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T h e  W o r l d ’ s  G l o b a l  I s l a m i c  F i n a n c e  N e w s  P r o v i d e r

ASIA PACIFIC 
Picking up pace 
Independent research and advisory fi rm, 
Financial Insights, has reported that the 
development of Islamic Banking and Finance 
in Asia Pacifi c is growing at a fast pace. 

Islamic Banking and Finance’s annual global 
growth is consistently strong, with assets 
under management currently valued at over 
US$400 billion. The maturing of the industry is 
also seeing a shift from mere Islamic banking 
products to completely new, Shariah-based 
products, enabling institutions to establish 
its own identity, independent of conventional 
banking and fi nance.

Additionally, the report stated that Islamic 
Banking and Finance products are attracting 
a large non-Muslim client base, citing major 
Malaysian banks offering Islamic Banking 
and Finance products to a non-Muslim clien-
tele of over 50%. 

On the fl ip-side however, the study challenges 
the growth of Islamic Banking and Finance’s in 
handling major fi nancial crises or recessions, 
as its growth has been in tandem with the 
recent economic boom. 

MALAYSIA
Islamic banking gone mainstream
Malaysia’s prime minister Abdullah Ahmad 
Badawi has touted Islamic fi nancing as part 
of Malaysia’s mainstream fi nancial system 
and is confi dent of its potential to generate 
the country’s economic growth.  

Islamic banking has cornered 12.2% of the 
domestic fi nancial market with assets totaling 
RM133 billion (US$38.57 billion), while 
holding 6.1% of the insurance market with 
assets worth RM6.9 billion (US$2 billion). 

Abdullah reiterated: “The Islamic fi nancial 

system in the country is positioned at a strong 
and solid position,” Malaysia is also the 
largest Sukuk issuer, accounting for 67% of 
total Sukuk yet to be redeemed. We are also 
the pioneer in the issuance of independent 
Islamic bonds with the launch of US$600 
million in Islamic bonds in June, 2002.” 

Abdullah concluded that the decisions by 
Al-Rajhi Bank of Saudi Arabia and Kuwait 
Finance House to set up their operations in 
Malaysia refl ected the country’s success in 
promoting Islamic banking. 

SAUDI ARABIA
Royal offering
The world’s 13th richest, Saudi Arabian 
Prince, Al Waleed bin Talal’s Kingdom Holding 
is gearing up to sell shares in an initial public 
offering, valuing the company at  US$17.2 
billion.

“The company is performing well and it’s now 
time to take it to the next stage, and we can 
defi nitely expand further,” said P.J. Shoucair, 

executive director for Kingdom Holding’s 
international investments. 

Prince Al Waleed follows in the footsteps of 
fellow billionaires, Henry Kravis and George 
Roberts, who are planning a US$1.25 billion 
IPO for their New York-based buyout fi rm, 
Kohlberg Kravis Roberts & Co.  
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UK
Islamic fi nancial services
International Financial Services London will start up Islamic fi nancial 
services for businesses, via a Working Group. The endeavor is set to 
boost the export of UK-based services. The group’s main objective 
will be to help member companies of participating organizations to 
establish key contacts and to fi nd potential partners and clients. 

The Islamic Financial Services for Business will manage outward 
missions, advise both the public and private sectors internationally 
and will co-ordinate inward visits to the UK. The Working Group will 
operate under the umbrella of the Islamic Finance sub-group of the 
UKTI Financial Services Sector Advisory Board and work closely with 
the UK Trade and Investment (UKTI) and the Corporation of the City 
of London. 

UAE
Amlak profi ts leap
Amlak Finance’s profi ts for the 1st half of 2007 surged by AED25 
million (US$6.8 million), at 31%, reaching AED106 million (US$28.85 
million), while its revenue saw a 54% hike. 

Amlak attributes its revenue hike to its recent restructuring of funding 
sources combined with renewed focus on its core business. This has 
allowed the company to react quickly to market variables such as 
volume or pricing requirements. 

SAUDI ARABIA
Bear Stearns’ new foray
Bear Stearns has signed a letter of intent with a consortium of Saudi 
business leaders led by Prince Mishaal bin Abdullah bin Turki Al 
Saud of Zad Investment Company, to form Bear Stearns Arabia Asset 
Management. 

Bear Stearns Arabia Asset Management (BSAAM) will be a Saudi 
Arabian registered asset management company, head-quartered 
in Riyadh and serving institutions and high-net-worth individuals in 
Saudi Arabia. 

The company will develop and distribute Shariah compliant and 
other investment products, as well as leverage Bear Stearns Asset 
Management’s platform, offering traditional equity and fi xed income, 
hedge fund and private equity fund products.

Prince Mishaal will head the fi rm as chairman, and both Michel Péretié, 
CEO of Bear Stearns International Limited, and Christian Yates, head 
of international division for Bear Stearns Asset Management, will be 
on the company’s board of directors. 

BSAAM plans to build an international team of individuals who have 
vast experience in asset management and local knowledge. 

UAE
National Bonds’ campaign
National Bonds has launched a three-months savings campaign to 
counter the effects of the rising cost of living. The campaign aims 
to educate the public on Islamic savings options and highlight the 
unique features of National Bonds as a savings scheme. 

The campaign will see National Bonds kiosks in Burjuman and Sahara 
Center throughout July, and in City Center and the Mall of the Emirates 
in August and September. 

NEW ZEALAND
Kiwi fi nancing
Al Haramain Islamic, set up by Somali Abdullahi Dayib, will begin to 
offer New Zealand’s fi rst Shariah compliant mortgage product. Dayib 
is currently waiting for approval from Shariah scholars to begin offering 
his products to the country’s 36,000 plus Muslim population. 

Dayib was emphatic: “I know how diffi cult it is to get funding that is 
interest free and on Islamic principles – that is what made me set up 
the fi rm. Once we set everything right, I’ll be the fi rst person to get a 
mortgage!” 

Due to its fragmented Muslim population, New Zealand’s Islamic 
fi nancing products have not seen much demand. Experts also attribute 
the low demand to the knowledge gap between conventional fi nancial 
institutions with incomplete Shariah knowledge and Islamic scholars 
who know little about fi nance. 

ASB Bank, New Zealand’s largest mortgage lender, also backs the 
lack of demand for Islamic fi nancing products. 

Auckland-based conventional fi nance wholesaler Foundation Capital 
Markets conceived the Islamic mortgage product several years ago, 
but was able to launch in late 2006 due to the product’s unique needs. 
Al-Haramain is currently a broker for the product with three other 
conventional fi rms, Argosy Property Finance, Global Home Loans and 
Tasman Mortgages acting as mortgage managers. 

SAUDI ARABIA
Dipping shares
The value of traded shares in Saudi Arabia as at June 2007 has 
dropped by 43.49% at SAR1.11 trillion (US$295.94 billion), compared 
to 52.58% in 2006. 

Total number of shares traded reached 33.65 billion this year 
compared to 39.29 billion shares for the same period in 2006, 
a decline of 14.35%. Total number of transactions executed also 
dropped by 20.41% to 38.95 million compared to 48.94 million in 
2006. 

UAE
TAQA on the look-out
The Abu Dhabi National Energy Company (TAQA) is looking for more 
money. The company aims to invest in a range of international energy 
acquisitions, having spent the US$3.5 billion it recently raised. 

Now, TAQA plans to sell up to US$9 billion in bonds over fi ve years to 
fi nance its expansion and foreign acquisitions in the next year. 

TAQA is looking to commit to Shariah compliant project fi nance to raise 
its required capital. The company attests to Islamic project fi nance due 
to confi dence in its structurally sound borrowing and appropriateness 
with UAE traditions and beliefs. 
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KENYA
Questioning viability
Offi cials are now re-thinking the establishment of the First Community 
Bank (FCB), soon after its licensing. Initially thought to introduce 
diversity to the Kenyan banking sector, many are now questioning its 
viability. 

Despite the 800,000 strong trading and transporting Somali 
community in Kenya, worth KES800 million (US$11.99 million), 
experts are skeptical on the operations of a fully-fl edged Islamic 
bank in Kenya due to competition from interest-bearing commercial 
banks. 

Dubai Bank’s chairman, Hassan Zubedi, agrees that a fully fl edged 
Islamic Bank is due to struggle in the Kenyan banking scene, but 
insists a diverse range of market opportunities especially in the 
Middle East.

Kuwait-backed FCB has yet to commence its operations as a full-fl edged 
Islamic bank, so watch this space for the latest on the bank.  

MIDDLE EAST
Healthy markets 
The Middle East capital markets has seen more than US$100 billion 
raised for funding this year alone. The hike to US$105 billion, a 25% 
increase from 2006 has been boosted by a soar in mergers and 
acquisitions, and IPOs. Iniatial Public Offerings in the fi rst half of this 
year raised US$4.47 billion, higher than the total for the whole of 
2006, while M&A activity reached US$40.1billion, also ahead of last 
year’s total.

Corporate loans have also increased due to high Sukuk demand, 
growing the corporate loans market to US$36.4 billion as at June 
2007. 

EGYPT/PAKISTAN
Billionaire eyeing stake
Naguib Sawiris, an Egyption billionaire, is competing with three other 
parties for a majority stake of 51% to 68% in Pakistan’s Saudi Pak 
Bank. The sale is expected to breach US$100 million. 

The Saudi Pak Bank is considered a small lender, with a market 
capitalization of just over US$150 million. The majority of its shares 
are owned by the Saudi Pak Industrial and Agricultural Investment 
company, a joint venture between Pakistan and Saudi Arabia. 

Foreigners are looking to tap the Pakistani market via the acquisition 
of existing players, due to the cut-off in issuing new conventional 
banking licenses in Pakistan. The sector is however open to new 
Islamic banks. 

Naguib, chairman of Orsacom Telecom, will compete with the 
Commercial Bank of Kuwait, KASB Bank of Pakistan and a consortium 
of banks comprising Bank Muscat, Actis Capital and Nomura 
Securities. It is not yet known whether Naguib’s bid will be private, or 
via his company Orsacom. 

Parties have offered between PKR26 (US$0.43) and PKR32 (US$0.52) 
per share. 

SINGAPORE  
Arcapita’s assets
Arcapita Singapore has revealed plans to list an investment trust in 
the country to raise US$300 million. The unit will comprise its UK-
based water utility and wind farm assets. 

Morgan Stanley and DBS are underwriters for the initial public 
offering. 

QATAR
First bank securitization
Qatar Islamic Bank (QIB) has mandated the International Investment 
Bank (IIB) and Rasameel Structured Finance Company to advise on 
a Securitization Review of part of its assets. This will mark the fi rst 
securitization attempt in Qatar and the Middle East. 

The securitization exercise will include QIB’s real estate fi nancing and 
investment activities domestically and internationally. The bank also 
plans to bring securitization to the market to boost Sukuk growth, 
should it be approved by QIB and Qatar Central Bank’s Shariah 
board. 

The securitization comes under QIB’s fi ve-year plan to diversify its 
Islamic fi nancing tools and to enhance its banking expertise with 
the recent recruitment of a senior Sukuk securitization structurer. 
It is also expected to provide the bank with necessary fi nancing for 
medium and macro projects in Qatar. 

QIB CEO, Salah Al Jaidah predicts Sukuk offers to leap to US$100 
billion within the fi ve coming years, from US$27 billion in 2006. 
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Andrew Tebbutt   Tel: 603 2143 8100; 

Email: Andrew.Tebbutt@RedMoneyGroup.com

CALENDAR  2007

Structuring Islamic Financial Products

9 – 12 July, ZURICH

Legal & Documentary Issues in Islamic 

Financial Products

25 – 28 July, KUALA LUMPUR

Post-Conference Workshop Series

15 – 16 August, KUALA LUMPUR

Structuring Islamic Financial Products

20 – 23 August, JOHANNESBURG

Undertaking Effective Shariah Control for 

Islamic Banking

27 – 29 August, KUALA LUMPUR

Managing Islamic Funds

21 – 22 October, DUBAI

Managing the Shariah Advisory Process

21 – 23 October, DUBAI

Contemporary Islamic Finance & Islamic 

Financial Products

22 – 25 October, KUALA LUMPUR

Sukuk & Islamic Capital Market: Products & 

Documentation

26 – 29 November, KUALA LUMPUR

presents

UAE

UAE/ UK
DP World lists
DP World has listed its US$1.75 billion conventional bond and US$1.5 billion 
Sukuk on the Dubai International Financial Exchange (DIFX). It is the fi rst issuer to 
list both conventional and Islamic debt securities on the exchange.

Both the notes and Sukuk mark a fi rst for the UAE due to its simultaneous offering 
to investors outside and within the US, who are deemed qualifi ed due to Rule 
144A. The largest rated non - convertible Sukuk issuance is also the second ever 
to be issued to US investors. 

The US$1.5 billion Sukuk issuance has a 10 year maturity and will pay periodic 
distribution amounts calculated on the basis of 6.25% per year. Barclays Capital, 
Citi, Deutsche Bank and Lehman Brothers were the Joint Lead Managers for the 
notes issuance. While Barclays Capital, Citi, Deutsche Bank and Dubai Islamic 
Bank were the Joint Lead Managers for the Sukuk. 

The managers
Citigroup and Barclays Capital have been appointed to manage Dana Gas’ sale of 
US$1 billion of convertible Sukuk. The Sukuk is convertible into shares of Dana 
Gas. 

Proceeds from the Sukuk will be utilized to refi nance existing acquisitions and 
propel new buys for general corporate purposes. The sale is also in tandem with 
Dana Gas’ plans to tap the growing international investor interest in the Middle 
East. 

Dana Gas has expanded both upstream and downstream operations in the Middle 
East’s natural gas sector in the past seven months, with its latest Sukuk endeavor, 
expected to attract a wider investor community due to its convertibility. 

GLOBAL
SGAM goes Islamic 
Société Générale Asset Management Alternative Investments (SGAM AI) will 
launch funds linked to Standard & Poor’s (S&P) Shariah indices. The funds will 
track S&P’s US, 350 Europe, 500 Japan, BRIC and GCC Shariah indices. They will 
also be validated and monitored daily by Ratings Intelligence Partners. 

SGAM AI has disclosed plans to market the index funds via local distribution 
networks, focusing in particular in the Middle East, with its structuring terms 
touted to offer clients different risk profi les. 

The funds are set to be sold in the Luxembourg-based SICAV UCTIS III format. 

BAHRAIN
NIG to raise money
The National Industries Group (NIG), Kuwait’s largest construction materials fi rm 
by market value, plans to raise US$1.5 billion via Sukuk. 

Citibank, Standard Chartered and BNP Paribas have been appointed arrangers. 
Presentations to investors are slated for mid-July. Proceeds from the Sukuk will be 
used to fi nance the group’s future investments in gas, petrol and petrochemical 
fi elds, privatization projects, and build, operate and transfer (BOT) projects, as 
well as general fi nancing. The company is looking for a London listing for the 
Sukuk. 
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BRUNEI
Roundtable on Operational Risk
Brunei’s Ministry of Finance has called for the mitigation of opera-
tional risk in Brunei’s banking and fi nance businesses. The main area 
of focus will be the promotion of the international fi nancial services 
sector, which is under the purview of the Ministry of Finance, through 
the Brunei International Financial Centre (BIFC). 

Among efforts that have been carried out to guide banking and fi -
nance institutions in operational risk includes the Islamic Financial 
Services Board (IFSB’s) Capital Adequacy Standard and Guiding Prin-
ciples Of Risk Management For Institutions (other than insurance 
Institutions) offering only Islamic fi nancial services guidelines, which 
specifi cally prescribe the minimum capital requirements for various 
Islamic fi nancing assets. 

The IFSB is also working on disclosures to promote transparency and 
market discipline for institutions offering Islamic fi nancial services 
(excluding Islamic insurance (Takaful) institutions and Islamic mutual 
funds). 

Ali bin Hj Apong, permanent secretary at the Ministry of Finance com-
mented: “These standards and guiding principles that are issued by 
the IFSB are especially relevant to Brunei and to other jurisdictions 
that promote the development of Islamic banking and fi nance.” 

SAUDI ARABIA/ SOUTH KOREA
Underwriting the Oryx fund
NCB Capital, the asset management arm of the National Commercial 
Bank (NCB) has underwritten US$150 million of client investments 
into the Shariah compliant Oryx Korean Private Equity Fund, which 
invests in South Korea’s IT and technology sectors. 

The fund, which has been closed, has an initial fi ve-year tenure, with 
the option of two one-year extensions. 

Sami Abdo, managing director of investment services at NCB Capital 
commented: “The Oryx Korea Fund attracted the immediate attention 
of investors who are constantly on the look out for this type of Shariah 
compliant, world-class investment opportunities. It was a fast sell-out 
because investors were confi dent in the strength of South Korea’s 
economy and its growing technology sector.” 

UAE/MENA/US
The World Bank invests
The World Bank’s private sector arm, IFC Financing, will invest in 
mezzanine notes backed by Tamweel’s assets, to help develop home 
fi nance and capital markets in the Middle East and North Africa 
(MENA). 

IFC will invest up to US$20 million to support the fi rst multi-tranche 
mortgage-backed Shariah compliant securities. The transaction will 
serve as a guide for subsequent originators of mortgage assets in the 
region and improve the legal and regulatory framework for domestic 
asset-backed securitizations. 

IFC’s investment is testament to its confi dence in the region’s growth 
potential. So far, the corporation has invested over US$308 million to 
promote housing in Afghanistan, Egypt, Lebanon, Pakistan, the West 
Bank and Gaza. 

SAUDI ARABIA
Fly Sukuk
The National Air Services (NAS) of Saudi Arabia will raise Sukuk to 
fi nance its fl eet expansion. The company runs a luxury airline fi rm - 
Al Khayala, a low-cost carrier NASair, and provides private aviation 
services by renting and offering part ownerships of jets in the Gulf 
region. 

NAS has big plans for its Saudi Arabian Sukuk, with listing in the 
pipeline. The company will also borrow from local and foreign banks 
to fi nance its acquisition of up to 38 A320 Airbus plans, and up 
to US$4.1 billion worth in private jets. NAS has also signed a pre-
purchase agreement with Dassault Aviation for 20 Falcon 200XLS, 
and the Gulfstream Aerospace Company to purchase three long-
range Gulfstream G450 business jets, with the option of purchasing 
17 more, should the company plan to increase its contract value to 
US$693 million. 

