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PAKISTAN
Islamic bonds?
The State Bank of Pakistan (SBP) is planning 
to offer Shariah compliant certifi cates 
equivalent to a treasury bill. SBP has issued 
a total of Rs1,050 billion (US$17.27 billion) 
worth of treasury bills, but has never issued 
an Islamic certifi cate.

The new product, called Baitul Maal 
certifi cates, will comply with the restrictions 
on Islamic investment products. Shamsad 

Akhtar, governor of SBP, commented: “Islamic 
banks in future can invest in a government 
security that will give them a yield.” She 
also added that the structure of the new 
certifi cates was currently being confi rmed by 
the fi nance ministry. 

Pakistan has given licenses for the establish-
ment of six Islamic banks, with the Emirates 
Global Islamic Bank being the latest. 

SINGAPORE
KFH’s shopping spree
Kuwait Finance House Malaysia (KFHM)’s 
private equity division has signed a joint 
venture agreement with Singapore’s Pacifi c 
Healthcare Holdings (PHH). Main Board-listed 
PHH will hold 40%, with the remaining 60% 
being held by KFHM. 

The joint venture will witness KFH and PHH 
investing SG$32 million (US$20.85 million) 
in cash or via an injection of synergistic 
businesses to establish new medical centers 
in the region. Aliph Pacifi c will act as the 
investment vehicle for the Asian healthcare 
business expansion in the venture. 

Managing director of KFHM, K. Salman 
Younis, elucidated: “With the growing demand 
for good specialized healthcare, our strategic 
partnership with Pacifi c Healthcare is an 
important step towards enhancing this sector 
in the region. Kuwait Finance House has the 

expertise in Islamic banking and fi nance, as 
well as our experience of healthcare ventures 
in Kuwait and India. We are therefore able 
to complement the technical know-how and 
premier quality healthcare services that 
Pacifi c Healthcare provides to consumers.” 

KFHM has targeted PHH as an ideal strategic 
partner, modeling its prospective healthcare 
facilities on PHH’s Singapore operations. The 
joint venture will provide integrated and multi-
disciplinary specialist healthcare, including 
dermatology, dentistry, women’s healthcare 
and diagnostic imaging. The alliance also 
plans to offer hospital management and 
consultancy. 

It is believed that several more Singaporean 
deals are in the offi ng for KFH, which are yet 
to be fi nalized. 

SAUDI ARABIA
Goldman wants a stake
Goldman Sachs’ acquisition of a stake in NCB 
Capital – a unit of National Commercial Bank 
– will be completed in the coming months. 

NCB Capital is set to invest US$1.3 billion this 
year in private equity and real estate funds 
encompassing Saudi Arabia and the GCC.

UAE (Dubai)
New Sukuk from DIB
Dubai Islamic Bank (DIB) has appointed Citi-
group, Barclays Capital and Standard Char-
tered Bank to manage its yet to be launched 
inaugural US$ denominated Sukuk. 

The Sukuk certifi cates will be offered outside 
the US and are scheduled to list in Dubai and 
London. 



Page 2

www.islamicfi nancenews.com

16th February 2007 ©

Islamic Finance news
Advisory Board:

Mr Daud Abdullah (David Vicary)
Managing Director 

Hong Leong Islamic Bank

Dr Mohd Daud Bakar
Chief Executive Offi cer  

International Institute of Islamic Finance

Prof Dr Mohd Masum Billah
Associate Professor 

International Islamic University of 
Malaysia

Dr Humayon Dar
Managing Director

Dar Al Istithmar 

Mr Badlisyah Abdul Ghani
Chief Executive Offi cer  

 CIMB Islamic 

Ms Baljeet Kaur Grewal
Chief Economist  

Kuwait Finance House 

Mr Sohail Jaffer
Partner & Chief Executive Offi cer

FWU Group

Dr Monzer Kahf 
Consultant/Trainer/Lecturer

Private Practice

Mr Mohd Ridza bin Mohammed 
Abdullah

Managing Partner
Mohamed Ridza & Co 

Prof Bala Shanmugam
Director of Banking & Finance 
Monash University Malaysia

Mr Muhammad Nejatullah Siddiqi
Author, Scholar, Speaker, Trainer

Mr Rushdi Siddiqui
Global Director

Dow Jones Islamic Indexes

Mr Dawood Taylor
Head of Takaful Taawuni Division

Bank Aljazira

Mr Abdulkader Thomas
President & Chief Executive Offi cer 

SHAPE –  Financial Corp.

Mr Paul Wouters
Of Counsel

Bener Law Offi ce

Prof Rodney Wilson
Director 

Durham University Islamic Finance 
Program

Mr Sohail Zubairi
Vice President & Head Shariah

Coordination 
Dubai Islamic Bank

NEWS BRIEFS

KUWAIT
NBK jumps on the bandwagon
The National Bank of Kuwait (NBK) has launched its fi rst Shariah compliant Islamic money 
market fund. Named the Watani KD Money Market Fund (WMMF), and denominated in Kuwaiti 
dinar, the fund is the fi rst of its kind in Kuwait. 

WMMF is an open-ended fund offering investors weekly liquidity. The fund also invests in Shariah 
compliant short and medium-term money market instruments at a capital of KD50–500 million 
(US$172.9 million to US$1.72 billion). 

An independent Shariah board will provide oversight on the fund’s legal documents, structural 
and investment processes. Salah Al-Fulaij, NBK’s general manager of investment services and 
treasury group said: “The fund appeals to clients with a preference to this kind of investment. 
And because it is liquid, it is low risk.” Al-Fulaij also added that investment in the fund is open to 
both citizens and foreigners with no restrictions on nationality, subject to a minimum investment 
of KD25,000 (US$86,481).

NBK is currently awaiting licensing from the Central Bank to establish an Islamic arm. 

UAE (Dubai)
Lawyers advise on Dubai debt
Clifford Chance and Linklaters have advised Dubai Holding Commercial Operations Group in 
Dubai’s largest debt issuance program, worth US$5 billion. The program was also the fi rst to be 
exclusively listed on the Dubai International Financial Exchange (DIFX).

The notes were simultaneously issued in US$, euros and GBP by the holding group. Linklaters 
acted as adviser to JP Morgan, while HSBC played the role of book-runner and arranger in the 
deal. Maples & Calder acted for the Cayman Islands incorporated special purpose vehicle. 

Jane Brown, Linkaters London capital markets partner commented: “This is the largest 
corporate listing to date on the DIFX, which was set up in 2005. The DIFX has already listed 
several Sukuk bonds, but the listing of this issue shows that it is also an excellent platform for 
listing conventional international debt.” 

This program is the fi rst time a Gulf issuer has made a debut issue of notes simultaneously in 
three currencies.

BAHRAIN
Record for Unicorn
Unicorn Investment Bank (UIB) has recorded a 27% rise in earnings from US$52.6 million in 
2005 to US$66.9 million by the end of 2006. 

UIB has signifi cantly strengthened its network and franchise via the opening of an offi ce in the 
Dubai International Financial Center (DIFC) and the acquisition of a 75% stake in Inter Yatirim 
Menkul Dergerler AS, a brokerage and asset management company based in Turkey with offi ces 
in Istanbul and Ankara. The bank has also acquired a 22.2% interest in First Dawood Islamic 
Bank in Pakistan. 

Total assets near doubled in 2006, rising from US$149.4 million at the 31st December 2005 
to US$293.3 million at the 31st December 2006. Shareholders’ equity also almost doubled to 
US$254.1 million, following the bank’s successful round of capital raising in July 2006.

UIB continues to follow a stable growth strategy in building its businesses. The bank also plans 
to offer its clients a fully integrated range of competitive Shariah compliant products and ser-
vices on a global scale. 
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UK
Alburaq hits £100 million
Alburaq, which launched Shariah compliant mortgages in the UK 
in 2004, has approved over £100 million (US$196.2 million) worth 
of mortgage business and expects the market to reach £1 billion 
(US$1.96 billion) come 2009. 

Keith Leach, head of Alburaq at ABC International Bank, comment-
ed: “We are now seeing the UK market developing very quickly. It is 
also noticeable that the nature of our enquiries is changing and less 
explanation is now required about how these products work and the 
focus is now more about how much is the cost.” 

Bristol & West is a partner with Alburaq, contributing its expertise 
and knowledge of the UK mortgage market. 

GCC
GFH looks west
Gulf Finance House (GFH) has created a European Private Equity 
Division to focus on specifi c equity investments across Europe. The 
European division will run simultaneously with GFH’s existing MENA 
Private Equity division. 

GFH’s European Private Equity division will be headed by Joe 
McGrane, who was previously managing director of the Royal Bank 
of Scotland Development Capital, and has also held senior positions 
in 3i and Charterhouse Development Capital. 

The division’s establishment will increase GFH’s global reach 
through a combination of entrepreneurial origination and specifi c 
management expertise. (See Moves section on page 23.) 

MALAYSIA
RHB latest
With confusion mounting in the Rashid Hussain (RHB) bid, the only con-
stant is Kuwait Finance House (KFH)’s offer of RM2.16 billion (US$570 
million) for a 33% stake in RHB. EON Capital emerged as a new bidder 
last week at RM6.33 billion (US$1.81 billion). 

K. Salman Younis, managing director of KFH Malaysia, affi rmed: “The 
offer is fair, there are no plans, we don’t want to go into a bidding war. 
We’re doing a due diligence on Rashid Hussain now.”

Although talks have arisen regarding an increase in KFH’s bid to 
RM2 (US$0.57) for shares and loan stocks, and more than RM4.80 
(US$1.37) per share for RHB Capital, nothing has been confi rmed. 

In related news, RHB has expressed plans to raise RM3.89 billion 
(US$1.11 billion) from the sale of its subsidiary to pay maturing debt. 
The move is expected to increase effi ciency in its group structure. 
Shareholders of RHB, including the Employers Provident Fund (EPF) 
and Utama Banking Group (UBG) will have direct ownership of RHB 
Capital.
 
RHB however, has assured bidder EON Capital that its debt repayment 
plan will not affect EON’s offer. 

SYRIA
Destination, Syria
The Syrian government has introduced new laws to encourage for-
eign investments and establish an investment authority. 

The laws are expected to boost investments in the agriculture, in-
dustry, land, transportation, telecommunication, environment, elec-
tricity and mining sectors. The government has unveiled a major ini-
tiative aimed at attracting more foreign direct investments, allowing 
100% foreign ownership of businesses and companies, repatriation 
of profi ts and incentives for selected industries.

In relation to Bahrain, the Syrian government has expressed its 
enthusiasm to replicate the country’s Islamic banking and Takaful 
models, as Syria has great market potential in these areas.

SAUDI ARABIA
Sukuk boost
Dar Al Arkan Real Estate Company may increase the size of its US$425 
million Sukuk – opened for sale earlier in February – due to overwhelm-
ing international demand. 

It is thought that the three-year Sukuk might reach US$550 million, 
charting a 30% expansion. 

KUWAIT
More funds to come
Amwal International Investing Company will establish three Islamic 
investment funds in 2007. The funds will target both Kuwaiti and 
Gulf fi nancial markets. 

The company’s fi rst fund will be launched in March, with a minimum 
capital of KD5 million (US$17.2 million) to KD50 million (US$170.2 
million). 

The company, which was established in 2006 with a capital of KD15 
million (US$51.88 million), has revealed that it will soon be unveil-
ing a new fi rst of its kind service in Kuwait.
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QATAR
Doha’s generous distribution
Doha Bank has proposed a 5% dividend distribution to its shareholders for 2006. This 
move is in line with the bank’s intentions to fi nance its local and international expan-
sions via consolidation of its reserves. 

Doha charted profi ts of QR744 million (US$204.3 million) in 2006, with a 33% growth. 
The bank’s key performance ratio is still consistently the best in Qatar, at QR5.96 
(US$1.63) earnings per share, 4% on average for return on assets and return on aver-
age equity at 32%. 

Sheikh Fahad bin Mohammed bin Jabor Al Thani, chairman, explained: “Internationally, 
the bank has expanded its presence with offi ces in Turkey, Japan and Singapore, which 
should lay the foundation for strong business growth in coming years. The bank’s Dubai 
representative offi ce is being upgraded to fully fl edged branch and will start functioning 
very soon. The new SBUs of Doha Bank established during previous two years, Bancas-
surance and Islamic banking have matured in very short span of time and has started 
contributing.” 

The bank’s 10 year US$1 billion euro medium-term note program was over-subscribed, 
increasing the bank’s lending capacity. Doha Bank’s Islamic lending witnessed strong 
growth in 2006, increasing to QR1.056 billion (US$290 million) with customer deposits 
touching QR851 million (US$233.7 million). 

MALAYSIA
Real Rewards for women
In a bid to increase its deposits to RM50 million (US$14.3 million), Bank Islam Malaysia 
has launched the Pewani RealRewards program. Pewani, the bank’s women’s savings ac-
count, is expected to double its account holders through this newly launched scheme. 

The Pewani account has a customer base of 5,600 since its inception in 1999, account-
ing for RM25 million (US$7.15 million) in the bank’s deposits. Via the agreement, Elec-
tronic Commerce Technology will provide Bank Islam with customer relationship manage-
ment (CRM) and database marketing services. Bank Islam will also market its products 
to RealRewards’ 2.6 million household membership base via Electronic Commerce. 

Faizah Khairudin, general manager for consumer banking, said Bank Islam would roll out 
the customer loyalty programs in stages, for full implementation by the middle of 2007. 
Faizah also added that the bank initiated the program in response to increasing Islamic 
banking products and the entrance of foreign banks into the market.

