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The Islamic fi nance industry is currently 
suff ering from an acute talent shortage. 
Bank Negara governor Dr Zeti Akhtar 
Aziz has said that: “The economic costs 
of a failure to arrest talent shortages 
are strategically signifi cant… Building 
a strong talent pipeline has therefore 
become an economic imperative.” 

In its eff orts to develop Malaysia as the 
leading global powerhouse for Islamic 
fi nance, the government has actively 
encouraged the development of talent, 
funding several high-profi le institutions 
hoping to set a global benchmark: 
including the International Center for 
Education in Islamic Finance (INCEIF) 
set up in 2005 with a government grant of 
RM500 million, and the recent Association 
for Islamic Finance Advancement (AIFA), 
set up in 2011 with over RM3 million 
in government funding. Prime Minister 
Najib Tun Razak in April 2011 announced 
it as a priority: “All of our eff orts to att ract 
investors will come to nothing unless 
we can also deliver the highly skilled, 
expert workforces they need to fl ourish. 
In today’s knowledge-intense, innovation-
led economy we are going to need world-
beating, top-fl ight talent – and as much of 
it as we can get!”

Unfortunately, that is currently exactly 
what Malaysia does not have. Compared 
to its leading position in the Islamic fi nance 
industry, Malaysia as a talent center is sadly 
lacking. Dr Amat Taap Manshor, the head 
of centers of excellence at the Malaysia-
based Asian Institute of Finance, explains 
that: “The current shortage of qualifi ed 
Islamic fi nance professionals is a challenge 
that poses a serious threat to the growth 
and development of the industry.”

Whilst a global issue, this is a particularly 
serious problem for Malaysia, which is 
struggling to retain qualifi ed personnel 

tempted by overseas positions. Dr Manshor 
points out that: “In Malaysia, Islamic 
fi nance already commands 20% of the total 
banking sector, about 70% of the primary 
debt capital market, more than 60% of the 
total outstanding corporate bonds, 80% 
of the listed stock and 10% of the asset 
management industry.” However: “The 
industry is growing at a much faster rate 
than human capital development. The lack 
of skilled talent in product development 
has been acknowledged as a reason for the 
limited range of available products in the 
industry.”

Disconnect
One of the most pertinent issues is the 
disconnect between Shariah knowledge 
and fi nancial knowledge; resulting in a 
shortage of experienced fi nancial workers 
with knowledge of Islamic processes. 
Daud Vicary Abdullah, the global head of 
Islamic fi nance for Deloitt e, observes: “A lot 
of the education in Islamic fi nance is done 
around Shariah, which is fi ne, but there 
isn’t enough linking up with the realities of 
running a bank or a business institution.”
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A new era for the global 
inancial industry

Editor’s Note

The recent fi nancial crisis has heralded 
a tougher regulatory environment for 
banks, with global banking regulators 
just this month agreeing on a proposal 
requiring higher capital for the bigger 
banks which are of systemic importance 
to the fi nancial industry. Lauded by 
some and opposed by others, there is no 
denying the world’s fi nancial institutions 
face a new age with fresh challenges to 
be reckoned with.

See page 4
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NEWS
Indonesia’s House of 
Representatives approves use 
of state-owned properties 
as underlying assets for 
government Sukuk issuances

State Bank of Pakistan 
stresses the need for the 
development of Shariah 
compliant risk management 
infrastructures

Muhibbah Engineering Su-
kuk unaff ected by receivership 
status of owner of Tanjung Bin 
petroleum hub project

CIMB Group and Maybank 
drop plans to merge with 
RHB Capital

Government offi  cials in 
Malaysia to start marketing 
US$2 billion Sukuk

ICD provides second credit 
line to TuranBank worth 
US$3 million

Malaysia has no defi nite plans 
to carry out restructuring 
exercises for banks

Taurus Asset Management 
to provide customer advisory 
services for Shariah compliant 
investments

Thomson Reuters and 
IdealRatings announce 
launch of Thomson Reuters 
IdealRatings Islamic Indices

Nakheel delays US$1.63 
billion Sukuk issuance

Seera Investment Bank 
completes US$300 million sale 
of BWA Water Additives

National Bonds Corporation 
plans to launch Shariah com-
pliant savings scheme aware-

ness campaign by year end

Central Bank of the UAE will 
introduce repo facility for 
Islamic CDs

Central Bank of Bahrain 
US$53 million Sukuk Ijarah 
oversubscribed by 470%

Al Imtiaz Investment 
Company to purchase 15% 
stake in Tamdeen Shopping 
Centers Company

National Shipping Company 
signs US$219.35 million 
Murabahah agreement with 
National Commercial Bank 
and Saudi British Bank

Arab Banking Corporation 
writes off  90% of 
International Leasing & 
Investment Company’s 
US$120 million debt

Dubai Aerospace Enterprise 
seeks to extend its US$800 
million fi nancing by three to 
four years

Local fi nancial fi rm in Qatar 
makes off er to acquire Islamic 
Financial Securities

KFH seals US$180 million 
debt restructuring deal with 
Gulf Investment House

DP World announces periodic 
profi t distribution for its 
US$1.5 billion Sukuk

ISLAMIC
INVESTOR
Capital Market Authority 
allows HSBC to off er HSBC 
Amanah Commodity Index 
Fund

ASM Investment Services 
expects to introduce Islamic 

capital-protected fund in 
September 2011

Lahore Stock Exchange gives 
green light to MCB Islamic 
Income Fund’s listing

Crescent Investments 
Australasia launches Crescent 
Australian Equity Fund

Dubai Islamic Bank 
launches Prudential Shariah 
Opportunities-Asia Pacifi c 
Equity Fund

Kuwait Financial Center 
announces 2.48% year-to-
date return for Markaz Fixed 
Income Fund

Investment House announces 
5.3% return on its Al-Bait 
Al-Mali Fund for the fi rst fi ve 
months of 2011

TAKAFUL
Etiqa Takaful and Takaful 
Ikhlas plan to introduce 
insurance scheme for 
Indonesian domestic servants

Sun Life Financial Indonesia 
to launch three new Takaful 
products by the third quarter

Takaful companies in Bahrain 
chart 16.5% growth in total 
premiums in fi rst quarter

Etiqa Takaful seeks 10% 
increase in Takaful market 
share for 2012

Allianz Malaysia seeks to 
complete talks for stake in 
Takaful Ikhlas in July

SME Factors adds Takaful 
mySME schemes

RAM launches Takaful rating 
methodology

Assets of Takaful funds in 
Malaysia are double that of 
conventional insurers, says 
RAM

SABB Takaful hosts 
delegation from HSBC 
Holdings and HSBC 
Insurance

RATINGS
CI affi  rms long- and short-
term foreign currency ratings 
of Arab Banking Corporation 
at ‘BBB+’ and  ‘A2’

S&P assigns ‘A-’ long-term 
foreign currency preliminary 
issue rating for the proposed 
issue of Wakala Global 
Sukuk’s trust certifi cates

RAM reaffi  rms Midas 
Plantation’s Islamic bonds

MARC assigns rating of 
‘AAAID(fg)’ to Antara 
Steel Mill’s US$98 million 
guaranteed Islamic securities 
program

MOVES
Al Khalĳ  Commercial Bank 
appoints Robin McCall as 
group CEO

KPMG offi  cially appoints 
Neil Miller as global head of 
Islamic fi nance

Emirates NBD appoints 
Sheikh Ahmed Saeed Al 
Maktoum as chairman

Noor Islamic Bank appoints 
Sheikh Ahmed Mohammed 
Rashid Al Maktoum as new 
chairman

Disclaimer: Islamic Finance news invites leading practitioners and academics to contribute short reports each week. Whilst we have used our 
best endeavors and eff orts to ensure the accuracy of the contents we do not hold out or represent that the respective opinions are accurate 
and therefore shall not be held responsible for any inaccuracies. Contents and copyright remain with REDmoney.
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CLOSING BELL
Fund not cancelled
DUBAI: Deyaar Development has denied 
that it has cancelled plans to launch its 
AED500 million (US$136.13 million) 
Shariah compliant property fund. 

A company spokesperson reportedly 
clarifi ed that the fund has been put on 
hold until a more “opportune” time. 

The company delayed closing the 
fund in the second quarter of 2010 as 
foreign investors opted out of their 
commitments.

The fi ve-year closed-ended fund aimed 
to buy properties from investors who 
had defaulted. It was to be managed in 
association with Dubai Islamic Bank and 
Rasmala Investments.

HSBC Saudi Arabia merger
SAUDI ARABIA: HSBC has confi rmed 
the merger of its Saudi Arabian 
wholesale and investment banking 
business with the Saudi British Bank 
(SABB) to form HSBC Saudi Arabia.

HSBC Saudi Arabia aims to specialize 
in developing Shariah compliant 
investment solutions and providing 
corporate fi nancing, debt fi nance and 
advisory services.

SABB will own 51% of the merged 
entity’s shares, with HSBC owning 
the remaining 49%. However, HSBC 
will retain management control of the 
business, pending regulatory approval 
due later this year.

The new organization will be the fi rst full 
service investment bank in Saudi Arabia 
operating under Capital Market Law.

Jordan Sukuk in the works
JORDAN: The country plans to sell 
Sukuk worth between US$500-US$750 
million to fi nance its budget defi cit and 
fund infrastructure projects, according to 
Mohammad Abu Hammour, its minister 
of fi nance.

Price fi xed for Sukuk 
MALAYSIA: The government has fi xed 
the yield for its US$2 billion dollar-
denominated Sukuk, which will be sold 
in two tranches of fi ve years and 10 years 
each.

According to reports, it will sell the fi ve-
year tranche of the Sukuk at 160 basis 
points above US Treasuries, while the 
10-year tranche will be sold at 20 basis 
points above the fi ve-year spread.

Another disconnect exists 
between the leadership of the 
fi nancial institutions and their 
HR departments. Abdullah 
notes: ”This is still a relatively 
young industry, and I think there still is 
not enough experience relating from a 
leadership position back to the people 
doing the hiring, as to what it is they 
actually want.”

Brain drain
Another issue facing the Malaysian 
economy is the much-discussed ‘brain 
drain’, with top talent being tempted 
to other countries: particularly the Gulf 
region. 

In 2010 UAE nationals accounted for 
just 11.5% of the 8.26 million residents. 
GCC countries have a limited domestic 
population with which to supply the 
rapidly growing industry, and as a result 
are recruiting talent from other countries, 
oft en with higher salaries paid in US 
dollars. Abdullah, however, observes that 
this is not always successful.

“There is a critical mass of Islamic fi nance 
in Malaysia; and people with experience 
are tempted by the dollars to go overseas 
to the Gulf. What happens nine times out 
of 10 is that when they get there they fi nd 
that actually, Islamic fi nance isnt as far 
advanced as in Malaysia. They come back 
two years later looking for a job, but are 
now expecting a salary three times higher.”

Malaysia is now actively trying to att ract 
its experienced talent back to domestic 
shores. The second Capital Market 
Masterplan (CMP2) includes a Returning 
Experts Program to help meet the human 
capital requirements of the Malaysia 
National Development Plan, with several 
fi scal incentives including a tax break 
off ering returning professionals a fl at 
income tax rate of 15% for fi ve years. 

Young versus old
It is hoped that this returning talent will 
make up for the multitude of newly 
qualifi ed graduates that do not have the 

skills or experience banks 
are looking for. Dr 
Manshor notes that: “The 
universities and higher 

learning institutions are 
churning out graduates 

in Islamic fi nance in the 
thousands. But talent 

shortage is still a major concern for 
the industry. This is because most of 

the graduates do not have suffi  cient 
knowledge in Islamic fi nance in 

terms of depth and breadth as well 
as the right understanding of Shariah 
principles and products.”

John Board, the dean of Henley Business 
School at Reading University in the UK, 
has said that: “Our students are fi nding 
that searching for jobs in IF has never 
been harder at a time when demand for 
IF services has never been stronger.” 

However, this is not necessarily the 
case. While Islamic fi nance is growing 
rapidly, opportunities are still limited. 
AIFA has already received 2,000 students 
in 2011 and is expecting 6,000 in 2012. 
The Malaysian government’s target is to 
have 55,000 local and 28,000 international 
students in Islamic fi nance and business 
education by 2020. However, the Islamic 
fi nance industry is only expected to 
create around 4,300 related jobs by 2020. 
Currently the capacity does not exist to 
absorb this number of graduates. 

Too many cooks 
The lack of an accredited standardization 
is also making regulation of the rapidly 
multiplying numbers of Islamic fi nance 
courses nigh on impossible, negatively 
impacting quality. Dr Manshor observes 
that: “Many countries and institutions 
are competing to introduce various 
qualifi cations in Islamic fi nance, each 
hoping to establish a global benchmark. 
To most institutions, Islamic fi nance 
qualifi cations have become cash cows.

“Most of the time, we fi nd that courses in 
Islamic fi nance were hurriedly drawn up 
to meet the expanding market…resulting 
in unsuitable curricula frames and course 
design. The industry is struggling to 
establish a common education standard.”

Malaysia is sett ing itself up as an 
industry leader in this arena. INCEIF 
has developed the Chartered Islamic 
Finance Professional Program (CIFP) 
which it is hoping to develop as the 
global standard in international Islamic 
fi nance qualifi cations. It is already 
working concurrently with educational 
institutions across the world, including 
Henley Business School and Cardiff  
Business School in the UK. 
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The recent fi nancial crisis has heralded 
a tougher regulatory environment for 
banks, with global banking regula-
tors just month agreeing on a proposal 
requiring higher capital for banks of 
systemic importance to the fi nancial 
industry. Lauded by some and op-
posed by others, there is no denying 
the world’s fi nancial institutions face 
a new age with fresh challenges to be 
reckoned with.

This week, PwC discusses recent 
proposals for tax reform to support the 
introduction of Islamic fi nance in Japan, 
highlighting that the industry needs 
further guidance in order to support 
implementation of the new rules. 

The Monetary Authority of Singapore 
has also announced new tax regula-
tions in relation to Islamic fi nance, and 
Andrew White, our IFN Correspondent 
from the Singapore Management Uni-
versity, writes on this and other industry 

developments in the island republic, 
while our Pakistan IFN Correspondent 
reports on banking regulations enacted 
to enhance Islamic fi nance in Pakistan.

Even as rules exist to keep industry 
practices in check, some aspects are still 
overlooked and contribute to continued 
ambiguity in Islamic fi nance. In its re-
port, law fi rm Vinson & Elkins discusses 
the issues faced when co-structuring 
Islamic and conventional fi nancings. 

In other markets, the existence, or lack 
of, Islamic fi nance regulations can 
mean the diff erence between a thriving 
industry and a weak one. An article by 
Gulf African Bank looks at the potential 
of Islamic fi nance in Africa, for which 
success has varied depending on 
individual markets’ acceptance of and 
readiness to implement the industry.

We stay in Africa with an IFN Report on 
recent developments in Islamic banking 
in Nigeria, while our Takaful report this 
week, by Takaful Insurance of Africa, 

studies the potential and challenges for 
Islamic insurance in the continent.

Meanwhile, Bank Sarasin & Cie 
discusses what needs to be done to 
grow the Islamic wealth management 
industry and Advent Soft ware EMEA 
highlights some measures the wealth 
management business can take to meet 
challenges and make the most of the 
industry’s opportunities.

Islamic Investor looks at the positive 
prospects for Saudi equity funds, while 
our Insider report looks at the European 
Islamic Investment Bank. 

We also have IFN reports on impend-
ing, unifi ed rules governing shares, 
bonds, Sukuk and investment funds list-
ed in the GCC, the depressed outlook 
for IPOs in the Middle East this year 
and the potential for Islamic project fi -
nancing. Our IFN Correspondents have 
also writt en on recent updates in Islamic 
fi nance in Sri Lanka and the UK.

