
  

 

International Finance Corp issues Islamic Securities 
International Finance Corp (IFC), the World 
Bank Group’s private sector arm, recently 
launched its inaugural US$131 million Is-
lamic securities issue. 
 
This is the first Islamic issuance by a supra-
national institution in any domestic capital 
market. This follows a recent relaxation in 
regulatory requirements granted by the Fi-
nance Ministry, Bank Negara Malaysia and 
the Securities Commission (SC). 
 
Malaysia’s Second Finance Minister Senator 
Tan Sri Nor Mohamed Yakcop noted that the 
ringgit-denominated Bai Bithaman Ajil securi-
ties issuance signifies another milestone in 
IFC’s history, as this is the first time it is issu-
ing bonds based on Islamic financial princi-
ples. 
 
The government has liberalised the foreign 
exchange administration rules to assist           
multilateral development banks (MDBs), 

multilateral financial institutions (MFIs) and 
multinational corporations in raising              
ringgit-denominated bonds in the Malaysian 
capital market. 
 
Nor Mohamed contends that IFC’s issuance 
will spearhead the creation of a new                
benchmark yield curve for future issues of 
similar bonds. “This should encourage fur-
ther issuance of Islamic ringgit bonds by 
other MDBs and MFIs as it would assist po-
tential issuers to gauge pricing levels for 
their assets,” he said. 
 
IFC’s decision to select Malaysia to issue its 
first domestic currency Islamic debt securi-
ties proves it has the ideal infrastructure for 
Islamic financial instruments. IFC vice-
president for finance and treasurer, Nina 
Shapiro said IFC is looking forward to work-
ing with the government to issue similar 
Islamic debt securities in the future.  
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AMMB receives licence to set up Islamic banking unit 
AMMB Holdings Bhd is poised to be Malay-
sia’s sixth financial institution to set up an 
Islamic banking subsidiary. Bank Negara 
Malaysia (BNM) granted AMMB approval in 
principle on 29th November to conduct Is-
lamic banking activities.  
 
The licence will be issued by Malaysia’s Min-
ister of Finance when pre-licensing condi-
tions have been fulfilled. Last October, Hong 

Leong Bank was granted similar approval. 
RHB Bank Bhd, Bumiputra-Commerce Bank 
Bhd, Bank Islam Malaysia Bhd and Bank Mua-
malat Bhd have already secured such li-
cences. In late 2004, BNM awarded licences 
for full-fledged Islamic banking to Kuwait Fi-
nance House; a consortium led by Rusd In-
vestment Bank; and Saudi Arabia’s Al Rajhi 
Banking and Investment Corp. 

National Bank of Kuwait (NBK) and Kuwait 
Finance House (KFH) have arranged a 
US$600 million bridge facility for a major 
petrochemical project in Kuwait. The loan 
facility for Equate Petrochemicals, a US-
Kuwaiti joint venture, was arranged with the 
participation of 20 regional and international 
banks, reported NBK in a statement on the 
24th November. 
 
NBK arranged 50% of the loan while KFH 
arranged the other half based on Islamic 
financing instruments. The facility will                  
be used to part-finance a new ethylene                
and derivatives complex, Olefins II, to               

nearly double Equate's production capacity 
by early 2007. 
 
Equate is a US$2 billion joint venture be-
tween US Dow Chemical Co. and state-owned 
Petrochemical Industries Company (PIC) with 
each having a 45% stake and the remaining 
10% held by Bubiyan Petrochemical Co. 
 
Set up in 1995, Equate began operating two 
years later and has a production capacity of 
800,000 tonnes of ethylene, 600,000 ton-
nes of polyethylene and 400,000 tonnes of 
ethylene glycol. Equate recorded a 158% rise 
in its net profits for 2003 to US$276 million 
due to a growth in sales and a rise in prices. 
 

http://www.islamicfinancenews.com
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NEWS BRIEFS (continued…) 
United National Bank launches first 
Scottish Islamic mortgage 

United National Bank Limited (UNB) has launched the first ever Is-
lamic mortgage product for the Scottish market, according to a state-
ment released on 25th November. 
  
Norton Rose associate Mohammed Paracha says: “While there are a 
number of Islamic mortgages available now in England and Wales, 
this is the first product to come to the market in Scotland.  The need 
to structure the product to both comply with Shariah principles and 
Scottish law proved challenging for a number of reasons.” 
 
He added that Norton Rose has played a leading role in the develop-
ment of the Islamic retail banking sector in England and now Scot-
land and is also working on similar products in several other interna-
tional jurisdictions. 
 
The firm also acted for UNB on its first diminishing ownership Islamic 
mortgage that was offered in July 2003.  The firm has recently also 
acted for Arab Banking Corporation on its diminishing ownership 
Islamic mortgage which is distributed through Bristol & West.   
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National Bank of Sharjah clinches 
Murabaha deal with Aayan and Mazaya 
Holdings 
National Bank of Sharjah (NBS) has clinched a US$34.3 million 
Murabaha financing deal on 27th November and will act as lead 
syndicate with Emirates Islamic Bank for Kuwait-based clients, 
Aayan and Mazaya Holdings. 
 
“This deal is part of the new expansion and development strat-
egy adopted by NBS to enhance its investments in the GCC, es-
pecially among leading investment institutions,” said NBS gen-
eral manager, Hussein Al Qemzi. He added that the transaction 
follows several deals the bank has signed recently in Qatar, Bah-
rain, KSA and Kuwait. 

CLICK HERE FOR FULL GLOSSARY OF ISLAMIC FINANCE TERMS 
www.Is lamicFinanceNews.com 

Al Salam’s extended IPO raises US$31 million 
Al Salam, the GCC-backed Sudanese Islamic bank start-up has raised 
US$31 million after extending its initial public offering (IPO). This 
represents a 65% increase over its target of US$18.75 million. 
 
Hussein Al Meeza, a founding council member of the bank said; 
“There was a major response to the IPO throughout the region, de-
spite offerings by other large companies. This reflects investors’ con-

fidence in the bank and in Sudan’s investment prospects. 
 
“The path is clear to launch the bank as a Shariah-compliant 
public listed company. We intend to rapidly move to providing a 
comprehensive range of Islamic finance products.” 
 
The bank’s capital is fixed at US$75 million, comprising 75 mil-
lion shares issued with a face value of US$1 each. The founders 
covered 75% of the capital, or US$56.25 million, from their own 
resources. The remaining 25% of the company’s capital with a 
nominal value of US$18.75 million, was made available through 
the IPO. 
 
Once the allotment process and establishment procedures are 
concluded, Al Salam Bank's stock will be listed in the first phase 
in the Khartoum Financial market and at Dubai financial markets 
in the second phase. 

http://www.islamicfinancenews.com/ift.php
http://www.islamicfinancenews.com/boa.php
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NEWS BRIEFS (continued…) 

HSBC gives US$292 million loan to Pertamina 

Millea Holdings Inc has established a reinsurance subsidiary in Sin-
gapore. Capitalised at an estimated 1.6 billion Yen (US$15.5 mil-
lion), the new company specialises in takaful Islamic insurance. 
 
The insurance group, whose core members include Tokio Marine & 
Nichido Fire Insurance Co., aims to strengthen its reinsurance busi-
ness and diversify its profit sources. It hopes that the new firm will 
generate about 2.5 billion Yen in premium revenue in five years. 
 
The reinsurance subsidiary plans to initially underwrite insurance 
risks in Malaysia and Saudi Arabia. It is estimated that the takaful 
market will grow to nearly 1 trillion Yen in the next 10 years. At             
present, only two reinsurance companies in the world specialize            
in takaful. 

Tracoma to raise US$26.3 million from              
Islamic bond issue 
Tracoma Holdings Bhd is raising US$26.3 million from an Islamic 
bond issue, of which US$10.5 million will be utilised to                 
part-finance its car assembly venture in Indonesia with Proton 
Holdings Bhd. 
 
Tracoma, a tier-one vendor for Proton and Perusahaan Otomobil 
Kedua Sdn Bhd (Perodua), is issuing the bonds to tap into the 
growth of the regional motor sector. Said Tracoma managing 
director Mohamed Shah Datuk Abu Bakar: “Our associate com-
pany, PT Proton Tracoma Motors, will begin assembly of Proton 
Wira cars in February next year in Cikarang, near Jakarta.” 
 
Trial production will commence in late January 2005. The plant, 
with a capacity of 36,000 units, plans to produce 8,000 units of 
the Wira and Gen.2 models in the first year. Tracoma owns 49% 
of the joint-venture company while Proton controls the majority 
stake. 
 
