which individuals can mitigate their
idiosyncratic risks. On the other hand,
mandated levies, such as zakat, are means
through which the idiosyncratic risks of the
poor are shared by the rich as an act of
redemption of the former's property rights in
the income and wealth of the latter. Other
recommended levies, beyond those mandated,
such as sadaqat and qardh hassan, also play
the same role. They help reduce the poor's
income/consumption correlation. In other
words, the poor are not forced to rely on
their low level income (or no income at all) to
maintain a decent level of subsistence living
for them and their families. It is possible that
at some point in time even these levies can be
codified, becoming instruments to be
included in the full spectrum Islamic finance
menu of instruments for risk sharing. In the
event, Islamic finance becomes a risk
manager for society.
Its instruments of risk sharing will help
blunt the impact of economic shocks,
disappointments and suffering on
individuals by dispersing their effects among
a large number of people. It will have
instruments of finance available for all
classes of people to allow them to reduce
their idiosyncratic risks and smooth their
consumption. It will ensure that innovators,
entrepreneurs, small and medium size firms
have access to financial resources without
the need to take all risks on themselves or,
alternatively, abandon productive projects
altogether. It will have instruments of
insurance that not only provide protection
against health and accident risks, but also
insure against risks to livelihood and home
values to protect people's long-term income
and livelihood. Such a full-spectrum Islamic
finance can then truly be said to have
‘democratised finance’ without transferring
the risks of any venture to a particular class


or to the whole society. This would be in
sharp contrast to the results of the
‘democratisation of finance’ project, which
led to the recent global crisis in the
conventional financial system in which the
risks of financial innovations were shifted
away from financiers. The consequence was
that while the gains of this ‘democratization
of finance’ project were privatised, its pain
was socialised (Sheng, 2009).
Given the rules governing property rights,
work, production, exchange, markets,
distribution and redistribution, it is
reasonable to conclude that in an Islamic
society, a rule-complying and Allahconscious society, absolute poverty could
not exist. It can be argued that there is no
topic more emphasised in Islam than
poverty and the responsibility of individuals
and society to eradicate it. The Prophet said
that poverty is near disbelief and that
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poverty is worse than murder. It is almost
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comply with the Shari’ah.
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Awqaf Funds: A Tool to Enhance the Performance
of the Lower-Income Muslims
By: Shabana M. Hasan
The Development of Islamic Finance
The recent religious revival amongst
Muslims has triggered a movement towards
the implementation of Islamic principles in
finance. This in turn has led to the recent
phenomenon of the development of Islamic
finance. In addition to the growth of wholly
Islamic financial institutions (IFIs), the
enactment of banking acts in many
countries has allowed for the set up of
special branches or windows based on
Shari’ah law within conventional banks,
who have been keen to jump on the
bandwagon. These include global banks,
such as Standard Chartered Bank, HSBC
and Citibank, all of which have
implemented a dual banking system within
their operations.
Islamic Finance – A Barrier for Small
Businesses
Despite their resounding success in many
parts of the world, however, IFIs are still
very reluctant to endorse a wide-scale shift
towards Islamic entrepreneurship through
mechanisms such as micro-finance. It is
widely accepted that the equitable
distribution of income and maximising
socio-economic benefits are the primary
goals of Islam. Unfortunately, however, the
institutionalisation of Islamic savings is a
barrier, which relatively small businesses in
particular find difficult to surmount.
Notably, IFIs tend to focus on ostentatious
projects where the process of empowering
small businesses to become economically
viable is not a part of the equation. This is
counterproductive; economic development
is hampered, given that resources do not
flow naturally into areas where growth is
relatively low. Accordingly, it is imperative
that key Islamic goals are embedded into an
Islamic financial system. In particular, it is
vital for Islamic savings to flow into areas of
 

low growth in order to ensure that,
ultimately, economic growth is distributed
both widely and fairly. This suggests that
what is needed is a socially-responsible
finance model with a strong Islamic
foundation of brotherhood to fill up the gap
in this area.
Possible Channels for the Small Business
Sector – Awqaf
One of the main possible channels for
Islamic savings is the small business sector,
through which humanitarian, social and
developmental objectives can be addressed.
There are diverse institutions and
arrangements that Islam has fundamentally
encouraged, which redistribute income and
wealth to meet the basic needs of all in
society. One such key institution is waqf. A
waqf-based model, which is based on the
concepts of solidarity and brotherhood, can
successfully address the social gaps created
by IFIs. The contribution of awqaf (plural
of waqf) in Muslim societies of the past has
been significant, as is evident from the size
of such institutions. For example, the first
land survey conducted in Egypt during
Muhammad Ali’s rule (1805–48), reports
that 600,000 out of a total of 2.5 million
feddan (acres of cultivable) land were
awqaf.
Presently, there are three types of waqf
being administered – the family waqf, the
charitable waqf, and a combination of the
two. A reduction in the disparity gap
between the rich and the poor can be
achieved through the proceeds from the
second and third types of waqf. These forms
of waqf fall under the category of awqaf
institutions, which are considered to be
philanthropic. Moreover, in the
macroeconomic framework, the possibilities
of using this type of waqf will be broader
than zakah as, unlike the latter, the

beneficiaries of waqf funds are not limited
to specific categories of people.
In order to determine which awqaf
institutions can be used for the mitigation of
poverty, it will first be necessary to identify
and distinguish between the religious and
philanthropic awqaf institutions. Examples
of religious awqaf institutions are those in
which assets are used in relation to
mosques, madrasahs (religious schools) and
Muslim cemeteries, while examples of
philanthropic awqaf institutions are those
where the assets or properties are used or
otherwise given away for the use of a
defined group of beneficiaries, such as
family members or the general community.
This is further illustrated in the table below.
Table: Religious vs. Philanthropic Awqaf
Type/Beneficiaries Religious Philanthropic
Family
General Public

A
C

B
D

(Source: Ahmed, 2004:73)
For the purpose of poverty alleviation and
providing opportunities to lower income
groups of Muslims, the only type of waqf
that is relevant is D. This type of waqf
income will benefit the poor directly and/or
indirectly.
A Model with Religiously-Permissible
Instruments
A model utilising religiously-permissible
instruments through the proceeds from
awqaf funds can play a prominent role in
alleviating poverty and creating
opportunities to poorer Muslims. The
model through which the necessary social
and physical infrastructure can be
constructed is founded on Islamic principles
with no collateral required. The proposed
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model rests on
the following
twin objectives –
a social
commitment to
providing
opportunities for
lower-income
Muslims and
profit-orientated
activity based on
Islamic
principles. With
this model, it is
hoped that the
finance sector
can play a
socially beneficial
role in society
and that
profitability will
ensure a
sustained
acceptance of the
model. Further it
meets the dual
objectives that
Islamic
enterprises
should seek to
make profits and
fulfil their
charitable
obligations. The
proposed waqfbased model is further illustrated in the
figure.
The proposed waqf-based model is a nonfinancial institution; it is merely a society
established to promote the economic
interests of members of Muslim society who
cannot otherwise be reached by the existing
banks or financial institutions. It is intended
to be established as a collective religious
obligation (fard kifayah) on the larger
community (ummah). The establishment of
such co-operatives will subsequently lead to
income growth, poverty alleviation, selfemployment, asset ownership and a more
active participation of poorer Muslims in
the labour force. The proposed model will
also lead to substantial economic
development for lower-income Muslim
entrepreneurs and is also considered to be in


social equity. This has consequently led to the
proposal for the development of a waqfbased model as illustrated above. Notably,
however, if the proposed model is accepted
and implemented, it is believed that this
would help to renew the confidence of the
community and further confirm the
importance of the waqf institution as an
important tool for poverty alleviation.
Ultimately, it is hoped that this proposed
model will combat unfavourable economic
discrimination and alleviate the poverty
currently endemic in major sections of society
throughout the world, whilst simultaneously
benefitting the countries as a whole by
providing a robust and just defence against
the instability and upheavals in the credit
market.
The views and opinions expressed in this
article are those of the author and do not
necessarily reflect the official policy or
position of ISRA and should not be
attributed to it.

accordance with the tenets of the Islamic
religion.

Shabana M. Hasan joined ISRA as a
researcher in December 2010. Prior to that,
she had just completed an MSc in Islamic
finance (with distinction) from the
University of Durham, United Kingdom.
She also holds a Diploma in Accounting &
Finance from the Temasek Polytechnic
Singapore followed by a Bachelor of
Economics (Hons) from the International
Islamic University of Malaysia (IIUM), with
a specialisation in Islamic Economics.

Concluding Remarks
The reforms and restructuring of banking
regulations in many parts of the world have
better positioned countries to assist in the
growth of Islamic finance. This is likely to
generate many future prospects for the
establishment of small-scale businesses, which
are founded upon Qur’anic principles and
which themselves are likely to demonstrate
the practical application of Islamic
techniques. The establishment of small-scale
businesses by poor Muslims, however, cannot
be achieved by the IFIs alone, especially in
light of the current debate that suggests the
IFIs, beyond a very narrow role, do not meet
the requirements for distributive justice and
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ANALYSIS

The Case for Islamic Asset Management
Datuk Noripah Kamso, Chief Executive, CIMB Principal Islamic Asset Management
Background
There has been criticism of Islamic
investment in the past on the grounds that it
is only for Muslims; that it is complicated;
that it can be costly and that the screening
of equities for Shari’ah compliance mean it
is restrictive and liable to perform less well
than conventional asset management.
Throw in the beliefs that there is a shortage
of skilled Islamic investment professionals;
that Islamic investment products are less
liquid than their conventional counterparts
and that there are no hedging facilities and
you end up with low investor confidence in
Islamic investment products.
According to Ms Noripah Kamso, Chief
Executive of CIMB Principal Islamic Asset
Management, these criticisms are myth
rather than reality and stem from lack of
education and awareness. The only major
difference between Islamic and conventional
investment products is the screening
process. She maintained that it is neither
complicated nor more expensive than
conventional products. Furthermore there
are scalable products in the market
internationally. For example, there are close
to 800 mutual funds internationally,
covering all asset classes and they include
sukuk, equity, balanced, Islamic money
market, private equity, property and even
hedge funds.

