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Preference shares are a fundamental 
element of conventional fi nance, 
especially in private equity and venture 
capital transactions. Their use in Islamic 
structures is controversial and confusing, 
with many regions banning them outright; 
while some persuasive arguments 
also exist for their inclusion. Should 
preference shares be rejected as the worst 
representation of conventional mimicking 
– or can they be engineered into a viable 
and ethical alternative to improve and 
encourage Islamic investment? 

Preference shares are a form of equity/
debt hybrid that usually entail company 
stock that pays dividends to its preferred 
shareholders in advance of ordinary 
shareholders. In the event of a company 
bankruptcy, preferred stock shareholders 
also have a right to be paid fi rst. Preference 
shares usually pay a fi xed dividend, 
whereas common stocks do not; while 
preferred shareholders also usually do not 
have voting rights. They are a core element 
of conventional restructuring and venture 
capital transactions, and their popularity 
has soared over the past few years due 
to their solid income returns and relative 
security, meaning that preferred share 
prices have risen by an estimated 15-20% 
since 2011. 

(Im)permissibility
While this all sounds very att ractive, 
unfortunately the two key features 
of preference shares fundamentally 
disagree with the tenets of Shariah. 
The basic principles of Shariah 
assert that profi t, loss and 
risk should be shared 
equally. With preference 

shares the risk is skewed so that preferred 
shareholders have less risk but gain greater 
profi t. In addition, the fi xed dividend from 
the share has a theoretical element of Riba 
and the shares are thus impermissible if 
they involve guaranteed payment of capital 
or of a certain amount of fi xed profi t. 

While there has been some confusion over 
their usage and acceptability, and concrete 
information can be hard to fi nd, Islamic 
Finance news has conducted comprehensive 
research to conclude that the general global 
consensus does indeed rule against these 
instruments. 

General consensus
The OIC International Council of Fiqh 
Academy reviewed the issue in its 14th 
session in January 2003 and resolved that: 
“It is not permissible for a company to 
issue shares enjoyed or preference shares or 
debentures,” and that: “On occasions when 
the company suff ers losses, it is compulsory 
for every shareholder to bear his share 
of the loss, in proportion to his capital 
contribution.” On this basis, the majority of 
Middle East countries prohibit the usage of 
preference shares. 

The European Council for Fatwa and 
Research (ECFR) ruled in agreement 

with the Fiqh Academy in 2006 
that: “It is impermissible to issue 
preference shares with fi nancial 
properties that lead to guaranteeing 
the capital, a minimum return, 
or priority in paying at time of 

liquidation or on distributing 
the profi ts.   It is permissible 
to give privileges related to 
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DEALS
Sri Lankan Airlines 
refi nances existing debt 
with US$150 million multi-
currency Islamic term-
fi nancing facility 

Treedom Group contemplates 
Sukuk issuance for the near 
future as Sukuk market 
expected to reach US$900 
billion by 2017

Books for DAMAC Sukuk 
exceed US$2.8 billion, issue 
expanded to US$650 million

Government of Malaysia 
will issue US$794.4 million 
in Sukuk to service new and 
existing housing loans for 
civil servants

Japan Bank for International 
Cooperation looking to 
enter ringgit debt market, 
considering Sukuk

Ireland’s Electricity Supply 
Board Sukuk expected to be 
issued by the end of second 
quarter

Dana Gas receives approval 
to increase share capital 
resulting in US$4.76 million of 
convertible Sukuk

Etiqa Takaful to come to 
market with US$91.8 million 
‘AA1’-rated Sukuk

Sabah Credit Corporation 
returns to the Sukuk market 
with US$459.01 million 
off ering

FWU Group’s recently-
concluded second 
Sukuk tranche has wider 
geographical spread of 
underlying insurance policies

NEWS
Abu Dhabi Islamic Bank 
to acquire Barclays’ retail 
banking business in the UAE 
for US$176.94 million

A new Tunisian Islamic 
microfi nance company in 
partnership with IDB is in 

the works, confi rms Zitouna 
Bank CEO

Moroccan authorities pushing 
for holistic development of 
Islamic fi nance

Bank of Khyber inaugurates 
Islamic banking branch in 
Mardan

HwangDBS Vickers 
Research places ‘hold’ call on 
Bank Islam Malaysia as it 
anticipates neutral impact on 
the bank’s net interest margin

Finance minister encourages 
Middle Eastern banks to 
invest in Pakistan treasury 
bills

Islamic banking assets in 
Indonesia grow by 24.2% in 
2013

IDB submits draft  agreement 
for road reconstruction 
fi nancing facility to the 
Azerbaĳ ani government

Bank Rakyat targets 10,000 
users for new co-branded 
Shariah compliant credit card 
in partnership with Takaful 
Ikhlas

Indian political party 
promises to establish Islamic 
banks in two states as part of 
election pledge

Pakistani central bank 
introduces guidance on 
Shariah compliance

RHB Islamic extends 
commodity Murabahah 
term fi nancing facility worth 
US$763.85 million to Maxis

NRB Commercial Bank seeks 
government approval to 
convert into a fully-fl edged 
Islamic bank

Central bank plans for Center 
of Excellence in Islamic Finance 
to be established in Pakistan

ICB Islamic Bank unable 
to repay US Department 
of Agriculture due to 
cumulative losses of US$20.3 
million

ASSET 
MANAGEMENT
Falah Capital to launch a 
series of Islamic ETFs by mid-
year

Emirates REIT expands IPO 
base off er to US$175 million to 
meet investor demand

Alliance S&P Shariah Index 
Fund opened for subscription 
until the 20th April 

TAKAFUL
Amãna Takaful opens new 
headquarters

Takaful Insurance of Africa 
not profi ting from pioneering 
insurance policy for Muslim 
herders but eyeing self 
sustainability 

Committ ee of Insurance 
Irregularities and Disputes 
Sett lement adjourns lawsuit 
fi led by SABB Takaful against 
INMAIA

Emirates Islamic launches 
new Takaful-guaranteed 
investment plan in 
partnership with AMAN

AMANA Cooperative 
Insurance Company receives 
approval for renewal of health 
insurance qualifi cation from 
Council of Cooperative 
Health Insurance

RATINGS
Islamic International Rating 
Agency affi  rms Islamic 
Insurance Company Jordan 
at ‘A’

Bahraini banking system 
receives outlook boost 
driven by economic recovery 
and increased government 
spending

TSH Resources’ Islamic 
debt programs receive rating 
affi  rmation from MARC with 
a stable outlook

Naim Holdings fully redeems 
Islamic debt facilities ahead of 
maturity

Bank Asya stake acquisition 
by Qatar Islamic Bank will be 
credit positive for the Turkish 
participation bank, says 
Moody’s

MARC affi  rms ‘AAAID’ 
rating on MISC’s Islamic debt 
program

S&P confi rms stable outlook 
on Qatar’s ‘AA/A-1+’ ratings 

Fitch affi  rms long-term 
foreign currency issuer rating 
for Jordan Islamic Bank at 
‘BB-’

MOVES
Bank Sohar appoints new 
board member following 
resignation of Mohamed 
Abdulla Al Khonji

HSBC Bank Oman appoints 
Andrew Long as new CEO 

First Gulf Bank names Hana 
Al Rostamani as head of 
consumer banking group

Kuwait Finance House elects 
new board and announces 
new chairman and vice-
chairman

Islamic fi nance lawyer Philip 
Hyde joins the Hong Kong and 
Tokyo offi  ces of K&L Gates

Mohamed Ali Elgari re-joins 
IILM Shariah board 

Al Rajhi Bank (Malaysia) 
names Hasniza Hassan as 
deputy director of wholesale 
banking

Qatar Financial Center 
Authority appoints chief 
strategic development offi  cer 
as deputy CEO

Kingdom Holding appoints 
Adel Alsayed as executive 
board member

Harneys appoints Ian 
Montgomery as senior 
associate
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procedural or managerial matt ers to 
some shares.” While this ruling is less 
well-known, it also disallows preference 
shares in European transactions. 

According to AAOIFI, as stated in 
Shariah Standard No. 12, ‘Sharika 
(Musharakah) and Modern 
Corporations,’ Item 4/1/2/14: “It is not 
permitt ed to issue preference shares, 
i.e. shares that have special fi nancial 
characteristics that give them a priority 
at the date of liquidation of the 
company or at the date of distribution 
of profi t. However, it is permissible 
to grant certain shares, in addition 
to being entitled to rights att ached to 
common shares, certain procedural and 
administrative privileges, such as a right 
to vote.” While this does not come out 
fi rmly against preference shares, it clearly 
suggests that fi nancial preference is not 
acceptable, although administrative 
preferences can be allowed. 

An alternative outlook
All this sounds fairly conclusive. 
However, there are always exceptions to 
the rule and some scholars and industry 
experts have questioned these rulings, 
arguing that preference shares as used 
in private equity and venture capital 
transactions do not entitle the holder to 
any debt-like payment, as the interest 
rates associated with the preference 
shares in fact refl ect a diff erent purpose: 
to give a dynamic measurement of the 
allocation of value if and when liquidity 
happens or actual returns are achieved.

Without the use of prioritization, 
especially in venture capital transactions, 
returns are determined only according 
to original investment and/or are locked 
in without regard to the length of the 
investment, meaning that the fi nancing 
sources could reap unfair gains against 
the rights of the original entrepreneur 
– which in fact goes against the Shariah 
principle of fair treatment for all. The 
argument, proponents suggest, is that 
preference shares need to be viewed as a 
dynamic distribution based on intangible 
and changing requirements, rather than 
a static allocation founded on rigid and 
infl exible assumptions. 

Malaysia bucks the trend
And not every country agrees with 
the Fiqh Academy ruling. Malaysia, 
which has a reputation for fi nancial 

sophistication and Shariah permissibility, 
has allowed preference shares since 
1999 when its Shariah Advisory Council 
(SAC) ruled them to be permissible. At 
its 20th meeting the SAC resolved that: 
“Non-cumulative preference shares are 
permissible based on Tanazul where the 
right to profi t of the ordinary shareholder 
is given willingly to a preference 
shareholder. Tanazul is agreed upon at 
an annual general meeting of a company 
that decides to issue preference shares 
in an eff ort to raise new capital. As it is 
agreed at the meeting to issue preference 
shares, this means that ordinary 
shareholders have agreed to give priority 
to preference shareholders in dividing 
the profi ts, in accordance with Tanazul.”

Since then, preference shares have been 
used in several transactions in Malaysia, 
including the October 2009 off ering from 
Bank Islam of RM540 million (US$165.2 
million)-worth of preference shares to its 
shareholders, including Malaysia-based 
BIMB Holdings and Lembaga Tabung 
Haji, and UAE-based Dubai Financial 
Group. Notably, Dubai Financial declined 
to subscribe to its RM216 million 
(US$66.1 million) portion – presumably 
based on the GCC assumption of 

impermissibility. The preference shares 
qualifi ed as Tier 1 capital and succeeded 
in raising Bank Islam’s capital base by 
RM324 million (US$99.1 million). 

Tanazul 
So what is this concept of Tanazul? 
In the context of a preference share, 
it is determined as the process of 
surrendering the rights to a share of the 
profi t based on a partnership, by giving 
priority to preference shares. It also has 
a precedent in Islamic jurisprudence, 
where it is known as Isqat Haq.

Tanazul is the key issue where confusion 
around Islamic preference shares 
appears to arise. The argument against 
their usage appears predicated on the 
prohibition of an unequal distribution 
of rights – exactly the concept that 
Tanazul appears to endorse. And 
while preference shares may be a 
controversial topic, Tanazul has in fact 
been used successfully (and permissibly) 
in multiple other Shariah compliant 
structures. 

The issue of Sukuk
For example, according to the Malaysian 
SAC, Tanazul is allowable in a 
Musharakah venture, where it refers 
to an agreement between the partners 
whereby one or more may waive their 
rights to earn profi t. This idea has in 
fact already been used in some Sukuk 
Musharakah, which are oft en structured 
similar to conventional bonds where 
issuers include clauses in the contract 
that state that should actual profi ts 
from the enterprise exceed a certain 
percentage, that excess is paid in its 
entirety to the manager or Mudarib, as 
an incentive for good management. If 
the actual profi t is less than the indicated 
percentage, the manager waives his 
rights to claim the profi t by giving 
priority to the Sukukholders. 

This essentially means the Sukukholders 
agree to take their profi ts at a rate fi xed 
at an agreed cap, waiving any profi t 
above this rate in favor of the issuer 
as an incentive, based on the principle 
of Tanazul. Because it is consistent 
with the concept of profi t sharing, this 
arrangement is considered valid and its 
usage has been supported by AAOIFI 
in Shariah Standard No. 12 regarding 
the outcome of Sharikah (Musharakah) 

continued on page 4
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investments: “It is permissible to agree 
that if the profi t realized is above a 
certain ceiling, the profi t in excess of such 
a ceiling belongs to a particular partner.”

In Sukuk Musharakah there is also the 
option that within this clause, senior 
Sukukholders also get priority in profi t 
distribution over junior Sukukholders, 
with the junior holders agreeing upfront 
to waive their right to share profi t until 
the senior holders receive their expected 
rate. 

This kind of Tanazul application appears 
very similar to that of a preference share, 
where priority is given to preferred 
shareholders. However, it has been 
argued that in the case of Sukukholders, 
the senior and junior tranches represent 
two diff erent asset classes and are not 
equal partners, as they are in an equity 
transaction. 

A persuasive argument
The Tanazul argument has however been 
used by practitioners, many of whom 
are emphatic that preference shares are 
essential if Islamic transactions expect to 
compete with the conventional market. 
Andrew Metcalf, a partner at King & 
Spalding in New York, explained to 
Islamic Finance news that: “Some kind 
of preferred return lies at the heart 
of venture capital. From an Islamic 
perspective, if you want the same kind 
of fi nancial objectives, you have to come 
up with something that looks like a 
preference.” 

So is the ban on preference shares a 
hindrance to the development of an 
Islamic private equity and venture capital 
market? “Yes, defi nitely. If you have 
investors looking for that kind of return 
and who expect that kind of return, not 
being able to off er it is an obstacle that 
will inhibit investors from entering into 
that transaction.”

In the past, in the US, lawyers have used 
a preference share structure that was 
“temporarily approved” by scholars to 
help with a number of transactions, with 
the intention of phasing it out gradually. 
This structure was based on par value, 
with a preferred return to preferred 
investors. 

“One of the fundamental characteristics 
of Islamic fi nance is the equitable 

treatment of equity investors,” explained 
Metcalf. “The compromise was that 
you would have an initial distribution, 
on a pro rata basis, to all of the 
investors, before you started to do a 
preferred distribution.” Essentially, all 
the shareholders were given an equal 
nominal return of capital, aft er which 
the scholars permitt ed the allocation of 
preference shares on the basis that capital 
had already been equitably distributed. 
However, this has since been phased 
out and Metcalf believes it is unlikely 
to come back into use – although this 
could change if demand improved. 
“Venture capital depends heavily on 
preferred returns. If that became a major 
investment class in Islamic fi nance, then 
you would probably see a lot of eff ort 
expended on trying to fi nd an alternative 
solution.”

A regional issue
Of course, the issue is diff erent for every 
jurisdiction. In the Gulf, where the 
majority of Islamic private equity and 
venture capital transactions currently 
take place, the use of preference shares 
is simply not an option. However, 
according to Benjamin Newland of 
King & Spalding in Dubai, this is not 
necessarily down to the question of 
Shariah compliance. “The main challenge 
in the GCC for using preference shares is 

that the Companies Law in almost every 
country only contemplates one class 
of shares. So you can’t have a statutory 
right to receive preferential returns or 
dividends or voting rights.” 

This means that there is no mechanism 
to create an enforceable preference share 
structure. “Theoretically you could try to 
create some sort of contract that would 
allow for preferential distributions, 
but that wouldn’t be in the nature of a 
dividend on your shares, it would just be 
a preferential distribution. We never see 
that over here – is not something that is 
used in transactions in the Gulf.”

In fact, Islamic transactions in the GCC 
tend to be very simple, because most of 
the private equity type transactions are 
actually non-controlled transactions, so 
fi rms have very limited abilities to do any 
kind of restructuring. 

“The usage of preference shares would 
defi nitely help, and not just for Islamic 
transactions,” said another UAE-based 
lawyer. “One of the issues for investors is 
that the corporate laws here are so rigid 
that you really are not able to do any 
creative structuring at all. So it would 
certainly help Islamic transactions, just as 
it would help any transaction.”

The problem is that most of the laws 
are relatively rudimentary, and it is 
not possible to package rights that are 
associated with shares diff erently to the 
form articles prescribed by the Ministry 
of Commerce. “You basically have to 
follow the path laid down for you by 
the notaries,” explained Newland. “The 
approach is very much ‘one size fi ts 
all.’” The UAE in particular has been 
talking about the introduction of a new 
Companies Law for years, and some 
hope that its introduction might change 
the current situation. “Maybe if there 
were another downturn or signifi cant 
investor dissent, you might see some 
push towards changing the law,” he 
suggested.  “But the pace of change is 
very slow.”

Circumvention
However, as in the US, there are ways 
of structuring around the limitations 
and providing shareholders with 
diff erent returns on their holdings. “For 
example, in the UAE if you own a limited 
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liability holding company it is possible 
to distribute economic returns that do 
not track percentage interest on the 
company or shareholding,” suggested 
Newland. “It is also possible to allocate 
substantially all of the governance 
and management responsibility to 
one shareholder.” In other words, an 
investor could theoretically buy 10% of a 
company but write into the articles that 
he is to receive 20% of the profi ts and 
has management control. While this is 
obviously diff erent from a preference 
share, it has a similar end result. 

“For people who are interested in 
investing here, the limitations imposed 
by a legal framework that is not well 
developed won’t dissuade them from 
investing – but we do try to come up 
with structures that off er them something 
similar to what they would get in 
other, more developed jurisdictions.” 
For example, many law fi rms suggest 
to investors that they structure their 
partnerships, ventures or investments 
off shore in the Dubai International 
Financial Center, which is governed by a 
law more similar to English common law 
and therefore allows greater fl exibility in 
structuring. 

Qasim Aslam, the head of Islamic fi nance 
at Dentons, agrees. “What we have 
seen in the private equity space are a 
number of devices that have been used 
whereby principles of debt fi nancing 
and structured fi nancing have been 
used to try and replicate some of the 
broad commercial objectives that one 
sees in preference shares.” In essence, 
att empting to reconcile commercial needs 
with Shariah goals. 

A question of compliance
However, this raises the inevitable question 
of conventional mimicking – is it acceptable 
to att empt to create structures with the 
end goal of achieving a conventional 
commercial result? “One has to keep in 
mind that Islamic fi nance will limit itself to 
what is permissible as a matt er of Shariah,” 
said Qasim. “There are certain things 
that Shariah may not be comfortable 
compromising on. Scholars may 
not necessarily think that a broad 
commercial motivation to develop 
this sector in itself is a reason for 
accepting preference shares in 
Shariah compliant transactions. 
The debate will likely continue 

for some time to come”.

It is undeniable that the premise of an 
Islamic equity investment is that you 
participate on an equal basis. As AAOIFI 
states: “Preference shares lead to the 
severance of participation and profi t 
and the imposition of injustice on other 
shareholders.”

An alternative method
But what if there was another way? 
Several renowned scholars have over the 
past few years been working on a pricing 
model for a new risk-sharing fi nancial 
instrument that they claim could be: “A 
powerful tool for corporate governance 
in the case of Islamic markets.” 

Muhammad Zarka and Dr Mohammad 
Al-Suhaibani, the SABIC Chair for 
Islamic Finance Market Studies at the 
Imam Muhammad bin Saud Islamic 
University in Saudi Arabia, have 
published a number of papers on 
the subject in recent years (including 
‘Shariah Compatible Preference Shares: 
A Suggested Formula and Rationale’ in 
1992; ‘Shariah-Compatible Preference 
Shares: The Shariah Basis and Economic 

Rationale’ in 2012; and most recently 
‘Islamic Corporate Governance: 
Risk-Sharing and Islamic 
Preferred Shares in September 
2013). 

They suggest that although the 
conventional preference share 

structure is contrary to the principles 
of Shariah, a modifi ed version of a 
compliant preference share could be 
possible. 

“The proposed Islamic preference share 
(IPS) formula would permit a company 
to partially change its risk/return profi le 
for a sub-group of potential investors by 
off ering them a suitably designed IPS. It 
may thus appeal to those investors who 
would like to sacrifi ce some return to 
take on less risk and at the same time add 
fl exibility and desirable diversity to other 
Shariah-approved modes of fi nancing,” 
explained Dr Al-Suhaibani. 

Islamic preferred shareholders would 
receive a higher share of profi ts in 
comparison to common stockholders, as 
long as their stipulated dividend rate has 
not been exceeded – although in the case 
of losses, Shariah is clear that they must 
be shared in strict proportion to each 
partner’s capital. The suggested model 
– very similar to the Sukuk Musharakah 
principle of Tanazul as discussed above 
– would appear to be compatible with 
Islamic law and off er a valuable element 
of fl exibility in raising capital, from 
which the Islamic fi nance industry could 
only benefi t. 

So although we started from a clear 
position of impermissibility it seems as 
if, as with so many situations, things 
may not be as black and white as they 
fi rst appear. Are preference shares truly 
impermissible, or could they be structured 
in such a way as to provide real benefi t to 
Shariah transactions? We leave it to our 
readers to decide.   — LM
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DEALS
Sri Lankan Airlines receives 
Islamic credit
SRI LANKA: State-run Sri Lankan 
Airlines has received a multi-currency 
senior secured Shariah compliant term 
fi nancing facility worth an equivalent 
of US$150 million, which will be used 
to restructure an existing facility and 
provide capital towards re-fl eeting the 
airline. Standard Chartered Bank was 
the deal’s sole structuring bank and lead 
arranger. 

Abu Dhabi Islamic Bank, Al Hilal Bank, 
Noor Bank and United Bank were also 
involved in the transaction.

Sukuk on the cards for 
Treedom
HONG KONG: Amid the growing 
traction Islamic fi nance is gaining 
worldwide and following the favorable 
responses Treedom Group has received 
for its Shariah compliant Oud Asset 
Agreement, the international oud oil 
manufacturing company is considering 
expanding its Islamic portfolio to include 
Sukuk in the near future.

“We have had discussions regarding 
entering the Sukuk market and this 
may be something we could visit in the 
future, especially since the growth in 
this area is set to reach US$900 billion by 
2017,” revealed Antony Bell, the fi rm’s 
international business development 
manager, to Islamic Finance news.

DAMAC expands Sukuk
UAE: Property developer DAMAC has 
expanded its US$500 million Sukuk to 
US$650 million, with books exceeding 
US$2.8 billion shortly before they 
concluded. The fi ve-year issue was 
launched at midswaps plus 310 bps, at 
the tight end of revised guidance.

The fi rm will list the fi ve-year 
Regulation S unsecured Sukuk on 
NASDAQ Dubai and Irish Stock 
Exchange on the 9th April.

Sukuk for civil servants
MALAYSIA: The government of 
Malaysia issued RM2.6 billion (US$794.4 
million) in Sukuk under its Sukuk 
Perumahan Kerajaan program on the 
7th April to fi nance new and existing 
mortgages held by civil servants. Out 

of the total amount, RM1.6 billion 
(US$488.86 million) was auctioned via 
principal dealers while the remaining 
RM1 billion (US$305.54 million) was 
placed privately. The papers carry a tenor 
of seven and a half years and will mature 
in October 2021.

JBIC may tap ringgit Sukuk 
market
GLOBAL: Japan Bank for International 
Cooperation (JBIC) is contemplating its 
entry into the Malaysian ringgit debt 
market this year, and may consider the 
sale of Sukuk to do so depending on 
market conditions and pricing, according 
to Tatsuhiko Takesada, the bank’s 
executive offi  cer for Asia Pacifi c.

ESB Sukuk
GLOBAL: Speaking to Islamic Finance 
news, an industry source working on the 
Sukuk disclosed that the long-awaited 
Sukuk from Irish utility company, 
the Electricity Supply Board (ESB), is 
expected to be launched by the end of the 
second quarter. To be issued in Malaysia, 
the source revealed that the debentures 
are currently in the process of being rated 
by RAM, at target price of RM500 million 
(US$152.77 million).

Etiqa Takaful to issue
MALAYSIA: Etiqa Takaful, which is 
in a strong liquidity position despite 
poor growth in its Family Takaful 
business due to unatt ractive pricing and 
a limited portfolio, will raise RM300 
million (US$91.8 million) via Sukuk, 
according to RAM Ratings. The proposed 
Musharakah issuance has been assigned 
a preliminary rating of ‘AA1/Stable’ by 
the ratings agency, who also rated the 
Takaful operator at ‘AAA/Stable/P1’.

Dana Gas increases share 
capital
UAE: Dana Gas has received approval 
for its proposal to increase its share 
capital by AED23.32 million (US$6.35 
million), or 23.32 million ordinary shares, 
as a result of conversion of Voluntary 
Conversion Notices received between the 
16-27th February 2014 amounting US$4.76 
million of convertible Sukuk.

Required documents have been 
submitt ed to the Abu Dhabi Securities 
Exchange to deliver the said ordinary 
shares to the relevant convertible Sukuk 
certifi cateholders.

SCC returns to the Sukuk 
market with US$459.01 
million offering
MALAYSIA: Aft er a four-year hiatus 
from the Islamic capital markets, Sabah 
Credit Corporation (SCC) has returned 
with a RM1.5 billion (US$459.01 million) 
Sukuk Musharakah program launched 
on the 7th April. The SCC is a fi nancial 
institution fully-owned by the Sabah 
state government and operates under the 
purview of the Sabah State Ministry of 
Finance. The program is said to provide 
an Islamic fi nancing platform for the 
corporation to opportunistically tap the 
robust liquidity available in the local 
capital market.

The program comprises of a seven-year 
RM750 million (US$229.5 million) Islamic 
commercial papers program and a 20-
year RM1.5 billion (US$459.01 million) 
Islamic medium-term notes program, 
which is subject to a joint-limit of RM1.5 
billion (US$459.01 million). According 
to a joint-statement, the program aff ords 
SCC the fl exibility to issue short-term 
and long-term Sukuk from tenors of one 
month to up to 20 years. Proceeds from 
the issuance will be utilized to fund the 
corporation’s Islamic fi nancial business.

AmInvestment Bank acts as the sole 
principal advisor and lead arranger 
for the Sukuk Musharakah program. 
Commenting on the launch, Azman 
Hashim, the group chairman of AmBank 
Group, said that the program will 
further strengthen Malaysia’s vibrant 
Islamic capital market and enhance the 
country’s position as the leading Islamic 
fi nancial centre globally. He noted that 
Sukuk tranches from the new program 
will att ract new investors, thus boosting 
SCC’s existing diversifi ed investor base 
from both East and Peninsular Malaysia.
 