A new era for the global inancial industry

Human capital crisis
Continued from page 3

In 2011 AIFA was set up by the 
Malaysian government with the aim of 
being the main accreditation body for 
Islamic fi nance programs worldwide. It 
is collaborating with several respected 
global institutions to develop standards 
and curriculum for higher education 
institutions; and has developed an 
accreditation framework for industry 
training programs benchmarked against 
international standards. 

Age before beauty
There is no denying that the industry needs 
new blood to grow and develop. However, 
Dr Manshor points out that oft en: “Islamic 
fi nancial institutions prefer to look for 
more senior employees.”

Abdullah agrees: “We need to be 
tackling this at the level of mid to senior 
management , who understand what it 
takes to drive a bank. We need to direct 
training at a conversion level: at recently 
experienced fi nancial players being able 
to make a switch from conventional to 
Islamic. Eighty percent of what people 
do in the conventional world is perfectly 
valid in the Islamic world; they just need 

a litt le bit of handholding. The question is 
have we got the right kind of conversion 
courses available?”

In this area the UK is forging ahead. 
The Securities and Investment Institute 
off ers an Islamic Finance Qualifi cation 
(IFQ) not only in the UK but across 
the GCC. The UK Chartered Institute 
of Management Accountants (CIMA) 
has partnered with HSBC Amanah, the 
Islamic fi nance division of the HSBC 
Group, to promote CIMA’s certifi cate in 
Islamic fi nance, designed in cooperation 
with Amanie Shariah Solutions, the 
Malaysian Shariah advisory consultancy.

Industry action 
The collaboration between CIMA and 
HSBC highlights a vital point. The only 
way that the human capital problem will 
be addressed is through coordination 
between the industry and educational 
institutions. Dr Abbas Mirakhor, former 
IMF executive director for Iran and 
the chair of Islamic fi nance at INCEIF, 
comments that: “Because the industry is 
a very young fi eld…one should expect 
a degree of mismatch between actual 

supply and actual demand for talent. It 
should normally take at least two years 
of training beyond the fi rst degree to 
develop the needed expertise...and the 
more directly and actively the industry 
engages with the educational institutions, 
the stronger the talent pool.” 

However, currently “there is very litt le 
or no active support from Islamic fi nance 
institutions for providing practical 
scholarships, internships, or training 
for the talent that is already in the 
pipeline. A much needed partnership 
between academic institutions and 
industry...could bring about a plethora of 
employment opportunities.”

There is a fundamental disconnect between 
the two sides of the Islamic fi nance labor 
market. On the one side, the industry 
is failing to articulate its 
requirements. On the other, 
educational institutions are 
not producing the people 
the industry needs. And 
although progress is being 
made, there is clearly a 
long way still to go.
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Government properties for 
Sukuk assets
INDONESIA: The House of 
Representatives has approved the use of 
IDR30.2 trillion (US$3.5 billion)-worth 
of state-owned properties as underlying 
assets for this year’s government Sukuk 
issuances. 

Agus Martowardodjo, Indonesia’s fi nance 
minister, said the state properties which 
can be used as underlying assets are 
buildings and land owned by ministries 
and other government institutions. He 
added that Sukuk to be issued will not be 
intended for specifi c projects but to help 
the government cover its budget defi cits 
for this year.

Indonesia has not issued Sukuk for 
nearly two months as it ran out of 
underlying assets to back issuances.

Central bank’s efforts in 
Islamic inance
PAKISTAN: Yaseen Anwar, the deputy 
governor of the State Bank of Pakistan 
(SBP), the central bank, has stressed 
the need for the development of 
Shariah compliant risk management 
infrastructures in the Islamic banking 
industry.

Anwar claimed that there is a shortage 
of Shariah compliant hedging products 
in Pakistan for mitigating risks caused 
by business transactions, putt ing Islamic 
banks at a disadvantageous position 
compared to conventional banks.

According to Anwar, the absence of 
standardized documentation will 
eventually result in signifi cantly higher 
transaction costs which will make 
transactions unviable.

He suggested frameworks such as the 
Tahawwut Master Agreement (TMA) as 
a way for industry players to provide 
Shariah compliant and fi nancially viable 
products in addition to expanding their 
range of risk management instruments.

Anwar added that the TMA is a frame-
work risk mitigating document for hedg-
ing transactions developed for the Islamic 
fi nance industry. It was developed by the 
International Islamic Financial Market in 
collaboration with the International Swaps 
and Derivatives Association in March 2010 

and will likely boost the Shariah compli-
ant derivatives market.

However, Anwar cautioned that Shariah 
compliant hedging instruments under 
the TMA should not allow transactions 
for speculative motives. 

The Islamic banking industry currently 
constitutes over 7% of Pakistan’s banking 
system. SBP has recently amended the 
regulations for fi nancial institutions 
inclusive of Islamic and microfi nance 
banks in an eff ort to expand the outreach 
of branchless banking operations.

The central bank has also extended the 
refi nance limits sanctioned by banks to 
individual exporters to the 31st August. 
The extension was made because the 
current system requires exporters to 
submit their export earnings statements 
for 2010-2011 by the end of August, while 
original export fi nance limits were due to 
expire at the end of June.

Stable rating remains
MALAYSIA: Muhibbah Engineering’s 
RM130 million (US$42.81 million) Islamic 
bonds are not aff ected by the receivership 
status of the owner of the Tanjung Bin 
petroleum hub project, according to 
RAM Rating Services.

The bonds carry an ‘AAA(s)’ rating with a 
stable outlook, which is supported by an 
irrevocable and unconditional guarantee 
from Maybank to purchase and cancel all 
the Islamic bonds at the exercised price 
upon declaration of an event of default.

Banks abandon merger plan
MALAYSIA: CIMB Group and Maybank 
have dropped their respective plans to 
merge with RHB Capital due to the high 
valuation bar set by the sale of 25% of its 
shares to Aabar Investments.

Both banks, which were looking for a 
deal involving share swaps, stated that 
they would not overextend into a merger 
as it was not vital for their growth plans.

Nazir Razak, CEO of CIMB Group, 
said: “Based on our various discussions 
and our assessment of the present 
expectations of key stakeholders, we do 
not believe that we will be able to arrive 
at a value creating merger.” 

He explained that the merger 
negotiations were consuming resources 

US$2 billion sovereign Sukuk
MALAYSIA: The government has 
confi rmed it is planning to issue a US$2 
billion dollar-denominated Sukuk. 

According to Tengku Sariff udin Tengku 
Ahmad, the press secretary of the prime 
minister, the Islamic bonds will be sold 
in fi ve and 10-year maturities through a 
Wakalah structure, with the size of each 
tranche to depend on demand.

The Sukuk is expected be issued either 
by the end of June or early next month, 
while the pricing for the Islamic bond 
is projected to take place by the end 
of this month. It is expected to set a 
benchmark for the industry due to its 
longer maturity. The size of the issuance 
was previously estimated to be between 
US$500 million - US$1.7 billion.

The issuance will be Malaysia’s second 
global Sukuk off ering.

CIMB Investment Bank, Citigroup, 
HSBC Amanah Malaysia, and Maybank 
Investment Bank have been hired as 
joint lead managers. Moody’s Investors 
Service has assigned the Islamic bond 
a provisional foreign currency rating of 
‘A3’.

Lum Choon Kuan, the head of fi xed 
income research at CIMB Investment 
Bank, who believes the country’s 
sovereign bonds are popular with 
investors, said some of the proceeds 
from the issuance will likely be used to 
refi nance a US$1.75 billion conventional 
bond that matures in July.

Meanwhile, government offi  cials are 
said to have started meeting investors 
on the 23rd June in order to promote the 
global Sukuk off ering. The roadshow 
commenced in Kuala Lumpur before 
proceeding to Singapore, Hong Kong 
and the Middle East.

continued...
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and distracting the bank’s staff  and 
stakeholders.

In a statement, Maybank said that 
following the sale of RHB Capital’s 
shares, its board of directors has decided 
not to pursue the merger in light of 
“recent developments and following 
further deliberations”.

Aabar’s RM10.8 (US$3.55) per share 
for Abu Dhabi Commercial Bank’s 25% 
of RHB Capital is regarded as high by 
industry standards, at 2.25 times above 
the book value, compared to Hong 
Leong’s acquisition of EONCAP earlier 
this year, which was only 1.4 times book 
value.

TuranBank gets credit line 
AZERBAĲ AN: The Islamic Corporation 
for the Development of the Private Sector 
(ICD) has provided a second line of 
credit to TuranBank of US$3 million.

The credit facility will be channeled 
towards the development of small 
and medium-sized entrepreneurship 
industry. The six-year approved 
fi nancing, with a one-year grace period, 
allows borrowing between US$100 and 
US$2 million.

TuranBank took its fi rst credit line from 
ICD for the amount of US$1 million to 
fi nance two projects in construction and 
typography.

No bank restructuring yet
MALAYSIA: Awang Adek Hussin, 
the deputy minister of fi nance, has 
said that the government has yet to 
make any decision on proceeding with 
restructuring exercises for all banks, 
including Islamic banks. 

The statement was made in response to 
a member of parliament who inquired 
about implications for Islamic banks in 
the country following their impending 
restructuring.

Taurus advisory services
INDIA: Taurus Asset Management, 
in association with Multigain Shariah 
Investment Services, has launched its 
Shariah compliant portfolio management 
services strategy, branded as TM Shariah 
Strategy.

The service is aimed towards bringing 
Shariah compliant investment 

opportunities in the Indian stock market 
to Muslim investors in India and abroad.

TM Shariah Strategy will be certifi ed 
by Taqwaa Advisory and Shariah 
Investment Solutions. Taurus Asset 
Management will also appoint an 
independent custodian and fund 
accountant approved by the Securities 
and Exchange Board of India to ensure 
that there is no confl ict of interest.

Taurus Asset Management is the 
investment manager of the Taurus 
Mutual Fund.

New Islamic indices
MALAYSIA: Thomson Reuters and 
IdealRatings have announced the launch 
of the Thomson Reuters IdealRatings 
Islamic Indices. The new indices will 
include Shariah compliant companies in 
over 60 countries and cover global equity 
markets in nine regions including the 
GCC and MENA regions.

The indices will also include individual 
country indices and sectors such as global 
technology, healthcare and energy.

Green light for money market
BANGLADESH: The central bank, Bank 
of Bangladesh, is planning to establish 
an Islamic money market aimed at 
managing the liquidity of local Islamic 
banks.

Islamic banks are unable to invest their 
surplus funds due to the absence of this 
facility in the country. This is because all 
the government treasury bills, securities 
and Bangladesh bank bills are based on 
interest.

As Islamic banks are unable to invest 
the permissible part of their statutory 
liquidity reserve (SLR) and liquid surplus 
in these securities, they have to deposit 
their entire reserve in cash with the 
central bank, where the liquid surplus 
remains idle. As such, the profi tability of 
Islamic banks is aff ected.

Currently, Islamic banks are required  
to maintain an 11.5% statutory SLR, as 
compared with conventional banks, 
which have to maintain a 19% SLR.

On the other hand, conventional banks 
do not encounter this problem, as 
these banks receive interest on their 
credit balance, in which the central 
bank stores these excess reserves as an 

continued...

continued...

Nakheel’s Sukuk issuance
UAE: Nakheel announced earlier 
this month that it has secured almost 
unanimous approval on the US$1.63 
billion Sukuk issuance from its creditors.

The Sukuk is part of the developer’s 
US$10.9 billion debt restructuring plans.

Under the restructuring proposal, 
fi nancial creditors will receive 60% of 
repayment in the form of a US$1.63 
billion Islamic bond with the remaining 
40% in cash.

On the 19th June, Nakheel said it has paid 
US$1.36 billion in overdue payments to 
its fi nancial creditors.

Despite the developer’s claims that it “has 
achieved the agreed threshold for the trade 
creditors that are eligible for receiving the 
Sukuk,” Nakheel also announced on the 
21st June that the issuance of its Sukuk has 
been delayed to July. 

The issuance was originally scheduled to 
be completed at the end of June. 

Some of Nakheel’s trade creditors 
off ered the Sukuk at 25% discount in the 
secondary market during the fi rst week of 
June in a desperate att empt to gain cash.

Mohammed Yasin, the chief investment 
offi  cer of CAPM Investments, explained 
that many of Nakheel’s trade creditors 
were in need of cash to either pay their 
debts or to put into their businesses and 
could be forced to take a hit.

However, industry sources have recently 
claimed that Nakheel’s trade creditors 
might be unwilling to sell its Sukuk at a 
discount in the secondary market as they 
are being fl ooded by off ers.

Mohammed Qasim Al Ali, CEO of the 
National Bonds Corporation (NBC), 
stated that NBC was unable to close a 
deal to buy Nakheel’s Sukuk because 
of the many off ers that the creditor is 
supposedly evaluating.
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SLR. Furthermore, they invest a part of 
their liquidity reserves in government 
securities, which brings in around 8.5% 
interest per annum. 

There are currently seven commercial 
banks in the country that are operating 
based on  Shariah principles: Al-Arafah 
Islami Bank, Export Import Bank 
of Bangladesh, First Security Islami 
Bank, ICB Islamic Bank, Islami Bank 
Bangladesh, Shahjalal Islami Bank and 
Social Islami Bank.

MIDDLE EAST
Seventy percent ROI
BAHRAIN: Seera Investment Bank 
has completed the sale of a UK-based 
industrial water treatment service 
provider, BWA Water Additives, worth 
US$300 million.

The sale generated a total return on 
investment of around 70% over a holding 
period of two and a half years with an 
internal rate of return of around 20%.

NBC plans to expand
UAE: The National Bonds Corporation 
(NBC) is planning to increase its customer 
base to the Indian subcontinent through 
an awareness campaign this year.

According to Mohammed Qasim Al Ali, 
its CEO, the campaign, targeting the 
GCC region and neighboring countries, 
would begin in Pakistan and possibly 
India. Currently, Asian customers make 
up about 26% of NBC’s international 
clientele. 

He also said more international 
e-payment gateways will be made 
available to customers in line with its 
target of reaching 12% of global e-sales 
by second quarter of 2012.

However, Al Ali denied fi nalizing 
any plans to launch a similar Shariah 
compliant saving scheme in Indonesia. 

NBC had in March announced that it was 
conducting a feasibility study and was 
in talks with a bank to launch a saving 
scheme in Indonesia.

New repo for Islamic CDs
UAE: The Central Bank of the UAE has 
issued a Murabahah-based repurchase 
facility for Islamic certifi cates of deposits 
(CDs).

The facility is aimed at providing a 
liquidity management tool for banks.

CBB’s Sukuk oversubscribed
BAHRAIN: The Central Bank of Bahrain 
(CBB)’s BHD20 million (US$53 million) 
monthly Sukuk Ijarah issuance has been 
oversubscribed by 470%.

The 70th issuance of Sukuk Ijarah has an 
expected return of 1.05%. It carries a 182-
day maturity beginning the 23rd June and 
ending on the 22nd December.

Al Imtiaz goes shopping
KUWAIT: Al Imtiaz Investment 
Company has agreed to acquire a 
combined 15% stake of Tamdeen 
Shopping Centers Company from its 
shareholders.

Under the agreement Al Imtiaz, 
an Islamic investment and asset 
management affi  liate of Qatar’s Barwa 
Real Estate Company, will purchase 150 
million shares in Tamdeen at KWD0.13 
(US$0.47) each.

The acquisition is pending approval from 
several regulators including the Capital 
Market Authority of Kuwait.