The Pewani savings account offers profi t return and sharing ratio of 60:40, with the ac-
count holder receiving 80% of returns from Bank Islam’s investments of their capital. 
Eligible account holders will receive Takaful coverage under the Hawa plan, which covers 
female-related cancers and a complimentary annual cancer examination.

Women who open Pewani savings accounts with a minimum deposit of RM1000 
(US$286) and existing customers who maintain an average monthly balance of RM1000 
(US$286) will earn reward points to be credited into their RealRewards accounts.

BRUNEI
Back MMEs through Islamic fi nance
Brunei’s banking sector has been urged to boost its efforts in accommodating micro and 
medium-sized enterprises (MMEs) through the provision of better services. 

Salma Abdul Latif, director of University Brunei Darussalam’s Center for Islamic Banking, 
Finance and Management was quoted as saying: “98% of total business establishments 
are MMEs, providing 92% of employment in the private sector, business activities which 
need to be highlighted and supported. There needs to be a synergy between the govern-
ment and MMEs to develop this sector, as this can become a big contributor to Brunei’s 
economy.”

Salma also described Islamic fi nancial instruments as an apt tool to materialize the 
MME bid, emphasizing that these types of enterprises can contribute to the country’s 
economy and help alleviate poverty. 
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GCC
Invest in infrastructure
Increased oil revenue has created investment opportunities in the 
Gulf property market, according to the works and housing minister.

Minister Fahmi Al Jowder attested: “Tremendous development 
in traditional and Islamic fi nance is continuing and banks are 
producing more and more sophisticated products. International 
and intra-regional capital fl ows are taking place and foreign direct 
investment is sustaining development in the medium term. The 
opening up of the real estate market to foreign direct investment 
has clearly demonstrated that the region can compete effectively in 
the global market.”

He also stressed the need to provide the right physical infrastructure 
to support national development and maximize potential for 
economic progress. 

There is currently more than US$10 billion worth of new developments 
in the GCC region. 

BIMB Holdings (BHB) is aiming for equal revenue contributions from its 
two major subsidiaries – Bank Islam Malaysia (BIMB) and Takaful Ma-
laysia and other businesses. This is expected to be achieved by 2012. 

BIMB currently contributes 85% of BHB’s total revenue, with Takaful 
Malaysia and other Islamic leasing, investment banking and fund man-
agement businesses contributing the remainder. 

Noorazman A. Aziz, the group managing director, elucidated: “We want 
to achieve 50–50 basis contribution to our revenue within fi ve years 
from BIMB and other businesses. We also want to improve our logistics 
and marketing in a big way.”

BHB, which is currently the largest Takaful operator in Indonesia with 
25 branches, is also looking to expand in the country via the formation 
of strategic alliances. Noorazman expects its Indonesian businesses to 
contribute to 20–25% of total Takaful revenue. 

Noorazman said the group’s Islamic leasing business and securities 
company have potential to grow: “In the rationalization of our securities 
company, we want to expand the activities to cover not only stockbrok-
ing but involvement in the distribution of debt capital market issues, 
equity issues and corporate advisory. However, a lot of work has to be 
done,” he added. 

At BHB’s recent extraordinary general meeting, the group’s sharehold-
ers voted to renew the authority given to directors to issue and allot 
shares to be issued for two corporate exercises – the rights issue of 
309.938 million shares and the acquisition of the remaining 49% of 
BIMB Securities from Permodalan Nasional. 

MALAYSIA
Equal revenue, please

BRUNEI
Let’s talk about Forex
Bank Islam Brunei Darussalam (BIBD) has hosted a presentation on 
foreign exchange to further promote Islamic banking in the nation. 

Haji Muhammad Syaipuddin, managing director of BIBD, spoke on 
foreign exchange investments via the Internet, related instruments 
and risk-related information on foreign exchange dealings. 

The presentation was attended by prominent BIBD staff and senior 
offi cials from the State Mufti’s offi ce. 

On the same day a group of Islamic scholars from Al-Azhar Ashareef 
Islamic Research Council held a dialogue with Bank Islam Brunei 
Darussalam about the fatwa on permissibility and validity of inter-
national currency exchange/foreign exchange. 

FRANCE
QIB’s redemption
Qatar Islamic Bank (QIB) has successfully redeemed its Bader-5 prop-
erty portfolio in France. The investment fund was launched in 2003, in 
co-operation with asset management company Inovalis. 

According to Professor Abdullatif Al Meer, general manager of the QIB 
Group: “Liquidation results were beyond expectations as distributed 
profi t to customers taking part in that investment amounted to 24% 
in a three-year term, in addition to 15% capital profi t realized upon the 
sale of the portfolio’s properties.” A fi xed cash return of 8% has been  
disbursed every fi nancial quarter since 2003. 

The fund’s capital gains were attributed to an increase in French prop-
erty prices.

MALAYSIA
OCBC’s fi rst
In a bid to enhance its Islamic banking business, OCBC Bank has 
launched its fi rst Shariah compliant equity-linked structured invest-
ment product. The equity-linked RM Structured Investment (ELRSI)’s 
introduction is in tandem with growing market demand. 

The Wakalah-based ELRSI is a three-year, close-ended, medium-risk 
Shariah compliant structured investment product. The product is ex-
pected to tie investments to Islamic money markets such as fi xed 
income instruments and foreign derivative trading activities linked 
to underlying equity assets. 

OCBC will act as investment manager and agent in accepting de-
posits from investing customers. The product is also expected to 
generate optimum returns for customers up to 24% for the entire 

NEWS BRIEFS
tenure of the investment, provided the conditions for profi t accrual are 
fulfi lled. OCBC senior vice-president and head of treasury Gan Kok Kim 
elaborated: “This works out to be 8% [in returns] per annum.” 

This ELRSI increases OCBC’s Shariah based product portfolio to 21 
products. 
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THIS TIME LAST YEAR
The Islamic Development Bank’s board of execu-
tive directors approved US$599 million in loans for a 
number of member countries and Muslim communi-
ties in non-member countries; Saudi Arabia’s com-
mercial bank Arab National Bank launched a Sha-
riah compliant housing fi nance scheme – Al Manzil 
Al Mubarak. Under the new service, customers could 
purchase housing properties and make payments 
in monthly installments over a period of up to 20 
years; AMLAK Finance announced the launch of the 
US$75 million AMLAK First Real Estate Fund, with 
a focus on investing in Dubai’s real estate market 
under Ijarah; MAAKL Mutual in Malaysia targeted its 
fund size to reach US$263.16 million by the end of 

2006; Pakistan’s US$600 million fi rst sovereign Is-
lamic Sukuk issue, which was co-managed by Dubai 
Islamic Bank, received a tremendous response from 
investors with the fl oating rate trust certifi cate being 
oversubscribed by over US$1.2 billion; Abu Dhabi Is-
lamic Bank, in collaboration with the International 
Islamic Bank of Qatar, concluded a US$25 million 
Ijarah deal with the Ministry of Islamic Affairs and Au-
qaf of Qatar to refi nance a 19-storey building owned 
by Al Auqaf; Mohd Willieudin Lim bin Johan Lim joined 
CIMB as an associate director in the CIMB Islamic 
department; Dubai Islamic Insurance and Reinsur-
ance Company announced an increase in net profi ts 
for 2005 by more than 7000% to US$2.35 million.

NEWS BRIEFS
RATINGS NEWS

MALAYSIA
Gas Malaysia in pole position
Malaysian Rating Corporation (MARC) has reaffi rmed Gas Malaysia’s 
RM200 million (US$57.21 million) Murabahah commercial papers/
medium-term notes (CP/MTN) program and RM500 million (US$143 
million) Murabahah medium-term notes (MTN) issuance program at 
MARC-1ID/AA+ID and AA+ID respectively. Both notes have a stable 
outlook. 

Gas Malaysia’s ratings are attributed to the highly regulated industry, 
its strong ownership structure, dominant position in the gas distribution 
business, effi cient operations and strong fi nancial profi le. 

As at October 2006, Gas Malaysia’s revenue hit RM1 billion (US$286 
million), on the back of a steady growth in sales volume. 

BAHRAIN
Kingdom rated
The Islamic International Rating Agency (IIRA) has assigned credit 
ratings to Bahrain’s fi nancial obligations. According to the IIRA, 
Bahrain’s government fi nances showed a healthy surplus of 7.6% in 
2005, and a healthy GDP at 11%. 

IIRA assigned ratings of A+ for medium to long-term foreign currency 
debt, A-1 for short-term foreign currency debt, AAA for medium to 
long-term national scale and A-1+ for short-term national scale. All 
ratings possess a stable outlook. 

The IIRA predicts a fi nancial surplus of 3.6% in terms of country GDP 
in 2007. Addressing certain key areas, the agency stated: “Bahrain 
faces a number of issues in ensuring continuity in growth. Amongst 
these are a relatively limited resource base compared to peers and 
heavy reliance on the hydrocarbon sector for revenues, which are 
sensitive to fl uctuations in international oil prices.” 

IIRA will continue to monitor oil prices in the international market, 
which could affect Bahrain’s current standing. MALAYSIA

Highline has no impact
Hubline’s proposed acquisition of a 5.23% stake in Highline shipping 
will not affect its Islamic bond ratings. Hubline currently carries long 
and short-term ratings of A2 and P1, respectively, for its RM150 
million (US$42.9 million) Murabahah commercial papers/medium 
term notes (CP/MTN) and RM70 million (US$20 million) Bai Bithaman 
Ajil Islamic bonds for 2005–2012. 

Hubline announced its intentions to acquire Highline, the dry-bulk 
cargo shipping and heavy equipment specialist, on 31st January 
2007. Highline’s fi nancial score sheet has chartered steady growth 
with RM110.51 million (US$31.6 million) in revenue as at the 30th 
September 2006. The company’s pre-tax operating profi t was 
recorded at 36%, with RM26.53 million (US$7.59 million) in debt and 
a gearing ratio of 0.28 times. 

Rating Agency Malaysia (RAM) is in favor of the acquisition due to 
Highline’s established 17-year track record and fairly healthy fi nancial 
profi le.

MALAYSIA
RH Capital reaffi rmed
Rating Agency Malaysia (RAM) has reaffi rmed the ratings on RH 
Capital’s RM85 million (US$24.3 million) Sukuk Ijarah and RM50 
million (US$14.3 million) Sukuk Ijarah commercial paper/medium 
term notes (CP/MTN) program. The CP/MTN rating is backed by OCBC 
Bank’s Sukuk put option to all holders of the Sukuk Ijarah CP/MTNs. 
OCBC is rated AA1/P1 with a stable outlook. 

RH Capital is a special purpose company incorporated as the fi nancing 
vehicle for an Islamic sale-and-lease-back transaction backed by oil 
palm plantation assets. Tiong Toh Siong Holdings owns 100% of RH 
Capital. 

For the fi rst year of issuance, Ijarah payments received by RH Capital 
amounted to RM8.35 million (US$2.38 million). The group’s fi ve 
lessees, comprising operators of three oil palm estates and two oil 
palm mills, are expected to meet the minimum fi nance service cover 
ratio of 1.25 times. 
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Malaysia saw its highest number of mergers and 
acquisition (M&A) deals last year, whether by number, 
scale or breadth. These deals were estimated to have a 
total value of RM82 billion (US$23.4 billion). Among the 
largest were: (1) the proposed RM31.4 billion (US$8.98 
billion) mega-merger of plantation companies under 
Permodalan Nasional (PNB); (2) MMC Corporation’s 
proposed RM9.3 billion (US$2.66 billion) privatization of 
Malakoff; (3) Daikin’s completed RM7.6 billion (US$2.1 
billion) takeover of OYL; (4) Bumiputra Commerce 
Holdings (BCHB)’s completed RM6.7 billion (US$1.91 
billion) merger with Southern Bank (SBB); and (5) IJM’s 
proposed RM1.6 billion (US$457 million) merger with 
Road Builder (M) Holdings (RBH). 

“Clearly, the companies involved in the M&A and privatization 
exercises have spanned across a wide spectrum of industries, ranging 
from plantation, utilities, manufacturing, banking, to construction,” 
commented Andy Ong, head of HLG Research.

Benefi ts of M&A activities

This slew of M&A activities, and especially the intensity that inundated 
the market in November 2006, has brought life to an otherwise listless 
market and boosted investors’ excitement and sentiments. “More 
important, we also see four key fundamental implications,” added 
Ong:

1. Re-rated and revived
• News of a takeover crystallizes quickly as target companies 

– which may have under-performed for a long period of time 
– see their equity prices surge towards takeover prices. This 
creates new wealth for reinvestment into the market, on the 
assumption that equity allocation remains intact. 

• The re-rating of target companies triggers the rise of prices of 
other stocks which are perceived to be under-valued, on the 
expectation that privatization exercises will replicate.

• The acquiring companies may also see their equity prices rise 
due to a foreseeable benefi t arising from the merger synergies, 
as some of the M&As are undertaken via a combination of 
share swap and cash offer. Further, prices of target companies 
are lifted because of the fair purchase price. There have been 
cases where the share prices of the target companies have 
grown beyond the takeover prices – see PPB Oil Palm, PNB 
plantation companies, Magnum and RBH for examples of 
this. Again, this has resulted in higher trading liquidity, market 
prices and wealth effect.

2. Foreign play
The recent acquisition of AP Land’s retail, offi ce and hotel assets 
(valued at RM680 million (US$194.5 million)) by Macquarie Property 

Global Advisor and the purchase of Ireka’s Westin Hotel by Thai 
TCC Group for RM455 million (US$130 million) shows the renewed 
confi dence of foreign investors in Malaysian commercial assets, which 
have long been overlooked.