Eurozone sovereign debt crisis. Do the
volatile conditions represent an opportunity
or a real challenge? Ms Kamso believes that
it has, in fact, been a real opportunity for
Islamic investment. For example in the sixyear period to November 2011, if the
cumulative performance of the Dow Jones
Islamic and conventional indices are
compared, the Islamic index showed a
growth of 14.24%, while the conventional
index fell 2.3%.

In the three years since it started its Islamic
asset management operations CIMB
Principal has reached a total of $1 billion
assets under management. The customer base
is formed of largely institutional investors
such as South East Asian central banks and
pension funds. Investments are split fairly
equally between equities and sukuk.

The main reason for this performance
premium lies in the screening process and
particularly its financial element, which
tends to create a more stable portfolio of
investments, because it favours companies
with lower leverage and those where capital
is deployed productively. This effectively
creates a risk overlay at the portfolio level,
delivering both short and long-term returns,
which are more than comparable with
conventional investment portfolios.
Furthermore it meets the requirement for
investments to be both socially responsible
and ethical.

The industry has, however, reached
something of a plateau. Ms Kamso believes
that this is because asset managers have
concentrated too heavily on domestic funds;
she believes that there is a need to establish
global platforms that comply with
regulations set by bodies such as the EU
(European Union), opening up the market
beyond particular countries and Islamic
investors. CIMB, for example, have taken
steps to internationalise their operations
when, earlier in the year, they established the
first Malaysian-based international Islamic
funds platform domiciled in Dublin, Ireland.

The return on sukuk investments is also
comparable to investments in conventional
bonds. Sukuk investments are also asset
based with profits being used to reinvest in
productive economic activity and for the
benefit of society.

Equity Investments

Size and Potential of the Islamic Investment
Industry

On a long-term basis Ms Kamso said that
Islamic fund performance will beat
conventional performance. She commented
that in the last six years it has been very
difficult for asset managers to manage their
portfolios due to the level of market
volatility driven by inflationary fears, the
sub-prime mortgage scandal in the US, the
global financial meltdown, the bursting of
the Dubai property bubble, the tsunami in
Japan, the Arab Spring and finally the

The potential for retail and high-net-worth
investing is $400billion. On the institutional
side, there are pension funds, sovereign
wealth funds and central banks in Islamic
countries. If you take just the Abu Dhabi
Investment Authority, the Saudi Arabia
Monetary Authority and the Qatar
Investment Authority, these three combined
account for 30% of the assets under
management by global sovereign wealth
funds.

 

International Investment Capability and
CIMB Principal Islamic Asset Management

Datuk Noripah Kamso is the Chief
Executive of CIMB-Principal Islamic
Asset Management Sdn. Bhd. Previously
she served as the CEO of CIMBPrincipal. She has more than 23 years
experience in corporate credit and
lending and 9 years in the derivatives
broking business as CEO of CIMB
Futures Sdn. Bhd.

Datuk Noripah Kamso receives the
Asia 2012 Best Asset Management
House award from Lord Sheik
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IIBI WORKSHOP

4th Annual IIBI-ISRA International Thematic Workshop:
Legal Compliance versus Moral Responsibility in Islamic
Banking and Finance
After 40 years of development and experimentation, concerns have grown that
practitioners in Islamic financial services, including Shari’ah scholars, are accepting a
minimalist approach to supervision and self-regulation. Criticisms that Islamic finance
has failed to give appropriate consideration to the economic outcomes of transactions
and their financial implications for the wider society have persisted. A key factor in the
underdevelopment of such considerations has been the justification of current
practices through the notion of ‘compliance’ with Shari’ah. To address the perceived
conflict between what is legally compliant and what is desirable, IIBI and ISRA
organised the 4th Annual IIBI-ISRA International Thematic Workshop on the theme
Legal Compliance and Moral Responsibility.
The 4th Annual IIBI-ISRA
International Thematic
Workshop was hosted for the
second time by SNR Denton at
the London offices of their
international law practice on 10
September 2012. The thematic
workshop is an annual event
jointly organised by the Institute
of Islamic Banking and Insurance
(IIBI) and the International
Shari’ah Research Academy for
Islamic Finance (ISRA).
This year’s workshop,
concentrating on the theme,
‘Legal Compliance versus Moral
Responsibility in Islamic
Banking and Finance’ was a
continuation of the theme
discussed in the 2011 workshop
on ‘Form over Substance in
Islamic Finance’. The workshop
was attended by a number of
bankers, lawyers, regulators,
executive officers of financial
institutions, Shari’ah advisors
and academicians from around
the world, including the USA,
UK, Italy, Malta, Libya,

Gambia, Burkina Faso, UAE,
Bahrain, Malaysia and
Indonesia.
The workshop involved three
panel discussions on ‘Moral
Failures in Banking and
Finance’; ‘Product Development
and Shari’ah Governance’ and
‘Best Practice for Shari’ah
Audit’. A fourth panel session
discussed the way forward for
the Islamic finance industry and
debated recommendations for
standard setting bodies.
In light of the important nature
of the theme of the workshop, a
consultation paper was prepared
by IIBI and ISRA and distributed
to the speakers prior to the
workshop for the purpose of
outlining the important areas for
discussion throughout the day.
Included as part of this
consultation paper was a draft
Moral Code of Conduct – a
voluntary code for practitioners
in Islamic financial services
specifying their commitment



toward conducting themselves in
a manner befitting a moral
attitude in line with the principles
of the Islamic tradition.
Welcome Address
Mr Rahim Ali, Researcher, IIBI,
opened the workshop by
reflecting upon the significance
of the IIBI-ISRA International
Thematic Workshop as an
annual platform that has
successfully brought together
senior experts from Islamic
finance and industry
stakeholders from around the
World to engage comfortably in
discussion on pressing matters in
the Islamic finance industry. He
also highlighted the ability of the
workshop to be able to generate
open debate on sensitive issues,
such as Form over Substance in
2011 and Legality against
Morality in 2012, as important
for the healthy development of
the industry.

Asaria CBE, Associate, Afkar
Consulting, praised IIBI for its
role in thought leadership. Mr
Asaria reminded participants
that the founding principle of
the Institute was to develop a
centre of excellence in Islamic
finance that would be able to
respond to the needs and
challenges of the industry. In
relation to the workshop itself,
he reminded them that the first
and perhaps most important
work of Adam Smith – regarded

Mr Iqbal Asaria

Delivering the welcome address
on behalf of IIBI, Mr Iqbal
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by many as the father of modern
economics – was the Theory of
Moral Sentiments; therefore,
morality was at the centre of the
framework through which
banking, finance and economics
can flourish. In light of this, Mr
Asaria expressed his delight that
the theme selected for the 2012
workshop was both relevant
and appropriate for discussion
amongst Islamic finance
practitioners.
Mr Richard de Belder, Senior
Partner and Global Head of
Islamic Finance, SNR Denton,
then delivered the welcome
address on behalf of SNR
Denton. Mr de Belder
highlighted morality and
responsibility as a feature that
distinguished Islamic finance
from conventional approaches
to finance and banking. He
warned, however, that the
challenge of Islamic finance is to
develop methods that can meet
its ideals and, therefore, Islamic
finance practitioners should
reflect upon the direction that
the industry has taken since its
development in the 1970s and
assess whether Islamic finance is
moving closer toward its moral
goals.

Mr Richard de Belder
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Mr Alberto Brugnoni

The workshop began with two
keynote speakers; the first was
Mr Alberto Brugnoni, Founder
and Chairman of ASSAIF, Italy,
the oldest Islamic finance
consultancy in Europe that
provides strategic institutional
advice and concentrates on
projects that are spiritually and
economically beneficial to
society. The second keynote
address was delivered by Mr
Neil Miller, Global Head of
Islamic Finance, KPMG
Bahrain. Both have a long
history of involvement in
structuring Islamic finance
products.
Mr Alberto Brugnoni’s address
on ‘Moral Responsibility in
Finance – A Qur’anic
Perspective’ began with the
assertion that Islamic finance
has become more of a brand
and less of what the essence of
Islamic banking should be. He
pointed to the fact that the
financial obligations and
implications experienced by the
ordinary end users do not differ
much from conventional
practices.
He reminded the participants
that the moral obligations and
responsibilities in Islamic
finance find their sources and
their spiritual realities enshrined
in the Qur’an and Hadith and
that there was a need to fully
appreciate and give full credit to
a well-defined spiritual
framework when developing
financial products. He warned
that ‘to circumvent or ignore the
spiritual framework and to
mimic the conventional
environment is, in the long term,
a route to failure’.
Mr Brugnoni then turned to the
prohibition of riba which he



method of money creation in
which it continues to operate
under the fractional reserve
system.