According to its annual report, SCC 
revealed its fi rst fi nancing product in 
2010, the ‘i-Executive Bai-Inah’ portfolio, 
which was aimed at providing the public 
with a Shariah compliant fi nancing 
facility. This was funded by a RM1 billion 
(US$306.01 million) Sukuk program 
and other Islamic fi nancing facilities to 
reinforce SCC’s funding base (refer to 
Volume 7 Issue 48). For the fi nancial year 
ended December 2013, SCC’s pre-tax 
profi t increased 22% year-on-year to 
RM68.8 million (US$21.05 million). Its 
return on assets and net fi nancing margin 
improved to a respective 3.6% and 5.4% 
respectively from 3.4% and 5.2% in the 
year 2012.
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DEAL TRACKER Full Deal Tracker on page 45

ISSUER ISSUING 
CURRENCY

SIZE (US$) DATE 
ANNOUNCED

Etiqa Takaful RM 91.8 million 8th April 2014

Electricity Supply Board — 
Ireland

RM 153 million 4th April 2014

Japan Bank TBA TBA 4th April 2014

Treedom Group TBA TBA 2nd April 2014

Maybank Islamic RM 3.06 billion 27th March 2014

FWU issues second tranche
GLOBAL: Multinational insurance group 
FWU has concluded the second tranche 
of its US$100 million Sukuk Wakalah 
program for US$40 million. Rated ‘BBB-’ 
by Fitch, the Sukuk is being issued in 
amortizing tranches, with a term of fi ve 
years each. Carrying a profi t rate of 7% 
per year, distributions are made quarterly 
on a fully amortizing basis and has a 
wider geographical spread of underlying 

insurance policies including those from 
France, Germany and Italy.

EIIB-Rasmala is the mandated lead 
arranger and bookrunner for the deal. 
Morgan Lewis & Bockius was the counsel 
to FWU as well as transaction structuring 
counsel while Bedell Cristin Guernsey 
Partnership acted as Guernsey counsel 
to the issue and issuer. Amanie Advisors 
were engaged as Shariah advisors.

ADIB to acquire Barclays’ UAE 
retail banking business
UAE: Abu Dhabi Islamic Bank (ADIB) 
has signed an agreement to acquire the 
retail banking business of Barclays Bank 
in the UAE for at an estimated AED650 
million (US$176.94 million). The 
completion of the acquisition is subject 
to the approval of the Central Bank of 
the UAE and is expected to add around 
110,000 customers to ADIB’s customer 
base.

“This transaction is a perfect fi t for 
our strategy as we expand into the 
expatriate market segment, without 
disrupting our loyal existing customer 
base. Once completed, Barclays 
customers will enjoy access to one of 
the three largest branch networks in 
the country along with an enhanced 
range of market-leading fi nancial 
solutions backed by ADIB’s number 
one-rated customer service,” said Tirad 
Al Mahmoud, CEO of ADIB. Barclays 
customers will be able to access ADIB’s 
growing network of 80 branches, 600 
ATMs and the UAE’s top rated internet 
and mobile banking platform.

According to John Vitalo, CEO of 
MENA for Barclays, the strong interest 
in the bank’s UAE retail business is 
testament to the high quality of the 
bank’s business, portfolio and talent. 
“The decision to exit the UAE retail 
banking space, while not taken lightly, 
allows us to focus on our businesses in 
corporate and investment banking and 
wealth and investment management. 
These businesses are strong, performing 
well, and have signifi cant future 
growth potential. Until the transition 
is complete, we remain committ ed to 
fully servicing our clients,” expounded 
Vitalo.

As part of its expansion plans, ADIB 
has also revealed its plans to open a 
branch in Basra before the end of this 
year. “With Iraq rebuilding its economy 
through investing in its infrastructure, 
energy and industry, we are seeing 
growing demand for our banking 
services, from foreign companies doing 
business in Iraq as well as from local 
companies that are looking for capital 
and world class services,” said ADIB.

The bank hopes to tap into Iraq’s 
improving economy, which is expected 
to grow by 6.3% this year, up from 3.7% 
growth last year, according to the IMF.
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AFRICA
Islamic microfinance firm for 
Tunisia
TUNISIA: A new Islamic microfi nance 
company is expected to launch in 
Tunisia, pending regulatory approval, 
according to Ezzedine Khoudja, CEO of 
Zitouna Bank. The proposed fi rm, which 
will have a capital of between TND12-15 
million (US$7.52-9.4 million), will be 35% 
owned by Zitouna Bank, 15% by Zitouna 
Takaful and the rest by IDB, International 
Finance Corporation and Tunisian Post.

Morocco looking beyond 
banking
MOROCCO: The Casablanca Stock 
Exchange is preparing to launch a 
Shariah compliant index comprising 
35 fi rms and looks to list Sukuk, Karim 
Hajj, the general director and CEO of 
the exchange has been quoted saying by 
Reuters.

According to the report, there is also a 
push to optimize the effi  ciency of Waqf 
management in the country.

ASIA
BOK opens new branch
PAKISTAN: Bank of Khyber (BOK) 
has expanded its Raast Islamic Banking 
operations into Mardan by launching a 
new branch in the district.

Hold on Bank Islam
MALAYSIA: A ‘hold’ call has been 
placed on Bank Islam Malaysia by 
HwangDBS Vickers Research as neutral 
impact is anticipated on the bank’s 
current net interest margin. The research 
fi rm is also of the opinion that the bank’s 
balance sheet valuation of investment 
accounts could be aff ected by accounting 
treatment as a result of the Islamic 
Financial Services Act 2013, and it does 
not expect a large deposit outfl ow. 

IFSA 2013 dictates that banks will need 
to diff erentiate Islamic deposits as either 
savings or investment accounts.

Pakistan open to the Middle 
East
PAKISTAN: Middle Eastern banks 
have been invited to invest in Pakistan’s 
treasury bills by federal minister for 

fi nance, economic aff airs, revenue and 
statistics Muhammad Ishaq Dar. Ishaq, 
revealed that this is the fi rst time that the 
Pakistan government has listed treasury 
bills for trading on the stock exchange. 
The minister also called for the return 
of credit facilities issued to Pakistan by 
Middle Eastern banks in the 1990s.

Islamic banking growth in 
Indonesia
INDONESIA: The assets of Islamic 
banks in Indonesia grew by 24.2% to 
IDR242.3 trillion (US$21.4 billion), 
providing the sector with a 4.9% share of 
total banking asset according to fi gures 
from Otoritas Jasa Keuangan (OJK), the 
Indonesian fi nancial authority. 

The country’s 11 fully-fl edged Islamic 
banks added IDR32.7 trillion (US$2.9 
billion)-worth of assets in 2013, a 22.2% 
increase, while its 23 Islamic windows 
added IDR14.5 trillion (US$1.28 billion) 
in assets, a 30.5% increase. According to 
OJK data, there are now 163 Islamic rural 
banks in Indonesia, achieving a 24.1% 
growth in assets in 2013 worth IDR5.8 
trillion (US$513.3 million), increasing 
their share of total rural banking assets to 
7.5%.

IDB facility awaiting 
government resolution
AZERBAĲ AN: A draft  agreement with 
regards to a US$224.4 million fi nancing 
for the reconstruction of Ujar-Zardab-
Agjabadi Road has been prepared by the 
IDB and submitt ed to the government 
of Azerbaĳ an pending government 
resolution, confi rmed IDB’s Baku 
representative offi  ce.

Bank Rakyat’s target
MALAYSIA: Cooperative Islamic 
fi nancial institution Bank Rakyat is 
targeting 10,000 users by the end of 
2014 for its new co-branded card, Credit 
Card-i, in partnership with Takaful 
Ikhlas.

Islamic bank for India?
INDIA: Ahead of national elections 
to take place from the 7th April to 12th 
May, Telugu Desam Party led by N 
Chandrababu has pledged to establish 
Islamic banks in the states of Seemandhra 
and Telangana in addition to launching 
a Muslim empowerment program. 
The party also promised interest-free 

Pakistani central bank 
introduces guidance on 
Shariah compliance
PAKISTAN: The State Bank of Pakistan 
(SBP) has issued a Shariah governance 
framework for the country’s Islamic 
banks. The framework clearly defi nes 
the roles and responsibilities within 
an Islamic banking institution and 
requires the establishment of Shariah 
boards made up of at least three Shariah 
scholars meeting the requirements 
outlined in the central bank’s selection 
criteria. The framework also details 
methods for board of directors’ 
oversight of an institution’s Shariah 
compliance environment and introduces 
a requirement for external Shariah 
compliance audits for Islamic banking 
institutions. The new framework will be 
implemented from the 1st October 2014 
onwards. 

In order to standardize the practices of 
Islamic banks, SBP also issued Shariah 
compliant procedures for foreign bill 
discounting. Salam of foreign currency 
is to be executed at the weighted average 
of the transactions carried out by the 
bank on the previous day. If the ‘Qard-
e-Hasanah/Wakalah’ model is used for 
bill discounting, the fee charged for 
collecting the proceeds of the bill should 
be based on the market fee. Other than 
the use of foreign bills, Islamic banks are 
permitt ed to use structures including 
Murabahah, Musawamah, Salam and 
Istisna/Wakalah to provide fi nancing for 
their clients. 

Separately, a working group made up 
of Islamic and commercial banks, as 
well as the International Finance Corp, 
the private sector arm of the World 
Bank, has been established by SBP to 
draft  guidelines for warehouse receipt 
fi nancing. The aim is to use warehouse 
receipts which prove ownership of 
physical assets, to help grow a market for 
physical commodity trades and improve 
the effi  ciency of Pakistan’s agricultural 
sector.  

Islamic banks could also potentially use 
warehouse receipts as a basis for Shariah 
compliant fi nancing. The central bank is 
encouraging closer relationships between 
Islamic banks and the agricultural sector 
and as part of SBP’s fi ve-year Islamic 
banking plan, Islamic banks must 
allocate at least 5% of deposits or 10% 
of fi nancing to the agricultural sector by 
2015.

continued
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loans of up to INR500,000 (US$8,353.76) 
for Muslim youths and INR50,000 
(US$835.37)-worth of household goods 
for Muslim females who are gett ing 
married.

Maxis enters Murabahah deal
MALAYSIA: Communications service 
provider Maxis has secured a RM2.5 
billion (US$763.85 million) commodity 
Murabahah term fi nancing facility 
with RHB Islamic Bank, of which RM1 
billion (US$305.54 million) will be used 
to restructure existing debt and RM1.5 
billion (US$458.31 million) will go 
towards fi nancing capital expenditure 
and working capital.

NRBCB seeks Islamic banking 
conversion
BANGLADESH: NRB Commercial 
Bank (NRBCB) has requested from the 
government permission to allow the 
bank to convert into a fully-fl edged 
Islamic bank. The request was made 
by the bank’s chairman, Farasath Ali, 
during the bank’s fi rst anniversary 
celebration during which he addressed 
the minister of fi nance, Abul Maal 
Abdul Muhith, in his speech; asking the 
ministry to allow NRBCB to conduct 
its operations in a Shariah compliant 
manner. An application for conversion 
has been submitt ed to the central bank. 
The fi nance minister has yet to respond 
publicly to the request.

Islamic finance training and 
research in Pakistan
PAKISTAN: The State Bank of Pakistan 
plans to establish a Center of Excellence 
in Islamic Finance, according to a writt en 
statement by the bank to the National 
Assembly by the Ministry Of Finance 
Revenue, Economic Aff airs, Statistics and 
Privatization. The center will be opened 
in collaboration with the Islamic fi nance 
industry and will extend the country’s 
existing research capability, as well as 
off ering training and capacity building 
programs in Islamic fi nance to augment 
the off erings currently available.

ICB Islamic Bank suffers 
capital shortfall
BANGLADESH: The central bank of 
Bangladesh has said that ICB Islamic 
Bank is currently unable to repay  
BDT161.5 million (US$2.04 million) 

that had been deposited by the US 
Department of Agriculture prior to 2007 
with the bank in a previous incarnation 
of Oriental Bank. The central bank 
has suggested the agreement of a 
program for the monies to be repaid in 
installments, as the bank is currently 
suff ering from operational losses with 
a cumulative loss to September 2013 
recorded at was BDT16.12 billion 
(US$203.93 million).

E-certification for Malaysia
MALAYSIA: Islamic Banking and 
Finance Institute Malaysia (IBFIM) has 
launched an online learning platform 
for Islamic fi nance known as IBFIM 
Online. Said to be the fi rst e-learning 
Shariah compliant fi nance certifi cation 
in Malaysia, the program was jointly-
developed by IBFIM, Bank Negara 
Malaysia and industry players.

Malaysia’s Islamic fi nance industry is 
expected to continue a steady growth 
story with a likelihood of registering an 
average 15% growth rate, according to 
IBFIM CEO Dr Adnan Alias.

Indonesia needs overhaul
INDONESIA: The development strategy 
for Indonesia’s Islamic fi nance sector is 
in need of a re-evaluation, according to 
Muliaman D Hadah, the board chief of 
the republic’s fi nancial authority, Otoritas 
Jasa Keuangan (OJK). According to 
Muliaman, the future of Halal fi nancing 
in Indonesia lies in the non-bank sector, 
which requires greater synergy and 
a wider business scope from Islamic 
fi nancial services. The CEO also called for 
greater investment in IT infrastructure 
to further the industry from its current 
market share which stands at below 5% 
of the total national fi nancial industry, to 
10%.

Details of Boustead 
Plantation IPO confirmed
MALAYSIA: The IPO of Boustead 
Plantations is expected to be carried 
out by mid-June and achieve RM1 
billion (US$304.83 million) in proceeds, 
according Boustead deputy chairman 
and group manager Lodin Wok 
Kamaruddin. The listing will consist of 
a sale of up to 76 million off er shares 
and a public issue of 560 million new 
shares for retail and institutional 
investors. The proceeds will be put 
towards acquisitions, replanting, capital 

Falah Capital to launch 
Islamic ETFs by mid-year
US: Seatt le-based investment group 
Falah Capital is set to launch a range 
of Shariah compliant index funds in 
the second half of this year. The funds 
will be structured as Islamic exchange-
traded funds (ETF) that will match the 
requirements of specifi c institutional and 
individual investors.

According to Dr H Robert Heller, the 
chairman of the advisory board of Falah 
Capital and former governor of the US 
Federal Reserve Bank, the ETFs will 
track the movements of the Russell-
IdealRatings Islamic Indexes, which are 
known to provide stable, if not greater 
returns than most actively managed 
Islamic equity funds. 

“The timing is very att ractive and the 
evolution of Islamic ETFs is starting 
to swing higher, which makes our 
proposition very exciting for investors in 
multiple jurisdictions,” conveyed Heller. 

The Russell-IdealRatings Islamic 
Indexes comprises of eight global-equity 
market indices. The indices include 
approximately 3,200 securities from 
45 countries, covering emerging and 
developed regions. The index completely 
objective as it is constructed using a 
rules-based, transparent methodology 
with the index membership refl ecting the 
actual market. The indices are screened 
on a quarterly basis to ensure Shariah 
compliance. 

Falah Capital has appointed international 
Shariah advisory fi rm, Shariyah Review 
Bureau (SRB), as its Shariah advisor 
to ensure the structure and operations 
of their funds are in compliance with 
Shariah principles. 

Asserting his confi dence in the venture 
Yasser Dahlawi, CEO of SRB, explained: 
“In growing numbers, businesses both 
large and small around the world are 
unprecedentedly looking at adopting 
Shariah compliant moralities to promote 
their products and services. We look 
forward to leading Falah Capital’s Islamic 
ETFs vision and helping them expand 
and materialize their Shariah compliant 
business growth strategy around the 
globe.”

continued...

continued
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expenditure and the repayment of 
borrowings.  Parent company Boustead 
Holdings last year launched an Islamic 
medium-term notes program of up to 
RM1.2 billion (US$364.21 million).

EUROPE
Consultation launched by the 
UK
UK: Addressing concerns raised by 
Muslims with regards to student loans, 
the UK’s minister of state for universities 
and science David Willett s has launched 
a 12-week consultation period on Shariah 
compliant student loans.

GLOBAL
High level discussion of global 
Islamic finance
GLOBAL: The fi rst meeting of the 
Global Islamic Finance and Investment 
Group (Global IFIG) was hosted by the 
UK on the 26th March. Established as an 
outcome of the World Islamic Economic 
Forum in October 2013, the results of the 
meeting included the commissioning 
of a major analysis of the current global 
market, development of a broad strategy 
developed to foster understanding and 
challenge perceptions of Islamic fi nance, 
and a consultation on the best way to 
pool knowledge and share expertise 
regarding Islamic fi nance and its 
regulation. 

The group also recognized the 
investment potential in Islamic fi nance 
and will consider an engagement 
strategy for potential investors, including 
technologically innovative Islamic 
fi nance products, the potential of Waqf 
and the long-term development options 
of Takaful. 

The Global IFIG, which was att ended 
by premiers, ministers, CEOs of major 
Islamic banks, central bank governors 
and regulators, has agreed to meet on a 
bi-annual basis.

KFH plans Turkish expansion
GLOBAL: Kuwait Finance House (KFH) 
chairman Hamad Al Marzouq has 
revealed that KFH intends to establish an 
investment holding company in Turkey 
with capital of US$150 million, subject to 
regulatory approval.

PwC absorbs Booz & Company
GLOBAL: Upon meeting all regulatory 
requirements and gaining necessary 
approvals, global consulting fi rm Booz & 
Company has been successfully acquired 
by PwC, offi  cially becoming an entity 
of the PwC Network. As a result Booz 
& Company has changed its name to 
Strategy&, to be used alongside the PwC 
brand.

Stocks seeing interest ahead 
of upgrade
GLOBAL: International funds are 
investing in stocks in the UAE and 
Qatar prior to their upgrade to emerging 
market status, but so far the interest is 
focused only on a few stocks, including 
Emaar Properties and Qatar National 
Bank, according to a study by Reuters. 

Tight foreign ownership limits maybe the 
reason for a lack of interest in some stock 
and uncertainty as to which individual 
stocks will be included in the revised 
indexes. MSCI has released a provisional 
list, ahead of the offi  cial list which will 
be issued on the 14th May. Stocks for 
the UAE include Emaar Properties, DP 
World, Aldar Properties, National Bank 
of Abu Dhabi, Abu Dhabi Commercial 
Bank, First Gulf Bank, Dubai Financial 
Market and Arabtec. Some analysts 
predict that Dubai Islamic Bank will also 
be included on the fi nal list. 

The provisional list for Qatar includes 
Shariah compliant Masraf Al Rayan, 
Qatar National Bank, Doha Bank, Qatar 
Islamic Bank, Commercial Bank of Qatar, 
Industries Qatar, Qatar Electricity and 
Water Co and mobile phone operators 
Ooredoo and Vodafone Qatar.

March Sukuk figures
GLOBAL: 2014 saw its highest volume of 
Sukuk issuances worldwide in the month 
of March at US$11.2 billion, 23% greater 
than in February, according to a report 
by Kuwait Finance House. However, this 
fi gure is 10.3% lower as compared to the 
corresponding period last year which 
amounted to US$12.48 billion.

The absence of GCC issuers last month 
resulted in a decline in corporate Sukuk 
issuances which stood at US$1.45 billion 
as compared to US$2.54 billion in 
February and US$1.72 billion in January.  
From the total Sukuk issued, sovereign 
and government-related entities 
accounted for 87%.

Dubai government 
inaugurates the NASDAQ 
Dubai Murabahah Platform
UAE: Dubai successfully launched the 
NASDAQ Dubai Murabahah Platform on 
the 1st April. As part of the government’s 
Islamic economy vision, the new 
comprehensive Murabahah platform 
provides local and regional banks with 
Shariah compliant fi nancing solutions. It 
is the product of a partnership between 
NASDAQ Dubai and Emirates Islamic 
(EI).

The platform aims to service a growing 
number of regional banks by providing 
eff ective solutions for the fi nancing needs 
of their institutional and individual 
clients. As a highly effi  cient and reliable 
mechanism, the platform enables 
transactions to be executed within 
minutes while eliminating the risk of 
losses that oft en occur in traditional 
transactions through spreads, price 
movements, and poor liquidity. Bearing 
testament to its effi  ciency, more than 
AED7 billion (US$1.9 billion)-worth of 
transactions were completed through the 
platform during its pilot stage.

Conveying his confi dence in the 
new facility, Sheikh Ahmed Saeed Al 
Maktoum, the chairman of Emirates NBD 
Group and EI, said: “Emirates Islamic has 
successfully managed to conclude more 
than AED2 billion (US$544.44 million)-
worth of transactions through this 
platform during the pilot stage. We will 
further expand our operations, resources 
and customer base of leading banks over 
the coming period to actively participate 
in transforming Dubai into the capital of 
Islamic economy.”

The Crown Prince of Dubai, Sheikh 
Hamdan Mohammad Rashid Al 
Maktoum, highlighted that the new 
platform represents an ideal example 
of the importance and eff ectiveness of 
collaboration among various business 
entities in Dubai to support the 
government’s Islamic economy vision. 
“We will launch further initiatives in the 
near future according to the strategic 
plan which will create new products and 
add value to various institutions active in 
the Islamic economy sectors,” he said.

As a secure, viable and highly 
sophisticated fi nancing channel, the 
platform is believed to bear the ability 
to cater to an increasing number of 
customers, globally.

continued...
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Infrastructure project funding 
possibilities
GLOBAL: Sukuk could provide 
fi nancing for US$1 trillion-worth of 
infrastructure projects in the GCC and 
Iraq according to industry experts, 
citing a report by EC Harris, a build 
asset consultancy fi rm. According to the 
report, Saudi Arabia has US$375 billion-
worth of infrastructure projects in the 
pipeline and total global Sukuk issued is 
set to grow from US$130 billion in 2014 
to US$237 billion in 2018.

Greater Islamic economic 
cooperation encouraged
GLOBAL: The trade volume of Halal 
products worldwide has been estimated 
to be approximately US$2 trillion, 
US$700 billion of which is located in 
Islamic markets, Fahad Al Rabiah, the 
deputy chairman of the Council of Saudi 
Chambers has said. The comments were 
made on the sidelines of the 19th meeting 
of the board of directors of the Islamic 
Chamber of Commerce and Industry 
where Fahad stressed the importance of 
strengthening of economic cooperation 
between Islamic countries and doubling 
the volume of mutual trade exchange 
via the spread of greater trade and 
investment opportunities available in 
Islamic countries.

Investcorp sees opportunity 
in European distressed debt
GLOBAL: Shariah compliant investment 
fi rm Investcorp has confi rmed a 
collaboration with London-based 
investment management fi rm Eyck 
Capital Management (ECM). The 
Bahrain-based fi rm will supply 
capital to ECM and gain exposure 
to distressed debt in Europe as ECM 
invests in opportunities related to highly 
leveraged companies in Europe, utilizing 
instruments including bonds, credit 
default swaps and equities, according to 
a statement from Investcorp.

RAM Ratings joins GBSA
GLOBAL: Malaysia-based RAM Ratings 
has been accepted as an associate 
member of the Dubai-based Gulf Bond 
and Sukuk Association (GBSA), a GCC 
standard-sett ing organization.

KFH real estate forum
GLOBAL: Shariah compliant Kuwait 
Finance House (KFH), KFH-Turkey 
and KFH subsidiary Turkapital have 

confi rmed that they will be organizing 
a real estate forum in April, with the 
participation of 18 Turkish companies. 
The companies will be showcasing their 
services and projects in order to promote 
cooperation and economic partnership 
between Kuwait and Turkey.

Effects of US tapering 
program
GLOBAL: Compared with other 
emerging market, ASEAN and Indian 
banking systems are more resilient to the 
potential adverse impacts associated with 
the tapering of the US Federal Reserve 
monetary stimulus program, according 
to a recent report by Moody’s. This is due 
to the high economic growth rates in the 
region, relatively large reserves at the 
sovereign level, rising income levels, and 
the strong credit fundamentals of banks 
in the regions. 

The strength of ASEAN and Indian 
banking systems is supported by a low 
reliance on foreign funding, among other 
things, and will benefi t from growing 
trade fl ows between Asia, Europe and 
the US. Risks are present however in the 
form of a sharp rise in debt-servicing 
and adverse asset price adjustments that 
could aff ect the banks’ capitalization 
position and loan quality.

Financial regulators for key ASEAN 
countries and India have also made swift  
progress in the implementation of the 
Basel III capital framework according to 
Moody’s Investor Service. The ratings 
agency believes that banks in the region 
will in the long-run maintain higher 
amounts and bett er quality of capital 
than many other banks globally. RAM 
Ratings has also commended Indonesian 
banks, which have maintained high 
Tier 1 and total capital ratios, at 18.3% 
and 19.9% respectively, as at the end of 
January 2014.

MIDDLE EAST
Bank Sohar approves 
dividend proposal
OMAN: Bank Sohar shareholders 
approved the proposed stock dividend 
distribution of 4% of the issued capital at 
the bank’s recent AGM.  This has resulted 
in the increase of the bank’s capital to 
OMR114.4 million (US$296.34 million) 
from OMR110 million (US$284.94 
million). The proposal for cash dividends 

continued

DFM’s reformed Sukuk 
standards address ambiguous 
areas of Sukuk listings
UAE: The Dubai Financial Market 
(DFM) on the 3rd April issued a reformed 
‘Standard for Issuing, Acquiring and 
Trading Sukuk’ as part of its eff ort 
to further enhance the regulatory 
environment of Islamic fi nance and 
capital markets. According to a statement 
by DFM, the total value of Sukuk listed 
on Dubai capital markets increased 103% 
to AED68.6 billion (US$18.6 billion) 
by the end of the fi rst quarter, 2014 
compared to AED33.8 billion (US$9.2 
billion) at the beginning of the 2013.

Seeking to address the ambiguities 
faced in listing and trading of Sukuk, 
the new amendment outlines the 
listing procedures, rules for trading 
and redemption as well as issuance 
guidelines and information required in 
a Sukuk prospectus. It emphasizes the 
independence of an SPV as a legal entity 
and its fi nancial liability, from those of 
the Sukuk originator. The new rule also 
increases the allowable percentage of 
cash and debt from 70% to 90% of the 
total underlying Sukuk assets.

In terms of management and 
distribution, the new standard clarifi es 
the nature of Sukuk investments in 
relation to Sukukholders’ entitlement 
to gains (Ghonm) and liability for 
losses (Ghorm). It further reaffi  rms the 
permissibility of reward distributions 
to Sukukholders as a donation from the 
Sukuk manager; as well as the periodical 
calculation and payment of the incentive 
to the Sukuk manager during the 
fi nancial year.

The new regulation also aff ords lawful 
means of protection for Sukukholders; 
as well as the identifi cation of a Sukuk 
Shariah Committ ee and the possible 
utilization of DFM’s Fatwa and Shariah 
Board as a replacement in an event where 
the committ ee is unavailable.

Commenting on the improved 
regulation, Essa Abdulfatt ah Kazim, the 
chairman of DFM and secretary-general 
of Dubai Islamic Economy Development 
Center, said: “This all-inclusive 
standard will be the focal reference for 
Islamic fi nance institutions as well as 
Sukuk issuers and investors globally, 
and encourage the issuance of Sukuk 
instead of conventional bonds and the 
introduction of new Shariah compliant 
fi nancial products.”



12© 9th April 2014

NEWS

was also approved at the rate of 4% of 
the issued and paid up capital equivalent 
to 4 baizas (US$0.10) per share. The 
shareholders agreed to the proposal to 
allocate OMR100,000 (US$259,034) for 
charitable and social contribution over 
the course of the year at the board’s 
discretion.