3. Open arms
The Central Bank of Malaysia recently adopted more relaxed policies 
and regulations towards foreign participation in the country’s banking 
sector. This immediately impacted upon the equity participation in 
AMMB and AmBank by ANZ. The push for consolidation in the banking 
industry is clearly refl ected in Bank Negara Malaysia’s decision to allow 
simultaneous talks by separate parties regarding bank acquisitions. 

4. Highly capitalized Bursa
The success of these M&As is expected to bring about increased 
capitalization and liquidity to companies listed on Bursa Malaysia. This 
is an important ingredient for the participation of foreign institutional 
investors. The restructuring of government listed corporations (GLCs) 
will get due credit if the PNB plantation merger meets with success. 
More foreign participation can thus be attracted towards yet-to-be-
restructured GLCs as expectations rise for them to transform into 
better managed big cap companies and to gain synergies from the 
mergers. 

Banking prospects

The banking industry saw several milestones in 2006, which was a 
year fi lled with M&A activities. Ong reiterated: “We saw how BCHB and 
SBB completed their merger exercise in the fi rst half of the year. The 
M&A party got more intense when AMMB announced that it is bringing 
in a foreign partner.” This was a result of the relaxed M&A rules by 
Central Bank – a clear intention to strengthen the banking sector in 
the face of liberalization in 2008.

Director and chief economist of Kuwait Finance House (KFH) Baljeet 
Kaur Grewal recommends that we should “stay focused on banking.” 
The banking sector remains robust, with strong capitalization and 
continuous improvement in asset quality in a favorable macroeconomic 
environment. 

1. Sterling performance of Islamic banking
KFH research expects Islamic banking to chart another sterling 
performance – assets have been forecast to reach RM144 billion 
(US$41.18 billion), registering a sturdy 15% annual growth. “The record 
is underpinned by aggressive promotion of Islamic fi nancing services. 
By 2010, the Islamic banking industry is expected to constitute 20% of 
the overall banking and insurance market,” said Baljeet.

Islamic banking assets are estimated at RM117 billion (US$33.4 
billion) as at the 30th June 2006 and accounted for 12% of total 
assets of the banking sector, a steady 5% expansion from the previous 
year. Total deposits meanwhile grew nearly 3% to about RM86 billion 
(US$24.6 billion) and accounted for about 12% of the total deposits in 
the banking sector. 

Malaysia – Banking on Big Deals 
By Nora Salim
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The asset quality of the Islamic banking industry improved signifi cantly, 
with the non-performing loans (NPL) ratio declining to 3.8% as at June 
2006 (end of 2005: 4.8%). The Islamic banking sector also recorded 
strong capitalization with the risk-weighted capital ratio and core capital 
ratio at 15% and 12% respectively (end of 2005: 14.1%, 11.3%).
 
Concurrently, total Islamic fi nancing grew to RM69.8 billion (US$19.97 
billion), up 3.6% from the previous year, and accounted for 15.6% of 
total banking sector loans. This was mainly driven by the increase in 
fi nancing for the purchase of transport vehicles. 

2. Moderation is key
Overall loans growth is expected to soften in 2007, mainly due to 
the lagged impact of higher interest rates. Baljeet explains that the 
implementation of the Ninth Malaysian Plan (9MP) is not expected to 
signifi cantly boost loan growth, mainly because the majority of funds 
are to be raised via the bond market, and the higher risk associated 
with construction loans are expected to limit bank lending to this 
economic segment.

Andy Ong holds a similar opinion about softening in bank loans. “Topline 
numbers would be a balancing act between loan growth versus margin 
compression.” He outlines what he believes will happen in this year: 
“Earnings becoming more volatile, asset quality remaining stable and 
M&A activities staying in the limelight.”

Malaysia can expect a favorable macro economy outlook for 2007 with 
a moderation in GDP growth from 6.0–5.6%. Infl ation is also under 
control, slowing to 2.5–3.0% this year, from 3.6–3.7% last year, subject 
to fuel prices staying at the US$60–65 per barrel. The ringgit is forecast 
to strengthen somewhat to RM3.50–3.55 (US$1.000–1.015).

Choosing the 2007 tune

Andy is positive about the banking sector this year: “We are upgrading 
our sector recommendation to overweight from neutral given the 
positives of M&A catalyst and the improving trading environment. The 
banking sector, which comprises 20% of the KLCI, is too large to be 
ignored.”

Baljeet’s opinion mirrors that of Andy: “M&As are expected to remain 
the key theme this year.” She expects continuous diversifi cation 
into fee-based income activities, namely investment banking/
capital market transactions and wealth management (unit trust and 
bancassurance).

“More innovative fi nancial services products will be offered,” she 
continued. These include Islamic REITs, derivatives, swaps and forward 
contracts.

While bigger banks are expected to capitalize on the existing 
infrastructure to expand into regional markets to capture a greater 
market share, the banking system will continuously support the 
fi nancing needs of small and medium enterprises to fi nance new 
sources of growth.

Malaysia – Banking on Big Deals  (continued...)
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Malaysia is heading towards having one of the world’s 
largest Islamic banks, a concept that has been 
recommended by the Islamic Development Bank (IDB). 
When one considers the developments that have taken 
place in the industry over the past year, it appears that 
this objective of playing host to a mega Islamic bank may 
not be too far away. The latest news on the topic is the 
pending buy-out of Malaysian bank RHB Capital by not 
just one party but three different bidders, two of which 
were foreign interests. The interested parties include a 
Kuwait Finance House-led consortium and EON Capital. 
Hong Kong’s Primus Pacifi c Partners and another 
potential foreign party dropped out of the battle when 
the new suitor EON Capital emerged on the scene. 
 
Whichever party – be it Kuwait Finance 
House, EON Capital or even another new 
suitor, previously unrevealed – ultimately 
wins the hand of the RHB Group, it would 
want to take RHB to the next level of growth. 
After being cleaned of its debt overhang, 
RHB should be ready to face the challenges 
of emerging as a mega bank.

In January CIMB Group revealed its plans to offer full Islamic banking 
services at all of its 383 branches by August this year, up  from 76 
branches. The CIMB that we see today is the result of a merger 
between Bumiputra-Commerce Bank and Southern Bank, which 
was completed last year. In the past few years CIMB had been on an 
acquisition trail, also acquiring Singapore’s GK Goh Securities. This 
banking group, now placed second in the Malaysian banking league, is 
ready to extract synergies from the various parts of this universal bank 
to work together as one. 

The IDB, which was initiated by the phenomenal growth in Islamic 
fi nancial institutions worldwide, laid out a 5-year strategic plan in 
2005. The plan seeks the continuation of growth for Islamic fi nancial 
institutions in three key areas: 

• to increase the share of Islamic fi nancial institutions; 
• to create mega Islamic banks; and 
• to develop the Takaful industry. 

Since its humble beginnings in the 1970s, the Islamic fi nancial 
services industry has experienced a signifi cant growth worldwide. The 
industry has a presence in more than 75 countries, and is forecasted 
to continue registering an average growth of 15% per annum for the 
next decade. Much of its strength and growth comes from the huge 
amount of deposits held by every single Islamic fi nancial institution in 
the world. Currently, more than US$250 billion worth of deposits are 
placed at over 300 different Islamic fi nancial institutions worldwide, 
with another US$200–250 billion being placed with Islamic windows 
of conventional fi nancial institutions. With a positive outlook and the 
correct attitude, the Islamic fi nancial services industry is set to sail for 
success.

The promotion of mega banks by the IDB comes at a most appropriate 
time. Islamic fi nancial institutions are generally small in size compared 
to conventional banks. For example, the largest Islamic bank – Bank 
Melli in Iran – which has total assets of US$2.75 billion, seems very 

small in terms of asset size when compared 
with the largest bank in the world, Barclays 
Bank, which has total assets of US$1.6 
trillion. In fact, there are only four Islamic 
banks that have total assets of over US$2 
billion. This compares poorly with the 
conventional banks, where the top six 
conventional banks have individual total 
assets exceeding US$1 trillion. 

The fact is that small institutions dominate the architecture of Islamic 
banking. However, it is obvious that a small, weak foundation makes 
it diffi cult for these institutions to compete with multinational banks, 
handle large projects, and what is more emerge as successful. Islamic 
banks are therefore required to think big; this is not just limited to size 
as they must also think big regarding the convergence of procedures 
and the harmonization of practices. 

Islamic banks need to have fi nancial strength if they are to remain 
competitive in the present global fi nancial landscape. Amidst the 
changing dynamics of the fi nancial industry, it is time that Islamic 
banks critically evaluate the option of consolidating their resources 
as a means of improving their fi nancial strength and, consequently, 
carrying out cross-border transactions.

At the end of the day, everything boils down to driving down cost, 
which is most likely to happen if banks are large enough to achieve 

Malaysia – Poised for a Mega Islamic bank
By Dr Wan Nursofi za Wan Azmi and Nik Mohd Nazmin Wan Hassan

Top fi ve Islamic banks worldwide by total assets (2005)

Ranking Islamic bank Country Total assets 
(US$000)

Tier one capital 
(US$000)

Pre-tax profi t 
(US$000)

Customer deposit 
(US$000)

Return on assets (%)

1 Bank Melli Iran 27,524 666 538 n/a 1.95

2 Al Rajhi Bank Saudi Arabia 25,377 3,567 1,504 20,250 5.93

3 Bank Mellat Iran 23,529 483 176 21,229 0.67

4 Bank Saderat Iran 21,231 746 470 9,049 2.56

5 Bank Tajerat Iran 18,945 346 97 12,019 0.72

Source: Bankscope & the Bankers 2006

continued...
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economies of scale. Given the size of assets of Islamic banks, a 
paradigm shift in the current business model may be an alternative. 
This may demand a strategy of mergers and strategic alliances, as 
well as back-offi ce outsourcing. 

Another important challenge facing Islamic fi nancial institutions is 
sustaining current market valuations. According to a recent analysis 
by McKinsey & Co, about 60% of the current market value of Islamic 
banks is derived based on future performance expectations. In terms 
of performance, Islamic banks have recorded very impressive returns 
on assets (ROA), when compared to their larger counterparts. For 
example, Barclays Bank’s ROA was only 0.57, whilst Bank Al-Rajhi 
delivered an impressive 5.93% ROA and Bank Melli and Bank Saderat 
posted an ROA of 1.95% and 2.56% respectively. 

The issue is not about how impressive the fi nancial performance 
of the banks is. Rather, it is about how Islamic banks can sustain 
their fi nancial performance thus far and move forward to take further 
advantage of the opportunities that they themselves have created 
through their efforts over the past three decades.

Industry observers will agree that most of the successes enjoyed 
by Islamic banks today are the result of regulatory advantages and 
the industry’s unique value proposition. However, as the Malaysian 
government opens up the market to new players in the Islamic 
fi nancial services industry, this superfi cial competitive advantage 
will slowly erode as multinational players such HSBC and Citigroup 
understand the potential of Islamic banking and, armed with their 
expertise, come into the market in full force, offering products and 
services with their superior marketing and service quality skills to 
customers. 

Islamic banking customers are rational economic agents. Their 
decision to patronize Islamic banks is not confi ned to religious 
motives, but is also linked to profi ts and returns on their investment. 
However, many Islamic banks believe their credibility as providers of 
Shariah compliant products to be suffi cient. For them, it is enough 
just to offer fi nancial services that adhere to Shariah principles. 

With more and bigger players entering the industry and offering 
similar products, Shariah compliant products will become less and 
less differentiated. As competition from conventional banks offering 
Shariah compliant products mounts and services are offered at a 
decreasing cost, Islamic banks need to re-examine their branding 
position. Islamic banks should no longer be comfortable and solely 
dependent on their current branding as providers of Islamic fi nancial 
services. They need to fi nd new ways to brand their products so as to 
create the perception of “uniqueness,” and having the most Islamic 
credibility compared to their counterparts. The changing fi nancial 
landscape facing the Islamic fi nancial industry will ultimately force 
Islamic banks to create a distinctive advantage over their rivals.

Malaysia – Poised for a Mega Islamic bank (continued...)
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Trade fi nance facilities help to resolve payment issues 
in international trade where the buyer and the seller are 
unfamiliar with each other’s fi nancial standing and credit 
rating. The seller (exporter) will be concerned with the 
payment ability of the buyer (importer), while the buyer 
will be concerned about the delivery ability of the seller. 
The usage of a letter of credit (LC) will help to resolve the 
concerns of both parties. Outlined below is the structure 
of a LC.

1. After signing a sales contract with an exporter, the importer will 
approach a bank (the issuing bank) to apply for the LC. 

2. Upon approving the request, the issuing bank will forward the 
LC to the exporter’s bank (the advising bank). 

3. The advising bank will inform the seller regarding the LC. 
4. The seller then ships the goods to the buyer.
5. The seller then presents the relevant documents to the advising 

bank to collect payment. 
6. The advising bank then forwards the relevant documents to 

the issuing bank for reimbursement. 
7. Finally, the issuing bank will present the relevant documents to 

the buyer and secures the settlement of the LC. 

Islamic trade fi nance instruments

Islamic banks could structure a LC using various instruments. Almost 
all Islamic banks use the Wakalah and the Murabahah LC. In a Wakalah 
LC, the bank acts as the agent of the customer (importer). Below are 
the procedures in a Wakalah LC:

1. A customer requests the bank to open a LC. 
2. A customer deposits the full amount of the price of the imported 

goods. 
3. The bank opens the LC and pays the advising/negotiating bank 

using the customer’s deposit. 
4. The bank releases the import documents. 
5. The bank charges fee/commission – Ujrah. 