Murabahah ship inancing
SAUDI ARABIA: The National Shipping 
Company of Saudi Arabia (NSCA) has 
signed a SAR822.6 million (US$219.35 
million) Murabahah fi nancing agreement 
with the National Commercial Bank and 
the Saudi British Bank, according to Saleh 
Nasser Al Jasser, CEO of NSCA.

continued... RATINGS
Outlook still negative
BAHRAIN: Capital Intelligence has 
affi  rmed Arab Banking Corporation’s 
(ABC) long- and short-term foreign 
currency ratings at ‘BBB+’ and ‘A2’. The 
outlook on the ratings remains negative.

The affi  rmation refl ects the uncertainty of 
the ability of ABC’s largest shareholder, 
the Central Bank of Libya, to provide 
fi nancial support if needed.

Good start
MALAYSIA: Standard & Poor’s Ratings 
Services has assigned an ‘A-’ long-term 
foreign currency preliminary issue rating 
for the proposed issue of Wakala Global 
Sukuk’s trust certifi cates.

The rating is based on the draft  off ering 
memorandum, various agreements and 
undertakings and a declaration on trust 
dated the 13th June.

Solid position 
MALAYSIA: RAM Rating Services 
(RAM) has reaffi  rmed the respective 
‘AAA’, ‘AA2’, ‘AA3’ and ‘P1(s)/AAA(s)’ 
ratings of the Class A, Class B and Class 
C Sukuk Ijarah as well as the Sukuk 
Ijarah commercial paper/medium-term 
notes (CP/MTN) program issued by 
Midas Plantation. 

All the long-term ratings have a stable 
outlook, refl ecting RAM’s expectations 
that the lessees will be able to meet 
their scheduled lease payments and, 
in turn, the payment obligations under 
the Islamic securities throughout their 
remaining tenures.

Optimistic start
MALAYSIA: Malaysian Rating Corpora-
tion (MARC) has assigned a rating of 
‘AAAID(fg)’ to Antara Steel Mill’s RM300 
million (US$98 million) guaranteed 
lslamic securities (GIS) program with a 
stable outlook. The RM300 million GIS 
program is guaranteed by fi nancial guar-
antor Danajamin Nasional. 

At the same time, MARC has affi  rmed 
its rating of ‘AID’ on Antara’s existing 
RM500 million (US$164  million) Bai 
Bithaman Ajil Islamic debt securities 
(BaIDS) while revising the rating outlook 
to stable from positive to refl ect Antara’s 
moderate fi nancial performance in recent 
quarters.

continued...

Forum: Next Question:

How have Islamic funds traditionally performed against the 
wider market and have they provided investors enough returns to 
create an att ractive value compared to conventional funds?
If you would like to air your views on the next Forum Question, please email your 
response of between 50 and 300 words to Christina Morgan, Forum Editor, at: Christina.
Morgan@REDmoneygroup.com before Friday, 1st July 2011.
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The proceeds will be used to fi nance 
the construction of up to four general 
cargo ships. The tenor of the Murabahah 
fi nancing will be for about 12 years 
and will be paid in equal quarterly 
installments with a fi nal payment at 
the end of the tenor of about 30% of the 
contract value.

Repayments will begin three months 
aft er delivery of the ships, which will in 
turn be mortgaged to the fi nancing banks 
as security for the fi nancing.

ABC cancels 90% of ILIC debt
BAHRAIN: Arab Banking Corporation 
(ABC) has writt en off  90% of the US$120 
million debt owed by the Kuwait-based 
International Leasing & Investment 
Company (ILIC). 

ILIC will only pay US$12 million to 
ABC.

Extension sought
UAE: Dubai Aerospace Enterprise 
(DAE) has sought to extend its US$800 
million fi nancing from a group of banks 
including Noor Islamic Bank, maturing 
on the 23rd July, by three to four years. 

DAE’s creditors have reportedly in 
turn asked for a down payment on the 
fi nancing as a consideration for the 
extension.

Other banks involved in the fi nancing 
are Citigroup, Deutsche Bank, Emirates 
NBD and Lloyds Banking Group, which 
jointly arranged the fi nancing in January 
2009.

Interest in IHC brokerage
QATAR: A local fi nancial institution 
has made an off er to acquire Shariah 
compliant brokerage house, Islamic 
Financial Securities. 

The brokerage is a subsidiary of the 
Islamic Holding Company (IHC).

IHC, which has declined to reveal the 
potential fi nancial institution, said that it 
will review the buyout proposal for the 
subsidiary.

The acquisition follows the Qatar 
Financial Market Authority’s decision 
to allow banks to re-enter the brokerage 
business. So far, Masraf Al Rayan, Qatar 
Islamic Bank and Qatar International 

Islamic Bank have already established 
brokerage businesses.

Debt restructuring deal 
KUWAIT: Kuwait Finance House (KFH) 
has signed an agreement with Gulf 
Investment House (GIH) to restructure 
KWD49.5 million (US$180 million)-worth 
of debt owed by KFH.

The deal, which includes converting the 
current debts from short to medium-
term for a period of fi ve years, was 
signed in collaboration with GIH’s other 
debtors, Boubyan Bank and Burgan 
Bank, and was supervised by Liquidity 
Management House. 

Sukuk pro it distribution
UAE: DP World has announced the 
periodic profi t distribution for its US$1.5 
billion Sukuk for the six-month period 
ending on the 30th June 2011.

DP said it will pay out almost US$46.8 
million for the Sukuk at a rate of 6.25%. 

The payments will be made on the 5th 
July.

continued... MOVES
AL KHALIJ COMMERCIAL 
BANK
QATAR: Al Khalĳ  Commercial Bank has 
confi rmed Robin McCall as its group 
CEO.

He was previously the bank’s acting 
CEO.

KPMG
UAE: KPMG has offi  cially appointed 
Neil Miller as the global head of Islamic 
fi nance in Dubai.

Miller was previously a partner and 
global head of Islamic fi nance at Norton 
Rose (Middle East) Dubai.

EMIRATES NBD
UAE: Emirates NBD has appointed 
Sheikh Ahmed Saeed Al Maktoum 
as its new chairman, replacing Ahmed 
Humaid Al Tayer.

Al Maktoum is also the president of 
Dubai Civil Aviation as well as the 
chairman of Dubai World, Dubai’s 
Supreme Fiscal Committ ee, and Emirates 
Airline.

Additionally, the bank has named three 
new board members: Mohammed 
Hadi Ahmed Abdullah Al Husaini, 
Mohammed Obaid Al Shehhi and 
Shoaib Mer Hashim Khouri.

NOOR ISLAMIC BANK
UAE: Noor Islamic Bank has appointed 
Sheikh Ahmed Mohammed Rashid Al 
Maktoum as its new chairman, replacing 
Sheikh Ahmed Saeed Al Maktoum.

Al Maktoum is also the chairman of 
Dubai Aviation Authority and Emirates 
Group.

Coming up...
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China’s population of 1.3 billion has 
long att racted business from opposite 
ends of the spectrum. With the country’s 
burgeoning economic growth yet to 
be capped, is there room for Islamic 
fi nance to catch on in the market?

“The growth potential of Islamic fi nance 
in China is huge given the country’s popu-
lation. If we come from the perspective 
that Islamic fi nance is for everyone and is 
just an alternative to conventional fi nance, 
we have a tremendous pool to tap,” said 
Akmal Hassan, CEO and executive direc-
tor of Asian Islamic Investment Manage-
ment (AIIMAN), a joint venture between 
Singapore’s DBS Asset Management and 
Hwang-DBS (Malaysia).

In a response to Islamic Finance news, 
Hassan added that even in a worst case 
scenario, targeting only the Muslim 
population of the country, prospects 
remain bright for the growth of Shariah 
compliant fi nancing, as the 2% share of 
the country’s Muslim population still 
makes up 26 million people.

According to Hassan, the majority of 
Muslims are located in China’s north 
western regions: namely Xinjiang, Gansu 
and Ningxia, as well as the south western 
province of Yunnan and the central 
province of Henan.

Despite the promising market, the coun-
try has yet to establish an Islamic bank. 
Late last year Malaysia’s Affi  n Holdings, 
which owns Affi  n Islamic Bank, and its 
foreign partner, Hong Kong’s The Bank 
of East Asia, a 23.5% shareholder of the 

banking group, said they had submitt ed 
a proposal to the China Banking Regula-
tion Authority to open China’s fi rst Is-
lamic bank. The outcome of this proposal 
is still unclear, but at the time, the author-
ity was still studying the regulation and 
practice of Islamic fi nance. 

The size of China’s market alone certainly 
makes an appetizing case for Islamic 
fi nance. However, with no existing Islamic 
fi nancial services market to speak of, what 
areas of growth could the industry tap? 

“On the investments side, there is a 
growing demand for more transparent 
and less volatile products, especially 
post-crisis. Many have been burned 
badly – individuals and institutions alike. 
This presents a tremendous growth op-
portunity for Islamic fi nance. However, 
the quantum of acceptance and growth is 
highly dependent on the concerted eff ort 
between the government and fi nancial 
institutions in China,” said Hassan. 

As Hassan puts it, “China is not the fi rst 
nation you think of when it comes to 
considering Islamic fi nance.” However, he 

added, there is growing interest in China 
from leading Islamic institutions; although 
unsurprisingly challenges abound for the 
growth of the industry in the market. 

“Taxation issues are certainly something 
that the government has to seriously look 
into to spur the growth of Islamic fi nance 
in China. The long-term solution, how-
ever, would require introducing relevant 
legislation,” he said, adding that it is pos-
sible for the country to amend regulations 
without disturbing the fundamentals of 
existing banking and tax laws.

Another diffi  culty is a possible lack of 
competitiveness in Islamic products 
compared to conventional products, 
while a shortage of human capital in 
Islamic fi nance, a perpetual problem 
faced by the Islamic fi nance industry as 
a whole, is another. Hassan also said that 
on the investing side, there is a need to 
raise awareness of the long-term benefi ts 
of Islamic investments.

Finally, the lack of global standards is 
an additional hurdle to the growth of 
Islamic investing.“ There is extra cost and 
time involved in gett ing Shariah advisory 
board to approve companies eligible for 
Shariah investments. Diff erent boards 
require diff erent standards. 

“Thus, it would be helpful if there was 
one global Shariah standard that fund 
managers could all follow. Moreover, if 
the issue is sett led and the levels of Sha-
riah approval simplifi ed, Islamic invest-
ment products could then be made more 
att ractive to investors,” said Hassan.

Islamic investing to bridge Shariah inance in China?

On the 17th June 2011 a committ ee of 
senior GCC fi nancial market regulators 
approved non-mandatory unifi ed rules 
governing shares, bonds, Sukuk and 
investment funds listings in the GCC 
fi nancial markets.

The rules governing unifi ed share market 
listings in the GCC region should be 
introduced by 2013 according to Fahd 
Faisal Al Thani, the deputy governor 
of Qatar Central Bank, who said that: 
“The unifi ed rules on shares listing is not 
mandatory at the moment; however, we 
will be holding more discussions until it 
becomes mandatory.” Sultan bin Saeed Al 
Mansouri, the UAE minister of economy, 

added that the committ ee “decided the 
rul[ings] will be non-mandatory for a 
period of two years”.

In 2010, the UAE called for a regional 
unifi cation of licensing, subscription and 
listing procedures for public joint stock 
companies as part of a move to boost 
stock market activities.

However, Al Mansouri said that there 
were still no plans “to raise foreign 
ownership limits for listed companies 
in the UAE,” saying that: “we need 
to see what serves the country and 
the economy [best], “but adding that 
the foreign ownership rulings may be 

reviewed in the future. Such a stance 
is credited with delaying the outcome 
of a potential upgrade for the Arab 
country to emerging market status by 
index compiler Morgan Stanley Capital 
International (MSCI).

Abdullah Al Tureifi , chief executive 
offi  cer of the UAE Securities and 
Commodities Authority (SCA), said that 
an appointed task force has draft ed laws 
on listing, disclosure and governance. 
These were reviewed and approved 
by the committ ee of the securities 
authorities, before being submitt ed to the 
ministerial committ ee for approval.

GCC markets unite despite upgrade hesitation

China is not 
the irst nation 

you think of when it 
comes to considering 
Islamic 
inance

Continued
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The meeting discussed the 
recommendations of the taskforce 
regarding initial public off ers, 
subscriptions in fi nancial markets, a draft  
of the unifi ed rules for issuing shares 
in the GCC stock markets, disclosure, 
transparency and the draft  law governing 
the unifi ed ruled of the companies 
governance, as well as rules on disclosure 
and rules for launching investment fund 
units.

These announcements come as the GCC 
stock markets endured a turbulent 
month, ending lower overall, barring 
the Saudi market which had marginal 
gains. In the absence of new drivers, 
Middle Eastern bourses, it appears, had 
no choice but to follow the international 
markets which declined on renewed debt 
woes concerning Greece.

“Both the Abu Dhabi Exchange and 
Dubai Financial Market were weak 
due to a convergence of factors: the 

disappearance of the positive catalyst 
that would have been the MSCI upgrade, 
and weaker markets elsewhere,” 
according to Julian Bruce, the director of 
equity sales at EFG-Hermes.

The UAE and Qatar will also have to 
wait for another six months to get their 
stock markets elevated to the coveted 
emerging market status, a key barometer 
that could help rekindle global investor 
confi dence in the region. The MSCI said 
that it was extending the review period 
for the potential reclassifi cation of the 
MSCI Qatar and the MSCI UAE indices 
until December 2011 “in order to give 
additional time for market participants to 
assess recent enhancements implemented 
on the Qatari and Emirati markets”.

The move was a kick in the teeth to 
Middle Eastern markets, desperate to 
see a reversal of their current fortunes. 
The UAE and Qatari bourses were 
hoping that the upgrade would provide 

an immediate stimulus to a fl agging 
market anxious to capture a bigger slice 
of the global investment market thereby 
boosting the fortunes of listed fi rms.

The UAE and Qatar are currently 
bracketed as frontier markets, alongside 
economic lightweights such as Vietnam, 
Kenya and Slovenia. An emerging 
markets upgrade would have positioned 
the two countries alongside the world’s 
fastest growing economies: including 
Brazil, Russia, India and China (BRIC).

Increasing foreign ownership limits 
was one of the criteria set out by index 
compiler MSCI in its review of the UAE 
and Qatar for an upgrade to emerging 
market status. However, the UAE ruled 
out any immediate plan to raise the 49% 
foreign ownership limit for listed fi rms.

The MSCI’s delay in upgrading the UAE 
and Qatar is however expected to pave the 
way for a defi nitive upgrade in December.

The launch of Islamic banking in 
Nigeria has heated up as opposition to 
the move has forced the Central Bank 
of Nigeria (CBN) to clarify its newly 
introduced guidelines for non-interest 
banking.

As part of its blueprint for reforming the 
Nigerian fi nancial system implemented 
at the beginning of this year, the CBN 
issued new guidelines which, among 
others, included guidelines on non-
interest banking.

The banking regulator’s rules for non-
interest banking were initially aimed 
at allowing for Islamic banking in the 
country. Dr Kingsley Moghalu, the 
deputy governor for fi nancial system 
stability at the CBN, has said that the 
push for non-interest banking formed 
part of the banking regulator’s plans to 
increase inclusion in the fi nancial sector 
and encourage the community to utilize 
banking services. 

However, the move has been met with 
controversy from groups alleging it is 
an att empt to Islamize Nigeria. Apostles 
in the Market Place, a group of Nigerian 
professionals, has also come out against 
the new rules, saying it excluded those 
who are not Shariah compliant from 

applying for non-interest banking 
licenses. 

Following this, the CBN issued a circular 
on the 22nd June clarifying its new 
guidelines. “The CBN wishes to clarify 
that Islamic banking is not the only type 
of non-interest banking contemplated 
under the new banking model which 
categorized non-interest banks as part 
of specialized institutions. The CBN 
recognizes that Islamic banking is a form 
of non-interest banking and that there are 
other forms of non-interest banking than 
Islamic banking,” it said.