Capital increase for Al Hilal?
UAE: Al Hilal Bank may have need for 
a capital increase this year, according to 
CEO Mohamed Jamil Berro. According 
to local reports Berro has said that the 
decision regarding an IPO lies with the 
shareholders, including government 
investment arm Abu Dhabi Investment 
Council. The bank has paid-up capital of 
AED4 billion (US$1.08 billion), of which 
AED3.09 billion (US$841.2 billion) has 
been drawn, and a capital adequacy ratio 
of 13% just above the minimum level of 
12% stipulated for UAE banks.

SHUAA Capital to manage IPO
UAE: Investment bank SHUAA Capital, 
the parent company of Shariah compliant 
Gulf Instalments, has been appointed 
by Dubai freight-forwarding company 
Able Logistics as lead manager and 
bookrunner for its IPO towards the end 
of this year. The company which has 
an annual turnover of around US$200 
million will be fl oated on the Dubai 
Financial Market.

Cost-cutting for Ithmaar 
Group
BAHRAIN: Further details have been 
released regarding Ithmaar Bank’s 
cost-cutt ing and strategic initiatives, 
including cost-reduction initiatives 
across Ithmaar Group, covering aspects 
such as IT, administration and staff  
costs, both at Ithmaar Bank in Bahrain 
and its subsidiaries, mainly Faysal 
Bank Pakistan. The cuts are expected 
to result in savings in the range of 
BHD9 million (US$23.6 million) and 
BHD13 million (US$34.1 million) 
annually. Reorganization and staff  cost 
rationalization has taken place under 
the voluntary separation program in 
Bahrain and as reported in IFN the group 
board has decided to convert Faysal 
Bank’s conventional operations to Islamic 
banking in the next two to three years.

DFM suspends trading
UAE: Dubai Financial Market (DFM) has 
suspended trading on fi ve UAE-listed 

companies for missing the deadline to 
submit their audited fi nancial statements 
as required by the UAE Securities and 
Commodities Authority and DFM. The 
fi rms include: Al Madina for Finance 
and Investment, Al Salam Group 
Holding, Hits Telecom Holding, National 
Industries Group and United Kaipara 
Dairies.  With the exception of Amlak 
Finance (due to procedural reasons), 42 
public joint stock companies out of 43 
listed on DFM has disclosed their annual 
results by the end of March — refl ecting 
a 96.7% compliance to the three-month 
deadline from the end of the fi nancial 
year to disclose their fi nancials.

KIPCO plans IPO for 
subsidiary
KUWAIT: Kuwait Projects Company 
(KIPCO), whose investment arm KIPCO 
Asset Management launched a Shariah 
compliant fund in 2010, will begin 
preparations on an IPO for its pay-
television unit, OSN, within the next 
few weeks; with an aim to list the shares 
by the end of this year. Faisal Al Ayyar, 
KIPCO’s deputy chairman, is looking at 
London as a primary listing for the fi rm.

New exposure caps for Oman
OMAN: A new limit on banks’ credit 
exposure to non-residents and overseas 
funds has been imposed by the Central 
Bank of Oman, giving banks an 
allowance of six months to comply with 
the new cap. Aggregate funded credit 
exposures to non-resident borrowers 
(other than banks) of local banks and 
their units abroad as well as foreign 
banks in the sultanate, has been capped 
at 20% of the bank’s local net worth. The 
limit is 30% when non-resident bank 
borrowers are included. A cap of 2.5% 
and 5% has been set for each individual 
non-resident borrower and each bank 
borrower respectively and any credit 
exposures of US$5 million and above 
have to be assumed through the route of 
syndication.

NCB capital increase 
approved by shareholders
SAUDI ARABIA: Shareholders of 
National Commercial Bank have agreed 
to increase the capital of the bank to 
SAR20 billion (US$5.33 billion) through 
the issuance of 500 million new shares 
according to Mansour al-Maiman, 
secretary-general of Saudi Arabia’s Public 
Investment Fund and chairman of NCB’s 
board. The bank plans to increase its 

capital by SAR5 billion (US$1.3 billion) 
by converting its retained earnings into 
capital. One new bonus share will be 
issued for every three existing NCB 
shares. This follows plans announced last 
month by the Saudi government for the 
bank to fl oat 15% of its stock on Tadawul 
as an IPO later this year.

Confidence seen on DFM
UAE: State-owned Dubai World, has the 
capacity to repay a US$4.4 billion loan 
maturity in May says CEO of sovereign 
wealth fund Investment Corp of Dubai, 
Mohammed Al Shaibabi according to a 
report by Reuters. Dubai World creditors 
are due to meet this week and the 
Dubai bourse shows signs of confi dence 
following the news, with Dubai Financial 
Market (DFM) reporting that the daily 
average value of traded stocks this year 
had jumped 424% to AED1.79 billion 
(US$487.28 million) from AED341 million 
(US$92.82 million) at the same time in the 
previous year.

Healthy bank pipeline for new 
platform
UAE: Following the launch of the 
NASDAQ Dubai Murabahah platform, 
the exchange has a healthy pipeline 
of banks interested in joining the 
platform according to Hamed Ali, 
CEO of NASDAQ Dubai. International 
conventional banks wanting to do an 
Islamic transaction using Murabahah 
are also welcomed to join the platform 
by Jamal Ghalaita, CEO of Emirates 
Islamic.

NCB signs Islamic Tayseer 
deal
SAUDI ARABIA: National Commercial 
Bank (NBC) has entered into an Islamic 
fi nancing agreement with Southern 
Province Cement Company (SPCC), 
amounting to SAR700 million (US$186.62 
million) for fi ve years. The Islamic 
Tayseer deal was signed by the chairman 
of SPCC, Abdullah Musa’ad Abdul 
Rahman and Mansour S Al Maiman, the 
chairman of NCB.

Wakalah over Mudarabah
BAHRAIN: Islamic banks in Bahrain 
has been observed to prefer the use of 
the Wakalah concept over Mudarabah 
due to its feature of fi xed upfront fee 
determination, noted Sheikh Abdulsatt ar 
Al Katt an during the fourth Waqf Fund 
Shariah scholar session held at the central 
bank.

continued...
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ADNIF continues growth 
plans
UAE: National Bank of Abu Dhabi’s 
Shariah compliant arm, Abu Dhabi 
National Islamic Finance (ADNIF), 
inaugurated its second branch in Al Ain; 
bringing the total number of branches 
nationwide to six.

New rules for Bahrain
BAHRAIN: The Central Bank of Bahrain 
has released a consultation paper seeking 
feedback on potential changes to rules 
governing Shariah compliant fi nancing 
which will see Islamic banks establish 
special fi nancing contracts based on 
Wakalah. Consultation period for the 
proposed change will close on the 20th 
April. The regulator is also expected to 
issue a new regulatory framework for 
Takaful.

Zain secures Murabahah 
facility
KUWAIT: Mobile telecommunications 
company Zain Group has procured a 
four-year Murabahah facility worth 
US$250 million from a consortium of 
banks that included Kuwait International 
Bank and Qatar Islamic Bank and was led 
by Boubyan Bank.

CBK to be Islamic
KUWAIT: Commercial Bank of Kuwait 
(CBK) has received approval from a 
majority of its shareholders to convert its 

operations to be in compliance with the 
Shariah, sett ing in motion the required 
legal process involving due diligence and 
approvals.

Funding for phosphate 
project
SAUDI ARABIA: Financing worth US$2 
billion has been approved for the Waad 
al-Shamal project, a phosphate project 
planned by Saudi Arabian Mining Co 
(Maaden), Saudi Basic Industries Corp 
(SABIC) and Mosaic. The funding will 
be provided by the state-owned Public 
Investment Fund in the form of a 17-year 
loan, which will be repaid in instalments 
twice a year, aft er an initial fi ve-year 
grace period.

New technology for Bank 
Albilad
SAUDI ARABIA: Saudi-based Bank 
Albilad is in the process of integrating 
a card management system from FIS, 
a banking and payments technology 
provider, with its internet banking and 
call center operations. The bank will 
use the FIS platform with the roll out of 
new dedicated banking service centers 
and the consolidation of its payments 
infrastructure. 

‘Tap n Go’ for Mashreq
UAE: Mashreq, which off ers Islamic 
banking services, has launched a near 
fi eld communication (NFC)-enabled 

mobile wallet to replace credit cards. 
Said to be the fi rst in the UAE, the 
NFC technology allows consumers 
to make paperless retail purchases 
whereby signatures are not required (for 
purchases under AED100 (US$27.22)), 
via ‘Tap n Go’ stickers placed on mobile 
phones.

Aldar Properties considers 
the future
UAE: Abu Dhabi-based Aldar Properties, 
which issued a fi ve-year Sukuk in 
November 2013, is considering an 
IPO for its property management unit 
Khidmah in the future, according to a 
statement issued by the company. No 
timeline or size of the IPO was given by 
Aldar Properties which owns a 60% stake 
in Khidmah.

Islamic banks to participate 
in Marka IPO
UAE: The UAE Securities and 
Commodities Authority has approved 
the application by Marka, a public joint 
stock company under incorporation with 
a capital of AED500 million (US$136.11 
million), to launch an IPO of 55% of its 
shares. Investors will be able to subscribe 
to Marka shares for 12 days from the 13th-
24th April 2014 at the following: National 
Bank of Abu Dhabi, Union National 
Bank, Abu Dhabi Commercial Bank, 
Dubai Islamic Bank, National Bank of 
Fujairah, Commercial Bank International, 

continued
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Finance House, and Islamic Finance 
House. The listing on the Dubai Financial 
Market will be the country’s fi rst public 
shareholding company in the UAE retail 
sector.

Health initiative by Emirates 
NBD
UAE: Emirates NBD, which off ers Islamic 
products, has organized a free medical 
check-up facility for its customers and 
employees at fi ve locations for the next 
week, in partnership with with iCare 
Clinics and MSD, under the initiative of 
‘Health Awareness Week’ to mark World 
Health Day.

New stakeholder for Noor 
Financial Investment Group
KUWAIT: Kuwait-based National 
Industries Group, which currently 
owns a 50.4% share in Noor Financial 
Investment Co, has signed an MoU to sell 
29.9% of its holding to an unidentifi ed 
buyer for KWD28 million (US$99.14 
million). The deal will make the company 
a profi t of KWD7.5 million (US$26.55 
million).

DIB and Emirates Group 
partner up
UAE: Dubai Islamic Bank (DIB) has 
signed an MoU with Emirates Group, 
agreeing to receive and accept the 
electronic salary certifi cates of Emirates 
employees in order to greater facilitate 
applications for personal banking 
products off ered by DIB. The need for 
employer verifi cation checks will be 
eliminated, reducing the time taken for 
the application process. 

Agreement in principle for 
bourse merger
UAE: An agreement for the merger of 
Dubai Financial Market and Abu Dhabi 
Securities Exchange has been reached in 
principle but has not yet been fi nalized, 
said Sheikh Ahmed Saeed Al Maktoum, 
the head of Dubai’s supreme fi scal 
council.

RAKBANK to vote on foreign 
ownership limit
UAE: Shareholders of National Bank of 
Ras Al Khaimah (RAKBANK), which 
operates an Islamic window, will hold 
a meeting on the 1st May, to vote on 
whether the bank’s foreign ownership 

limit should be raised to up to 40%. 
The bank’s existing cap allows foreign 
nationals to own up to 20% of the bank’s 
shares; currently 19.3% of the bank’s 
shares are held by foreign owners.

Al Salam Bank increases 
capital
BAHRAIN: Al Salam Bank-Bahrain has 
successfully increased its authorized 
share capital to BHD250 million 
(US$655.98 million) and its issued and 
paid-up share capital to BHD214.01 
million (US$561.54 million) as part of the 
bank’s acquisition of BMI Bank, which 
has been approved at both shareholder 
and regulatory level.

Emaar revives IPO plan
UAE: Aft er being shelved in 2009, Emaar 
Properties is reviving its plans for an IPO 
of its retail and malls business. The real 
estate developer has appointed JPMorgan 
and Morgan Stanley to the topline, while 
Bank of America Merrill Lynch will act as 
joint bookrunner. The Dubai government, 
which owns a 31% stake in Emaar, is 
expected to earn a dividend of about 
US$750 million from the listing.

RESULTS
DHCOG
UAE: State-owned Dubai Holding 
has announced that its unit Dubai 
Holding Commercial Operations Group 
(DHCOG) has grown its net profi t for 
2013 to AED3.3 billion (US$898.4 million). 
DHCOG, which incorporates Jumeirah, 
TECOM Investments and Emirates 
International Telecommunications and 
Dubai Properties Group, reported total 
revenue growth of 27% to AED11.6 
billion (US$3.2 billion) and total assets of 
AED116 billion (US$31.6 billion).

Saudi Investment Bank
SAUDI ARABIA: Saudi Investment 
Bank realized a 7.38% growth in net 
profi t in the three months ended the 
31st March 2014 amounting to SAR337.5 
million (US$89.98 million), against the 
corresponding period the previous 
year. Total assets for the period stood at 
SAR82.86 billion (US$22.09 billion), up 
31.26% from the similar period in 2012.

Saudi Hollandi Bank
SAUDI ARABIA: Saudi Hollandi Bank 
reported a net profi t increase of 20%, for 

the fi rst quarter ending the 31st March 
2014. The bank announced profi t of 
SAR417 million (US$111.2 million), an 
increase from SAR346 million (US$92.24 
million) over the same period last year. 
The increase was credited to increasing 
operating income which rose by 30% to 
SAR757 million (US$201.81 million).

Riyad Bank
SAUDI ARABIA: Saudi-based Riyad 
Bank announced a 13.5% increase in 
net profi ts for the fi rst quarter of 2014 
according to a stock market statement. 
The bank made SAR1.08 billion 
(US$287.9 million) for the fi rst three 
months ending the 31st March 2014 in 
line with analysts’ estimates, with the 
rise att ributed to an increase in total 
operating income.

ADIB-Egypt
EGYPT: Abu Dhabi Islamic Bank-
Egypt marked its fi rst year of positive 
net earnings last year since the emirati 
consortium acquisition in 2007 with a 
net income of EGP103 million (US$14.74 
million), against an EGP855 million 
(US$122.38 million) loss in 2012. Total 
assets accrued by 12.6% to stand at 
EGP16.4 billion (US$2.35 billion), 
att ributed to a 23.8% increase in customer 
fi nance.

Weqaya Takaful Insurance 
and Reinsurance Company
SAUDI ARABIA: Weqaya Takaful 
Insurance and Reinsurance Company 
reported a net loss before Zakat of 
SAR87.93 million (US$23.44 million) for 
2013, compared to a net profi t before 
Zakat of SAR8.64 million (US$2.3 
million) for 2012. The company’s 
accumulated losses as at the 31st 
December 2013 amounted to SAR165.1 
million (US$44.01 million). The board of 
directors recommended the increase of 
the company’s share capital by SAR150 
million (US$40 million) through a rights 
issue subject to regulatory approvals and 
approval of the extraordinary general 
assembly.

continued...
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Banque Saudi Fransi
SAUDI ARABIA: Banque Saudi Fransi 
realized a net profi t of SAR856 million 
(US$228.22 million) for the three-
month period ended the 31st March 
2014, marking a 25.15% increase from 
the corresponding period last year. 
Total assets reached SAR184.28 billion 
(US$49.13 billion), up 12.37% from the 
similar period in 2013.

ASSET
MANAGEMENT
Emirates REIT IPO 
oversubscribed
UAE: Shariah compliant Emirates REIT 
has increased its IPO base off er to US$175 
million from US$150 million (excluding 
over-allotment exercises) following a 3.5 
times oversubscription from institutional 
investors across the UAE, the GCC 
and the UK. The 128.67 million new 
shares were priced at US$1.36 per share 
(excluding over-allotment arrangements 
of up to 19.3 million additional shares).

Subscription period extended
BANGLADESH: The subscription period 
for open-ended Alliance S&P Shariah 
Index Fund has been extended to the 20th 
April 2014, during which investors can 
subscribe to the fund at face value. Aft er 
the subscription period, the fund will be 
sold at net asset value related price.

TAKAFUL
New location for Amãna 
Takaful
SRI LANKA: Amãna Takaful has 
announced the relocation of its head offi  ce 
to No 660 1/1, Galle Road, Kollupitiya, 
Sri Lanka. Established in 1999, Amãna 
Takaful has 24 branches providing Takaful 
solutions in Sri Lanka.

Developments in Islamic 
insurance
KENYA: The fi rst compensation 
payments of US$5,800 each, have been 
made to 101 farmers in compensation 
for drought losses as part of the 
innovative insurance policy purchased 
by 4,000 nomadic Muslim pastoralists 
in Kenya. Takaful Insurance of Africa, 

RATINGS
‘A’ for IIC
JORDAN: Islamic Insurance Company 
Jordan (IIC) has been assigned a national 
scale Takaful fi nancial strength rating of 
‘A(jd)’ by Islamic International Rating 
Agency, with a stable outlook.

Bahrain upgraded
BAHRAIN: The outlook on Bahrain’s 
banking system has been upgraded to 
stable from negative by Moody’s based 
on the banks’ solid funding base and 
capital buff ers as well as increased 
government spending and construction 
activity which not only drive economic 
recovery but also support banks’ 
profi tability and asset quality.

The ratings agency however notes 
that Bahrain’s fi scal standing will be 
pressured by increased government 
spending, which may aff ect the ability 
of authorities to support fi nancial 
institutions over the outlook horizon.

TSH Sukuk affirmed
MALAYSIA: Palm oil company TSH 
Resources’ RM100 million (US$30.49 
million) Sukuk Ijarah commercial papers 
and RM300 million (US$91.48 million) 
Sukuk Ijarah medium-term notes 
programs have been affi  rmed at ‘MARC-
1IS/AA-IS’ by MARC, with a stable 
outlook. Issued via TSH Sukuk Ijarah, 
the SPV has RM275 million (US$83.86 
million) in outstanding notes as at the 
28th February 2014.

Concurrently, the group’s other funding 
vehicle, TSH Musyarakah, has been 
assigned a rating of ‘AAAIS(fg)’ for 
its RM100 million guaranteed Islamic 
medium-term note program, with a 
stable outlook. As at the end of February, 
TSH Musyarakah has RM50 million 
(US$15.25 million) outstanding notes.

Naim redeems early
MALAYSIA: Property developer Naim 
Holdings has fully redeemed its RM500 
million (US$153.27 million) Islamic 
medium-term notes program (2011/2025) 
and Islamic commercial papers worth 
RM100 million (US$30.65 million) on the 
31st March, ahead of maturity. As such, 
RAM has withdrawn its ‘AA3/Negative/
P1’ rating on the facilities and ceased 
its rating obligation with regards to the 
programs.

Credit positive for Bank Asya
GLOBAL: The possible stake acquisition 
of Turkey-based Bank Asya by Qatar 
Islamic Bank (QIB) is credit positive for 
the Turkish participation bank, whose 
‘Ba1’ and ‘D/ba2’ ratings are up for a 
possible downgrade review by Moody’s. 
The rating agency believes that QIB will 
be able to boost Bank Asya’s relatively 
lean capital base and strengthen its 
resilience against tighter domestic and 
global liquidity.

Rating affirmed for MISC
MALAYSIA: MARC has affi  rmed its 
rating of ‘AAAID’ for the RM2.5 billion 
(US$766.45 million) Islamic medium 
term-note program from MISC, a 
subsidiary of Petronas. The rating comes 
with a stable outlook.

Qatar rated
QATAR: Qatar has had its long and 
short-term foreign and local currency 
sovereign credit ratings affi  rmed at 
‘AA/A-1+’ by S&P, with a stable outlook. 
The long-term senior unsecured debt 
rating on bonds issued by SoQ Sukuk A 
has also been affi  rmed at ‘AA’.

JIB affirmed at ‘BB-’
JORDAN: Fitch has affi  rmed the long-
term foreign currency issuer rating of 
Jordan Islamic Bank at ‘BB-’, with a 
negative outlook.
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which commercially delivers the policy 
developed by the International Livestock 
Research Institute (ILRI), is currently not 
making a profi t on the project, but the 
ILRI hopes that it will eventually become 
self-sustaining.

SABB Takaful lawsuit 
adjourned
SAUDI ARABIA: The Committ ee of 
Insurance Irregularities and Disputes 
Sett lement on the 1st April has adjourned 
the lawsuit fi led by SABB Takaful against 
INMAIA Real Estate & Tourism.

Previously, INMAIA submitt ed a 
case to the committ ee against SABB 
Takaful demanding a payment of 
SAR65.88 million (US$17.56 million) 
as compensation for the damage to the 
commercial center owned by the fi rm, in 
Jeddah, on the 24th June 2012.

EI partners with AMAN
UAE: Emirates Islamic (EI) has 
partnered with Dubai Islamic Insurance 
& Reinsurance Company (AMAN) to 
launch a new-to-market Takaful-backed 
investment off ering through which 
customers are able to invest and save for 
the long-term while having their invested 
capital insured Islamically.

Through their partnership, the fi rms have 
introduced a Takaful auto product that 
provides coverage against loss, damage 
and third-party liability from automobile 
accidents across the UAE, and extension 
for own damage only in Oman and 
Qatar.

AMANA qualification renewed
SAUDI ARABIA: AMANA Cooperative 
Insurance Company has had its health 
insurance qualifi cation renewed for the 
next three years (started the 27th March 
2014) by the Council of Cooperative 
Health Insurance.

MOVES
Bank Sohar
OMAN: Bank Sohar, which operates 
Islamic banking window, Sohar Islamic, 
has appointed K Kannan as a new board 
member following the resignation of 
Mohamed Abdulla Al Khonji from the 
bank’s board of directors. Shareholders 
also appointed external auditors for the 
year.

HSBC Bank Oman
OMAN: HSBC Bank Oman has 
announced the appointment of Andrew 
Long as CEO, replacing Ewan Stirling. 
Long was formerly deputy chairman and 
CEO of HSBC Bank Egypt.

First Gulf Bank
UAE: First Gulf Bank, which operates 
Siraj Islamic Banking, has announced the 
appointment of Hana Al Rostamani as 
the head of its consumer banking group. 
The appointment will take eff ect from the 
1st June 2014 following the departure of 
Amit Wanchoo from the position. Until 
then Hana will continue in her role as 
chairman of the bank’s retail businesses, 
Aseel Finance and Dubai First.

Kuwait Finance House
KUWAIT: Hamad Al Marzouq and 
Abdul Aziz Al Nafeesi have been 
respectively appointed as board 
chairman and vice-chairman of Kuwait 
Finance House during the bank’s general 
assembly last month. The bank has also 
elected a new board to include: Khaled 
Al Nesf, Moath Al Ossaimi, Fahad 
Al Ghanem, Nour Abed, and Abdul 
Mohsen Al-Kharafi  as well as substitutes 
Youssef Al Saqr and Bader Al-Rabeea.

K&L Gates
GLOBAL: K&L Gates has hired Islamic 
fi nance lawyer Philip Hyde, who will 
work out of its Tokyo and Hong Kong 

offi  ces. Joining the fi rm from the Hong 
Kong offi  ce of Hogan Lovells, Hyde 
is expected to broaden the fi rm’s debt 
capital market and fi nance capabilities.

IILM
MALAYSIA: Saudi Arabia-based 
Mohamed Ali Elgari has re-joined the 
Shariah board of International Islamic 
Liquidity Management Corporation 
(IILM) following his unexplained 
departure last year. Including him, fi ve 
scholars now sit on the board, with 
the others respectively hailing from 
Malaysia, Kuwait, Indonesia and Nigeria.

Mohamed Ali is a member of over 80 
Shariah boards worldwide.

Al Rajhi Bank
MALAYSIA: Al Rajhi Bank (Malaysia) 
has appointed Hasniza Hassan as 
deputy director of wholesale banking, 
with immediate eff ect. Hasniza was 
previously the head of public sector and 
local corporates.

QFCA
QATAR: Yousef Mohammed Al Jaida 
has been appointed as deputy CEO 
of Qatar Financial Center Authority 
(QFCA). He was formerly the authority’s 
chief strategic development offi  cer.

Kingdom Holding
SAUDI ARABIA: Shareholders at the 
Kingdom Holding AGM have approved 
Adel Alsayed as an executive board 
member.

Harneys
GLOBAL: Off shore law fi rm Harneys has 
hired senior associate Ian Montgomery 
to specialize in corporate and private 
transactions for Middle Eastern clients. 
Montgomery joins the global team 
at Harneys from Pinsent Masons in 
London.

continued...

Are there more than one of 
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in Islamic Finance? 
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SHARIAH PRONOUNCEMENT

Query: 

A leasing company provides fi nancing to small and medium-sized businesses wishing to acquire 
commercial vehicles, machinery and equipment. The company has approached an Islamic bank seeking 
a funding line to be able to fi nance its customers as and when required from time to time. The leasing 
company agrees to contribute 25% of any required funding and is seeking the Islamic bank to provide the balance amount.

A suitable Shariah compliant structure is sought by the Islamic bank in order to achieve the above objective.

Pronouncement:

The following procedure may be followed to achieve the required purpose.  

a) The leasing company and the Islamic bank will enter into a master Musharakah agreement whereby they agree on the 
arrangement to work together to fi nance the ongoing requirements from the clients of the leasing company. 

b) The master Musharakah agreement shall provide for parties to enter into separate Musharakah transactions each time 
a funding need arises with the leasing company. Such transactions shall be completed by way of exchange of off er and 
acceptance notices which are att ached as annexures to the master Musharakah agreement. 

c) The exchange of notices shall, inter alia, include all relevant details such as the seller, cost of the asset, necessary details 
on the leasing company’s client (lessee), percentage and mode of distribution of lease rent, the term of the lease and each 
partner’s contribution to the transaction.

d) The leasing company will be appointed as the managing partner through a separate management agreement where 
the rights and liabilities of the manager will be spelt out. The manager will not be entitled to a fee but it is permitt ed by 
Shariah to give it a higher percentage of return from the actual profi t (lease rent) for each Musharakah transaction.

e) The Musharakah shall bear all transaction related direct expenses such as insurance and maintenance, etc. however such 
costs shall be factored in while fi xing the rentals as mentioned below.

f) As part of the management role by the leasing company under the Musharakah, it will purchase the equipment and sign 
the sale and purchase agreements on behalf of the Musharakah and shall lease the same to the customers on an Ijarah 
Muntahiya Bitt amleek (fi nancial lease) basis. 

g) Under the lease agreement, the leasing company will act as the lessor on behalf of the Musharakah and will be 
responsible to recover from the lessee the fi xed rental (which will represent the price paid by the Musharakah in 
purchasing the asset), variable rental (the return on the leased asset), and supplementary rental, (all expenses relating to 
the asset such as the cost of insurance, major maintenance and any other legal or regulatory expenses). 

h) Furthermore, the leasing company, being the manager for the Musharakah, cannot guarantee to the Islamic bank for the 
lessees in Musharakah portfolio and if a lessee fails to pay any rentals, both partners will bear the loss proportionate to 
their contribution in the Musharakah, except where the leasing company is negligent or failed to carry out due diligence 
of the lessee prior to entering into lease agreement on behalf of the Musharakah.  

i) The potential default scenario by lessees shall be adequately covered in the lease agreement, including the purchase 
undertaking given by the lessee for the event of default. Furthermore, in order to minimize the risk, the lessor may 
require the lessee to give suitable securities and collaterals to ensure the rental payments are regularly made. Such 
securities may be covered in the lease agreement.