“With the recent tie-up between Proton and Volkswagen AG (VW), 
the Cikarang assembly plant will be used to manufacture, as-
semble and produce VW cars for export to Asean countries,” he 
added. 
 
Some US$1.32 million of the proceeds will go towards the com-
pany’s 80%-owned PT Tracoma Nusantara in Indonesia while 
US$5.8 million will be used to repay some of its borrowings. An-
other US$3.16 million is targeted to part-finance construction of 
a metal stamping factory near Proton's manufacturing facilities 
in Tanjung Malim. 
 
The balance of the funds will be for working capital and to part-
finance a jig-making business undertaken by subsidiary Profen 
Sdn Bhd and a new die-making venture under wholly-owned Ma-
laysian Die Makers Sdn Bhd. 

Shamil Bank closes US$60 million                      
Murabaha* facility 
Shamil Bank, Bahrain recently closed its first syndicated Mura-
baha facility for US$60 million. The facility was underwritten by 
Gulf International Bank, which was mandated to lead arrange a 
US$50 million three-year syndicated facility in September. The 
issue was oversubscribed and the bank opted to increase the 
facility to US$60 million. 
 
Mohammed Hussain, deputy chief executive at Shamil Bank 
said: “The transaction is our first syndicated facility and will be 
used to improve the maturity matching of assets and liabilities as 
part of our overall asset and liability management.” 
 
Shamil Bank, which partly owns Islamic banks in Pakistan and 
Yemen, has 51% ownership in Faysal Finance (Switzerland). 

Japan's Millea Group Sets Up Singaporean    
Reinsurance Unit  

HSBC has signed a US$292 million syndicated loan agreement in 
Jakarta to finance the import of crude oil by state oil and gas com-
pany Pertamina. HSBC is the lead arranger and sole book runner for 
the loan, raised from several Shariah banks. The loan will be dis-
bursed to Pertamina via the Shariah banking system. 
 
Contributing institutions include Shariah banks such as the Dubai 
Islamic Bank, Kuwait Finance House and DEPFA as well as conven-
tional banks from Europe, Asia and the Middle East, according to a 
statement from HSBC.  
 
HSBC Indonesia chief executive officer Richard McHowat said                
the loan was the first global Shariah-syndicated loan from Indonesia 
and among the largest loans arranged for the country in the post-
crisis period. 

Noriba Bank in US$350 million Sukuk issue 
for Sarawak 
UBS Investment Bank and its Bahrain-based subsidiary Noriba Bank 
are the joint lead managers of a five-year US$350 million Sarawak 
Corporate Sukuk issue for the Sarawak Economic Development Cor-
poration (SEDC). 
 
The Sarawak Sukuk or trust certificates will mature by 2009 and are 
likely to be listed on the Luxembourg Stock Exchange and the La-
buan International Financial Exchange. Noriba Bank will raise funds 
by targeting the institutions and high net worth individuals, said Joe 
Gogul, Noriba Bank’s head of risk and compliance. “We are positive 
about investor response and expect it will be subscribed within a 
week,”, adding that the rental payments will be calculated on LIBOR 
plus a margin. 
 
The Malaysian delegation was led by the Chief Minister of Sarawak 
Dr Haji Abdul Taib Mahmoud. Taib noted that the Sukuk issue will be 
used to re-finance SEDC projects. Sarawak is keen to consolidate its 

economic and financial base by utilising modern funding tech-
niques such as Islamic bonds. 
 
“Bahrain is a leading Islamic banking hub in the region and Ma-
laysia will continue to work closely with Bahrain to tap existing 
opportunities,” said Taib. 

*TERMINOLOGY– Murabaha 

A form of credit which enables customers to make a purchase with-
out having to take out an interest bearing loan. 
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Mulpha gets green light to issue US$26.32 mil-
lion Islamic Private Debt Securities 
Mulpha International Bhd has recently obtained the Malaysian Securi-
ties Commission's approval to issue up to US$26.32 million Islamic 
private debt securities (PDS). The Islamic PDS comprises up to US$ 
19.74 million bank-guaranteed Murabahah notes issuance facility and 
up to US$6.58 million Murabahah notes issuance facility. 
 
The initial proceeds will be used to refinance some of Mulpha's exist-
ing bank borrowings and to meet the working capital requirements of 
the company and its subsidiaries. 
 
Mulpha has appointed AmMerchant Bank Bhd, Amanah Short Depos-
its Bhd and Mulpha Capital Markets Sdn Bhd as lead arranger, co-
arranger and financial adviser respectively for the proposed Islamic 
PDS issuance programme. 
 
The proposed Islamic PDS issuance programme comprises the issu-
ance of commercial papers and/or medium-term notes based on the 
Shariah principle of Murabahah. The commercial papers and medium-
term notes issued under the programme will not be listed on Bursa 
Malaysia Bhd or any other stock exchange. 
 
The US$19.74 million bank-guaranteed Murabahah notes issuance 
facility is for a tenure of six years from the date of first issuance of the 
commercial papers and/or medium-term notes. The commercial pa-
pers will be issued for maturity of between one month and 12 months 
while the medium-term notes will be issued for maturity of between 
12 months and 72 months. 
 
Notwithstanding this, Mulpha will initially issue medium-term notes of 
an aggregate US$13.16 million nominal value with maturities of three, 
four and five years. Such medium-term notes will be issued on a 
bought-deal basis whereby AmMerchant Bank will purchase such me-
dium-term notes as primary subscriber. AmMerchant will also act as 
the lead underwriter for the commercial papers of up to an aggregate 
US$6.58 million nominal value. 
 
The commercial papers and medium-term notes under the US$19.74 
million bank-guaranteed Murabahah notes issuance facility have been 
assigned with rating of "MARC-1" and "A+" respectively by Malaysian 
Rating Corp Bhd.  
 
Mulpha also said it has put in place a Kafalah guarantee facility of up 
to US$19.74 million to guarantee the repayment of the commercial 
papers and/or medium-term loans to be issued under the US$19.74 
million facility. 
 
The US$6.58 million Murabahah notes issuance facility on the other 
hand is for a seven-year tenure from the date of first issuance of the 
credit papers and/or medium-term loans. The credit papers will be 
issued for maturity of between one month and 12 months, while the 
medium-term loans will be issued for maturity of between 12 months 
and 84 months. 

NEWS BRIEFS (continued…) 

http://www.euromoneyseminars.com/IFN2005
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Bahrain-based Arig Insurance Group plans to float the region's 
first Islamic re-insurance company by the third quarter of 2005. 
It will resolve the re-finance needs of Islamic insurance compa-
nies with a total premium value of an estimated US$1.5 billion to 
US$1.8 billion, according to the group’s CEO, Udo Krueger. The 
company is 40% owned by the UAE government. 

Arig Islamic re-insurance IPO 

RHB Capital Bhd has received the Malaysian Securities Commission 
approval to transfer its entire Islamic assets and liabilities from its 
70% unit, RHB Bank, to an Islamic bank subsidiary to be set up 
soon. 
 
In a statement to the stock exchange, the company said the transfer, 
valued at RM455.6 million (US$119.89 million) would be satisfied 
via the issuance of 455.6 million shares in the Islamic bank unit. The 
announcement paves the way for RHB Bank to run its Islamic bank-
ing operations independently of its conventional banking operations. 
 
The statement said the provision transfer consideration of 
US$119.89 million was based on the net book value of the assets 
and liabilities of the Islamic bank operations as at 30th June. The 
final transfer consideration would be based on the net book value of 
the assets less the liabilities of the Islamic banking business as at 
the last day of trade preceding the vesting date of the transfer. 

Gulf Finance House Initiates Development of 
New Islamic Risk Management System  

Standard & Poor’s ratings upgrade boosts 
Pakistan’s Islamic bond hopes 

NEWS BRIEFS (continued…) 

One of the leading providers of Islamic investment services, Bahrain-
based Gulf Finance House (GFH) announced on 23rd November that 
it has initiated the development of an Islamic risk management sys-
tem to help the bank regularly monitor and assess the risk sensitivity 
of its investment portfolio and meet regulatory compliance require-
ments effectively. 
 
Announcing the initiative during the Middle East Financial Technol-
ogy Conference (MEFTEC), senior GFH officials said the risk manage-
ment solution will be developed jointly with the bank’s technology 
partner, the Kuwait-based vendor of integrated Islamic software, 
Path Solutions. GFH’s core banking system runs on iMal - the indus-
try’s leading integrated Islamic banking software from Path Solu-
tions. 
 