It also said it will, at a later date, issue 
guidelines governing the provision of 
non-interest fi nancial services based on 
principles other than Islamic fi nance, 
adding it is open to receiving and 
evaluating applications for non-interest 
banking licenses based on principles 
other than Shariah. 

Non-interest banking was previously 
provided for under the Bank and Other 
Financial Institutions Act 1991. However, 
the CBN recently amended the rules 
specifi cally for Islamic banking, sett ing a 
capital base requirement of NGN10 bil-
lion (US$64.14 million) for Islamic banks 
applying for a nationwide license and 

NGN5 billion (US$32.07 million) for those 
applying for a regional license. A national 
license allows for operations within every 
state in the country, including in the 
Federal Capital Territory of Abuja, while a 
regional license entitles the banks to oper-
ate in between six to 12 states within not 
more than two of Nigeria’s geo-political 
zones, as well as within Abuja. 

The CBN also said it will put in place a 
Shariah council, which it later renamed 
as an Advisory Council of Experts, to 
ensure Islamic products off ered comply 
with Shariah requirements.

On the 21st June, it granted its approval 
in principle to Jaiz International (Jaiz 
Bank) to operate as an Islamic bank, the 
fi rst bank in the country to receive the 
authorization.

Moving forward, the Nigerian 
government also plans to issue its 
fi rst sovereign Sukuk in the next 19 
months, although the process is still in 
its preliminary stages. Sanusi Lamido 
Sanusi, the governor of the CBN, has 
also said that by the end of the year the 
country could start looking at developing 
an Islamic money market; and is 
expected to have one Islamic bank and 
fi ve Islamic windows.

CBN amends non-interest banking rules amid controversy

Continued
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In a bid to diversify from real estate 
investments and oil dependency, 
GCC countries have cited project and 
infrastructure fi nancing as a viable 
investment avenue. With energy high 
on the agenda, it makes economic 
sense for GCC countries to invest in 
domestic energy infrastructure projects 
to further fuel their economies. At the 
recent Vienna Energy Forum, it was 
revealed that the UAE has spent up 
to US$70 billion in loans, grants and 
assistance for international aid projects, 
particularly involving water and energy, 
over the last 35 years. 

It was recently projected that the 
overall funding costs for project and 
infrastructure developments up to 
2030 will amount to US$10 trillion; 
with US$7.2 trillion required for 
energy projects, and US$2.8 trillion for 
infrastructure. Industry players are 
pushing for Islamic fi nancing structures; 
Ijarah in particular, to be utilized as part 
of the fi nancing. 

Historically, Islamic project 
fi nancing has played a role in the 
GCC markets, but only in pockets. 
Abu Dhabi for instance, which has 
sealed its commitment to sustainable 
infrastructure growth up to 2030, has 
seen its fair share of Islamic project 
fi nance investments via Islamic tranches 
for the Abu Dhabi Water and Electricity 
Authority’s power plant projects, as 
well as the US$1 billion Istisnah/Ijarah 
facility for Dolphin Energy’s US$3.5 
billion project in 2005. 

Apart from water and energy projects, 
renovation projects involving the GCC 
countries’ mosques such as in Qatar 
and Saudi Arabia is also big business. 
The Saudi Arabian Monetary Authority 
(SAMA), in its development report 
for the 1st quarter of 2011, revealed 
allocations by the Saudi government 
of SAR500 million (US$133 million) 
for renovation purposes, while Qatar 
has committ ed US$122.4 million for 
such projects. However, it has not been 

revealed how much of this will be funded 
in a Shariah compliant manner. 

Industry players, regarding the general 
lackluster response towards Islamic 
project fi nancing facilities, cite the 
duration taken to complete such projects, 
non-competitive fi nancing costs and 
a lack of evidence that the inclusion 
of Islamic tranches within a fi nancing 
facility will add liquidity. 

However, they are confi dent that market 
perception will favor Islamic project 
fi nancing in the coming years as global 
markets recover, and GCC nations are 
required to fund large infrastructure 
projects which could exceed local, 
regional and international commercial 
banking capabilities. Also, a move 
towards shorter-term structures (fi ve, 
seven and ten year tenors) has boosted 
the appeal of Islamic project fi nancing, 
backed by encouragement by regional 
project sponsors to move into Shariah 
compliant fi nancing in the last year.

Project inancing beckons?

The 2011 Middle East initial public 
off ering (IPO) outlook remains reticent as 
companies in the Middle East continue 
to remain wary of listing: frustrated by 
poor valuations, sluggish GDP growth 
prospects and political unrest.

Depressed corporate earnings, low 
trading volumes, negative investor 
sentiment and insuffi  cient demand for 
IPOs are further compounding issues for 
companies looking to list. The perception 
of the Middle East is not at an all time 
high in terms of investment potential. 
Any public off ering will not be viewed 
favorably by the markets until stability 
can be guaranteed.

According to Ernst &Young, conventional 
bank fi nancing, bonds and Sukuk are 
likely to be the preferred mode of raising 
funds for regional corporations until 
the profi tability of issuers and investor 
sentiment improve. The value of IPOs in 
the Middle East has plummeted 94.8% 
to US$21.7 million in the fi rst quarter of 
2011 from the same period in 2010, the 
lowest in fi ve years, due to weak investor 
sentiment, according to Ernst & Young.

Jon Grussing, the managing director 
and head of equity corporate fi nance at 

Credit Suisse in London, suggests that 
the major concern “is simply the general 
global macroeconomic outlook”. Political 
turmoil in the region has resulted in 
nine cancelled or delayed IPOs with the 
region only seeing two IPOs in the fi rst 
quarter of 2011, comprising of Syria’s 
Middle East Company US$3.1 million 
off ering and Abu Dhabi’s Insurance 
House US$18.6 million share sale.

Nick Williams, the managing director 
and head of EMEA equity capital 
markets at Credit Suisse in London, says 
that he expects to “see a much broader 
level of dialogue now in the Middle East 
than was the case 12 months ago, due to 
the stronger secondary market and the 
bigger economic pickup.”

Abdullah Al Tureifi , chief executive 
offi  cer of the UAE Securities and the 
Commodities Authority, said stock 
markets in the Gulf Cooperation Council, 
or GCC, region are witnessing signs of 
recovery, especially in the UAE. “There 
are investments and fl ow of liquidity” 
into UAE and GCC markets. “Had there 
been no recovery or a good start you 
wouldn’t have seen any new listings 
or IPOs,” he added. Turaifi  noted there 
have been three IPOs so far in 2011 in the 

UAE, and “hopefully there will be more”.

Williams adds that: “There is defi nitely 
still uncertainty around some European 
economies, but investors have more 
money to put into equity, and that will 
provide support to valuations. I think the 
downside risks for the markets are largely 
priced in right now. The market has been 
effi  cient in that regard. There exists a rela-
tively robust conviction that the emerging 
market consumer is going to continue to 
provide support to overall global GDP.”

Aside from signifi cant developments in 
the region, the main factor holding back 
IPOs is weak investor sentiment due to 
underperforming stock markets and risk 
aversion. “It hasn’t been the best market 
to list anywhere in the region,” according 
to Akram Annous, a strategist at Al Mal 
Capital in Dubai, repeating a common 
concern about the lack of volumes of 
shares traded in most GCC and Middle 
Eastern markets.

Azhar Zafar, IPO leader at Ernst & 
Young, acknowledges that: “[The Middle 
East] IPO markets normally recover aft er 
the secondary markets and we have been 
seeing a gradual recovery in the stock 
markets around the region.”

Middle East IPOs take a backseat on continuing uncertainty
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By Dr Natalie Schoon, IFN Correspondent

As evidenced by a range of economic 
data that has recently been released, 
such as a fall in household spending, 
and weak fi nancial and job market 
fi gures, the general economy in the 
UK is, at the moment, not making the 
recovery that was hoped for. This has an 
impact across all industries and Islamic 
fi nancial services are not an exception. 

As new regulations are starting to take 
shape in the form of Basel III, it will 
become more and more important for the 
Islamic fi nancial institutions in the UK to 
have access to liquidity instruments that 
can provide a reasonable return and are 
acceptable to the UK regulator. 

Unfortunately, the UK government 
has still not made a decision on the 
issuance of Sukuk, and the general 
market sentiment is that this is unlikely 
to change in the near future. This will 
eventually put the UK-based Islamic 
fi nancial institutions at a disadvantage 
to other industry players since the 
alternative will be to hold signifi cant 
amounts of capital in cash. 

Aft er a strategic review, European Islamic 
Investment Bank has announced that 
they will refocus on the Middle East and 
Asian regions where they foresee larger 
growth possibilities than in the UK, 
Europe and the US. A disadvantageous 
tax regime in the UK for Sukuk issuance 
compared to conventional bonds was one 
of the reasons cited, although the same 
view is not necessarily shared by other 
players in the UK market.

On the positive side, the strong support 
for Islamic fi nance in the UK clearly 
shows in the achievements of institutions 
such as the Chartered Institute for 
Securities and Investments, the Chartered 
Institute for Management Accounting, 
and the Islamic Finance Council to name 
but a few. 

In addition, it was announced that 
Richard Thomas, CEO of Gatehouse 
Bank, was awarded an OBE in 
recognition for civic excellence and his 
contribution to the Islamic fi nancial 
services industry. 

During the same period, Pointon York 
has announced the launch of a range 
of Shariah compliant Self Invested 

Personal Pensions (SIPPs) in response 
to the growing demand from UK-based 
Muslims for suitable investment vehicles. 

The introduction of these funds clearly 
shows there is a demand from the 
general public in the UK, which may in 
turn lead to an increase in demand for 
UK-based Sukuk and funds which the 
SIPPs would need to meet their solvency 
requirements. Shariah compliance will be 
provided by Islamic Bank of Britain.

Further positive news came in the form 
of the launch of two new funds by Bank 
of London and The Middle East (BLME). 

Recently, BLME has launched the Light 
Industrial Building Fund (GBP) and the 
High Yield Fund (US$, GBP and EUR), 
and has opened the GBP and EUR share 
classes for the Income Fund, which are in 
addition to the US$ share class. 

The GBP and EUR share classes have 
been included in response to market 
demand.

Dr Natalie Schoon is the head of product 
research at BLME and she can be contacted at 
Natalie.Schoon@BLME.com .

Market update in the UK 

Pakistan

IFN Correspondent

SLR rates for Islamic banks/
Islamic banking branches 
enhanced upwards
The statutory liquidity requirement 
(SLR) for Islamic Banks/Islamic banking 
branches has been increased by 5% by 
Pakistan’s central bank, the State Bank of 
Pakistan (SBP). 

Prior to the directive of the SBP, the SLR 
rate was 14% (excluding cash reserve 
requirement) of total demand liabilities 
(including time deposits with tenors of 
less than a year). 

The SLR has now been raised to 19% 
with time liabilities (including time 
deposits with tenor of a year and above) 
that will not require any SLR. With this 
enhancement, the SLR for conventional 
and Islamic banks is now at par.

Criteria for sett ing up Islamic 
bank branches revised
SBP has also revised the criteria for 
sett ing up branches by Islamic banks. 
The directive states: “In order to provide 
incentive to commercial banks for 
enhancing outreach of Islamic banking 
services, it has been decided to enhance 
the scope of rural/underserved areas 
(RUAs) defi nition. 

Henceforth, any district having less than 
10 Islamic banking branches (IBBs) will 
be termed as underserved with respect to 
Islamic banking facilities. Consequently, 
the fi rst 10 IBBs in such districts of 
Pakistan will fall under the branch 
licensing policy’s defi nition of RUAs.”

International conference on 
Islamic microfi nance
The international conference on 
Islamic microfi nance organized by Al 
Huda Center of Islamic Banking and 
Economics and Akhuwat was held in 

Islamabad on the 13th June 2011 at the 
auditorium of Faisal Mosque. The event 
was followed by a two-day workshop on 
the fundamentals of microfi nance and 
marketing strategies.  

The event highlighted Islamic 
microfi nance as the quintessential mode 
of fi nancing for helping the lowest 
income groups/individuals of society 
which are deprived of banking facilities 
due to access and high cost of funds. 
The theme of the event was primarily to 
create awareness of Islamic microfi nance 
and emphasize the importance of its 
sustainability with the social objective.  

The event was att ended by national and 
international scholars who gave inspiring 
discourses on eliminating poverty and 
encouraging economic growth through 
Islamic microfi nance with the ultimate 
objective of forming an egalitarian 
society with equal distribution of wealth 
and resources.  

Banking regulations to enhance Islamic inance
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Singapore

By Professor Andrew White,
IFN Correspondent

It is no secret that Singapore continues 
to move steadily, though quietly, 
forward in developing its market share 
of the global Islamic fi nance industry. 

Indeed, leveraging on existing strengths 
that have made Singapore a regional 
and global powerhouse in conventional 
fi nance markets, the republic has 
explicitly identifi ed three primary areas 
of focus in growing its prominence not 
only in Southeast Asia, but also as an 
important bridge between Asia and the 
Middle East: wholesale Islamic banking 
services, Islamic asset management, and 
Islamic capital markets. 

Facilitated substantially by the Monetary 
Authority of Singapore, this strategic 
focus especially bore fruit recently 
in the world’s largest Islamic REIT 
(Sabana) being listed on the Singapore 
Exchange, the Khazanah Nasional 

SG$1.5 billion (US$1.21 billion) Sukuk, 
and the world’s fi rst Shariah compliant 
data centre fund, Securus Data Property 
Fund. In order to maintain momentum 
and expedite rapid growth, Singapore 
announced this month that it is poised 
to issue new income tax regulations for 
Islamic fi nance, focusing in particular 
on fi nancing through a partnership 
arrangement based on diminishing 
Musharakah, Istisnah project fi nancing, 
and Wakalah and Murabahah-based 
interbank placements. 

The announcement was included as part 
of the opening address by Lim Hng Ki-
ang, the minister for trade and industry 
and deputy chairman of the Monetary 
Authority of Singapore, to an audience of 
nearly 500 Islamic fi nance industry lead-
ers from throughout Asia, the Middle 
East and Europe, gathered in Singapore 
for the 2nd Annual World Islamic Banking 
Conference: Asia Summit on the 8th and 
9th June. 

Additional clarifi cation and a detailed 
explanation of these regulatory changes 

will be provided in a forthcoming tax 
circular to be issued by the Singapore 
Ministry of Finance.  Signifi cantly, these 
changes are in keeping with Singapore’s 
long-standing principle that Shariah 
compliant products should not be 
disadvantaged in terms of regulatory 
and tax treatment where the economic 
substance and risks are similar to 
conventional products. 

Indeed, as noted by Director Tai Boon 
Leong, MAS executive at the MAS-
hosted IFSB Seminar on Strategies 
for Development of Islamic Capital 
Markets, the several record-breaking 
Islamic fi nance deals that have come 
out of Singapore in just this past year 
alone “underscore that there are no 
regulatory or market impediments to 
their origination in Singapore.”

Andrew White is an associate professor of 
law and director of International Islamic 
Law & Finance Centre at Singapore 
Management University. He can be contacted 
at andrewwhite@smu.edu.sg.

A bridge that connects Islamic inance industry

Sri Lanka

By Roshan Madawela, IFN Correspondent

Macroeconomic growth in Sri Lanka 
has been steady in the post-war era and 
GDP growth for 2010 is recorded at 8%. 
Sectors like tourism have been at the 
frontline of the transition from resilient 
to buoyant with an impressive 34.1% 
growth in the fi rst quarter of 2011 in 
terms of arrivals and 47.8% growth in 
dollar earnings. The positive economic 
outlook has created opportunities in 
varied sectors and has resulted in an 
infl ux of foreign direct investment to 
the country. 