The agreements are part of NAS’ plans to add 98 new aircraft to its 
fl eet of 54 by 2012. 

BAHRAIN
Roxar sold! 
Arcapita Bank has sold Roxar AS to Norway-based CorrOcean ASA for 
US$370 million. The transaction is expected to be concluded in July. 

Arcapita and its co-investors acquired energy technology solutions 
company, Roxar in February 2006 at US$216 million, and is now selling 
the company after reaping the benefi ts from its 15 month investment 
holding period. Arif Abdulmalik, CEO of Arcapita stated: “Roxar is the 
fi rst exit from our European investment portfolio, and demonstrates 
our ability to source and manage high quality investment opportunities 
from Europe for the benefi t of our investors.”

To date, Arcapita has exited from 13 portfolio investments for a 
total transaction value in excess of US$3 billion, generating attractive 
returns. 

QATAR
Islamic tankers? 
Qatar Gas Transportation (Nakilat) has revealed plans to raise US$2.5 
billion for its tankers, the halal way. Nakilat, currently the world’s 
largest shipper of liquefi ed natural gas, has ordered 54 tankers to 
cope with global gas demand. 

Nakilat had considered Islamic fi nancing for a sum of US$4.3 billion 
raised in December 2006, but was turned down. Managing director, 
Muhammad Ghannam clarifi ed: “We approached banks the last 
time for Islamic fi nancing, but we couldn’t get a good deal probably 
because of the long-term tenor. The banks now say they have some 
mechanisms for us.” 

Nakilat currently needs US$2.5 billion to acquire 9 tankers, and 
may raise the stakes to US$3 billion, should it opt to buy more. The 
company is currently looking into capital markets, banks, and Korean 
export credits, while an Islamic tranche is in the pipeline, at an 
undisclosed sum. 
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MAURITANIA /MOROCCO
First Islamic bank
International Islamic - formerly known as the Qatar International 
Islamic Bank is awaiting licensing to set up its fi rst Islamic bank in 
Mauritania, with an initial investment of US$24 million. The bank has 
also proposed a set up in Morocco. 

Mauritania, an agriculture-based economy is abundant with natural 
resources, with its main exports being iron ore, gold, fi sh and fi sh 
products. 

No shareholders have been named for the two proposed banks in the 
African jurisdictions. Although the nature of the two licenses is still 
unknown, it will most likely be Shariah compliant. 

The International Islamic bank is also planning to expand to the US, 
having already reached Syrian and Pakistani shores in 2006. 

KUWAIT
Investment Dar and James Bond’s car
The recent London Sukuk Summit saw Investment Dar receive ‘The 
Most Innovative Islamic Financing Transaction’ award for its Aston 
Martin buy. Chairman and managing director of Investment Dar, Adnan 
Al-Musallam elucidated: “The good news is that Aston Martin is a debt-
free company, making our life easier as Islamic investors. Therefore, 
it is easy to Islamicize the fi nancial structure of the company and its 
future fi nancing needs. Everyone knows that this is a top of the line 
company and an attractive investment.” 

Aston Martin sold over 7,000 in 2006, up by more than 700% from 
the 800 units sold in 2000. The transaction totaled to ₤500 million 
(US$1 billion), of which 60% was fi nanced via equity contributions and 
the remaining 40% via a Murabahah facility, arranged by WestLB. 

Other accolades at the London Sukuk Summit included ‘Outstanding 
Contribution to the Development of an Islamic Capital Market’ to Dr 
Zeti Akhtar Aziz, Governor of Bank Negara Malaysia, for her role in 
establishing Malaysia as the most developed Islamic capital market in 
the world; and one for ‘Outstanding Contribution to the Development 
of Islamic Finance in the UK’ to Lord George of St Tudy, the former 
Governor of the Bank of England, for setting up the Islamic Finance 
Advisory Group at the Bank of England, and introducing Islamic 
mortgage products in the UK between 1993-2002. 

MALAYSIA
Help from the big boys
Credit Suisse Singapore and ECM Libra Avenue Securities have been 
appointed as advisors to Tamco Corporate Holdings on the planned 
disposal of its core switch gear-manufacturing operations to a foreign 
investor. 

Tamco is however still awaiting a defi nitive response from both parties. 
The move will also have no immediate impact on the group’s A3-rated 
RM80 million (US$23.21 million) Bai Bithaman Ajil Serial bonds, 
which also possess a stable outlook.  

BAHRAIN
Sakana goes halal
Sakana Holistic Housing Solutions has implemented FLEXCUBE IT 
systems by i-fl ex solutions for its mortgage fi nancing operations. 

FLEXCUBE for Islamic Banking provides a back-offi ce processing 
environment for Islamic fi nancial products, while supporting all 
transaction and investment processes including calculations and 
payments, deployment and tracking of funds, and asset valuations. 
The customers are anticipated to benefi t from this as it allows 
institutions to cut processing costs, respond faster to market needs, 
improve service levels and considerably reduce risk. 

Sakana is the fi fth fi nancial institution in the Middle East to use 
FLEXCUBE. 

STOP!
Copyright Law Violation

It is a copyright violation to copy and forward any of the content 
within the pages of Islamic Finance news or from the pages of 
www.islamicfi nancenews.com.

For this reason we offer heavily reduced group  subscription packages 
which enable your colleagues to receive full unrestricted access to all of 
our content.

Some of our subscribers pay less than US$25 per year for a full 
subscription!

To learn more and avoid violating our copyright, call +603 2143 8100 
NOW!

QATAR
BankMuscat licensed
BankMuscat International (BMI) has received a license to set up 
its fi rst international branch in Qatar. BMI will operate at the Qatar 
Financial Center by the end of the year, having been authorized a 
Category One licensee. 

The authorization will allow BMI to provide credit arranging, deposits 
and private banking services, including trade fi nance. 

DUBAI
Stellar performance for DFM
High level of liquidity proved to be a major factor in attracting 
distinguished securities to the Dubai Financial Market (DFM).  With a 
53.3% rise in the number of companies listed during 2006 compared 
to 2005, DFM recorded the highest increase among Arab stock 
exchanges followed by Palestine Securities Market (17.9%), according 
to the DFM’s latest annual report.  DFM has reported Dh563 million 
(US$153 million) net profi t for the fi rst quarter of 2007, after the 
stellar performance in 2006, when 18 new securities were listed.  
Market capitalization accounted for 10% of the total Arab stock 
market capitalization of US$888 billion. This ranks DFM the fourth 
Arab exchange in terms of size, after the stock exchanges of Saudi 
Arabia, Kuwait, Cairo and Alexandria. 

The  report adds that, while the market capitalization of Arab stock 
exchanges declined by 31.3% at the end of 2006 compared to 2005, 
DFM’s market capitalization fell 24.1%. In total, market capitalization 
of 7 Arab stock exchanges declined while 8 other Arab markets 
increased. The Saudi stock exchange recorded the highest decline of 
49.4% at the end of the year, followed by Abu Dhabi Securities Market 
(39%). 
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GCC
The S&P way
Standard & Poor’s (S&P) has released a report on its rating methods 
on private sector banks in the Gulf Cooperation Council (GCC). 

According to the report entitled “Key Role Of External Support In Rating 
Gulf Banks”, S&P views all six GCC countries as being “interventionists” 
towards their banking sector. The classifi cation refers to systems 
where the government or the regulator is highly likely to intervene 
directly and rescue a bank before it fails. Bahrain is a specifi c case, 
as this classifi cation does not apply to wholesale banks registered in 
Bahrain but operating mainly outside the kingdom. 

Credit analyst Emmanuel Volland said: “Banking sectors in the Gulf 
are relatively small, in absolute and relative terms, meaning that the 
cost of bailing out even the largest banks would be manageable.”

Governments’ capacity to provide support is undoubtedly very strong, 
as illustrated by their large net external asset positions and central 
banks’ wide foreign reserves and liquidity. Finally, unlike in the 
European Union, these countries do not have constraining regulatory 
barriers that could limit their direct intervention. 

S&P is also confi dent with government support towards GCC banks, as 
a majority of them operate domestically. However, S&P believes that 
the current trend toward geographic diversifi cation could somewhat 
reduce governments’ incentives to support local banks in the long-
term. 

Apart from privately owned banks, Standard & Poor’s Ratings Services 
has assigned ratings to several GCC banks owned by their respective 
governments, with high likelihood of support when necessary. 

QATAR
QNB’s new offi ce
Qatar National Bank has opened a new offi ce at the Al Sharq Village 
Hotel in Qatar. The new branch will include QNB Al Islami, the bank’s 
Shariah compliant arm. 

The new offi ce will provide services including applications for new 
accounts, cash withdrawal, deposits, money transfer, currency 
exchange and ATM facilities, backed by the latest information 
technology services. 

BAHRAIN
GFH names price
Initially set at a range between US$2.50 to US$3 per share, and 
US$25 to US$30 per global depositary receipt (GDR) for its US$276.5 
million IPO, Gulf Finance House (GFH) has settled on a US$2.50 price 
per share, and US$25 per GDR. 

100 million shares were allocated for the international offering, with 
10.6 million potentially available via an over-allotment. The total 110.6 
million shares will represent 15.3% of the company’s outstanding 
equity capital. 

Merrill Lynch International and UBS Limited will act as the IPO’s joint 
global coordinators, while HSBC as its co-lead manager and Deutsche 
Bank as the GDR’s depository. The London Stock Exchange listed 
GDRs have begun trading unconditionally. 

UK
Alburaq making life easier
Alburaq, a product of ABC International Bank in the UK, has devised 
better solutions for its home fi nance products. 

The company will now provide fi nancing of up to 95% of selected 
property, raise fi nancing terms up to retirement and allow students 
“buy-to-let” fi nance packages. All these are set to be conducted under 
strict Shariah rules. Keith Leach, head of Alburaq defends: “The 
changes are clear evidence that Islamic fi nance is every bit as fl exible 
as conventional fi nancing, and by no means a cottage industry.” 

Alburaq has also launched a text message service to keep customers 
up-to-date with their applications. The service will cover all aspects 
from the receiving of the application up to its completion. 

MALAYSIA
More depth, please! 
Mustapa Mohamed, Malaysia’s Higher Education minister has called 
for Islamic studies courses in Universities to include Islamic banking, 
law and sciences. 

Mustapa urged: “Among the subjects that can be researched are 
zakat, which can act as a mechanism to develop the people, the 
effi cient development of wakaf properties, Shariah issues and other 
humanitarian fi elds. Lecturers must also equip themselves with 
English language skills, psychology and pedagogy knowledge, and 
information technology skills to make Islamic-oriented knowledge 
interesting.” 
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SINGAPORE
First for Maybank
Maybank Singapore has launched its fi rst Shariah compliant passbook 
savings account dubbed the Savings Account-I. The Singaporean 
account is aimed at the 250,000-plus customers from the 45 to 
69 year old and under-15 demographic who still prefer passbook 
accounts. 

The Savings Account-I is based on the Al-Wadiah principle, which will 
entail giving Hibah in the form of dividends to account holders at 
the bank’s discretion. Rosli Mohd Yusof, head of Islamic banking at 
Maybank Singapore elucidated: “Although so many banking products 
are doing away with passbooks now, we want to introduce the Savings 
Account-I as an inclusive product which takes into account older 
customers who still prefer using passbooks, as well as children who 
can now start saving the Islamic way even before they reach 15.” 

Account holders will be able to utilize Maybank’s ATM services in 
Malaysia, Singapore, Brunei and the Philippines. 

MALAYSIA
Signed, Sealed and Shariah Compliant 
Citi Malaysia will today sign off the exchange offer of RM2,925 million 
(US$848.9 million) Islamic Stapled Income Securities (ISIS) issued 
by Telekom Malaysia and Hijrah Pertama.  Citi is the principal adviser 
and sole lead arranger for the issuance. Abdul Wahid Omar, the 
group chief executive offi cer of Telekom and Sanjeev Nanavati, the 
country head of markets and banking, Citi Malaysia, are expected to 
be present at the signing ceremony.

ISIS’s are made up of classes C and D non-convertible redeemable 
preference shares (NCRPS) linked to Sukuk Ijarah. The proposed 
transaction would replace the existing conventional stapled securities 
issued in year 2003 with Shariah compliant fi nancing instruments.  
The aim of going Islamic is for Telekom’s shares to be included in the 
Dow Jones Islamic Index that requires Telekom’s non-Islamic based 
borrowings to assets ratio not to exceed a prescribed ratio. This entails 
converting a certain amount of existing non-Islamic based borrowings 
to Islamic based fi nancing. Hijrah Pertama is the vehicle to facilitate 
the issuance of ISIS. 

MALAYSIA/ VIETNAM
Chau, Vietnam! 
Microlink Solutions plans to tap into Vietnam’s under-developed 
banking markets and capitalize on its strong growth potential. The 
systems provider has established offi ces in Ho Chi Minh City and 
Hanoi, and plans to set up joint ventures to expand its reach. The 
company aims to secure two deals by the end of 2007, hiking the 
group’s total earnings by US$1.5 million come 2008. 

Microlink’s fl agship application — Microlink Banking Solutions (MiBS) 
— allows the automation of functions such as deposits/investments, 
loans/fi nancing, treasury and customer information for conventional 
and Islamic banking. The company is currently focusing on tapping the 
overseas Islamic banking sector, having set up offi ces in Indonesia, 
Kuwait and the UAE. Its subsidiary, Microlink Worldwide, has teamed 
up with Kuwait based Technology World Company to distribute MiBS 
in the Middle East and North Africa region. 

The company also plans to set up a base in Kuwait to provide sales and 
support services for MiBS in the region, having inked an agreement 
with The International Leasing & Investment Company to supply and 
implement its MiBS Islamic Banking and Investment System. 

Microlink has also secured a contract to implement the MiBS to North 
Africa-based Bank of Khartoum. 

BAHRAIN
Oversubscribed yet again
The Central Bank of Bahrain (CBB)’s Sukuk Al Salam has been 
oversubscribed by 200%. The initial BHD6 million (US$15.91 
million) 91-day issue was oversubscribed to BHD12 million (US$31.8 
million). 

The expected return on the issue of 5.08% commenced on the 4th 
July, and will mature on the 3rd October. 

UAE
Topaz ready for the Caspian
Topaz Energy and Marine has completed its US$50 million syndicated 
Islamic lease fi nance facility with Standard Chartered, Bank of 
Scotland and First Gulf Bank. Proceeds from the facility will be used 
to construct eight special purpose ice class work barges, operating in 
the north Caspian region of Kazakhstan. 

The facility is touted to give Topaz maximum fl exibility due to its 
innovative structure. The deal will further enhance Topaz’s operations 
in the Caspian region following the securing of a contract with Agip by 
its subsidiary, BUE Kazakhstan, worth US$350 million. 

GLOBAL
Carbon neutral HSBC
In line with its Corporate Social Responsibility bid, HSBC has 
announced a US$90 million Global Environmental Effi ciency Program. 
The fi ve-year commitment will introduce renewable energy technology, 
water and waste reduction programs and employee engagement.
 
The Global Environmental Effi ciency Program will enable HSBC offi ces 
worldwide to showcase environmental innovation and share best 
practices to help the bank achieve its environmental reduction targets. 
The program will be reviewed annually, taking into account success of 
trials, emerging technology, innovation and business needs. 

Among the key focus of the program are benchmarking, footprint 
management and innovation, behavior, environmental management 
systems, and engaging which entails engaging HSBC’s global 
workforce of 315,000 employees in the HSBC Climate Partnership, 
a separate US$100 million, fi ve-year program launched on the 30th 
May 2007.  
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BAHRAIN
Anti-drug Ithmaar
Ithmaar Bank has donated BHD5,000 (US$13,264) to launch the 
Busaiteen Sports Club’s anti-drug program. The donation will also 
cover the furnishing of the sports club’s multi-purpose hall. 

The hall, which will host anti-drug seminars, will also be used for 
Quran recitation classes, and is due for completion in the coming 
months.

KUWAIT
Stakes are raised
Investment Dar and affi liated fi rms have raised their stake in Boubyan 
Bank to 11.3% from an initial 10.2% earlier this week. 

Investment Dar has won the central bank’s approval to buy up to 20% 
of Boubyan Bank. 

MALAYSIA
KFH Hijrah
Kuwait Finance House Malaysia will launch the KFH-MM2H-Hijrah-
I program, complementing the Malaysian government’s MM2H 
program. MM2H stands for Malaysia My 2nd Home, a program by the 
Malaysian government, to allow eligible foreigners to stay in Malaysia 
indefi nitely on a social visit pass. The renewable multiple entry visa 
will be valid for 10 years. 

KFHM’s MM2H Hijrah-I program will focus on KFHM in being the 
one stop centre for all MM2H interested participants, arranging for 
fi nancing requirements and ancillary services. 

LEBANON
Acquisition complete
The Bank of Sharjah has acquired a banking license in Lebanon via its 
acquisition of Banque de la Bekaa SAL. The transaction is the bank’s 
fi rst signifi cant banking acquisition outside the UAE.

Bank of Sharjah acquired all outstanding shares of Banque de la 
Bekaa from Fransabank SAL at an undisclosed amount. The move is 
expected to boost the bank’s plans to build its Middle East operations 
and serve as a platform to spearhead its Levant operations. 

Bank of Sharjah’s total assets reached US$2.1 billion, with a total 
equity of US$571 million and net profi ts of US$87 million as at the 
31st December 2006. 

GLOBAL
Fitch for Muslims
Fitch Ratings has introduced a spreadsheet for Islamic fi nancial 
institutions. The spreadsheet is expected to allow more analytical 
insight and transparency into the institutions’ performance. 

The spreadsheet will focus on operating profi ts constituting income 
generated on a sustainable basis, and expenses expected to regularly 
recur from the core business, excluding potentially volatile non-
operating items. It will also include Fitch Comprehensive Income, 
which adds to the published net income items taken directly to equity, 
such as movements in revaluation reserves arising from sellable 
investment securities. 