In a Murabahah LC, the bank buys the goods for the customer using 
its fund and sells it to the customer at a mark-up. Below are the 
procedures in a Murabahah LC:

1. A customer requests the bank to open a LC. 
2. The bank opens the LC and pays the advising/negotiating bank 

using its own funds. 

3. The bank sells the imported goods to the customer and the 
sale price is the cost plus the profi t margin.

4. The bank releases the import documents.

In addition, a few banks (Bank Islam Malaysia and HSBC Saudi 
SABB) have also introduced a Musharakah LC, using the following 
procedure: 

1. A customer requests the bank to open a LC. 
2. A customer deposits his share of the price of the imported 

goods.
3. The bank opens the LC and pays the advising/negotiating 

bank using the customer’s deposit and the bank’s own share 
of fi nancing.

4. The bank releases the import documents. 
5. The customer takes possession of the goods and disposes of 

them. 
6. The bank and the customer share the profi t. 

Besides the LC, Islamic banks also offer shipping guarantees and a 
letter of guarantee (LG) based on the concept of Kafalah. A shipping 
guarantee is used in replacement of the bill of lading (BOL) to expedite 
the claiming of goods from the port’s warehouse. In a shipping 
guarantee, the bank countersigns the indemnity provided by the 
customer to the shipping company, if any liability arises as a result 
of releasing the goods to the customer without the BOL. On the other 
hand, LG is a form of a general guarantee where the bank undertakes 
to pay the benefi ciary an agreed sum if the customer fails to fulfi ll his/
her obligations under the terms and conditions of the contract with the 
benefi ciary. Islamic banks will earn revenue in the form of fee under 
both instruments.

Recent developments in the market

The most recent development in Islamic trade fi nance was the 
establishment of the International Islamic Trade Finance Corporation 
(ITFC) in Jeddah by the Islamic Development Bank (IDB) in 2006, 
aimed at boosting trade among its 56 member countries. ITFC is 
an independent entity that will take over all previous trade fi nance 
operation at the IDB – the Import Trade Financing Operation (ITFO), 
the Export Financing Scheme (EFS) and the BADEA export fi nancing 
scheme (BEFS). IDB has conducted trade fi nancing for almost 30 
years with an accumulated trade operation of US$28 billion. It aims to 
achieve 20% of the intra-OIC trade by the year 2015. 

ITFO provides import fi nancing to help a member country to pay for 
the import of goods from another member country via the Murabahah 
model. For example, ITFO would buy the goods from the exporter in 
Malaysia and sell them at a mark-up to the importer in Eygpt. The 
fi nancing under ITFO could be extended directly by the IDB or it 
could be arranged through line agents – local fi nancial institutions 
– to provide fi nancing for small and medium-sized enterprises. On the 
other hand, EFS aims to promote export from member countries. EFS 
provides export fi nancing via the Murabahah and Istisnah models (for 
manufactured goods). Under the Istisnah model, the manufacturer 
(exporter) agrees to provide the importer (either a member or a non-
member of IDB) with goods after they have been manufactured. EFS 

Islamic Trade Finance — From Jeddah to Russia
By Shabnam Mohamad Mokhtar
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will facilitate the fi nancing via a back-to-back Istisnah. The parties 
seeking the fi nancing arrangement differentiate import fi nancing from 
export fi nancing. In export fi nancing, the exporter will approach the 
bank to provide fi nancing to the importer, while in import fi nancing, the 
importer approaches the bank for fi nancing. Finally, BEFS fi nancing 
was specifi cally set up to promote African–Arab trade. Under this 
scheme, Arab exporters could apply for export fi nancing for their 
African importer. With the establishment of ITFC, all the trade fi nance 
operations (ITFO, EFS and BEFS) will fall under the management of 
ITFC. 

Hani Salem Sonbol, director of trade fi nance and promotions at IDB, 
said that the IDB has an annual fi nancing plan averaging US$2.5 
billion to promote trade in member countries. It aims to improve the 
role of the private sector through the establishment of the Islamic 
Corporation for Development (ICD). The ICD actively looks at fi nancing 
and investment opportunities in member countries by joining business 
and investment conferences. During the last quarter of 2006, ICD 
joined various business conferences in Algeria, Egypt, Pakistan, 
Azerbaijan and Djibouti. Co-operation between the ITFC and ICD 
could help to foster more trade and development among IDB member 
countries. Bai Matarr Drammeh, president of the Gambia Chamber of 
Commerce and Industry (GCCI), reminded the business community to 
take advantage of the IDB initiative as the bank deals not only with the 
public sector but also with the private sector in its member countries.

In May 2006, Bosna Bank International (BBI) was established as the 
fi rst bank in Bosnia and Herzegovina to operate under the principles of 
Islamic banking. The bank provides both retail and corporate banking 
products. It is the only bank in Bosnia and Herzegovina to offer Islamic 
trade fi nance. Besides the establishment of ITFC and BBI, 2006 also 
witnessed the UK-based global trade fi nance group CCH International, 
through its German subsidiary CCH Europe GmbH, arrange a US$30 
million Islamic export fi nance facility for Basaran Gida Ticaret ve 
Turism Isletmeleri, Turkey’s largest hazelnut exporter, in April 2006. In 
September, CCH Europe arranged a US$20 million Murabahah facility 
for Globexbank in Moscow, fi nanced by a GCC-based Islamic bank. 
CCH Europe acted as the agent for the GCC-based Islamic bank and is 
the benefi ciary under a standby letter of credit issued by Globexbank. 

Russia, with a Muslim population of more than 30 million, successfully 
became an observer member of the OIC in 2005 and is keen to 
become an observer member of the IDB. Since Russia is an emerging 
trade partner with many IDB member countries, bankers in Russia 
highlight enormous potential for Islamic fi nance, especially for Islamic 
trade fi nance. Some small trade fi nance deals, such as importing 
palm oil from Malaysia and prawns from Bangladesh, have already 
been fi nanced using Islamic fi nance instruments in the past. However, 
before further leveraging on the Islamic fi nance industry, the Russian 
Central Bank set up an Islamic fi nance advisory committee in early 
2006 to familiarize itself with Islamic banking and fi nance. 

Future scope

Globalization and fi nancial liberalization have spurred growth in 
international trade. Producers must consider expanding and tapping 
the global market in order to stay ahead in the ever-competitive world 

of business. The establishment of ITFC and ICD may open up new 
areas of trading and a broader market for Islamic trade fi nance. The 
emerging Russian market is only one example of what the future holds 
for the growth of the Islamic trade fi nance market. The providers of 
Islamic trade fi nance instruments must actively analyze patterns of 
trade growth around the globe to seek new opportunities. If the banks 
are able to locate new markets that have trade synergy with IDB 
member countries, they will take a bigger slice of the Islamic trade 
fi nance cake.

Islamic Trade Finance — From Jeddah to Russia  (continued...)
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The global fi nancial services industry is witnessing a 
rapid rise in demand for Islamic banking services. This 
demand has essentially been fueled by the need of 
Muslims the world over to ensure that their fi nancial and 
economic dealings are in accordance with the principles 
of Shariah. The growing Islamic banking infrastructure, 
an answer to this demand, is comprised of various 
critical stakeholders, namely Shariah scholars, fi nancial 
institutions and the consumer. 

In Pakistan, the Islamic banking movement has had a chequered 
history, with initial noble intentions but an ineffective execution, 
resulting in the dilution of the credibility of this model and further 
compounded misunderstanding of its essence in the minds of the 
public. Renewed efforts, supported by extensive global success, have 
resulted in a new premise with its own regulatory mechanism, track 
record and in-built initiatives that seek to illustrate Islamic banking’s 
real difference from the conventional interest-based system. This 
infrastructure’s success is noteworthy, with a tremendous growth 
in assets, a rapidly mushrooming customer base, and the prolifi c 
examples of leading banks (both local and foreign) offering their own 
Islamic banking windows, all to a demanding and discerning market. 
 
Islamic fundamentals

Islamic banking and fi nance is based on the laws of contract in Islam, 
as laid down in Islamic Fiqh; the transactions and products offered by 
most Islamic banks today are built around the various tenets of these 
laws. This fundamental basis is inexorably linked to two important 
and illuminating facts which will be elaborated upon below: fi rst the 
historical paradigm of Islamic fi nance; and secondly how it stands in 
comparison to conventional banking.

Present-day Islamic fi nance contains nothing new in its essence 
and fundamentals. The basis of the infrastructure and approach is 
Islamic law, as detailed in the Quran and the authentic hadith of the 
Messenger, both sources forming the basis for the scholarly consensus 
of the Ummah over the centuries. Such sources have not changed and 
their immutability is unquestionable to both Muslims and educated 
non-Muslims alike.

Historically speaking, one may ponder as to what was the modus 
operandi of Muslims in the past in carrying out their fi nancial 
transactions. Pioneering Muslim progress in social infrastructure, 
engineering, science, medicine, trade and exploration (which was 
the basis of the European Renaissance), represented a thriving 
civilization that was a hallmark of Islamic values and human progress. 
In this dynamic setting, how was all this activity funded, transacted, 
documented, maintained and controlled? By basic fi nancial 
transactions and structures in line with the Shariah. Fast forward 
to the present, and what we have are the core fi nancial transaction 
needs that are inherently the same, just more complex. In this present 
setting the practice is also similar, just packaged a little differently.

Unfortunately, the rise and proliferation of the present interest-based 
system was synchronous with the decline and subjugation of the 
Muslim world. As a result, the wealth of Islamic knowledge, guidelines 
and processes were not only unused, but also largely forgotten. As 
this chronic absence of awareness and implementation set in, various 
misinformed notions about Islamic fi nance gained currency and 
replaced sound Shariah principles in the general understanding of the 
Ummah.

Secondly, looking at modern fi nancial transactions, many question 
whether Islamic fi nance differs meaningfully from conventional 
fi nance. Outwardly – in form and packaging – many structures do 
bear a similarity in various respects. Again, the present-day operating 
environment is a conventional one, from market structuring and 
dynamics to rating benchmarks and the circulation of money, to 
regulatory controls. However, the way these options function with 
respect to core defi ning parameters is very different. Many things look 
the same, but are in essence different. 

Essential differences

We begin with basic principles. Conventional fi nance is interest-based 
money lending, while Islamic fi nance operates like a trade house. 
What allows this difference? Two core principles lie at the center: the 
elimination of riba and gharar. Any Islamic transaction needs to assess 
these two things fi rst and foremost. The Quran clearly mentions riba 
in a number of places, expressing a very strong view against people 
who indulge in it. Any misgivings as to the relevance of these divine 
regulations on the commercial interest prevalent today are completely 
baseless, as they are categorically the same through and through 
now as in the past. Only the methodology has evolved into a more 
complex form. Interest has always been present and has always been 
prohibited in the Quran.

Islamic rulings covering loans (qard), as opposed to investment 
transactions, are different. The authentic defi nition from the hadith 
leaves no room for ambiguity: “every loan that draws a gain is riba.” 
However, an “investment” is different, as it is covered under the 
trading ayat: when you invest with an Islamic bank your funds are used 
essentially to trade.

Money/Commodity
Keeping in mind the above defi nition, one can now examine in greater 
depth the time value of money and the workings of present-day 
Islamic banks. In order to do this we must look at the differences in 

The Time Value of Money
By Najmul Hassan

continued...

“Conventional fi nance is 
interest-based money lending, 
while Islamic fi nance operates 
like a trade house”
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the ways in which modern capitalist theory (the basis of interest-based 
banking) views “Money” and “Commodity” compared to the principles 
as defi ned by Islam.

According to modern capitalist theory, there is no difference between 
money and commodity insofar as commercial transactions are 
concerned. According to the proponents of this theory, both are treated 
at par and can be sold at whatever price the parties agree upon. For 
them, selling US$100 for US$110, or renting US$100 for a monthly 
rental of US$10 is the same as selling a bag of rice costing US$100 for 
US$110 or renting a fi xed asset costing US$100 for a monthly rental 
of US$10.

Islamic principles do not agree with the above-mentioned concept due 
to the fact that money and commodity have different characteristics. 
For instance: (a) Money has no intrinsic value, but is only a measure 
of value or a medium of exchange. It is not capable of fulfi ling human 
needs by itself until and unless it is converted into a commodity, while 
on the other hand a commodity can be used to fulfi l human needs 
directly. (b) Commodities can be of different quality, while money has no 
differential quality in the sense that a new note of US$1000 is exactly 
equal in value and quality to an old note of US$1000. (c) Commodities 
are transacted or sold by pinpointing the commodity in question or 
at least by giving certain specifi cations. Money, however, cannot be 
pinpointed in a transaction of exchange. Even if it is pinpointed it would 
be of no use since the different denominations of money equaling the 
same amount are exactly the same. 

Keeping in view the above differences, any rational person would be 
compelled to agree that exchanging US$1000 for US$1100 in a spot 
transaction would make no sense since the money in itself has no 
intrinsic utility or specifi ed quality, and thus the excess of amount on 
either side is without consideration. Hence it is not allowed under 
Shariah. The same would hold true if we were to exchange US$1000 
with US$1100 to be delivered after a period of one month, since the 
excess of US$100 would be without any consideration of either any 
utility or quality, but only against time. The same is not true when 
commodities are involved. Since a commodity is known to possess an 
intrinsic value and quality, the owner of such a commodity is allowed 
to sell his commodity at whatever price the buyer and himself mutually 
agree upon, provided the seller does not commit a fraud and subject, 
of course, to the forces of demand and supply. This would hold true 
even if the price that is mutually agreed upon is higher than the 
prevailing market price.