Commenting on the imperative of having adequate risk management 
tools in an age of increasing market complexity and regulatory re-
quirements GFH CEO Esam Janahi said: “By developing a risk man-
agement system that caters to a Shariah-compliant banking regime, 
we believe we are taking a pioneering step. It is becoming increas-
ingly imperative that Islamic financial institutions put in place risk 
management systems that address the unique characteristics of the 
industry.” 
 
GFH Head of Risk Management Silvan Varghese added: “The risk 
characteristics of Islamic banks are unique. Apart from exposure to 

the risks that are faced by conventional banks, Islamic banks 
face additional risks as a result of the Shariah-compliant nature 
of their business. What we intend to do is to use current tech-
niques available and customize them to meet requirements of 
Islamic Banks in general and GFH in particular.” 
 
Among a host of features, the new risk management system will 
have a facility management and monitoring system, collateral 
and document management system, internal rating methodolo-
gies for investments and credit, measurement and monitoring 
system for balance sheet risks and modules for economic capital 
allocation. The system will also meet reporting requirements 
under Basel II.  

An upgrade of Pakistan’s ratings by Standard & Poor’s (S&P) is 
likely to improve the price for the country’s first foreign currency 
Islamic bond, a senior finance ministry official was reported to 
have said late last month.  
 
Stocks in Karachi also rose after the agency lifted its long-term 
foreign currency ratings by one notch to B+ and local currency 
ratings to BB on 22nd November, citing falling debt and sus-
tained economic progress.  
 
“This will make investors confident about our strong economic 
fundamentals and help to achieve tighter pricing when we go on 
road shows for the Islamic bond,” said head of the finance minis-
try’s debt office Ashfaque Hasan Khan. 
 
Pakistan’s government plans to sell US$500 million in 5-year 
Islamic bonds towards the end of the year or in January to tap 
the fast-emerging international Islamic debt market.  
 
While the long-term foreign currency rating of B+ is four notches 
below investment grade, it is a vast improvement over the 
“selective default” imposed by S&P following Pakistan’s nuclear 
tests in 1998 that triggered international sanctions.  

RHB  Receives  nod  for  transfer  of  Islamic               
assets 

http://www.securities.com/ifis/
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WIBC McKinsey Competitiveness Report 2004 
on Islamic financial institutions to be launched 
in Bahrain 
The world’s first research-led programme that quantitatively as-
sesses the performance of key Islamic banks and provides a com-
parative analysis of the correlation between strategy and actual per-
formance will be launched at the World Islamic Banking Conference 
in Bahrain.  
 
A collaboration between international strategy consultancy McKinsey 
& Company and the World Islamic Banking Conference, the WIBC 
McKinsey Competitiveness Report will be launched at this year’s 
conference held from 11th-13th December. The report is seen as a 
groundbreaking initiative designed to not only identify but also to 
raise the bar of financial performance and strategic excellence in the 
industry.  
 
“The norm is that Islamic banks are held as profitable and rapidly 
growing with excess liquidity and low cost of funds, idle capital and 
are more risky than conventional banks – but there is little research 
evidence to substantiate these claims,” executive director of the 
World Islamic Banking Conference David McLean said.   
 
Unlike conventional banking, presently there is not much original 
research available to make meaningful assertions regarding the 
competitive performance of Islamic financial institutions.  To address 
this, the WIBC McKinsey Competitiveness Report focuses on analys-
ing key performance indicators such as profitability, liquidity and 
asset quality and link this quantitative analysis to the strategies em-
ployed by the leading institutions in the sector. 
 
Associate Principal at McKinsey & Company Nasr-Eddine Benaissa 
noted that: “The WIBC McKinsey Competitiveness Report will provide 
valuable insight into the performance of the world’s leading Islamic 
financial institutions and the Report’s objective is to help improve 
performance in an increasingly competitive market.” 
 
An executive briefing on the WIBC Competitiveness report will be 
held as part of a pre-WIBC conference workshop on 11th December 
at the Gulf International Convention and Exhibition Centre. In addi-
tion, a special by-invitation-only session titled CEO Strategy Table 
facilitated by Mckinsey & Company will be conducted on 12th De-
cember where CEOs representing leading Islamic financial institu-
tions in the world will debate the findings of the report. 

NEWS BRIEFS (continued…) 

Islamic Development Bank to issue Shariah-
compliant Medium Term Notes 

The Jeddah-based Islamic Development Bank (IDB) is preparing its 
second commercial paper issuance, a Shariah-compliant medium-
term note (MTN). The issuance will be part of a series of MTNs the 
IDB is planning to launch over the next year or so, and ranging from 
US$400 million to a total of US$1 billion.  
 
As the IDB finalises the structure of the MTN and the asset alloca-
tion; the mandates; the negotiations for the ratings; the distribution; 

and the dates for the roadshows, it has come under increased 
pressure from its 55 member countries who are demanding ur-
gent action on boosting intra-Islamic trade; greater flexibility in 
using other hard currencies such as the Euro and the Yen to 
finance such trade outside the US dollar zone; and a more realis-
tic mark-up or rate of return on IDB financing operations. 
 
Recently the UAE government urged the IDB to do the same, and 
has pledged to underwrite some of this anticipated expansion of 
intra-Islamic trade. The IDB group as a multilateral development 
bank has historically concentrated on trade finance - especially 
import and export financing operations of its member countries -
confined mainly to primary products such as oil, oil products, and 
other raw materials.  
 
Its development finance function has taken a back seat in terms 
of size of allocations and disbursements, compared with the 
volume of trade finance operations. In 2003/2004 for instance, 
out of a total US$3.974 billion of financing approved, some 
US$2.056 billion was for trade finance and US$1.825 billion for 
project and development finance. 
 
The IDB has appointed a top international consultancy to study 
the feasibility of setting up a stand-alone trade bank to promote 
intra-Islamic trade.  
 
In July 2005, the IDB celebrates its 30th anniversary. It has cu-
mulatively approved some US$34.24 billion over the last three 
decades for financing trade and development in its member 
countries.  
 
Over the years the bank has come under increased pressure 
from within its ranks for its policies and financing to impact more 
urgent and meaningful economic development in its member 
countries. At the IDB Governors 29th Annual Meeting held on 
14th-15th September in Tehran, several member countries were 
calling for a more flexible approach to financing with perhaps a 
greater choice in a basket of hard currencies.  
 
The diverse IDB membership has also given rise to competing 
developmental and governance challenges, some of which over-
lap and some of which clash. Added to this is the IDB's increas-
ing maturity as a multilateral development bank – thanks to its 
zero risk-weighting by the Basel Committee of the Bank of Inter-
national Settlements (BIS) - and its AAA long-term rating by Stan-
dard & Poor's.  
 
The IDB itself is faced with the dilemma of balancing its develop-
ment mandate with that of its newly-acquired financial status 
and its desire to maintain its rating so as to access cheaper 
funds from the international markets to finance its expanding 
activities. In addition, there is the acid test of the quality of deliv-
ery, implementation and enforcement of its policies and prod-
ucts and services.  
 
This should be the additional driver behind the recently-approved 
IDB strategic plan of the operations complex for the period 
2005-2010, which comes into effect in February 2005. 
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HSBC arranges syndicated Murabaha loan 
for Turkey's Boyner 
Turkish clothing group, Boyner Holding, has struck a deal on 
26th November with a consortium headed by HSBC Turkey and 
HSBC Amanah for a US$24.1 million syndicated murabaha loan. 
Joint arrangers of the loan include Kuwait Finance House and 
Mashreqbank, and the Faisal Islamic Bank of Egypt, National 
Bank of Sharjah, The Arab Investment Company and other insti-
tutions. 
 
The loan will be used to finance raw material and goods. Boyner 
Holding operates several stores namely Beymen, Beymen Club, 
Benetton 012, Sisley, Network, Altinyildiz, Fabrika and T-box. The 
company recently renamed its retail division, previously known 
as Carsi Buyuk Magazacilik, to Boyner.  

UK  investors  express  interest  in  Islamic              
banking in Indonesia 
Investors in London at a meeting on 22nd November with Indone-
sian central bank governor Burhanuddin Abdullah hailed the Indone-
sian new government's programmes and were reported to have 
asked about the development of Islamic banking in Indonesia. 
 
Burhanuddin was attending the meeting organised by the represen-
tative office of Bank Indonesia (the central bank) and the Indonesian 
embassy in London to explain the latest economic development in 
Indonesia following the election of the new government under Presi-
dent Susilo Bambang Yudhoyono. 
 