Documents:

1. In order to implement the above structure, the following Shariah compliant documents will be executed and shall govern 
the relationship between the Islamic bank and the leasing company: (a) Master Musharakah Agreement; (b) Management 
Agreement; (c) Purchase Undertaking of the Musharakah assets by the leasing company in the event of default.

2. The following documents will be executed between leasing company and the lessee: (a) Equipment Sale and Purchase 
Agreement; (b) Lease Agreement; (c) Service Agency Agreement; (d) Purchase Undertaking in favor of the leasing 
company being the managing partner in the Musharakah to cover the event of default by the lessee. 

Dr Hussain Hamed Hassan 
Chairman of the DIB Shariah Board, 
Managing director, Dar Al Sharia Legal & Financial Consultancy, Dubai, UAE
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As Indonesia restructures its regulations 
regarding foreign investors, news 
came this month that the country 
plans to terminate all 67 of its bilateral 
investment treaties (BITs) including those 
with China, France, the Netherlands, 
Singapore and the UK. While the news is 
naturally a cause for concern for foreign 
investors into the country, a litt le-known 
agreement between OIC countries could 
mean that Islamic investors in fact remain 
protected.  

Investment treaties allow the 
management of sovereign risk by 
protecting a qualifying investor or 
investment against what law fi rm 
Freshfi elds Bruckhaus Deringer defi nes 
as: “Unfair, inequitable, arbitrary or 
politically motivated conduct by the 
government of the state hosting the 
investment, or a denial of justice by its 
judicial organs.” In a recently released 
bulletin on the decision, Freshfi elds 
warned that: “The clear message for 
foreign investors in Indonesia is that they 
should take steps immediately to secure 
protection under one or more investment 
treaties before it is too late.”

The benefits of BITs
Investors still have a number of avenues 
of recourse open to them: including 
the agreed referral of disputes to the 
International Center for Sett lement of 
Investment Disputes (ICSID), of which 
Indonesia is a member; as well as the 
country’s 2007 Investment Law which 
provides varying degrees of protection 
for foreign investment. In addition, the 
BIT provisions will continue to apply to 
existing investors for a set period aft er 
termination (usually 15 years) under a 
“sunset clause”. 

However, bilateral treaties have 
traditionally been viewed as the 
strongest level of investor protection: 
typically guaranteeing full compensation 
in the event of an expropriation of the 
investment, as well as the right to be 
treated on a par with domestic investors, 
the right to full protection and security 
of person and property. They also 
usually include the right to transfer 
capital and returns out of the country 
– a key factor reassuring the investor 
against economic, fi nancial and political 
volatility. “Structuring investments to 
take advantage of a BIT is the primary 

way of claiming investment protection,” 
confi rmed a spokesperson from legal 
experts Herbert Smith Freehills. “The 
renunciation of these treaties removes 
a key protection that investors consider 
when they are looking at country risk.”

Indonesia claims that the move is to 
protect its domestic industry against 
multinational companies that are 
exploiting the treaties to sidestep 
regulations. “There is a new modus 
operandi of foreign investors using these 
treaties to threaten weak governments,” 
said Riza Damanik, the director of 
Indonesia for Global Justice, in a recent 
interview. “We do not want it like this. 
We want dignity.”

Setting a precedent
The country has suff ered from a number 
of recent cases brought against its 
government by foreign investors, which 
may have stimulated the move. In May 
2012, UK-based Churchill Mining and 
its Australian subsidiary Planet Mining 
raised a dispute with the ICSID against 
the Indonesian government under the 
UK-Indonesia and Australia-Indonesia 
treaties, claiming damages of over 
US$1.05 billion for allegedly revoking 
its rights over the East Kutai coal mine 
in Borneo. And in January of this year, 
Indonesia agreed to pay Japan-based 
Nippon Asahan Aluminium US$557 
million to prevent a dispute over the 
ownership of a hydroelectric and 
aluminium project from going to ICSID 
arbitration.

Although Mahendra Siregar, the chairman 
of the Indonesia Investment Coordinating 
Board (BKPM), has confi rmed that a 
new template for investment treaties 
should be introduced this year, this 
has done litt le to allay concerns that 
protection for foreign investors under 
the new regulations will be weaker. In 
February of this year, Churchill won the 
fi rst round of its dispute when the ICSID 
rejected Indonesia’s claim that it had no 
jurisdiction over the case. However, the 
government plans to object to the ruling, 
and it is expected that the case will add 
fuel to the movement to restrict foreign 
investment. Hatt a Rajasa, the coordinating 
minister of the economy, is quoted as 
saying that: “We must be more cautious 
[in giving licenses] to foreign investors.”

Islamic advantage
However, investors from Islamic 
countries could fi nd themselves in a 
more favorable situation. A rarely-used 
and litt le-known agreement for the 
“protection, promotion and guarantee 
of investments among member states of 
the OIC”, signed in Baghdad in 1981 by 
27 members including the UAE, Saudi 
Arabia, Oman, Libya, Pakistan and 
Syria, was in August 2012 dusted off  
and put to use for exactly this purpose, 
sett ing a reassuring precedent for Islamic 
investors in Indonesia. 

In the case of ‘Hesham al-Warraq v 
Indonesia’, a Saudi Arabian investor 
claiming against the government of 
Indonesia for losses following the 
nationalization of a bank in which he held 
capital took his case to a United Nations 
Commission on International Trade Law 
(UNCITRAL) tribunal in Singapore, citing 
the OIC investment treaty. The tribunal 
ruled in favor of Hesham, confi rming 
that he had the right to take arbitration 
proceedings against the government of 
Indonesia – and dismissing Indonesia’s 
claim that the OIC agreement only 
provided for a state-to-state arbitration 
mechanism (rather than allowing investors 
to claim against the state). 

Under the OIC agreement, the decision 
of tribunals are fi nal and binding, 
meaning that in future Indonesia is 
likely to have to abide by the ruling 
that OIC investors have the right to 
proceed to arbitration should they fail 
to receive adequate protection and/or 
compensation. According to law fi rm 
Allen & Overy, the broad defi nition of the 
term ‘investor’ under the OIC agreement 
covers “any corporate person established 
in accordance with the laws…” and, 
importantly, the agreement also does 
not specify requirements regarding the 
nationality of the owner of the company 
- meaning that it also covers subsidiaries 
and foreign owners and investors of OIC-
based companies.  

While the range of safeguards aff orded 
by the OIC agreement are limited, they 
will ensure that both current and new 
investments into Indonesia from OIC 
countries remain protected — a privilege 
which could become increasingly 
valuable, as it appears to be one that non-
OIC nations may no longer enjoy.  — LM

Termination of Indonesian bilateral treaties could benefit 
Islamic investors
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Last week a spokesperson from the 
Securities Commission Malaysia 
suggested that the religious authorities 
of several Malaysian states were 
considering the re-allocation of their 
Islamic endowment funds from poorly-
performing real estate into externally-
managed alternatives such as equities 
and fi xed income in order to generate 
higher income. But what benefi ts would 
this bring – and do they have the right 
to raise the risk profi le of the charitable 
funds that have been entrusted to them?

Currently, Malaysia’s Waqf endowments 
are monitored by a national foundation 
but managed by the State Islamic 
Religious Council (SIRC) of each state as 
the sole trustee, which operate and fund 
social projects in areas such as education, 
hospitals and mosques. However, the 
endowments have seen poor returns 
and generated accusations of ineffi  cient 
management in recent years, leading to a 
government review last year. 

A recent report by Thomson Reuters 
and the Islamic Research & Training 
Institute (IRTI) concluded that a lack 
of professional management and poor 
accounting may have resulted in the 
mismanagement of billions of dollars 
of charitable donations, which could be 
actively managed to generate enough 
revenue to combat poverty across the 
Muslim world. 

One suggestion for how to achieve this 
is to utilize private asset managers to 
work with the authorities to invest funds 
into portfolios containing equity and 
fi xed income elements. “Several states 
are embarking on cash Waqf concepts. 
The important aspect is for both state 
and the private sector to work together,” 
Radzuan Tajuddin, a senior offi  cial with 
the Islamic capital market department of 
the securities commission, told Reuters. 

Raja Dr Nazrin Shah, the fi nancial 
ambassador of the Malaysian 
International Islamic Financial Center 
(MIFC), highlights that: “There appears 
now to be a concerted eff ort… to unlock 
the potential value of the vast pool of 
Waqf assets today.” He suggests that 
endowment assets could be expanded 
to far a broader range of usage in 
order to grow the sector. “There is a 
perception… that Waqf assets can be 
utilized for religious purposes only, such 
as the construction and maintenance 

of mosques. While religious Waqf 
constitutes one category of Islamic 
endowment, philanthropic Waqf (being 
another category) provides for much 
broader activities and represents an area 
of substantial opportunity to generate 
social, economic and commercial benefi ts 
and development.”

One of the unique features of Waqf is its 
perpetual nature, which distinguishes 
it from other forms of charitable giving, 
and enables the endowments to provide 
sustainable support to a wide range 
of activities. Waqf assets therefore 
need to generate steady income fl ows 
in order to serve their projects. Dr 
Nazrin suggests that the application 
of Istibdal (the substitution of a Waqf 
asset with another asset) could enable 
Waqf assets to be enhanced or sustained 
in perpetuity, thus stimulating more 
eff ective and productive development 
of the endowments. On this basis, a 
move into cash Waqf for Malaysia would 
expand the donor base and allow a wider 
range of contributors to off er smaller 
contributions in the form of cash, stocks 
and bonds, rather than the larger and 

less fl exible traditional endowments 
of property. These assets would be 
accessible, fl exible and tradable, allowing 
the portfolio to generate greater returns 
through more active management. 

Speaking to Islamic Finance news Tunku 
Alina Alias, a philanthropic and Islamic 
fi nance law specialist, pointed out that: 
“By nature, Waqf assets are endowment 
assets, the principal to be invested, 
the income only to be applied towards 
the stated purposes. The principal 
endowment may be substituted by 
another asset which is similarly capable 
of income generation. It’s important to 
remember that this applies to cash Waqf 
as well. The danger is when the cash 
Waqf is ‘metamorphosed’ into non or 
low-income generating uses.” 

Although high-income strategies could 
lay the portfolio open to losses, the 
National Fatwa Council in 2008 ruled 
that Waqf endowments in the form 
of cash were permissible. However, 
implementation of this resolution 
required that the religious council of 
each state issued its own Fatwa on 
the permissible areas in which funds 
received under cash Waqf can be spent. 
So far, seven states operate cash Waqf 
or Waqf share schemes, but these are 
minimal compared to the property 
element. 

Three government foundations — 
Yayasan Pembangunan Ekonomi Islam 
Malaysia (YAPEIM), Yayasan Dakwah 
Islamiah Malaysia (YADIM) and Yayasan 
Waqaf Malaysia — all have ongoing cash 
Waqf schemes. The Johor Corporation 
also runs a corporate stock-cash Waqf 
hybrid whereby it has transferred its 
stake in several publicly-listed companies 
to its Waqf subsidiary, Waqaf an-Nur, 
and received permission from the Johor 
SIRC to declare it as Waqf. Members 
of the public can thus purchase stock 
in the companies through cash Waqf 
certifi cates, adding cash to its Waqf assets 
of publicly traded shares. 

It has been suggested that cash Waqf 
schemes could also be developed into 
philanthropic venture capital funds 
run on business principles (Enterprise 
Waqf Funds), run by experts and funded 
by cash Waqf endowments. This is 
consistent with the OIC Fiqh Academy’s 
Resolution No. 140 that Waqf funds may 
invest in Shariah compliant sectors. The 

Cash Waqf: The missing piece of the puzzle

A move into 
cash Waqf for 

Malaysia would 
expand the donor 
base and allow 
a wider range 
of contributors 
to offer smaller 
contributions in 
the form of cash, 
stocks and bonds, 
rather than the 
larger and less 
flexible traditional 
endowments 
of property
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ruling supports diversifi cation and risk 
management, and notes that as long 
as high risk investments are avoided, 
sustainable cash strategies such as 
Mudarabah, Murabahah and Istisnah 
may be used. It should also be noted 
that the perpetual perspective of Waqf 
funds may allow for a slightly higher 
risk strategy, although the individual 
needs of each scheme must of course be 
considered. 

And it appears that cash Waqf continues 
to be at the top of the agenda. The 
Malaysia Waqf Foundation, founded 
in 2008, was in 2012 charged with 
the formulation of a Corporate Waqf 
Masterplan. Subsequently in September 
of last year, the prime minister 
announced that the foundation would 
be turned into a corporate Waqf entity 
to optimize the value and benefi t of 
non-fi nance assets. “Following both 
the announcements, the Malaysia Waqf 
Foundation proposes to establish a 
wholly-owned subsidiary to conduct 
business activities and undertake Shariah 
compliant investment,” confi rmed Dr 
Mohd Irwan Serigar Abdullah, the 
secretary-general of the Treasury, at 
an IDB-sponsored Waqf roundtable in 
January 2014. 

“As an Islamic public fi nance instrument, 
a modernized Waqf structure that is both 
transparent and responsive can rival 
other Islamic and conventional fi nancial 
instruments,” he explained. “Waqf is 
the missing piece in Malaysia’s Islamic 
fi nancial system, despite the country 
being the market leader with various 
sophisticated products and services.” 

However, Tunku Alina urges that 
further changes are needed: “There 
needs to be policy and legal reform 
to accommodate liberalization and 
oversight. At the moment, all Waqf 
assets are automatically vested in the 
SIRCs. I believe there is a lot of support 
for developing cash Waqf as a funding 
source, particularly for purposes 
falling outside of the traditional scope 
of banking institutions, at the federal 
government level. However, since 
Waqf falls under State and Sultanate 
purview, the issue becomes particularly 
sensitive. If research can be done to 
show how institutional philanthropy can 
att ract funds and economic activity to a 
particular state, perhaps there might be 
more interest.”  — LM

Continued
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Shariah compliant aircraft  fi nancing was 
fi rst explored in 2005 by Emirates Airline 
when it launched the fi rst airline Sukuk 
worth US$550 million. Yet in the nine 
years that have passed since, the growth 
of Islamic fi nancing in the aviation 
industry has not developed as expected. 

According to Novus Aviation Capital 
(Novus), a global aircraft  leasing and 
management company, the total aircraft  
fi nancing requirement for new airliners, 
as estimated by a major manufacturer 
for the year 2014, is approximately 
US$112 billion. Based on its estimates, 
this is usually provided by a mixture of 
commercial loans (22%), Export Credit 
Agency-supported fi nancing (17%), direct/
indirect operating leasing structures 
(24%), cash from operations (27%), capital 
market fi nancing and other sources (10%).

According to Novus, based on the 
typical six-year lifespan of an aircraft  
fi nancing deal, total aircraft  fi nancing 
currently provided by the fi nancial or 
commercial banking sector is estimated 
at approximately US$175 billion. Islamic 
fi nancing has contributed about US$10 
billion towards the fi nancing of aircraft  
since the fi rst transactions, accounting for 
less than 2% of the current overall aviation 
fi nance market in terms of bank lending. 

In an interview with Islamic Finance news, 
Novus’ representatives Charles Yeterian, 
executive vice-president and Wesley 
Pollard, vice-president, shared their 
views.

A lucrative market for aircraft  fi nancing 
should be the Middle East markets. 
Boeing has projected that the aviation 
industry in the Middle East is bound 

to grow over the next 20 years. In 2013, 
it pegged the Middle East market 
at US$550 billion over the next two 
decades (equivalent to the need for 2,850 
commercial jets). “The estimate from 
Boeing is considered realistic given the 
outlook for global and Middle Eastern 
air traffi  c demand within the 20-year 
timeframe,” said Yeterian.

He pointed out that Emirates Airline, 
Etihad Airways, Qatar Airways and THY 
Turkish Airlines are four of world’s fastest 
growing carriers. These airlines already 

have a considerable aircraft  backlog 
between them and recent sustained 
growth rates suggest that they will 
continue to gain market share from other 
regions. “The concept of fi nancing aircraft  
appears to be in accordance with Islamic 
principles as aircraft s are long-life assets 
and charges can be fi xed so they are not 
connected with movements in global 
interest rates. There has been a resurgence 
in banks returning to the aircraft  fi nancing 
sector over the past couple of years with 
many new entrants,” explained Pollard. 

Shariah compliant structures that have 
been adopted in aircraft  fi nancing 
include pure operating Ijarah or Ijarah 
Wa Iqutinaa’. These structures can be 
fi nanced by Islamic or conventional loans. 
Otherwise, straight Islamic fi nancing is 
used, with the lessee having the option 
to purchase the loan at a certain agreed 
amount during the life of the loan. 
Financial institutions that have been 
involved in aircraft  fi nancing include 
Dubai Islamic Bank, Abu Dhabi Islamic 
Bank, First Islamic Investment Bank, 
IDB, Arab Banking Corporation, Kuwait 
Finance House, Ajman Bank, Al-Hilal 
Bank, HSBC, Citigroup, Alafco and Novus 
Aviation.

“Islamic fi nancing is, consequently, not 
only a competitive fi nancing option for 
airlines based in the Islamic world but 
also for non-Islamic global airlines such 
as British Airways who have reportedly 
actively considered the product,” said 
Yeterian. In line with interests of the 
banking community, Shariah compliant 
aircraft  fi nancing is believed to be able 
to deliver higher returns in a market 
environment of low interest rates and 
instability.  — NA

Aircraft financing: An unrealized opportunity

Most recent global Islamic fi nance-related loans for aircraft  fi nancing since 2010
Credit Date Borrower Borrower 

Parent
Deal Type Deal 

nationality
Deal value 
(US$ million)

Bookrunner 
Parent

Mandated lead arranger parent

29th May 2013 Etihad 
Airways

 Etihad 
Airways

Investment 
Grade

UAE  168 Abu Dhabi Islamic Bank; Bank Nizwa; 
First Gulf Bank; Sharjah Islamic Bank

1st March 2013 Emirates 
Airlines

 Emirates 
Group 

Investment 
Grade

UAE  142 Abu Dhabi 
Islamic Bank 

Abu Dhabi Islamic Bank;
Commercial Bank International — CBI; 
First Gulf Bank; Sharjah Islamic Bank

9th October 2012 Turus 
Pesawat

 Malaysia Leveraged Malaysia  816 AmInvestment Bank; Bank Islam 
Malaysia; CIMB Group; Maybank; RHB 
Capital

27th June 2012 Weststar 
Aviation 
Services

Weststar 
Aviation 
Services

Leveraged Malaysia  44 AmInvestment Bank; Maybank

23rd August 2010 Saudi 
Arabian 
Airlines

 Saudi 
Arabian 
Airlines 

Investment 
Grade

Saudi 
Arabia

 1,920 Samba Capital Samba Capital; Arab National Bank — 
ANB; Banque Saudi Fransi — BSF;
Saudi National Commercial Bank

Islamic 
financing 

has contributed 
about US$10 
billion towards 
the financing of 
aircraft since the 
first transactions, 
accounting for less 
than 2% of the 
current overall 
aviation finance 
market in terms of 
bank lending
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For the year 2013, ASEAN palm oil 
producers have issued Sukuk deals 
worth a record US$1.8 billion. Based 
on this data, Moody’s anticipates that 
more Sukuk will be issued by these 
companies, continuing the growth 
momentum seen in 2014 and 2015. Both 
debut and repeat issuers are expected 
to tap the Sukuk market as part of their 
funding strategy.

Speaking to Islamic Finance news 
Rachel Chua, an associate analyst at 
Moody’s, said: “The strong growth 
in palm oil-related Sukuk issuance 
in 2012-13 highlights the demand for 
such instruments in the region. While 
many palm oil players have issued 
in Malaysian ringgit, thus limiting 
appeal to international investors, we 
expect demand from these international 
investors to pick up as they become 
increasingly familiar with these 
instruments.” 

International investor appetite was 
nonetheless demonstrated in Sime 
Darby’s US dollar-denominated Sukuk 

issuance of US$800 million in 2013. The 
fi ve-year issuance att racted 184 orders 
across Asia, the Middle East and Europe; 
with a majority of the investors (83%) 
originating from Asia. The 10-year 
issuance saw increased interest from 
overseas investors; with Middle Eastern 
and European investors constituting 43% 
of the deal’s buyers (refer to news brief 
Volume 10 Issue 4).

In terms of tenor, longer-dated Sukuk 
issuances are also expected from palm 
oil companies this year. Based on 
data provided by Moody’s, investors 
are becoming more comfortable with 
longer-tenor Sukuk structures. Sukuk 
with longer maturities (over seven 
years) rose to 42% in 2013, from 23% 
in 2012 and 8% in 2011. The sector is 
observed to be shift ing away from 
short-term debt fi nancing to mitigate 
commodity price risk, towards long-term 
borrowings to accommodate long-term 
capital expenditure plans. Just recently 
in January, Singapore-based Bumitama 
Agri launched a RM2 billion (US$609.66 
million) Islamic medium-term notes 

program carrying a tenor of up to 15 
years. 

The acceleration in Sukuk issuances 
since 2012 refl ects the rising investor 
demand for Shariah compliant fi nancial 
instruments. Instead of issuing in hard 
currency, Moody’s expects palm oil 
players to issue Sukuk. “Malaysia has 
a deep and liquid local currency Sukuk 
market where its domestic investors 
are by far the largest drivers of Sukuk 
demand. As such, many ASEAN palm 
oil players making cross-border Sukuk 
issuances in Malaysia in the last two 
years have issued in Malaysian ringgit, 
instead of issuing in a hard currency, in 
order to tap this large domestic investor 
base,” explained Chua.

The large base of Muslim investors in 
the region, growing familiarity from 
global investors, and the increasing 
standardization of Sukuk structures 
are considered to be among the factors 
contributing to a sustained demand for 
Shariah compliant fi nancing instruments 
in this particular sector.  — NA

Sukuk: A growing trend among ASEAN palm oil producers
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Saudi-based investment bank Sidra 
Capital and Switzerland-based 
partner INOKS Capital, an alternative 
investment house, recently closed 
two Shariah compliant convertible 
investment deals in Ghana and Cote 
D’lvoire. The two deals, worth over 
SAR140 million (US$37.32 million), 
were executed on behalf of clients in 
the form of a GCC consortium and in 
line with the strategy formulated for the 
fi rms’ Sidra-Ancile Global Structured 
Trade Investment fund. 

The fund, as part of the Sidra Capital’s 
developing alternative investment 
strategy portfolio, was jointly launched in 
2012 and provides interested parties with 
the opportunity to invest in commodity 
and trade-based transactions around the 
around the world via Shariah compliant 
structured and secured funding to 
suitable projects.  

The recent deals represent a shift  
in att ention for Sidra Capital, as it 
moves towards exiting some of its 
more traditional markets based on its 
strategy to grow and diversify its asset 
management off ering. 

Sidra Capital acts as advisor for a number 
of companies and family offi  ces on real 
estate investments and has partnered 

with UK-based Gatehouse Bank in the 
management of the Sterling UK Real 
Estate Fund (SURF), which invests in 
Shariah compliant commercial real estate 
in UK to let on a long-term lease. The 
fi rm recently participated in the exit of 
an investment by a Saudi-based investor 
from an SPV that owned Rolls Royce’s 
manufacturing and distribution facility 
in Glasgow. Sidra Capital CEO, Hani 
Baothman, has indicated that 2014-15 will 
see a further series of planned disposals of 
UK real estate by Sidra Capital investors 
as the UK economy begins to recover at a 
more stable rate. 

As the bank aids its clients in exiting 
their current investments, the focus for 
new opportunities turns to sub-Saharan 
Africa, where the interest in Shariah 
compliant investment is growing for 
both investors and potential fundraisers. 
Sidra Capital’s partner, INOKS Capital, 
has experience in the Western African 
market and this is where the focus of 
the fi rms’ African investments lies. The 
deal recently concluded in Cote D’Ivoire 
will provide funding for a government-
sponsored public private partnership 
(PPP) housing scheme for aff ordable 
middle class homes in the country’s 
capital Abidjan. The proposed plan 
calls for private developers to provide 
60,000 housing units over the next fi ve 

years; with the company which received 
investment by Sidra Capital investors, 
OPES Holding SA, securing a contract as 
one of the project’s private developers. 

In Ghana, the investment was received 
by RMG Concept, an integrated 
agriculture commodity supply chain 
company with operations across West 
Africa: including Burkina Faso, Cote 
D’Ivoire, Liberia and Mali. Ghana 
has recently taken steps towards the 
development of Islamic fi nance within its 
economic landscape. In March, the Bank 
of Ghana, the central bank, announced 
a review of the country’s 2004 Banking 
Act in order to include a framework for 
consolidated supervision of banks, as a 
preface to the introduction of Shariah 
compliant fi nancial institutions, with two 
interested parties having voiced interest 
in establishing Islamic banks in in the 
country.

Mohd Naim Mohd Azad Din, the head of 
asset management at Sidra Capital, sees 
promising prospects in the company’s 
move towards West Africa, encouraged 
by both the need for investment to 
rebuild some of the nations and the 
region’s increasing acceptance of Islamic 
fi nance.  — RS

Shifting focus: Sidra Capital turns its attention to African 
pastures 
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The UAE is posting bett er-than-
expected economic performance this 
year as it emerges from the rubble of 
the 2009 property bubble; reigning in 
investor confi dence and securing a raise 
in economic growth forecast by the IMF 
at 4.5% for 2014. The real estate sector, 
an Islamic fi nance darling, in particular 
is booming; with property prices in 
2013 exceeding 20% and the Land 
Department predicting an astounding 
surge of up to 40% this year — and 
this has led to a concurrent surge in 
property-based Sukuk. 

Global real estate consultancy fi rm 
Knight Frank reports that property 
prices in Dubai jumped almost 35% last 
year with mainstream prices hovering 
25% below their 2008 zenith; while real 
estate consultancy JLL opined that prices 
were 15% below pre-bubble levels and 
could reach the peak in the next 10-18 
months. This phenomenal resurgence of 
the real estate market spells positivity 
for the Islamic debt market as real estate 
developers capitalize on Islamic asset 
classes brought in by renewed optimism, 
assisted by the winning Dubai bid for the 
Expo 2020. 

DAMAC Real Estate Development 
is the market’s latest property 
developer entrant with its fi ve-year 
Sukuk off ering, which was very well-
received by investors, resulting in an 
oversubscription of over four times. 
Initially sized at US$500 million, 
DAMAC decided to expand the program 
by another US$150 million as demand 
for the paper far exceeded initial 
expectations, booking in over US$2.8 
billion shortly before conclusion. Aft er 
an initial price thought of midswaps plus 
the mid-300s, the Sukuk was offi  cially 
launched at midswaps plus 310bps, at the 
tight end of revised guidance. Proceeds 
raised from this exercise will be utilized 
to develop a string of luxury properties.