Keynote Address

His keynote address ended with
the stark warning that, ‘Bending
the Islamic finance rules,
watering its values and de facto
replicating a guaranteed and
fixed environment to
accommodate the requirements
and expectations of the markets
and banks can only add
confusion to an already very
confused financial world. In the
end, it will spell the end of
Islamic finance.’
described as necessary to
preserve people’s rights and to
ensure the welfare of society.
After expanding on the
prohibition of riba, Mr
Brugnoni turned his focus to the
state of economic affairs. He
highlighted the economic
problem exposed by the current
financial crisis. He argued that
its origins lay in the reckless
creation and distribution of
credit, which was only made
possible by the fictional manner
in which money is brought into
existence. He argued that this is
the very essence of what God
has forbidden, i.e. riba, yet it is
pivotal to the way that the
banking and finance system
operates. He continued by
questioning the position of
Islamic banking on this matter.

The second keynote address was
delivered by Mr Neil Miller,
Global Head of Islamic Finance,
KPMG. He began by saying that
he had been deeply troubled by
the impact of the global
financial crisis and also
expressed concern at the fact
that Islamic banking had
suffered from financial
difficulties as a result.
Mr Miller elaborated on the
reasons why he believed that
Islamic financial institutions
were susceptible to the financial

Mr Neil Miller

Islamic economic theory, he
argued, is very clear on the
nature of money, its features
and how it should be created.
This involves the need for
money to possess an embedded
value, a linkage to the real
economy and the need for it to
be the product of effort and
work. In spite of this, he
contended, Islamic banking has
simply imitated the conventional
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crisis. Firstly, he argued, Islamic
finance practitioners benefited
from timing and luck rather
than skill or judgment, because
many Islamic financial
institutions were not established
before the new millennia
meaning that they were not
actively acquiring interests in
toxic assets at the height of their
proliferation and creation.
Secondly, as private equity
valuations and real estate prices
dropped, Islamic financial
institutions were over-exposed
to these asset classes. Finally, he
said that the governance and
risk management standards of
Islamic financial institutions
were not sufficiently strong and
robust.
In defence of Islamic finance
principles, Mr Miller affirmed
that ‘the applications of Islamic
economic principles offer a
credible alternative to
conventional finance provided
that they are properly
employed’. Mr Miller asked,
however, whether the Islamic
financial community is doing
enough to differentiate itself
from the conventional financial
community. He suggested that
Islamic finance has too closely
aligned itself with conventional
practices thus hampering the
development of original
ideas, which would otherwise
transform the industry and
help to achieve its higher
goals.
Nevertheless, he stressed that
‘there is a value proposition
embedded in the Islamic view of
economic behaviour of financial
intermediation that provides an
ethical platform by reference to
which financial and commercial
activities should be entered
into’. Mr Miller indicated that
individuals working in Islamic
financial services perhaps

require clearer guidance about
how they are expected to
behave. In light of this, he
continued by saying that the
senior management of Islamic
financial institutions should be
obliged to inculcate the ‘moral
realignment of the firm and
demonstrate its observance by
their own behaviour’.
Furthermore, he suggested that
the founding shareholders of
Islamic financial institutions
should embed within the
constitution of the company
‘purposes that define
shareholder value by reference
to criteria that might, but for
the embedded instruction,
expose the directors to claims
that they were not acting in the
best interests of the company’.
By doing so, he maintained,
directors can engage in activities
that have a social purpose even
if doing so is less financially
remunerative than other courses
of actions.
Session 1: Moral Failures in
Banking and Finance
The first panel session on
‘Moral Failures in Banking and
Finance’ was chaired by Mr Fazl
Syed, an international lawyer
involved in Islamic finance and
Chair of the Business and
Economics Committee, Muslim
Council of Britain. He opened
the session by stating that
immoral practices in
contemporary finance have
generated huge interest in
‘moralising international
finance’. Quoting a senior
Methodist Minister, he
continued by saying that ‘trust is
the basis upon which all decent
societies work and our trust
with practitioners of banking
and finance has broken and
therefore we are in a crisis of
trust’.



The first presentation was
delivered by Dr Muhammad
Syafii Antonio, Founder and
Rector, Tazkia Islamic
University College of Islamic
Economics, Indonesia, who
discussed the lessons to be learnt
by Islamic finance from
experiences with the financial
crisis. Dr Antonio began with
the fact that financial crises have
not been confined to 2008 and
the 1997–98 crisis in South-East
Asia as recent memory may
suggest. From 1907 to 2008
there have been 32 major
financial crises across the world.
He expressed the view that
Islamic finance must learn to
incorporate moral components
(akhlaq) and the objectives
(maqasid) of Shari’ah in order
to avoid a future crisis. As a first
priority, he argued that Islamic
finance must learn that moral
failures in finance and banking
can largely be attributed to the
financial targets imposed by
shareholders and management
that do not care for the interests
of society.
To enhance Islamic finance
practice, Dr Antonio suggested
that improvements can be made
to the governance framework of
Islamic financial institutions;
namely, Shari’ah Supervisory
Boards (SSB). He suggested that
where an individual has
representation on several SSBs,
it would be difficult for them to
be able to carry out their duties
comprehensively and ensure
each institution is successfully
catering to the principles of
Shari’ah. As a solution, he
supported the Malaysian and
Indonesian approach which
limits the maximum number of
representations on a SSB.
Mr Iqbal Asaria, Associate,
Afkar Consulting, then spoke on
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the subject of whether Islamic
finance can suffer the same
immoral practices and financial
crises witnessed in conventional
finance. Mr Asaria began his
discussion by introducing the
notion of alchemy – a process of
converting inferior materials to
gold. He argued convincingly
that finance developed its own
idea of alchemy, which was to
convert inferior sub-prime debt
into AAA-rated securities.
Mr Asaria then turned his
attention to whether Islamic
finance was involved in this
practice. He stated that the bulk
of Islamic finance is based on
murabaha and ijara
transactions, which in fact, are
the closest modes of finance to
conventional finance as they
share similar risk and return
characteristics and benchmarks
with conventional finance. He
argued that if this constitutes
over 80% of Islamic finance
business, then the Islamic
finance industry remains
susceptible to the same failures
as conventional finance.
In conclusion, Mr Asaria stated
that Islamic finance has the
same potential for moral failures
from which conventional
finance has suffered.
Furthermore, if Islamic finance
had been large enough at the
time, it would most likely have
suffered the same problems.
After learning about the
experiences of moral failures in
banking and financial crises,
Mr Joseph DiVanna, Managing
Director, Maris Strategies and
author of Understanding Islamic
Banking: The Value Proposition
that Transcends Cultures and
other books was asked to
explain the value proposition of
Islamic finance. Mr DiVanna
laid out his concept of a value
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The Panel on Moral Failures
in Banking and Finance

proposition as ‘a perceived value
in underlying value for money,
convenience and adherence to
principles and beliefs’. Islamic
finance, he argued, takes
underlying principles and puts
them into the context of modern
society.
He stressed the importance of
understanding the relativity of
the value proposition whereby
the value proposition is relative
to the community that is being
served. For example, he said
that while a $3 cup of coffee is
normal to a 25 year old banker
in New York, it is inconceivable
to a banker in Kenya where a
cup of coffee is expected to be
$0.20. The power of Islamic
finance, he argued, is the fact
that it is interpretive and its
value proposition can span a
multitude of moral compasses.
He continued by explaining that
society influences our value
proposition and our
interpretation of that value
proposition.
Mr DiVanna revisited the
concept of building trust in
banking and finance earlier


discussed by Mr Fazl Syed by
claiming that banks had known
how to build trust and act
morally for over a hundred
years. Unfortunately, during the
last 50 years the relationship
between banks and society has
deteriorated and the industry
has lost its moral compass.
Professor Habib Ahmed, Sharjah
Chair of Islamic Law and
Finance, Durham University UK,
delivered the final presentation
of the session with a discussion
on how ethics is defined in
Islamic finance. He began by
professing the opinion that a
contract is not automatically
ethical when it is given legal
validity. To support this view,
Professor Habib cited the
recognised concept of ‘Hukm
Taklifi’ in Shari’ah, which
involves a classification of acts
into five groups – Obligatory;
Recommended; Permissible;
Reprehensible and Prohibited.
The current practice of Islamic
finance, he argued, which
concentrates on that which is
prohibited is merely one
classification, whereas the ethics

lie within these other
classifications. He also argued
that when considering these
classifications, it is possible to
have an act this is both legal and
unethical. In order to define
what is ethical, he also turned to
the objectives (maqasid) of
Shari’ah, which is principally
based on enhancing welfare and
preventing harm. He asserted
that it is not possible to achieve
this when one only concentrates
on prohibitions from a legal
perspective.

The first speaker, Mr Asim
Khan, Managing Director, Dar
al-Istithmar, discussed the key
Shari’ah aspects that financial
institutions should consider
when developing Islamic
financial products. Mr Khan
argued that, from a Shari’ah
perspective, Islamic finance is
concerned with transactions
and not counterparties and
therefore, the participation of
conventional institutions in
the industry should be
welcomed.

An additional problem he
identified was that despite
Islamic finance managing to
implement a process for
screening transactions at the
contract level, there is little
consideration and effort being
put into the pre-contract and
post-contract stages. He argued
that pre contract issues (such as
the intention of the party) and
the post-transaction impact is
where the implications of harm
and welfare can be measured
and more accurately evaluated.