Fitch’s Islamic spreadsheet will also assess the capitalization of 
Islamic fi nancial institutions via Fitch Eligible Capital, the rating 
agency’s long-standing measure of core loss-absorbing capital, which 
also recognizes eligible hybrid capital. Improved detail in balance sheet 
and income statement analysis is also set to improve transparency. 

The spreadsheet will carry more extensive ratio analysis, including 
funding expense/Islamic fi nancing, free capital/equity, and impaired 
Islamic fi nancing/gross Islamic fi nancing. 

CANADA/ SAUDI ARABIA
Possible Shariah interest? 
Business and industry delegations from Canada will visit Saudi Arabia 
in November 2007 to identify trade and investment opportunities in 
Saudi Arabia’s economic city projects.

Canadian fi rms are particularly interested in offering green building 
technology, air conditioning and construction of smart buildings, 
according to a Canadian embassy offi cial. 

UAE
More loans
Emirates Bank has extended a US$54.5 million two-year term loan 
facility to First Dubai Real Estate Development Company, a subsidiary 
of Kuwait’s Al Mazaya Group. 

First Dubai will utilize the funds to partly fi nance the US$163 million 
construction cost of its Sky Gardens residential tower at the Dubai 
International Financial Centre. Alpen Capital acted as the facility’s 
fi nancial advisor. 
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MALAYSIA
MARC not wary anymore
Malaysian Rating Corporation (MARC) has lifted its developing watch 
on SapuraCrest Petroleum’s special purpose vehicle (SPV) Bayu 
Padu’s RM500 million (US$145.03 million) Istisnah and RM100 
million (US$29 million) Murabahah commercial papers/medium term 
notes (MCP/MTN). 

MARC lifted its watch on the SPV due to the improved fi nancial 
performance by SapuraCrest in the fi rst quarter of its fi nancial year 
ending January 2008, coupled with better demand prospects for the 
company’s core activities. 

The SapuraCrest Group of companies will utilize proceeds from the 
bonds and MCP/MTN. 

MALAYSIA
RHB steady
RHB Bank’s long-term foreign currency issuer default rating (IDR) 
has been affi rmed at BBB with a stable outlook by Fitch Ratings. 
Its individual rating stands at C/D, while support rating stands at 2. 
RHB’s support rating fl oor is unchanged at BBB-, ranked at par with 
its subordinated debt rating. 

RHB’s ratings are credited to its stable asset quality, improving 
profi tability and satisfactory capitalization. Its stable outlook refl ects 

MALAYSIA
Grand Saga reaffi rmed
Rating Agency Malaysia (RAM) has reaffi rmed Grand Saga’s RM210 
million (US$60.82 million) Bai Bithaman Ajil Islamic Debt Securities 
(BaIDS) at AA3 with a stable outlook. 

Ratings for the toll concessionaire of the 11.5 km-long Cheras-Kajang 
Highway is premised upon the highway’s growth in traffi c volume 
since the start of its toll operations, an increase in average daily 
traffi c of 8.78% and a compounded annual growth rate of 5.8% from 
2006. However, the fi rst quarter of 2007 saw a 4.76% dip in traffi c 
volume from 204,337 vehicles a day, due to revisions on toll-rates. 
Nevertheless, RAM remains optimistic on the recovery of traffi c to the 
previous 200,000 a day average. 

Grand Saga prepaid Tranche 3 of its RM30 million (US$8.7 million) 
BaIDS in March 2006, representing its second early redemption to 
date. The company also fulfi lled its scheduled redemption of RM25 
million (US$7.25 million) in September 2006, bringing its fi nance 
service cover ratio close to its agreed amount of 1.5 times. 

BAHRAIN
Sukuk rated
Gulf Finance House (GFH’s) US$1 billion Sukuk program (EMTN) has 
been preliminarily rated BBB- by Standard & Poor’s (S&P). The rating 
refl ects GFH’s corporate rating and marks the fi rst in the world to be 
awarded to an Islamic investment bank. 

MALAYSIA
EON Bank affi rmed
Fitch Ratings has affi rmed EON Bank’s long-term foreign currency 
issuer default rating (IDR) at BBB-, with a stable outlook. The bank’s 
foreign currency IDR sits at F3, with an individual rating of C/D and 
support rating of 3. EON’s support rating fl oor remains unchanged at 
BB, while the BB+ rating on its subordinated debt still stands. 

EON Bank’s ratings refl ect its adequate balance sheet strength, with 
its reduced profi tability cushioned by the improved provision cover 
and stable capitalization. Its stable outlook is underpinned by the 
supportive credit environment. 

Ratings will however be affected by any signifi cant weakening in asset 
quality, although Fitch considers the risks to be remote at this point 
in time. 

JORDAN
Housing Bank gets a 3
Jordan’s Housing Bank for Trade and Finance (HBTF’s) support rating 
has been affi rmed at 3 by Fitch Ratings. 

The rating refl ects the bank’s moderate chances of support from 
the Jordanian government, due to its systemic importance in Jordan. 
HBTF’s domestic presence is also backed by a stable funding base, 
with asset quality improving and non-performing loans declining to 
2.98% of gross loans. The bank also reported a strong total capital 
adequacy ratio of 32% at the end of 2006, which is expected to 
decline with the growth of its balance sheet. 

HBTF is the second-largest bank in Jordan, with a market share of 14% 
of total loans, and 16% of total deposits as at the end of 2006. 

QATAR
Alqaria Sukuk Stable
The proposed Sukuk issuance by Qatar Alqaria Sukuk Company 
(QASC) has been assigned (P)A2 rating with a stable outlook by 
Moody’s Investors service.  A road show preceding the Sukuk launch 
is expected to commence on or after the 8th July, subject to market 
conditions. 

The Sukuk is effectively a Mudarabah transaction. Moody’s has 
earlier assigned A2 fi rst time foreign and local currency issuer ratings 
to Qatar Real Estate Investment Company (QREIC, or Al-aqaria). 
Certifi cate holders have no security, lien or pledge over any of the 
Trust Assets. 

KUWAIT
NIGSL Stable
Moody’s Investors Service has rated the proposed Sukuk al-Mudarabah 
(Sukuk program), to be established by NIG Sukuk Limited (NIGSL), (P) 
Baa2 with a stable outlook. This follows the fi rst time foreign and local 
currency issuer ratings of Baa2 to National Industries Group Holding 
Company S.A.K. (NIG), one of Kuwait’s largest investment holding 
companies.  

Moody’s regards any trust certifi cates issued under the Sukuk 
program as a senior unsecured obligation. Certifi cate holders have 
no security, lien or pledge over any of the trust assets. The Sukuk 
program is expected to be launched following a road show, subject to 
market conditions. 

Fitch’s prediction of healthy asset quality and a stable economic 
environment for the bank.
 
The ratings are however moderated by a drop in RHB Bank’s Tier 1 
and total capital adequacy ratio (CAR) to 8.1% and 11.9% respectively, 
as at end of the fi rst quarter of 2007. It was also constrained by its 
average profi tability and high dividend payout of over 50%. 
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THIS TIME LAST YEAR
• Deutsche Bank became the fi rst custodian bank in Indonesia 

to offer Shariah fund administration services. 

• FS International Partners launched an investment scheme for 
France’s fi rst Islamic Bank- Tayseer Bank. 

• ABN Amro was granted a license to operate in the Dubai 
International Financial Center. 

• Abraaj Capital and Ithmaar Bank launched Serai Group to 
manage an international chain of Shariah compliant hotels with 
a US$500 million capital. 

• Dubai Investment Group via its subsidiary Dubai Financial 
acquired a 40% stake in Bank Islam Malaysia. 

• Aabar Sukuk listed its US$460 million Sukuk Mudarabah on 
the Dubai International Financial Exchange. 

• Qatar Islamic Bank slashed the price of its rights issue to 
US$19.23 per share due to weak markets. 

• Tamweel shares commenced trading on the Dubai 
International Financial Exchange. 

• The Dubai International Financial Center began talks to create 
a fi nancial district in India. 

• The RHB Global Islamic Portfolio Series saw a 30% take up 
rate. 

• Noriba Bank fully integrated into its owner the UBS Group. 

• Dubai Islamic Bank reported a 56% rise in its fi rst half’s net 
profi ts to US$192 million from US$123 million in 2005. 

• Two Abu Dhabi-based UAE banks applied for licenses to operate 
in Pakistan. 

• HSBC Amanah completed its fi rst Islamic private equity 
investment of US$31 million in the management buy-out of 
Amtech Power Software. 

• Mashreq Capital was granted a license to operate at the Dubai 
International Financial Center. 

• Emirates Islamic Bank revealed expectations for its business 
to double by 2009 with increasing demand in Islamic banking. 

• CIMB lead managed the National Central Cooling Company’s 
US$200 million Sukuk. 

• Jasper Capital launched its new subsidiary Jasper Consult 
Financial Services. 

• Union National Bank’s fi rst half net profi ts increased by 20%, at 
US$170.8 million. 

• Dubai Islamic Bank launched the Al Islami Shipping Fund 
to invest in selected shipping assets via Musharakah joint 
ventures. 

UAE
Abu Dhabi is stable
Standard & Poor’s (S&P) has assigned long-term ratings of AA and 
short-term foreign and local currency sovereign ratings of A-1 to the 
Emirate of Abu Dhabi, with a stable outlook. 

The ratings are premised upon the Abu Dhabi government’s strong 
asset position, robust fi nancial fl exibility and the country’s high 
stability and wealth from its rich resource endowment. However, 
the ratings are constrained by the geopolitical risks faced by all UAE 
sovereigns. 

The Abu Dhabi government has accumulated signifi cant foreign and 
domestic assets, hence eliminating direct debt. The government’s 
net assets also stand at an estimated 200% of the country’s 
gross domestic product (GDP), as at the fi rst quarter of 2007. The 
government’s budget surplus is also expected to remain at 50% of 
Abu Dhabi’s GDP in the coming years. 

MALAYSIA
Maritime is stable
Lumut Maritime Terminal’s (LMT) RM60 million (US$17.4 million) Bai 
Bithaman Ajil Islamic Debt Securities (BaIDS) has been reaffi rmed at 
AA3 with a stable outlook. 

The rating hike refl ected the company’s structural enhancement 
through the earmarking of a stable fi xed project consideration 
(FPC), receivable under the company’s operation and maintenance 
agreement (OMA) with Lekir Bulk Terminal (LBT). 

LMT’s credit strength is also fortifi ed by its operation and 
maintenance agreement with LBT, provided the company meets the 
set requirements. The company is also set to receive fi xed FPCs and 
base operating agreements, regardless of the volume it handles. 

LMT’s robust fi nancials also add confi dence to Rating Agency 
Malaysia’s ratings decision. 
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Dr. Zeti Akhtar, the Governor of Central Bank of Malaysia, in her 
keynote address at the recent Sukuk Summit in London highlighted 
that Asia will be spending an estimated US$1 trillion on infrastructure 
over the next fi ve years, while infrastructure requirements in the 
Middle East are estimated to be US$500 billion over the same period. 
“It is in this context that the Islamic capital market, in particular 
the Sukuk market, will serve as an important avenue to effi ciently 
mobilize longer term funds to meet these funding requirements,” 
said Dr. Zeti. 

While Sukuk Ijarah will always be an important structure, recent trends 
indicate that the market is experimenting with alternative forms such 
as the Musharakah structure.  Like Abu Dhabi Islamic Bank in 2006, 
Dubai Islamic Bank also issued a US$750 million Sukuk Musharakah 
earlier this year. Other Musharakah deals this year include the 
Aldar’s US$2.53 billion exchangeable Sukuk issuance. These trends 
illustrated that more than 70% of the Sukuk issued during the fi rst 
quarter of 2007 was of Musharakah type. 

During the second quarter of 2007, Islamic Finance news conducted 
a reader poll asking, “Is Musharakah debt or equity?” Out of 1,205 
respondents, 31.7% (382) considered Musharakah as debt while 
the remaining 68.3% (823) classifi ed it as equity. Although the poll is 
not scientifi c, it renders some evidence that there are differences of 
opinion in the market as to whether Sukuk Musharakah are truthfully 
debt, equity or some structured hybrid. In this article, we will therefore 
analyze the nature of Sukuk Musharakah and attempt to shed light 
on the factual relationships and risks inherent when buying or issuing 
Sukuk Musharakah. 

Nature of Sukuk Musharakah
In order to understand the nature of Sukuk Musharakah, we will rely 
upon formal defi nitions of the Accounting & Auditing Organization for 
Islamic Financial Institutions (AAOIFI) and Islamic Financial Services 
Board (IFSB) as they represent the formalized consultation of Islamic 
scholars across different school of fi qh and Islamic institutions. Before 
proceeding to Sukuk Musharakah, let us fi rst understand the features 
of Musharakah. According to Sheikh Imran, Musharakah represents 
a joint enterprise formed for conducting some business in which all 
partners share the profi t according to a specifi c ratio while the loss is 
shared according to the ratio of the contribution. This indicates that 
Musharakah is clearly a form of equity investment. (Source: http://
www.meezanbank.com/knowledgecenter/knowledge-islamic-section-
4-1.asp)

Table 1 presents the defi nition of Sukuk Musharakah provided by AAOIFI 
and IFSB. Both are truly describing an equity instrument. Would that 
mean that market participants are wrong to view Sukuk Musharakah 
as debt?  Before making up our mind, let’s consider another type of 
Musharakah – the diminishing Musharakah. In addition to the constant 
Musharakah (in which the capital remains constant throughout the 
contract period), AAOIFI also recognizes a diminishing Musharakah 
(Musharakah Mutanaqisa) in which one partner buys out the share of 
the other over time. 

We can summarize from Table 2 that diminishing Musharakah is 
equity with a debt characteristic where on one hand the fi nancier has 
the opportunity to recover his capital (through the redemption) while 
on the other hand the parties are engaged in a profi t and loss sharing 
arrangement – an equity relationship. 

A Diagnosis of Sukuk Musharakah
By Shabnam Mokhtar & Abdulkader Thomas 

continued...

Table 1: Sukuk Musharakah

Musharakah certifi cates: These are certifi cates of equal value issued 
with the aim of using the mobilized funds for establishing a new 
project, developing an existing project or fi nancing a business activity 
on the basis of any of partnership contracts so that the certifi cate 
holders become the owners of the project or the assets of the activity 
as per their respective shares, with the Musharakah certifi cates 
being managed on the basis of participation or Mudarabah or an 
investment agency. (AAOIFI Shariah Standard No. 17)

A Musharakah Sukuk represents the direct pro-rata ownership of 
the holder in the assets of a private commercial enterprise or project 
where the subscription money is normally employed in purchasing 
non-liquid assets or such as real estate or moveable assets.  A 
Musharakah Sukuk is a profi t and loss sharing instrument where the 
exposure is of the nature of an equity position in the banking book, 
except in the case of investments (normally short-term) in assets 
for trading purposes. A Musharakah certifi cate can be tradable 
provided that the non-cash and receivable assets are not less than 
30% of the market capitalization. (IFSB Capital Adequacy Standard 
for Institutions, 2005)

Table 2: Diminishing Musharakah

Diminishing Musharakah is a form of partnership in which one 
partner promises to buy the equity share of the other partner 
gradually until the title to the equity is completely transferred to 
him.  This transaction starts with the formation of a partnership, 
after which buying and selling of the equity takes place between 
the two partners. It is therefore necessary that this buying and 
selling should not be stipulated in the partnership contract. In other 
words, the buying partner is allowed to give only a promise to buy. 
This promise should be independent of the partnership contract. In 
addition, the buying and selling agreement must be independent of 
the partnership contract.  It is not permitted that one contract be 
entered into as a condition for concluding the other. 
(AAOIFI Shariah Standard No. 12)

A Musharakah is an agreement between the IIFS and a customer to 
contribute capital in various proportions to an enterprise, whether 
existing or new, or to ownership of a real estate or moveable asset, 
either on a permanent or diminishing basis where the customer 
progressively buys the IIFS’s partnership share over the life of the 
contract. Profi ts generated … are shared in accordance with the 
terms of the Musharakah agreement whilst losses are shared in 
proportion to the respective contributor’s share of capital. This type 
of fi nancing is one of the Shariah compliant alternatives to avoid 
a conventional term loan repayable by installments, and as such 
it is exposed to credit risk in respect of the customer’s purchase 
payments as well as to the risk attaching to the IIFS’s share of the 
underlying assets. 
(IFSB Capital Adequacy Standard for Institutions, 2005)
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A Diagnosis of Sukuk Musharakah (continued...)

Besides the above, AAOIFI also highlights that it prefers the buying 
partner to make each payment at the fair value of the asset at the time 
of transfer (redemption).  This would expose the fi nancier not only to the 
market risk related to the asset, but also to the credit or payment risk.  
Similar to the AAOFI standard, IFSB also acknowledges Musharakah 
risk as both credit risk and asset risk: a feature of equity. Even so, 
IFSB recognizes the diminishing Musharakah as a logical alternative to 
a term loan, thus incorporating debt-like elements. We can therefore 
conclude that diminishing Musharakah is undeniably equity with 
debt characteristics. However, those debt-like characteristics do not 
translate Sukuk Musharakah into a loan of money and do not isolate 
the investor/fi nancier from the risk of loss of capital. 

Debt features of Sukuk Musharakah
Zaharuddin Abdul Rahman, a Shariah Advisor at Asian Finance Bank, 
provides a bridging explanation as to why some market participants 
view Sukuk Musharakah as debt. “The Musharakah concept itself 
refers to an equity nature. This is the opinion of majority Shariah 
Scholars across the globe. Investors that acquire a Musharakah Sukuk 
are providing capital to the business and will have to share profi t and 
losses arising therein. They are the owners of the underlying assets 
and have the right to liquidate the asset if the business experiences 
continuous operating losses. It’s like buying a share in the stock market. 
However, the current modern application of Sukuk Musharakah has 
additional plug-ins that gives it debt like features.” 
 