The central bank governor who met with about 75 investors ex-
pressed hope that his meeting would produce positive results includ-
ing the return of investments, especially in the infrastructure and oil 
sectors. 

NEWS BRIEFS (continued…) 

First Islamic Investment Bank acquires South 
Staffordshire  

Bahrain based First Islamic Investment Bank E C recently announced 
that its offer to acquire South Staffordshire Plc, a UK based publicly 
traded water supply company, has been declared unconditional. To 
date, shareholders representing 86.5% of the issued share capital of 
South Staffordshire have accepted First Islamic’s offer of US$21.54 
per share, which values the transaction at US$471 million, including 
financing facilities and transaction costs. 
 
Chairman of First Islamic Investment Bank Mohammed Abdulaziz 
Aljomaih said “All three of our business lines, asset-based, real es-
tate, and corporate investment, are now generating diverse invest-
ment opportunities in the European market for our investors.  The 
South Staffordshire transaction represents our first European public 
to private transaction.” 
 
South Staffordshire generates a majority of its income from its regu-
lated operations that supplies water to a population of 1.25 million 
in the British Midlands, covering an area of 1,500 sq km. The com-
pany also has a number of complementary non-regulated busi-
nesses including Aqua Direct that supplies natural spring and min-
eral water. 
 
South Staffordshire is said to be among the top performing compa-
nies in the UK water sector. The company has historically generated 
stable earnings and strong cash flow. For the year ended 31st March 
2004, South Staffordshire reported turnover of US$140 million and 
pre-tax profit of US$27.88 million.  
 
Headquartered in Bahrain with offices in Atlanta and London, First 
Islamic’s three principal lines of business are corporate investment, 
real estate and asset-based investment. To date, the bank has com-
pleted 35 transactions with a total value of over US$7 billion and 
has an equity capital base in excess of US$300 million. 

EDUCATE YOUR CLIENTS IN ISLAMIC FINANCE 
 
Educating your clients is essentially the first step in introducing 
them to the benefits of the Islamic capital markets. By under-
standing the industry and the products they are far more likely to 
seek further advice the next time they tap either the domestic or 
international capital markets. 
 
There are a limited number of sponsorship packages available to 
those who recognize the tremendous opportunity to increase 
their visibility to their existing and prospective clients. This spon-
sorship package offers significant value to those institutions who 
seek to market their services directly to the decision-makers in 
this rapidly growing industry sector.  
 
Sponsorship offers you the chance to target your current and 
potential key clients for an entire year with the guarantee of lock-
ing out your competitors.  
 

For further information please contact Andrew Morgan at  
Andrew.Morgan@IslamicFinanceNews.com or Tel: +603 2141 6020. 

Apologies The advertised interview with Professor Rifaat the Secretary 
General of the Islamic Financial Services Board has been delayed and will 

now be published in the 20th December issue. 

EDITORIAL CONTRIBUTIONS 
 
We aim to educate and inform the Global Islamic finance 
market via up-to-date and relevant editorial. Country 
and Industry Reports, Case Study’s, Regulatory changes 
and product specific development reports all assist and 
provide our audience and your clients with the knowl-
edge they require. 
 
 

If you are interested in authoring an exclusive report please 
contact:                                                          

Christina.Morgan@IslamicFinanceNews.com                  
or Tel: +603 2143 8100 
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When a consortium led by Emirates Telecommunica-
tions Corporation (Etisalat), the United Arab Emirates 
telecoms operator, emerged as the winning bidder in 
the recent auction of a second GSM licence in Saudi 
Arabia it chose to use Islamic finance facilities to part 
fund the licence fee and subsequent roll out of the net-
work. Given the size of the transaction, this decision is 
viewed as having a significant impact on the future 
growth of Islamic financing. 
 

As for the bid itself, this was the first time competition was intro-
duced to the Saudi telecommunications sector. Six bids emerged in 
the final stages of the selection process with the Etisalat Consor-
tium having submitted the highest bid.  

 

The size of the bid was SR12.21 billion (approximately US$3.256 
billion) for the GSM licence. The bid also covered a separate licence 
to operate Saudi Arabia’s first 3G network valued at SR753.8 mil-
lion (US$201 million). Besides Etisalat, the winning consortium 
includes Saudi Arabian partners the General Organization for Social 
Insurance (GOSI), Al-Jomaih Holding, Abdul-Aziz al-Saghyir Commer-
cial Investment, Rana Investment, Abdullah & Said Binzagr and 
Riyadh Cables Group. 

 

The Etisalat Consortium required bank finance to fund its licence 
payment and had been running a competition for the arranger role 
between two sets of regional and international banks. 
The favoured group of mandated lead arrangers was 
chosen in the second week of August and comprised 
Samba Financial Group, National Commercial Bank, 
Citigroup, Emirates Bank International, Abu Dhabi 
Islamic Bank, Al-Rajhi Banking & Investment Corpora-
tion, Bank al-Jazira, Dubai Islamic Bank and Kuwait 
Finance House.  

 

The facilities to be put in place were split into two 
tranches - tranche A was for an amount of US$1.6 
billion to be used for the part-financing of the licence 
while tranche B worth US$750 million would be used 
to acquire equipment for the roll out of the network. 
Both tranches are murabaha facilities and in each 
case, National Commercial Bank will be Modareb.  

 

Formal approval of the Etisalat Consortium selection came at a 
Council of Ministers meeting on 9th August this year when the Com-
munications and Information technology Commission’s (CITC) rec-
ommendation was ratified. Following this, CITC issued a letter on 
14th August, confirming the winning bidder and requiring 80% of 
the licence fee be paid into an escrow account or a bank guarantee 
to be provided for the same amount within 3 weeks. The 3-week 
period ended on 4th September.  

 

Islamic Financing for Etisalat By Robin Abraham  
In anticipation of the coordination of the issues that would have to 
be addressed, it was decided to opt for a guarantee bridging facility 
in order to ensure that CITC's 3-week deadline for receipt of the 
deposit moneys was met. On 31st August, 2004, National Com-
mercial Bank (NCB) and Samba Financial Group signed a SR10.4 
billion (US$2.8 billion) guarantee facility agreement with the 
Etisalat consortium in favour of CITC. 

 
It was always the intention to replace the guarantee facility with an 
Islamic finance arrangement. Documentation on the Islamic facili-
ties - including an escrow agreement to be entered into by the par-
ties and CITC - was well advanced before 2nd September and work 
continued to finalise it and secure Shariah approvals throughout 
the period.  

 

Issues to be addressed 
The size of the deal was extremely large, so the number of inves-
tors needed to fund it was substantially more than usual for an 
Islamic transaction. A number of these institutions had rigorous but 
varied approaches to relevant Shariah issues. Overcoming these 
differences was challenging, particularly given the very tight dead-
lines. Indeed, the big challenge for Clifford Chance and the MLAs, 
perhaps more so than dealing with commercial aspects of the deal, 
was ensuring that Shariah committees from more than 20 different 
institutions were comfortable with the documentation.  
 
An interesting structural aspect of the transaction was that the 
actual obligor under the Islamic facilities is a special purpose vehi-
cle, Etisalat International Company. This company had to be estab-

lished by the Etisalat Consortium for the purpose 
of raising the financing of the escrow account 
deposit, but it was not possible to use the licen-
see company at the time because it was still in 
the process of being incorporated. The licensee 
company will assume the obligations of the LLC 
following completion of an initial public offering. 
(As part of the bid rules, the winning consortium 
had to offer 20% of the licensee company's 
shares to the public. This was highly successful 
and has been reported as being 51 times over-
subscribed.)  
 

Other structural issues that had to be addressed 
included the incorporation of a 6-month, term-out 
option for tranche A that can be exercised for 
payment of a fee, and contrasting approaches 
from the investor group on issues relating to 

transfers of rights under the murabaha documentation following 
the settlement of the initial transaction. 

 

Nevertheless, these and many other challenges were overcome 
and the signing of tranche A of the 12-month facility for Etisalat 
International Company took place in Dubai on 13th October.  

 

CASE STUDY 

“An interesting                
structural aspect of 
the transaction was 
that the actual obli-

gor under the Islamic 
facilities is a special 

purpose Saudi             
Limited Liability                

Company, Etisalat             
International                 
Company”. 
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The mandated lead arrangers were joined at general syndication by 
ABN Amro, Arab Banking Corporation, Arab Bank, Arab National 
Bank (ANB), Bank of Bahrain & Kuwait, Bank of Baroda, Banque 
Saudi Fransi, Commercial Bank of Dubai, Dubai Bank, Gulf Interna-
tional Bank, Habib Bank AG Zurich, National Bank of Sharjah, Riyad 
Bank, Saudi British Bank and United Arab Bank.  