DAMAC is not the only benefi ciary of 
the emirate’s real estate recovery, as 
Abu Dhabi’s Aldar Property also saw 
its benchmark Sukuk issuance last 
year raised US$750 million following 
an oversubscription of three and a half 
times, carrying a coupon rate of 4.38%. 
Another power player in the property 
sector, Emaar, listed two of its Sukuk 
programs this February on NASDAQ 
Dubai: both worth US$500 million, one 
issued in 2011 and another issued the 

following year with both maturing 2016 
and 2019 respectively. Issued via Emaar 
Sukuk, both the debt and the funding 
conduit received a boost in provisional 
rating to ‘(P)Ba1’ from ‘(P)B1’ by 
Moody’s.  The stocks of Emaar Properties 
have also been highlighted as one of the 
few that have generated considerable 
investment from international funds 
ahead of UAE’s emerging status upgrade.

Nakheel is arguably one of the biggest 
winner, and strongest indicator for a 
return of optimism to the real estate 
sector; as market improvements 
have lift ed it out from its fi nancial 
slump following its bailout in 2009. 
The fi rm, which is the real estate 
arm of government-owned Dubai 
World, was edging default in 2011 
but persevered through with the aid 
from the government. The company 
restructured its US$750 million Sukuk, 
which was due in January 2011 and 
more recently, announced plans to sett le 
over US$1 billion of bank debt early, 
giving potential boost to its AED4.4 
billion (US$1.2 billion) Sukuk program. 
The developer’s return to profi t and 
ongoing plans to revive and take on new 

projects signal a burgeoning momentum 
in Dubai’s realty marketplace; a patt ern 
supported by Shariah compliant Emirates 
REIT which recently upsized its IPO base 
off er to US$175 million from US$150 
million (excluding over-allotment 
exercises) following a three and a half 
times oversubscription from institutional 
investors across the UAE, the GCC and 
the UK. 

Yet amid this bullishness, it cannot 
be denied that the fear of another 
property crash is on the minds of 
stakeholders — and such concerns are 
warranted, especially since infl ation 
is on the rise (up 2.7% year-on-year in 
January and forecasted to exceed 4% 
this year). In recognition of this very 
real risk however, authorities have been 
aggressive in mobilizing mechanisms to 
arrest speculation and moderate lending 
including a new mortgage cap is in place 
which will equip banks with buff ers 
against exposures in addition to limiting 
speculation. Now the question is, will 
regulators and market players be able to 
moderate the growth, treading the thin 
line between cashing in on the uptrend 
without refueling another crash?  —VT

Rising confidence in UAE real estate driving Sukuk appetite
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The spotlight has been on the UK 
since it announced its intention to 
not only join, but lead, the Islamic 
fi nance race; sealing its ambitions 
with the promise of a Sukuk issuance. 
While some skeptics may discount the 
announcement as merely lip service, in 
part due to the relatively small value 
of the Islamic debt program at GBP200 
million (US$331.33 million), recent 
developments have shown that the UK 
may indeed be serious in establishing 
itself as a power player in the industry, 
beyond the realm of capital markets and 
across the diverse and evolving industry 
of Shariah compliant fi nance.

Student loans, start-up 
financing and mortgages
The Islamic Bank of Britain has estimated 
that there are approximately one million 
UK Muslim adults who are inclined 
towards Shariah compliant fi nance, 
especially in the area of savings and 
home fi nance instruments. In light of 
this, the government has paved the way 
for potential homebuyers to take on an 
alternative mortgage scheme consistent 
with the principles of Islamic fi nance by 
way of amending the Help-to-Buy scheme 
in February. This much-needed solution 
in the Islamic fi nance retail segment is 
expected to positively impact the growth 
of property transactions and prices.

Bearing in mind the prevalent religious 
concerns with regards to procuring 
interest-bearing student loans, the 
Department for Business, Innovation 
and Skills this month also released a 
consultation paper on an alternative 
fi nancial model it has developed, which 
has received a preliminary nod of 
approval from the Shariah supervisory 
committ ee of Islamic Bank of Britain, for 
Shariah-seeking parties. 

“We have been exploring the possibility 
of an alternative fi nance system that is 
not interest-based but results in identical 
repayments to the conventional system,” 
notes David Willett s, the UK’s minister 
for universities and science. 

The 12-week consultation is designed 
to seek feedback from members of the 
public, particularly Muslims, community 
representatives and higher education 
providers. This Shariah compliant 
student fi nancing scheme will be 
available along traditional conventional 
loans via the Student Loans Company.

Building on the momentum from the 
retail sector, the government also recently 
concluded the design for a start-up 
fi nancing mechanism in compliance with 
Islamic tenets. Pending a Fatwa from 
Gatehouse Bank’s Shariah Supervisory 
Board, applications for the fi nancing 
package are already open to interested 
entrepreneurs. This is expected to 
open up the doors for Muslim business 
enthusiasts and spur the growth of 
Islamic entrepreneurship and Halal 
businesses in the UK.

Wealth management 
In recent weeks, the Islamic retail wealth 
management space in the UK has been 
under considerable pressure due to a 
highly controversial move by the UK 
Law Society: introducing guidelines, for 
the fi rst time ever, on drawing up wills 
in compliance with the Shariah. This 
eff ectively formally recognizes Islamic 
wills, and indirectly acknowledges 
Islamic laws in UK courts. This move 
has been decried as “regressive” and 
“discriminatory” against women and 
non-believers among others.

Despite being one of the foremost pillars 
for every Muslim, there is still a lack 
of awareness of wealth distribution in 
a Shariah compliant manner among 
Muslims in the UK, more in particular 
with regards to domestic laws applied 
to asset distribution aft er death. “Before 
I started my TV shows, the Muslim 
clients we canvassed used to state 
that they did not need to write a will, 
because their estate would be distributed 
according to Shariah laws of inheritance 

automatically,” explained Tehsin Aslam, 
CEO of Abacus Wills and Trusts, a UK-
based will-writing service provider that 
specializes in Islamic wills, to Islamic 
Finance news. “It took a long time for me 
to educate them that their estates will 
only be distributed according to Shariah 
laws of inheritance if they made a will 
and stipulated this. Otherwise, the estate 
will be distributed according UK laws of 
intestacy.” 

While popular media has criticized the 
guidelines as going against basic human 
rights enshrined in the constitution, 
Tehsin, who hosts live TV shows on the 
topic of estate planning, has mixed views 
with regards to the move: “Instead of 
making a ruling, maybe [the UK Law 
Society] should have brought in experts 
and off ered training on how to draft  
Shariah compliant wills. Also, training 
on how to incorporate wealth planning 
within the framework of Shariah 
compliant wills and trusts.”

Expanding reach, promising 
progress
The abovementioned progress all points 
to a fi rm commitment by the UK to secure 
a top position in the Islamic fi nance 
league by stepping up its Islamic fi nance 
prowess while keeping its ears close to the 
ground. Not only is its proposed Sukuk 
Ijarah well underway for the forthcoming 
fi nancial year, but the Bank of England 
also recently published a consultation 
paper to analyze ways to boost the 
number of Shariah compliant instruments 
which can be used by Islamic fi nancial 
institutions as liquidity buff ers as a means 
to mitigate concentration risk in the sector, 
in preparation for Basel III regulation 
— signifying its resolve in moving the 
industry forward.

Other sectors of the Islamic fi nance 
industry including Takaful and Waqf 
have not been forgott en, as the Global 
Islamic Finance and Investment Group, 
a culmination of the World Islamic 
Economic Forum and comprising 
of key stakeholders of the industry, 
in its inaugural meeting last month 
highlighted the potential of Islamic 
endowments and Islamic insurance and 
has committ ed to meeting on a bi-annual 
basis to drive progress in these areas.

It seems that the UK is putt ing the money 
where its mouth is, and means serious 
business in becoming a power player of 
the Islamic fi nance industry.  — VT

Islamic finance in the UK: Beyond capital markets

There are 
approximately 

one million UK 
Muslim adults who 
are inclined towards 
Shariah compliant 
finance, especially in 
the area of savings 
and home finance 
instruments
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Regulatory and legal
The Islamic Financial Service Act 2013 
was offi  cially gazett ed in March 2013 
and instituted in at the end of June last 
year and changes mandated by IFSA are 
still being implemented by Malaysia’s 
Islamic fi nance institutions. One of the 
most prominent changes currently being 
instigated between now and 2015 is 
the classifi cation of Shariah compliant 
deposits into either Islamic deposits or 
investment accounts. The changes will 
mean that aft er June 2015, accounts 
designated investment accounts will no 
longer have the principal capital protected 
under the deposit insurance system 
administered by Perbadanan Insurans 
Deposit Malaysia (PIDM), an independent 
statutory body established in 2005. Bank 
Negara Malaysia (BNM) has published 
proposals on the increased oversight 
and risk management arrangements for 
the management of Shariah compliant 
investment accounts to aid the industry. 
The IFSA requirement regarding the 
separation of Family and General Takaful 
operations by those Takaful providers 
which hold a composite license is also 
expected to have a defi nite impact on the 
sector, as the newly separated entities 
each require a minimum capital of RM100 
million (US$32 million).

Business environment
In March it was announced that the 
results of stress tests on Malaysian banks, 
implemented by Bank Negara Malaysia, 
revealed that the country’s banks are well 
capitalized and resilient to severe credit 
and market losses. The government 
target of 40% of the country’s total 
banking assets to be comprised of Islamic 
banking assets by 2020 is still in place 
and according to industry experts is 
achievable. The proportion of Islamic 
banking assets currently stands at 25%.

The introduction and implementation of 
the IFSA has had a mixed response from 
the industry with many waiting to see 
how the market responds to the changes 
introduced. There has been some concern 
in the industry regarding a move by 
customers to conventional banking due 
to the reclassifi cation to be implemented 
to Islamic deposits: however the changes 

are expected to result in the introduction 
of a raft  of new products from Islamic 
institutions by 2015, allowing banks to 
develop a wider range of products for 
both classifi cations to meet the diverse 
needs of customers, according to a Bank 
Negara Malaysia (BNM) statement 
released on the 19th March. The ability 
for the banks to pay Hibah (gift ) to 
customers who hold a savings account 
using the Wadiah model has also been 
mentioned as a concern for the country’s 
Islamic banking institutions as this has 
been prohibited by BNM following a 
Fatwa issued on the topic. However 
industry members are in discussions 
with the central bank regarding the issue 
and a committ ee has been formed to fi nd 
a solution that is deemed acceptable by 
both parties.

Banking and fi nance
According to the 2013 Malaysian 
Securities Commission (SC) annual 
report, the Malaysian Islamic capital 
market grew by 8.8% to RM1.5 trillion 
(US$459.9 billion) last year, with 56% of 
the coverall capital market represented 
by Shariah compliant assets. Malaysia’s 
Islamic banking assets grew to over 
US$130 billion and the country’s Sukuk 
market accounted for 69% of global 
Sukuk issuances in 2013. The Shariah 
compliant funds sector reported US$16.3 
billion in assets under management 
while the Takaful sector recorded total 
gross contributions of approximately 
US$2.2 billion.

The report also stated that guidelines 
for socially responsible Sukuk (SRI 
Sukuk) will be introduced in 2014 to 
facilitate Shariah compliant investments 
in and fi nancing for socially responsible 
businesses. The SC has said that it will 
continue to work with the industry to 
facilitate an increase in cross-border 
Shariah compliant investment, and 
according to a recent report issued by the 
Asian Development Bank, Malaysia has 
ambitions to develop itself as an off shore 
Sukuk center for other countries.

According to data from Dealogic, 13 
of the 19 global Sukuk issued since the 
start of the year were issued in Malaysia, 

including a US$305 million Sukuk 
Wakalah by SME Bank and US$300 
million Sukuk issuance by EXIM Sukuk 
Malaysia. Local issuances have included 
an RM200 million (US$61.15 million) in 
February and RM500 million (US$151.32 
million) in three-month Islamic papers 
issued by Malaysian national mortgage 
corporation Cagamas in March. 

Foreign investment
Figures from the Malaysian Ministry of 
International Trade and Industry show a 
24% increase in foreign direct investment 
(FDI) for 2013, totaling RM38.7 billion 
(US$11.9 billion), the highest recorded 
level of FDI received by Malaysia. In the 
services sector the largest contributions 
came from the fi nancial and insurance/
Takaful sector and communications and 
technology — together these sectors 
contributed 55% of the FDI investments 
in the services sector.

Challenges and opportunities
One of the challenges oft en identifi ed in 
the Malaysian Islamic fi nance sector is 
the lack of personnel with the requisite 
skills and training in Islamic fi nance at 
both a senior and junior level. Whilst there 
are a number of Islamic training options 
available in the country, this is an area that 
holds potential for development. Another 
challenge is the size of the industry’s 
market share — in order for this to grow 
the country’s Islamic fi nancial institutions 
need to innovate and off er clients and 
investors, new products and more 
choice. According to the SC a number 
of Malaysian states are investigating 
cash Waqf (see IFN report p.19) as an 
alternative to donated real estate and 
Islamic securitization is another area that 
the SC believes is open to development. 

Outlook
The outlook for Islamic fi nance 
in Malaysia remains positive 
but is dependent on continued 
development. Education, regulation and 
implementation are all areas in which 
Malaysia has led the fi eld but could be in 
danger of falling behind as other markets 
such as Dubai and the UK take a step 
forward and make a bid to become global 
hubs for Islamic fi nance.

Malaysia’s developing Islamic finance story
One of the world’s leading markets for Islamic fi nance, Malaysia held on to its title as the largest Sukuk issuer 
for the year with US$82.4 billion issued in 2013, according to the Malaysia International Islamic Financial Center. 
REBECCA SIMMONDS assesses the impact the implementation of the country’s Islamic Financial Service Act 
2013 will have as Malaysia’s Shariah compliant fi nancial industry continues to evolve.
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In 2013, the global performance of 
various Shariah compliant indexes 
almost equaled and in some cases 
bett ered their conventional counterparts 
in 2013, such as in the case of the S&P 
Global BMI Shariah which gained 
21.2% compared to the S&P Global 
BMI which rose by 21.1%. Regionally, 
the story was much the same with the 
Dow Jones Islamic Market Index GCC 
up 25.8% and the Dow Jones GCC up 
25.4%; the S&P Pan Asia BMI Shariah 
gained 5.2% and S&P Pan Asia BMI was 
up 10.2%, S&P Europe BMI Sharia was 
up 20.2% and S&P Europe BMI rose by 
23.9%. 

International exchanges
In November last year, the Bahrain 
Bourse and Saudi stock exchange 
Tadawul signed an MoU to increase the 
existing cooperation between the two 
bourses; this following an agreement 
signed between Tadawul and Abu 
Dhabi Securities Market earlier on in 
the month. In December Oman’s Muscat 
Securities Market signed an MoU with 
the Tehran Stock Exchange to strengthen 
inter exchange cooperation. In February 
this year, Malaysia’s Bursa Malaysia and 
Tadawul also signed an agreement to 
create closer economic ties, rooted in the 
Islamic fi nance sector between the two 
countries. 

Asia
Malaysia: In November, Bursa 
Malaysia issued a revision of the 
Shariah compliance screening applied 
to companies listed on the bourse by 
integrating a two-tier quantitative 
approach. The updated list of Shariah 
compliant entities issued in November 
named 653 entities in compliance 
with revised screening requirements. 
Bursa Suq Al-Sila (BSAS), the country’s 
commodity trading platform specifi cally 
dedicated Islamic liquidity management 
and fi nancing by Islamic banks, in 2013 
recorded a 69% increase in its average 
daily trading value to RM3.9 billion 
(US$1.2 billion), an increase from RM2.3 
billion (US$705.13 million) in 2012. 

In December the Karachi Stock Exchange 
removed fi ve and listed fi ve new 
companies; Att ock Petroleum, Fauji 
Cement, NetSol Technologies, Pakgen 
Power and Sui Northern Gas Pipelines, 
on its Shariah compliant KSE Meezan 30 
Index following its bi-annual review of 
the index.

Europe
UK: In October last year following the 
announcement of the UK’s impending 
sovereign Sukuk issuance, the FTSE 
Group, a wholly-owned subsidiary of 
the London Stock Exchange, launched 
the FTSE Shariah Developed Minimum 
Variance Index. In February this year 
UMEX Securities, which currently off ers 
UMEX Trader, a platform that allows 
trading ethically worldwide with access 
to data from more than 40 exchanges, 
launched UMEX Tradebridge, an Islamic 
trade fi nance service, primarily utilizing 
Murabahah and Wakalah structures.

Middle East
In November 2013, Tadawul and the 
Abu Dhabi Securities Exchange (ADX) 
agreed to cross-list shares. This was 
followed this year, by ADX issuing a 
recommendation that stakeholders 
consolidate back offi  ce operations and 
processes for sett lement and regulation 
between ADX and the Dubai Financial 
Market, as an alternative should the 
proposed merger, which has been on 
hold for three years so far, not take place.

In June 2013 MSCI announced the 
upgrade of the UAE and Qatar and their 
respective bourses to emerging market 
status; as a result, in the UAE, stock value 
owned by foreign institutional investors 
rose to AED2.4 billion (US$653.28 
million) in January 2014. Dubai 
Investments, Dubai Islamic Bank, First 
Gulf Bank and Abu Dhabi Commercial 
Bank were some of the top performing 
stocks in the UAE in 2013 and have seen 
foreign investor interest rise since the 
release of the provisional MSCI revised 
index ahead of the offi  cial list to be 
released on the 14th May 2014. S&P Dow 

Jones has also elected to upgrade the 
two countries and their exchanges to 
emerging market status from September 
2014.

Dubai: In March this year, the Dubai 
Multi Commodities Center teamed 
up with global brokerage fi rm BGC 
Partners, as its fi rst brokerage partner to 
increase activity and promote its Shariah 
compliant commodity trading platform 
Tradefl ow, to a wider audience. At the 
start of April, NASDAQ Dubai, Emirates 
Islamic and Emirates Islamic Financial 
Brokerage announced the launch of 
a new platform, the NASDAQ Dubai 
Murabahah Platform. The platform 
utilizes Shariah compliant certifi cates 
based on Wakalah investments that have 
been developed for use as the underlying 
assets for all fi nancing transactions. 
During the six-month pilot phase the 
platform handled over AED2 billion 
(US$544.45 million) in fi nancing business 
for its clients.

Opportunities and outlook
As evidenced by the interest in the stocks 
in the UAE and Qatar following the 
announcement of their status upgrade, 
emerging markets and the markets 
new to Islamic fi nance are seen as 
opportunities in the equity market and 
although the equity markets in the GCC 
are picking up, Sukuk is still generating 
more interest from investors. 

The asset classes that are showing 
movement in the Middle East are gold, 
fi nancial services, mining and minerals, 
real estate, shipping and technology. 
Industry experts have reported a much 
faster-moving market already this year 
and have seen a migration in companies 
planning to list on an exchange. Whilst 
previously they may have dual listed on 
both NASDAQ Dubai and the London 
Stock Exchange, a move toward London 
has been noted, as companies seek 
to take advantage of investment by 
institutional investors.

Islamic finance on the trading floor: 
Stockbroking and trading 
Islamic equity markets are on the up as the investment cycle turns away from fi xed income and interest in equities 
begins once more to rise. As Islamic corporates seek alternative ways to raise capital and investors fl ood back 
to the stockmarkets, REBECCA SIMMONDS looks at the latest developments in Shariah compliant securities 
trading. 
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Malaysia already benefi ts from a broad 
Sukuk investor base and liquid debt 
market. So the increased interest from 
issuers, notably in the Middle East and 
Asia, in tapping the Malaysian ringgit 
and US dollar market should continue 
over the next few years as Malaysia 
cements its leading position in the 
industry. 

Changing market characteristics
Global Sukuk issuance declined by 13% 
in 2013 (see Figure 1). This slowdown 
coincided with the US Federal Reserve’s 
announcement that it would taper 
its quantitative easing program. As 
the dominant Sukuk issuer, Malaysia 
experienced a 25% decline in 2013, in the 
context of slower investment growth. 

Over the past decade, a large public 
investment program has spurred 
issuance in Malaysia. Now that the 
country is adopting private sector 
investment, non-sovereign issuance 
could accelerate in 2014-15, continuing 
the trend witnessed in 2013 at a global 
level.

There are two main regions for Sukuk 
issuance globally. The fi rst is Asia, 
particularly Malaysia. The second is the 
GCC countries (comprising Bahrain, 
Kuwait, Oman, Qatar, Saudi Arabia, and 
the UAE). Of the latt er, we see the UAE 
and Saudi Arabia continuing to lead 
Sukuk issuance owing to our projections 
that the relatively strong investment and 
GDP growth in these countries should be 
maintained in 2014.

Economic conditions remain favorable, 
although some risks remain
We expect relatively strong economic 
growth in key Sukuk issuing countries 
including Malaysia, Saudi Arabia, and 
the UAE in 2014. That said, we expect 
Malaysia’s public investment program 
to continue to drive Sukuk issuance 
throughout the year.

We forecast that oil prices will remain 
close to US$100 per barrel. Furthermore, 
we see good economic prospects in major 

Gulf countries, which should translate 
into lending and balance-sheet growth 
opportunities for the banks. This, in 
turn, should trigger some issuance in 
the debt capital markets. Issuance from 
Saudi Arabia, as well as key hydrocarbon 
exporters with large infrastructure needs 

such as the UAE and Qatar, should 
benefi t from a robust economy in 2014.

Despite a sustained period of political and 
social unrest in some Middle Eastern and 

The global Sukuk market is set to expand again 
in 2014
Despite some headwinds, the long-term prospects for Sukuk remain promising as regulators continue to build 
and strengthen their frameworks to minimize barriers in the market and deepen liquidity. SAMIRA MENSAH 
looks at what we can expect over the coming year. 

continued...

Figure 1: Worldwide Sukuk issuance 2000-13

Note: Data shows Sukuk issued in a given year, including Sukuk that have 
already matured by year-end. 
Sources: Standard & Poor’s, Zawya Sukuk minotor Database ( as of Jan 27, 2014)
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Figure 2: Geographic breakdown of Sukuk maturing in 2014

30,000

25,000

20,000

15,000

10,000

5,000

0

Ba
hr

ai
n

Br
un

ei
 D

ar
us

sa
la

m

G
am

bi
a

In
do

ne
si

a

K
uw

ai
t

M
al

ay
si

a

Sa
ud

i A
ra

bi
a

C
hi

na

Pa
ki

st
an

Q
at

ar

Su
da

n

Tu
rk

ey

U
A

E

U
K U
S

Sources: Standard & Poor’s 2014



29© 9th April 2014

SPECIAL REPORT
S&P

North African countries since 2011, we 
anticipate resilient economic growth in 
2014. We also forecast that oil production 
will increase in Bahrain and Kuwait. In 
this context, Bahrain might resume a 
stronger level of Sukuk issuance. 

Indeed, local currency Sukuk issuance 
across GCC states may continue to 
be used as a means of developing the 
local capital markets. On the downside, 
although not part of our base-case credit 
scenario, a signifi cant drop in oil prices 
or an increase in geopolitical tensions 
could aff ect economic stability and 
adversely aff ect issuance in the region.

Sovereign issuers dominate, but will it 
last?
Sovereign and sovereign-related issuance, 
including corporate and infrastructure 
government-related entities, will continue 
to dominate the Sukuk market in 2014, 
as it has in past years. Sovereign and 
quasi-sovereign Sukuk, which accounted 
for 75% of the total in 2013, are primarily 
issued in Malaysia. External issuance out 
of Malaysia slowed in the second half of 
2013, refl ecting the country’s investment 
cutbacks. That said, we expect Malaysia’s 
public investment program, as illustrated 
by the US$2 billion dual tranche in 2011, 
will continue to infl uence Sukuk issuance 
in 2014-15. Looking ahead, a favorable 
economic environment in Asia and 
GCC member states, embracing China’s 

economic soft  landing and the still-
strong investment pipeline in Malaysia, 
provide good prospects in terms of Sukuk 
volumes.

From a sovereign perspective, Sukuk 
can give governments’ access to a new 
investor base by diversifying their 
sources of fi scal funding. Sukuk issued to 
foreign investors can also help to cover 
external fi nancing needs and support 
reserve building. This is important for 
countries with sizable external funding 
needs, such as those in North Africa, but 
less so for GCC countries. For investors 
looking to buy Islamic bonds outside 
of traditional markets like Asia and the 
GCC region, Africa may soon off er a 
fresh alternative. In recent years, Senegal 
and South Africa have indicated that 
they are looking to issue Sukuk, while 
North African countries such as Tunisia, 
Egypt, and Morocco have fi nalized or 
are fi nalizing their legal frameworks to 
promote Sukuk issuance.

Domestic regulations and a push from 
multilateral institutions place Sukuk 
center stage
Regulation will remain center stage over 
the next few years. The huge demand for 
fi nance and the growing popularity of 
Sukuk as a mainstream asset class among 
fi xed-income investors in Asia and the 
Gulf is pushing countries to establish or 
enhance their regulatory frameworks.

Malaysia is working to cement its 
position at the head of the Sukuk 
market by att racting global issuers and 
investors. It has built up a strong Islamic 
debt capital market over the years — 
alongside its conventional capital market 
— with well-defi ned regulation, standard 
Sukuk structures, and a large pool of 
liquidity. Its successful US$2 billion dual-
tranche issue in 2011 further contributed 
to increase supply in the market, 
deepening liquidity and broadening the 
acceptance of Sukuk structures, including 
to GCC-based investors. We expect more 
non-Malaysian issuers to issue in the 
Malaysian market in local currency and 
US dollars in 2014.

Elsewhere, we view positively moves 
to emulate the Malaysian model. 
Authorities in Dubai and Turkey, for 
instance, are sponsoring the defi nition 
of a clear Sukuk framework, to enable 
the gradual emergence of new Islamic 
fi nance ‘hubs’. Similarly, we note that 
in July 2013 Hong Kong passed an 
ordinance to create a level playing fi eld 
for Sukuk. This should, in turn, improve 
the supply-demand characteristics of the 
global Sukuk market.

Samira Mensah is the associate director of 
Standard & Poor’s Rating Services based 
in Johannesburg. She can be contacted at 
samira.mensah@standardandpoors.com.

Continued

Advanced Sukuk &
Islamic Securitization

4th – 6th May 2014, Riyadh

Course Highlights:
• Compare and contrast between Sukuk, bonds and asset backed securities (ABS)
• Identify different type of Sukuk and debt capital market strategies applied in the market
• Examine various current issues related to Sukuk market-covering business, credit, legal, Shariah and other issues
• Analyze various deal term sheets to determine risks, legal status and enforcement rights of investors
• Structure suitable Sukuk solution to meet different financing and investment needs www.islamicfinancetraining.com
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The divergence has widened in 2014 
following the upgrade of Saudi Arabia 
(to ‘AA’), while both Lebanon (‘B’) and 
Tunisia (‘BB-’) are on negative outlooks. 

Prospects for a further widening of the 
gap may be limited as the lower ratings 
for many energy importers are more 
tolerant to any deterioration in economic 
or political conditions, while achieving 
the triggers necessary for an upgrade will 
be challenging for energy exporters. 