Dr. Mohamad Akram Laldin, a Shariah Advisor at HSBC Amanah 
and an Assistant Professor at IIUM, agrees with Zaharuddin that 
Sukuk Musharakah is an equity instrument. “As the name suggests, 
Musharakah should be equity based from the Shariah point of view and 
if you look at the AAOIFI standards, the same are suggested. I believe 
the confusion in the market arises as a result of additional conditions 
that are sometimes stated in the Sukuk agreement including the 
inclusion of wa’ad (promise) and collaterals in which the risk are borne 
by the issuer and not the investor. This is done to make the Sukuk 
more attractive. This has given the impression as if the Sukuk is debt 
based and not equity.”

Zaharuddin highlighted four plug-ins that give Sukuk Musharakah 
debt features; preferential claim during wind-up, non-voting right, non-

increment in the paid up capital of the issuer and assured capital and 
return to the investor. “In a pure-equity Musharakah the investors will 
have pari passu rank and no investor would be entitled to a preferential 
claim during a winding up. However, some Sukuk Musharakah assigns 
this preferential claim to the investor and this would be a debt feature. 
In addition, these Sukuk holders also do not have voting rights in the 
business which defi nitely is a feature of debt.”

“Furthermore, if we analyze some structures of Sukuk Musharakah, 
the issuance does not increase the paid up capital of the issuer or SPV 
– another feature of debt. An equity issuance would increase the paid 
up capital of the issuer. Last but not least, some Sukuk Musharakah 
is structured in a way that would assure the capital and return to the 
investors. A purchase undertaking with pre-determined price or based 
on some formula would allow this to be incorporated. This certainly 
is a feature of debt. Due to the existence of these features, a market 
participant would be inclined to categorize the Musharakah Sukuk as 
a debt instrument. If the purchase undertaking is made at prevailing 
market price, then since the investor would have to assume market 
risk, the debt feature would no longer exist,” said Zaharuddin.    

Tahir Jawed from Maples and Calder, representing a player in the 
Sukuk market, shared his view from the legal world. “Whether a Sukuk 
Musharakah should be classifi ed as debt or equity will depend on the 
underlying structure.  If the transfer of assets to the Musharakah is not 
a true sale and there is an obligation to return the assets to the original 
owner in exchange for payment to redeem the Sukuk, the commercial 
effect is closer to a debt structure than an equity structure. However, if 
the redemptions are made at market rates, this would be closer to an 
equity model,” he elucidated. 

We believe that two issues extracted from the opinions above - a 
purchase undertaking (wa’ad) to redeem the Sukuk and the status of 
a true sale of asset - warrant further deliberation. 

Structural Confl icts in Sukuk Musharakah
A diagnosis of Sukuk Musharakah deals in the GCC, including Sukuk 
issued by Dubai Ports World, Gold Sukuk DMCC, The Investment Dar 
and Abu Dhabi Islamic Bank, indicates that many of it encompasses 
structural confl icts. Among other structural confl icts include the two 
issues highlighted above - a purchase undertaking (wa’ad) to redeem 
the Sukuk and the status of a true sale of asset. 

i. Purchase undertaking to redeem the Sukuk
All three respondents above share the view that the purchase 
undertaking to redeem the Musharakah Sukuk gives it the 
debt like feature. As Dr. Laldin and Zaharuddin pointed out, the 
purchase undertaking (wa’ad) is meant to provide assurance 
to the investor and to make the Sukuk more appealing to the 
investors. The key question is whether the purchase undertaking 
invalidates the Musharakah structure? According to the 
opinions of Sheikh Taqi and Sheikh Imran as well as various 
formal sources in the Islamic fi nance industry, redeeming the 
Sukuk at par value would be a form of credit enhancement and 
would almost certainly contradict the Musharakah concept. 
Sheikh Nizam Yaquby, a prominent Shariah Scholar, during 
the recent Islamic Financial Market Conference in Bahrain, 

continued...

“The Musharakah concept 
itself refers to an equity nature. 
This is the opinion of majority 
Shariah Scholars across the 
globe. However, the current 
modern application of Sukuk 
Musharakah has additional 
plug-ins that gives it debt like 
features”



www.islamicfi nancenews.com
SECTOR REPORT

Page 14 6th July 2007©

highlighted that the purchase undertakings in the Sukuk 
Mudarabah and Sukuk Musharakah is not approved by many 
Shariah scholars as they perceive it as a sort of guarantee. 
 
Many of these Musharakah Sukuk until today have involved 
high quality issuers.  What will happen if these become broadly 
accepted market practices and defaults occur? This point 
was also raised in Fitch’s criteria report on 5th March 2007, 
entitled Fitch’s Approach to Rating Sukuk. “The analysis of the 
repurchase agreement is an important factor in assigning a 
rating to Sukuk, as both the willingness and ability to honor 
the agreement need to be considered. In this respect, the 
enforceability of legally binding contractual terms, and the 
jurisdiction of those terms, will play a signifi cant role” the 
report revealed. 

Let’s examine a situation where a UK undertaking is given by 
a UAE obligor in relationship to the Sukuk holders for a UAE 
Musharakah. In case the UAE obligor defaults, the chance 
for a UK judgment on the fact of non-payment in favor of the 
investors would be high.  However, the obligor would need to 
have assets where the UK court could attach them in order 
for the structure to work. Why? Should the investors seek 
to enforce the judgment in the UAE; the UAE courts have to 
determine if the judgment is enforceable?  This may not be that 
simple as the UAE constitution treats Shariah as a main source 
of law thus the UAE court may determine that the undertaking 
is inconsistent with the Shariah defi nition of Musharakah and 
may instruct the claimants to bear their share of the losses.

If the undertaking is documented under UAE law, then there is 
a risk that the Sukuk holders might lose their claims to assets 
domiciled outside of the UAE. Therefore, the fundamental 
legal risk embedded in a Sukuk Musharakah arrangement is 
weighted in favor of equity until there is explicit legislation.

ii. True-sale of asset
Jawed raised this point in his discussion above and it also plays 
a vital role in the rating process of Sukuk Musharakah. Islamic 
Finace news ran an article entitled “Sukuk, Securitization and 
Credit Rating” by Khalid Howladar from Moody’s in its 26th June 
2007 issue. Howladar highlighted in his article that while most 
Sukuk in the market have assets in the structure, one should 
only consider them to be asset-backed or asset-secured if the 
key securitization elements are in place to ensure that Sukuk-
holders have benefi cial title and realizable security over the 
assets. 

“True-Sale must be established at the beginning of the Sukuk 
issuance. The Sukuk assets must have “truly” and legally been 
“sold” to our Sukuk investors. This will ensure that in the case 
of defaults or insolvency, the issuer cannot reclaim the Sukuk 
assets. These assets have been truly sold hence belong to 
investors” he explained when requested for clarifi cation.  

Howladar added that, “In a non-true sale Musharakah, 
Moody’s needs to conduct a credit risk assessment on the 

entity required to redeem (via the purchase undertaking) the 
Sukuk. This will in turn drive the credit quality of the Sukuk and 
it’s rating. On the other hand, securitization or asset-backed 
Sukuk ratings are dependent on the asset quality and not the 
credit rating of the issuer. Tamweel is the fi rst Sukuk with such 
a structure. Securitizations are closer to the Shariah ideals 
and hence will likely become a more popular Islamic fi nancing 
method in the future.”

The fact of the matter today is that, most GCC Musharakah 
structures are not true sale structures and the underlying 
asset remains not only in the physical control of the originator, 
but is also accounted for as an on balance sheet asset for the 
originator.  Were true sale to take place, then the asset would 
properly, legally and in accounting terms, be the property of the 
Sukuk holders, and their risk would be equity risk in the asset 
and not debt risk with recourse to the originator.  

Conclusion
The current market demonstrates high demand for Sukuk. According 
the Dr. Zeti, the Sukuk market has been registering an impressive 
average growth of 40% per annum. However, quality growth in the 
Sukuk market will require improved regulatory clarity, as well as 
regulations in the major markets. These include the regulation 
of independent special purpose companies and also the legal 
recognition of “true sale”. The market also needs dissemination of the 
proper understanding of Sukuk as asset based securities with strong 
parallels to traditional ABS. The hybrid nature of Sukuk and their ABS 
in the global markets is initially confusing. A diagnosis of the GCC 
Musharakah Sukuk that have been issued in the last two years, reveals 
a number of frequent inherent structural confl icts that gives the equity 
securities, debt like features. These features will not, however, cause 
Musharakah to be re-characterized as debt; rather they will add debt-
like features to a partnership relationship. We therefore conclude that 
Sukuk Musharakah are equity instruments which may be hybridized to 
have debt like characteristics. 

A Diagnosis of Sukuk Musharakah (continued...)
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For an Islamic market to exist in the proper manner, it must have 
all of the relevant products that assist the growth and expansion 
of the Islamic fi nance market. In a modern economic system, the 
issuance and trading of bonds are important means of investment. 
An Islamic fi nancial system therefore needs to include, right from 
the early stage, the development of an Islamic capital market. This 
is not just to provide an alternative source of fi nancing, but also 
to create broader and more diverse Islamic fi nancial instruments 
for investors. Shariah compliant structures in the Islamic fi nance 
industry, such as the various Sukuk structures that have evolved over 
time, provide investment opportunities and meet the fi nancing needs 
of businesses and investors who believe and comply with the Islamic 
Shariah principle.

We will not go into the detailed defi nition and fundamentals of Sukuk 
as these have been widely covered by Islamic Finance news. Sukuk 
is Shariah compliant due to its nature of being backed by a specifi c, 
tangible asset throughout its entire tenure. Hence, the Islamic Sukuk 
becomes a vital avenue for infrastructure projects to tap fresh 
funds. This adds value to the funds available in the local economy. 
Furthermore, Sukuk, or Islamic bonds, have been established as a 
profi table instrument and hold great potential in the Islamic fi nance 
market. The Sukuk market is growing strongly and their attraction as 
an alternative to the conventional methods of saving and investment 
appeals to a mounting investor base. Sukuk issuances are indisputably 
a new development in global capital market; it is one of the fastest 
growing sectors in Islamic fi nance.

Unique features
The issuance of Sukuk is a signifi cant mechanism for raising money in 
the capital markets. Unlike other Islamic banking vehicles, Sukuk have 
unique characteristics and offer signifi cant benefi ts. For example, 
they are tradable in secondary markets because they are backed 
by real assets and they are assessed for quality by international 
rating agencies, as are all other conventional fi nancial instruments 
before their issuances. In addition they provide regular periodic 
income streams during the investment period with easy and effi cient 
settlement and a possibility of capital appreciation.

Moreover, Sukuk are becoming more popular, not just as a means for 
the government to raise fi nancing through sovereign issues but also 
as a way for companies to obtain funding. We already understand 
that the importance of Sukuk lies in its ability to transfer fi xed assets 
into liquidity without the need to go into long legal complications for 
investors. In addition, Sukuk can transform an asset’s future cash fl ow 
into present cash fl ow and can be issued on existing as well as specifi c 
assets that may become available at a future date. As such, Sukuk is 
an excellent structure for infrastructure or project fi nance as it enables 
governments or corporations to raise funds for a specifi c project and 
concurrently generate returns from the assets created for the Sukuk 
holders.

Sukuk offers an attractive yield because repayments are not dependent 
on the cash fl ows of the borrowing company but from a future IPO of 
strategic government sovereign issues or from a corporate Sukuk. The 
unique structure of Sukuk, with IPO rights, has captured the attention 
of the capital markets.

Another interesting feature of the Sukuk is that, it not only guarantees 
wider global investors audience but also provides, in most instances, 
lower prices to issuers and is considered a source of cash fl ow and 
fi nance for the originator. 

Secondary Market
Even though the Sukuk market is developing rapidly, the market lacks 
liquidity. Sukuk holders tend to keep Sukuk until maturity and most 
Sukuk issued to date are in the hands of large institutions. The Sukuk 
assets are essentially “unavailable” for the average private investor. 
Therefore, active trading is constrained due to the limited number of 
issuances and the fact that most investors hold on to these certifi cates 
owing to a lack of alternative instruments in this asset class. On the 
other hand, many experts believe that the secondary market for Sukuk 
will become reality only when corporate Sukuk issuances increase in 
global markets.

Until recently, there have not been suffi cient Sukuk transactions in 
the market to create an appropriately diversifi ed asset portfolio for a 
secondary market to exit. For a Sukuk secondary market to fl ourish, 
there must be a widespread Sukuk issuance that could lay the 
groundwork for the emergence of Islamic capital markets and Sukuk 
issuances requires a critical mass. Some experts estimate that this 
critical mass is about US$400 billion worth of issuances, amounting to 
some 270 individual issuances worldwide. Another factor that will lead 
to Sukuk secondary market growth, is to move away from sovereign to 
corporate Sukuk. Corporate Sukuk is a way to raise capital for projects 
which the company is committed. It can also be used to refi nance 
conventional debts.

There is also a need for Islamic borrowers to list their deals outside 
their home jurisdictions. This will make secondary trade easier from 
a regulatory point of view for foreign investors. The consequences 
of widespread Sukuk issuance and cross-border Sukuk sales will be 
greater harmonization in the way that Sukuk are structured and laying 
the groundwork for the emergence of Sukuk secondary markets.

Comparison
Sukuk are similar to asset-backed conventional bonds, but instead of 
a fi xed annual interest rate, payouts to investors over the life of the 
bond are derived from leases, profi ts or sales of tangible assets such 
as property, equipment or a joint-venture business. 

Contrary to the position of a conventional bond, which is a contractual 
debt obligation entitling the holder to receive interest and principles 
on specifi ed dates, a Sukuk holder is entitled both to the share in 
the revenues generated by the Sukuk assets and to the share in the 
proceeds of the realization of the Sukuk assets. On the other hand, 
Sukuk holders are also under an obligation to maintain the asset and 
to bear losses. In contrast, the holders of conventional bonds do not 
have these obligations and are only entitled to receive interest.

Like conventional bonds, Sukuk certifi cates can be negotiated and 
traded freely in the market. But the tradability of Sukuk certifi cates is 
strictly contingent upon the nature of the underlying asset during the 
term of Sukuk, since the sale and purchase of debt is not permissible 
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The Fastest Growing Sector in Islamic Finance (continued...)

under Islamic Shariah. In addition, Sukuk investors have an implicit 
right of information on the use of their funds and the nature and 
performance of the underlying assets, which is not usually the case 
in conventional bonds. This can serve to give the investors assurance 
that their funds are being used for the intended purpose. Moreover, the 
fact that Sukuk are asset-backed gives investors reasonable assertion 
that they will be able to retrieve a major part of their investment if 
the issuer defaults (Sukuk investors have an undivided share in the 
ownership of the Sukuk assets).

Basic Sukuk Instruments in Islamic Finance
There are a number of different ways to structure Sukuk, depending 
upon the type of underlying assets and the specifi c fi nancing needs 
of the issuing entity. The following are the basic Sukuk instruments 
in Islamic fi nance: Mudarabah (Profi t/Loss-Sharing or investment 
partnership), Murabahah (cost plus or purchase and resale), 
Musharakah (joint venture), Ijarah (Islamic lease agreement) and 
Istisnah (pre-delivery fi nancing and leasing). 

Under the Ijarah structure, the fi rst contract of Ijarah (leasing/renting) 
precedes a second Bai (purchase) contract. Islamic leasing creates 
a great potential for securitization, because lease fi nance is easier 
to practice as it involves less documentation and takes less time to 
conclude a deal. Unlike lending, it does not need collateral and no 
thorough enquiries into the creditworthiness of the lessee is needed. 
This is due to the physical presence of a tangible asset, the subject of 
the lease. 

Istisnah is a structure suited for long term project fi nancing. It is a 
contractual agreement for manufacturing goods and commodities, 
allowing cash payment in advance and future delivery or a future 
payment and future delivery. Istisnah is often used for fi nancing 
manufacturing projects, plants, real estate projects – residential, 
hotels, commercial buildings – and infrastructure projects – bridges, 
roads and highways. 

Challenges facing the Sukuk issuance market
Like all fi nancial instruments, Sukuk are also subject to a number of 
risks. The rapid growth of Islamic fi nance globally has given rise to many 
structural challenges facing the industry. The lack of standardization 

is hindering liquidity. It prevents investors from knowing what risk they 
are assuming when they invest and increases the costs associated 
with Sukuk issuance.

Moreover, Shariah boards in the Middle East and elsewhere that 
approve Islamic Sukuk for sale to Muslims hold slightly different 
interpretations about what is acceptable, making Islamic investors 
nervous about buying bonds from outside their jurisdiction. Sukuk 
may involve challenging procedures to structure because they require 
extensive and costly advice – both legal and religious – in addition 
to diverse sets of skill and resources to make it work. Therefore, 
corporations and banks shy away from such structures because of the 
legal risks and the potential costs of pioneering such instruments.

Moreover, since Sukuk trading sizes tend to range in the millions of 
dollars, they are out of reach for all but the wealthiest Muslim investors. 
In addition, anyone who buys into a Sukuk typically buys it and holds it. 
Moreover, diffi culties in defi ning rates of return on these instruments 
have also constrained the development of the money and inter-bank 
market. 

Conclusion
Islamic products must compete with conventional products if they 
are to penetrate non-Islamic markets. Islamic products cannot exist 
only because of faith. Efforts to develop new fi nancial products that 
embody the virtues of Islamic banking needs to be intensifi ed.  Only 
then would Islamic fi nancial instruments evolve into distinct, innovative 
and cutting-edge products. The development of an active and vibrant 
Sukuk market is of fundamental importance to the continuing 
development and growth of the Islamic fi nance industry. Even though 
sovereign, institutional, and corporate issues are now common, 
there is much scope for innovation in the use of Sukuk to expand the 
Islamic capital market. As building confi dence in the Sukuk market is 
fundamental for the development of Islamic fi nance, it is essential to 
regulate and modernize the systems that determine the operations of 
Sukuk products.

Another consideration is that, Islamic fi nancial services and products 
are generally well suited to meet the demands of the modern world in 
terms of rules, regulations and systems. Adopting common policies on 
certain fi nancial instruments and best practices for their supervision 
and accounting, are critical for future market and industry development 
in the context of global competitiveness. A sustained strong growth in the 
Sukuk market can be expected, given the increasing standardization of 
Sukuk documents in the market place, which will drive costs of issuing 
Sukuk down. A sound, well-functioning Islamic fi nancial system can 
pave the way for regional fi nancial integration. It can also contribute 
to regional economic and social development by fi nancing economic 
infrastructure and creating job opportunities. 