The fi nancial services sub-sector is an 
important contributor to the economy 
and is one of the fast growing sectors 
in the country. This sector comprises 22 
licensed commercial banks, 14 licensed 
specialized banks, 36 registered non-
banking fi nancial services institutions 
and 18 insurance companies. The 
licensed commercial banks together 
operate some 2,214 branches, 2,788 other 
banking outlets and 1,757 ATMs. 

Among the key priorities and focus 
areas of the fi nancial services industry is 
Islamic fi nancial services, an area which 
has gained much emphasis from both 
service providers and customers alike. 
Many fi nancial services institutions 
including banks have established Islamic 
fi nancial services divisions providing 
a range of specialized services and 
instruments. 

According to a study conducted by 
KPMG and the Research Intelligence 
Unit (RIU), the total number of players 
in the island’s Islamic fi nance industry 
currently stands at 37. Of these 12 are in 
the banking and fi nance sector, 10 are in 
consultancy and advisory, six are in the 
education and the remaining nine are 
providing miscellaneous services like 
IT and publishing. In the industry as a 
whole, the majority of players (64%) are 
operating as windows of conventional 
fi nancial organizations while 36% 
operate as standalone players. 

Barriers to the development of the 
sector over recent years were mainly 
in the form of regulatory frameworks 

and institutional support mechanisms 
not being in place. In November 2010, 
Sri Lanka’s budget proposals presented 
in Parliament highlighted a number of 
fi scal proposals aimed at the creation of 
a conducive environment for Shariah 
compliant products. Sri Lanka’s fi rst 
Islamic bank, Amana Bank, received its 
commercial banking license in February 
2011 and is preparing to commence 
operations within a few months. 

In a recent move, the managing director 
of Amana Bank, Faizal Salieh, signed a 
technical services agreement with Bank 
Islam Malaysia’s managing director, 
Zukri Samat, at an event held in Kuala 
Lumpur. The two institutions have been 
strategic partners since 1999 and the 
latt er holds a 20% stake in Sri Lanka’s 
fi rst Islamic bank. Under this agreement, 
Bank Islam is set to play a greater role in 
transferring Islamic banking expertise to 
Amana Bank.  

Roshan Madawela is the director of Research 
Intelligence Unit and he can be contacted at 
roshan@riunit.com.

Islamic inancial services gain emphasis in tear-drop island
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European Islamic Investment Bank 
(EIIB), which recently announced it 
has relocated some staff  from its head 
offi  ce in the UK to Bahrain, has refuted 
market talk that the move was due to a 
diffi  cult market in London.

“The decision had nothing to do with 
diffi  culties faced in London, but rather 
the increasing opportunities we’re 
seeing and the resulting need for some 
personnel to be closer to their target 
markets in the Islamic world. The 
bank continues to be a UK-based bank 
regulated by the Financial Services 
Authority,” said Alwaleed Kamal, the 
managing director of strategic business 
development at EIIB.

Also signaling its commitment to the 
Bahraini market, Kamal said EIIB 
has considered a number of strategic 
opportunities there, including the 
acquisition of a controlling stake in a 
Bahrain-based investment bank. 

In a response to Islamic Finance news, 
Kamal, who is also head of the bank’s 
Bahrain offi  ce, said: “The deal did not go 
through for reasons beyond our control. 
Negotiations started in the beginning 
of the second quarter of 2011 and just 
recently fell apart. We continue to be 
opportunistic and if the right transaction 
presents itself, we will pursue it.”

Changing course
EIIB opened for business in London in 
April 2006 and launched its representa-
tive offi  ce in Bahrain later that year. Aft er 
seeing its business shrink as a result of 
the fi nancial crisis the bank, which has 
recorded four straight years of losses 
since 2007, embarked on a new strategy 
last year which included focusing on 
three core business within Islamic mar-
kets: namely investment management, 
banking and fi nancial services. 

In the bank’s 2010 annual report released 
this year, Shabir Randeree, the chairman 
of EIIB who took over from Adnan 
Ahmed Yousif, who resigned in February 
2011, said: “EIIB’s founding strategy 
has shown itself to be over-optimistic 
and incompatible with the dramatically 
changed business environment resulting 
from the global recession.”

The bank’s circumstances have been so 
dire in the past few years that in a note 
to shareholders late last year, Subhi 

Benkhadra, its newly-appointed CEO, 
admitt ed EIIB’s board of directors had 
been faced with a very real possibility 
of having to wind up the bank. “In 
December 2009, the board concluded 
that the latt er would be an inherently 
incorrect view and that a radically 
new and credible strategy could 
indeed be envisaged and successfully 
implemented,” he said.

Con ident amid challenges
In spite of the challenging times, Kamal 
remains optimistic. “In absolute terms, 
the bank has performed much bett er than 
most Islamic investment banks in 2010 
as banks wrote down the value of their 
infl ated assets,” he said.

Its fi nancial results last year have shown 
an improvement. Losses for the year 
declined to GBP5.92 million (US$9.46 
million) from GBP22.18 million (US$35.43 
million) in 2009 on higher income 
and lower expenses; although income 
from fi nancing and investing activities 
remained depressed, at GBP1.98 million 
(US$3.16 million) against GBP3.77 mil-
lion (US$6.02 million) the previous year. 

However, the bank successfully 
reversed provisions, recording none for 
impairments of fi nancing arrangements 
and impairments of available-for-sale 
securities, compared to GBP6.35 million 
(US$10.14 million) and GBP7.03 million 
(US$11.23 million), respectively, in 2009.

According to Kamal, performance 
is oft en a lagging indicator for an 
investment bank. “It may take years for 
investments to deliver the results in asset 
classes such as private equity. In 2009, 
the bank made a number of investments 
which have positively impacted the 
comprehensive income line in 2010 and 
it is anticipated that 2011 will be a strong 
year,” he said.

He added that the bank’s new strategic 
direction, focusing on investing in 
Islamic markets, of which many are 
emerging markets, is also expected to 
record higher growth rates. “A number of 
investments have been made in various 
asset classes and the prospects look 
promising,” he said. 

Optimistic on Bahrain
With continuing political uncertainty 
in the Middle East including Bahrain, 
how secure is EIIB’s move to increase its 
focus in the market? “Bahrain is an ideal 
base for EIIB to operate from due to its 
proximity and central location to many 
of the Islamic markets which we focus 
on. The events that gripped Bahrain 
were unfortunate, but day-to-day life has 
generally come back to normal levels and 
our business has not been aff ected to any 
material extent,” said Kamal.

Of the areas of business in which the 
bank has relocated staff  to Bahrain from 
London, he said these comprised private 
equity and capital markets. The bank has 
also hired staff  in Bahrain with real estate 
expertise, as this was a capability it did 
not previously have in either market.

On the bank’s deal pipeline, EIIB 
is concentrating on growth equity 
transactions in the US$5 million-
US$25 million range and is mandated 
to invest globally but with a focus 
on Islamic markets, said Kamal. In 
quoted equity and Sukuk, the bank has 
actively managed portfolios focusing on 
Islamic markets while it will also invest 
in income generating products and 
transactions.

“Recently, we started negotiations with 
a Saudi entity for the sale and leaseback 
of some of their real estate assets. We 
are also in the process of structuring 
an equipment leasing product with an 
established international manager,” he 
added.

However, the bank remains mindful 
of possible pitfalls ahead. According to 
Kamal, the bank will make adjustments 
to its strategic direction as and when 
required. “One of EIIB’s challenges has 
been deploying its capital in sound 
assets. Although the current environment 
provides ample investment opportunities, 
we are cautious and opportunistic in our 
approach,” he said.

EIIB sees Bahrain as catalyst for new growth strategy

The bank has 
performed 

much better than 
most Islamic 
investment 
banks in 2010
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Islamic fi nance is continuing to grow 
at a rapid rate turning into a highly 
dynamic global phenomenon acceptable 
across various domains ranging from 
Muslim minority countries to largely 
dominated Muslim nations. This claim 
can be justifi ed by the widespread 
number of Islamic fi nancial institutions 
across the globe, in addition to a 
number of countries that are continuing 
to organize their banking systems by 
expanding laws and regulations to 
streamline fi nancial institutions along 
Islamic lines. 

The future of Islamic banking is 
undoubtedly optimistic in the African 
market: ranging from the dominant north 
and west to the Muslim minority in the 
east, central and south. 

Despite the fact that majority of Africans 
are not banked under Islamic fi nance, 
most African countries are in the race 
to embrace Shariah compliant fi nancial 
and banking systems to accommodate 
the largely unbanked population. In 
fact, there is a large untapped market for 
Islamic fi nance in Africa, a claim that can 
be justifi ed by the fact that over 50% of 
the approximately 490 million Muslims 
in Africa are still unbanked. 

For the period of 50 years that Islamic 
fi nance has been in existence, the African 
market has only managed to absorb 
close to US$235 billion of the total net 
worth of an average US$1 trillion Islamic 
fi nance globally. This factor positions the 
sub-Saharan Africa region as the next 
potential market for Islamic fi nance. 

Prospects of Islamic banking
The minimal investment in Shariah 
compliant fi nancial systems in Africa 
can be att ributed to a number of factors 
including low income level, poor 
infrastructure, and religious principles. 

The majority of Muslims in Africa feel 
that they cannot bank and invest in 
ordinary fi nancial systems that are not 
compatible with Islamic teachings, and 
thus are open to embrace Islamic fi nance. 
Africa still stands to be the cradle of 
Islamic fi nance considering that the fi rst 
Islamic bank was established in Egypt in 

1963 in rural Egyptian villages, through 
microfi nancing institutions. 

However, the eff orts to make it a fi nancial 
force to reckon with the contemporary 
fi nancial system were made a reality 
through the engagement of Saudi 
investors. The Islamic Development Bank 
(IDB), based in Saudi Arabia, contributed 
signifi cantly to the growth of Islamic 
fi nance regionally and globally, and was 
the fi rst international bank to operate its 
activity in compliance with Islamic law. 

With the widely accumulated wealth 
of the Islamic fi nance industry 
approximated at US$1 trillion, the 
inclusion of Islamic fi nance in Africa 
should not be ignored. The prospect 
of Islamic banking is continuing to 
fl ourish and countries including 
Kenya, Tanzania, South Africa, Sudan, 
Senegal, Egypt, Nigeria, Mauritius, 
Ethiopia, Ghana, Morocco and Tunisia 
have all demonstrated an interest in 
implementing Islamic fi nance. 

Africa and Islamic fi nance
Egypt
Egypt, which was the fi rst country to 
introduce Islamic fi nance, is largely 
dominated by a Muslim population, 
which encouraged the application of a 

Shariah compliant fi nancial system in the 
early 1960s. However, Egyptians became 
highly pessimistic and doubtful in the 
1980s as most of the Islamic fi nancial 
institutions collapsed with savings of 
many Egyptians as they failed to issue 
returns respective to the prevailing 
interest rates in the domestic market. 

Currently Egypt is one of the leading 
markets for Islamic fi nance in Africa. The 
fact that the majority of Islamic banks 
escaped unscathed during the global 
recession in addition to optimistic future 
prospects for Sukuk has increased the 
growth of Islamic fi nance in Egypt. 

The rising trend is illustrated by the 
recent plan by the National Bank for 
Development (NBD) to issue two 
products related to Islamic fi nance: 
namely Sukuk and Murabahah. Besides 
the plans to issue Islamic bonds, NBD 
also provides a wide range of Shariah 
compliant services that include Islamic 
checking and savings accounts. Faisal 
Islamic Bank of Egypt, CIMB Group 
and Egyptian Saudi Finance all provide 
Shariah compliant fi nancial services in 
the country. 

South Africa
Despite the low population of Muslims 
in South Africa, the government has been 
one of the front-runners to make it a hub 
for Islamic fi nance in Africa. South Africa 
is the most advanced African nation in 
terms of robust legislative structures, 
strict governance structures, and 
regulations, which gives it an advantage 
in implementing Shariah compliant 
fi nancial systems. 

Currently there is only a single bank 
off ering fully fl edged Islamic fi nancial 
services; although other banks are in 
the process of adopting Islamic fi nance 
off erings in the near future. Absa Bank 
in South Africa began to off er Islamic 
fi nance in 2006, while South African 
Islamic Bank Albaraka was established 
in 1989. 

The South African Treasury hopes to 
make South Africa the focal point of 
Islamic product development in the 
region. The essence of the move by South 

Potential of Islamic inance in Africa 
The emergence and growth of the Islamic fi nance industry is a phenomenon that has generated considerable interest in 
Africa. ABDALLA ABDULKHALIK discusses this.

There is still a 
large untapped 

market for Islamic 
inance in Africa, a 

claim that can be 
justi ied by the fact 
that over 50% of 
the approximately 
490 million Muslims 
in Africa are still 
unbanked

Continued
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Africa to adopt Islamic fi nance is to make 
its National Treasury a gateway into 
Africa with respect to Islamic fi nance 
products.

Kenya
Kenya has established itself as the central 
hub for Islamic fi nance in the eastern 
and central African region. Kenya was 
compelled to make certain adjustments 
to its banking law in 2007, which made 
it possible for the Central Bank of Kenya 
(CBK) to license operations of a fully 
fl edged Islamic fi nancial institution. Gulf 
African Bank was the fi rst bank in Kenya 
and in east and central Africa to off er 
Islamic banking services. In the same 
period in 2007, First Community Bank 
got CBK’s approval to operate Shariah 
compliant banking services.

The majority of the commercial banks 
in Kenya are presently competing for 
the minority Muslim population in the 
country, who are approximately 20% 
of the total population, by streamlining 
their operations to accommodate 
Islamic fi nance. A number of banks 
including Barclays Bank of Kenya, Kenya 
Commercial Bank (KCB) and Chase Bank 
are currently off ering Islamic banking. 

Another major development involves the 
announcement by the CBK governor that 
adjustments will be made on the Kenyan 
taxation laws to enable the Treasury 
to issue Sukuk. CBK, through its main 
objective of eliminating all taxation 
barriers that have deterred the Treasury 
from issuing Sukuk, aims to att ract funds 
from Islamic investors: especially those in 
the Middle East and Southeast Asia, as an 

alternative to increased dependence on 
investors from the US and Europe.

Ghana
Ghana was also quick to implement 
Islamic banking in the last quarter of 
2008. Key participants in the project 
were international Shariah advisory fi rm 
Dar Al Istithmar, which collaborated 
with MCA International Consult to 
off er consultation services regarding 
the establishment of Islamic fi nancial 
services. 

Ethiopia
Ethiopia was discreet about 
implementing a Shariah compliant 
fi nancial system as the authorities 
promoted a homegrown Islamic banking 

industry, which locked out foreign 
investors and Islamic banks, as Ethiopian 
nationals were considered the only 
eligible shareholders. The ZamZam Bank 
Share Company, an outfi t of Ethiopian 
Muslim investors, is set to be the fi rst 
Shariah compliant fi nancial institution in 
Ethiopia. 

Senegal
Senegal, with a Muslim population 
adding up to 94% of the total population, 
is another major market. In fact, Senegal 
is currently planning to issue its fi rst 
sovereign Sukuk before the end of this 
year. The initiative to issue the sovereign 
Sukuk is aimed at strengthening ties with 
Arab investors.

Nigeria
Nigeria, which is the economic 
powerhouse of west Africa, boasts 
the largest populous nation and is 
largest oil producer in Africa. With its 
approximately 140 million population, 
the country is under pressure to off er 
Shariah compliant fi nancial services that 
are congruent to the religious teachings 
and culture of its majority population 
who are predominantly Muslims; 
approximated at over 60% of the total 
population. A number of regulations 
were draft ed with the support of 
Malaysia to promote a Shariah compliant 
fi nancial industry. Jaiz International 
Bank, which is based in Nigeria, was the 
fi rst commercial bank to be licensed to 
off er Islamic fi nancial services.