 

This deal has shown that Islamic financing transactions can be 
done on any scale. There is considerable liquidity in the Islamic 
finance market at the moment and we are seeing the introduction 
of more Islamic structures in the market place. In turn, there is 

CASE STUDY (cont inued…) 

We aim to be a world-class provider of quality public, sponsored and in-
house financial training for banks, corporates and government bodies 
across Asia and the Middle East.  
 
Please see below for a selection of our upcoming courses: 
 

  
 

This intensive course examines in detail what can and cannot be done, and the reasons why.  You will leave with a detailed understanding of what can be 
termed a Shariah compliant investment, enabling you to better serve Islamic customers and present new investment opportunities.  

 
Click here for more details 

 
 
 
 

This course (the only one of its kind) breaks new ground by training participants in sophisticated but approachable quantitative credit scoring and risk               
management techniques that the instructor has adapted for use within the Islamic context. 

 
Click here for more details 

 
 

 
 

 
This intensive and highly practical training course will provide you with hands-on experience of accounting & reporting standards of Islamic finance and              

financial products through presentations, group discussions & real life cases drawn from Islamic banking practices in the Middle East and South East Asia. 
 

Click here for more details 
 

 
 

 
 

 
This unique 4-Day course  examines some of the recent important  product related developments, risk management and control while using case studies to 

demonstrate key product innovations from Islamic and Conventional finance.  Don’t miss out on ‘The Innovation Game’  on Day 4 where you have the                  
opportunity to develop and present a new product for yourself.  

 
Click here for more details 

 
 

All our courses can be run in-house in your home country.  For more information on in-house or sponsored courses, or any of the                      
programmes above, please visit our website at www.IslamicFinanceTraining.com   Alternatively, please call us on +603 2143 8100 or 

email us at info@IslamicFinanceTraining.com.   

Islamic and Shariah-Compliant Investment Management 

Financial Product Development and Innovation 

Credit Risk Management for Islamic Finance 

Financial Reporting for Islamic Banking 

more international awareness of this growth, not least because 
of high profile transactions such as the Etisalat Consortium's 
financing, that has been reported to be the largest Islamic fi-
nancing transaction in the world to date. 

Note: The author is senior associate at Clifford Chance, Dubai. 
Clifford Chance’s Dubai Office advised the arranging banks on 
the  world’s  largest  ever  Islamic  financing.  Clifford  Chance 
worked closely throughout the process with its Saudi Arabian 
associate, the Law Firm of Yousef and Mohammed Al Jadaan. 
Contact Clifford Chance in Dubai on +971 4 331 4333. 

1 - 3 March 2005, Kuala Lumpur 

7 - 10 March 2005, Kuala Lumpur 

30 May - 2 June 2005, Singapore 

27 - 29 April 2005, Kuala Lumpur 

http://www.islamicfinancetraining.com/iscim.php
http://www.islamicfinancetraining.com/crmm.php
http://www.islamicfinancetraining.com/frif.php
http://www.islamicfinancetraining.com/pdi.php
http://www.islamicfinancetraining.com
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'The era following the publication of the OECD Report 
on Harmful Tax Consequences has witnessed a torrent 
of interest (and criticism) as to the structure of Off-
shore Regulation. Focusing upon the Brunei experi-
ence and advocating a market facilitative regula-
tory response this brief report will demonstrate how 
regulation as an addressing of pre-existing market 
need can be both affable and promotive of international 
investment activity.' 
 
To designate the stage of development of a phenomenon one needs 
to have a clear mind of its history. In the main the processes of collat-
ing such a history are processes of mapping events that have 
changed the character and possibly the form of the subject being 
observed.  Most social histories are readily discernible, being focused 
primarily upon the reactions and inter-reactions of ‘micro’ social units 
to an external event. In the main such reactions are manifest and 
causative, ‘every human condition representing the sum total of past 
actions and inherited characteristics’.       
 
A truly modern phenomenon, the world of Offshore Finance has only 
recently reached a notable dotage. That dotage became observable, 
however, by an event which in many ways was presented as being 
external in form and apparent philosophy to known Offshore Prac-
tices.  Whether admired or criticised, the publication of the OECD 
Report on Eliminating Harmful Tax Practices (‘the OECD Report’) 
caused significant repercussions in the marketing, form and structure 
of many of the worlds’ formative Offshore Centres, promoting as a 
paradigm the archetype of a transparent and regulated off-shore 
environment. The impetus for change occasioned and perceived by 
the OECD Report has only been strengthened by the more recent war 
on terrorism. 
 
It was amidst the cries of critics of the OECD Report, and at the 
height of a global recession, that Brunei Darussalam announced that 
it had cast in its shingle as potential receptacle for International Fi-
nancial activity. Proposing as its mantle an aim of establishing a se-
cure, well regulated, and transparent host to reputable, long-term 
players, the Sultanate, also forwarded a proposed identity as an alter-
native receptacle for Islamic Financier’s, promoting and engaging in 
Shariah compliant models of investment activity. Brunei’s relatively 
short four year operative history as ‘an International Financial Centre’ 
has established a flag-ship ‘post-modernist’ offshore environment, 
providing ample confirmation that transparency and regulation are 
not in-apposite to the goal of establishing a viable International Fi-
nancial and Trading Centre. Focusing upon the Brunei experience, 
this brief report will seek to demonstrate the affability of the OECD 
Report’s prototype offshore environment with pre-existent interna-
tional market demands for offshore investment. 
 
Stragems for the regulation of  risk within the multi-jurisdictional 
structure 
Multi-Jurisdictional structures have traditionally operated on the basis 

of two primary elements. The first, a desire of an intended inves-
tor to avail itself of the competitive synergies created by newly 
devised legislative instrumentalities, is an element that has been 
directly encouraged by competition amongst the plethora of gov-
ernments who have assumed the mantle of an Offshore Business 
Environment. For many such governments the prospect of an 
additional, and or, on occasion, primary income stream derived 
from such inward investment patterns was directly causative of 
the consequent proliferation of facilitative ‘fashionable designer 
legislation’. Whilst the OECD Report alleged that little of this de-
signer legislation had focused upon issues of regulation, transpar-
ency and information transfer, it has been suggested that the 
OECD’s findings gave scant attention to the self-regulating poten-
tial of inter-jurisdictional commercial activity. 
 
As complimented by an experience developed Newtonian Law of 
Offshore Planning1, the practical consideration of legal enforce-
ability was an early catalyst of self-regulation, causing there to 
develop amongst Advisors a self-interested need to firstly identify 
the variety of risks which could attend assets situated within a 
third-jurisdiction, and secondly determine those risks which may 
be carried on upon the transfer of an offshore instrument to a 
third jurisdiction. In many respects both facets of risk assessment 
were inter-related, risks associated with the moral and legal integ-
rity of the offshore environment being at the heart of concern.  As 
a baseline, the establishment of an extrinsic confidence in an 
offshore jurisdiction’s Moral Integrity, Judicial and Political system 
obviated a very real possibility of interference on-shore, whether 
such interference was occasioned directly by external legal en-
forcement Agencies, or by findings of the unenforceability of an 
offshore instrument. Such confidence was enhanced by the es-
tablishment of control and regulation over the financial and legal 
market place.  The Rahman decision, added to these pressures, 
heightening the need to ensure accidence to traditional on-shore 
operative perceptions of an instrumentality so as to ensure its 
tenacity both within its jurisdiction of domicile and in third coun-
tries. Whilst, in the context of the Trust, Maitland might have mar-
velled at the challenge of developing new forms and uses of a 
dated, antiquarian onshore property-holding device, commercial 
practice had, prior to the publication of the OECD Report, begun 
of its own volition to recognize existent limits as to just how far 
the offshore world could stretch their on-shore instrumental fore-
bears. Whether accidental or not, the very real commercial pres-
sure of ensuring recognition, durability and the transferability of 
offshore media and property exerted a market driven internal 
regulatory need to consider the character, credibility and struc-
tural utility of both a jurisdiction, and proposed entity as part of a 
proposed multi-jurisdictional structure. 
 