Regarding the Islamic product
development process, Mr Khan
asserted that there are three
fundamental areas that any
institution wishing to develop
an Islamic financial product
must consider. These include the
purpose of the transaction and
the structure’s compliance with
Shari’ah. It is also vital that the
legal documents capture the
purpose, economics and
structure that the Shari’ah
Supervisory Board has
approved.

Session 2: Product Development
and Shari’ah Governance

Stifling the development of
Islamic finance, however,
Mr Khan argued was the fact
that conventional institutions
often underestimate the
importance of a fatwa, i.e. legal
opinion. Mr Khan also noted
that conventional financial
institutions often fail to
recognise the pressing need for
ongoing monitoring of Islamic
financial products which ensure
continuing compliance with
Shari’ah. Conventional
institutions are often unaware of
this because such monitoring
does not usually take place
with conventional financial
products.

Mr Richard de Belder, Senior
Partner and Global Head of
Islamic Finance, SNR Denton,
was chair of the second session
on Product Development and
Shari’ah Governance. He
highlighted the consensus
amongst Islamic finance
practitioners that there exists a
need to find solutions that work
commercially while remaining
just for all the parties involved.
He underlined this with the
passage of the Qur’an
‘…Deal not unjustly, and ye
shall not be dealt with
unjustly…’ which he highlighted
as a fundamental basis upon
which Islamic finance should
operate.

Following Mr Khan’s discussion
on product development, Dr
Marjan Muhammad,





NEWHORIZON Dhu Al Qaddah 1433 – Muharram 1434

Researcher, ISRA, presented the
Malaysian approach to Shari’ah
governance. Dr Marjan began
by explaining that Malaysia has
adopted a two-tier Shari’ah
governance infrastructure
involving a centralised Shari’ah
Advisory Council (SAC) at the
regulatory level and a second
tier constituting a Shari’ah
Committee (SC) for each Islamic
financial institution at the
organisational level.
Dr Marjan turned her attention
to the new Shari’ah Governance
Framework (SGF) that was
issued by the Central Bank of
Malaysia in 2010 and took
effect in January 2011. She
explained that there were four
foundations upon which the
SGF had been designed. Firstly,
increased oversight and
accountability has meant that
the Board of Directors are
responsible overall; while the
Shari’ah Committee are
accountable with respect to legal
opinions and the management
are accountable for providing
adequate support.

the Shari’ah Committee are
duty-bound to ensure that they
do not undermine SAC rulings.
Dr Marjan also introduced the
Association of Shari’ah Advisors
(ASAS), which was established
in 2012 with the objective of
inculcating and maintaining
public confidence and trust in
Islamic finance, particularly
with respect to Shari’ah
products and services.
The next speaker, Mufti Abdul
Kadir Barkatulla, an
independent Shari’ah Scholar,
insisted that the involvement of
Shari’ah scholars in Islamic
finance should not be confined
to product development, but
that they should have a critical
role in the setting up of an
Islamic financial institution.
This can involve, for example, a
screening of the entity’s articles
of association. He agreed with
Mr Neil Miller’s earlier
assertion that there is a need to
embed and incorporate the
medium and long-term

Secondly, emphasis on
independence means that the
Shari’ah Committee must be
recognised by the Board as an
independent body. The
guidelines also insist that any
requests for information by the
Shari’ah Committee are met and
restrictions are placed on the
appointment and removal of
members of the Shari’ah
Committee.

objectives of Islamic values right
from the outset.
He then turned to the issues of
governance in which he
highlighted that there is
currently no uniform model of
Shari’ah governance. He
suggested that it would be
difficult to develop an extensive
model of governance due to the
diversity in cultural, financial
and political situations across
the world and also because of
the shortage of experts in
Shari’ah. He welcomed,
however, the initiatives in the
Far East to develop
comprehensive models that may
be replicable elsewhere in the
future.
The next presentation by
Mr Michael McMillen, Partner,
Curtis, Prevost-Mallet, Colt &
Mosle LLP, one of the most
decorated lawyers specialising in
Islamic finance, discussed the
manner in which the application
of Shari’ah rulings can evolve

IIBI WORKSHOP

over time. His presentation
focused on the Dow Jones fatwa
which was issued in 1998 and
permitted a degree of activity
that was not Shari’ah compliant
after considering the nature of
the underlying circumstances.
This precedent set forth some
tests to determine the level of
impurity that would be
tolerated. Mr McMillen
stressed that the Dow Jones
fatwa was important because
it institutionalised these
tests.
The tests set forth in this fatwa
have taken on much broader
applications over time. For
example, the Dow Jones fatwa
was specifically interested in
indices, but the principles have
since been applied to
investments in all types of
transactions with extended
coverage to acquisitions,
investments and trade. He
explained that many of these
evolutionary changes developed
as a result of the issues that

The Panel on Product Development and
Shari’ah Governance

The third principle focuses on
competency whereby key
internal stakeholders are
required to undergo continuous
training. There is also a
performance assessment for the
Shari’ah Committee.
Finally, to increase consistency,
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were encountered in the process
of undertaking and completing
transactions.
Mr McMillen also expressed his
views about the standardisation
of documentation in Islamic
finance. He agreed with the
general view that there are many
positives that come with
standardisation; however, he
debated that the interests of the
poor, who have less bargaining
power, are too often given little
regard. He also stated that a
stumbling block to
standardisation is the fact that
all the risk allocations have to
be agreed upon, whereby all the
parties know what their risk
position is and agree on that
allocation of risk. Islamic
finance, in his opinion, is not
close to achieving this.
On the subject of Shari’ah
governance, Dr Murat Unal,
CEO, Funds@Work, also
contributed to the discussion by
recommending a number of
improvements to the existing
models of governance. Firstly,
similar to the approach adopted
in Malaysia, Dr Murat
suggested that there should be
an introduction at country level,
or ideally a global level, of a
register of scholars in which a
record is kept of who is joining
and/or leaving a supervisory
board in order to increase
transparency.
Dr Murat also shared empirical
research conducted by
Funds@Work, which shows that
almost 50% of all boards across
the world (around 1500+) have
Shari’ah Scholars who are also
involved in setting standards at
AAOIFI. Dr Murat raised the
question of whether it is
appropriate for scholars who sit
on the boards of financial
institutions to be the same as
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those who set standards and
govern the industry.
Another improvement aimed at
enhancing innovation through
the generation of new ideas,
whilst simultaneously
developing the next generation
of Shari’ah scholars, would be a
rule that each Shari’ah
Supervisory Board should have
a minimum of two young
scholars. This apprenticeship
model, he argued, would also
allow for better succession
planning and assist senior
scholars in passing their
knowledge to the next
generation.
Dr Murat was also of the view
that there should be a
separation of Shari’ah auditing
and consultancy/advisory. An
institution that advises on
Shari’ah-related matters, he
reasoned, should not at the
same time be the one that audits
Shari’ah compliance as this
might create potential conflicts
of interest.
Session 3: Best Practice for
Shari’ah Audit
Mr Warren Edwardes, CEO,
Delphi Risk Management,
opened the third session on Best
Practice for Shari’ah Audit with
a reminder of the importance of
intention in the Islamic
tradition. Upon discovering the
well-known prophetic tradition
which states, ‘Indeed all actions
are judged only by intention…’
a couple of years ago, he was
surprised that intention had not
been more widely discussed in
past Islamic finance gatherings.
He noted that this situation is
beginning to change.
Mr Khairul Nizam, Deputy
Secretary General, AAOIFI,
provided the first presentation

The Panel on Best Practice for Shari’ah Audit

with an overview of Shari’ah
audit standards promoted by
AAOIFI. He began by
explaining the distinction in
AAOIFI governance standards
between Shari’ah Review and
the Internal Shari’ah Review.
He explained that the Shari’ah
Review is conducted by (or on
behalf of) the SSB. The SSB has
to give an annual report on
whether the financial institution
has complied with Shari’ah.
This requires them to carry out
a review on the way the Islamic
bank conducts itself. On the
other hand, Internal Shari’ah
Review is a part of the internal
audit. Islamic banks are
required by the standards to
include an audit of Shari’ah
aspects as an additional
component of the usual internal
audit.
Mr Nizam then focussed on
external audit. According to
AAOIFI standards, the
responsibility of an external
auditor is to form an opinion on
whether the transactions of the

Islamic bank are in compliance
with the fatwa, rulings and
guidance issued by the Shari’ah
Board. He emphasised that the
external auditor is not there to
assess the competence of the
Shari’ah Board members; but
rather, the external auditors are
responsible for ensuring that the
fatwa issued by the Shari’ah
Board are followed and there is
a structure to support that. He
added that when an external
auditor audits an Islamic bank,
the auditor is expected to look
not only at the financial
performance, but to also look at
the operations in general.
Following Mr Nizam’s
presentation, Dr Asyraf Wajdi
Dusuki, Head of Research
Affairs, ISRA, discussed the
Shari’ah audit framework for
Islamic finance as practiced in
Malaysia. Dr Asyraf opened his
presentation by arguing that the
debates on ‘legal versus moral
responsibility’ or ‘Shari’ah
compliance versus Shari’ah
based’ would not be required if
the industry better understood





NEWHORIZON Dhu Al Qaddah 1433 – Muharram 1434

the Shari’ah compliance
framework.
Dr Asyraf argued that every
contract has its own nature and
purpose. For example, for a sale
contract to remain valid, it must
fulfil the sale objective which is
to transfer ownership. If the sale
contract is not for transferring
ownership, i.e. if the asset is
fictitious, if you transfer all the
risk to the other party, this
naturally creates legal problems.
He explained that in the process
of structuring products, a lot of
consideration is given to the exante process. He stressed,
however, that the ex-post
activity, which involves the
whole operation and execution
of the transaction, is equally
important.
Regarding audit, he explained
that the approach in Malaysia
differs to the approach adopted
by AAOIFI in that the
Malaysian approach
distinguishes between Shari’ah
audit and Shari’ah review with
both being classified under the
component of governance.
He clarified that Shari’ah audit
is meant for auditing and
ensuring that there is adherence
to compliance after a product
has been issued. Dr Asyraf
added that the most important
element in Shari’ah audit is to
identify the Shari’ah compliance
risks. Shari’ah audit was defined
as ‘a systematic process of
obtaining and evaluating
sufficient and reliable evidence
by a qualified and independent
Shari’ah auditor as a basis to
form an opinion as to whether
the operations and activities of
the entity being audited is in
compliance with established
Shari’ah criteria and reporting
the opinion thereon to the
stakeholders of the entity’.