Abdalla Abdulkhalik is the CEO of Gulf 
African Bank and he can be contacted at 
abdalla.abdulkhalik@gulfafricanbank.com .
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Much has been writt en about the 
spectacular levels of growth that the 
Islamic wealth management industry 
has achieved, reaching US$1 trillion in 
Islamic assets at the end of 2010 (Ernst 
& Young) and growing at a rate of 10% 
a year.

However this industry, still in its infancy, 
now needs to take the next step in its 
development to defi ne its own identity 
and to set its own standards. Islamic 
wealth management needs to go from 
being a lucrative ‘add-on’ service to 
defi ning itself as a system of wealth 
management in its own right. If it can 
achieve this step change, then the US$1 
trillion of assets already achieved will be 
just the tip of the iceberg. 

What is next for the industry?
The last few years have seen a rush to 
join the Islamic banking stampede, with 
all the international banking players 
having entered the market with their 
own Shariah compliant products or 
Islamic banking departments, enticed 
by the exciting levels of growth. There 
has been a shift  from the more standard 
Islamic-tailored products and services 
to increased demand for the use of 
innovative capital markets solutions 
alongside traditional bank loans. 

Islamic investors have even turned 
to hedge funds and are adopting 
derivatives-based structured products. 
The development of Sukuk is also 
transforming bond trading. 

As the Islamic wealth management 
industry has developed, the drive so far 
has been to ape the range of products 
and services off ered in western-style 
banking. Although this approach 
initially helped the Islamic fi nance 
industry to fi nd a common ground 
and understanding on products and 
services when communicating with its 
customers, it is now a signifi cant obstacle 
to improvement as the industry aims to 
diff erentiate itself from western banking. 

It is vital that the industry moves 
forward and innovates to continue 
to grow. To achieve this, the industry 
needs to go back to basics; it needs to 

focus on its roots in Islamic doctrine and 
fundamental to this is the establishment 
of top-class advisory relationships.

The importance of the advisor 
Given the inherent nature of its 
investment philosophy, Islamic fi nance 
could be perceived as a general means 
of managing investments prudently in 
today’s volatile markets. 

However, the Islamic fi nance approach 
transcends that of a simply ‘sensible’ 
investment strategy and has overall 
specifi c requirements that must be taken 
into account in order to manage wealth 
properly according to Shariah law. 

Islamic wealth should be built and 
invested carefully but also in a 
diversifi ed manner to reduce various risk 
factors adequately. This asset allocation 
should be defi ned through consultation 
with experts and managed by way of 
a properly monitored decision process 
that takes into account the goals and 
objectives of the client and family. As all 
wealth is considered to belong to Allah, it 
must be administered appropriately. 

Therefore, it is the duty of a wealth 
manager to provide the forward planning 
tools and processes necessary to ensure 
that a client’s assets are managed in a 
proper manner. The full implications of 
Shariah rulings on governance, product 
structures and fi nancial markets need to 
be incorporated from the very beginning 
of the fi nancial planning process.

It is only by conducting an in-depth 
analysis of a client’s requirements and 
applying the appropriate fi nancial 
instruments that a Muslim can therefore 
achieve tax-effi  cient global solutions, 
legally entrusting his assets to a 
politically stable environment, while 
keeping his worldly aff airs in good order 
as instructed by his faith. The advisory 
process is crucial. 

Knowing the rules 
Before planning a strategy, it is important 
to understand the teachings of the Quran 
on this subject as these are mandatory 
rules that must be obeyed. Unlike in 
the west, anyone who possesses wealth 
is simply its caretaker, or ‘khalifa’, 
for the creator. Therefore fi nancial 
planning is a required discipline of 
wealth management that applies to 
the unique needs and concerns of each 
individual. A Muslim is required to fi nd 
a proper balance between the fulfi lment 
of his spiritual and worldly obligations 
by planning for the acquisition, the 
preservation and the distribution of 
wealth.

Islamic fi nancial planning for the 
acquisition, preservation and distribution 
of wealth must follow the following 
steps:

1. Defi ne goals and prioritize objectives 
for each phase and defi ne an 
appropriate time frame and level of 
risk tolerance. 

2. Gather and analyse relevant data of 
strengths and weaknesses and the 
requirements needed to achieve a 
client’s goals.

3. Develop a plan based on the above 
knowledge that is focused on 
achieving objectives and respects 
Islamic teachings.

4. Implement the plan and continue to 
monitor developments and adapt the 
plan if necessary.

Wealth acquisition
The restrictions of Islamic fi nance are 
well-documented and wealth creation 
is subject to various rules, including 
riba (usury), maisir (gambling), gharar 
(unnecessary risk exposure) and 

Islamic inancial planning: Back to basics 
It is vital that the Islamic fi nance industry moves forward and innovates to continually grow. To achieve this, the 
industry needs to focus on its roots in Islamic doctrine. FARES MOURAD explains this.
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Shariah prohibited industries such as 
pornography etc. 

Over the last 10 years, a signifi cant 
proportion of Shariah compliant wealth 
has been invested in alternative asset 
classes such as private equity and 
opportunistic real estate development 
vehicles. The performance of Islamic 
equities have regained their losses made 
during the fi nancial crises; rising about 
20% since mid-2010 and surpassing the 
performance of conventional equities. 

This means that wealth managers 
need to take an innovative approach to 
establishing investment opportunities 
and likewise, fund managers need to 
address diversifi cation, transparency and 
product breadth and depth if they wish 
to make Islamic funds more att ractive. 

Looking at other investment 
opportunities, investing in Shariah 
compliant equities remains a cornerstone 
of Islamic fi nance. While the outstanding 
volume of Sukuk is fragmented and 
regionally spread, Islamic equity indices 
cover nearly all countries, regions 
and industry segments which do not 
contradict Islamic values. 

The Shariah fi lters lead to increased 
allocations towards high tech, health 
and basic materials-heavy composites, 
as these industry sectors are considered 
‘pure’ in an Islamic sense.

Wealth preservation
Whether wealth has been acquired 
by trade, labor or inheritance, the aim 
is to preserve it for future needs and 
generations. The investment restrictions 
that exist in Islam may also be seen as 
a protective measure for society and 
long-term investment as they screen out 
harmful activities and unsound business 
practices. 

The Islamic approach must transcend 
mainstream prudent investment 
strategies such as diversifi cation through 
modern portfolio theory and risk analysis 
in the wider sense. 

During this phase, a wealth manager 
must identify a client’s existing wealth 
and manage the sources of current and 
future income according to the defi ned 
goals from the fi nancial planning 
process, such as cash fl ow management 
and planning, tax planning, family 
security planning, and last but not least 
succession planning.

Wealth should be invested prudently, 
in a diversifi ed manner, but still 
allowing for ongoing requirements and 
cash needs to be met. Diversifi cation 
is a basis for the investment strategy, 
including asset allocation and location, 
as political risk is reduced by investing 
in diff erent jurisdictions. Asset allocation 
should be defi ned during the fi nancial 
planning process and based on a 
proper investment decision making and 
monitoring process.

Wealth distribution 
Estate planning is therefore a religious 
requirement and Islamic estate planning 
has two major instruments:

1.  A will, allowing for a maximum of 
one third of the estate to be passed on 
to any designated charitable entity or 
person.

2.  An irrevocable gift  during a lifetime 
which can be personal or in the form 
of waqf.

During his lifetime, a Muslim may 
plan to give away his or her wealth 
to a charity or to others, including 
family members, without violating the 
principles of Shariah. 

However as death approaches, the 
distribution of assets is in accordance 
with the Quranic inheritance rules. Even 

though these inheritance proportions 
are fi xed, it remains necessary for each 
Muslim to write a will, leaving his or her 
worldly aff airs in good order. 

The crucial step in this process for a 
banking advisor is to help the client 
defi ne a family’s purpose and goals 
in order to create a Shariah compliant 
mission statement to determine the 
family’s approach to preserving its 
wealth.

Philanthropic endeavours 
Muslims must honor a prescribed and 
structured approach to philanthropy 
called zakat. Beyond zakat, recurring 
charity is encouraged under Islam since 
it is considered a lasting legacy. 

Aside from serving family fi nancial 
issues, a banking advisor must also 
consider charitable options for a client, 
as it is an indispensable part of Islamic 
estate planning as commanded by 
Prophet Muhammad. 

Awqaf is a recurring charity, since its 
revenues are distributed to charity year 
aft er year; Islamic trusts can be used for 
such a purpose. 

These charitable donations can address 
anything from poverty alleviation, 
education and social services to support 
for culture and scientifi c research. Giving 
under these various approaches needs 
analysis, a clear concept and planning to 
achieve a signifi cant impact and to last 
for generations. 

In this way, in order for Islamic fi nance to 
be eff ective, it must be subject to a proper 
planning process if the desired end is to 
be achieved. 

Only aft er taking a pragmatic approach 
and exploring all the options under 
Shariah law, conducting in depth analysis 
of a client’s requirements and applying 
the appropriate fi nancial instruments 
for Islamic fi nancial planning, can a 
wealth manager help a client achieve 
tax-effi  cient global solutions, legally 
entrusting his assets to a politically stable 
environment, while keeping his worldly 
aff airs in good order.

Fares Mourad is the head of Islamic fi nance at 
Bank Sarasin & Cie and he can be contacted 
at Fares.Mourad@sarasin.ch.
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The global Islamic fi nance industry has 
been performing extremely well in the 
past few years across all asset classes 
and has been expanding in markets 
ranging from emerging economies to 
Europe, in spite of the global fi nancial 
crisis. 

The industry is now looking to build a 
harmonized framework and is fi lling 
the gaps in its off ering, in particular by 
developing Islamic wealth management 
services.

Indeed, while both Shariah compliant 
retail banking and corporate fi nance 
have long been established, catering for 
both ends of the client spectrum, Islamic 
wealth management for high net worth 
individuals was until recently relatively 
neglected. But this has begun to change. 

In the UAE, all Islamic banks and several 
conventional banks have now established 
Islamic wealth management off erings, 
with interest rate-free investments made 
on a risk-shared basis. 

The importance of Islamic wealth 
management is also growing in non-
Islamic countries, such as Switzerland 
and the UK, and competition is expected 
to intensify. This means that pressure 
will increase for fi rms to demonstrate 
to existing and prospective clients that 
they can provide a compelling value 
proposition within the Shariah principles 
framework. That will be no simple task. 

In the post-fi nancial crisis world, 
investors are re-evaluating how their 
assets are managed, requiring fi rms to up 
their game when it comes to the quality 
and type of services they provide. 

In short, wealth managers must 
concentrate on providing exemplary 
service to att ract and retain clients, 
and thus grow their assets under 
management and revenues. 

In addition, they will have to run their 
businesses ever more effi  ciently so as to 
reduce costs and improve profi tability.

Moreover, a number of industry 
challenges face the Islamic fi nance 
industry as a whole, such as the lack 

of accounting and auditing standards 
for Islamic fi nancial institutions, 
further complicated by the diff erent 
interpretations of Shariah rulings across 
jurisdictions, but also the global shortage 
of skilled and experienced Islamic fi nance 
professionals and Shariah scholars with 
adequate knowledge of fi nance. 

Finally, the current political upheavals 
across the MENA region risk 
particularly aff ecting the local wealth 
management industry, with investors 
favoring more stable European and 
Asian destinations.

However, there are also many reasons 
for optimism, and investors recently 
interviewed for Advent cited trends as 
diverse as the rise in oil and gold prices, 
real estate expansion, funds from the 
GCC moving to the eastern hemisphere, 
the rise of emerging country funds and 

the regulatory correction that has begun 
to take place across the region.

To meet those challenges and make the 
most of these opportunities, there are a 
number of measures wealth management 
businesses can take.

Ensure client satisfaction
The fi rst of these is to increase investor 
confi dence and ensure client satisfaction. 
High net worth investors are becoming 
increasingly sophisticated and more 
demanding in terms of the range and 
quality of services they receive. That 
requires asset managers to improve 
service delivery, in particular through 
strong advisory capabilities, and 
to develop transparency and client 
communications. 

Investors now want more visibility into 
and understanding of the investment 
decisions being taken, the risk sharing 
elements and performance of those 
investments, the donations (zakat) they 
have made through their wealth manager 
and the fees they are being charged. To 
meet these demands, wealth managers 
need tools that allow them to analyze 
performance and to communicate it 
clearly and frequently to clients. 

Additionally, rather than segment clients 
by the traditional categories of investable 
assets and their broad risk tolerance 
characteristics, the emphasis today is 
on bett er understanding clients’ needs 
and desires, so wealth managers can 
formulate more appropriate fi nancial 
plans to achieve their long-term goals. 

In an increasingly competitive 
environment, this will be a critical tool 
for wealth managers to diff erentiate their 
off ering. 

Therefore, the dynamic capture, storage 
and analysis of client data – to bett er 
segment customers and identify the right 
products to meet their needs at any given 
time – is becoming ever more crucial.

Meet compliance and 
regulation requirements
One overriding theme to emerge from 

Five steps for growth in wealth management 
To meet the challenges of the Islamic fi nance industry and to make the most of opportunities available, MARTIN 
ENGDAL outlines a number of measures that wealth management businesses can take.
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nearly all Advent’s recent discussions 
with clients is the impact that new 
regulations will have on the industry.
Wealth management fi rms with clients 
and investments in Europe or the US will 
be impacted by regulations such as Dodd 
Frank and the European Commission’s 
Review of the Markets in Financial 
Instruments Directive (MiFID II). 

The UAE is currently working on a draft  
regulation for fund investments which 
will impact fi rms who run their own 
funds in the emirates. 

Given the myriad rules with which 
fi rms have to comply, especially when 
operating in and expanding into multiple 
jurisdictions, there is a great risk of 
errors or oversights occurring where an 
organization relies on manual policies 
and procedures. 

By contrast, an automated portfolio 
monitoring, trading compliance and 
reporting environment provides a more 
robust safeguard against the threat of 
accidental or malicious compliance 
breaches, countering the reputational 
and legal risks that can otherwise 
result. 

Moreover, an infrastructure that allows 
a manager to demonstrate adherence 
to strict compliance standards, as well 
as meeting investors’ and regulators’ 
transparency requirements, can give 
the fi rm a competitive advantage in 
att racting and retaining assets.

Systematize risk management
The fi nancial crisis, current issues in 
Greece and Portugal, and the political 
situation in the MENA region have 
provoked an industry-wide reassessment 
of, and heightened focus on, managing 
risk.

This emphasis includes both a greater 
awareness of the risks industry 
participants face, not least around 
issues such as country and counterparty 
risk, and a need to control risk more 
eff ectively.

The importance of a fi rm’s external 
relationships was indeed highlighted, 
at times painfully, during the fi nancial 
crisis. 

The stability and service off ering 
of organizations’ brokers, trading 

counterparties, administrators 
and custodians, and the market 
infrastructures and system providers 
all came to the fore as fi rms sought to 
protect themselves. 

As a result, fi rms have become much 
more aware of the need to minimize 
counterparty risk, choose partners 
and systems that off er stability and 
support growth, and assess their broker 
relationships – and their reliance on them 
for trade execution and research. 

The industry has seen a shift  in market 
operation, and moves by asset managers 
of all descriptions towards greater self-
determination and control.

Manage talent
A fi rm’s staff  is its most valuable, 
and expensive, resource; and a rare 
commodity when it comes to skilled 
and experienced Islamic fi nance 
professionals. 

Therefore, it is imperative such 
employees can devote their time and 
expertise to the most value-added 
activities possible. 