In conclusion, any excess amount charged against deferred payment 
is riba only where money is exchanged for money, since the excess 

charged is against nothing but time. The proof lies in the fact that if the 
debtor fails to repay at the stipulated time, he is charged extra money. 
In contrast, where a commodity is being exchanged for money, the 
seller may take into consideration different factors (like the demand 
and supply situation, quality, utility, special features, etc), including 
the time of deferred payment. It is true that the seller may take the 
factor of time into account in increasing the price of his commodity in 
a credit sale, but the increased price is being fi xed for the commodity 
and not exclusively for time. Nor is the time the exclusive consideration 
in fi xing the price; therefore once the price is fi xed it relates to the 
commodity and not to the time. For the same reason if the purchaser 
fails to pay at the agreed time, the price will remain the same and the 
seller under no circumstances would be allowed to charge more than 
what he actually owes. 

Islamic use of KIBOR?

Keeping in mind the above discussion, the use of the Karachi Interbank 
Offered Rate (KIBOR) as a benchmark by present-day Islamic banks in 
calculating the selling price of their commodities in Murabahah sale 
transactions is not only justifi ed but necessary to remain competitive, 
given the current banking industry dynamics in which Islamic banks 
have a pretty low share in the overall banking industry. 

It must be understood that the use of KIBOR as a benchmark to 
determine profi t is only for indicative purposes and this does not make 
the transaction impermissible if all the conditions of a valid sale are 
fulfi lled. It is quite frequently observed in our daily life that every trader 
– whether a large multinational trading corporation or a roadside store 
– decides on its profi t margin rates based on multiple factors, of which 
a major variable is the competitive environment in which the trader 
operates his business. If a rice trader or a cloth merchant uses KIBOR 
as the basis of adding profi t margins to the cost of his commodities 
and arriving at the price, this would not be tantamount to interest 
or riba and would not make transaction impermissible. It is similar 
when Islamic banks arrive at the selling price of their commodities 
using KIBOR. In contrast, when conventional banks price their loans 
based on KIBOR, it does result in riba since it is an exchange between 
money and money and not a sale transaction in which commodities 
are exchanged with money.

It is questioned in some circles whether Islamic banks could price their 
commodities by applying some other benchmark rate. The rationale 
behind using KIBOR is that the banking environment is dominated by 
conventional banks, which discourages the development of an Islamic 
benchmark rate. However, as more and more Islamic banks come 
into operation, an inter-bank market between Islamic banks will be 
created and a new benchmark for the Islamic banking industry can 
be developed. 

The Time Value of Money (continued...)

Najmul Hassan is the general manager of 
corporate and business development at Meezan 
Bank Pakistan. He has over 30 years’ experience 
in setting up projects and marketing automotive 
products and is chiefl y responsible for using 
Islamic banking products to build the bank’s core 
corporate business. Questions can be forwarded 
to: Azeem.Pirani@meezanbank.com.

“It must be understood that the 
use of KIBOR as a benchmark 
to determine profi t is only for 
indicative purposes and this 
does not make the transaction 
impermissible”
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Ju’alal as futures contract 

There are certain important points about a Ju’alal contract 
that makes it suitable as a derivative instrument. First, it 
is not necessary for the principal to be the owner of the 
property that is affected by the performed task. In this 
case, the performance of the act will benefi t the owner 
but the principal will give the reward. Secondly, it is also 
not necessary for any given person to accept the Ju’alal 
contract, even if the principal names the person, because 
the Ju’alal contract is binding on one party alone. Thirdly, 
the principal can specify one type of reward if a specifi c 
person performs it and another reward if another person 
were to perform it. Finally, the promise or reward is valid 
even if the worker is unknown or unspecifi ed.

Naturally, the Islamic version of the futures market cannot be exactly 
the same as the conventional one. However, the features of the Ju’alal 
contract make it a suitable alternative. A very simple model and 
example is proposed below:

Where a person wants to hedge his risk when he is selling a 
commodity
As in the futures market, there is an exchange or clearing house. The 
clearing house could be the principal, who at the suggestion of the 
agent could offer a reward for a certain task.

For example: Ali is a palm oil farmer who will be harvesting his crop 
in six months. He intends to export his palm oil and wants to fi x his 
price today to hedge his risk. So he suggests to the exchange/clearing 
house that he will deliver three tonnes of palm oil in six months. The 
clearing house accepts and promises a reward to be paid on delivery 
of the palm oil. And thus a Ju’alal contract is formed.

Where a person wants to hedge his risk when he is buying a 
commodity
If a person wants to hedge his risk when he is buying a commodity, the 
exchange/clearing house would be the agent in the Ju’alal contract. 
The principal would be the person buying the commodity. 

For example: Abu is a baker and needs three tonnes of palm oil in 
six months. So he promises a reward to the exchange/clearing house 
to be paid on the delivery of the palm oil. This reward would be the 
prevailing price of the palm oil. And so a Ju’alal contract is formed. 

When there are more players in the market, it will be easy to fi nd a 
counterparty to match the tasks required by the principals. Of course, 
delivery and payment would be regulated in a similar fashion as with the 
settlement of futures contracts. The Ju’alal contract has advantages 
over the Salam contract since both the payment of the price and 
the delivery of the commodity can be delayed. At the same time, 
speculators going in and reversing their position before the delivery of 
the commodity would not be allowed in the above framework.

Therefore, a Ju’alal contract would help to mitigate the previous 
objections against a futures market. First, even though both counter 
values may be non-existent at the time of the contract, this is allowed 
under the Ju’alal contract. Secondly, in a Ju’alal contract, the principal 
is asking for a service to be provided. So the person who provides the 
commodity need not necessarily be the owner of the goods. The third 
objection regarding taking possession of the item prior to resale will 
not be an issue, since the agent will have possession of the goods to 
deliver them to the clearing house. The fourth objection that a futures 
sale is a sale of one debt for another will also not apply, since the 
Ju’alal contract is requesting a service to be undertaken and for a 
price if the service is completed. It is not a debt in return for a debt. 
Finally, there will not be any gambling or gharar involved, because in 
a Ju’alal type of market each participant will truly want to hedge their 
risk and not just speculate to reverse their position before the delivery 
of the commodity or service.

Since Ju’alal is a unilateral contract only binding on the principal, 
there must be mechanisms to resolve non-performance by the 
agent. Furthermore, the example given above dealt solely with the 
commodities futures, and not the fi nancial futures. Further research 
is needed to investigate whether this model can also be used for 
fi nancial derivatives.

Conclusion 

Usage of the Ju’alal contract as a futures contract will ensure hedgers 
have an avenue to minimize their risk. In this model, speculation 
would be at a minimum, if not entirely eliminated, and thereby maysir 
and qimer (gambling) would not exist. In this way, real hedgers could 
fi nd a way to ensure their risks are managed. The Ju’alal market would 
be more fl exible than a Salam market since payment and delivery can 
also be paid at a deferred date.

The Possible Use of the Ju’alal Contract as a Derivative: Part II
By Sherin Kunhibava

Sherin Kunhibava is 
doctoral candidate 
at Monash University 

Malaysia. She can be contacted by e-mail: sherinkunhibava@yahoo.
com.

The fi rst part of this article appeared in last week’s issue of Islamic Finance news.
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Do you agree that the current system of using Special Purpose Entities and ancient contract forms will 
eventually lead to the approval of products that follow the form but violate the substance of the Shariah?

I think it is a ruse to circumvent the Shariah. I also think it is a violation of transparency laws.

DR YAHIA ABDUL-RAHMAN: Founder, Lariba

The remit of Shariah scholars is to read the legal documents governing Islamic fi nancial transactions and ensure they 
conform to their interpretation of Shariah. Legal documents are formal, and indeed form and detail are important if 
gharar – contractual uncertainty – is to be avoided. Therefore form matters and should not be taken lightly.

Some Islamic economists criticize Shariah compliant fi nancial products as lacking substance as they merely mimic their conventional equivalents 
and are not distinctive in fi nancial terms. Indeed they are regarded as involving hila, a device to ensure that the letter of Shariah is observed, 
without much difference in the practice. Although few can deny that it would be preferable to have distinctive risk and return characteristics for 
Shariah compliant products, this is neither a necessity nor indeed suffi cient condition for Shariah acceptability.

PROFESSOR RODNEY WILSON: Director of Postgraduate Studies, Durham University

Islamic fi nance as currently practised is about virtually nothing other than “products that follow the form but violate the substance of 
the Shariah:” feats of fi nancial legerdemain performed by banks for banks.

But strangely enough, it is through using new entities such as the US LLC and the UK LLP as special purpose vehicles that truly Shariah 
compliant products not only become possible, but virtually automatic. 

If productive assets are held in an LLC or LLP “wrapper” and the asset’s production – or revenues from the sale of production – are shared 
between the provider and the user of capital, then the result is not only an arguably optimal enterprise model, but also “Musharakah.”

In most cases it probably would not even need a Shariah board to approve the model on a case-by-case basis – it is simply and intuitively 
obvious.

While this model does not involve credit institutions in manufacturing credit, as now, there is still a value-added role for investment institutions 
formerly known as banks in bringing together investors with investments in such entities.

CHRIS COOK: Principal, Partnerships Consulting LLP

There has been a slew of government led training qualifi cations launched over the past two years. Will these 
directly assist in the growth of the Islamic fi nance industry?

Next Forum Question

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@islamicfi nancenews.com before Wednesday 28th February 2007.

Training in all aspects of Islamic fi nance

For full listing visit www.islamicfi nancetraining.com 

BOOK 
NOW
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Meet the Head
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 obtained my education at the University of Michigan in the USA. I 
kick-started my career with the American Express Bank in Karachi, 
Pakistan, before moving to Standard Chartered Banking Group, where 
I stayed for approximately 10 years. 

I held various positions at Standard Chartered, from head of corporate 
and institutional banking of Pakistan, chief executive offi cer of Sri 
Lanka to chief executive offi cer and head of corporate and institutional 
banking of Pakistan. 

Prior to my appointment with Al Rajhi Bank, my last position was as 
the regional head of fi nancial institutions of Standard Chartered Bank 
in Dubai, overseeing markets such as Pakistan, the Middle East and 
Africa.

What does your role involve?

My responsibilities include the recruitment of the management team 
and relevant personnel, setting up the Malaysian headquarters, looking 
into the selection of branch networks, setting up the IT infrastructure, 
product development and the formulation of business strategies.

What is your greatest achievement to date?

I think my greatest achievement to date has been successfully 
launching Al Rajhi Bank with 12 branches in the course of one year.

 
Which of your products/services deliver the best 
results?

So far, it is our Fixed Term Investment-i, Debit Card-i and Personal 
Financing-i.

What are the strengths of your business?

Being the largest Islamic bank in the world, our strengths are defi nitely 
our extensive branch network, unique branch experience as well as 
our internationally Shariah compliant products.

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

Our cutting edge hi-touch technology. This means that we look at 
adopting and implementing the latest technology to facilitate interaction 
with our customers to ensure that their business transactions are 
effortless. 

Another factor is maintaining teams that are quick on their feet, nimble 
and think outside of the box to deliver winning results. 

And fi nally, of course, our innovative Islamic product structures.

What are the obstacles faced in running your busi-
ness today?

Currently it is establishing brand presence in a new market, as well as 
product roll-out in the retail and corporate sectors.

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

The Islamic banking sector is looking at double digit growth via the 
introduction of myriad Islamic banking products both in the retail and 
corporate sectors. This is attributed to the fact that it is a fast-growing 
sector and demand is in full force.

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

I would like to see more talent and expertise available to cater to the 
Islamic banking sector needs. 

The availability of a legal framework to support the evolution of the 
Islamic banking structure is also integral and sorely needed. 

Name:

Position:

Company:

Based: 

Nationality:

Ahmed Rehman

Chief Executive Offi cer

Al Rajhi Bank

Kuala Lumpur, 
Malaysia

Pakistani 

Headquartered in Riyadh, Saudi Arabia, Al Rajhi has been serving its 
citizens, fi nancing its growth and contributing to Saudi development 
for over 50 years. It has now grown into the country’s largest bank 
and the largest Islamic bank in the world. 

Malaysia is Al Rajhi’s fi rst foray into the international retail banking 
market, making it a highly signifi cant development in the history of 
the bank.



INSTRUMENT Sukuk Musharakah (Amortizing Investment Trust Certifi cates) 

ISSUER East Cameron Gas Co.

PRINCIPAL ACTIVITIES East Cameron Partners is an independent oil and gas exploration and production company based in Houston, 
Texas, US. East Cameron’s producing assets consist of two gas properties located in the shallow water offshore 
the state of Louisiana.

BOARD OF DIRECTORS Campbell Evans, sole manager of Open Choke Energy, which controls all activities and operations of the originator 
(East Cameron Partners); Roger Evans, who has been in the oil and gas business since 1949, and is qualifi ed as 
an expert for testimony in several courts including the Federal Energy Regulatory Commission; and Chris Dittmar, 
member of the Association of International Gas Negotiators. 

CLOSING DATE July 2006 

ISSUE SIZE Up to US$165.67 million

MATURITY The legal fi nal maturity of the Sukuk is 13 years with an expected fi nal and weighted average maturity of 5.5 years 
and 3.5 years respectively. 

PAYMENT SCHEDULE The Sukuk will be repaid from proceeds of the sale of hydrocarbons to offtakers (Merrill Lynch will backstop natural 
gas offtake) pursuant to an Overriding Royalty Interest (ORRI) to be obtained from the originator in the designated 
properties. 

At a weighted average life of 3.48 years (base), with the fi nal year of repayment set at 2012 and a reserve tail 
at 30%, the Sukuk will follow a structure as follows: utilization of earn-out account: US$33.054 million. Overall 
cash coverage (ECP): 1.0x, 2006: US$0, 2007: US$18.556 million,2008: US$36.059 million, 2009: US$33.319 
million, 2010: US$36.121 million, 2011: US$27.17 million, 2012: US$14.446 million. The total amount will be 
US$165.67 million. 