By contrast, the Shari’ah review
process is understood in
Malaysia as a continuous
process and starts before any
discussions take place at the
Shari’ah committee level. It
involves a review of the product
structure and examines the
justifications for its approval.
Mr Mohammed Amin, Islamic
Finance Consultant and Former
Tax Partner and Head of Islamic
Finance, PwC, then addressed
the issue of whether
conventional auditors should
undertake Shari’ah audit. He
suggested that it is not
appropriate to rely on internal
Shari’ah expert employees as
they usually are not independent
from management. He thought
it appropriate, therefore, for
external auditors, such as
KPMG and PwC, to play a role.
He argued that, although such
institutions do not normally
possess expertise in Shari’ah,
they do, however, understand
banking and are experts in
assessing internal control, which
is the primary function of audit.
He expressed the view that
external auditors should carry
out Shari’ah audit on the basis
of detailed guidance from the
SSB. Mr Amin, however,
emphasised the point that the
only party that should report on
Shari’ah compliance to external
stakeholders should be the SSB.
In his view, external auditors
should not report on whether an
Islamic financial institution has
complied with Shari’ah, because
they are not experts on Shari’ah;
but rather, the external auditors
should report to the SSB after
having carried out an
investigation upon the SSB’s
request. Subsequently, the SSB
can issue its own opinion by
using the report compiled by the
external auditor.



The final presentation was
delivered by Dr Adnan Aziz,
CEO, Islamic Global
Distribution Platform, on the
topic of whether Shari’ah audit
could be improved to promote
the welfare objectives of
Shari’ah. He began by asking
whether Shari’ah audit is
sufficiently defined to
incorporate Maqasid al-Shari’ah
(i.e. objectives of the Shari’ah)
values, and whether the current
practice of Shari’ah audit
sufficiently pursues Maqasid alShari’ah in order to enhance the
welfare of society.
He argued that compliance with
the law constitutes the letter
of the law; whereas, the spirit of
the law is determined through
reasoning and that every law
has a purpose and reason. He
explained that the scholars of
Shari’ah widely agree that the
primary objective of Shari’ah is
to provide benefit to the
individual or society.
After examining the various
definitions of Shari’ah audit
provided by regulatory bodies,
he commented that there is no
mention of Maqasid al-Shari’ah
and that the main objective was
merely legal compliance. As a
consequence, the focus is on the
legal form alone and moral
responsibility has been
neglected.
Dr Aziz nevertheless
acknowledged that legal
compliance has always been
necessary, but he contended that
the industry is now sufficiently
mature to be able to introduce
parameters for evaluating
Maqasid al-Shari’ah. He also
expressed the opinion that
Shari’ah audit can be refined
further by having Maqasid
al-Shari’ah embodied within the
basis and framework of Shari’ah
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audit. He suggested, however,
that greater research is required
before all stakeholders will be
able to agree on a socially
conscious framework for moral
conduct.
Session 4: The Way Forward –
Developing a Framework for
Financial Transactions
The final session of the
workshop was chaired by Mr
Alberto Brugnoni who was
joined by panellists Mr Neil
Miller, Mr Michael McMillen,
Mr Khairul Nizam and ISRA
Executive Director, Dr
Mohamed Akram Laldin. The
panel discussion was focussed
on standards for the Islamic
finance industry relating to
product development, Shari’ah
governance, Shari’ah audit and
moral behaviour.
Mr Brugnoni proceeded by
asking questions, first to the
panellists and then to the
Workshop participants
collectively, on specific
recommendations for standardsetting bodies. Regarding
product development, the
panellists were asked whether
there should be screening
criteria that incorporate
Maqasid al-Shari’ah. Dr Akram
supported the idea by stating it
is a necessary requirement.
He did add, however, that it
may be difficult to identify the
peculiarities and priorities when
assessing Maqasid al-shari’ah
for each transaction. Mr Miller
contended that there appears to
be no scholarly agreement on
what the parameters of Maqasid
al-Shari’ah are. Mr McMillen
agreed. Mr Miller continued by
saying that, as a result, it would
be extremely difficult to legislate
in writing the ideas that describe
Maqasid al-Shari’ah. He also
argued that there is the risk that
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the industry would be
constrained if legal parameters
become too prescriptive. By
contrast, Mr Nizam gave his
support to the idea and said that
AAOIFI include this in their
standards.
The panel were then asked
whether Shari’ah Supervisory
Boards (SSB) should include
members who are experts in
areas other than Shari’ah, e.g.
accountants, economists and
bankers. Dr Akram declared his
support for this idea by stating
that screening processes can be
strengthened by including the
input of experts other than legal
jurists. Mr Miller and Mr
McMillen also agreed, but said
that care should be taken to
clarify their status within the
SSB and the financial institution.
Mr Nizam also agreed with the
inclusion of diverse
representation within SSBs,
although he added that the
majority of the SSB members
should be experts in Shari’ah
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and also that the legal rulings
should lie with these legal
jurists.
A third question focussed on
whether Shari’ah external audit
guidelines should be provided
by national regulators. Although
Dr Akram and Mr Miller
initially suggested that this may
be a good idea, Mr Mohammed
Amin commented from the
audience that there is no need
for such guidelines. He regarded
the ‘idea of creating more rules
as to how people should do
their jobs’ as ‘unnecessary’. Mr
Miller clarified his opinion by
saying that regulators should
ensure that external Shari’ah
audit is undertaken, rather than
regulators creating rules about
how external Shari’ah audit
should be conducted.
Finishing on the theme of the
workshop, moral responsibility,
the panel and attendees were
asked to consider the rationale
for adopting a Moral Code of

The Final Panel Debates Recommendations



Conduct in Islamic finance. Mr
Brugnoni asked the panellists
directly whether each would be
willing to make such a personal
declaration set out in the draft
on page 35; all panellists
accepted and agreed in
principle. Turning to those in
attendance, there was a strong
agreement by all.
From the audience, Ms Sahar
Ata, Lecturer, London School of
Business and Finance
commented, ‘This has been a
long time coming’. Mr Fazl Syed
also supported the initiative, but
recommended that after having
now agreed in principle, the next
step should be further
consultation. After adequate
consultation, he believed that it
would then be possible for the
industry to proceed and
implement the code. Mr Amin
commented that the text of the
code could be reduced and there
should eventually be a move
toward enforcement. For
example, if someone is found to

be violating the code, Islamic
financial institutions should
refuse to employ them, in the
same manner that doctors who
act in breach of the Hippocratic
Oath are struck off.
A Moral Code of Conduct for
Islamic Finance
As mentioned and discussed
during the workshop, the
Institute of Islamic Banking and
Insurance (IIBI) and the
International Shari’ah Research
Academy in Islamic Finance
Malaysia (ISRA) have drafted a
‘Moral Code of Conduct in
Islamic Finance’ based around a
behavioural code laying down
principles to be subscribed to by
the various stakeholders in
Islamic financial services. This
includes, in particular, the
leaders, senior managers and
Shari’ah advisors within the
industry.
The paper set out the rationale
for a moral code of conduct in
Islamic finance, particularly with
the background of mounting
criticism of moral failures in
banking. In financial services,
there are codes for professional
ethics, but it is uncommon for
there to be a moral code of
conduct for professionals that
defines their personal behaviour
and conduct. A moral code of
conduct is not, however, a novel
idea. In fact, one of the oldest is
the Hippocratic Oath framed
more than 2,500 years ago for
qualified physicians and still
adopted by doctors today
requiring them to act in the best
interests of their patients and
when unjust circumstances arise
they should strive to correct the
injustice causing harm to their
patients. The marriage vows are
another example that require the
parties to make a pledge to
remain faithful fulfilling
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obligations such as sharing,
generosity, honour and care for
each other. The proposal for a
Moral Code of Conduct in
Islamic finance by IIBI and
ISRA is to help develop a
similar movement in this
direction for the Islamic finance
industry.
Although it is commonly
assumed that the Shari’ah
framework of rules and
guidance is an adequate
safeguard against moral hazard
in the Islamic financial services
industry, it should also be
accepted that practitioners of
financial services are not
infallible. If this is accepted,
then there can be no
disagreement that there is a
need for limitations and
guidance, which can assist their
decision making, in a moral
sense, especially when such
decisions can harm and
endanger the lives and
properties of other people,
society and future generations.
In an industry the purpose of
which is to adhere to moral
traditions and seek the overall
Shari’ah objective of public
good over the selfish interests of
individuals, it has unfortunately
not been easy to identify
whether the various
stakeholders take personal
responsibility for understanding
Shari’ah rules and subscribing
toward establishing the Maqasid
al-Shari’ah (objectives of
Shari’ah) for the public good. By
choosing to accept and adopt
the Moral Code of Conduct, it
is hoped that it may enable
individuals to search their own
consciences and freely choose
between moral behaviour for a
better way of life aligned to the
interest of society as a whole
and immoral behaviour that has
the opposite result.
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The Islamic Bank of Britain and the Bank
of London and the Middle East face the
same commercial challenges as
conventional banks. In this analysis
Mohammed Amin reviews the published
accounts of the two organisations to see
how they have performed, in what ways
they are different from conventional banks
and focuses on areas where they need to
improve their competitiveness.
Background
Mohammed Amin opened his lecture by
saying that most people seem to have missed
the point that Islamic banks are banks.
Islamic banks have to succeed or fail as
banks and all banks have the same purpose
as any other business, which is to make
money. If a business does not make money it
has no justification for its existence. Banks
make money by charging fees for the
services they provide; by investing on their
own account in the hope that these
investments will produce an economic
return, i.e. principal investing and they
engage in transformation of credit risk and
maturity risk.
In credit risk transformation they take
money from customers for a very low rate of
return, because they are allegedly low risk
borrowers of money. They then lend that
money to other people who are allegedly
higher risk and charge those people higher
rates of interest and then they keep the
difference. That is what conventional banks
 