Strong balance sheets underpin the 
ratings of the energy exporters, while 
structural, institutional and political 
factors are constraints. These weaknesses 
are being addressed but it will take time 
to see tangible benefi ts for the ratings of 
the highest-rated energy exporters. Saudi 
Arabia’s progress in tackling potential 
sources of social stress — notably 
shortages of suitable jobs and housing 
— together with its improving sovereign 
and external balance sheets and strong 
banking sector were key drivers for its 
upgrade in March. The upgrade was the 
fi rst for any energy exporter since 2008 
and Saudi Arabia’s long-term foreign 
currency rating is now aligned with that 
of Abu Dhabi and Kuwait. 

Credit fundamentals across the energy 
exporters are expected to remain strong, 
driven by triple digit oil prices. Fitch 
forecasts that Brent crude will average 
US$105 billion in 2014 and US$100 billion 
in 2015. As a result, all energy exporters 
are expected to record external surpluses 
and all bar Bahrain (‘BBB’) are forecast 
to post fi scal surpluses in both years. 
Non-oil economic growth is forecast to 
pick up across the region, with the gains 
most pronounced in the UAE and Saudi 
Arabia. For the former, momentum is 
building because of its relative political 
stability, which is contributing to robust 
growth in tourism, trade, logistics and 
real estate. In the case of Saudi Arabia, 
disruption to economic activity caused 
by wide-ranging labor market reforms 
will ease. Progress in diversifying the 
economic base of energy exporters 
is continuing, but heavy reliance on 

hydrocarbons for budget and external 
revenues is a credit weaknesses. 

Energy importers have more diversifi ed 
economies but share some of the political 
and institutional weaknesses. They 
also have far weaker fi scal and external 
positions, which are refl ected in their 
lower ratings. These vulnerabilities 
have been aggravated by domestic and 
regional political instability, which has 
pulled down economic growth and 
pushed up budget defi cits. Political 
concerns are central to the negative 
outlooks on Lebanon’s and Tunisia’s 
ratings. In the case of the former, the 
risks stem from the rising and uncertain 

fallout from the confl ict in neighbouring 
Syria. For Tunisia, it is the course of the 
domestic political transition. 

Fitch assumes that economic 
performance should improve in most 
energy importers in 2014 due to greater 
external fi nancial support, a recovering 
Eurozone and in some cases improved 
political stability. Large fi nancial 
injections from the GCC and a calmer 
political situation were key factors 
behind the change in the outlook on 
Egypt’s rating (‘B-’) in January to stable 
from negative, where it had been since 
early 2011. Nonetheless, the region’s 
energy importers face signifi cant 
challenges, from raising growth to levels 
that will lower unemployment through 
to implementing fi scal consolidation in a 
volatile political environment (Egypt and 
Lebanon are forecast to have the largest 
budget defi cits as a percentage of GDP of 
all Fitch rated sovereigns in 2014). 

Litt le sovereign debt issuance is expected 
from the region in 2014. Fitch assumes 
that Bahrain is the most likely of the 
energy exporters to borrow externally, 
though the large 2013 issuance has given 
some fi nancing fl exibility. The Omani 
authorities are considering their fi rst 
international bond issue since 1997. No 
sovereign external issuance is expected 
from other rated energy exporters given 
their substantial external surpluses. 
Fitch does not expect that Egypt will 

Sovereign rating divergence in MENA may peak 
in 2014 
Sovereign ratings in the MENA region have diverged in recent years. Since early 2011 the ratings of many energy 
importers have been downgraded, while those of most energy exporters have been stable. PAUL GAMBLE 
investigates.

continued...

Figure 1: Rating performance by region
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borrow on the international market 
given that GCC funding is expected to 
be forthcoming. An IMF precautionary 
facility provides a backstop for Morocco 
(‘BBB-’), though Morocco maintains 
market access and international issuance 
is possible. In contrast, Tunisia will 
remain highly dependent on offi  cial 
external fi nancing. 

Oil prices are a key sensitivity for the 
ratings of all sovereigns in the region. 
However, these risks are currently 
asymmetric. Higher oil prices will put 
immediate pressure on the fi scal and 
external positions of energy importers. 
In contrast, the large external and fi scal 
buff ers of the region’s energy exporters 
mean their ratings are tolerant to a period 

of lower oil prices and would benefi t 
litt le from higher oil prices. 

Political risks are more pronounced than 
for other regions. Regional tensions, 
notably the Syrian confl ict, and domestic 
political transitions could put downward 
pressure on ratings. Finally, a weaker 
commitment to fi scal consolidation 
would put pressure on ratings, 
particularly for sovereigns where defi cits 
are high and debt rising. Reforms to 
strengthen the business environment and 
private sector would be rating positive.

Paul Gamble is the director of Sovereign 
Group at Fitch Ratings. He can be contacted 
at paul.gamble@fi tchratings.com.

Continued
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Cagamas, Malaysia’s national mortgage 
corporation, has once again tapped 
into the Malaysian Islamic debt capital 
market with three-month Islamic 
commercial papers (ICP) worth RM500 
million (US$152.46 million). The short-
term debentures were issued on the 25th 
March 2014 and carry a return of 3.31%, 
due to mature on the 24th June 2014. 
The issuance is part of the company’s 
existing RM60 billion (US$18.33 
billion) Islamic commercial papers and 
medium-term notes program. Proceeds 
from the issuance will be used to fund 
the purchase of Islamic fi nancing from 
the fi nancial system.

Speaking to Islamic Finance news, Chung 
Chee Leong, the president and CEO 
of Cagamas, highlighted the unique 
features of the ICP. “Cagamas is the 
fi rst issuer that issues profi t-based ICP, 
meaning investors pay the issuer at par 
on issuance date and receive face value 
plus profi t on maturity. In Malaysia, 
ICPs are normally issued at a discount. 
The issuance received strong demand 
from both domestic and foreign-owned 
fi nancial institutions,” said Chung. 

To capture a broader range of investors, 
the structure used for the short-term ICP 
is commodity Murabahah. According 
to Chung, this particular structure 
was selected as it is a widely accepted 
Islamic concept in the GCC and is one of 
the most popularly used principles for 
various Islamic fi nancial instruments. 
Commodity Murabahah has proven 
its ability to meet the requirements of 
a larger range of investors. “Further, 
Malaysia’s sizeable inventory of the 
edible oil, namely crude palm oil 
resources, in addition to contracts based 
on London Metal Exchange commodities, 
has further accommodated the use of this 
structure,” he explained. 

One of the challenges encountered in 
the course of its issuance was obtaining 
adequate interest from investors. “The 

main challenge faced in this issuance 
was gett ing suffi  cient interest from the 
investors at the intended cost of funds, 
noting that other investment instruments 
and banking products off ered higher 
returns for the equivalent tenure,” 
expounded Chung. According to him 
the company conducted proactive 
engagements with end investors and 
fi nally managed to close the deal at 
a competitive cost of funds and at a 
commendable bid-to-cover ratio.  

This is Cagamas’ fi rst issuance in 2014. 
The company is also involved in the 
issuance of predominantly medium and 
long-term fi xed rate Sukuk under various 
Islamic structures available through its 
RM60 billion (US$18.33 billion) Islamic 
commercial papers and medium-term 
notes program, and its RM5 billion 
(US$1.52 billion) ICP/IMTN Sukuk al-
Amanah Li al-Istithmar. Chung believes 
that these issuances provide investors 
with the opportunity to invest in high 
grade papers of various tenures which 
are oft en used as the guiding benchmark 
for other debt securities issues. 

Malaysia’s first profit-based ICP

Cagamas 
Three-Month Islamic commercial 

papers

RM500 million (US$152.77 
million)

25th March 2014

Issuer Cagamas

Obligor Cagamas

Issuance price Par

Purpose of 
issuance

Purchase of Islamic 
fi nancing

Trustee PB Trustee Services

Tenor Three months

Coupon rate/return 3.31%

Payment At sett lement date

Currency Malaysian ringgit

Maturity date 25th June 2014

Lead manager(s) RHB Investment Bank

Principal 
advisor(s)

CIMB Investment Bank, 
Maybank Investment 
and  HSBC Bank 
Malaysia

Governing law Law of Malaysia

Legal advisor(s) / 
Counsel

Zaid Ibrahim & Co as 
legal counsel for the 
issuer.
Christopher Lee & Co 
as legal counsel for joint 
principal advisers and 
joint lead arrangers

Listing Not listed on Bursa 
Malaysia Securities 
or any other stock 
exchanges

Underlying 
assets

Shariah compliant 
commodity

Rating ‘MARC-1ID’ by MARC 
and ‘P1’ by RAM

Shariah 
advisor(s)

CIMB Islamic Shariah 
Committ ee, Maybank 
Shariah Committ ee, 
HSBC Bank Malaysia 
Shariah Committ ee and 
Amanie Advisors

Structure Commodity Murabahah 

Tradability Yes

Investor 
breakdown

Financial institutions

Face value/
minimum 
investment

RM500 million 
(US$152.46 million)

Cagamas is 
the first issuer 

that issues profit-
based ICP, meaning 
investors pay the 
issuer at par on 
issuance date and 
receive face value 
plus profit on 
maturity
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BAHRAIN

By Dr Hatim El Tahir

The Islamic fi nance industry in 
Bahrain is facing fresh emphasis on 
the importance of Shariah compliance 
and the need to enhance Shariah 
governance practice in the kingdom. 
This timely and topical issue was 
addressed in the 7th Roundtable of the 
Waqf Fund, a Central Bank of Bahrain 
(CBB) initiative supported by the 
institutions off ering Islamic fi nancial 
services operating in the kingdom. 

The discussion — which was led by 
the fund’s chairman, Khalid Hamad, 
also the executive director of banking 
and supervision at the Central Bank of 
Bahrain — highlighted the importance 
of the triangular practice of ‘internal 
Shariah review, internal Shariah audit 
and external Shariah audit’ and the need 
to develop an independent external 
Shariah audit report as part of the audit 
and assurance review. 

The live debate created an important 
opportunity for industry stakeholders 
to discuss the challenges to develop a 
consistent and effi  cient framework that 
corresponds to the emerging business 
and regulatory challenges in the global 
fi nancial marketplace. This view was 
also echoed by the governor of the CBB 
his speech at a recent fi nancial forum, 
in which he outlined the CBB’s strategy 

for Islamic fi nance and reaffi  rmed the 
CBB’s plan to introduce new mandatory 
guidelines on Shariah governance.

The kingdom’s fi nancial regulator 
aims to strategize the role of Islamic 
fi nance by creating anenabling 
regulatory environment that resembles 
international leading practices. It has 
worked towards enhancing Shariah 
governance and creating a level playing 
fi eld for the industry. 

The new external Shariah audit 
framework is expected to be modeled 
in line with the COSO internal control 
approach with guidance and support 
from the AAOIFI and the ‘Big Four’ 
professional services fi rms. In addition, 
it has been resolved that the Waqf Fund 
will support and fund the improvement 
of the certifi cation program off ered by 
AAOIFI — namely the CIPA and CSAA 
certifi cates, to ensure that it covers 
others aspects of business, economic and 
risk management.

For institutions off ering Islamic fi nancial 
services in Bahrain and other markets, 
which were impacted by the global 
fi nancial crisis, the natural response 
has been to elevate the importance 
they att ach to Shariah governance 
and the need for tighter controls in 
functional and operational fronts. 
Likewise, there is a general consensus 
on the compelling need to mandate an 
‘external Shariah audit’. For example, 
the Central Bank of Oman has mandated 
an independent assurance report on 
Shariah compliance,which is prepared 
by the external auditors as part of their 
assurance exercise.

What is eff ectively required now is that 
the vested stakeholders collaborate more 
practically to improve internal policies 
and procedures that can improve 
Shariah internal controls. Key to forming 
an eff ective framework is the need to 
address the practice shortcomings in the 
industry and embrace technology-led 
systems that will respond in a timely 
manner to regulatory and operational 
changes.

Dr Hatim El-Tahir is director of Islamic 
fi nance group, Islamic Finance Knowledge 
Center Leader, Deloitt e & Touche — 
Bahrain. He can be contacted at heltahir@
deloitt e.com

Bahrain eyes external Shariah audit 
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KUWAIT

By Alex Saleh

With the closing of the Az Zour 
North IWPP Project aft er a protracted 
tendering process, the government 
of Kuwait is hopeful that several 
successful mega projects will follow 
under the public-private partnership 
(PPP) model. This presents lenders 
with great opportunities to fi nance a 
steady stream of projects in Kuwait. 
However, there are challenges with 
respect to the lenders’ ability to put in 
place a suffi  cient security package. This 
also signifi cantly impacts the ability of 
Shariah compliant fi nanciers to become 
involved with the fi nancing of these 
projects.

Law No. 7 of 2008 (the PPP Law) 
established a system and procedures for 
implementing BOT and similar types of 
projects under the PPP model. Under 
this model, the public and private sectors 
would cooperate to implement projects 
that would benefi t the state of Kuwait 
while providing the necessary incentives 
to the private sector in order to invest in 
these projects.

While BOT projects are usually funded 
through limited recourse fi nancing, 
whereby lenders’ are limited with respect 
to the type of security which can be taken, 
the PPP Law has been viewed by many as 
being too restrictive. Article 13 of the PPP 
Law prohibits (i) the disposal or mortgage 
of land and the constructions and building 
upon it, (ii) any asset reverting to the state 
of Kuwait following the end of the BOT 
term, and (iii) att aching any real rights 
over the same.

From a lender’s perspective (both 
conventional and Shariah compliant), 
Article 13 of the PPP Law eff ectively 
restricts lenders from being able to take 
security over virtually all tangible and 
substantial assets, including the land 
that the project is built on, any buildings 
(including offi  ces, plants, and other fi xed 
structures), any movable assets that are 
integral to the project (such as turbines, 
equipment, or any other fi xtures), and any 
other direct or “real rights” in the assets.

Due to the nature of limited recourse 
fi nancing, lenders need to ensure that 
any and all security available to them is 
properly registered. However, the PPP 

Law in its current form signifi cantly 
cripples lenders’ security packages. As 
such, the PTB has recently indicated 
that an amendment to the PPP Law 
is expected to be passed in the near 
future. Although not confi rmed, there 
have been talks that the proposed 
amendment will relax the restrictions 
and prohibition under Article 13 of the 
PPP Law, hopefully allowing for a more 
comprehensive security package for 
lenders’ which would include security 
over real assets.

In addition, from the perspective of 
Shariah compliant banks, Article 13 
eff ectively reduces the fi nancing options 
to a standard Murabahah. Any other 
type of Shariah compliant fi nancing, such 
as Ijarah, Wakalah, or specifi c Islamic 
project fi nance schemes such as Istisnah, 
would not be applicable because lenders 
could not take any ownership interest 
(whether legal or benefi cial) in the project 
assets.

Alex Saleh is a partner and head of the 
Kuwait offi  ce at Al Tamimi & Company. He 
can be contacted at alex.saleh@tamimi.com.

Will PPPs be funded through Islamic finance?

LEBANON

By Johnny El Hachem

The method used to tap the real att itude 
of the main Islamic industry players in 
Lebanon has raised several questions:

• Can Lebanon be an att ractive hub for 
the Islamic fi nance industry? 

• Can Lebanon att ract those investors? 

• What can Lebanon off er? 

• What is the real problem, if any, 
impeding the newborn fi nance 
industry, and what is preventing it 
from adding value to the national 
economy? 

1. Comments and criticism of the 
actual regulations 

 One of the most common criticisms 
is that the law links unrestricted 
accounts’ deposit revenues to 

overall Islamic fi nance institutions’ 
performance revenues. 

2. Proposed solutions 
 The solutions proposed by Islamic 

fi nancial institutions include: 

a. Amend the regulation on 
unrestricted deposit accounts, to 
remunerate them from the results 
of the revenues of the portfolios 
they were invested in, and not from 
the entire bank’s operations;

b. Amend the regulation to authorize 
Islamic fi nancial institutions to 
receive short-term deposits of less 
than six months;

c. Eliminate the double stamp taxation, 
applying the stamp tax only on the 
fi nal end user and owner;

d. Consider an exemption of multi-
taxation on multiple Islamic 

contracts when they pertain to one 
single transaction and operation;

e. Allow Islamic fi nancial institutions 
to be exempt from value added 
tax when acquiring an asset that is 
bound to be transferred to its end 
user and owner, at the maturity of 
the contract;

f. Amend the law subsidizing the 
interest payment for housing loans 
by conventional banks to include 
the revenues on housing operations 
by Islamic institutions; and

g. The central bank should 
remunerate the reserve deposits of 
Islamic fi nancial institutions by a 
revolving Murabahah operation, 
so that those revenues could be 
accepted by such institutions. 

Johnny El Hachem is a partner — corporate 
at Bin Shabib & Associates Lebanon. She can 
be contacted at johnny.hachem@bsalb.com.

Evaluation of the status of the Islamic finance industry in 
Lebanon
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US

By Joshua A Brockwell

On the 13th March 2014, representatives 
from the Islamic fi nance industry met 
with a delegation of US and Arab 
ambassadors at State Department 
offi  ces in downtown Washington, DC 
for the 2nd Annual State Department 
Ambassadors Forum. Sponsored 
by the National US-Arab Chamber 
of Commerce (NUSACC) and the 
US Department of State, the forum 
convened business leaders and 
diplomats from the MENA region to 
promote trade and investment. 

In her opening address to att endees, 
the assistant secretary of state for 
Near Eastern Aff airs, Anne Patt erson, 
recognized the importance of economic 
ties between the US and the MENA 
region, citing the role of trade and 
investment from American fi rms in 
improving the quality of life for millions 
of people overseas. Panel discussions 
at the event dealt with topics including 
strategies to diversify Arab economies 
away from hydrocarbons and prospects 
for economic growth post-Arab Spring. 

Following the panels, Islamic 
fi nance representatives held private 
conversations with US diplomats to the 
region, sharing their vision of Shariah 
compliant investment strategies and 
gaining insight from ambassadors about 
investment opportunities in their host 
countries.

In a statement, att endee Azzad Asset 
Management said: “We appreciate 
the eff orts of the NUSACC and the 
US Department of State to encourage 
commerce between the US and the 
MENA region. The NUSACC was 
established over 40 years ago to 
facilitate US-Arab business, and the US 
Department of State directly supports 
tens of millions of jobs through the 
promotion of new and open markets 
for US fi rms. As representatives of 
the Islamic fi nance industry in the US 
with several fi nancial products focused 
on global opportunities, all of us are 
pleased to work in conjunction with 
public-private partnerships like this 
one to maximize value for clients and 
shareholders.”

Joshua Brockwell is the investment 
communications director at Azzad Asset 
Management. He can be contacted at joshua@
azzad.net.

Islamic finance is topic of discussion at 
US State Department Forum
One-on-one talks focus on Islamic fi nance, investment between US and 
MENA regions
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secretary 
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citing the role of 
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from American firms 
in improving the 
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A capital market is typically a place 
where capital is traded between those 
having surplus capital and those 
requiring funds for their investment 
needs. Modern capital markets, 
particularly in a capitalist, monetized 
economy have, over a century or so, 
developed a very effi  cient system 
in order to facilitate the following 
demands:

• Those with surplus capital would 
have the opportunity to select the 
best forms of investments not only in 
terms of yields or returns but also in 
terms of a good mix of short, medium 
and long-term investments to spread 
their risks;

• Those who have the opportunities 
and expertise to innovate and manage 
investment concerns but lack the funds 
to fi nance their activities can get access 
to surplus funds from others;

• There are also those who need to vary 
their investment mix from time to 
time and wish to do so with ease and 
rapidity at very litt le cost;

• There are obvious needs to develop 
a mechanism that will ensure the 
generation of investment and 
fi nancing activities which are 
operational, cost-eff ective and 
generally fair to all parties concerned;

The growing awareness of, and demand 
for, investing in accordance to Islamic 
principles on a global scale has created 
a fl ourishing Islamic capital market, a 
trend enhanced by the increasing wealth 
in the hands of Muslims worldwide who 
are actively involved in corporate and 
business activities.

Indeed, the pace of development in the 
Islamic fi nancial market has gathered 
momentum with the formation and 
growth of various international Islamic 
organizations to provide the appropriate 
infrastructure, see Figure 4.1.

These organizations include: 

• The Accounting and Auditing 
Organisation for Islamic Financial 
Institutions (AAOIFI), based in 
Bahrain.

• The Islamic Financial Services Board 
(IFSB), based in Malaysia. 

• The International Islamic Financial 
Market (IIFM), based in Bahrain.

 
Today, the Islamic capital market 
operates in parallel to the conventional 
capital market and provides investors 
with an investment philosophy based on 
religion. It is rapidly gaining worldwide 
acceptance. It should be stressed that the 
fact that the Islamic capital market does 
not prohibit participation from non-
Muslims creates unlimited upside to the 
depth and breadth of this market.

What are Islamic capital 
markets?
The diff erences between Western 
conventional fi nance and Islamic fi nance 
can be as stark as the two cultures. The 
respective cultures have, quite naturally, 
developed investment strategies 
refl ective of their diff erent regions. 

While Western investments oft en take on 
high risk and are structured to generate 
maximum returns, Islamic investments 
are based on Shariah law, which forbids 
the payment and receipt of interest and 

requires risks and profi ts to be shared 
amongst investors. Figure 4.2 illustrates 
the two main components of an Islamic 
capital market. 

The role of capital markets in promoting 
an effi  cient fi nancial system cannot be 
over-emphasized. Given that a developed 
fi nancial system can make positive 
contributions to economic development, 
the existence of vibrant capital markets 
becomes a necessity for any economy. 
As discussed in Chapter 3, capital 
markets facilitate long-term fi nancing 
for businesses and entrepreneurs by 
att racting savings from a large pool of 
investors. These markets provide long-
term capital to entrepreneurs through 
a series of short-term securities with 
investors who may enter and exit the 
market at will. 

An effi  cient capital market is expected to 
perform the following functions:

• To provide a resource mobilization 
mechanism leading to an effi  cient 

Islamic capital markets and Islamic 
securitization  

continued...
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allocation of fi nancial resources in the 
economy;

• To provide liquidity in the market 
at the cheapest price, i.e. the lowest 
transaction cost or low bid-ask spread 
on the securities being traded in the 
market;

• To ensure transparency in the pricing 
of securities by determining the risk 
premia, refl ecting the riskiness of the 
security;

• To provide opportunities for 
constructing well-diversifi ed 
portfolios and to reduce the level of 
risk through diversifi cation across 
geographic regions and across time.

Capital markets consist of primary and 
secondary markets. Whereas primary 
markets are important for raising new 
capital and depend on the supply 
of funds, secondary markets make a 
signifi cant contribution by facilitating 
the trading of existing securities. In some 
ways, secondary markets play an equally 
critical role by ensuring liquidity and 
fair pricing in the market and by giving 
valuable signals about the security. In 
other words, secondary markets not only 
provide liquidity and low transaction 
costs, they also determine the prices of 
the securities and their associated risk 
on a continuous basis, incorporating 
relevant new information as it arrives.

Just as capital markets play a critical role 
in the conventional fi nancial system, their 
role in the Islamic fi nancial system is also 
equally important. Whereas conventional 
capital markets have an established and 
long-running track record, Islamic capital 
markets are at an early stage of their 
development. 

Conventional capital markets have two 
main streams: the securities markets for 
debt trading and the stock markets for 
equity trading. Raising capital through 
conventional debt is not possible in the 
Islamic system due to the prohibition 
of interest. Although borrowing and 
lending on the basis of debt is a common 
practice in modern conventional 
markets, Muslims cannot participate in 
conventional debt markets. 

It should be stressed that the concept 
of stock markets is most certainly in 
consonance with the Shariah principles 
of profi t-and-loss sharing. However not 
every business listed on the stock market 
is fully compliant with the Shariah. 

These issues pose challenges for the 
development of Islamic capital markets. 

An Islamic capital market refers to the 
market where the activities are carried 
out in ways that do not confl ict with the 
conscience of Muslims and the religion 
of Islam. In other words, the Islamic 
capital market represents an assertion of 
religious law in capital market transactions 
where the market should be free from the 
involvement of prohibited activities by 
Islam, as well as free from elements such 
as usury (Riba), gambling (Maisir) and 
ambiguity (Gharar). Figure 4.3 illustrates 
the parties to an Islamic capital market.

Functions of an Islamic 
capital market
An Islamic capital market should ideally 
perform all the above listed functions of 
conventional capital markets but with 
the added Islamic concerns of justice 
and equitable distribution of benefi ts. 
The Quran and the Hadith have given 
clear guidance on moral rules and 
obligations, prohibition of interest, and the 
prohibition of obtaining others’ property 

by wrongful means. Based on these and 
other guidelines, an Islamic capital market 
should function without interest and also 
without some of the other issues which, 
in the eyes of Muslims, adversely aff ect 
conventional markets viz Gharar etc. 

Another aspect of Islam is that it prescribes 
the compulsory fi nancial obligation of 
Zakat. The Quran prescribed that the 
purpose of Zakat is to ensure that the 
wealth does not circulate only among 
your rich folk’ (Al-Hashar 59:7). In this 
sense, if the capital market is not growing 
to allow for the overall increase in wealth 
and economic growth or if the growth 
results in the concentration of wealth to 
few groups of individuals, this indicates, in 
the eyes of Muslims, that there exists some 
weaknesses in the system and corrective 
measures need to be implemented by the 
appropriate authorities. This is also an area 
where capital markets fi t within Islam.

As mentioned in Chapter 3 in the 
conventional fi nancial system, an 
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ideal eff ective and effi  cient regulatory 
structure is said to promote fi nancial 
markets that are:
1) Liquid and effi  cient, where there 

exists a free fl ow of capital and 
where it is allocated effi  ciently given 
the underlying risks and expected 
returns;

2) Transparent and fair where 
information must be reliable and 
relevant and must fl ow in a timely 
and fair-handed manner to all market 
participants; and 

3) Ethical and sound where market 
participants should act with integrity 
and in accordance with principles of 
unimpeachable conduct as they make 
capital transactions and other related 
activities.

The success of regulators is seen in terms 
of the extent to which they can build 
investor confi dence in the integrity and 
fairness of transactions in capital market 
and the extent to which they are able to 
develop the markets in the direction of 
bett er transparency, greater competition 
and hence greater effi  ciency.

Objectives of an Islamic 
capital market
In principle, the objectives of an Islamic 
capital market are based on the Shariah 
which in essence should be treated as the 
necessary framework vehicle to transfer 
funds from surplus to defi cit units. This 
is to ensure the equitable allocation of 
capital to sectors which would yield the 
best returns to the owners of capital and 
hence contribute towards the overall 
growth and expansion of the economy. 
The objective of the Islamic capital 
market is also to ensure that a means of 
att racting surplus funds for worthwhile 

investments exists in accordance with 
the owners’ preferences in terms of the 
extent of risk involvement, rate of return 
as well as the period of investment 
preferred. Without a capital market, the 
fund owners would not fi nd suffi  cient 
opportunities to invest for the short-term. 
Most investments have gestation lags and 
are long-term in character. Emergency 
needs may arise from time to time which 
cannot be easily met.

It is also un-Islamic to hoard wealth. It 
is therefore necessary for wealth owners 
to invest their funds in order to allow 
their funds not to be unnecessarily 
eroded by the obligatory Zakat (Islamic 
tax). An Islamic stock market is ideally 
characterized by the absence of, interest-
based transactions, derivative-based 
transactions and stocks of companies 
dealing in unlawful activities or items. 
It should also be free from any form of 
unethical or immoral transactions, such 
as market manipulations, insider trading 
and short-selling.