The author is a legal consultant 
and the head of the Foreign Affairs 
Department at Kuwaiti Lawyer Firm 
in Al-Jabria. He advises on Islamic 

investment transactions, international commercial transactions 
and corporation and business law. He can be contacted by email: 
elwaleed@kuwaitilawyer.com
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Project fi nancing in the Middle East reached record levels in 
2006 and shows no signs of slowing in 2007. The GCC region in 
particular, boasts a project fi nance market estimated at US$1 
trillion, largely due to the implementation of many large projects in 
real estate and infrastructure development. Furthermore, increased 
international demands for oil products and sustained high oil prices 
have infl uenced several mammoth cross-border projects in the oil 
and gas sectors. While many of these projects continue to acquire 
funding through conventional methods of fi nancing, recent evidence 
suggests that at least 50% of projects fi nanced in the Middle East 
employ Islamic fi nancing techniques, or have included an Islamic 
fi nance tranche. Sukuk, or Islamic bonds, are a natural inclusion 
for use in project fi nance due to the securitization of physical, cash 
earning assets. As the Sukuk market continues to trend upwards – in 
terms of both capital and jurisdictional breadth – fi nancing of various 
infrastructure projects in the Middle East are employing a range of 
Sukuk structures.

 
This article offers a snap shot of two common Sukuk structures often 
used in project fi nance deals; the Musharakah and Ijarah structure.  
The Musharakah structure of the East Cameron Gas Sukuk (June 
2006) is a prime example of an innovative Sukuk offering which 
crossed international borders raising record sums from a broad pool 
of investors.  The Ijarah structure of the Injazzat Sukuk (expected to be 
launched later this month – July 2007) is, by contrast, an unsecured 
offering arranged among GCC parties, and illustrates the demand for 
the use of Islamic fi nancing to support infrastructure and real estate 
development initiatives.    

Sukuk Structures
There are several common types of Sukuk structures. The fi nancial 
needs of the organization seeking to raise capital and the requirements 
of the target group of investors, together determine the type of 
Sukuk structure. Diversifi ed Sukuk structures using asset classes in 
manufacturing, real estate, petrochemicals as well as oil and gas are 
regularly used in project fi nance. The structure of each Sukuk is largely 
classifi ed according to the type of contract or agreement relating to 
the underlying assets to which Islamic fi nancing techniques may be 
applied.  

For instance, the contract relating to the underlying assets may be 
transactional in nature, thus coming under an Ijarah structure or an 
Istisnah structure. Ijarah is a contract for sale of the right to use a 
property (usufruct), for a specifi ed period. Ijarah structures are used 
increasingly in real estate transactions. Under an Istisnah contract, 
the fi nancier provides funds to a supplier, who agrees to produce, 
manufacture or construct a specifi c asset. The fi nancier thereby 
acquires title to the asset and will immediately sell or lease the asset 
back. Manufacturing and construction fi nancing will be the most 
common projects supported with capital raised via Istisnah Sukuk 
offerings.  

Sukuk issued in relation to an underlying fi nancing contract are typically 
of the Murabahah or Musharakah structure.  Murabahah is a contract 

of cost plus sale. It typically involves a fi nancier acquiring an asset for a 
purchaser, often a commodity for supply, who otherwise cannot afford 
to purchase the asset alone. A price margin is subsequently worked 
into the sale of the asset from the fi nancier to the end purchaser.  
Typically, commodity trade fi nancing is accomplished with Murabahah 
Sukuk.  Under a Musharakah structure, the form is typically one of a 
partnership based on capital contribution where capital is pooled to 
share profi ts and losses and to achieve economies of scale. Equity 
fi nancing generally utilizes Musharakah Sukuk.
 
Similarly, Mudarabah is a profi t-sharing contractual agreement 
whereby a trustee, or mudarib, invests funds provided by the investor 
in permitted business ventures. The mudarib and investor will share 
profi ts on an agreed upon proportion with no guaranteed return. 
Mudarabah is generally considered an intermediation contract, the 
most signifi cant differences being that the investor is not liable for 
losses beyond the capital contributed, and the mudarib does not 
share in the losses except for the loss attributed to sweat equity or 
time and effort.  The Mudarabah form is also most comport with equity 
fi nancing.  

East Cameron Gas Sukuk (Musharakah)
The East Cameron Gas Sukuk (“ECG”) a gas-backed securitization 
provided equity fi nancing for the originator through a two-tiered 
Musharakah structure. ECG is notable for several reasons: it was the 
fi rst Islamic securitization originated within the US and it was the fi rst 
securitization to use Shariah-compliant hedges. The US$182 million 
Sukuk was originated in Houston, Texas by East Cameron Partners 
with reserves located in the waters off the shores of Louisiana.  

A salient feature of the ECG structure was the characterization of the 
overriding royalty interest in the oil and gas reserves as real property 
under US law. Such characterization allowed the transference of 
a purely economic interest in the property to a third party who held 
such an interest as an interest in real property (i.e. derivation of profi t 
and loss from the success of the underlying assets) that conformed 
with Shariah requirements. The symbiotic relationship between the 
characterization of the oil and gas reserves under US law and the 
requirements for Shariah-compliant fi nancing provided new types of 
investments available to Islamic investors and provided the organization 
seeking to fi nance certain initiatives access to liquidity within Islamic 
jurisdictions.  (Refer to Islamic Finance news Volume 4, Issue 26: East 
Cameron Gas Sukuk –   A lead Arranger’s Perspective).

Injazzat Sukuk (Ijarah)
The Injazzat Sukuk (which is expected to be launched later this month) 
has been structured according to Ijarah principles. It provides fi nancing 
for real estate development through a two-tiered lease agreement. In 
contrast to the Musharakah structure of the ECG Sukuk, the Injazzat 
Sukuk is a smaller, less-complex Ijarah structure involving the lease 
of developed property, Al Dow Tower, and an undeveloped land, Al 
Shuwaikh land together with other properties. Rental fees related to 
those properties, form the basis of the return on investment. Injazzat 
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A New Capital Source for Funding Infrastructure in the Middle East (continued...)

Sukuk Limited, an Issuer SPV incorporated in the Cayman Islands, will 
issue the US$60 million Sukuk.  Although the Sukuk will be unsecured, 
the certifi cate holders will benefi t from an unconditional corporate 
guarantee by Injazzat Real Estate Company (IREC). The Issuer will 
utilize all proceeds from the Sukuk issuance to satisfy fi nancial 
obligations under a lease agreement with IREC wherein the Issuer will 
lease the relevant infrastructure from IREC. The Issuer will then enter 
into a sublease agreement with Injazzat Leasing Limited, another 
Cayman Islands SPV, in consideration for periodic rent in accordance 
with a sub-lease agreement; the proceeds will pay off the principal 
plus any profi t derived from the properties to the Sukuk certifi cate 
holders.  IREC, in turn, will utilize the proceeds under the primary lease 
agreement to fi nance the acquisition of the remaining 50% of the 
Shuwaikh real estate, and to fund the development of the Shuwaikh 
property, in addition to fi nancing general corporate needs. The Injazzat 
Sukuk provides an example of a more straightforward usage of Sukuk 
in the context of project fi nance.

The two foregoing examples of recent Sukuk offerings illustrate the 
size and range of Islamic fi nancing techniques currently in play within 
the global project fi nance market.  The future of Sukuk offerings is 
likely to trend toward more innovate and complex Sukuk structures, 
as seen in the ECG Sukuk. Jurisdictional legal characteristics will 
continue to play a key role in identifying types of assets that will 
provide a platform for Shariah-compliant investment vehicles.  Less 
structurally complex Sukuk offerings such as the Ijarah Injazzat Sukuk 
will continue to provide Islamic jurisdictions with a broader capital 
base and worldwide fi nancing sources, while relying less on local 
capital for fi nancing needs.  Greater numbers of Sukuk offerings will 
contribute to the further development of a liquid and effi cient Islamic 
capital market.  

Finally, regulators from various jurisdictions will keenly eye the growth 
of Sukuk as a global investment vehicle, and will look to examples like 
the DIFC to examine how best to effectively regulate Islamic-compliant 
fi nancial instruments. The strong competitive nature of these projects, 
direct sovereign support, the tremendous interest from international 
banks and the innovative new Sukuk structures in addition to local 
liquidity has made fi nancing projects in the Middle East a very attractive 
proposal for project sponsors.  Despite the increased liquidity, project 
fi nance will continue to play a major part in fi nancing options in order 
to spread risk.  

Savannah Stevens is a paralegal and Bridget Kidner an associate 
in the structured fi nance team of an international law fi rm in Dubai.  
For any enquiries, please contact by email at: savannah.stevens@
gmail.com and bridget99kidner@hotmail.com.
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Tunisia has managed to record an average real gross domestic 
product (GDP) growth above 5% and primary fi scal defi cits below 1% 
of GDP for more than a decade. The underlying factors are its prudent 
economic policy supported by a broad consensus and a highly skilled 
technocratic administration. Coupled with privatization proceeds, 
especially from Tunisie Telecom (US$2.3 billion), this fi scal stance 
can be expected to improve government debt to a projected 50% of 
GDP at year-end 2007, from 56% at year-end 2005. All these refl ect 
the country’s improving macroeconomic conditions, balanced by the 
need for further political and micro reforms, hence the rationale for 
the investment-grade ratings recently given by Standard’s and Poor.

The pace of political liberalization in Tunisia trails that of similarly 
rated countries. Tunisia’s economic structure also lags behind those of 
many similarly rated sovereigns. Although Tunisia has taken important 
steps in monetary reform and capital account liberalization, it has 
yet to tackle labor market rigidities and other impediments to doing 
business to cope with the challenges of increased competition. Recent 
measures, such as allowing banks to deduct allocations to loan loss 
provisions from taxable income while restricting payment of dividends 
until the stock of provisions for bad loans reaches 70%, should improve 
the solvency of the banking system over time. Meanwhile, the system 
nevertheless remains weaker than those of most other investment-
grade sovereigns.

The stable outlook assumes that the Tunisian authorities will continue 
to implement prudent fi scal and monetary policies, and pursue their 
gradual reform effort. A steady reduction in public sector debt levels, 
coupled with a material improvement of the banking sector’s solvency 
and sustained economic growth that raises per capita income toward 
the BBB median, would support a positive rating action. Conversely, 
if the debt trajectory begins to trend upward or the reform movement 
unexpectedly goes into reverse, downward pressure on the ratings 
would emerge.

For the purpose of this analysis, Tunisia is closely compared to its peers 
– Mexico, Croatia and Kazakhstan – whereas higher rated Bulgaria, 
Poland, South Africa and Thailand, provide other useful comparisons.

Political liberalization is slower than among peers, but the economic 
reform effort is sustained. Tunisia’s political system has been 
evolving at a slow pace compared with those of its peers, although 
the constitutional reforms introduced since 2002 have accelerated 
public participation in civil society.  The country appears to have 
better mastery of governance issues, hence a favorable impact on the 
economy, through tourism and strong investor confi dence.

On its economy, Tunisia’s per capita GDP, at US$3,226 in 2007, is 
among the highest in North Africa, compared with Egypt and Morocco, 
estimated at US$1,580 and US$2,200, respectively. However, the 
fi gure is lower than Thailand (US$3,300) and Bulgaria (US$4,800).
 
Among North African countries, Tunisia has a much higher literacy rate 
(especially for women), longer life expectancy and more skilled labor 
than its closest neighbors, thanks to its long-standing government 
policy of placing education and health care at the center of economic 
development. Nevertheless, compared with similarly or higher rated 

sovereigns, the adult literacy rate remains a step behind most BBB 
rated countries. 

Prudent fi nancial policies have allowed Tunisia to keep infl ation 
generally low, at an average of 3.0% projected for 2003-2008. The 
economy is partly dependent on agricultural production, merchandise 
exports to the EU and tourism receipts. Nonetheless, prospects are 
good as competitiveness and resilience of the Tunisian economy has 
improved, allowing for sustained growth rates of above 5% in the 
past decade, despite a diffi cult external environment and climatic 
fl uctuations. Further reforms are needed to raise the growth potential 
and reduce the high unemployment rate. 

The strength of Tunisia’s monetary framework lies on its track record 
of prudent monetary policy and single-digit infl ation. The liberalization 
of the capital account and the move toward a more fl exible exchange 
rate regime are key medium-term policy objectives. New regulation will 
increase central bank independence, strengthen banking supervision, 
and further develop credit and fi nancial markets.

The central bank law adopted in May 2006 has explicitly set the role 
of interest rates and open market operations as the main monetary 
policy instruments of Banque Centrale de Tunisie’s (BCT), thereby 
underpinning the bank’s new core objective of maintaining price 
stability. The law also noticeably enhanced BCT’s independence, 
granting autonomy for budget-setting, prohibiting direct advances 
to the government and requiring its books to be externally audited. 
The law also harmonized the regulations of the stock and insurance 
markets and removed any ambiguity regarding the fi nality of payments 
in Tunisia’s settlement systems. Banking supervision will increase as 
well, and reforms to the banking law will have relaxed conditions on 
opening branches, changing a bank’s management and improving the 
governance of banking activities.

Prospects for per capita GDP growth and social development are 
however favorable, albeit major challenges. Tunisia’s debt has 
narrowed amid fi scal challenges. Tunisia’s external position has 
strengthened Tunisia’s external fi nances. This is expected to improve as 
foreign direct investments comfortably cover current account defi cits. 
A solid current account performance, coupled with increasing foreign 
exchange reserves, have contributed to improve signifi cantly Tunisia’s 
external liquidity position in recent years.  This now compares favorably 
with that of most peers. External fi nancing needs, as measured by the 
ratio of current account payments plus debt service as a percentage of 
current account receipts plus usable reserves, are estimated at 92% 
in 2007, which is below the BBB median of 107%.

Finally, there exists considerable scope for further privatization as the 
state retains a large presence throughout the economy, including the 
fi nancial sector. Foreign infl ows are expected to be boosted as well, 
with upcoming large investments in the oil and gas sector over 2008-
2011, though the high level of 2006 is not expected to be repeated in 
the next two years. 

TUNISIA: Favorable
By Veronique Paillat-Chayrigues and John Chambers

The authors are credit analysts at Standard 
& Poor’s and can be contacted via 
email at: veronique_paillat-chayrigues@
standardandpoors.com and john_
chambers@standardandpoors.com.
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For many years Islamic fi nance was virtually unheard of in the 
Maghreb, which means “west” or “place of sunset” in Arabic. Generally, 
Maghreb refers to the Arab countries in North Africa covering Algeria, 
Morocco and Tunisia. While Shariah compliant fi nancial services 
remained only marginal, no clearly identifi able demand for such 
products was evident. Today, the evolution of North Africa’s fi nancial 
landscape is paving the way for the gradual emergence of Islamic 
fi nance in the region.

The limited presence of Islamic fi nance in the Maghreb currently, can 
largely be explained by the differences in interpretation of Shariah 
that have existed historically in the Muslim world. A less conservative 
interpretation of Islamic law in North Africa resulted in Islamic fi nance 
being perceived as being less attractive there, than in the Gulf region.

Meanwhile, Mashreq which means “east” or “place of sunrise” is the 
region of Arab speaking countries to the east of Egypt and north of the 
Arabian peninsula.  As North Africa is increasingly seeking investment 
to fi nance its economic development, the Mashreq is emerging as a 
natural partner. Culturally close, it can provide an already sophisticated 
Islamic fi nancing offer that corresponds well with the particular needs 
of the Maghreb.  

Presence limited by different interpretation
Wide variations in interpretation of Shariah exist between the different 
schools of Islamic thought. These differences go some way toward 
explaining the varying degrees of dynamism pertaining to Islamic 
fi nance that can be found in the different subregions of the Muslim 
world. These divisions, which are cultural and religious rather than 
purely political, explain in large measure, the lack of attractiveness 
with regard to Islamic fi nance that prevails in North Africa. Currently, 
there has been only a low take-up of this type of fi nancing from the 
population. The limited development of Islamic fi nance in the Maghreb 
can in part be explained by the perception of this banking model that 
exists in the countries of the region. Islamic fi nance has for a long time 
been quite foreign to the region’s banking culture and largely imported 
from the eastern reaches of the Arab world, the Mashreq.

For the most part, North Africa follows a less conservative interpretation 
of Islamic doctrine – in keeping with a good part of Muslim Asia – 
compared with the Gulf. In Egypt, for example, the prestigious al-Azhar 
University has issued a fatwa calling on the faithful, not to consider 
interest as Riba or usury, the fi rst pillar of modern Islamic fi nance, 
but to only consider “excessive” or “usurious” interest as illegal from 
the point of view of Shariah. Historically, the banking clientele of the 
Maghreb has never really demonstrated any real reticence regarding 
the concept of interest. Indeed, there exists a vast consensus that 
tolerates, even values, the transparency of conventional fi nancing 
based on interest rates. In contrast, a large number of religious 
authorities in the Gulf have underscored the illicit nature of interest 
applied to bank credits. 

It is quite common for Islamic banks to propose fi nancing instruments 
at higher rates than those offered by their conventional peers. This is 
perfectly acceptable in the Gulf States where the average credit quality 
of clients is higher than it is in North Africa. The banking clientele in 

North Africa seeks more to minimize the costs attached to banking 
services. In this sense, a North African borrower would generally fi nd 
it diffi cult to accept paying for an Ijarah (leasing) service that is more 
expensive than an equivalent conventional operation for the sole 
reason that the former conforms to the principles of Shariah and the 
latter does not. Finally, the speed with which North Africa has opened 
up to the rest of the world means that banks there have every interest 
in being modern and aligning themselves with the standards of quality 
of European or American banks in order to attract the best clients, 
which is not perceived as compatible with an Islamic banking image.

The political constraints that could hold back the spreading of Islamic 
fi nance in the countries of the Maghreb are far from being the most 
important: the cultural, religious, and microeconomic stakes constitute 
mechanisms that are equally as powerful in holding up the spreading 
of Islamic fi nance in North Africa, in marked contrast with the trail that 
has been blazed in the Gulf and in Malaysia. 