do, but it is also what Islamic banks do; the
only difference is that Islamic banks do it in
a Shari’ah-compliant way.
Banks also engage in maturity transformation.
Banks will take in money, which is repayable
very quickly and the interest payable on that
money is very low, currently less than 1%. If
the money is lent on a 10-year basis, the
current interbank rate is 3.5%. It might look
risky to take in money repayable on demand
and then lend it for 10 years, but provided
they manage the numbers right, they can
survive and make money doing it.
What Do IBB and BLME Banks Do?
The Islamic Bank of Britain’s (IBB) principal
activities note in their accounts says that
they are a retail bank; that they offer all
kinds of services including current accounts
and savings accounts; that they have
branches (which incidentally cost money)
and they have other channels – internet,
postal, telephone and agents.
The Bank of London and the Middle East
(BLME) is quite different. They describe
themselves as an independent wholesale bank
providing Shari’ah-compliant banking
services to businesses and individuals. It is
notable that the IBB say they provide services
to individuals and businesses, but with BLME
the word order is reversed; they say they
provide services to businesses and individuals.
That is quite significant, because most of
IBB’s customers are individuals and most of
BLME’s customers are businesses, with a
strong focus on Europe, the Middle East and
North Africa. BLME does not need to be here
as far as its customers are concerned. It is
operating internationally. The only reason
BLME is in London is because it is a good
place in terms of reputation; it is a great place
to buy professional services – lawyers,
accountants and actuaries, for example and it
is a great place to hire bankers. IBB has to be

here, because it is offering retail banking
services to ordinary UK residents, who do not
generally buy their banking services from
banks in France or Germany.
Who is in Charge?
IBB is the older of the two banks. From
2004 to 2006 Michael Hanlon was in
charge. They then had Gary Deegan for four
years. It then changed to Sultan Choudhury.
Whether you regard that as a high or low
degree of change is a matter of opinion.
Mr Amin said that personally he did regard
it as a high degree of change. At BLME,
from day one in 2006, the same person has
been in charge, Humphrey Percy.
The other key role at any bank is the
finance director or chief financial officer.
IBB started with no director in that role. It
does not mean they did not have a head of
finance. It is impossible to believe that the
Financial Services Authority (FSA) would
have licensed the bank without somebody
being responsible for the finances, but there
was no person at board level holding the
office of finance director. For two years they
then had Ashraf Piranie and then again
nobody, so again nobody at board level
responsible for the finances. BLME has had
one finance director all the way through
since 2006, Richard Williams.
Mr Amin said that from a personal point of
view he found it very strange that a person
responsible for finance at a bank is not a
board level position. It does not matter how
good that person is, if they are not around
the boardroom table, they will be regarded
as having lower status and they will be
listened to less.
The Balance Sheets Examined
There are two interesting statistics. The first
is total assets, everything that the bank
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owns. BLME is four times the size of IBB.
Second there are shareholder funds. IBB has
shareholder funds of £17 million, which is
not a lot of money for a bank; it is the
banking equivalent of running on a
shoestring. BLME has shareholder funds of
£239 million.
If the ratio of shareholder funds to total
assets is examined, at BLME it is almost
30%, while IBB it is 7.8%. What that tells
you is that IBB can afford to take far less risk
than BLME. When IBB acquires assets it has
to worry very seriously about those assets
falling in value. For example, if the value of
IBB’s assets of £217 million fell in value by
10%, that is £21 million, it would have
negative shareholder funds of £3 million. If,
however, BLME’s assets of £807 million fell
in value by 10%, that is £80 million. It
would be painful, but they would still have
positive shareholder funds. When you have
much higher equity in relation to total assets,
you can afford to take more risks.
The assets are funded partly by the
shareholder funds and the rest by other
liabilities. BLME gets its money almost
entirely from other financial institutions. It
goes into to the interbank market and
borrows money. It does not borrow interestbearing loans, because it is a Shari’ahcompliant bank, but it will engage in
Shari’ah-compliant transactions such as
wakala and commodity mudarabah. The
rest is funded by money from depositors,
not small amounts from low-wealth
individuals, but deposits of at least £25,000.
BLME’s business is asset driven.
IBB is different; it has next to nothing in the
interbank market. Its money comes from
customer deposits either non-profit-sharing
current accounts or proft-sharing accounts
based on mudarabah. In a retail bank, if
people put money into either a current or
savings account, the bank cannot turn them
away; it cannot stipulate minimum amounts
of deposits. IBB is driven by the fact that it
has these liabilities and it cannot control
them; if people put money into the bank,
liabilities increase. It then has to think about
what to do with the money when it comes
in, subject to the fact that it cannot take
much risk, because it has low equity.


If you look at BLME and its £174 million
with financial institutions, that is effectively
its liquidity buffer. Banks need cash they can
get hold of very quickly in case people want
their money back or because of some other
problem. IBB has a liquidity buffer of £144
million, which is more than it probably
wants.
The rest of BLME’s balance sheet, investment
securities and financings, are things that it
wants to have and it has matched these with
borrowings from the interbank market. The
situation is different for IBB. It cannot avoid
having £217 million of total assets, which is
money customers have chosen to put into
their accounts. It has managed to lend £61
million in home purchase plans and it has £7
million in commercial property finance, but
the rest has to go into the interbank market,
because it has to be very choosy about the
assets it acquires.
In summary 67% of BLME’s assets are
proper financing and the rest is in the
interbank market. In IBB’s case only £69
million (32%) is real financing that make
money, the rest has to go into the interbank
market. BLME has a 6.7% return on its
total assets, while the rate at IBB is 1.7%,
partly because IBB has lent a lower
proportion of assets and those assets are
lower-yielding assets. BLME’s assets are
riskier, but they do deliver a higher return.
BLME’s operating costs are much lower
proportionately than IBB’s. The reason is
that BLME has a lot more assets; it has a
much larger balance sheet and it has been
able to expand it, because it is engaging in
large-scale transactions. IBB, on the other
hand, has a lot of branches, which equal
operating costs and that is why its operating
costs are 5.1% of total assets. If its
operating costs are 5.1% and its return on
assets are 1.7%, then you can expect IBB to
have a problem. BLME has a return of
6.7% and operating costs are 2.2%.
The average person at BLME is being paid
£135,000 per annum and the average at IBB
is £35,000 per annum, which is because
they are different kinds of people. While
most of the people at BLME are real
bankers, IBB has a large proportion of

IIBI LECTURES

branch staff, who do not take real banking
decisions.
On cost of funds, BLME is paying 1.7% for
£568 million of external liabilities, while
IBB is only paying 0.8%. This is because
BLME is borrowing on the interbank
market, where banks want to be paid a
proper rate and it is also borrowing from
high-net-worth individuals who are also
getting a reasonable rate for their deposits
of not less than £25,000. At IBB deposits
are coming from people with current
accounts, who get nothing and fairly small
depositors, who get a very modest return.
How are IBB and BLME Doing?
IBB has lost money in every single year of
operation in a very consistent way. It has
not done stupid things; it is simply running
a branch network, which involves too many
employees and property-related overheads
for the volume of business. In addition,
because its capital is so low, it is unable to
lend most of the money it takes in and to
achieve a reasonable economic return.
BLME is different. In some years it has
made money, although nothing spectacular.
In their best year they made £3.5 million.
With £280 million of shareholders’ funds, if
it was earning even 1% of shareholders’
funds, it would have a profit of £2.8
million. Given that banks such as HSBC,
Barclays and Lloyds TSB aim to have a
return on equity of 10–15%, it is clear that
BLME’s results are poor, even in the good
years and there are two years that were
catastrophically bad. In those two years the
losses came entirely from impairment
charges due to transactions that went
wrong. Without those charges, the profit
would have been roughly the same as in the
good years. It is in the nature of investment
banking that even one or two transactions
that do not perform can have a huge
impact. The outcome is that BLME like IBB
has lost money for its shareholders.
In Summary
Islamic banks are businesses and their
purpose is to maximise shareholder value.
IBB and BLME so far have not succeeded in
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Mohammed Amin is an Islamic finance
specialist, with a particular interest in
accounting issues and in how Islamic
finance is treated in Western tax and
regulatory systems. He is a member of the
Editorial Advisory Board of NewHorizon
and was previously a partner and UK
Head of Islamic finance at
PricewaterhouseCoopers LLP.
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be part of an Islamic economy that would
fulfil the goals of Shari’ah, including both
legal and social goals, but many observers
feel that this has not been the case.
Waqf historically has played a very
important role in realising socio-economic
welfare goals, but also growth in economies
by acting as a third sector. In the past
governments typically did not have a social
and welfare role by, for example, providing
education and healthcare services. In
traditional Muslim societies waqf performed
this role and it did so very well. In
contemporary society waqf has become
stagnant as a concept and also in practice.
By contrast, when we look at more
developed economies today we see that the
third sector has become increasingly
important. In the UK, for example there is
now an Office of the Third Sector. We do
not, however, see waqf playing the same
sort of role in Muslim societies.
The Basic Concepts of Waqf

maximising shareholder value. They have
the same commercial challenges as
conventional banks and to succeed in
running Islamic banks there is a need for the
same kinds of skills that conventional banks
need.