AUTHORIZED PAID UP 
CAPITAL

The Sukuk’s reserve account structure is as follows: 

Reserve Account: Prefunded at US$9.5 million on closing date: 
Provides six months of cash reserve to cover senior expenses and Sukuk return. 
Reserve account to be topped up before making any Sukuk redemption or distributions to
originator.

Opex Account:       Prefunded at US$5 million on closing date: 
Provides suffi cient liquidity to originator to meet with planned opex and repairs, as well as
maintenance expenditure.
Opex account to be topped up to US$5 million before any distribution to originators. 

Earn-out Account: Prefunded at US$38.8 million on closing date:
All required capital expenditure as per the GCA Development Plan is prefunded via the 
contingent purchase price account. With an average 15% contingency incorporated, it provides 
suffi cient cash tothe originator/operator to develop properties to their full potential. 

IDENTIFIED ASSETS The underlying assets comprise of oil and gas hydrocarbons. The transaction is based on the acquisition of a 
physical asset whereby the purchaser’s special purpose vehicle (SPV) is purchasing on a true sale basis a physical 
asset opined as being a real property (and registered in an offi cial public registry with the MMS).

ARRANGERS/ 
MANAGERS

BSEC-Bemo Securitization SAL, Merrill Lynch.

LEGAL COUNSEL Baker Hostetle, Vinson & Elkins

TRUSTEE Walkers SPV

SHARIAH ADVISOR Sheikh Yusuf De Lorenzo, Sheikh Nizam Yacoubi

PURPOSE OF ISSUE To fi nance the acquisition of a 50% net profi t interest in properties that were held by a third party, and to fund 
future developments. 

RATINGS CCC+ 

www.islamicfi nancenews.com

For more term sheets visit www.islamicfi nancenews.com.

East Cameron Gas Co
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Insurance claims for fl ooding in Jakarta this year could exceed the 
US$200 million racked up in 2002. This is due to the greater inten-
sity of the fl oods and the wider areas affected. 

Damages in 2007 could hit an all-time high of US$452 million, ac-
cording to the General Insurance Association of Indonesia. 

INDONESIA
Flood insurance claims mount

Pak-Kuwait Takaful and Polani Group have signed an agreement to 
provide Shariah compliant Umrah and Hajj Takaful. 

The agreement nominates Polani Group as the countrywide general 
sales agent for Pakistan. The Umrah and Hajj package will cover 
death, disability, loss of baggage and loss of passport. Yahya Polani, 
chairman of the Polani Group, also suggested that the holding of 
Takaful coverage for pilgrims should be made mandatory. 

The group will market the product to Lahore, Faisalbad, Multan, 
Gujranwala and Islamabad. There have also been plans to export 
the product to western countries.

PAKISTAN
Hajj Takaful

The Monetary Authority of Singapore (MAS) has authorized SCOR 
Asia-Pacifi c to apply to the Labuan Offshore Financial Services 
Authority (LOFSA) for a license to allow SCOR Asia-Pacifi c’s non-life 
branch to expand and underwrite re-Takaful reinsurance contracts. 

SCOR’s Labuan branch will be the base for the group’s Asian 
re-Takaful activities. The group sees high potential in Takaful 
reinsurance growth, particularly in Asia and the Middle East. 

SINGAPORE/MALAYSIA
SCOR re-Takaful

Takaful Malaysia has proposed plans to the Malaysian government 
to provide insurance coverage for foreign maids. Takaful Malaysia 
intends to work with a consortium of companies to execute this 
campaign. 

Deputy Home Affairs Minister, Tan Chai Ho, said Takaful Malaysia’s 
representatives had notifi ed offi cers of his ministry of the plans but 
that was as far as the proposal had progressed. Premiums for the 
plan will fall under jurisdiction of the Finance Ministry and Central 
Bank. 

Insurance premiums for foreign maids currently range between 
RM30 (US$8.58) and RM33 (US$9.44) a year.

MALAYSIA
Takaful for maids?

The Central Bank of Bahrain (CBB) has approved the establishment 
of the US$20 million Aman Bahrain Insurance Company (ABIC). 

This move is in line with the Gulf’s booming growth. Sultan Saeed 
Al Mansoori, chairman of Dubai Islamic Insurance and Reinsurance 
Company (Aman), attested: “The Bahrain market showed a high 
demand for Islamic Takaful insurance as indicated by feasibility 
studies.” 

According to managing director of Aman, Hussein Mohammed Al 
Meeza, the company will provide an alternative to conventional 
Islamic insurance products and services. “We will strive to provide 
the best possible insurance services to the fast-growing Bahrain 
economy,” he added. 

Aman, Al Salam Bank Sudan and Al Salam Bank Bahrain, along 
with several other regional companies and individuals, are the main 
founders and shareholders of ABIC. 

BAHRAIN
Alternative for Bahrainis

Allianz SE is targeting the Middle East and North Africa reinsurance 
market, which is worth US$3 billion. 

According to Standard & Poor’s, Persian Gulf insurance premiums 
are growing more rapidly than in developed markets, driven 
by rising oil wealth, the introduction of compulsory motor and 
medical insurance in Saudi Arabia and growing demand for Islamic 
insurance. HSBC Holdings also predicts a growth of US$14 billion in 
the Takaful market by 2015. 

Having entered the Takaful market in April 2006, Allianz is expanding 
from Indonesia and Malaysia by exploring the potential of Islamic 
insurance and reinsurance in the Middle East with local partners. 

Allianz Re’s Dubai license will enable the company to focus on 
reinsurance cover for local companies writing engineering, fi re, 
cargo, accident and energy risks in the region.

MENA
Allianz’s new target

Mayban Fortis Holdings will sign a bancassurance partnership 
agreement with fi ve unnamed domestic and overseas banks this 
year to maintain its pole position in the industry. Mayban Fortis 
– together with Maybank – currently controls 80–85% of the local 
bancassurance market. 

The agreement, which will be made with a mixture of both Islamic 
and conventional banks, is expected to produce between fi ve and 
10 new bancassurance products in the initial period of two years.

Mayban Fortis insurance and Takaful companies currently only 
have one distribution network via Maybank.

MALAYSIA
Five-bank pact

Through this agreement, Mayban Fortis’ insurer premium collection 
is expected to grow by 30% to RM4.6 billion (US$1.31 billion) in 
the fi nancial year ending in June 2007, with its contribution from 
bancassurance to achieve double-digit growth, from 60% last year.

By June 2008, Maybank plans to increase its product penetration 
of its customer base by an additional 20%.
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Re-Takaful or Islamic reinsurance is essentially about 
handling risk. It is a risk aversion method in which the 
Takaful ceding company resorts to either a conventional 
reinsurer or a re-Takaful operator to reinsure original 
insured risks against an undesirable future situation if 
the risk insured were above the normal underwriting or 
claim. Thus a Takaful ceding company may, based on 
limited fi nancial resources, hedge against its possible 
incapability to meet all Takaful reinsurance protection 
from a fi nancially capable reinsurer, which would take 
over the coverage of a large proportion of the risk.

Conceptually, the function of reinsurance is not against the principles 
of Shariah, but conventional reinsurance companies are not in 
compliance with the rules and practices of the Shariah. 

Parties to re-Takaful

Re-Takaful operations involve two parties: the Takaful operator and the 
re-Takaful operator.

The competitiveness of the re-Takaful market is dependent upon 
the competitiveness of the direct Takaful market. Thus, re-Takaful 
operators cannot operate without the operation of Takaful operators. 
In addition, the Shariah laws leading the process of Takaful also apply 
generally to the re-Takaful operator.

Objectives and functions of Islamic reinsurance

Re-Takaful enhances Takaful activity by distributing risks. It is mainly 
for covering large risks and the large accumulation of risks subject to 
common loss. It also ensures that Takaful funds are managed to meet 
the indemnity obligations of the insured and reinsured and to assure 
the continuity of Takaful operations. This means that re-Takaful gives 
the underwriting capacity to the Takaful ceding company. 

In summary, the objectives of re-Takaful are:

1. protecting the Takaful operator from the threat of insolvency, 
underwriting and interest of the participants, forging 
co-operation among the participants and investing the 
accumulated fund in an Islamic way;

2. providing underwriting fl exibility and further consolidating the 
fi nancial stability of the Takaful operator in order to compete 
with conventional insurance companies in accepting risks. 

Takaful for Takaful Operators
By Professor Dr Mohd Ma’sum Billah

continued...

Re-Takaful and reinsurance compared

FACTOR RE-TAKAFUL REINSURANCE

1. Riba and gharar The re-Takaful operation does not earn commission as 
a profi t or interest, because this commission is subject 
to riba and dilutes the purpose of setting up a Takaful 
operation. The re-Takaful operation is dependent on 
actual expenses spent by the Takaful operator in the 
process of re-Takaful.

The conventional reinsurance operation is subject to riba 
and gharar, which are not in line with Shariah principles. 
For instance, the reinsurance commission which the direct 
insurance company earns from the reinsurance treaty is 
framed in a way that renders the commission ribawi and 
implicates a high degree of gharar.

2. Principle of insurable interest According to Islamic law as regards to insurable interest, 
specifi c fi nancial interest in the subject matter of the 
insurance is a cardinal principle of the legality of the re-
Takaful contract. Under Islamic law, the reinsured party 
does not get an insurable interest or to reinsure the 
property of the original insured party without permission 
from the policyholder. However, because the re-Takaful 
operation is based on the Mudarabah principle, it vested 
a right to reinsure on the insurer because the permission 
from the policyholder is automatically inherent in the 
contract of Mudarabah.

Insurable interest is vested in the reinsured party. The fact 
that the reinsured party has issued a policy and assumed 
liability to its original insured party has been held to give 
it insurable interest suffi cient to enable it to reinsure. The 
point is that although the reinsured party (direct insurance 
company) has no actual legal interest in the property – the 
subject matter of the original insurance policy – it has 
assumed responsibility in regard to it, and has therefore put 
itself into a position, recognized by law, in which it would be 
prejudiced by its loss.

Source: Mohammed Burhan Arbouna, “The Operation of re-Takaful (Islamic Reinsurance) Protection” Journal IIUM, p 336.
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This means re-Takaful companies build a very close continuing 
business interest in common between the Takaful ceding 
company and the reinsurer because they are both at risk;

3. possibly allowing the Takaful operator to utilize the retained 
deposit reserves of the re-Takaful fund in the interest of its 
clients without paying interest as a process of making the 
reinsurance industry an interest-free business.

Re-Takaful contract

The reinsurance or re-Takaful operation is a company-to-company 
relationship and it is basically about handling risk where the agreement 
is between the Takaful operator and also the re-Takaful operator. 
Thus the original policyholders are not the parties to the reinsurance 
agreement. Nonetheless, the insured party may want to know that a 
professional and reliable reinsurer is administering the original policy, 
since this concerns its security. However, the insured party has not and 
cannot have any direct interest in the reinsurance contract. Some legal 
scholars emphasize that the contract of re-Takaful should stay between 
the Takaful operator and the re-Takaful operator, and the original 
policyholders of the Takaful fund are not involved in the contract in any 
way. Therefore, the operational and legal relationship of the re-Takaful 
and Takaful operators may be summarized as follows:

1. The re-Takaful operator assumes the responsibility to invest the 
fund on the basis of Mudarabah and shares the profi ts with the 
Takaful operators by mobilizing the premiums or contribution 
of Takaful companies.

2. The profi t earned is distributed between the re-Takaful operator 
and the Takaful operators according to the percentage that has 
been agreed in the agreement certifi cates issued.

3. If any perils occur, the re-Takaful operator indemnifi es 
the defi ned risks and settles expenses from the Takaful 
process from the gross premiums, reserves and profi ts from 
investment.

4. If there is a surplus, it should be proportionately accredited 
into the Takaful operators’ account.

5. In the event of insolvency of the Takaful operators, the re-
Takaful operator should provide a loan from the re-Takaful 
shareholders’ fund, by which the Takaful operator settles 
claims and incoming premiums cover the loan.

Methods of re-Takaful

Re-Takaful methods apply for reinsurance. From the chart below it can 
be seen that facultative reinsurance refers to reinsurance of individual 
risks by offer and acceptance, wherein the reinsurer retains the 
“faculty” to accept or reject each risk offered. Then, from the treaty, it 
is divided into two: proportional and non-proportional. 

Proportional comprises quota share and also surplus whereby quota 
share is the basic form of participating treaty where the reinsurer 
accepts a stated percentage of each and every risk within a defi ned 
category of business on a pro rata basis. Participation in each risk 
is fi xed and certain. Surplus is the excess of assets over liabilities. 
Statutory surplus is an insurer’s or reinsurer’s capital as determined 
under statutory accounting rules. The determinant to write business by 
an insurer or re-insurer is surplus. 

Meanwhile, non-proportional consists of excess of loss and stop loss. 
Excess of loss is a form of reinsurance under which recoveries are 
available when a given loss exceeds the cedant’s retention defi ned 
in the agreement. Stop loss is a form of reinsurance under which the 
reinsurer pays some or all of a cedant’s aggregate retained losses in 
excess of a predetermined dollar amount or in excess of a percentage 
of the premium.

General re-Takaful products

1. Fire/property re-Takaful.
2. Miscellaneous accident re-Takaful.
3. Marine re-Takaful.
4. Motor re-Takaful.
5. Engineering re-Takaful.
6. Special risks re-Takaful.