In the post OECD Report environment, such processes have been 
developed as a part of formal licensing procedures, which have in 

‘PARADIGMS AND PARADOXES’:  An Examination of the              
Regulation of Inward Investment in Brunei Darussalam’s Emergent  

International Financial Market By Paul Richard Hirschfield  

BRUNEI 

1. David McNair, 'Risk assessment in multi-jurisdictional Asset Protection Structures' Trusts and Trustees Library Article 
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turn focused upon processes of demonstrated legitimization. Such 
processes of legitimization have taken three forms. Jurisdictional 
legitimization has focused primarily upon the characteristics of the 
host state as a proposed investment harbour. Legislative legitimiza-
tion has focused upon tools that such a state has developed to en-
courage encouraging specific forms of financial activity. Business 
legitimization has focused upon the introduction of transparency 
both on the part of Offshore Regulatory Authorities, in establishing 
competitive but clearly regulated legal instrumentalities for use in 
certain trading activities, and on the part of the applicant in fully 
demonstrating its adherence to legislative perimeters. 
 
In addition to licensing, requirements of residential connectivity in 
both domestic and international dealings have served a secondary 
regulatory need. In the main such features are designed to ensure 
the enforcement of punitive measures, and deterrence for the local 
directors who are amenable to prosecution. Limitations as to prop-
erty ownership or business participation have served a tertiary pur-
pose of ring-fencing potentially harmful effects of certain business 
practices. Whether or not the presence of legislative ring-marking will 
automatically delimit the transferability and the subsequent enforce-
ability of an offshore device will depend very much upon the justifica-
tory gait of a jurisdictions’ legislation. It will be suggested that the 
balance of ring-fencing, structured licensing and connectivity require-
ments set forth within Brunei’s current regulatory regime has pro-
vided prospective Bruneian Inward investors with tacitly justified 
regime, focused upon the development of existing market practices, 
rather than a correction of perceived market failures. 
 
Brunei’s Regulatory Scheme for Inward Investment : - Key legitimiza-
tion features 
 
(i) Baseline regulatory provisions applicable to both International 
and Domestic Investment Entities 
Whilst established as a ring-fenced parallel jurisdiction, the Brunei 
International Financial Centre was inaugurated with the implementa-
tion of measures to curtail Money Laundering and the processing of 
proceeds of serious crime within both the domestic and newly estab-
lished international financial market. For international observers the 
introduction of these Orders within the first wave of legislative activ-
ity establishing the Brunei International Financial Centre, repre-
sented a strong practical endorsement of the State’s commitment 
towards maintaining an accessible but secure Financial environ-
ment. That endorsement was nonetheless a sensible and measured 
one. Focused primarily upon the establishment of self-regulatory 
practices amongst market players, and imposing penalties where 
standards prescribed, are not met, the Money Laundering Order, the 
Money Laundering order developed upon existent rule requiring local 
residential connectivity in the undertaking of trading activities. 
 
 At its core, the Money Laundering Order prescribes a baseline re-
quirement that participants of relevant financial business establish 
Client identification systems together with such record-keeping, in-
ternal reporting, internal control and communication channels as 
may be appropriate for the purpose of forestalling and preventing 
money laundering. Standards of practice are stipulated throughout 
the Order, and are delimited by reference to reasonable operative 
practices, save as where specific standards are traversed by regula-
tory guidance.  Overall, through a focus upon self-regulated adher-
ence to reasonable operative practices, and a focus upon counter-
acting ‘criminal conduct’ the Money Laundering Order has struck a 

BRUNEI 

workable balance between commercial needs of confidentiality 
and non interference, and valid regulatory concerns. 
 
(ii) Introduction of Licensing for critical Offshore Financial          
Activities 
Engagement in International Banking, the Establishment, Man-
agement, Administration and offering to the public of Mutual 
Funds, Securities Trading, Trust Administration and the conduct 
of International Insurance Activity have all been made subject to 
additional licensing. In the whole such licensing criteria are rea-
sonably uniform, although variation does exist as to levels of 
capitalization required for the issuance of particular licences. 
Whilst the Mutual Funds Order (2000) specifically requires dis-
closure of the Memoranda of Association and or other constitu-
tive documents of an applicant licencee, similar evaluation of 
constitutive documents and or business plans, have been em-
ployed as a standard requirement under the Securities, Insur-
ance and International Takaful and Banking Order.  In the whole, 
appraisals of such documentation have focused upon whether 
such documents provide adequate protection of the interests of 
participants in a given scheme, the general motives of a pro-
posed scheme, the existence of limitations and exclusions of 
liability, internal auditing practices, internal control and admini-
stration, and the general focus of the fund in question. Whilst 
Islamic Funds and Islamic Banks are statutorily required to ap-
point ‘appropriate’ Shariah Council it is unclear how the appropri-
ateness of Shariah representation is to be determined. In the 
authors experience, such appointments usually take the form of 
panel-ships of Shariah experts, specialized in different aspects 
and or schools of Islamic Jurisprudence. 
 
 All of the afore-referred Orders carry reporting, accounting and 
audit and notification requirements particularizing changes to 
the managing hierarchy of a licensee. In the main, these legisla-
tive provisions have enhanced and extended through continu-
ance the legitimization processes highlighted earlier. 
 
(iii)  Introduction of Registered Agents and Licensed Trustee 
A first point of call for individuals intending to utilise the facilities 
of the Brunei International Financial Centre, Registered Agents 
bear a primary responsibility for the issuance of a Certificate of 
due diligence for all International Business Companies, and the 
administration of all Trusts formed under the International Trusts 
Order. Their role guarantees at a minimum compliance with iden-
tification proceedings of the Mutual Funds Order 2000 at the 
application stage of an entity, and in the case of Trusts, and In-
ternational Business Companies, (where the Trustee is subse-
quently engaged as a Local Director), the establishment of all 
further regulatory compliance requirements under relevant Or-
ders. Once again the independence of the Registered Agent, has 
managed to preserve commercial need for privacy and non-
interference whilst effectively, through an enhancement of estab-
lished residential connectivity requirements, and a direct per-
sonal liability for failing to properly comply with the requirements 
of the Registered Agents and Licensed Trustees Act, maintained 
adherence to prescribed regulatory criteria. 
 
(iv) Legitimisation on the basis of Brunei’s jurisdictional                 
characteristics 
Conclusion 
Fundamental to Brunei Darussalam’s success as an interna-
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tional business environment is the state’s political stability, British 
based legal system with an independent and respected judiciary and 
rights of appeal to the Privy Council, matured Banking and  Insur-
ance Sectors (both Shariah and Non-Shariah), matured Accounting 
and Legal Professional Base, with a strong expertise in administering 
Companies, Trusts, and Partnerships according to Common-Law 
models and strong petro-chemical economic base, providing one of 
the highest standards of living in South East Asia. Fiscally competi-
tive, with an established Tax treaty with the United Kingdom, 
Brunei’s launch of its International Financial Sector within a strong 
but sensible regulatory framework has been a measured, natural 
progression rather than a leap into the unknown. As effected by the 
introduction of a new up-to date range of viable working property 
holding instruments operatively familiar to Brunei’s existent profes-
sional base, and complimented by a development of regulatory 
structures reflective of existent market practices, Brunei has, in the 
opinion of the author, successfully established itself as a reactionary 
conservative jurisdiction, prepared to move strategically and sensibly 
in accordance with market needs. 
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Over the last 25 years financial institutions have developed 
sophisticated methods to advance capital to both private and 
public sectors in a Shariah-compliant way. However it is only of 
late that a substantial amount of tradeable Shariah-compliant 
financial investment instruments have come to the market.   
 
The sukuk market has been a primary area of growth, providing an 
avenue for the short and medium-term placement of funds by inves-
tors.  This development has been fuelled not only by the desire of 
institutions to raise funds in a Shariah-compliant manner but also by 
investor demand for such products.  For example, earlier this year in 
order to attract Middle Eastern investors, a European federal institu-
tion (the German Federal State of Saxony-Anhalt) with no Islamic 
constitutional links, recently issued Shariah-compliant sukuk certifi-
cates. The growing investor appetite for such relatively straightfor-
ward securities will, in turn, fuel the growth of a more sophisticated 
Shariah-compliant securitisation market.  
 
How have the sukuk and Shariah-compliant securitisation evolved as 
a financing mechanism and what are some of the hurdles that will 
need to be overcome for this market to evolve? 
 
Sukuk - An Introduction 
A sukuk certificate represents proportionate beneficial ownership and 
may be described as an Islamic bond for a defined period the risk 
and return associated with cash flows generated by a particular asset 
“belong” to investors (sukuk holders). 
 