Professor Habib Ahmed reviews waqf and
discusses how this very important and
historic institution can be integrated into
Islamic finance to realise the social goals
of the industry.
Background
Waqf and Islamic finance are in some ways
very complimentary concepts. When Islamic
finance was first mooted, it was thought to
 

Waqf shares many of the same
characteristics of a trust and indeed some
Western scholars say that the concept of a
trust is derived from waqf. Similar to the
concept of a trust, waqf has a founder who
donates some assets for a benevolent
purpose. This is done through a waqf deed,
which is basically the constitution for the
governance of the waqf. The deed states the
objectives of the waqf; how the resources
will be distributed and lays out management
procedures. Traditionally a waqf would
have a manager, who would usually come
from the family of the person setting up the
waqf and the deed would state how
managers should be appointed.
A waqf has to have a benevolent objective,
but that is a very broad ranging objective,
so, historically, waqf have been created for a
whole range of purposes. Waqf are usually
perpetual, but they can be temporary, which
was verified recently when the Islamic Fiqh
Academy put forward a resolution that
makes temporary waqf permissible. There
can also be different types of waqf; they can
be for public or philanthropic purposes, for
family or they can be mixed.

A Brief History of Waqf
The first waqf was a religious waqf, which
was for the Al-Masjid al-Nabawı̄ in Medina
created by the Prophet (pbuh), but
historically most waqf were for social
purposes, everything from education and
healthcare through animal welfare to the
provision of public utilities. Waqf have
undoubtedly made a major contribution to
the great Muslim societies of the past, but in
recent times the notion of waqf has been
somewhat corrupted and the social role has
diminished.
The Current Status of Waqf
For a variety of reasons waqf today has
become a stagnant institution. Most people
do not even know about the history of waqf
and the important social role they played
and it is no longer performing that socioeconomic role. The problem is that waqf are
set up in perpetuity and so in many Muslim
countries there are waqf assets, mainly
properties, which are being completely
under-utilised; they are no longer being used
for social purposes and they cannot be used
for private purposes. The result is that many
waqf properties have been lost.
Waqf is not mentioned specifically in the
Qur’an or Sunnah; rather it is
predominantly derived from fiqh and
therefore open to ijtihad. Interestingly, a
2009 Islamic Fiqh Academy resolution
made waqf very flexible, breaking away
from many of the traditional notions of
waqf. For example, the resolution declared
that waqf assets can include not just
immovable properties, but also sukuk and
equities.
Integration Between the Islamic Financial
Sector and Waqf
Professor Habib suggested there were a
variety of ways in which the Islamic
financial sector and waqf could be
integrated. The first is for the Islamic
financial sector itself to promote the
development of waqf by financing waqf
properties. In many Muslim countries waqf
properties are in prime locations, but,
because they have not been developed, the




NEWHORIZON Dhu Al Qaddah 1433 – Muharram 1434

income from them is very small or even
non-existent. The other approach is for the
Islamic financial sector to offer its
management services to manage the waqf
properties.
The nature of waqf itself means, however,
that there are special considerations in
relation to what can be done in terms of
financing. When a property is given away as
waqf, there is no owner as such; the scholars
say it as though the ownership belongs to
God himself. Given that fact, it cannot be
used as collateral and it cannot be sold.
One solution is to finance the waqf
properties directly, but unfortunately most
Islamic banks are not doing that. The
Islamic Development Bank (IDB), however,
has a S50 million waqf property investment
fund with the sole purpose of investing in
waqf properties in IDB-member countries.
The other approach to integrating Islamic
finance and waqf is for Islamic financial
institutions to go into waqf management.
Historically, one of the problems that
caused many waqf to degenerate was
mismanagement and that is one of the
reasons why governments stepped in,
although Professor Habib suggested this
tended to cause more problems, rather than
providing a real solution. He suggested that
trust management corporations, mirroring
the conventional finance sector, could be the
answer. Such organisations would offer
continuity of management, professional
expertise and objectivity.
There are two major ways to provide these
sorts of services in conventional finance –
banks have specialist trust departments and
there are independent trust management
companies. One example of a bank-based
trust management operation in the Islamic
finance sector was unfortunately a failure. In
around 2006 Dubai Islamic Bank and the
Dubai Finance Centre (DFC) came together
to form a waqf services company to manage
waqf properties, but after two years they
had to close, because they could not generate
sufficient business. Another example, this
time an independent trust management
company in Malaysia, AmanahRaya, has
been more successful. They do not, however,


manage waqf yet. The problem in Malaysia
is that if someone creates a waqf, the
government basically takes over, but if you
create a trust then it can be managed by an
organisation such as AmanahRaya.
Waqf-Based Institutions
Another approach is to use waqf in the
financial sector. This can be done in three
ways – waqf-based microfinance
institutions; the use of waqf to guarantee
small and micro enterprises and waqf-based
takaful, particularly micro takaful with a
social orientation.
Waqf-based financial institutions are not
new; historically they have been used to
finance the poor and needy. There were
examples of cash waqf in Turkey and in Iran
today there are still qard hasan funds, which
started as waqf funds and have become very
large.
Bringing waqf to microfinance institutions
can be done in three ways. Firstly the cash
realised from a waqf fund can be invested
and the returns used for microfinance, but
the returns are likely to be quite small and
therefore the money available for
investments will be correspondingly small.
An alternative is to use the cash realised to
finance projects and businesses in the form
of interest-free loans. The third approach,
favoured by Professor Habib, is to use
waqf funds as capital to initiate
microfinance institutions and really
grow this element of the Islamic finance
sector, because Islamic banks, with a few
notable exceptions, are not providing
microfinance.
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Finally, there is waqf-based takaful, which
exists today in Pakistan. The logic is that
waqf-based takaful is less controversial than
other prevalent forms of takaful. It is also
possible that it would allow takaful to be
spread more widely at the microenterprise
level.
In waqf-based takaful participants
contribute to a waqf fund and any surplus is
shared between the shareholders of the
takaful operator and the waqf fund.
Conclusion
Historically waqf has played a very
important role in providing socio-economic
services. In many countries today, however,
waqf is not being used productively, but
Professor Ahmed believes that the
institution can be revived and integrated
with the Islamic financial sector. If it were
revived, it could provide valuable services to
small and micro enterprises, currently not
well serviced by Islamic financial
institutions.

Professor Dr Habib Ahmed is the Sharjah
Chair in Islamic Law and Finance at
Durham University. Prior to joining Durham
University in September 2008, Professor
Ahmed worked at National Commercial
Bank and Islamic Research and Training
Institute (IRTI) of the Islamic Development
Bank Group in Saudi Arabia.

The fiqh ruling on waqf guarantees is that
these should be given free of charge. Today,
however, many Islamic financial institutions
have fatwa that allow them to make a
charge for providing guarantees.
Islamic financial institutions are in general
wary of lending to small and micro
enterprises, because the risks are higher.
This is usually resolved by governments
coming in as guarantors, but Professor
Habib believes that waqf-based institutions
could fulfil that role.
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IIBI Awards – 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.

Suleiman Khamis, Payroll
Administrator, London Midland Trains,
UK
Syed Nazim Ali Shah, Spain
Zainab Sani, Economist, Central Bank
of Nigeria, Nigeria

Candidates having a graduate degree may take up the IIBI Post Graduate Diploma 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.

Mohammad Altaf Madraswala,
General Manager, National Insurance
Company Ltd, Pakistan

Post Graduate Diploma in Islamic Banking and Insurance (PGD) Awards

Diploma in Islamic Banking (DIB) Awards

To date students from more than 80 countries have enrolled in the PGD course. In the
period July to September 2012, the following students successfully completed their studies:
Alagie Jeng, UK

Students from 23 countries have enrolled on
this course so far. The following students
completed their studies in the period to
September 2012.