Operational mechanisms of general re-Takaful protection

Takaful operators can establish a re-Takaful scheme based on co-
operation and solidarity. To strengthen the function of the Takaful 
operation, co-operative reinsurance mechanisms have to be developed. 
In doing so, the mechanisms below might function as guidelines for 
Islamic reinsurance operations:

1. All Takaful operators must give a portion of money as a donation 
based on premiums to establish a re-Takaful fund.

2. This payment shall be equal to the defi ned risks of each Takaful 
operator. The money may be paid in advance and submitted 
to a company purposely established to manage the fund, or 
alternatively presented to a professionally capable and reliable 
fund manager for investment purposes in the interest of all 
contributing parties.

3. The person or individual who manages the fund will be paid 
on the basis of Ijarah (hire contract) or according to the rules 
of profi t and loss sharing (Mudarabah). This manager is 
responsible for compensating any Takaful operator who is faced 
with fi nancial diffi culties in meeting its original obligation.

4. Takaful operators also may defer payment of their premium 
instead of advanced payment of contributions, but with a 
pledge to settle their fi nancial obligation at a later date. In 
this case, the established company or professional manager 
of the re-Takaful fund must accept the pledge. In addition, 
in the case of perils, the re-Takaful manager must indemnify 

Takaful for Takaful Operators  (continued...)

continued...
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the losses suffered by a Takaful operator and subsequently 
recoup its expenses from each Takaful operator according to 
the agreement.

5. Initially, the mechanisms of the re-Takaful operation above may 
face obstacles. If any immediate extraordinary losses occur, 
which have to be paid the indemnities according to the re-
Takaful agreement, it will threaten the perpetuity of the fund. 
For instance, a re-Takaful operator may issue a reinsurance 
policy to operate within a certain period of time and the 
reinsured risk may arise a few days after the inception of the 
agreement. But the re-Takaful operator does not have suffi cient 
funds to settle the claim of the Takaful operators, who are yet 
to accumulate substantially. To resolved this situation, resort 
could be made to Islamic banks for qard hassan (an interest-
free loan) to serve as a deposit reserve (or Ihtiyati madfu’) for 
the Takaful operator. This fund will be a part of the re-Takaful 
portfolio and will be invested in the interest of all participants, 
the Takaful operators.

The diagram below provides an example of a re-Takaful fl ow chart 
operation based on Asean Re-Takaful (Labuan) (ARIL). The company 
invests RM1 million (US$286,131) taken from the re-Takaful fund. 
Assuming the investment brings a profi t of RM100,000 (US$28,613) 
to the company, this profi t will be added back to the re-Takaful fund. 
The resulting RM1.1 million (US$314,751) in the re-Takaful fund will 
be used for the operational costs of re-Takaful to pay for claims up 
to RM500,000 (US$143,068) and also reserves for RM300,000 
(US$85,841). The surplus profi t of RM300,000 (US$85,841) will be 
divided between the re-Takaful company and the Takaful operators. The 
re-Takaful company will get 60% from the profi ts, which is RM180,000 
(US$51,502), and the Takaful operators will get 40% from the surplus 
profi ts, which is RM120,000 (US$34,334).

Conclusion

Reinsurance is best thought of as “insurance for insurance companies” 
or “Takaful for Takaful operators” – a way for a primary insurer to 
protect itself against unforeseen or extraordinary losses.

Re-Takaful operations are necessary for Takaful operators to share 
their risk and protect against unforeseen and extraordinary losses. The 
method of re-Takaful is actually similar to the method of conventional 
reinsurance. The only difference between the two reinsurances is 
in terms of the operational procedures – conventional reinsurance 
involves a high degree of gharar and riba through reinsurance 
commission, which the direct reinsurance company gets from the 
reinsurance treaty. 

On the other hand, a re-Takaful operation is dependent on actual 
expenses spent by the Takaful operator in the process of re-Takaful. 
Moreover, conventional reinsurance’s insurable interest is vested. 
Contrarily, under Islamic laws, the reinsured party does not get an 
insurable interest and is not able to reinsure the property of the original 
insured party without permission from the policyholder. 

Takaful for Takaful Operators  (continued...)

The author is the director of global trade and investment co-operations 
(OIC Zone) at the Islamic Chamber of Commerce and Industry (ICCI), 
Jeddah. He is an academic and has been corporate advisor and 
consultant on various aspects of the global Islamic banking and 
fi nance market. He can be contacted by email at: masum@applied-
islamicfi nance.com.

Re-Takaful fl ow chart operation
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MOVES

INCEIF – Malaysia

Professor Dr Sudin Haron has resigned from his post as deputy chief 
executive offi cer of the International Centre for Education and Islamic 
Finance (INCEIF). He is believed to be setting up his own private 
company. Professor Sudin, an academic in Islamic banking and 
fi nance, initially joined Bank Negara Malaysia two years ago before 
moving to INCEIF to run its academic and business affairs.

Also leaving INCEIF is Dr Wan Nursofi za Wan Azmi, who may be 
returning to her lecturing career in the Malaysian campus at a foreign 
university. Dr Nursofi za has been involved in developing case studies 
at INCEIF.

The move is in tandem with UBS’ increasing strategic focus on Asia-Pacifi c. IBB – UK

The Islamic Bank of Britain (IBB) has appointed Robert John Owen as 
senior independent non-executive director. 

IBB is a retail bank with eight locations across London, Manchester 
and the Midlands, providing savings and current accounts as well as 
mortgages and personal loans that are in compliance with Shariah 
law.

GFH – Bahrain

Joe McGrane has been appointed head of Gulf Finance House 
(GFH)’s European Private Equity division. Mr McGrane was previously 
managing director of the Royal Bank of Scotland Development Capital 
and has held senior positions at 3i and Charterhouse Development 
Capital. 

Mr McGrane graduated from Heriot Watt University Edinburgh with a 
bachelor’s degree in Accountancy and Finance and is a member of 
the Institute of Chartered Accountants of Scotland.

Esam Janahi, chief executive offi cer and board member of GFH is 
optimistic that Mr McGrane will add value to the bank’s expansion 
plans and mission to seek selective investment opportunities for its 
shareholders. (See News Briefs, page 3.)

SOLIDARITY – Bahrain

Amal Essa Abdul Wahab has been appointed head of human resources 
(HR) for Solidarity. She will focus on formulating HR strategies to train 
and develop the Bahraini and expatriate staff members to the highest 
standard possible. 

With her extensive knowledge and wide experience over 18 years 
in the fi eld of human resources management, Mrs Amal will be 
responsible for managing all aspects of the HR department in line 
with Solidarity’s presence in the international marketplace.

Having moved from the HR department of Gulf Air, Mrs Amal 
commented: “Solidarity was set up in response to the increasing 
demand for Takaful products and in that respect my role is to facilitate 
the development of specialized human resources to deliver well 
structured advice and highest standards of services possible.”

CALYON – Bahrain

Simon Eedle has been appointed global head for Calyon’s Islamic 
banking arm. His relocation to Bahrain will fi nd him working alongside 
Safdar Alam, director of Islamic banking in Calyon’s Corporate and 
Investment Banking division. 

Simon Eedle will be replacing Arul Kandasamy. Mr Eedle was previously 
head of ICC and Treasury for the Americas at Calyon New York. 

KHAZANAH NASIONAL – Malaysia

The Ministry of Finance has extended Azman Mokhtar’s contract until 
the 30th May 2010. Mr Azman is currently managing director of the 
state investment arm Khazanah Nasional. 

Mr Azman joined Khazanah in 2004 as part of the Malaysian 
government’s efforts to reform its companies, including Telekom 
Malaysia and Tenaga Nasional. 

Mr Azman has also been responsible for leasing the world’s fi rst 
exchangeable Islamic bond, valued at US$750 million. The bond was 
raised in a bid to boost Malaysia’s international Shariah compliant 
fi nancial products. It was well received by investors, including those 
from the Middle East. 



www.islamicfi nancenews.com

Page 24 16th February 2007 ©
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Eurekahedge North America Islamic Fund Index (14 Constituents)

Eurekahedge Islamic Funds Page

Top 10 Islamic Funds by Key Performance Statistics (as of 15th  February 2007)
FUND MANAGEMENT COMPANY 12 Month Return (%) FUND DOMICILE

1 Al Ahli Emerging Markets Trading Equity Fund The National Commercial Bank 34.14 Saudi Arabia

2 AlAhli Islamic Asia Pacifi c Equitybuilder Certifi cates The National Commercial Bank 24.22 Germany

3 AlAhli Saudi Trading Equity Fund The National Commercial Bank 21.18 Saudi Arabia

4 MAAKL Al-Fauzan Fund Meridian Asset Management 19.55 Malaysia

5 AlAhli Islamic Global Equitybuilder Certifi cates The National Commercial Bank 18.06 Germany

6 AlAhli Islamic Europe Equitybuilder Certifi cates The National Commercial Bank 16.97 Germany

7 SBB Dana Al-Ikhlas SBB Mutual 15.45 Malaysia

8 ING Ekuiti Islam Fund ING Funds 15.32 Malaysia

9 MAAKL Al-Umran Fund Meridian Asset Management 15.32 Malaysia

10 BIG Dana Syariah Terproteksi Bhakti Asset Management 14.66 Indonesia

Eurekahedge Islamic Fund Index* 4.45

Top 10 Islamic Funds by Key Performance Statistics (as of 15th  February 2007)

FUND MANAGEMENT COMPANY Sharpe Ratio (%) FUND DOMICILE

1 Al Ahli Euro Murabahat Fund The National Commercial Bank 0.13 Saudi Arabia

2 Al Muthanna Islamic Money Market Fund First Investment Company 0.33 Kuwait

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

4 Alliance Islamic Money Market Fund Alliance Capital Asset Management 0.34 Malaysia

5 AlAhli Diversifi ed US Dollar Trade Fund The National Commercial Bank 0.39 Saudi Arabia

6 Al Dar Money Market Fund ADAM 0.44 Kuwait

7 AlAhli Saudi Riyal Trade Fund The National Commercial Bank 0.49 Saudi Arabia

8 AlAhli International Trade Fund The National Commercial Bank 0.49 Saudi Arabia

9 Avenue AsnitaBond Fund Avenue Invest 0.77 Malaysia

10 SBB Dana Al-Hafi z SBB Mutual 0.93 Malaysia

Eurekahedge Islamic Fund Index* 8.07

Disclaimer
Copyright Eurekahedge 2006, 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 Islamic Fund Index and Sub-Indices

* Based on 70.00% of the NAV for Jan-2007 as at 15-Feb-2007 
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DESCRIPTIVE STATISTICS Market Capitalization (US$ billions) Component Weight (%)

Index
Component 

number
Full

Float 
adjusted

Mean Median Largest Smallest Largest Smallest

DJIM World   2277 17097.14 14616.19 6.42 1.52 440.9 0.02 3.02 0

DJIM Asia/Pacifi c 908 3071.07 2205.27 2.43 0.6 78.82 0.02 3.57 0

DJIM Europe 336 4202.27 3369.79 10.03 2.93 204.61 0.13 6.07 0

DJIM US 720 8514 8115.74 11.27 3.04 440.9 0.27 5.43 0

DJIM Titans 100 100 7541.79 6844.82 68.45 49.08 412.3 8.27 6.02 0.12

DJIM Asia/Pacifi c Titans 25 25 893.58 617.62 24.7 17.77 67.61 8.27 10.95 1.34

Mean, median, largest, smallest and component weights are based on fl oat adjusted market capitalization, not full market capitalization.

DOW JONES ISLAMIC MARKET INDEXES

Anthony Yeung
Regional Director

Anthony.yeung@dowjones.com
Tel: +852 2831 2580

Learn more about the Dow Jones Islamic Market Indexes

Data as of the 14th February, 2007

Index 1 Week 2 Week 3 Week 1 Month 3 Month 6 Month 1 Year YTD

DJIM World 0.78 1.83 1.59 2.75 4.46 10.79 14.64 2.91

DJIM Asia/Pacifi c 1.03 2.09 0.55 1.63 5.56 9.26 11.55 0.72

DJIM Europe 0.91 3.39 2.71 3.95 6.84 11.86 24.09 3.32

DJIM US 0.47 0.96 1.21 2.1 2.98 10.85 11.61 3.3

PERFORMANCE PRICE RETURN (%)

PERFORMANCE PRICE RETURN (%)

Index 1 Week 2 Week 3 Week 1 Month 3 Month 6 Month 1 Year YTD

DJIM Titans 100 0.57 1.27 0.5 1.21 2.62 8.46 14.04 1.68

DJIM Asia/Pacifi c Titans 25 0.78 2.45 0 1.88 4.58 10.65 18.98 0.8
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AS AT 14th February 2007

MALAYSIAN ISLAMIC BOND UPDATE

Key Benchmarks Trend (by volume) Rating This week close (RM) 7 February 07 (RM) 31 January 07 (RM) 24 January 07 (RM)

Private Debt Securities

RANTAU IMTN 15.03.2011 – MTN 1 AAA (RAM) 100.85 100.59 100.59 100.94

RANTAU IMTN 0% 14.08.2013 – MTN 2 AAA (RAM) 103.43 103.15 103.15 103.74

ENCORP 0.00000% 30.12.2026 A3 (S) (RAM) 39.42 26.31 26.25 26.16

PLUS IMTN 0% 08.10.2021 – TRANCHE 2 AAA (RAM) 48.69 48.47 48.63 48.87

HARUM IMTN 5.000% 17.03.2011 AA- ID (CG) 
(MARC)