Burdening front offi  ce revenue 
generators with administrative 
functions, or employing people to 
conduct repetitive back offi  ce tasks that 
can be carried out faster, cheaper and 
more accurately by an appropriately 
implemented IT infrastructure is an all-
too-common occurrence in the wealth 
management industry. Yet such wasteful 
practices are unsustainable. 

Beyond the use of traditional 
enterprise portfolio management 

systems, we expect to see greater 
emphasis on automated solutions for 
customer relationship management, 
reporting, reconciliation and research 
management. The automation such tools 
bring allows wealth managers to curtail 
manual intervention in their operational 
processes, removing the high staffi  ng 
costs and error rates that go with it.

In addition, relieving staff  of mundane 
activities will free them to concentrate 
on the tasks where they can add most 
value: addressing clients’ service 
demands, researching the market for 
investment ideas and opportunities, 
focusing on improved risk management, 
and marketing the fi rm to prospective 
clients. 

Improve your performance 
The expected increase in competition, 
in both Islamic and conventional wealth 
management sectors, will likely drive 
fees down, so optimizing performance 
and reducing costs will be key in 
maintaining a fi rm’s profi tability. 

To address this and ensure their long-
term sustainability, wealth managers 
must focus on ways to optimize their 
business performance and productivity 
by increasing automation and 
eliminating manual processes; reducing 
redundancies and achieving economies 
of scale; and by analyzing investment 
returns and sources of performance.

As highlighted above, leveraging robust, 
scalable systems with sophisticated 
functionality developed by a soft ware 
provider with extensive market expertise 
can assist fi rms with many of their cost 
and customer service issues, and help 
improve their performance. 

However, in addition to adopting an IT 
infrastructure that addresses the fi rm’s 
current needs, it is crucial to their future 
success that organizations partner with 
technology providers that demonstrate 
an ongoing commitment to investing in 
research and development, growing with 
their clients, and able to provide systems 
in line with the evolving regulatory 
landscape.

Martin Engdal is the director of product 
marketing at Advent Soft ware EMEA and he 
can be contacted at martin.engdal@advent.
com.
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As outlined in Issue 49 of 2010 (8th 
December) and Issue 1 of 2011 (12th 
January) of Islamic Finance news, 
a specifi c scheme of arrangement 
was included in the 2011 tax reform 
proposals in Japan in order to facilitate 
the introduction of Islamic fi nance. 

This tax reform and related other 
legislative changes have now been 
enacted, although further guidance 
remains outstanding in order to support 
implementation.

Background
The specifi c proposal was approved 
by the Cabinet on the 16th December 
2010. Subsequently, this proposal 
was submitt ed to the lower house of 
Parliament (Diet) for approval and 
corresponding legislative changes as 
outlined were passed on the 17th May 
2011 with an eff ective date within six 
months. 

Enforcement orders and regulations 
will subsequently be issued, expected 
sometime aft er summer 2011.

Legislative framework
The scheme of arrangement 
approximates a Sukuk Ijarah, i.e. 
involving a bond type benefi ciary interest 
(i.e. a benefi ciary where the amount of 

Islamic inance-related tax reform and other 
legislative changes in Japan 
STUART PORTER looks at the Islamic fi nance tax reform and related other legislative changes enacted in Japan.
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Summary transaction steps:

(1) A Japanese corporation entrusts an asset (e.g. real estate) where the legal title in the asset is 
transferred to the SPT.

(2) The Japanese corporation receives bond type benefi cial interests issued by the SPT.

(3) The bond type benefi cial interests are sold on to non-resident investors.

(4) Investors pay consideration for the bond type benefi cial interest.

(5) The Japanese corporation enters into a (lease) agreement over the entrusted asset.

(6) Pursuant to the (lease) agreement, the Japanese corporation makes periodic payments of 
(leasing) fees to the SPT.

(7) From the (lease) payments received, the SPT periodically makes dividend distributions to 
the investors.

Table 2
Costs Reform measures

Non-resident investor 
taxation*

• Profi t distributions from bond type benefi ciary 
interest generally subject to 15% withholding tax 
(WHT), unless reduced by a tax treaty.

• Profi t distributions from book-entry bond type 
benefi ciary interest** of the SPT exempt from WHT in 
the same manner as interest on book-entry bonds issued 
by Japanese corporations.

• Profi t distribution and redemption gain derived from 
book-entry bond type benefi ciary interest exempt from 
WHT and corporate tax in the same manner as book-
entry Japanese government bonds and corporate bonds.

• Profi t distribution derived from book-entry bond type 
benefi ciary interests received by designated fi nancial 
institutions exempt from WHT.

• Capital gain arising from the disposal of bond type 
benefi ciary interests not subject to non-resident capital 
gain rules (generally referred to as the 25/5 rule and real 
estate holding company rule).***

Table  continues next page
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If so, send us an email with your suggestions and 
we’ll find the industry’s best to author it. 

Please email your suggestions to 
sasikala@redmoneygroup.com

We’ll then publish it within these pages.

Is there a topic you’d like
to see featured?

Costs Reform measures

Dividend deductibility • In contrast to bond interest, dividend distributions 
are generally not deductible except in specifi c 
circumstances (e.g. qualifying J-REITs or TMKs, 
typical public and private real estate investment 
entities).

• Dividend deductibility test for SPT amended (including 
that the bond type benefi ciary interest does not have 
to be primarily off ered in Japan and the condition 
that the SPT must not be classifi ed as a family 
corporation is no longer required to be satisfi ed if the 
bond type benefi ciary interest is publicly off ered or 
only subscribed by qualifi ed institutional investors as 
defi ned for tax purposes).

Transactional costs • Transfer of asset supporting the issue subject to 
transactional costs, such as transfer taxes and stamp 
tax.

• Exemption from registration tax and real property 
acquisition tax when an originator repurchases the trust 
assets upon termination of the trust under specifi ed 
conditions.

* Without a permanent establishment in Japan.
** Without entitlement to voting rights on ancillary matt ers.
*** Although not included in the tax law, this is expected to be provided in the enforcement orders or regulations to be issued aft er summer 2011.

cash dividends during the trust period 
is pre-determined) issued by a special 
purpose trust (SPT). 

A schematic of the main steps and 
features is depicted in Table 1. 

Specifi c taxation incentives and 
exemptions apply to this scheme of 
arrangement, avoiding the prohibitive 

tax costs that would otherwise arise 
when compared to more conventional 
fi nancial funding sources. [See table 2]

Conclusion
The legislative framework outlined above, 
once eff ective, should permit a Sukuk 
off ering in Japan by Japanese issuers 
without prohibitive tax costs compared to a 
more traditional foreign bond issuance. 

Further details will be available 
within the next six months. A 
Japanese Sukuk off ering within 2011 
remains possible although given this 
timetable, a fi rst off ering in 2012 remains 
more likely.

Stuart Porter is a tax partner in PwC’s 
fi nancial services division in Tokyo. He can 
be contacted at stuart.porter@jp.pwc.com .
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With the increased prevalence of 
fi nancing transactions in the MENA 
region being structured with both a 
conventional facility and a Shariah 
compliant fi nancing structure, it is 
important to consider the principal 
co-fi nancing issues that can, and do, 
regularly arise when discussing and 
fi nalizing the documentation for such 
fi nancings. 

While the positions of the fi nanciers in 
both the conventional facility and the 
Shariah compliant fi nancing structure 
will be aligned commercially, there are 
some principal areas in which disparities 
frequently emerge. 

Co-fi nancing issues
Diff erence in interpretation
It is key to bear in mind that Shariah is 
not a codifi ed system of law and may 
be subject to varying interpretation by 
Shariah boards. In fact, interpretations 
of Shariah principles can diff er 
substantially, resulting in disparities 
among parties such that a Shariah 
compliant fi nancing structure or, 
more specifi cally a component of such 
structure, may be acceptable to one party 
but may be unacceptable to another 
party. 

Accordingly, it is imperative to identify 
any Shariah related issues early in the 
process. To this end, appointment of 
a designated Islamic documentation 
bank and an ongoing dialogue with the 
relevant Shariah boards are essential. 

Documentation
Oft en it is possible to include many of 
the usual representations, undertakings, 
events of default and boilerplate 
provisions in a single document, for 
example, a common terms agreement, to 
which both sets of fi nanciers are a party. 

However, the documentation which sets 
out the terms of utilization and pre-
payment and repayment mechanisms 
for both the conventional facility and the 
Shariah compliant fi nancing structure 
will need to be kept separate. Where 
there is no common terms agreement, 

there may be a facilities co-ordination 
agreement which deals with issues, 
such as the treatment of amendments 
or waivers (particularly in relation to 
clauses which are common to both the 
conventional facility and the Shariah 
compliant fi nancing structure), pro-
rata draw downs, pre-payments and 
repayments and the application of 
enforcement proceeds. 

Equal treatment
Generally, co-fi nancings are structured 
on the basis that the fi nanciers in the 
conventional facility and the Shariah 
compliant fi nancing structure are treated 
equally. 

This principle applies broadly to draw 
downs, repayments, pre-payments, 
pro-rata sharing and intercreditor voting 
entitlements. 

Payments are oft en made in accordance 
with a common cashfl ow waterfall with 
cash oft en being applied at a particular 

level of the waterfall towards payment 
of principal and interest under the 
conventional facility and the deferred 
purchase price/base rental and profi t on 
the Shariah compliant fi nancing structure 
on a pro-rata and pari passu basis. 

A minor exception to this principle is 
that although certain amounts may be 
claimed by fi nanciers on the conventional 
facility on an immediate indemnity basis 
(for example, increased costs), fi nanciers 
on the Shariah compliant fi nancing 
structure may only be able to claim the 
equivalent amount at a later date because 
they will be factored into the deferred 
purchase price/rental payable by the 
obligor in a subsequent period.

Inter-creditor issues
If the claims of the fi nanciers on the 
Shariah compliant fi nancing structure 
rank pari passu with those of the 
fi nanciers on the conventional facility, the 
intercreditor arrangements are usually 
relatively straightforward. 

However, issues can arise in determining 
the intercreditor voting entitlements. 
For example, if a Murabahah facility is 
used as the Shariah compliant fi nancing 
structure, the deferred purchase price 
payable by the obligor at the end of the 
relevant period is fi xed at the start of that 
period and includes a profi t element.

If this profi t element is counted towards 
the inter-creditor voting entitlements, it 
artifi cially infl ates the entitlement of the 
fi nancers participating in the Shariah 
compliant fi nancing structure compared 
to the fi nanciers on the conventional 
facility, whose voting entitlements are 
usually determined only by reference to 
the principal amount outstanding at the 
relevant time. 

This is a technical issue which is 
commonly overlooked when putt ing the 
documentation in place. 

Market disruption clause
Although it is common practice for the 
Shariah compliant fi nancing structure to 

Interplay between conventional and Islamic 
facilities: Co- inancing issues 
AMAR MEHER AND AMANJIT KAUR FAGURA discuss the principal of co-fi nancing issues that regularly arise 
when discussing and fi nalizing the documentation for both conventional and Islamic fi nancings.

The 
documentation 

which sets out the 
terms of utilization 
and pre-payment 
and repayment 
mechanisms 
for both the 
conventional facility 
and the Shariah 
compliant inancing 
structure will need 
to be kept 
separate

Continued
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be priced by reference to a conventional 
benchmark interbank rate such as 
Eibor, the Shariah compliant fi nanciers 
do not, at least in theory, fund their 
participations in the conventional 
interbank market. In a conventional 
bilateral facility if the applicable 
benchmark interbank rate does not refl ect 
a fi nancier’s cost of funds, such fi nanciers 
may seek to increase the pricing by 
invoking the market disruption clause in 
the facility agreement. 

However, in a Shariah compliant 
fi nancing structure, some fi nanciers are 
not permitt ed to increase their cost of 
funds in this way and so do not have the 
benefi t of a market disruption clause. 

A related issue that arises on a co-
fi nancing is whether the market 
disruption clause can be invoked by 
the required majority of fi nanciers on 
a facility specifi c basis or whether the 
intercreditor vote must take place across 
both the conventional facility and the 
Shariah compliant fi nancing structure; 
and if so, whether it is to apply to those 
facilities denominated in the same 
currency. 

Pre-payment clauses
Most Shariah compliant fi nanciers will 
permit the obligor to make prepayments 
under the Shariah compliant fi nancing 
structure. However, in the case of 
Murabahah facilities there are diff erent 
views as to what happens to the profi t 
element of the amount that is prepaid. 

Some Shariah compliant fi nanciers will 
commit to a partial rebate of the profi t 
element, whereas others will insist that 
any such rebate has to be discretionary, 
albeit with a commercial understanding 
to provide such rebate at the relevant 
time. 

Similarly, some Shariah compliant 
fi nanciers will require an indemnity for 

break costs in the event of prepayment 
(as is usual in the case of a conventional 
facility) but others will not be allowed to 
charge break costs on the basis that their 
participation in the Shariah compliant 
fi nancing structure has not been funded 
in the interbank market.

Security structure
The Shariah boards generally tend not 
to get involved in the security structure 
for a fi nancing, although there have 
been circumstances where some such 
fi nanciers object to the English law 
concept of a fl oating charge on the basis 
that the assets that are the subject of 
the relevant security interest are not 
specifi cally identifi able. 

This can raise inter-creditor issues 
because the other fi nanciers will want as 
extensive a security package as possible.

Sharing of enforcement proceeds
The typical approach in relation to 
enforcement proceeds is that the same 

are held by a designated security agent/
trustee and applied in discharging 
the amounts outstanding under the 
conventional facility and the Shariah 
compliant fi nancing structure in 
accordance with a pre-determined order 
of priority. 

In some co-fi nancing transactions, 
fi nanciers may require that the portion 
of the enforcement proceeds earmarked 
for the Shariah compliant fi nancing 
structure be held in a separate account 
so as not to be tainted by the proceeds 
that are to be used to repay the 
conventional facility. 

Issues can arise where the enforcement 
proceeds include an element of interest 
(for example, interest accrued on cash 
balances in an account of the security 
agent/trustee or a court judgment). 

Financiers which are Shariah compliant 
may be unable to share in these amounts, 
in which case they may require an 
equalization payment mechanism to 
uphold the principle of equal treatment. 

Conclusion
Due to the discretion and the varying 
degrees of interpretation that Shariah 
boards assert, while the principal 
issues on co-fi nancings are becoming 
increasingly understood, disparities 
continue to exist. 

These issues should be communicated 
at an early stage in the process to ensure 
they do not hinder or overshadow the 
commercial terms. This should diminish 
any deviation from the agreed deal 
which, in our experience, can be eff ected 
through structural enhancements or 
otherwise.

Amar Meher and Amanjit Kaur Fagura are 
senior associate and associate of Vinson & 
Elkins, respectively. They can contacted at 
ameher@velaw.com and afagura@velaw.com.

In a Shariah 
compliant 

inancing structure, 
some inanciers 
are not permitted 
to increase their 
cost of funds in this 
way and so do not 
have the bene it of 
a market disruption 
clause
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The fi rst quarter of the year did not start 
well for the MENA region, with the civil 
unrest that began in the North African 
states spreading rapidly to several 
countries in the Middle East. While 
Bahrain was trying to quell its own 
problems and struggling in the global 
spotlight, Saudi Arabia’s King Abdullah 
quickly subdued the growing murmurs 
in the kingdom by announcing huge 
social welfare spending, thereby 
improving sentiments about the 
country’s economic growth this year.

Aft er three months of decline, March saw 
the Tadawul All-Share Index (TASI) climb 
10.46% with a positive performance in the 
following two months, to close at 6,735.98 
as at the 31st May, according to Tadawul. 