To be Shariah-compliant, sukuks must be asset linked - they are for 
example, often backed by pools of ijara (leasing) contracts. Further-
more, backing by real assets ensures that a sukuk is tradeable in a 
Shariah-compliant secondary market. This is because if a sukuk were 
linked to pure receivables (arising for example under a murabaha 
sale) it may encounter the Shariah prohibitions on debt trading.  
 
The periodic payments and scheduled amortisation of the principal 
due to the investors under the sukuk will be structured to match the 
income and capital returns from the asset.  These payments may be 
fixed or benchmarked to the interbank offered rate plus a margin.   
 
The Sukuk Market 
The growth of the sukuk market may be attributed to its potential for 
liquidity management - this is one of the key elements identified as 
necessary for the future development of the Islamic banking and 
finance industry.   
 
Shariah prohibits the trading of short-term debt instruments at other 
than face value, or from drawing upon the established interbank 
money markets.  This means that Islamic financial institutions tend to 
have highly liquid balance sheets with limited investment opportuni-
ties available for their current assets. Thus sukuks have, over the 
past two years, created opportunities for the short and medium term 
placement of such funds.  
 
To date, US$30 billion worth of sukuk certificates have been issued.   
Although still in its infancy, the market is developing at significant 
pace and many new potential originators have announced their inten-
tion to enter the market.  
 

 SHARIAH, SUKUK AND SECURITISATION By Tamara Box & Mohammed Asaria  

LEGAL REPORT  

Presently only a small proportion of sukuks are traded, with most 
investors taking a buy-to-hold approach.  As more sukuks are is-
sued, investors are likely to begin trading sukuks to generate 
greater returns on capital invested and to create liquidity.  
 
The Bahrain Marketing Agency (BMA) is encouraging local banks 
and private institutions (both inside and outside Bahrain) to issue 
sukuks and is offering to purchase sukuks from Islamic financial 
institutions on a short-term basis.  Such transactions are aimed at 
assisting Islamic financial institutions on the management of short-
term liquidity.  This development should encourage the growth of 
the Shariah-compliant structured finance market. 
 
A particularly encouraging sign in the sukuk market is that it is no 
longer the sole preserve of specialist Islamic issuers or investors.  
For example, 48% of a recent sovereign was subscribed for by   
conventional investors, including 24% by institutional investors, 
11% by fund managers and 13% by central banks and                 
government institutions.  
 
Shariah-Compliant Securitisation 
Islamic financing generally requires returns to be linked to the per-
formance of various types of asset - the link between the return 
payable under the certificates and the income generated by the 
underlying asset mean that securitisation is a structure which 
lends itself to Shariah-compliant financings.  
 
There are two main driving forces behind the development of the 
Shariah-compliant securitisation market.  The first is a growing 
demand by investors for Shariah-compliant financial instruments.  
The other is the desire of corporates to raise Shariah-compliant 
funds cost effectively, in a manner that does not dilute shareholder 
equity, and at the same time improves financial ratios. Securitisa-
tion achieves this for the following reasons: 
 
i) it is not uncommon for companies in the Middle East and North 
African (MENA) regions to have a high percentage of current assets 
on their balance sheets that can be transferred – between 30% 
and 40% of total assets is not atypical; 
ii) securitisation neither impacts on the capital structure of the 
company nor does it increase debt/gearing ratios. Rather, argua-
bly, it improves return and liquidity ratios. In many respects it 
"cleans up" a balance sheet; and  
iii) securitisation and the capital markets may provide a cheaper 
source of funds than conventional methods of financing, which can 
then be reserved for strategic investments where it is not suitable 
to tap the capital markets. 
 
As with all Islamic financing instruments, the whole picture must be 
looked at to determine whether the transaction is Shariah-
compliant - this includes both the nature of the assets being secu-
ritised and the scheme of arrangement between the originators 
and the issuer. It is therefore worth remembering that interest-
bearing loans, including conventional mortgages and credit cards 
(typical securitised assets in the conventional market) do not com-
ply with Shariah.   
 
An analysis of the prevalent structures in the conventional securiti-
sation market determines that the “pass through” structure satis-



 

 

www.islamicfinancenews.com 

Page 14 
6th December 2004 

Obligors 

Credit Enhancement 

Security                 
Package 

Certificates 

Cash proceeds 

Investors Issuer Special Purpose  
Vehicle 

Trustee 

Asset  Receivables 

Purchase price of 
asset 

Servicing  
contract Sale of 

 asset 

Standby                 
Servicer 

Servicer          
default 

Originator/ 

  LEGAL REPORT (Continued…) 

fies the constraints of Shariah with little modification.  The pass 
through structure facilitates direct ownership by investors in a             
portfolio of generic assets. The originator may service the portfolio, 
make collections and pass revenues to the investors with the            
deduction of a servicing fee. As the portfolio is owned collectively by 
the investors, this structure is not a debt obligation of the originator 
and will not appear on the originator’s balance sheet. (See Structure 
Diagram Above) 
 
The securitisation may be structured so as to represent an assign-
ment of a portion of ownership rights and obligations over the portfo-
lio, but not a conveyance of title. Whether such a structure is adopted 
will depend on tax or investor considerations, for example the legal 
regimes in certain MENA countries prohibit and restrict foreign owner-
ship of locally domiciled assets.   
 
Consequently, partial assignment without the formal transfer of title 
may circumvent such prohibition. For a structure to comply with 
Shariah, some degree of ownership must be transferred to the inves-
tor. Transfer of registered title is not necessary, rather a collection of 
ownership rights that would allow the investors to perform duties 
related to ownership (if desired) or rights granting access (subject to 
notice) over the asset would be sufficient to comply with Shariah.  
 
The level of conveyance varies for practical reasons from jurisdiction 
to jurisdiction, but a minimum level of conveyance is required to 
avoid characterisation as a secured loan by Shariah scholars. An 
overriding Shariah rule that needs to be kept in mind when structur-
ing securitisation transactions, is that conveyances must be com-
pleted simultaneously when they originate from the same document. 
In an interest bearing securitisation, two securities may be derived 
from a single lease – a principal-only instrument governed by the 
contract of lease (and related security instrument), and an interest-
only instrument governed by a promissory note. Shariah prohibits this 
practice. In general, financial institutions may not derive multiple 
interests from an asset in a manner that creates  either the sale of a 
debt, sale of an isolated cash flow or  a direct interest equivalent 
obligation. 
 

Securitisation hurdles 
Securitisation would appear to be a useful addition to the tradi-
tional financing techniques for companies seeking to raise 
funds in compliance with Shariah.  However, before the  market 
can develop with certainty, there are legal and cultural hurdles 
that need to be overcome. 
 
One area where the need for derivative contracts in conven-
tional financing structures arises is where there is a mismatch 
between the currency of payments generated by the underlying 
assets and the currency in which payments are made to certifi-
cate holders, and where payments under certificates are linked 
to a floating rate of return that differs from the return generated 
by the assets. 
 
Shariah has typically rejected derivative products as they en-
compass interest, uncertainty or gambling. In conventional 
transactions, currency risk can often be hedged or reduced to 
zero with forward contracts being simultaneously transacted.  
Once risk is eliminated, the gain is clearly riba.  Institutions are, 
however, attempting to devise derivative or similar products that 
are compatible with Shariah. 
 
The International Swaps and Derivatives Association Middle 
Eastern Working Group is currently in contact with regulators in 
Saudi Arabia, Kuwait, Qatar and the United Arab Emirates in an 
attempt to formulate such products. The working group is ex-
pected to report its findings in the near future.  
 
Additionally in the majority of MENA countries there is little secu-
ritisation-specific legislation. This should not necessarily hamper 
the development of the market as deals are coming to the mar-
ket in jurisdictions lacking such legislation.   
 
In the absence of specific legislation, it is possible for tax issues 
to erode the economics of a securitisation transaction. In a two-
tier structure where the "owner SPV" will have to route funds to 
an offshore "issuer SPV", such funds may be subject to withhold-

Shariah Securitisation: A Summary 
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  LEGAL REPORT (Continued…) 
ing tax. Such a charge may be circumvented by the application of 
certain tax treaties or establishing vehicles in certain “tax friendly" 
countries.   
 
Difficulties may arise where legislation promoting securitisation is 
enacted but the government, either due to a failure to appreciate the 
substance of such concepts or to temporary governmental cash 
shortages (common in emerging markets), modifies the laws to levy 
taxes on such vehicles. Such an alteration in tax legislation may 
cause the payments to certificate holders to become unworkable 
resulting in a default in the structure. 
 