A conservative Islamic bank that wished to safeguard its respect 
for Shariah could fi nd itself attracting only a mass clientele, more 
sensitive to religious aspects but also less profi table and more risky. 
In this sense, an Islamic bank in North Africa would be naturally led 
to practice spontaneous anti-selection, in complete contrast to its 
Gulf peers, whose average retail clients are far more creditworthy. 
Therefore, it would accumulate bad debts and would encounter a lot 
of diffi culty in realizing its guarantees in view of its “ethical” character, 
which goes hand in hand with its Islamic status. An Islamic bank would 
have greater diffi culty in recovering its loans to households in default 
of payment. 

Gradual development   
Generally speaking, the gradual development of the economic 
environment in the Maghreb so far and the caution historically 
exercised by its business leaders in taking decisions, could act as 
the principal brakes on the future evolution of Islamic banks in the 
region. 

In Morocco, the concept of an Islamic bank is for the moment largely 
absent from the fi nancial practices of major institutions. In Tunisia and 
Algeria, Islamic fi nance is limited to two banks: Bank Et-Tamweel Al-
Tunisi Al-Saudi and Banque Albaraka d’Algérie, both subsidiaries of the 
same fi nancial conglomerate, Al-baraka Banking Group (ABG). On 20th 
March 2007, Standard & Poor’s Ratings Services (S&P) has assigned 
BBB-/A-3 long-and short-term counterparty credit ratings, to ABG with 
a stable outlook. The ratings on ABG refl ect the group’s geographic 
diversifi cation, as a full-fl edged Islamic banking group operating in the 
Middle East and North Africa, its good liquidity profi le, and satisfactory 
capitalization. ABG is majority held by Saudi investors.

Local interest in Islamic fi nance is gathering 
momentum 
The presence of Islamic banks in certain countries of the Maghreb has 
been accompanied by the gradual development of the opinion of local 
regulators in its regard. A few years ago, the issue of Islamic fi nance 
had been barely touched upon in public debate. It presented an appeal 

Islamic Finance in the Maghreb : Slowly But Surely

By Mohamed Damak and Anouar Hassoune

continued...
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Islamic Finance in the Maghreb : Slowly But Surely (continued...)

that was at best exotic for regulators and directors of banks already 
active in the market. Today, the subject generates more interest: 
discussions are being refi ned, and market players are beginning to see 
in it an interesting engine of growth from the perspective of gaining 
market share.

In 2006, following the example of a large number of its peers in the 
Muslim world, the Central Bank of Morocco (Bank Al-Maghrib) became 
a shareholder of the International Financial Services Board (IFSB).  
Based in Malaysia, this club of central banks serves as a transnational 
regulatory body aiming to harmonize standards of prudential regulation 
applicable to Islamic banks. The recent interest expressed by Morocco, 
Algeria, and Tunisia in Islamic fi nance comes as no surprise. In fact, 
Morocco is growing at an annual rate of more than 7% in real terms, 
generating colossal fl ows of investment in infrastructure and human 
capital, at a time when its strategy of setting up a lasting international 
specialization (notably in terms of offshoring) is being set out in a 
clearer manner. This implies not so much foreign indirect investment, 
but real foreign direct investment (FDI), the provenance of which is 
widening to include fi nancial fl ows coming from the Gulf. 

Europe and North America represent longstanding political partners, 
not only for economic reasons but also for motives of geopolitical 
infl uence within an Arab world in the throes of transformation. The 
insuffi ciency of these measures, however, in fulfi lling the purely 
economic needs of the countries of the Maghreb has led the latter 
to approach the Mashreq, which benefi ts from a lasting supply of 
surplus liquidity stemming from the manna that is represented by 
hydrocarbons, whose prices have been maintained at record levels 
during the past three years.

Tourism, real estate and infrastructure constitute the three principle 
asset classes that attracts investors from the Mashreq to the Maghreb. 
All three sectors are particularly attractive from the point of view of 
Islamic fi nance. In fact, the second principle of Islamic fi nance holds 
that, an underlying tangible asset must support any fi nancing activity 
that conforms to the rules of Shariah. Hotel facilities, real estate and 
infrastructure projects therefore present an inherent conformity with 
Shariah. The demand emanating from the Maghreb for fi nancing of 
these sectors fi ts naturally with Shariah-compliant offers. Such offers 
are essentially being issued by a new generation of Islamic banks 
in the Gulf, specialized not in conventional banking intermediation, 
but in the business lines of investment banks. Arcapita Bank B.S.C. 
(BBB/Stable/A-2), Gulf Finance House (BBB-/Stable/A-3) and Unicorn 
Investment Bank (not rated), all based in Bahrain, are the best 
representatives of this new generation of fi nancial intermediaries, 
capturing the capital that institutions and wealthy families are seeking 
to invest and recycling it in high yielding industrial, real estate and 
infrastructure projects.

The emergence of Islamic investment banks allows a double objective 
to be met: on the one hand, it guarantees the recycling of liquidity 
from the Gulf in profi table asset classes that rank as eligible among 
Shariah-compliant investments, and, on the other hand, it allows the 
surplus liquidity to be allocated to a cultural area considered to be 
close, insuffi ciently exploited economically, and in need of FDI. As 
a consequence, Islamic fi nance could drive a signifi cant portion of 
sustainable fi nancing from the Mashreq to the Maghreb, particularly 
in the fi nancing of infrastructure, tourism and real estate projects. 

Signifi cant potential, gradual development
The underdevelopment of Islamic fi nance in the countries of the 
Maghreb is particularly striking in the domain of individual banking. The 
proximity between Islamic fi nance and individual banking is however 
obvious: it is households fi rst and foremost that is sensitive to religious 
arguments in matters of fi nance. In view of the spectacular growth 
in this line of business in the past three years, notably in Morocco 
and Tunisia, several Islamic banks in the Gulf that lack geographical 
diversifi cation would fi nd it interesting to gain a foothold in retail 
banking in the Maghreb.

In this expansion of the individual banking market, the social and 
thus political stakes are important. The local authorities responsible 
for regulation and supervision of banking systems in the countries 
concerned, will therefore undoubtedly play a role in the opening of 
their borders to Islamic fi nancial institutions domiciled in the Gulf. 
In fact, we believe that the development of Islamic fi nance in the 
countries of the Maghreb should be very selective, and that the North 
African regulators will certainly not authorize a massive entry of Islamic 
competitors into their territories.

It should be pointed out, however, that banking competition within the 
most fi nancially matured countries of the Maghreb, that is Morocco 
and Tunisia, is intensifying. As a consequence, Islamic fi nance can 
represent a good means of achieving strategic differentiation beyond 
the classic strategies of pricing and quality.

The introduction of Islamic fi nance into the Maghreb will likely be 
gradual. Bank Al-Maghrib announced on 20th March 2007, that 
Moroccan banks were authorized to offer banking services that 
conform to Shariah. At present, this authorization is limited to three 
products: Ijarah (leasing), Murabahah (a contract to purchase and 
resell an underlying good including a mark-up) and Musharakah 
(equivalent to a co-ownership fi nancing structure).

In the same way, Tunisia for its part has made a signifi cant advance 
in terms of Islamic fi nance by adopting, in February this year, a law 
pertaining to the creation of an International Islamic Institution, in 
partnership with the Islamic Development Bank, whose authorized 
capital would amount to US$3 billion. The objective of this institution 
is to contribute, through its Islamic fi nancing activities, to boosting 
business between the Arab countries of the Maghreb and the 
Mashreq.

Finally, the existence of public-sector banks that could be privatized in 
each of the countries of the Maghreb, may attract Islamic banks in the 
Mashreq inclined toward external growth. In Morocco, Crédit Industriel 
et Hôtelier and Crédit Agricole du Maroc could be put up for sale; in 
Tunisia, the reference shareholders of Banque Tuniso-Koweitienne 
will likely change; and in Algeria, it seems that, in addition to Crédit 
Populaire d’Algérie, other public-sector banks are in a position to be 
looking for private buyers. 

The authors are analysts at Standard and 
Poor’s in Paris.  They can be contacted 
via email at: mohamed_damak@
standardandpoors.com and anouar_
hassoune@standardandpoors.com. 
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Islamic Finance news talks to leading players in the industry

Could you provide a brief journey of how you arrived 
where you are today?

I started practicing law in 1994 in Kuwait. I stumbled into Islamic 
fi nance by sheer coincidence while working on the fi nancing of the 
Equate Project - the fi rst ever Shariah compliant fi nancing tranche 
in a project fi nancing. Building on that experience, I joined King & 
Spalding’s New York offi ce in 1999. The fi rm was looking to strengthen 
its Islamic Finance and Investment Practice Group and my Islamic 
fi nance experience in Kuwait qualifi ed me for this position. I worked 
under the supervision of one of the best Islamic fi nance lawyers - 
the head of our Islamic Finance and Investment Practice Group, my 
mentor and now partner Isam Salah - for almost 4 years and then was 
asked by the fi rm to relocate to London to assist in the opening of the 
fi rm’s fi rst international offi ce. We opened our London offi ce in January 
2003 and I made partner in March 2005. Earlier this year, I was asked 
to relocate to our newly opened Dubai offi ce to assist in the building of 
our Middle East offi ces.

What does your role involve?
My role involves advising Shariah compliant investment banks, funds 
and investors in connection with the acquisition and fi nancing of 
various assets in Europe and the Middle East on a Shariah compliant 
basis.

What is your greatest achievement to date?
I’ve been blessed with clients that believe Islamic fi nance is possible 
in any jurisdiction. These clients have invested heavily in Europe. As a 
result, my team and I have worked on numerous fi rst time transactions 
in several jurisdictions including England, Scotland, Sweden, The 
Netherlands, Portugal, Poland, The Czech Republic, Turkey, Russia and 
Luxembourg. I consider it an honor and an achievement to have played 
a role in expanding the industry into new jurisdictions. Every time we 
close a deal in a new jurisdiction the structure we use becomes the 
model that others use.

Which of your products/services deliver the best 
results?

We provide legal services to our clients. We deliver the best results 
when we understand the clients’ objectives in a particular transaction 
and work with their management directly to meet such objectives and 
close the transaction.

What are the strengths of your business?
The strength of our business, as a law fi rm and as a practice group, 
is having a competent and committed team. Our Islamic Finance 

and Investment Practice Group handles complex structured Shariah 
compliant fi nance deals. Without the commitment and hard work of 
the team of lawyers and paralegals working on the transaction, we 
would not be able to deliver the result the client expects of us and 
meet their increasingly tight deadlines.

What are the factors contributing to the success of 
your company?

Again, the main asset of a law fi rm is its talented lawyers.  In 1995, the fi rm 
took the step of establishing a separate Islamic Finance and Investment 
Practice Group, making us perhaps the fi rst law fi rm to establish a 
practice group dedicated to this specialized fi eld. Since then, we have 
been successful in developing the legal architecture needed by our clients 
to break new ground in Islamic fi nance and investment.  In 2004, King & 
Spalding was recognized by Euromoney as “Best Legal Advisors in Islamic 
Finance,” the fi rst such award presented by the magazine.  We have 
nearly 20 lawyers in New York, London, Dubai, Riyadh and Atlanta who 
devote almost all their time to Shariah-compliant fi nance and investment 
transactions. Over 30 corporate, real estate, fi nance, energy and tax 
lawyers who are regularly involved in these transactions support this core. 
We have depth in this practice area -- in 2006, more than 200 of our 
lawyers were involved in Middle East and Shariah compliant fi nance and 
investment transactions handled by our fi rm.

What are the obstacles faced in running your 
business today?

Finding and hiring new qualifi ed and competent lawyers that have 
experience in Shariah-compliant fi nancings or at least have the basic 
understanding and/or are willing to learn. In order for our practice 
group to continue growing at the rate it has been growing over the past 
fi ve years, we need to recruit more lawyers in all of our offi ces, namely: 
New York, Atlanta, London, Dubai and Riyadh.

Where do you see the Islamic fi nance industry, 
maybe in the next fi ve years?

Currently the Islamic fi nance industry is in its infancy and is growing 
rapidly. I expect Islamic fi nance and investment products to be main 
stream in fi ve years and doubt if any investment bank (including 
conventional ones) can afford not to have Shariah compliant 
products.

Name one thing you would like to see change in the 
world of Islamic fi nance?

I would like to see the industry players resist trying to mimic 
conventional fi nance and fi nancial products and instead focus on 
developing Shariah compliant fi nancing and fi nancial products that 
offer an alternative investment to investors. Basically, going back to 
the basic principle of high-risk high return.  

Name:

Position:

Company:

Based: 

Age:

Nationality:

Jawad I. Ali

Partner

King & Spalding LLP

London & Dubai

37

Palestinian American

With more than 800 lawyers 
and offi ces in Atlanta, 

Houston, Dubai, London, New York, Riyadh, and Washington D.C., King 
& Spalding provides the highest caliber legal counsel to clients from the 
United States and abroad. King & Spalding currently represents more 
than 250 public companies, including more than half of the Fortune 
100. The fi rm also represents hundreds of clients with new ventures 
and mid-sized companies in emerging industries.
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INSTRUMENT Sukuk Ijarah

ISSUER Silterra Capital

OBLIGOR Silterra Malaysia

PRINCIPAL ACTIVITIES Wafer Fabrication

BOARD OF DIRECTORS

Silterra Malaysia:
Jalaluddin Mohd Jarjis, Yeo Keng Un, Dr Mohamed Arif Nun, Chok Kwee Bee, Abdul Rahim Mohd Zin, Mohan Rajan 
Rajasoori, Eg Kah Yee

Silterra Capital:
Jalaluddin Mohd Jarjis, Eg Kah Yee

DATE OF LISTING 7th June 2007

ISSUE SIZE

RM1.8 Billion (US$522.26 million) 
1. The Sukuk received an order book of almost RM9 billion (US$2.61 billion) and was closed after 1.5 days. 

The Sukuk was 5 times oversubscribed. In terms of investor-type, book runners allocated 17% of the Sukuk 
to insurance companies, 9% to funds and 74% to fi nancial institutions.

2. The issuer also entered into a cross-currency swap transaction as an asset and liability management 
exercise. This synthetically converted the Malaysian currency debt into US dollars to match the company’s 
revenue. The swap transaction of RM1.8 billion (US$522.26 million) represented the largest onshore 
dollar/ringgit cross-currency swap ever transacted.

DATE OF ISSUE 7th June 2007

MATURITY 6th June 2014

COUPON 3.9%

PAYMENT SCHEDULE Bullet upon maturity

AUTHORIZED PAID UP 
CAPITAL

RM797.9 million (US$231.5 million) 

IDENTIFIED ASSETS Equipments & properties

JOINT LEAD 
ARRANGERS

CIMB/HSBC/Citibank

LISTING/LAW Malaysia

GUARANTOR Government of Malaysia

UNDERWRITERS CIMB/HSBC/Citibank

TRUSTEE CIMB

SHARIAH ADVISOR Shariah advisor of CITIBANK/CIMB/HSBC

METHOD OF ISSUE Book building

PURPOSE OF ISSUE To refi nance existing loans

Silterra Capital Sukuk Ijarah

For more term sheets visit www.islamicfinancenews.com
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My understanding is that, cross border activity of Islamic banks is typically limited to regional activity.

Facilitating further activity requires a coherent international payment system, workable cross-border regulation and an internationally 
recognized standards of Shariah compliance.

Don’t hold your breath.

CHRIS COOK: Principal, Partnerships Consulting

There is relatively little cross border activity by Islamic banks, partly because the industry is fragmented and most 
of the business is retail.

There are notable exceptions, such as KFH and Al Rajhi Bank involvement in Malaysia and Dubai Islamic Bank 
involvement in Pakistan, but their main activities remain in their countries of origin.

It is the international banks offering Shariah compliant products, such as HSBC Amanah, UBS, Standard Chartered and Deutsche Bank that 
are most involved in cross border business. This refl ects their size, global branch networks and strong presence in investment banking. The 
major factor inhibiting dedicated Islamic banks from following their lead is their limited scale of operations, degree of expertise and country 
knowledge. 

Cross border mergers and acquisitions would facilitate more activity, but there is often both political and institutional resistance to this.

PROFESSOR RODNEY WILSON: Director of Postgraduate Studies, Durham University

Cross border activity amongst Islamic Banks - still relatively low at this time - deserves to be a high ranking 
priority.

The quantity and quality of the fi nancial opportunities themselves as a whole, have to go up fi rst, in order to allow cross-border (reciprocal) 
to further develop.  The market still has to grow more robust and stable.

Besides the regular co-operations and business exchanges and the necessary information fl ows (through information providers like Islamic 
Finance News), international contacts can be nourished by organizing optimized conferences and “meeting points” (such as cross-border 
schooling opportunities) for the market players to get acquainted.  Besides the fi nancial opportunities, these also favor a common best 
practices and standards throughout the Islamic fi nance industry.  When you know each other and appreciate each others differences and 
common grounds, doing business follows almost certainly.

PAUL WOUTERS: Partner, BENER 

In my view the cross border activity between Islamic banks is still very limited although it has 
a lot of potential. There are several reasons for this limited activities including different legal 
framework, product acceptance and availability, lack of standard documentation and product, 
market makers and IT. 

Unless collective efforts are made in resolving the issues pointed out, the cross border activity will not pick-up.

IJLAL ALVI: Chief Executive Offi cer, International Islamic Financial Market

Is cross-border activity amongst the world’s Islamic banks suffi cient at this time? If not what is required to 
expedite this?

BENER
Istanbul – Turkey

continued...
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The recent agreement between securities regulators in Dubai and Malaysia on the cross-listing of mutual funds and the ostensible competition 
among several Islamic countries to anchor the development of Islamic fi nance in their home jurisdiction, has added momentum to regulatory 
consolidation and cross-border harmonization. 

However, increased cross-border banking activities in a bid to foster greater regional cohesion and more standardization in Islamic fi nance 
at large, is a promising but complex area. 

Many Islamic countries remain divided by currencies and creditworthiness, while normal prudential standards applicable to banks and 
insurers (and to some extent other institutional investors) - and most of all different interpretations of Shariah law - naturally segment these 
markets, denying some of the potential gains from diversifi cation. 