101.48 101.66 101.67 101.68

Government Investment Instruments

PROFIT-BASED GII 3/2006 15.11.2016 n/a 100.05 99.41 99.68 100.05

PROFIT-BASED GII 2/2006 14.07.2011 n/a 103.56 103.47 103.51 103.74

PROFIT-BASED GII 1/2005 16.03.2015 n/a 104.27 103.82 104.05 104.40

PROFIT-BASED GII 1/2006 14.04.2009 n/a 100.54 100.50 100.41 100.51

Quasi Government

KLIA 0.000% 30.01.2016 PN n/a 128.01 127.96 128.10 128.24

CAGABAIS 13/2006 0% 10.08.2009 AAA (RAM) 101.52 101.55 101.56 101.56

RINGGIT ISLAMIC DEBT MARKET: WEEKLY SNAPSHOT

TENURE

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

GII 3.52 3.63 3.69 3.78 3.8 3.84

Cagamas 0.08 0.08 0.1 0.16 0.22 0.26

Khazanah 0.06 0.04 0.05 0.07 0.1 0.11

AAA 0.28 0.27 0.31 0.42 0.58 0.74

AA1 0.46 0.46 0.51 0.66 0.84 1.05

A1 1.53 1.62 1.78 2.09 2.47 2.83

SPREAD VS GII (in b.p)

MYR ISLAMIC DEBT YIELD CURVES
YTM Curves 5 YEAR YTM Historical Charts (weekly closing, over last 6 months)
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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                                                                                                                                                  FEBRUARY 2006 – FEBRUARY 2007

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

1 Malaysia Malaysia Islamic Sukuk 2,595 3 26.9 Malaysian Government bond

2 Rantau Abang Capital Malaysia Sukuk Musharakah 
MTN

999 2 10.3 CIMB, AmMerchant Bank

3 ADIB Sukuk Co UAE Sukuk Ijarah 800 1 8.3 HSBC

4 Projek Lebuhraya Utara Selatan Malaysia Sukuk Musharakah 
MTN

743 18 7.7 CIMB Investment

5 Cagamas Malaysia Bithaman Ajil Islamic 
Securities

734 9 7.6 Cagamas, AmMerchant Bank, 
Aseambankers

6 Maybank Malaysia Bai Bithaman Ajil 
Subordinated Bonds

416 1 4.3 Aseambankers

7 Jimah Energy Ventures Malaysia Istisnah Islamic MTN 308 20 3.2 AmMerchant Bank, Bank Muamalat 
Malaysia, MIMB, RHB Sakura

8 Segari Energy Ventures Malaysia Sukuk Ijarah 258 6 2.7 Aseambankers Malaysia

9 SIB Sukuk Co UAE Musharakah Sukuk 225 1 2.3 HSBC

10 Putrajaya Holdings Malaysia Murabahah MTN 221 5 2.3 Alliance Merchant, CIMB, RHB Sakura

11 Tabreed 06 Financing UAE Sukuk Istisnah 200 1 2.1 CIMB, HSBC, Dresdner Kleinwort 
Wasserstein

12 KMCOB Capital Malaysia Murabahah MTN 178 4 1.8 CIMB, United Overseas Bank (Malaysia) 

13 East Cameron Gas Co US Asset-backed Sukuk 168 1 1.7 Merrill Lynch International

14 AmIslamic Bank Malaysia Subordinated Sukuk 
Musharakah

113 1 1.2 AmMerchant

15 Special Power Vehicle Malaysia Bai Inah Islamic MTN 110 10 1.1 AmMerchant, Bank Muamalat Malaysia, 
MIMB

16 Bank Pembangunan Malaysia Malaysia Murabahah MTN 109 1 1.1 CIMB, HSBC

17 BNM Sukuk Malaysia Sukuk Ijarah 107 1 1.1 Malaysian Government bond

18 Syarikat Pengelar Air Sungai Malaysia Murabahah MTN 103 19 1.1 United Overseas Bank (Malaysia)

19 NICBM Sukuk Kuwait Sukuk Musharakah 100 1 1.0 Kuwait Finance House, Standard Bank

20 Penang Bridge Malaysia Redeemable Secured 
Serial Sukuk Istisnah

96 6 1.0 CIMB Investment

Total of issues used in the table 9,658 260 100.0

ISLAMIC FINANCE LEAGUE TABLES
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TOP ISSUERS OF ISLAMIC BONDS                                                                                                                                                        AUGUST 2006 – FEBRUARY 2007

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

1 Malaysia Malaysia Islamic Sukuk 824 1 21.2 Malaysian Government bond

2 ADIB Sukuk UAE Sukuk Ijarah 800 1 20.5 HSBC

3 Projek Lebuhraya Utara Selatan Malaysia Sukuk Musharakah MTN 743 18 19.1 CIMB Investment

4 SIB Sukuk Co UAE Musharakah Sukuk 225 1 5.8 HSBC

5 Jimah Energy Ventures Malaysia Istisnah Islamic MTN 208 10 5.3 RHB Sakura, MIMB, Bank Muamalat 
Malaysia, AmMerchant Bank

6 KMCOB Capital Malaysia Murabahah MTN 178 4 4.6 CIMB Investment, United Overseas 
Bank (Malaysia)

7 AmIslamic Bank Malaysia Subordinated Sukuk 
Musharakah

113 1 2.9 AmMerchant

8 Syarikat Pengelar Air Sungai 
Selangor

Malaysia Murabahah MTN 103 19 2.7 United Overseas Bank (Malaysia)

9 NICBM Sukuk Kuwait Sukuk Musharakah 100 1 2.6 Kuwait Finance House, Standard 
Bank

10 Perwaja Steel Malaysia Murabahah MTN 84 7 2.2 RHB Sakura

11 Mukah Power Generation Malaysia Sukuk Mudharabah 83 10 2.1 RHB Islamic

12 Bank Muamalat Malaysia Malaysia Bai Bithaman Ajil Islamic 
Debt Securities

68 1 1.7 HSBC, Standard Chartered Bank 
Malaysia

13 Bayu Padu Malaysia Istisnah Serial Bonds 66 8 1.7 United Overseas Bank (Malaysia)

14 OCBC Bank (Malaysia) Malaysia Mudharabah Islamic Bond 55 1 1.4 OCBC Bank (Malaysia)

15 Viable Chip (M) Malaysia Bai Bithaman Ajil Islamic 
Debt Securities

54 4 1.4 AmMerchant

16 Glomac Regal Malaysia Murabahah MTN 31 2 0.8 Alliance Investment Bank

17 Sarawak Power Generation Malaysia Sukuk Musharakah 30 11 0.8 RHB Islamic

18 Kinsteel Malaysia Murabahah MTN 27 8 0.7 RHB Sakura

19 Diversifi ed Venue Malaysia Sukuk Ijarah 22 2 0.6 HSBC

20 Poh Kong Holdings Malaysia Murabahah MTN 19 4 0.5 Aseambankers Malaysia, CIMB 
Investment

Total of issues used in the table 3,893 128 100.0

ISLAMIC FINANCE LEAGUE TABLES

If you feel that the information within the league tables 

is incorrect then please contact the following:

Catherine Chu   
catherine.chu@hk.dealogic.com 

+852 2804 1223
If you don’t release the information on the deals you have advised on then you can’t expect to have the information included!
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ISLAMIC FINANCE LEAGUE TABLES

ISLAMIC BONDS                                        FEBRUARY 2006 – FEBRUARY 2007 

Manager or Group Amt US$ m Iss. %

1 Malaysian Government bond 2,702 4 28.0

2 CIMB 1,470 45 15.2

3 AmMerchant 1,266 42 13.1

4 HSBC 1,229 8 12.7

5 Aseambankers 849 25 8.8

6 Cagamas 324 3 3.4

7 RHB 314 62 3.2

8 United Overseas 282 36 2.9

9 Merrill Lynch & Co 168 1 1.7

10 Standard Chartered 150 17 1.6

11 MIDF-Sisma Securities 126 31 1.3

12 Bank Muamalat Malaysia 123 31 1.3

13 Alliance Investment 120 11 1.2

14 EON 114 30 1.2

15 OCBC 83 11 0.9

16 Avenue Securities 77 4 0.8

17 Dresdner Kleinwort 67 1 0.7

18 Standard Bank Group 59 2 0.6

19 Kuwait Finance House 50 1 0.5

20 OSK Asia Securities 22 4 0.2

Total of issues used in the table 9,658 260 100.0

ISLAMIC BONDS                                          AUGUST 2006 – FEBRUARY 2007

Manager or Group Amt US$ m Iss. %

1 HSBC 1,081 5 27.8

2 CIMB 847 28 21.8

3 Malaysian Government bond 824 1 21.2

4 United Overseas 259 31 6.6

5 AmMerchant 231 17 5.9

6 RHB 179 39 4.6

7 Standard Chartered 132 16 3.4

8 OCBC 55 1 1.4

9 Bank Muamalat Malaysia 52 10 1.3

10 EON 52 10 1.3

11 Kuwait Finance House 50 1 1.3

12 Standard Bank Group 50 1 1.3

13 Alliance Investment 37 3 0.9

14 MIDF-Sisma Securities 21 7 0.5

15 Aseambankers Malaysia 15 6 0.4

16
Bank of Tokyo-Mitsubishi 
(Labuan)

6 2 0.1

17 KAF Discount 3 2 0.1

 Total of issues used in the table 3,893 128 100.0

ISLAMIC BONDS BY COUNTRY                   FEBRUARY 2006 – FEBRUARY 2007 

Amt US$ m Iss. %

    Malaysia 8,108 252 83.9

    UAE 1,225 3 12.7

    US 168 1 1.7

    Kuwait 100 1 1.0

    Indonesia 21 1 0.2

    Pakistan 18 1 0.2

    Saudi Arabia 18 1 0.2

    Total 9,658 260 100.0

ISLAMIC BONDS BY COUNTRY                   AUGUST 2006 – FEBRUARY 2007 

Amt US$ m Iss. %

    Malaysia 2,768 125 71.1

    UAE 1,025 2 26.3

    Kuwait 100 1 2.6

    Total 3,893 128 100.0

ISLAMIC BONDS BY CURRENCY                 AUGUST 2006 – FEBRUARY 2007

Amt US$ m Iss.   %

    Malaysian ringgit 2,768 125 71.1

    US dollar 1,125 3 28.9

    Total 3,893 128 100.0

ISLAMIC BONDS BY CURRENCY                FEBRUARY 2006 – FEBRUARY 2007

Amt US$ m Iss. %

    Malaysian ringgit 8,108 252 83.9

    US dollar 1,511 6 15.6

    Indonesian rupiah 21 1 0.2

    Pakistan rupee 18 1 0.2

    Total 9,658 260 100.0
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February
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Economic Digest
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3rd – 4th The Second GCC Capital Market Forum 2007 Dubai Gulf Research 

Center 

4th – 5th World Islamic Finance & Investment Conference Kuwait Mega Events 

4th – 6th Islamic & Conventional Securitization Bahrain BIBF 
6th – 7th Singapore International Waqf Conference Singapore CERT

7th 2nd Annual Failaka Islamic Fund Awards Dubai Failaka
7th – 9th 3rd World Islamic Economic Forum Kuala Lumpur ASLI

12th – 13th 2nd Islamic Banks and Financial Institutions 
Conference

Damascus Al Salam

12th – 15th Islamic Funds Asia Kuala Lumpur Terrapinn
20th – 21st 1st International Conference – Banking & Finance 

in Libya
Libya IBC Gulf 

Conferences

22nd – 24th Islamic Finance World North America Canada Terrapinn

26th – 27th Takaful Conference Singapore Asia Insurance 
Review

26th 10th Meeting of the IFSB Council Kuala Lumpur IFSB

26th 5th General Assembly of the IFSB Kuala Lumpur IFSB

26th – 29th Global Islamic Finance Forum Kuala Lumpur Bank Negara & 
IFSB

27th 4th International Seminar on Challenges Facing the 
Islamic Financial Services Industry

Kuala Lumpur IFSB

27th Interactive Session: “Recent Developments in the 
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Value To or Diluting the Industry?”

Kuala Lumpur IFSB

28th – 29th 3rd Seminar on Legal Issues in the Islamic Financial 
Services Industry: “Surveys on Legal and Shari’ah 
Issues in the Islamic Financial Services Industry”

Kuala Lumpur IFSB

29th The London Islamic Financial Services Summit London City & Financial 
Conferences
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2nd – 5th International Islamic Finance Forum Dubai IIR Middle East
17th – 19th Inclusive Islamic Financial Sector Development Brunei IRTI
19th Seminar on Regulation of Islamic Capital Markets Kuala Lumpur IFSB
24th – 26th Enhancing Islamic Financial Services for Micro and 

Medium Sized Enterprises 
Brunei CSM

24th – 26th Structured Products World 2007 London Terrapinn
25th Sukuk: Exploring the Phenomena Dubai Middle East 

Business Forum
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2nd – 6th Islamic Finance Summer School Durham Durham University

6th – 7th World Islamic Funds & Capital Market Conference Bahrain Mega Events
7th – 8th World Halal Forum 2007 Kuala Lumpur Kaseh Dia
15th – 16th 4th Islamic Financial Services Board Summit: 

“The Need For A Cross-Sectoral Approach to the 
Supervision of Islamic Financial Services”

Dubai IFSB

17th – 18th 3rd International Conference on Islamic Banking, 
Finance and Insurance

Ottawa Ansar Financial 
Group

21st – 22nd Commodity Investment Week 2007 Dubai Terrapinn

22nd – 24th Islamic World Finance North America 2007 Toronto Terrapinn

27th – 29h 3rd World Islamic Economic Forum Kuala Lumpur ASLI

29th – 30th 32nd Islamic Development Bank Annual Meeting Senegal IDB
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