Brian Kett ell was, until recently, an advisor 
to the CEO at ICD, part of the IDB Group 
based in Jeddah, Saudi Arabia. He had 
many Shariah related responsibilities and 
was actively involved in the ICD Sukuk 
structuring team.

Subsequently, Kett ell taught workshops on 
Islamic banking and fi nance at a range of 
fi nancial institutions including the World 
Bank, African Development Bank, National 
Commercial Bank (Saudi Arabia), Global 
Investment House (Kuwait), Noor Islamic 
Bank (UAE), the UK Treasury, the Central 
Bank of Iran and  the Central Bank of Syria
Kett el is the most published book author on 
the subject in the world. He is the author of 
11 books on Islamic banking and fi nance
Contact details
www.gulfSukuktraingcourses.com
bkett ell@hotmail.com
mobile : +971 (0) 566399300 

Islamic Capital Markets 
Author:  Brian Kett ell
ISBN 9780955835117
Price US$125, including post and package
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In recent years, in addition to global 
travelers that mostly come from 
advanced economies, the number of 
people from the emerging and fast-
growing economies such as BRIC 
(Brazil, Russia, India, China) and the 
Middle East, who can aff ord to travel 
overseas for leisure and recreational 
purposes has increased signifi cantly, 
with an estimated 76% of global travel 
and tourism contribution to GDP 
coming from leisure travel.

The United Nations Global Tourism 
Organization (UNWTO) in its latest 
report measured the global travel and 
tourism’s contribution to GDP (direct, 
indirect, and induced impact)which 
stood at over 9%. The total contribution 
of travel and tourism to GDP has been 
more than US$6.6 trillion of which 30% 
is spent by foreign visitors and the rest 
by domestic spenders. The industry’s 
contribution to employment (direct 
and indirect) was over 260 million jobs. 
International tourist arrivals reached 1.09 
billion (with Europe, Asia Pacifi c, the 
Americas, Africa and the Middle East 
respectively receiving 52%, 22.8%, 15.5%, 
5%, and 4.7% of arrivals), and the total 
fi gure is estimated to exceed 1.8 billion 
travelers by 2030. Following consecutive 
years of prosperity, 2014 tourism is 
expected to experience a 4-4.5% growth 
rate to record another affl  uent year for 
the industry. 

The Islamic tourism industry 
A survey recently released by Crescent 
Rating (CR), a Singapore-based Muslim 
travel specialist, estimates that in 
2013 the Muslim travel market was 
worth US$140 billion and is expected 
to reach US$200 billion by 2020. CR 
announced Malaysia as the friendliest 
Halal destination for Muslim tourists. 
According to data compiled by the 
Ministry of Tourism and Agriculture, 
the country received approximately 
25.7 million international travelers from 
which it earned over US$21 billion in 
2013. Interestingly, Singapore ranked 
sixth and Japan, which was in 50th place 
in 2012, for 2013 scored 40th among the 

60 ranked. Such ambitious att empts 
undertaken by non-Muslim economies 
competing with Muslim nations are clear 
evidence of the importance of Islamic 
travel and tourism industry. 

Sukuk for the tourism 
industry
Sukuk Manfa’ah: as a choice to enhance 
tourism industry
Malaysia has already undertaken many 
initiatives to become an att ractive 
destination for the global tourism 
market. The Economic Transformation 
Program (ETP) for example is an 
initiative undertaken by the Malaysian 
government to turn Malaysia into a high 
income economy by 2020. ETP places 
tourism as the fourth sector (aft er oil, gas 
& energy, palm oil & rubber and fi nancial 
services) in focus, affi  rming the strategic 
position of the industry. However, 
to maintain this position in such 
competitive environment, the country 
must continue to develop infrastructures 
and enhance capacities and att ractions in 
tandem with the fast-growing number of 
arrivals.

To do so, apart from removing 
roadblocks to growth,the funding 
and structure of fi nancing are key 
determining factors. The Malaysian 
Sukuk market is the most advanced 
market globally, and on the other 
hand due to its innovative nature and 
fl exibility, Sukuk can off er unique 
potential for the industry to grow. As 
such, the role of Sukuk in the travel and 
tourism industry should not remain 

obscure. From the many diff erent 
available and suitable structures 
like Murabahah, Ijarah, Istisnah, 
Musharakah, and so on, for this industry, 
Sukuk Manfa’ah seems like a viable 
option. 

The underlying Shariah principle for 
Sukuk Manfa’ah
Sukuk Manfa’ah is a structure that takes 
its legality from Ijarah Mawsufa Fi Al-
Dhimmahor a forward Ijarah contract. 
Ijarah is a lease contract whereby an 
owner (lessor/obligor) leases out either 
an asset or the usufructs of the asset/
service/Manfa’ah to its clients (lessees/
investors). Delivery of the asset or the 
Manfa’ah can be for immediate usage 
or for a certain date in the future upon 
mutual consent of contracting parties 
i.e. lessor and lessee. If delivery is for 
the future, the contracts lie within Ijarah 
Mawsufa Fi Al-Dhimmah or forward 
Ijarah (second and fourth categories in 
Figure 1).

Sukuk Manfa’ah lies within the fourth 
category and technically can be defi ned 
as fi nancial certifi cates that represent 
ownership of the holder on certain 
usufruct of a durable asset for specifi c 
time in future. The holders of these 
certifi cates obtain such rights in exchange 
for an agreed amount of money they pay 
to the issuer. Airtime certifi cates entitling 
the holder for a predetermined duration 
of telephone calls in future, vouchers 
representing the right to travel on the 
road, sea, or air are some examples for 
Sukuk Manfa’ah. 

Application of Sukuk for the travel and tourism 
industry in Malaysia
As the world becomes wealthier, the tourism industry is growing simultaneously. AMIRABBAS ZINATBAKHSH 
explores the exciting possibilities this presents for Islamic tourism and its potential for the Malaysian travel 
industry, and looks at how a new structure for Sukuk could enhance this opportunity. 

continued...
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Figure 1: Illustration of the underlying Shariah principle for Sukuk Manfa’ah
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The proposed structure
In order to understand the proposed 
structure, suppose Sunway Lagoon (a 
leisure complex or theme park) by using 
the usufructs of its parks decided to 
issue Sukuk Manfa’ah to obtain a lump 
sum of cash in order to develop some 
other recreational or leisure projects. 
To do so, Sunway, the parent company, 
can issue ‘vouchers’ that entitle holders 
the“rights to enter into Sunway Lagoon 
parks and enjoy the services”on a certain 
date for a limited time in future. Thus 
Sunway can use these vouchers as the 
underlying asset to raise capital from 
interested investors. Figure 2 illustrate 
the procedures clearly.

Conclusion
• The above structure is innovative in 

the sense that there are no physical 

assets involved as it is a so-called 
‘voucher-based’ Sukuk. It suits 
issuers who do not have enough 
unencumbered physical assets 
suffi  cient for Sukuk issuance;

• Whereas the underlying assets 
are non-Ribawi materials, these 
Sukuk are tradable at a premium or 
discount;

• The structure directs fi nancial 
resources to the real economy and 
there is no room for leverage;

• The structure follows an amortizing 
payment schedule since the value 
of the Sukuk gradually reduces 
over a fi xed period of time. In other 
words, it is scheduled that the issuer 
by selling the vouchers through its 
outlets, pays off  the full amount 
before the fi nal maturity date;

• The above structure can be adopted 
by power generating companies, 
mobile, internet, airlines, shipping 

lines, highways, hotels, healthcare 
operators, pilgrimage organizations 
or institutions, shopping malls and 
all other businesses that own or 
manage durable assets having future 
legitimate and measurable usufruct 
or Manfa’ah; and

• It is worth noting that such structure 
can be used by all countries across the 
globe as long as the underlying assets 
and att ached usufructs, and the new 
projects are Shariah compliant.  

The author would like to thank associate 
professor Dr Ahcene Lahsasna for his 
valuable comments.

Amirabbas Zinatbakhsh is the business 
development and strategy advisor at 
Strategic Avenue Consultancy. He is 
currently pursuing his PhD in Islamic 
fi nance at INCEIF and he can be contacted 
at amirabbas@sac.my and amirabbas.
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Figure 2: Illustration of the proposed structure
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Modus Operandi 
The trustee, on behalf of the Sukuk investors, purchases fromSunway Lagoon (the obligor in the proposed structure)the vouchers 
below the face value at an agreed price, and pays the Sukuk proceeds as the purchase price. 

Subsequent to the purchase of the vouchers, the trusteeappoints Sunway Lagoon as its agent to distribute and sell the vouchers to 
its regular customers through its franchises or retail outlets according to a certain distribution schedule.

Pursuant to purchase of the vouchers,the trustee and Sunway Lagoon enter into a purchase undertaking contract in which Sunway 

periodic distribution scheme. (It should be noted that in this proposed structure, there is no issue with the purchase undertaking 

underlying assets by maturity time.)

Sunway Lagoon, as the agent of the trustee, sells the vouchers at face value and makes periodic payments to the trustee.

The trustee pays investors the amounts received fromits agent; i.e. Sunway Lagoon, on the relevant periodic distribution dates. 

For the outstanding unsold vouchers, the trustee exercises its right to oblige Sunway Lagoon to purchase for the exercise price 
pursuant to the purchase undertaking.

Trustee receives the dissolution amounts and pays to investors. It means the redemption of the outstanding Sukuk and termination 
of the contract. 

1.

2.

3.

4.

5.

6.

7.
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Awareness of Islamic fi nance has 
gained worldwide momentum aft er 
the recent global fi nancial turbulence. 
The crisis experience revealed some 
structural defects in the fi nancial 
markets. High leverage, mispriced 
risks and insuffi  cient regulations and 
supervision were the main reasons 
which brought the fi nancial system to 
the edge of destruction. At this point, 
the fi nancial markets rediscovered 
the asset-based nature of the Islamic 
fi nance and its potential to renovate 
the increasingly fading link between 
capital markets and real markets. 

Accordingly, the total size of Islamic 
fi nance assets reached an estimated 
US$1.6 trillion at the end of 2012 
compared to US$150 billion in 1990. 
The future seems to be even brighter 
for Islamic fi nance as a recent report 
showed that from an average 12.5% 
growth over the past 10 years, assets 
will rise to around US$6.5 trillion by 
2020. However, we are still at the bott om 
of the ladder. 

The share of Islamic fi nance in the global 
fi nancial system is just 1.6% and 80% of 
potential customers are still untapped. 
Broadening the product mix, enhancing 
human capital capacity, developing a 
standardized regulatory infrastructure 
and increasing the awareness about and 
inclusion in Islamic fi nance are main 
challenges ahead. While we face such 
challenges, the competition is already 
fi erce and at an international level.

In Turkey, we are well aware of our 
potential and responsibility in this 
manner. Authorities have taken 
signifi cant steps to utilize our potential 
and help to preserve a more sustainable 
environment in fi nancial markets. 
Supporting Islamic fi nance in Turkey is 
an integral part of the 10th Development 
Program prepared by the Ministry of 
Development. The Turkish government 
is highly supportive of Islamic fi nance 
development and has announced the aim 
of raising participation banks’ market 

share in the total banking system from 
the present 6% to 15% by 2023. The 
deputy prime minister, Ali Babacan, also 
recently announced that at least one of 
the state-owned banks will start Islamic 
fi nance operations soon. The government 
set the benchmark for Sukuk issuances 
with its debut sovereign issuance in 
2012. The Capital Markets Board put into 
eff ect a new regulation in June 2013 that 
allows the issuance of all type of Sukuk 
in Turkey. Regulatory support has been 
reinforced with a tax exemption for sale 
and lease back activities in Sukuk. 

In the last three years alone there have 
been 18 sovereign Sukuk issuances 
raising US$2 billion. Thanks to 
supportive incentives underlined 
by Turkish authorities, those Sukuk 
issuances have att racted remarkable 
demand from the market. In October 
2013 a sovereign issuance att racted six 
times higher demand compared to the 
supply of Sukuk.

These initiatives are in compliance with 
the process of the great transformation 
of the capital markets in Turkey. The 
transformation process started with 
the Capital Market law that allowed 
the structuring of Borsa İstanbul as a 
one stop-shop for all assets. The law 
that came into eff ect enabled vertical 
and horizontal consolidations. A recent 
strategic partnership signed with 
Nasdaq-OMX is in parallel with the 
strategic vision of Borsa İstanbul to 
transform İstanbul into one of the top 
fi nancial centers in the world. Borsa 
İstanbul is at the heart of İstanbul 
Finance Center (IFC) project, and has 
started a great transformation to ensure 
technological profi ciency and product 
variety to satisfy all kinds of demand.

There are three Shariah compliant 
indexes in Borsa İstanbul: namely 
the Participation Index 30, the Dow 
Jones Islamic Market Index and the 
OIC COMCEQ 50 Shariah Index, 
which includes 50 stocks from 19 OIC 
countries. Also there are four Shariah 

compliant ETFs: the İstanbul Gold ETF, 
İstanbul Silver EFT, KuveytTürk Gold 
ETF, KuveytTürk Silver ETF. Transaction 
simplicity, risk diversifi cation and low 
cost advantages of these ETFs will 
play an important role in att racting 
international capital into İstanbul.

We have also started the process of 
renovating the regulatory framework 
for commodity markets. The asset-
based nature of Islamic fi nance requires 
this renovation. Structuring the metals 
market and designing this market to be 
suitable for Islamic fi nance requirements 
will allow participation banks to make 
their transactions over Borsa İstanbul. 
Moreover, these banks will have the 
chance to make trades over the precious 
metals and diamond market, which 
gives the chance to use commodity 
Murabahah instruments in a more 
effi  cient manner in organized markets 
such as Borsa İstanbul.

Furthermore, the opening of the 
World Bank Global Islamic Finance 
Development Center is another 
remarkable step to position Turkey as 
a favorite destination in the region. 
The center is expected to lead the 
developments in the area of Islamic 
fi nance. Alongside the exchange of 
know-how, the center also aims to 
contribute to the strengthening of 
the institutional framework, creating 
awareness and standardization of 
business practices in the industry.

We believe such conferences will be a 
stepping stone towards the awareness 
and development of Islamic fi nance 
by enabling the discussion of diff erent 
alternatives to make Islamic fi nancial 
markets more eff ective and effi  cient. 
Islamic fi nance has a lot to off er to 
global markets and Istanbul will have a 
strategic role in this process.

Dr Ibrahim M Turhan is the chairman and 
CEO Borsa Istanbul. He can be contacted at 
international@borsaistanbul.com

Recent developments in Turkey in the area of 
Islamic finance
The Islamic fi nance industry is growing worldwide and Turkey has made no secret of its ambition to become a 
leading player in this market. DR IBRAHIM M TURHAN looks at the steps the country has taken to ensure its 
position and develop its Islamic capital markets. 
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Aft er researching and reviewing the 
existing Shariah Sukuk standards 
with Islamic scholars and various 
regulatory bodies, the DFM issued the 
Standard to ensure Shariah compliance 
in the owning and trading of Sukuk. 
The Standard outlines the defi nition, 
purpose and tradability of Sukuk. 
The DFM emphasizes that all Sukuk 
elements must be Shariah compliant, 
from the underlying contract to the 
income derived from the Sukuk.

The types of Sukuk covered by the 
Standard are: Sukuk of ownership of 
tangible assets; Sukuk of usufructs 
(leases); Sukuk of leases of services; 
Sukuk Mudarabah (investment by a third 
party, Mudarib); Sukuk Musharakah; 
SukukSalam; and Sukuk Muharabah and 
Bay’Bethaman Ajel.

The general principles and Shariah 
parameters outlined in the Standard 
are: 1) the Sukuk must be issued based 
on Shariah law; 2) the Sukuk are not 
allowed if the issuance of realized funds 
is meant to be used in unlawful activities; 
3) the return on the Sukuk must be 
based on actual asset investment and 
not a fi nancial liability on the issuer to 
use the funds; 4) the funds mobilized 
through subscription must be used for 
the same purpose as in the prospectus 

during the entirety of the investment; 
5) the prospectus must include a clause 
for a Shariah committ ee to oversee the 
Sukuk; 6) the Sukuk may be nominal or 
given to the bearer in a change of hands 
situation; and 7) the sale of a Sukuk must 
be genuine, transferring both title and 
liability. 

Forbidden Sukuk instruments include 
bonds and other interest/Riba-bearing 
instruments; stocks of companies whose 
primary activity is prohibited by Shariah 
law; stocks of companies whose interest-
based lending comprises more than 30% 
of its total assets; stocks of companies 
whose income from unlawful sources 
comprises more than 10% of its total 
income; derivatives; and securities based 
on non-Shariah contracts. 

The Standard does allow for Special 
Purpose Vehicles (SPVs) to act as trustees 
of the Sukuk, but it should be noted that 
the SPV must not be owned by the Sukuk 
issuer and must remain in compliance 
with Shariah law in its trusteeship 
over the Sukuk. Further, the Standard 
states that it is permissible for Sukuk 
managers to receive monetary incentives 
in their management of the Sukuk and 
also allows managers to issue prizes for 
reaching certain Sukuk milestones.

Overall, the Standard streamlines the 
Shariah compliance requirements of 
Sukuk and indicates an upcoming broader 
expansion of the use of Sukuk as an 
investment and security tool in Dubai.

Rima Mrad is a partner at Bin Shabib & 
Associates. She can be contacted at rima.
mrad@bsa.ae.

DFM issues new standard for issuing, 
acquiring, and trading Sukuk
The Dubai Financial Market (DFM) published its ‘Standard for Issuing, Acquiring, and Trading Sukuk’ on the 2nd 
April 2014. RIMA MRAD takes us through the details. 

The Standard 
streamlines 

the Shariah 
compliance 
requirements of 
Sukuk and indicates 
an upcoming 
broader expansion 
of the use of Sukuk 
as an investment 
and security 
tool in Dubai

To receive the latest developments 
on the global Islamic capital markets

Read exclusive research reports 
from industry practitioners every week

Get to know the leaders in your industry

Keep abreast of latest deal flows and funds 
performances

Exclusive online access to 
www.islamicfinancenews.com

Read exclusive articles and case studies in 
our annual guides and supplements sent to 
you in hard copy

Contact Musfaizal for a FREE Trial subscription Tel: +603 2162 7800 ext 24
Email: subs@IslamicFinanceNews.com

ext 24
FinanceNews.com
ext 24



43© 9th April 2014

INTERVIEW

IFN Correspondent: Has the Islamic 
fi nance sector enjoyed a post-recession 
market growth in the UK and Europe?

Mahesh Jayanarayan: Since mid-2007 
at the start of the economic crisis, 
conventional banks have turned their 
att ention to Islamic alternatives. The 
UK has been providing Islamic fi nancial 
services for about two decades and 
government policies over the last decade 
have created a fi scal and regulatory 
framework that encourages the growth 
of Islamic fi nance. Europe is lagging far 
behind in this respect. 

The UK is considered a leading western 
country and Europe’s premier center 
for Islamic fi nance with US$19 billion 
of reported assets. This number that has 
been touted in various media circles is 
questionable as there is no true evidence 
to substantiate these numbers. 

The market growth in the UK and 
Europe for institutional and individual 
clients is still immature and there is 
not much traction within the Muslim 
investment community. A lot of work 
must take place to create a viable 
commercial value in this sector. 

The key barrier facing this market is 
the lack of Shariah compliant fi nancial 
products that are conducive to UK 
and European investors irrespective 
to the religious beliefs and a total lack 
of knowledge among independent 
fi nancial advisors. Shariah fi nance is 
perceived as extremely complex and 
as a result most independent fi nancial 
advisors shy away from advising clients 
on these products. There are a few 
independent fi nancial advisors with 
Muslim background. However they 
again are unable to create a suffi  cient 
buzz in the market place.

There is strong evidence that Muslims in 
the UK and Europe are more interested 
in mainstream fi nance due to the fact 
that they feel secure in the knowledge 
that most of the main institutions 
have a decent track record. Muslim 
or Islamic institutions have not been 
able to att ract clients as was originally 

perceived. Furthermore a number 
of Islamic fi nancial institutions were 
forced to ‘close shop’ in the UK over the 
last several years due to lack of client 
appetite for their services. 

No matt er what the religious 
background all investors are looking for 
returns that are in line with mainstream 
or bett er. Islamic fi nance has failed in 
this regard. So contrary to popular 
belief, Islamic fi nance has not gained 
any momentum since the fi nancial 
crisis of 2007/8 and has not made any 
signifi cant inroads post-recession.

IFN Correspondent: What have been 
the main challenges in the past few 
years? 

Mahesh Jayanarayan: The challenges 
are three-fold:

1. Products that are in line with 
mainstream performance, pricing 
and service;

2. Suffi  cient number of professional 
advisors who understand Islamic 
fi nance; and

3. Educating the Muslim and general 
public that Islamic fi nance is a sound 
and robust alternative fi nancial 
system.

Financial services need fi nancial 
professionals to market products and 
services. It is a regulatory requirement. 
In the UK and Europe the key to success 
for Islamic fi nance is to have a dynamic 
and knowledgeable professional 
advisory ‘army’.

There are over 5,000 independent 
fi nancial advisors and over 4,000 broker 
dealers in the UK and Europe who advise 
clients on investments, pension planning 
and estate management. However 
due to the complex nature of Shariah 
products this group of professionals 
steer clear from Islamic products. The 
other issue is that there are not suffi  cient 
Islamic fi nancial products to structure 
asset allocation models that will 
safeguard one’s assets and also provide 
suffi  cient growth that can compete with 
mainstream asset classes.

Within this community of advisors we 
have a good percentage of independent 
fi nancial advisors with ethnic 
background which can be ideal for the 
promotion of Islamic fi nance. However, 
unfortunately they are limited to Islamic 
fi nance alone and are not in a position to 
provide a mix of product and services. A 
Muslim in the UK and Europe must have 
access to mainstream fi nance because 
Islamic fi nance alone cannot ‘complete’ 
the package off ering. 

As mentioned before, we are focused 
on providing Islamic fi nancial services 
in the UK and other European markets 
where there is an Islamic catchment and 
where the legal structures are in place to 
provide such services. 

The main challenges are:

a) The education of the Muslim 
communities regarding the dedicated 
fi nancial facilities;

b) The need to work with innovative 
products in order to compete with 
conventional fi nancial products;

c) Creating of fusion between Islamic 
and conventional productions — 
some products need to have an 
element of mainstream fi nance for 
it to be viable and also to achieve 
performance;

d) Addressing retail customers 
as Islamic banks serve just the 
institutional or high net worth 
spectrum; and

e) Building a professional network of 
fi nancial advisors in order to promote 
and Islamic products.

The conclusion is that the Muslim 
community is not really informed on 
Shariah compliant fi nancial products. 
There are not enough professional 
advisors and further more there are no 
clear legislative structures in the UK and 
Europe to provide suffi  cient tax planning 
with Shariah law.

While there are several professionals 
engaged in this sector I believe their 

Exclusive: Iconic chairman of UMEX, Mahesh 
Jayanarayan, speaks to Islamic Finance news on 
Islamic finance in the UK and beyond

continued...
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INTERVIEW

focus has remained alien to the needs of 
the ‘real’ investor — retail. Retail fi nance 
is the backbone to the entire global 
fi nancial system. This has been totally 
ignored in Islamic fi nance provided in 
western countries.

IFN Correspondent: Have there been 
any new developments in the fi eld of 
product development and what are the 
challenges?

Mahesh Jayanarayan: I think it is 
important to note that Islamic fi nance 
is a ‘true’ capital market model — risk 
versus profi ts. This is what underpins 
our entire capital markets system. So 
why is it that Islamic fi nance has lagged 
behind conventional fi nance?

Islamic fi nance is totally misunderstood. 
I believe that this has much to do with 
the ‘messaging’ and the ‘myth’ behind 
Islamic fi nance. Much of this can be 
blamed on the proponents of Islamic 
fi nance. The greatest challenge facing 
and barrier to entry in Islamic fi nance is 
its own stakeholders.

Islamic fi nance has developed products 
and continues to develop products. 
However most of the Islamic products 
are uncompetitive in the market for the 
following reasons:

1. Cost — most Islamic products have 
a signifi cant structuring and carry 
cost due to the need for oversight 
by Shariah scholars. This includes 
the Fatwa, continuous monitoring 
and the Shariah audit. This adds a 
‘double whammy’ to any underlying 
cost of a product. 

2. Performance — having a signifi cant 
cost base, the cost is ‘passed’ on to 
the client whereby this has an impact 
on performance. Most Shariah-
structured notes and products 
underperform due to this. 

3. Innovation — while concept of 
innovation remains at the forefront 
of every one’s mind the restrictions 
posed by Shariah rules poses a 
barrier for such structures to be 
created. However in the last three 
years, signifi cant progress has been 
made in this area as there are a 
number of ‘new age’ Shariah scholars 
who take a more pragmatic view.

4. Fusion in fi nancial products — 
Shariah fi nancial products cannot 
stand on their own. They inevitably 
have to include elements or 
strategies from modern mainstream 
fi nancial products. Fusion will 
be the future of Islamic products. 
Shariah scholars are beginning to 
realize that Shariah ‘by the book’ 
structures cannot and will not appeal 
to investors irrespective of their 
religious beliefs. Financial markets 
are constantly innovating and there 
is no alternative in Shariah than to 
also be in step with the rest of the 
fi nancial markets. 

IFN Correspondent: What strategies 
have UMEX adopted in this regard?

Mahesh Jayanarayan: At UMEX we are 
constantly working towards fi nancial 
harmonization between mainstream 
and Islamic fi nance. We were the fi rst 
fi rm to recognize the complementary 
nature of ESG (environmental, social 
and corporate governance), SRI (socially 
responsible investing) and RI and 
Islamic fi nance. 

Fusion is the key word here. While this 
is a herculean task we have spent the 
last three years in development, market 
research and acquisition of knowledge 

in this sector. UMEX was inspired by 
the potential growth of this sector and 
its respect of Islamic principles which 
very much complements its own ethos 
and principles — TEEA-compliant 
(Transparent, Equitable, Ethical and 
Accountable). This is the hallmark of 
UMEX.  

UMEX’s strategy is not to be a pioneer 
in the space. We wish to be ‘new age’ 
proponents of Islamic fi nance — fi nding 
harmony and synchronization between 
Shariah and ESG principles. We strongly 
believe that Islamic fi nance needs a total 
rethink in terms of development and 
delivery. The old strategies will need 
to be thrown away if Islamic fi nance is 
going to succeed as a parallel economy. 

IFN Correspondent: How has UMEX 
managed to eff ectively cater the 
burgeoning needs of the industry?

Mahesh Jayanarayan: We do not 
acknowledge for a moment that Islamic 
fi nance is a burgeoning market in the 
UK and Europe. However it could be, 
should the proponents of Islamic fi nance 
improve their game.

As mentioned earlier there is much 
work to be done in this sector.  If Islamic 
fi nance is to be considered a parallel 
economy then this calls for a new wave 
of thought. The whole commercial 
and business approach needs an 
overhaul. Those with vested interest and 
stakeholders in this sector must rethink 
and redesign their entire proposition 
to the west. We need to call for decisive 
action to make Islamic fi nance appeal to 
the Muslim community and mainstream 
if it is going to be a viable fi nancial 
system.   