Anthony Ejiogu, Divisional Head Financial Control and Strategy, Arab Gambia Islamic
Bank, Gambia

Thai Ahmed El Heri, Purchasing Officer,
Arabian Gulf Oil Company, Libya

Assad Al-Kharusi, Manager – Operation & Product Development, Bank Muscat, Oman

Sahla Khan, Consultant, A2Z
Project/Academy for Educational
Development, UAE

Hassan Idris, Senior Banking Officer, Credit Risk Manager, Jaiz International Plc, Nigeria
James Henry Brazier, Co Head of Credit Risk Control North Asia, BNP Paribas, Bahrain
Jawad Raza Valji. Manager – Credits and Marketing, Al Baraka Islamic Bank, Pakistan

Nana Mohamed Swalihu, Customer
Service Officer, Gulf African Bank Plc,
Kenya

Mahamat Lamine Adoum, Court of Justice of Economic and Monetary Community of
West Africa, Chad

Muhammad Shoukat, UK

Maher Ghneim, Internal Auditor, Central Bank of UAE, UAE

Junaid Khan, Sales Advisor, Esso, UK

Mohamed Anwar, Junior Dealer, Gulf African Bank, Kenya

David Kremer, Manager, FMF,
Germany

Mohammed Usman, Marketer/Relationship Manager, United Bank for Africa Plc, Nigeria
Nasifa Chaudhry, Financial Advisor, Finanzberatung fur Muslim and Frende

Mohammed Yusuf Korbu, India
The best thing was the structure of the syllabus, which made
it easy for someone who knows nothing about Islamic
finance to understand.

 

Alaa Mustafa, Marketing Specialist,
Islamic Development Bank, Saudi Arabia

Kingsley Okolie, Chief Operating Officer, Arab Gambia
Islamic Bank, Gambia
The use of simple everyday English to illustrate the topics
made it very simple to understand especially for those whose
mother tongue is not the English language. The
communication is very good especially the responses from
the tutor.
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Diary of Events
October
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
17–18: Middle East Takaful Forum,
Bahrain
This event will examine the parallels and
differences between the takaful industry in
Malaysia and the Middle East, asking what
the two regions can learn from each other. It
will also look at how the industry needs to
adapt to an evolving regulatory
environment. The keynote speech will be
delivered by Dato’ Haji Syed Moheeb
Kamarulzaman, Chairman of the Malaysian
Takaful Association.
Contact: Yasmeen Shah
Tel: +9714 343 1200
Email: yasmeen@megaevents.net
www.megaevents.net

November
6–7: Islamic Banking Summit Africa
(IBSA), Djibouti
Focusing on the challenges and
opportunities that are forging the banking,
finance and investment landscape in Africa,
the conference is titled ‘Capturing the Africa
Opportunity in Islamic Finance’. The



keynote address will be given by H.E.
Khaled Mohammed Al-Aboodi of the
Islamic Development Bank’s Private Sector
group, who will analyse how Islamic finance
can mobilise trade and investment flows
into Africa.
Contact: Yasmeen Shah
Tel: +9714 343 1200
Email: yasmeen@megaevents.net
www.megaevents.net
12–13: IFN Forum Saudi Arabia, Riyadh
Similar to the London event in October, this
conference has separate days for issuers and
investors. Topics in Riyadh will include a
global perspective on sukuk structures and
the Islamic investment and wealth
management marketplace in Saudi Arabia.
Contact: Cindy Wong
Tel: +603 2162 7800 Ext. 46
Email: Cindy.Wong@REDmoneyGroup.com
www.REDmoneyevents.com

December
3–4: AAOIFI Annual World Banking
Conference on Islamic Banking and
Finance, Bahrain
This two-day conference, under the auspices
of the Central Bank of Bahrain, will include
sessions on Islamic finance in overall
economic systems, risk management,
Shari’ah issues and challenges and new
developments in accounting standards for
Islamic finance. It will be followed by a one
day workshop on accounting standards on
5 December.
Tel: +973 17244496
www.aaoifi.com
4–6: 8th World Islamic Economic Forum,
Malaysia
The theme of this conference, ‘Changing
Trends, New Opportunities’ will examine

just what the Arab Spring and the Eurozone
crisis means for Islamic business across the
globe. Sessions will look at growing
businesses, leadership, women’s roles and
Islamic finance. The conference will be
opened by the Prime Minister of Malaysia,
H.E. Dato’ Sri Najib Tun Razak.
Contact: Jackie Mah
Tel: +603 2145 5500
Email: jackie@wief.org
www.8thwief.org
9–11: World Islamic Banking Conference,
Bahrain
Now in its 19th year this conference is titled
‘New Strategies for Islamic Finance to Come
of Age – Scaling Up, Innovating Products,
Globalising Footprint’. In particular it will
address topics such as consolidation and
mergers to strengthen institutions and
ensure long-term industry stability. This
year the conference will see the launch of
the Ernst & Young World Islamic Banking
Competitiveness Report 2012/13, which
focuses on the ways Islamic banks are trying
to penetrate the retail customer market and
the challenge of achieving both excellence in
banking operations and Shari’ah
compliance.
Contact: Sophie McLean
Tel: +9714 343 1200
Email: sophie@megaevents.net
www.megaevents.net

February 2013
26–27: 12th Annual Islamic Finance
Summit, London
Session and speaker details for this annual
event are not yet available, but readers may
wish to put this date in their diary.
Contact: Stacey Kelly
Tel: +44 (0)20 7779 8515
Email: s_kelly@euromoneyplc.com
www.euromoneyseminars.com
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6th Annual IIBI Three-Day Residential Workshop on
Structuring Innovative Islamic Financial Products,
Fitzwilliam College, Cambridge University, UK
For the 6th consecutive year, IIBI
organised a three-day residential
workshop on ‘Structuring Innovative
Islamic Financial Products’ at
Fitzwilliam College, Cambridge
University, UK, from 7th to 9th
September 2012. Having begun in
2007, the workshop has been a source of
knowledge for hundreds of Islamic
finance practitioners all over the world.
The primary focus of the workshop has
been to examine the various approaches to
product structuring and to help participants
learn about innovative designs that address
the challenges of the Islamic finance
industry. The workshop is part of the
Institute’s commitment toward practicebased learning that concentrates on
providing practitioners of Islamic finance
with practical skills that they can apply
directly at their place of work and use
throughout their careers.
The tremendous success of the workshop
has also been bolstered by the support of
leading bodies in the Islamic finance
industry, including the International
Shari’ah Research Academy for Islamic
Finance (ISRA), the Accounting and
Auditing Organisation for Islamic Financial
Institutions (AAOIFI) and the UK Islamic
Finance Secretariat (UKIFS) who have
endorsed and recognised the workshop as
providing essential knowledge and training
to the people involved in the Islamic finance
industry.
Attendance at this year’s workshop was as
diverse as ever with participants having
travelled from the USA, UK, UAE, Gambia,
Nigeria, Burkina Faso, Kenya, Pakistan,
Malaysia and Indonesia. The participants
consisted primarily of bankers and lawyers,
as well as a number of Shari’ah advisors,
consultants and researchers.
 

The workshop was led by Dr Salman Khan,
Head of Shari’ah Office at a leading GCCbased Islamic bank (Dubai). He was also
joined by a host of speakers including Dr
Asyraf Wajdi Dusuki, Head of Research
Affairs, ISRA (Malaysia), Mr Iqbal Asaria,
Associate, Afkar Consulting (UK), Mutfi
Barkatulla, Independent Shari’ah Advisor
(UK), Dr Marjan Muhammad, Researcher,
ISRA (Malaysia), Dr Muhammad Syafii
Antonio, Chairman, Tazkia (Indonesia) and
Dr Mohamed Akram Laldin, Executive
Director, ISRA (Malaysia).
The workshop began with an introduction
to the role of innovation and an
examination of what Islamic finance can
offer that is not offered in the existing
market space. Thereafter, the workshop
began an intensive study of the innovative
applications of the various product types
applicable in Islamic finance. The second
day involved an appraisal of investment
banking and corporate products, with a
specific examination of capital market
instruments. A number of sessions were
also dedicated to an investigation of sukuk
structuring and re-structuring as well as the
practice of takaful and the design of
acceptable hedging instruments. The final
day concentrated on innovative approaches
toward Shari’ah-based products which
permeate Shari’ah and moral values.
As with previous years, the workshop
involved a number of case studies, although

this year included the new feature of
group exercises to ensure participants
overcome hurdles to product
development. The workshop closed with
a panel session involving three guest
experts in Shari’ah analysis in Islamic
finance. At the workshop close,
participants received certificates of
attendance from Mr Mohammad Ali
Qayyum, Director General, IIBI,
Dr Mohamed Akram Laldin and Mufti
Barkatulla.
Among the comments made by participants
were the following:
An excellent course plus a great mix of
participants
Mr Luqyan Tamanni, Manager, Behasa
Tazkia, Indonesia
The organisation and delivery was excellent
Mufti Aziz ur Rehman, Manager – Shari’ah,
Mawarid Finance, UAE
The workshop was very well organised, well
managed and it was an excellent
opportunity to learn about how to structure
innovative Islamic products. The workshop
was simply outstanding.
Mr Ekramul Karim Chowdhury, Investment
& Treasury Operations, Sharjah Islamic
Bank, UAE
The workshop contents, speakers,
participants and venue were exceptional
Mr Mu’min Islam, Attorney, Mfi Law
Group, USA
If you wish to attend the 7th IIBI Three-Day
Residential Workshop on Structuring
Innovative Islamic Financial Products at
Cambridge University in the summer of
2013, you may contact IIBI at iibi@islamicbanking.com, or +44(0)20 7245 0404.
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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,
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