Future Developments 
Despite the need to overcome certain hurdles it seems the market 
shows promise of growth. At present there are large-scale construc-
tion projects being undertaken throughout the Middle East. For exam-
ple, in Abu Dhabi there are multiple power projects being con-
structed, the largest of which has a value of US$3 billion.  
 
Banks across the region may need to free up bank capital for                 
new projects. This can be achieved by refinancing the existing loans 
that they have made to these developers. One such way is to look to 
the capital markets. If this development spur continues, the demands 
for efficient capital across the region are easy to identify. Conse-
quently, if the underlying obligations are financed in accordance with 
Shariah, structuring Shariah-compliant securitisations of these obliga-
tions is a possibility. 
 
Although they have had limited opportunities to review Shariah com-
patible financing structures, the rating agencies have recognised that 
although such structures spell a slightly greater participation in risk 
than their conventional counterpart, traditional ratings criteria may be 
used to assess the credit worthiness of the structure.   
 
To date, a number of rated sukuk issues have seen sovereign 
"guarantees" or "quasi-guarantees" incorporated in the structure.  As 
a result the ratings assigned to each sukuk issue have been closely 
linked to that of the sovereign.  As investor appetite and                           
sophistication increases, it is likely that structures will emerge which, 
through the use of certain structuring techniques, may exceed the 
sovereign ceiling.   
 
It is clear that Islamic finance, in particular the sukuk and Shariah-
compliant securitisation market, are growth areas. The Islamic               
finance industry will continue to evolve and more complex               
Shariah-compliant products will come to the market. Investor demand 
will drive the industry and ensure Islamic finance institutions and 
regulators work together to overcome some of the hurdles discussed. 

http://www.abf-asia.com/project/1731SC_IFN.pdf
http://www.lovells.com
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ISLAMIC LEAGUE TABLES 
Islamic Finance News has teamed up with Dealogic to bring you up-to-date league tables every two weeks depicting the leading issuers and 

arrangers in the Global Islamic Debt Capital Markets. 

For all enquires regarding the above information, please contact:  Edward Cheung 
        Email: Edward.Cheung@Hk.Dealogic.com;  
        Phone: +852 2804 1223; Fax: +852 2529 4377  

ISLAMIC DEBT BY CURRENCY 2004 YTD 

ISLAMIC DEBT BY COUNTRY 2004 YTD 

ISLAMIC DEBT 2004 YTD TOP 20 ISSUERS OF ISLAMIC DEBT 2004 YTD  

 Issuer or Group Amt US$ m Iss. %Share 

1 Dubai Global Sukuk FZCO 1,000.00 1 23.39 

2 Kapar Energy Ventures Bhd 895.26 1 20.94 

3 Putrajaya Holdings Sdn Bhd 394.74 1 9.23 

4 SAJ Holdings Sdn Bhd 336.84 2 7.88 

5 BMA International Sukuk SPC 250.00 1 5.85 

6 Optimal Chemicals (Malaysia) Sdn 
Bhd 149.21 10 3.49 

7 Stichting Sachsen-Anhalt Trust 120.39 1 2.82 

8 Optimal Glycols (Malaysia) Sdn Bhd 119.21 10 2.79 

9 Sarawak Specialist Hospital &              
Medical Centre Sdn Bhd 111.84 1 2.62 

10 Mid Valley City Sdn Bhd 105.26 2 2.46 

11 National Central Cooling Co 
(Tabreed) 100.00 1 2.34 

12 Talam Corp Bhd 65.79 8 1.54 

13 Petroliam Nasional Bhd - Petronas 65.79 5 1.54 

14 Negeri Sembilan Cement Industries 
Sdn Bhd 52.63 1 1.23 

15 Selia Selenggara Selatan Sdn Bhd 51.71 2 1.21 

16 Lingkaran Trans Kota Holdings           
Berhad- LITRAK 45.79 5 1.07 

17 SI Capital Sdn Bhd 43.95 1 1.03 

18 Ingress Sukuk Bhd 42.11 3 0.98 

19 EP Manufacturing Bhd 39.47 1 0.92 

19 Merbok Hilir Bhd 39.47 1 0.92 

 Total of issues used in the table 4,275.46 82 100.00 

 Manager or Group Amt US$ m Iss. %Share 

1 AmMerchant Bank Bhd 938.95 4 21.96 

2 Citigroup 703.73 3 16.46 

3 RHB Capital Bhd 559.47 2 13.09 

4 HSBC 542.54 29 12.69 

5 Dubai Islamic Bank 333.33 1 7.80 

6 Aseambankers Malaysia Bhd 331.10 29 7.74 

7 Bank Islam Malaysia Bhd 151.75 3 3.55 

8 United Overseas Bank Ltd 128.16 7 3.00 

9 Commerce International Merchant 
Bankers Bhd 

112.28 2 2.63 

10 Amanah Short Deposits Bhd 102.63 8 2.40 

 Total of issues used in the table 4,275.46 82 100.00 

 Amt US$ m Iss. %Share 

    Malaysia 2,770.92 75 64.81 

    United Arab Emirates 1,100.00 2 25.73 

    Bahrain 250.00 1 5.85 

    Germany 120.39 1 2.82 

    Indonesia 34.15 3 0.80 

Grand Total 4,275.46 82 100.00 

 Amt US$ m Iss. %Share 

    Malaysian Ringgit 2,770.92 75 64.81 

    US Dollar 1,350.00 3 31.58 

    Euro 120.39 1 2.82 

    Indonesian Rupiah 34.15 3 0.80 

Grand Total 4,275.46 82 100.00 

http://www.dealogic.com
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SPS INTERNATIONAL - United Kingdom 

BANK NEGARA MALAYSIA - Malaysia 

UNITED GULF BANK - Bahrain 

ARAB FINANCIAL SERVICES - Bahrain 

ABN AMRO - Asia 

MOVES & PROMOTIONS 

Shawki Khodr has joined the Bahraini based investment banking arm 
of subsidiary Kuwait Projects Company (KIPCO) as Senior Vice Presi-
dent and Head of Corporate Finance. Mr Khodr will be responsible for 
developing the bank’s business in the Gulf Cooperation Council work-
ing alongside United Gulf Bank’s subsidiary KIPCO Asset Manage-
ment Company (KAMCO).  

Muhammad Ibrahim and Nor Shamsiah Yunus have both been 
appointed Bank Negara assistant governors effective 1st Decem-
ber 2004. Mr Ibrahim will be responsible for the supervision of 
the Bank’s investment operations and financial market depart-
ment and the finance and the foreign exchange department. Mr 
Yunus will oversee the payment systems and the banking and 
insurance supervision departments. 

Mr Rasool Hujair as been appointed as Chief Executive Officer of the 
Bahraini based card processing company effective 14th December 
2004. Mr Hujair, a Bahraini national, brings extensive experience to 
the company including many years with the American Express Group.  
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Curtis Chen has been appointed Chief Strategic Development officer 
for Asia. Mr Chen was previously with the banks financial institution 
public team where we headed the insurance client business  

2004 Kuala Lumpur Islamic Finance 
Mandarin Oriental, Malaysia 

 Monday  6th – 8th December 2004 
Organised By: Centre for Research & Training (CERT) 

 
Comparative Supervision of Islamic & Conventional Finance 

Beirut, Lebanon 
Tuesday 7th – 8th December 2004 
Organised By: IFSB & World Bank 

 
The World Islamic Banking Conference 

The Gulf International Convention and Exhibition Centre,  Bahrain 
Saturday 11th – 13th December 2004 

Organised By: Middle East Global Advisors 
 

Regulation of Takaful  
Dead Sea, Jordan 

Tuesday 10th – 11th January 2005 
Organised By: IFSB & Insurance Commission of Jordan 

 
The First International Symposium on Takaful 

The Movenpick, Dead Sea Resort & Hotel, Jordan 
Wednesday 12th – 13th January 2005 

Organised By: Islamic Conferences Group 
 

Islamic Banking and Finance Asia Conference 
Raffles The Plaza Hotel, Singapore 

Monday 31st January – 1st February 2005 
Organised By: Asia Business Forum 
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If you would like to place your event in this section, please fax 
us your event details at +603 2141 5033 or simply email 

info@IslamicFinanceNews.com. 

Glynn Williams has been appointed Chief Executive effective 1st 
January 2005. SPS International is currently the world’s largest 
supplier of pre-completion wellbore cleanup tools and services in 
the oil and gas industry. 
 
In addition Nigel Leuggett has been appointed Vice President of 
Business Development and Robert Preston the Vice President of 
Marketing. 
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