Islamic fi nance, like mainstream 
fi nance, should cater to the full capital 
market value chain. Not provide — as 
it does today — a fragmented and 
misunderstood service and limited 
solutions.

So in answer to your question, UMEX is 
continuously striving to bring together 
a ‘fusion’ between Islamic fi nance and 
social responsible investing. 

Interview by Roshan Madawela of the 
Research Intelligence Unit. Roshan can be 
contacted at roshan@riunit.com.

Continued
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to be thrown away 
if Islamic finance is 
going to succeed as 
a parallel 
economy
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DEAL TRACKER

ISSUER SIZE DATE 
ANNOUNCED

Etiqa Takaful RM300 million 8th April 2014

Electricity Supply Board - Ireland RM500 million 4th April 2014

Japan Bank TBA 4th April 2014

Treedom Group TBA 2nd April 2014

Maybank Islamic RM10 billion 27th March 2014

Bumi Armada Capital RM1.5 billion 27th March 2014

Saudi Investment Bank TBA 21st March 2014

Gulf Finance House US$500 million 20th March 2014

Bank Muscat - Saudi Arabia SAR1 billion 20th March 2014

Bank Muscat OMR500 million 20th March 2014

Sabana Sukuk SG$85 million 12th March 2014

Fawas Abdulaziz Alhokair Co TBA 11th March 2014

FGB Sukuk Company II US$1.07 billion 7th March 2014

IDB TBA 7th March 2014

Government of Malaysia RM3 billion 26th February 2014

DanaInfra Nasional RM200 million 24th February 2014

1Malaysia Development RM2.4 billion 19th February 2014

TSH Sukuk Ijarah RM20 million 18th February 2014

Kiler GYO US$100 million 13th February 2014

Government of Tunisia TND700 million 7th February 2014

Government of Indonesia IDR1.57 trillion 6th February 2014

Flydubai TBA 4th February 2014

BNM Sukuk RM1 billion 28th January 2014

Citra Marga Nusaphala Persada IDR1.75 trillion 23rd January 2014

Albaraka Turk Katilim Bankasi US$300-400 million 10th January 2014

Ĳ M Corp RM3 billion 10th January 2014

Government of Saudi Arabia TBA 8th January 2014

Government of Luxembourg EUR200 million 7th January 2014

Government of Oman OMR200 million 6th January 2014

Bank Asya US$500 million 23rd December 2013

Ahmad Zaki Resources RM1 billion 19th December 2013

Bank Rakyat RM9 billion 10th December 2014

BIMB Holdings RM1.7 billion 10th December 2014

State Bank of Pakistan PKR50 billion 9th December 2013

SP Setia RM700 million 6th December 2013

Central Bank of Qatar QAR1 billion 6th December 2013

Kuwait Airways TBA 4th December 2013

Hong Kong Government TBA 28th November 2013

Perusahaan Listrik Negara IDR2 trillion 27th November 2013

South African Government TBA 26th November 2013

Mudajaya Group RM1 billion 19th November 2013

Emirates US$4.5 billion 18th November 2013

Federal Government of Nigeria TBA 13th November 2013

KPJ Healthcare RM1 billion 7th November 2013

Asian Development Bank TBA 6th November 2013

Jordanian Government TBA 30th October 2013

UK Treasury GBP200 million 29th October 2013

Malaysia Building Society RM3 billion 29th October 2013

Jana Kapital RM4 billion 29th October 2013
www.REDmoneyTraining.com

APRIL
MIFT: Shariah Audit for Islamic Retail and 
Commercial Banking Products
10-11 April, KUALA LUMPUR
IFT: Structuring Islamic Trade Finance 
Solutions
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21-23 April, KUALA LUMPUR
IFT: Structuring Islamic Trade Finance 
Solutions
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MAY
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Principles for Islamic Finance
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16 June, KUALA LUMPUR
IFT: Latest Developments in Sukuk 
Structuring
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IFT: Risk Management & Capital Adequacy 
for Islamic Banks
26 June, KUALA LUMPUR
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SHARIAH INDEXES
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SHARIAH INDEXES

For further information regarding REDmoney Indexes contact:

Andrew Morgan
Managing Director, REDmoney Group

Email: Andrew.Morgan@REDmoneygroup.com
Tel +603 2162 7800

RED 

REDmoney Global Shariah Index Series

REDmoney Global Shariah Index Series (All Cap)                 6 Months REDmoney Global Shariah Index Series (Large Cap)             6 Months

REDmoney Global Shariah Index Series (Medium Cap)       6 Months REDmoney Global Shariah Index Series (Small Cap)             6 Months
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REDmoney Global Shariah 

Equities are considered eligible for inclusion 
into the REDmoney Global Shariah Index 
Series only if they pass a series of market 
related guidelines related to minimum market 
capitalization and liquidity as well as country 
restrictions. 

Once the index eligible universe is determined 
the underlying constituents are screened 
using a set of business and fi nancial Shariah 
guidelines.

The REDmoney Global Shariah Index Series powered by IdealRatings consists of a rich subset of global listed equities that adhere to clearly 
defi ned and transparent Shariah guidelines defi ned by Shariyah Review Bureau in Jeddah, Saudi Arabia. 

The REDmoney Shariah Indexes provides Islamic investors with an accurate and Shariah-specifi c equity performance benchmark with optimized 
compliance credibility due to the intensive research conducted to ensure that index constituents do not confl ict with the defi ned Shariah 
requirements. 

IdealRatings™ is the leading provider of Shariah investment decision support tools to investors globally, including asset managers, brokers, index 
providers, and banks to empower them to develop, manage and monitor Shariah investment products and Shariah compliant funds. IdealRatings 
is headquartered in San Francisco, California. For more information about IdealRatings visit: www.idealratings.com
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FUNDS TABLES

Comprehensive data from Eurekahedge will now feature the overall top 10 global and regional funds based on a specifi c duration (yield to date, annualized returns, 
monthly returns), Sharpe ratio as well as delve into specifi c asset classes in the global arena – equity, fi xed income, money market, commodity, global investing (which 
would focus on funds investing with global mandate instead of a specifi c country or geographical region), fund of funds, real estate as well as the Sortino ratio. Each table 
covering the duration, region, asset class and ratio will be featured on a fi ve-week rotational basis.

Eurekahedge Middle East/Africa Islamic Fund Index

Top 10 Monthly Returns for Asia Pacifi c Funds

Fund Fund Manager Performance Measure Fund Domicile

1 Public China Itt ikal Public Mutual 6.14 Malaysia

2 TRIM Syariah Saham Trimegah Securities 5.60 Indonesia

3 Hang Seng Islamic China Index Hang Seng Investment Management 5.54 Hong Kong

4 CIMB Principal Islamic Equity Growth Syariah CIMB-GK Securities 5.33 Indonesia

5 BNP Paribas Pesona Amanah BNP Paribas Investment Partners 5.00 Indonesia

6 AlAhli Asia Pacifi c Trading Equity The National Commercial Bank 4.83 Saudi Arabia

7 Taurus Ethical B Taurus Asset Management 4.79 India

8 PB Islamic Asia Equity Public Mutual 4.78 Malaysia

9 TRIM Syariah Berimbang Trimegah Securities 4.63 Indonesia

10 Public Asia Itt ikal Public Mutual 4.61 Malaysia

Eurekahedge Islamic Fund Index 1.17

Top 5 Real Estate Funds by 3 Months Returns

Fund Fund Manager Performance Measure Fund Domicile

1 Al Qasr GCC Real Estate & Construction Equity 
Trading

Banque Saudi Fransi 10.75 Saudi Arabia

2 Oasis Crescent Global Property Equity Oasis Global Management Company 
(Ireland) 

2.29 Ireland

3 Markaz Real Estate Kuwait Financial Center 1.11 Kuwait

4 Al-'Aqar KPJ REIT AmMerchant Bank 0.75 Malaysia

5 Al Dar Real Estate ADAM 0.42 Kuwait

Eurekahedge Islamic Fund Index 3.26

Based on funds which have reported February 2014 returns as at the 7th April 2014

Based on 100% of funds which have reported February 2014 returns as at the 7th April 2014
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Top 10 Monthly Returns for Middle East/Africa Funds

Fund Fund Manager Performance Measure Fund Domicile

1 NBAD UAE Islamic (Al Nae'em) National Bank of Abu Dhabi 7.15 UAE

2 Al-Beit Al-Mali Global Investment House 6.90 Qatar

3 Banque Misr No. 4 HC Securities & Investment 6.90 Egypt

4 Al Qasr GCC Real Estate & Construction Equity 
Trading

Banque Saudi Fransi 6.90 Saudi Arabia

5 Al Samaha Islamic Union National Bank 6.58 UAE

6 NewFunds Shariah Top 40 Index ETF NewFunds 6.35 South Africa

7 GCC Al-Raed Samba Financial Group 6.11 Saudi Arabia

8 Amanah GCC Equity SABB 6.08 Saudi Arabia

9 Jadwa Arab Markets Equity Jadwa Investment 5.96 Saudi Arabia

10 Jadwa Saudi Equity Jadwa Investment 5.94 Saudi Arabia

Eurekahedge Islamic Fund Index 2.67

Top 5 Fund of Funds by 3 Months Returns

Fund Fund Manager Performance Measure Fund Domicile

1 Al Yusr Tamoh Multi Asset Saudi Hollandi Bank 7.89 Saudi Arabia

2 Al Rajhi Multi Asset Growth Al Rajhi Bank 4.82 Saudi Arabia

3 Al Yusr Mizan Multi Asset Saudi Hollandi Bank 3.63 Saudi Arabia

4 AlManarah High Growth Portfolio The National Commercial Bank 3.53 Saudi Arabia

5 AlManarah Medium Growth Portfolio The National Commercial Bank 2.44 Saudi Arabia

Eurekahedge Islamic Fund Index 3.01

Based on funds which have reported February 2014 returns as at the 7th April 2014

Based on funds which have reported February 2014 returns as at the 7th April 2014

Contact Eurekahedge
To list your fund or update your fund information: islamicfunds@eurekahedge.com
For further details on Eurekahedge: information@eurekahedge.com  Tel: +65 6212 0900

Disclaimer
Copyright Eurekahedge 2007, All Rights Reserved. You, the user, may freely use the data for internal purposes and may reproduce the index data provided that 
reference to Eurekahedge is provided in your dissemination and/or reproduction. The information is provided on an “as is” basis and you assume and will bear all 
risk or associated costs in its use, and neither Islamic Finance news, Eurekahedge nor its affi  liates provide any express or implied warranty or representations as to 
originality, accuracy, completeness, timeliness, non-infringement, merchantability and fi tness for any purpose.

Eurekahedge Islamic Fund Balanced Index over the last 5 years Eurekahedge Islamic Fund Balanced Index over the last 1 year
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Global Sukuk Volume by Month Global Sukuk Volume by Quarter
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Most Recent Global Sukuk

Priced Issuer Nationality Instrument Market US$ (mln) Managers
2nd Apr 2014 Saudi Electricity 

Company
Saudi 
Arabia

Sukuk Euro market 
public issue

2,500 JPMorgan, Deutsche Bank, HSBC

2nd Apr 2014 DAMAC 
Real Estate 
Development

UAE Sukuk Euro market 
public issue

650 Deutsche Bank, National Bank of Abu Dhabi, 
Barclays, Dubai Islamic Bank, Abu Dhabi 
Islamic Bank, Citigroup, Emirates NBD

1st Apr 2014 Ĳ M Corp Malaysia Sukuk Domestic market 
public issue

153 HSBC, RHB Capital, Maybank, CIMB Group, 
Affi  n Investment Bank

25th Mar 2014 National Higher 
Education Fund

Malaysia Sukuk Murabahah Domestic market 
public issue

757 Maybank, CIMB Group

13th Mar 2014 Imtiaz Sukuk II Malaysia Sukuk Musharakah Domestic market 
public issue

304 Maybank, CIMB Group

12th Mar 2014 Rantau Abang 
Capital

Malaysia Sukuk Musharakah Domestic market 
public issue

305 Standard Chartered Bank, HSBC, CIMB 
Group

11th Mar 2014 SME Bank Malaysia Sukuk Wakalah Domestic market 
public issue

305 Kuwait Finance House, Maybank, 
AmInvestment Bank

6th Mar 2014 Bumitama Agri Indonesia Sukuk Musharakah Domestic market 
public issue

153 UOB, Maybank

4th Mar 2014 Gamuda Malaysia Sukuk Murabahah Domestic market 
public issue

122 HSBC, AmInvestment Bank

3rd Mar 2014 Syarikat Prasarana 
Negara

Malaysia Sukuk Murabahah Domestic market 
public issue

610 RHB Capital, Maybank, Kenanga Investment 
Bank, CIMB Group

27th Feb 2014 IDB Trust Services Saudi 
Arabia

Sukuk Wakalah Euro market 
public issue

1,500 Standard Chartered Bank, HSBC, National 
Bank of Abu Dhabi, First Gulf Bank, RHB 
Capital, Natixis, CIMB Group, Commerzbank 
Group

20th Feb 2014 Bandar Malaysia Malaysia Sukuk Murabahah Domestic market 
public issue

455 AmInvestment Bank

18th Feb 2014 DIP Sukuk UAE Sukuk Euro market 
public issue

300 Dubai Islamic Bank, Citigroup, Emirates 
NBD, Al Hilal Bank

17th Feb 2014 National 
Commercial Bank 

Saudi 
Arabia

Sukuk Domestic market 
public issue

1,333 Saudi National Commercial Bank, JPMorgan, 
HSBC, Gulf International Bank

13th Feb 2014 Dubai Investments 
Park Development 
Company

UAE Sukuk Euro market 
public issue

300 Dubai Islamic Bank, Citigroup, Emirates 
NBD, Al Hilal Bank

13th Feb 2014 Khazanah Nasional Malaysia Sukuk Musharakah Domestic market 
private placement

391 HSBC, Maybank, CIMB Group

10th Feb 2014 EXIM Sukuk 
Malaysia

Malaysia Sukuk Euro market 
public issue

300 BNP Paribas, HSBC, Maybank, CIMB Group

28th Jan 2014 Saudi Electricity 
Company

Saudi 
Arabia

Sukuk Euro market 
public issue

1,200 Banque Saudi Fransi, HSBC

24th Jan 2014 TNB Western 
Energy

Malaysia Sukuk Ijarah and 
Wakalah

Domestic market 
public issue

1,109 CIMB Group

24th Jan 2014 Pengurusan Air 
SPV

Malaysia Sukuk Ijarah Domestic market 
private placement

364 RHB Capital, Bank Islam Malaysia, CIMB 
Group, AmInvestment Bank
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Top 30 Issuers of Global Sukuk 12 Months
Issuer Nationality Instrument Market US$(mln) Iss(%) Managers

1 General Authority 
for Civil Aviation

Saudi 
Arabia

Sukuk Domestic market 
public issue

4,056 10.2 Saudi National Commercial Bank, HSBC

2 Saudi Electricity 
Company

Saudi 
Arabia

Sukuk 
Istithmar

Domestic market 
public issue

3,700 9.3 Banque Saudi Fransi, HSBC, JPMorgan, Deutsche Bank

3 IDB Trust Services Saudi 
Arabia

Sukuk 
Wakalah

Euro market 
public issue

2,500 6.3 Standard Chartered Bank, National Consumer Cooperative 
Bank, RBS, National Bank of Abu Dhabi, Natixis, CIMB 
Group, Credit Agricole, Barwa Bank, HSBC, First Gulf Bank, 
RHB Capital, Commerzbank Group

4 Malakoff Malaysia Sukuk Domestic market 
public issue

1,521 3.8 Maybank, CIMB Group

5 Perusahaan Penerbit 
SBSN Indonesia III

Indonesia Sukuk Euro market 
public issue

1,500 3.8 Standard Chartered Bank, Deutsche Bank, Citigroup

6 Cagamas Malaysia Sukuk 
Murabahah

Domestic market 
public issue

1,396 3.5 RHB Capital, CIMB Group, Maybank, AmInvestment Bank

7 National 
Commercial Bank 

Saudi 
Arabia

Sukuk Domestic market 
public issue

1,333 3.4 Saudi National Commercial Bank, JPMorgan, HSBC, Gulf 
International Bank

8 Republic of Turkey Turkey Sukuk Euro market 
public issue

1,250 3.1 Standard Chartered Bank, HSBC, QInvest

8 Ooredoo Tamweel Qatar Sukuk Euro market 
public issue

1,250 3.1 Deutsche Bank, HSBC, DBS, Qatar National Bank, QInvest

10 Syarikat Prasarana 
Negara

Malaysia Sukuk Ijarah Domestic market 
public issue

1,233 3.1 HSBC, RHB Capital, CIMB Group, AmInvestment Bank, 
Maybank, Kenanga Investment Bank

11 National Higher 
Education Fund

Malaysia Sukuk Domestic market 
public issue

1,175 3.0 RHB Capital, AmInvestment Bank, Maybank, CIMB 
Group

12 TNB Western 
Energy

Malaysia Sukuk 
Ijarah and 
Wakalah

Domestic market 
public issue

1,109 2.8 CIMB Group

13 DanaInfra Nasional Malaysia Sukuk 
Murabahah

Domestic market 
public issue

820 2.1 RHB Capital, Maybank, CIMB Group, Affi  n Investment 
Bank, AmInvestment Bank

14 Sukuk Funding 
(No 3)

UAE Sukuk 
Musatahah

Euro market 
public issue

750 1.9 Standard Chartered Bank, Goldman Sachs, National Bank 
of Abu Dhabi, First Gulf Bank, Dubai Islamic Bank

15 Dar Al-Arkan 
International Sukuk

Saudi 
Arabia

Sukuk 
Wakalah

Euro market 
public issue

746 1.9 Goldman Sachs, Deutsche Bank, Masraf Al Rayan, Emirates 
NBD, QInvest, Bank Alkhair, Bank of America Merrill Lynch

16 Konsortium 
Lebuhraya Utara-
Timur (KL)

Malaysia Sukuk 
Musharakah

Domestic market 
public issue

718 1.8 CIMB Group

17 Power & Water 
Utility Co for Jubail 
& Yabbu - Marafi q

Saudi 
Arabia

Sukuk Domestic 
market private 
placement

667 1.7 HSBC

18 DAMAC Real 
Estate Development

UAE Sukuk Euro market 
public issue

650 1.6 Deutsche Bank, National Bank of Abu Dhabi, Barclays, 
Dubai Islamic Bank, Abu Dhabi Islamic Bank, Citigroup, 
Emirates NBD

19 Kapar Energy 
Ventures

Malaysia Sukuk Ijarah Domestic market 
public issue

581 1.5 AmInvestment Bank

20 TNB Northern 
Energy

Malaysia Sukuk 
Ijarah and 
Wakalah

Domestic market 
public issue

543 1.4 HSBC, KAF Investment Bank

21 Turkiye Finans 
Katilim Bankasi

Turkey Sukuk Euro market 
public issue

500 1.3 Saudi National Commercial Bank, HSBC, Citigroup, Noor 
Bank

21 SIB Sukuk Co III UAE Sukuk Euro market 
public issue

500 1.3 Standard Chartered Bank, HSBC, Kuwait Finance House, Al 
Hilal Bank

21 Government of Ras 
Al Khaimah

UAE Sukuk Euro market 
public issue

500 1.3 Mashreqbank, Standard Chartered Bank, National Bank of 
Abu Dhabi, Citigroup, Al Hilal Bank

21 Al Hilal Bank UAE Sukuk 
Mudarabah 
/ Wakalah

Euro market 
public issue

500 1.3 Standard Chartered Bank, HSBC, National Bank of Abu Dhabi, 
Citigroup, Al Hilal Bank

25 Pengurusan Air SPV Malaysia Sukuk Ijarah Domestic 
market private 
placement

473 1.2 CIMB Group, RHB Capital, Bank Islam Malaysia, 
AmInvestment Bank

26 Imtiaz Sukuk II Malaysia Sukuk 
Musharakah

Domestic market 
public issue

460 1.2 Maybank, CIMB Group

27 Bandar Malaysia Malaysia Sukuk 
Murabahah

Domestic market 
public issue

455 1.1 AmInvestment Bank

28 Almarai Saudi 
Arabia

Sukuk Domestic 
market private 
placement

453 1.1 Banque Saudi Fransi, Standard Chartered Bank, BNP 
Paribas, HSBC

29 Bright Focus Malaysia Sukuk 
Musharakah

Domestic market 
public issue

410 1.0 Standard Chartered Bank, Maybank

30 SABB Saudi 
Arabia

Sukuk Domestic 
market private 
placement

400 1.0 HSBC

39,783 100
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Top Managers of Sukuk 12 Months

Manager US$ (mln) Iss %
1 HSBC 7,043 24 17.7

2 CIMB Group 5,994 43 15.1

3 Maybank 3,469 29 8.7

4 AmInvestment Bank 2,838 23 7.1

5 RHB Capital 2,749 35 6.9

6 Saudi National Commercial Bank 2,486 3 6.3

7 Standard Chartered Bank 2,204 15 5.5

8 Deutsche Bank 1,810 6 4.6

9 JPMorgan 1,167 2 2.9

10 Citigroup 1,106 8 2.8

11 National Bank of Abu Dhabi 774 7 2.0

12 QInvest 741 3 1.9

13 Banque Saudi Fransi 713 2 1.8

14 Al Hilal Bank 531 7 1.3

15 Emirates NBD 417 6 1.1

16 Dubai Islamic Bank 393 4 1.0

17 DBS 345 3 0.9

18 First Gulf Bank 338 2 0.9

19 Gulf International Bank 333 1 0.8

20 Natixis 313 2 0.8

21 Affi  n Investment Bank 298 4 0.8

22 Goldman Sachs 284 3 0.7

23 Kuwait Finance House 283 4 0.7

24 KAF Investment Bank 271 1 0.7

25 Qatar National Bank 250 1 0.6

26 BNP Paribas 228 3 0.6

27 Commerzbank Group 188 1 0.5

28 UOB 180 2 0.5

29 Kenanga Investment Bank 169 2 0.4

30 Barwa Bank 165 2 0.4

Total 39,783 116 100

Top Islamic Finance Related Project Financing Legal Advisors 
Ranking                                                                                          12 Months

Legal Advisor US$ (million) No %

1 Allen & Overy 3,065 4 45.1

2 Cliff ord Chance 2,300 2 33.8

3 Baker Bott s 668 1 9.8

3 Chadbourne & Parke 668 1 9.8

5 Mohammed Al Zamil & Emad Al 
Kharashi Law Firm

97 1 1.4

Top Islamic Finance Related Project Finance Mandated Lead 
Arrangers                                                                                       12 Months

Mandated Lead Arranger US$ (million) No %
1 Public Investment Fund 674 3 15.8

2 Samba Financial Group 434 2 10.1

3 National Bank of Abu Dhabi 311 2 7.3

4 HSBC Holdings 311 2 7.3

5 Riyad Bank 291 2 6.8

6 Banque Saudi Fransi 283 1 6.6

7 Alinma Bank 281 2 6.6

8 Gulf International Bank 211 1 4.9

9 Arab Petroleum Investments 191 2 4.5

9 National Bank of Kuwait 191 2 4.5

Sukuk Volume by Currency US$ (billion)                  12 Months

Sukuk Volume by Issuer Nation US$ (billion)               12 Months

Global Sukuk Volume by Sector                                   12 Months

Global Sukuk Volume - US$ Analysis
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Top Islamic Finance Related Loans Mandated Lead Arrangers 
Ranking                                                                                          12 Months

Mandated Lead Arranger US$ (mln) No %
1 Standard Chartered Bank 533 6 7.6
2 HSBC 439 3 6.3
3 Emirates NBD 414 5 5.9
4 Abu Dhabi Commercial Bank 397 3 5.7
5 Abu Dhabi Islamic Bank 395 3 5.6
6 Saudi National Commercial Bank 324 3 4.6
7 Dubai Islamic Bank 314 3 4.5
8 National Bank of Abu Dhabi 294 3 4.2
9 Citigroup 283 2 4.0
10 Riyad Bank 236 2 3.4
10 National Bank of Kuwait 236 2 3.4
10 Arab Petroleum Investments 236 2 3.4
13 Arab Banking Corporation 193 4 2.8
14 Barwa Bank 189 3 2.7
15 Noor Bank 187 4 2.7
16 Qatar Islamic Bank 179 3 2.6
17 Samba Capital 169 2 2.4
18 Deutsche Bank 160 1 2.3
18 Credit Agricole 160 1 2.3
20 Sumitomo Mitsui Financial Group 156 1 2.2
20 Gulf International Bank 156 1 2.2
20 Arab Bank 156 1 2.2
23 First Gulf Bank 155 2 2.2
24 Sberbank 149 3 2.1
25 Islamic Development Bank 99 2 1.4
26 Masraf Al Rayan 90 1 1.3
27 Banque Saudi Fransi 89 1 1.3
28 RHB Capital 58 2 0.8
28 CIMB Group 58 2 0.8
30 SABB 50 1 0.7
30 Al Hilal Bank 50 1 0.7
30 Ajman Bank 50 1 0.7

Top Islamic Finance Related Loans Mandated Lead Arrangers
12 Months

Bookrunner US$ (mln) No %
1 Emirates NBD 668 4 19.6

2 HSBC 419 1 12.3

2 Citigroup 419 1 12.3

2 Abu Dhabi Commercial Bank 419 1 12.3

5 Noor Bank 399 4 11.7

6 Standard Chartered Bank 249 3 7.3

6 Arab Banking Corporation 249 3 7.3

8 Barwa Bank 149 2 4.4

9 Al Hilal Bank 100 1 3.0

10 National Bank of Abu Dhabi 64 1 1.9

Top Islamic Finance Related Loans by Country                    12 Months

Nationality US$ (mln) No %
1 Saudi Arabia 2,587 4 36.9

2 UAE 2,333 4 33.3

3 Turkey 1,700 4 24.3

4 Qatar 271 1 3.9

5 Malaysia 116 2 1.7

Are your deals listed here?
If you feel that the information within these tables is inaccurate, you may contact 
the following directly:     Mandy Leung (Media Relations)
                                            Email: mandy.leung@dealogic.com                                 Tel: +852 2804 1223

Top Islamic Finance Related Loans by Sector                        12 Months
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Top Islamic Finance Related Loans Deal List                        12 Months

Credit Date Borrower Nationality US$ (mln)

10th Jun 2013 ICD UAE 1,675

5th May 2013 Saudi Aramco Saudi Arabia 1,400

17th Jul 2013 Al Jubail Petrochemical 
(Kemya)

Saudi Arabia 800

18th Jun 2013 Turkiye Finans Katilim 
Bankasi

Turkey 502

18th Jul 2013 Albaraka Turk Katilim 
Bankasi

Turkey 427

23rd Dec 2013 Kuveyt Turk Katilim 
Bankasi

Turkey 388

2nd May 2013 Bank Asya Turkey 383

5th Jun 2013 Gulf Marine Services UAE 340

1st Jun 2013 Mobily Saudi Arabia 321

26th Sep 2013 Qatar Electricity & Water Qatar 271
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