Many Islamic countries (and banks) have much to gain from the harmonization of market practices and regulations. More specifi c regional 
initiatives may provide a valuable tool for drawing attention to the emerging asset classes, such as Sukuk, drawing prime mover interest from 
prime trading hubs in Islamic structured fi nance and foreign institutional investors, and inclusion of national investment products in regional 
indices in the effort to improve the visibility and the universality of mutual recognition.

Dr ANDREAS JOBST: Monetary and Capital Markets Department,International Monetary Fund

Next Forum Question

Would exclusively targeting private investors for Sukuk issuance improve the industry’s liquidity problem? 
What would be the benefi ts and disadvantages?

If you would like to air your views on the next Islamic Finance Forum Question, please email your response of between 50 and 300 words 
to Christina Morgan, Forum Editor, at: Christina.Morgan@RedMoneyGroup.com before Wednesday 18th July 2007.

Train the Trainer Program: 
Takaful and re-Takaful Products
© Islamic Finance Training

We are pleased to announce the introduction of a specialized education program to promote the understanding 
of global Takaful and re-Takaful products and markets.

The program consists of two parts: 

Part one is a comprehensive training manual detailing Takaful products and markets.  This will be a unique 
reference and teaching resource for all those involved in this growing market.  

Part two is a Train the Trainer course, to be conducted in Kuala Lumpur in November (and in GCC in 2008) 
over 3 days.  This course will teach participants about key aspects of the Takaful market, but more importantly 
how to train their own staff using the manual.

Please contact andrew.tebbutt@redmoneygroup.com for more details or call +603 2141 6022.
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The Monetary Authority of Singapore (MAS) has issued a notice on 
enhanced framework to strengthen insurers’ internal governance 
practices. The framework will encompass practices on the 
management of the participating life insurance fund and enhancing 
disclosure standards to policyholders. 

Under the new framework, life insurers will be required to 
implement board-approved internal governance policies on par 
fund management, by the end of 2007. Insurers will also need to 
provide more comprehensive product summaries at point of sale, 
effective March 2008. The Life Insurance Association of Singapore 
(LIA) is also revising the disclosure guidelines on point-of-sale 
benefi t illustrations for par policies.

Teo Swee Lian, deputy managing director of MAS, commented: “Par 
policies are widely used by Singaporeans to meet their investment 
and life protection needs. Whilst there are suffi cient prudential 
rules in place to safeguard the interests of par policyholders, 
the enhanced governance and disclosure framework will help to 
enhance consumer protection.” 

SINGAPORE
Framework announced

Solidarity has opened a new customer service center at the KFH 
Automall. The center will offer Family and General Takaful products, 
and is in line with Solidarity’s Bahrain expansion plan. 

BAHRAIN
Solidarity at the Automall

Scottish Re Group has sold its Middle East Life portfolio to the Arab 
Insurance Group (Arig). Estimated to generate US$22 million in 
annual premiums, the sale will allow Scottish Re to reorganize and 
focus on growth opportunities in the UK, Ireland and Asia. It also 
plans to concentrate on its global aviation business. 

Dave Howell, CEO of Scottish Re’s International Segment is 
confi dent: “The portfolio represents a good strategic fi t for Arig. We 
are particularly pleased that a number of employees from Scottish 
Re’s local offi ce have transferred to Arig.” 

BAHRAIN/ UK
Arig wins portfolio

NCCI has signed a SAR6.75 billion (US$1.8 billion) insurance 
contract with Shuqaia Water and Electricity Company. The contract 
is NCCI’s largest to date. 

NCCI will provide erection insurance cover for the construction of 
the Shuqaiq II independent water and power project - due 2010, 
and insure delays in start-up, third party liability, marine cargo and 
terrorism. 

AON Saudi Arabia and AON London will act as the deal’s consultant 
and broker. The project is expected to generate 850 mega watts of 
electricity, and 47 million gallons of water a day to the Abha and 
Jizan region.  

SAUDI ARABIA
Largest insurance contract

Malaysia’s Fortitude Capital will team up with Kuwait’s Al-Aqeelah 
to set up a Takaful company in Syria. 

The joint venture is due to be established by 2008, marking Al-
Aqeelah’s fi rst Takaful operation. Al-Aqeelah group chairman and 
managing director Sheikh Hamed M Khajah commented: “We have 
full confi dence in Fortitude’s experience and expertise in managing 
Takaful operations in Malaysia.” 

Al-Aqeelah group is currently actively pursuing real estate 
developments, involving the rebuilding of Iraq and the development 
of prime properties in Syria and Kuwait. The group is also involved 
in infrastructure development, particularly in the power sector, with 
pioneer projects in Bangladesh and Syria, as well as interests in the 
aviation, healthcare, tourism and pharmaceutical sectors. 

KUWAIT/MALAYSIA/SYRIA 
Cross-border Takaful

The British Islamic Insurance Holding (BIIH) will increase its capital 
via a private placement in the UK and the Gulf. The current paid-up 
capital of £19 million (US$38.3 million) will be raised to £80 million 
(US$161.26 million), as soon as relevant regulatory notifi cation 
have been met in the GCC countries. 

The Board of BIIH, with consultation from the Gulf Ventures 
Corporation will raise the launch capital of £80 million via two 
tranches. The fi rst, will be a private placement in the UK and 
Gulf region in August 2007, and the second, through additional 
fundraising closer to the launch of the Company’s business in the 
fi rst quarter of 2008. 

UK
BIIH’s capital hike

MAA Holdings expects to gain approval from Bank Negara Malaysia 
to commence negotiations with prospective partners for the sale 
of its 49% stake in MAA Assurance. The company has identifi ed 
several local and foreign partners. 

MAA recently acquired a 5% stake in Solidarity at RM27.75 million 
(US$8.04 million), which in turn holds 25% of MAA Takaful, via the 
company’s joint venture with MAA Holdings. 

The company also plans to clean up its current stock of RM779 
million (US$225.94 million) non-performing loans by 2010, either 
via outsourcing or conventional debt collection methods. 

MALAYSIA
Awaiting green light
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Takaful has become one of the hottest fi nancial topics today with 
everyone around the world talking about its tremendous growth 
potential. On the contrary, many have suggested an urgent need for 
certifi ed Takaful personnel or extensive professional training system 
to develop the skills and capabilities of those working in this industry 
aiming to match it with the growing expansion of Takaful.

The training and development provided in Takaful has so far failed 
to go hand in hand with the growth of the industry and the growing 
demand for these unique products, particularly in the Middle East. The 
focus of training and development initiatives is currently on Islamic 
banking and very rarely are they concerned with Takaful. 

In fact, Takaful experts have identifi ed several reasons causing the 
mismatch between the growth of Takaful and the development of 
professional work force. Performance and retention are just two of 
the many factors that are challenging Takaful operators, as qualifi ed 
Takaful professionals are being “exported” into the global market. 

Integrated system
Matching candidates to the available sales opportunities works best 
when it is viewed and understood as part of an integrated process 
made up of six distinct phases:

i) Recruiting: Attracting the right candidates and selling career 
path opportunity.

ii) Screening: Select-out those who will not fi t the career 
opportunity.

iii) Selection: Select-in those best or qualifi ed candidates.
iv) Hiring: Human resources handles this phase which includes 

licensing, certifi cation and contracting.
v) Training and development: Covers company orientation, 

product knowledge and sales skills.
vi) Coaching and management: Performance management, 

reinforcing efforts, and results through fi eld visits and one to 
one meetings.

Each phase has its own objectives and criteria, its own approaches 
and strategies. Each component contributes, in varying degrees, to 
both performance and retention. Using only one component in the 
system to select new sales personnel implies only one–sixth effi ciency. 
Some managers try to short-cut and eliminate or reduce the phases 
of the system. The result is they would end up with poor selection and 
poor performance.

The right frequency
How frequent then should managers recruit? Should they start when 
they need to expand sales team, to replace underperformers with 
new recruits or should it be done on an ongoing basis? Recruiting 
is a procedure meant to continuously provide a stream of qualifi ed 
candidates for managers to choose from, according to specifi c 
requirements in the selection process.  The goal of recruiting, then, 
is to attract a large number of qualifi ed candidates, so the selection 
system always has the best chance of making good matches.  The 
number of interviewees to select for sales representative varies from 
industry to industry.  Insurance companies may be interviewing as 
many as 20 people just to fi ll one position; others interview just one 

to fi ll one position.  Without a steady fl ow of qualifi ed candidates, the 
companies themselves often end up being screened and selected by 
the applicants.  In the case where the candidate picks and chooses, 
the selection process becomes a selling process and not a buying 
process. 

The main goal of screening is to eliminate candidates who are obliviously 
a poor match for the sales position or sales culture.  Screening an 
employee is a simple test to arrive at simple yes or no decision on 
whether to proceed with a candidate. The selection process – involving 
profi les and interviews to spot weakness and strengths of a candidate 
– is designed to choose the candidate who best fi t the position and 
culture.  

Manager’s misjudgment
Below is a list of mistakes that managers should try to avoid:

• Deal with recruiting as an occasional activity driven by 
immediate managerial needs, rather than an ongoing function 
governed by long term organizational needs.  The best 
potential sales people for us may already have been employed 
elsewhere.  We may not be able to identify and attract them at 
short notice.

• Implement the system in full. It is not always correct to assume 
that an applicant who hails from a good position in a well-known 
company must be good; the background of the applicant is just 
a part of the system – the selection phase – but other parts 
should not be neglected. 

• Although training and coaching are not parts of the selection 
process, feedback of the training manager and the coaching 
manager are important to avoid passing over applicants who 
lack documented qualifi cations but possess the required 
talent.

• Relying too heavily on training and coaching only while 
neglecting other phases like the screening and selection 
processes of the system will produce applicants with limited 
knowledge and skill learning ability.

Performance and retention
Performance and retention are the main criteria managers use 
to assess the success of the recruiting and selecting process. 
Performance in sales teams is easily measured through income 
generated and deals closed. Performance can be easily monitored 
on a day to day basis. Performance fi gures are a convenient means 
of evaluating and comparing sales representatives. Although 
performance based evaluations are essential, they only provide part 
of the picture and should be supplemented by other kinds of reviews. 

Performance and Retention in Takaful Workforce
By Abdulqader Ismail 

continued...

“By tracking retention, managers 
can identify other opportunities 
for the company and its 
recruiting, selection and training 
processes”
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Performance and Retention in Takaful Workforce (continued...)

Figures of performance are a good tool to evaluate an individual, a 
team, or a department against objectives planned by the company 
management. 

Performance encourages internal competition. Retention of successful 
top performers, balancing good performers and maintenance of 
good performers are major challenges for successful organizations.  
Focusing on retention should not replace the job satisfaction among 
sales representatives. Performance evaluations are essential and 
allow managers to recognize and spot specifi c problems and design 
effective solutions. Performance criteria must be balanced with 
retention ratings. By tracking retention, managers can identify other 
opportunities for the company and its recruiting, selection and training 
processes. 

Sales managers know that both performance and retention are 
important yet it is diffi cult to keep them in balance. In some situations, 
the top performers, will be attracted to a higher commissions rate 
some where else. The qualities that make them the best performers 
often make them harder to retain.

Are there clear cut criteria and standards that managers should follow 
in evaluating performance and retention? It’s not enough to say we 
need high performance and high retention. Some companies tolerate 
lower performance if it is offset by high retention rates. For other 
companies performance is more important. The nature of the product 
sold and the nature of the customers are important factors that 
managers should look for when evaluating performance and retention.  
For example, organizations whose customers require ongoing service 
and frequent contact, must have high retention. Companies that need 
to project an image of stability and reliability will also value retention. 

Companies selling services encourage high retention more than 
companies that sell goods. The less tangible the product, the more 
important the relationship with customers. Life insurance and Takaful 
products need such strong customer relationship and higher rate of 
retention among sales representative. Companies with high volume 
product sales can offset lower retention with higher performance. 
In cases of one-time sales of non-consumable products, when sales 
people must close the sale on their fi rst contact with the customer, 
performance may be the only factor that sales manager consider. The 
company culture and the nature of the products sold, are the main 
factors that decide the degree and the importance of performance 
and retention.

Quantifi cation of Retention
Most managers concentrate their efforts and attention to performance 
goals, instead of  planning for retention, which receives less attention. 
Calculating retention rates is a complex matter and needs to be refi ned 
through out the phases of the selection system.

Insurance companies usually calculate their retention on a rolling, 
multi-year basis. A fi ve year evaluation system is used. They track new 
recruits over a fi ve-year period, monitor how many sales representatives 
are retained on a cumulative fi ve year plan, and might look for the 
following pattern. 

The analysis of retention ratios below, refl ects where improvements 
are required. If the fi rst year ratio is less than 80%, the earlier phases 

of the selection system are not working in order. This needs a review of 
the recruiting and screening process. Any issues that arise in the early 
years can usually be related to the fi rst phases, while long term issues 
tend to be associated with later aspect of training, development, or 
coaching.

In summary, sales managers need to follow these simple guidelines.
• There must be clear performance standards and keeping a 

low performer in the sales team is without a doubt similar to 
keeping a rotten apple in the box.

• Recruitment should be on an ongoing basis, helping to attract 
and identify the most valuable potential candidates.

• A comprehensive method using structured interview techniques 
should be executed in the screening and selection processes.

• Training and coaching are considered as part of the selection 
system itself and not as something that proceed it.

To sum it up, performance and retention in sales represent the main 
challenges currently facing Takaful operators. The result is a gap 
between the signifi cant growth of this industry and the development 
of human resources. In addition to the advice presented above, 
having a well-trained Takaful professionals, can ensure that accurate 
fi nancial advice that best serves individual and businesses needs, will 
be provided. Overall information about Shariah principles in relation 
to Takaful products and technical aspects will certainly improve the 
overall image of Takaful and hence allow moving forward to a higher 
level of professionalism. 

 The author is the regional distribution 
manager for the family Takaful 
division at Solidarity, Bahrain. He has 

over 25 years of international experience in the fi eld of conventional 
and Islamic insurance and assurance. Before joining Solidarity, he 
worked as a regional sales manager in Bank Al Jazira – Takaful 
Taawuni Division, Saudi Arabia. For further enquiries, please contact 
the head of corporate communications & marketing Bassel Hanbali 
at: bassel.hanbali@solidarity.cc. 
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KING & SPALDING - UK/ UAE

Don’t panic just yet! Jawad Ali, partner at King & Spalding (K&S) 
will still remain in K&S as a partner, but is permanently relocating 
to Dubai from London in September. This is in conjunction with the 
establishment of K&S’ Middle East offi ces. 

He will, however, shuttle back and forth between London and Dubai 
when necessary. 

IMF - Global

Rodrigo Rato, head of the International Monetary Fund (IMF) will be 
leaving in October due to personal reasons. He resigns two years 
earlier than the end of his term. 

BARCLAYS - Asia

Fred Horsey has left JP Morgan for Barclays Global Investors as chief 
operating offi cer for Asia excluding Japan. He will be based in Hong 
Kong, along with recently hired Veronica Lam, Fidelity’s ex-senior 
manager. 

Mr Horsey and Ms Lam will be responsible for strengthening client 
services and business development in the region. 

DFG - UAE

Andrea Moneta is now an ex-member of UniCredit’s executive 
committee. He left the bank to become managing director and chief 
fi nancial offi cer of Dubai Financial Group (DFG). 

Having joined UniCredit in 2000, Mr Moneta previously served as 
chief fi nancial offi cer before leading the fi rm’s private banking and 
asset management arm in its central and eastern European divisions. 
He has also served as chairman, deputy chairman and chief executive 
of several major subsidiaries of the group, including Pioneer Global 
Asset Management and UniCredit Private Banking. 

SG PRIVATE - UAE

François Farjallah has been appointed head of the Near East and 
Mediterranean for SG Private Banking, which is in the process of de-
veloping its Dubai hub. He will report to Patrick Thiriet, the group’s 
Middle East chief executive. 

Mr Farjallah joins SG from Credit Suisse, having spent the last nine 
years with Credit Suisse heading its presence in the Levant countries, 
and holding the post of senior private banker in Geneva. 

GBCORP - Bahrain

Mark Hanson will head up the newly established Islamic bank GBCorp 
as chief executive. He has played a leading role in numerous large 
equity transactions including American Standard’s US$200 million 
transaction, Red Sea Housing Services’ US$140 million deal, and 
Arabian Shield Cooperative Insurance. 

Mr Hanson was also an adviser to the Deputy Governor of the Saudi 
Arabian Monetary Agency (SAMA) and most recently head of corporate 
fi nance at the Saudi Hollandi Bank. 

FRESHFIELDS - UAE

Aryan Schoorl has joined law fi rm Freshfi elds Bruckhaus Deringer 
from the Dubai Financial Services Authority (DFSA). 

Mr Schoorl was previously senior manager at the DFSA, where his 
responsibilities included supervision of the Dubai International 
Financial Exchange (DIFX), advising on the application for the Dubai 
Mercantile Exchange and capital markets. 

Prior to the DFSA, Mr Schoorl was with Dutch-based Autoriteit 
Financiële Markten’s marketing team, where he supervised Euronext. 
He has also served with Dutch law fi rm, CMS Derks Star Busmann in 
their international banking and fi nancial services practice. 

EFG HERMES - Egypt

Having traveled around the US, Dubai and Cairo, Kamran Bajwa’s 
latest endeavor will be as chief legal offi cer and general council at 
EFG-Hermes. 

The US qualifi ed attorney brings with him vast Corporate Law and 
Corporate Advisory experience - with specialization in fi nancial and 
securities regulations, mergers and acquisitions, capital markets, 
Islamic Finance and investment funds for investment banking, 
asset management and private equity institutions. His work has also 
spanned the US, UK, India, Turkey, Egypt and GCC. 

TAQA - UAE
 

The Abu Dhabi National Energy Company (TAQA) has hired Paul 
van Gelder as managing director of its Netherlands exploration and 
production unit. TAQA Energy B.V. Mr van Gelder’s appointment is in 
line with the company’s plans to tap the European market. 

Mr van Gelder is the fi rst Dutch national to assume the post in more 
than 40 years, and will be based in The Hague, Netherlands. He was 
previously TAQA’s project director for its Bergermeer Gas Storage 
project. 

OCBC BANK - Singapore

Samuel Tsien has been appointed global head of business banking, 
replacing Tan Ngiap Joo who will step down later this month. However, 
Tan will stay on as a senior adviser of business banking until he retires 
at the end of this year. 

TEJOORI - UAE

Ilke Toklu has been promoted as general manager of Tejoori. She 
joined the company as acting general manager in March 2007 after 
three years at International Holdings Group (IHG), where she was the 
director of Business Development. While at IHG, she played a leading 
role in conceiving and launching Tejoori. 

Mrs Toklu brings a multidisciplinary, international approach to board-
level decision making, having had broad exposure to management 
consultancy, business development and board direction in North 
America, Asia Pacifi c and the Middle East at companies such as 
Citibank, Dubai Holding and Prudential Securities.  
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Prof Dr Mohd Masum Billah
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Chief Economist  
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Dubai Islamic Bank

Another Islamic Finance news exclusive

ISSUER SIZE (million) INSTRUMENT

SilTerra US$525.5 Ijarah

PINS Capital Up to US$43.79 CP/MTN Program

Perusahaan Listrik 
Negara

US$33.97 Ijarah

Dubai Financial TBA Sukuk

Thani Investments US$100 Sukuk

Al Imtiaz Investment US$75–150 Sukuk

Haisan Resources US$58.79 Sukuk Ijarah

IJM Corporation US$511.60 Sukuk Istisnah

Ras Al Khaimah 
Investment Authority

US$400 TBA (Sukuk)

ARAPESONA US$56.9/US$19.9 ICP/MTN

Bank Syariah Mandiri US$3.25 Subdebt

Cagamas US$584.60 TBA

Gamuda TBA Murabahah or Musharakah

Saudi Electric Company US$4,000 Sukuk

MTC US$1,200 Sukuk

Prolintas US$170.70 Senior Ijarah/Junior Musharakah

Tomei Consolidated US$28.50 Islamic Commercial Papers

Sui Southern Gas Co. US$49 Islamic Commercial Papers

JBIC US$250–US$350 Sukuk

Dynamic Communication US$143.40 Istisnah/MTN program

GLOMAC US$50.18 Murabahah MTN program

Indonesia Comnets Plus US$11.02 Sukuk Murabahah

Karachi Shipyard US$69.19 TBA

Kwantas US$69.19 Murabahah/Off CP/MTN program

Malaysia International 
Shipping 

US$286.30 Sukuk Murabahah

Gamuda US$256 ICPs/IMTNs

Islamic Development 
Bank 

US$142.40 Ringgit denominated Sukuk

AMMB Holdings US$114.20 Sukuk

ADIB US$408.50 Sukuk

Moccis US$108.80 Sukuk Murabahah/2 Tranches/6 Series

MTD Infraperdana US$71.50 Murabahah (CP/MTN program)

For more details and the full list of deals visit 

www.islamicfi nancenews.com

Deal tracker
Keeping you abreast of the world’s upcoming Shariah compliant deals
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Annualized standard deviation for all funds (as of 6th July 2007)

FUND MANAGEMENT COMPANY May 07 Return (%) FUND DOMICILE

1 Boubyan Financial Fund USD Boubyan Bank 0.13 Kuwait

2 Al Rajhi Commodity Fund Euro (Mudarabah) Al Rajhi Banking & Investment Corporation 0.14 Saudi Arabia

3 Amwal Islamic Money Market Fund
Kuwait & Middle East Financial Investment 
Company

0.14 Kuwait

4 AlAhli Euro Murabahat Fund The National Commercial Bank 0.14 Saudi Arabia

5 Euro International Trade Finance Fund (Al Sunbula) Samba 0.14 Saudi Arabia

6 Emirates Dynamic Liquid Fund Emirates Bank International 0.20 Channel Islands

7
Prudential Islamic Income Fund (PRUIslamic Income 
Fund)

Prudential Fund Management 0.24 Malaysia

8 Boubyan Financial Fund KWD Boubyan Bank 0.30 Kuwait

9 AlAhli Diversifi ed Saudi Riyal Trade Fund The National Commercial Bank 0.34 Saudi Arabia

10 Al Muthanna Islamic Money Market Fund First Investment Company 0.35 Kuwait

Eurekahedge Islamic Fund Index* 7.31

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.

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

Eurekahedge North America Islamic Fund Index

Annualized returns for all funds  (as of 6th July 2007)

FUND MANAGEMENT COMPANY May 07 Return (%) FUND DOMICILE

1 Zajil–Service & Telecommunications Fund National Investments Company 55.36 Kuwait

2 TRIM Syariah Saham Trimegah Securities 49.02 Indonesia

3 Al Fursan Fund Banque Saudi Fransi 47.69 Saudi Arabia

4 CIMB Islamic Structured Growth Fund CIMB–Principal Asset Management 45.09 Malaysia

5 TRIM Syariah Berimbang Trimegah Securities 43.62 Indonesia

6 AlAhli Emerging Markets Trading Equity Fund The National Commercial Bank 40.39 Saudi Arabia

7 Al Darij Investment Fund National Investments Company 39.25 Kuwait

8 Danareksa Indeks Syariah Danareksa Investment Management 39.00 Indonesia

9 Pheim Asia Ex–Japan Islamic Fund PHEIM Unit Trust 36.73 Malaysia

10 Tijari Islamic Fund Commercial Bank of Kuwait 34.60 Kuwait

Eurekahedge Islamic Fund Index* 4.06
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AS AT 4th July 2007

Key Benchmarks Trend (by volume) Rating This week close (RM) 27 June 07 (RM) 20 June 07 (RM) 13 June 07 (RM)

Private Debt Securities

RANTAU IMTN 15.03.2011–MTN 1 AAA (RAM) 101.60 101.57 101.89 101.17

TENAGA IBONDS 0.00000% 13.12.2021 AA+ ID (MARC) 126.20 126.19 123.09 121.00

PERWAJASTEEL IMTN 7.600% 25.09.2009 A ID (MARC) 100.01 100.88 100.89 100.90

RANTAU IMTN 0% 15.03.2012–MTN 3 AAA (RAM) 100.55 100.51 100.94 99.99

PLUS PRIMARY BONDS SERIES 9–31.05.2011 AAA (RAM) 109.92 109.83 110.14 109.42

Government Investment Instruments

PROFIT–BASED GII  2/2007 15.06.2017 N/A 101.70 101.65 102.33 N/A

PROFIT–BASED GII 1/2006 14.04.2009 N/A 100.78 100.68 100.80 100.51

PROFIT–BASED GII 1/2007 15.03.2010 N/A 100.40 100.08 100.29 99.84

PROFIT–BASED GII 3/2006 15.11.2016 N/A 101.20 100.72 101.38 99.80

PROFIT–BASED GII 2/2006 14.07.2011 N/A 104.33 103.97 104.32 103.66

Quasi Government

SILTERRA CAP 3.900% 06.06.2014 N/A 100.30 100.30 100.36 99.82

IBRD 0.00000% 12.05.2010 N/A 99.75 99.83 99.78 99.70

RINGGIT ISLAMIC DEBT MARKET: WEEKLY SNAPSHOT

SPREAD VS GII (in b.p.)

MYR ISLAMIC DEBT YIELD CURVES
YTM Curves 5 YEAR YTM Historical Charts (weekly closing, over last 6 months)

TENURE

1Y 2Y 3Y 5Y 7Y 10Y

GII 3.33 3.37 3.42 3.46 3.50 3.59

Cagamas 0.27 0.31 0.34 0.46 0.55 0.61

Khazanah 0.16 0.18 0.18 0.23 0.27 0.30

AAA 0.40 0.45 0.50 0.64 0.78 0.90

AA1 0.52 0.58 0.63 0.79 0.95 1.10

A1 1.59 1.75 1.88 2.24 2.56 2.95
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For all enquires regarding the above information, please contact:   Catherine Chu
        Email: Catherine.Chu@Hk.Dealogic.com 
        Phone: +852 2804 1223; Fax: +852 2529 4377 

  TOP ISSUERS OF ISLAMIC BONDS                                                                                                                                                                     JULY 2006 – JULY 2007

 Issuer or Group  Nationality  Instrument Amt US$ m Iss. %  Manager

1 Nakheel Development UAE Convertible Sukuk Ijarah 3,520 2 14.0 Barclays Capital, Dubai Islamic Bank

2 Malaysia Malaysia Sukuk 3,503 4 13.9 Malaysian Government bond

3 Aldar Funding Malaysia
Exchangeable Sukuk 
Mudarabah

2,530 1 10.0
Barclays Capital, Credit Suisse 
Securities (Europe), Abu Dhabi 
International Bank

4 Nucleus Avenue (M) Malaysia Sukuk Musharakah MTN 1,994 9 7.9 CIMB Investment

5 DP World Sukuk UAE Sukuk Mudarabah 1,496 1 5.9
Barclays Capital, Citigroup Global 
Markets, Deutsche, Lehman Brothers

6 Dubai Sukuk Centre UAE Sukuk Mudarabah 1,248 1 4.9
Deutsche (London), Goldman Sachs 
International

7 Rantau Abang Capital Malaysia Sukuk Musharakah MTN 975 2 3.9 CIMB, AmMerchant Bank

8 ADIB Sukuk UAE Sukuk Ijarah 800 1 3.2 HSBC

9 Dubai Islamic Bank UAE Sukuk Musharakah 750 1 3.0
Barclays Capital, Citi, Standard 
Chartered

10 Raffl esia Capital Malaysia
Periodic Payment 
Exchangeable Trust 
Certifi cates 

750 1 3.0 CIMB Investment, HSBC Amanah, UBS

11 Projek Lebuhraya Utara Selatan Malaysia Sukuk Musharakah MTN 743 18 2.9 CIMB Investment

12 Golden Belt 1 Sukuk Saudi Arabia Sukuk Manafaa 650 1 2.6 BNP Paribas

13 Cagamas MBS Malaysia

Sukuk Musharakah 
Islamic Residential 
Mortgage Backed 
Securities

620 7 2.5 HSBC, CIMB, AmMerchant Bank

14 Silterra Capital Malaysia
Government Guaranteed 
Sukuk Ijarah

530 1 2.1
CIMB Investment, HSBC Bank 
Malaysia, Citibank

15 Cagamas Malaysia
Bithaman Ajil Islamic 
Securities

489 10 1.9 Cagamas, AmMerchant Bank

16 Jimah Energy Ventures Malaysia Istisnah Islamic MTN 437 20 1.7
AmMerchant Bank, Bank Muamalat 
Malaysia, MIMB, RHB Sakura

17 Lebuhraya Kajang–Seremban Malaysia Sukuk Istisnah 413 12 1.6 AmInvestment Bank

18 EIB Sukuk UAE
Musharakah Sukuk Trust 
Certifi cates

350 1 1.4
Emirates Islamic Bank, Standard 
Chartered

19 MBB Sukuk Malaysia
Subordinated Sukuk 
Trust Certifi cates 

300 1 1.2 HSBC, Aseambankers Malaysia, UBS

20 SIB Sukuk UAE Musharakah Sukuk 225 1 0.9 HSBC

Total 25,212 314 100.0
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ARE YOUR DEALS LISTED HERE?

Catherine Chu
Email: Catherine.chu@hk.dealogic.com

Telephone: +852 2804 1223

If you feel that the information within these tables is inaccurate, you
may contact the following directly:

TOP ISSUERS OF ISLAMIC BONDS                                                                                                                                                              JANUARY 2007 – JULY 2007

Issuer or Group   Nationality     Instrument Amt US$ m Iss. % Manager

1 Aldar Funding UAE
Exchangeable Sukuk 
Mudarabah

2,530 1 16.8
Barclays Capital, Credit Suisse 
Securities (Europe), Abu Dhabi 
International Bank

2 Nucleus Avenue (M) Malaysia Sukuk Musharakah MTN 1,994 9 13.2 CIMB Investment

3 Malaysia Malaysia Sukuk 1,862 2 12.3 Malaysian Government bond

4 DP World Sukuk UAE Sukuk Mudarabah 1,496 1 9.9
Barclays Capital, Citigroup Global 
Markets, Deutsche Bank, Lehman 
Brothers

5 Dubai Sukuk Centre UAE Sukuk Mudarabah 1,248 1 8.3
Deutsche Bank (London), Goldman 
Sachs International

6 Dubai Islamic Bank UAE Sukuk Musharakah 750 1 5.0
Barclays Capital, Citi, Standard 
Chartered

7 Golden Belt 1 Sukuk Saudi Arabia Sukuk Manafaa 650 1 4.3 BNP Paribas

8 Cagamas MBS Malaysia
Sukuk Musharakah Islamic 
Residential Mortgage 
Backed Securities

620 7 4.1
HSBC, CIMB, Aseambankers 
Malaysia

9 Rantau Abang Capital Malaysia Sukuk Musharakah MTN 570 1 3.8 CIMB

10 Silterra Capital Malaysia
Government Guaranteed 
Sukuk Ijarah

530 1 3.5
CIMB Investment, HSBC Bank 
Malaysia, Citibank

11 Lebuhraya Kajang–Seremban Malaysia Sukuk Istisnah 413 12 2.7 AmInvestment Bank

12 EIB Sukuk UAE
Musharakah Sukuk Trust 
Certifi cates

350 1 2.3 EIB, Standard Chartered

13 MBB Sukuk Malaysia
Subordinated Sukuk Trust 
Certifi cates 

300 1 2.0 HSBC, Aseambankers Malaysia, UBS

14 Jimah Energy Ventures Malaysia Istisnah Islamic MTN 229 10 1.5
AmMerchant Bank, RHB Islamic, 
MIMB, Bank Muamalat Malaysia 

15 Cagamas Malaysia
Bithaman Ajil Islamic 
Securities

217 7 1.4
Cagamas, AmMerchant Bank, 
Aseambankers Malaysia

16 Kuala Lumpur Sentral Malaysia Sukuk Musharakah 208 7 1.4 HSBC Bank Malaysia

17 IIG Funding Kuwait Sukuk Mudarabah 200 1 1.3 Barclays Capital

18 MTD InfraPerdana Malaysia Murabahah MTN 174 8 1.2
AmInvestment Bank, CIMB 
Investment, United Overseas Bank 
(Malaysia)

19 Mukah Power Generation Malaysia Sukuk Mudarabah, Istisnah 109 14 0.7 RHB Islamic Bank

20 Syarikat Bekalan Air Selangor Malaysia Bai Bithaman Ajil MTN 90 3 0.6
HSBC Bank Malaysia, CIMB 
Investment, Bank Islam Malaysia

Total 15,083 163 100.0
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ISLAMIC BONDS BY CURRENCY                         JANUARY 2007 – JULY 2007 

Amt US$ m Iss.   %

    US dollar 7,524 8 49.9

    Malaysian ringgit 7,501 152 49.7

    Pakistan rupee 58 3 0.4

    Total 15,083 163 100.0

ISLAMIC BONDS BY CURRENCY                                  JULY 2006 – JULY 2007 

Amt US$ m Iss. %

    US dollar 13,137 16 52.1

    Malaysian ringgit 12,017 295 47.7

    Pakistan rupee 58 3 0.2

    Total 25,212 314 100.0

ISLAMIC BONDS                                                            JULY 2006 – JULY 2007 

Manager or Group Amt US$ m Iss. %

1 CIMB 4,353 71 17.3

2 Malaysian Government bond 3,503 4 13.9

3 Barclays Capital 3,353 6 13.3

4 Dubai Islamic Bank 2,068 4 8.2

5 HSBC 2,015 26 8.0

6 AmInvestment Bank 1,464 55 5.8

7 Deutsche Bank 967 16 3.8

8 Abu Dhabi Investment 843 1 3.3

9 Credit Suisse 843 1 3.3

10 Citi 726 3 2.9

11 Standard Chartered 678 30 2.7

12 BNP Paribas 650 1 2.6

13 Goldman Sachs & Co 624 1 2.5

14 RHB Investment 467 82 1.9

15 Aseambankers Malaysia 382 20 1.5

16 UBS 350 2 1.4

17 United Overseas Bank 317 39 1.3

18 Lehman Brothers 299 1 1.2

19 Cagamas 217 7 0.9

20 Emirates Bank International 175 1 0.7

Total 25,212 314 100.0

ISLAMIC BONDS BY COUNTRY                                     JULY 2006 – JULY 2007 

Amt US$ m Iss. %

    Malaysia 13,067 297 51.8

    UAE 11,119 10 44.1

    Saudi Arabia 668 2 2.6

    Kuwait 300 2 1.2

    Pakistan 58 3 0.2

    Total 25,212 314 100.0

ISLAMIC BONDS                                                  JANUARY 2007 – JULY 2007

Manager or Group Amt US$ m Iss. %

1 CIMB 3,101 38 20.6

2 Malaysian Government bond 1,862 2 12.3

3 Barclays Capital 1,593 4 10.6

4 Deutsche Bank 967 16 6.4

5 Abu Dhabi Investment 843 1 5.6

6 Credit Suisse 843 1 5.6

7 Citi 726 3 4.8

8 BNP Paribas 650 1 4.3

9 Goldman Sachs & Co 624 1 4.1

10 HSBC 617 19 4.1

11 AmInvestment Bank 556 34 3.7

12 Standard Chartered Bank 546 14 3.6

13 Aseambankers Malaysia 377 18 2.5

14 Dubai Islamic Bank 308 2 2.0

15 Lehman Brothers 299 1 2.0

16 RHB Investment 218 38 1.4

17 Cagamas 217 7 1.4

18 Emirates Bank International 175 1 1.2

19 Kuwait Finance House 104 7 0.7

20 UBS 100 1 0.7

 Total 15,083 163 100.0

ISLAMIC BONDS BY COUNTRY                           JANUARY 2007 – JULY 2007 

Amt US$ m Iss. %

    Malaysia 7,801 153 51.7

    UAE 6,374 5 42.3

    Saudi Arabia 650 1 4.3

    Kuwait 200 1 1.3

    Pakistan 58 3 0.4

    Total 15,083 163 100.0

For all enquires regarding the above information, please contact:

Catherine Chu

Email: Catherine.Chu@Hk.Dealogic.com
Phone: +852 2804 1223; Fax: +852 2529 4377
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