Clearly one country’s loss is another’s gain. 
The surge in TASI was heavily infl uenced 
by the recent skyrocketing of the kingdom’s 
oil revenue, with crude oil reaching over 
US$100 per barrel. Saudi Arabia, the 
world’s largest oil producer with signifi cant 
excess production capacity, drove this gain 
by expanding its production to make up 
for Libya’s decrease.

Eurekahedge data corroborates this 
event, as seen in Islamic Finance news 
(Volume 8, Issue 24), revealing that the 
top 10 global Islamic equity funds of a 
three-month return were domiciled in 
Saudi Arabia. 

It was during that time that most, if not 
all, of these funds outperformed their 
respective benchmarks. The highest three 
month return fund chartered 21.89% 
with the lowest still recording 14.2%. 
An examination of the funds’ factsheet 

reveals that at least a third of the funds’ 
allocation was in the petrochemical 
industries. The highly volatile average 
oil prices that yo-yoed between US$95 
to above US$110 per barrel did curb the 
growth of TASI, however, and narrowed 
the returns of these funds.

Although TASI has now dipped 
below 6,500, a sign of slowdown in Saudi 
Arabia market due to summer, analysts 
are optimistic on the long-term outlook 
for the kingdom. 

The Saudi economy is forecast to 
grow between 5% - 7.5% this year on 
the back of recent economic stimulus 
measures launched by the government, 
which plans to spend a further US$93 
billion to boost the country’s real GDP 
performance this year. Its central bank 
has placed the growth fi gure at 6%.

The kingdom has pledged to spend about 
US$130 billion, or around 30% of its 
annual economic output, on new houses, 
creating jobs, unemployment benefi t and 
other measures. 

The largest amount of this spending will 

go to building about half a million new 
public houses estimated at US$66 billion, 
providing additional resources for the 
Real Estate Development Authority and 
the General Housing Authority.

As the majority of Saudi citizens work in 
the public sector, the pledge to increase 
government salaries will also translate 
into an increase in public spending, 
thereby fueling the non-oil economy.

This will play “an increasingly vital role 
for the economy, as the government’s 
initiative to diversify the economy away 
from the hydrocarbon sector would boost 
private consumption,” said one report.

As some of the funds do invest in the 
banking and fi nance sector, a brief 
mention is warranted. The banking 
sector also looks to benefi t from the 
government’s stimulus package, with 
asset growth forecast to be over 8%, 
compared to 2.5% last year. Fitch Ratings 
provided a stable outlook for Saudi’s 
banking sector, citing the institutions’ 
sound capitalization, improving asset 
quality and strong funding profi les as 
their key strengths, besides leveraging on 
the sovereign’s rating.

All these elements are key to the 
continued strong performance of Saudi 
equity funds.

Saudi Arabian funds’ day in the sun

Vol 8  Issue 25

In this issue...
Islamic Investor News .......................................28

Feature:
Shariah Indices: Making their mark .....................27

Fund Focus: 
Shariah Benchmark Exchange Traded Scheme ........30

Funds Tables .......................................................31

Prudential Al-Wara Asset Management Berhad (PRU Al-Wara') is the Islamic asset 
management  business of Prudential Corporation Asia.  Established in 2009 and 
headquartered in Malaysia, PRU Al-Wara' is responsible  for managing Shariah compliant 
assets on behalf of retail and institutional investors,  as well as onshore and offshore 
institutional mandates.

Visit www.prudentialfunds.com.my for more  information.

nt 
nd 

ah 
d o

com
ffs

The Saudi econ-
omy is forecast 

to grow between 
5% - 7.5% this year 
on the back of recent 
economic stimulus 
measures



26© 29th June 2011

ISLAMIC INVESTOR
NEWS

Approval for Islamic fund
SAUDI ARABIA: The Capital Market 
Authority has approved HSBC Saudi 
Arabia’s request to off er an HSBC 
Amanah Commodity Index Fund.

New Islamic fund
MALAYSIA: ASM Investment Services 
is expected to launch an Islamic capital-
protected fund worth RM250 million 
(US$82 million) this September, said Nik 
Mohamed Zaki Nik Yusoff , its CEO. 

Nik Yusoff  said the fi rm, which is 
awaiting approval from the Securities 
Commission of Malaysia, will also sell 50 
million units of the fund in the state of 
Sabah. 

He added that while most capital-
protected funds have an initial 
investment between RM3,000 and 
RM5,000 (US$989.61 - US$1,649), ASM 
Investment Services will lower it to 
RM1,000 (US$329.87) in a bid to att ract 
more investors.

The new fund, which comes with a 
three-year maturity period, will invest in 
companies which off er high dividends 
and potential for capital appreciation.

MCB fund gets LSE listing
PAKISTAN: The Lahore Stock Exchange 
(LSE) has approved the application for 
the formal listing and quotation of MCB 
Islamic Income Fund. It will be placed 
under the ‘open-end fund’ sector of the 
ready board quotation of the exchange.

The MCB Islamic Income Fund is 
managed by MCB Asset Management 
Company, a subsidiary of Muslim 
Commercial Bank. It is aimed at 
generating risk-adjusted returns by 
investing in short, medium and long-
term Shariah compliant fi xed income 
instruments.

The fund was priced at PKR100 (US$1.67) 
per unit during the initial off er period, 
held between the 16th - 18th June.

New Australian fund
AUSTRALIA: Crescent Funds 
Management (Australia) will begin 
accepting applications for its Shariah 
compliant Crescent Australia Equity 
Fund starting from the 1st July.

The fund will invest in Shariah compliant 
securities listed on the Australian 

Securities Exchange and aims to provide 
capital growth over a three to fi ve year 
period. 

According to its fact sheet: “Sectors such 
as industrial services, basic materials, 
resources and retail companies will be 
targeted. However, other sectors will also 
be considered to generate sustainable 
returns on invested capital.”

DIB’s new fund
UAE: Dubai Islamic Bank (DIB) has 
launched the Prudential Shariah 
Opportunities - Asia Pacifi c Equity Fund 
off ering medium to long-term capital 
appreciation through investments in 
Shariah compliant companies in the Asia 
Pacifi c region excluding Japan.

The fund, off ered by Prudential Asset 
Management, based at the Dubai 
International Financial Center, will target 
high net worth customers and seeks to 
capitalize on the sustained economic 
growth and growing wealth of that 
particular region.

Positive fund returns 
KUWAIT: Kuwait Financial Center 
(Markaz) has announced a return 
of 2.48% for the year-to-date on the 
performance of its Markaz Fixed Income 

Fund despite current political tensions in 
the Middle East.

The fund registered a loss of 0.15% at the 
end of the fi rst quarter this year due to 
turmoil in the region. 

However, the fund posted positive gains 
in the second quarter, achieving monthly 
returns of 1.37% in April and 1.08% in 
May, following signs of improved stabil-
ity in the region and strong performance 
from the bonds and Sukuk market.

Markaz Fixed Income Fund has been 
operational since January 2011. It invests 
in bonds and Sukuk issued by GCC 
governments and fi rms.

Strong fund performance
QATAR: Investment House has 
announced a 5.3% yield-to-date return 
ending the 31st May 2011 on its Al-Bait 
Al-Mali Fund. The return outperforms 
its benchmark by 4.4%, bringing the 
total returns since it was established in 
September 2006 to 50.4%.

The fund aims to achieve medium to 
long-term capital appreciation through 
investments in Shariah compliant 
companies listed on the Qatar Exchange. 
It is managed by the Global Investment 
House.

START DATE: 1st July END DATE: 1st August

For more information, please contact geraldine.chan@redmoneygroup.com 
or call +603 2162 7800.

700+ FUNDS, 1 GLOBAL POLL
 

The IFN Islamic Investor Poll focuses on the rapidly 
developing Islamic funds industry. With over 700 Shariah 

compliant funds and a combined value in excess of US$500 
billion, the Islamic funds industry is becoming a key focus for 
the investor community.  11 key categories will be contested 

starting the 1st July.
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Islamic fi nance has grown in stature 
and importance over the last three 
decades. It is somewhat interesting 
that coincidently, the importance of 
indexing, or passive investing, has also 
grown exponentially during the same 
time period. While indices have been 
around for a long time, their commercial 
use has exploded in the last twenty 
years. 

At its core, an index seeks to measure 
the returns of a clearly defi ned market 
space – for example, geographically 
or by sector or style. The use of an 
index has further evolved as a tool to 
facilitate investments, via ETFs, mutual 
funds, OTC products, and derivatives. 
Naturally, as Islamic fi nance has grown, 
the necessity and existence of Islamic 
indices has become more important. 

Long-only equity market investments 
have been perennial favorites of 
Shariah compliant investors. Hence, 
equity market Islamic indices were the 
fi rst requirement of the day. If Islamic 
investments are all about equitable risk 
sharing, then the best mechanism for 
risk sharing is the stock market. A key 
aspect of Islamic investors that should 
be noted is the similarity between their 
requirements and that of conventional 
investors. 

Islamic investors, like their conventional 
investing counterparts, want 
transparency of methodology, liquidity of 
investments, and positive risk-adjusted 
returns. Hence, it is eminently clear that 
Islamic investors do not require indices 
which have been specially created, 
but rather they require indices based 

on existing, established, conventional 
indices – with a Shariah compliant 
overlay. As an example, S&P Indices’ use 
most of its standard indices – the S&P 
500®, the S&P Europe 350®, the S&P 
Japan 500®, the S&P Global BMI, the S&P 
GCC, the S&P Pan Arab Indices, and the 
S&P Frontier BMI – as the underlying 
basis of its Shariah indices, where the 
existing index would simply be screened 
to ensure compliance with Shariah law.  
Monthly updates are scheduled to ensure 
ongoing compliance.  

The process of Shariah screening is in 
itself, quite simple. Stocks that pertain 
to ‘haram’ activities like pork, alcohol, 
gambling, fi nancials (except Islamic 
fi nancial institutions), advertising and 
media (newspapers are allowed and 
sub-industries are analyzed individually), 

Shariah Indices: Making their mark
Are Islamic indices an integral component of the Islamic fi nance industry? ALKA BANERJEE provides a detailed 
explanation and comparison.

Table 1: Pan Arab Composite, S&P 500, and Global BMI Comparison (as of 31st May 2011)

S&P Pan 
Arab 

Composite
Shariah

S&P Pan 
Arab

Composite

S&P
500

Shariah

S&P
500

S&P 
Global BMI

Shariah

S&P 
Global BMI

Number of Companies 190 360 217 500 3,574 9,979

Adjusted Market Cap (US$ billion) 459,413.23 813,091.04 6,613,172.38 12,858,908.76 20,755,744.41 48,633,098.86

Company Size (Adjusted US$ million):

Average 2,417.96 2,258.59 30,475.45 25,717.82 5,807.43 4,873.54

Largest 85,798.86 85,798.86 413,894.18 413,894.18 413,894.18 413,894.18

Smallest 66.83 34.57 1,667.09 1,657.21 44.64 0

Median 610.34 669.27 13,321.09 12,103.51 1,106.56 1,050.53

Sector Representation:

Consumer Discretionary 10.42% 7.18% 15.07% 16% 14.37% 15.18%

Consumer Staples 8.85% 6.08% 8.22% 8.2% 5.68% 6.18%

Energy 5.21% 5.25% 10.96% 8.2% 8.22% 5.76%

Financials 25.52% 42.54% 0.91% 16.4% 1.87% 18.58%

Health Care 2.6% 1.66% 16.44% 10.4% 12.14% 7.08%

Industrials 12.5% 13.26% 18.26% 11.8% 19.63% 17.71%

Information Technology N/A N/A 23.29% 14.8% 20.86% 13.33%

Materials 25% 17.4% 6.85% 6% 13.53% 11%

Telecommunication Services 7.81% 4.97% N/A 1.6% 1.76% 1.77%

Utilities 2.08% 1.66% N/A 6.6% 1.93% 3.41%

Performance:

YTD:(Jan.-May 2011) 0.06% -1.39% 8.23% 7.82% 7.15% 6.69%

1 Year (Jan-Dec 2010) 15.34% 15.11% 17.45% 15.77% 20.69% 19.98%

3 Year:(through May 2011) 36.67% 29.38% 7.04% 2.76% 2.97% -0.19%

Market Cap Coverage: 56.5% 51.43% 42.68%
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pornography, tobacco, the trading of gold 
and silver (as cash on a deferred basis) and 
cloning are removed from the universe. 

The remaining stocks are subject to a 
rigorous test of fi nancial ratios – both 
leverage-based and cash-compliance 
related. The screening is repeated on a 
monthly basis to avoid holding non-
compliant stocks for more than 30 days. 
Despite some perceived complexities, the 
issues around equity screening have been 
largely ironed out.  

In Table 1, the three headline Shariah 
indices currently provided by S&P 
Indices: the S&P Pan Arab Shariah, the 
S&P 500 Shariah and the S&P Global BMI 
Shariah, are compared to the underlying 
indices. Some common facts emerge: the 
typical coverage of Shariah compliant 

stocks ranges from a minimum of 40% 
to over 55% – both in terms of market 
capitalization and in terms of number 
of stocks captured. There is a clear bias 
towards large cap stocks for Shariah 
compliance, illustrating that large cap 
stocks tend to have less debt on their 
books (which is no surprise). Sector 
weights are largely similar in their 
overall allocations to underlying indices, 
except for the fi nancials sector which, 
naturally, gets mostly removed from 
non-Pan Arab regions. While sectors 
may be over- or underweight in the 
Shariah compliant versions compared to 
the underlying indices, no major sector 
bias develops as a result of being in 
compliance with Shariah law.

Now to the major question: How do S&P 
Shariah indices perform when compared 

to the underlying conventional indices? 
On a three-year basis, the Shariah indices 
are the clear winners. The fi nancial 
meltdown of 2008-2009 impacted the 
fi nancial sector the most, and Islamic 
investors managed to avoid most of the 
pain associated with the fallout.

This has naturally led to signifi cant 
outperformance of the Shariah indices 
in all the markets studied in this article 
– Pan Arab, US and Global. The Pan 
Arab Shariah Index outperformed the 
conventional Pan Arab indices by more 
than 7% over the last three years. The 
S&P 500 Shariah outperformed the 
underlying index by more than 4% and 
the Global BMI Shariah benchmark 
beat its underlying conventional index 
by more than 3% during the last three 
years. 

Table 2: Att ribution analysis – S&P Global BMI Shariah vs S&P Global BMI (US$)

Variation  Att ribution analysis

Average
weight

diff erence

Total
return

diff erence

Contribution
to return

diff erence

 
Allocation

eff ect

Selection
eff ect

Interaction
eff ect

Total
eff ectGICS SECTOR

Total -- 0.48 0.48 0.99 1.37 -1.88 0.48

Consumer discretionary -1.46 -3.93 -0.71 -0.17 -0.38 0.06 -0.49

Consumer staples -0.73 -1.48 -0.24 -0.01 -0.13 0.01 -0.13

Energy 8.02 -1.75 0.7 -0.17 -0.19 -0.14 -0.5

Financials -19.92 7.39 -1.65 1.24 1.56 -1.47 1.32

Health care 6.7 -0.59 0.28 -0.62 -0.05 -0.04 -0.72

Industrials 1.25 0.77 0.41 0.13 0.08 0.01 0.22

Information technology 8.48 -1.71 0.81 -0.1 -0.21 -0.14 -0.45

Materials 2.41 3.08 0.94 0.25 0.26 0.07 0.58

Telecommunication services -1.61 4.76 -0.07 0.04 0.21 -0.08 0.17

Utilities -3.12 4.98 -0.01 0.4 0.22 -0.16 0.46

Source: S&P Indices; Data as of 31st May 2011. Charts are provided for illustrative purposes only. 

Table 3: Att ribution analysis — SP500 Shariah vs. S&P 500  (US$)

Variation Att ribution analysis

Average 
weight

diff erence

Total
return

diff erence

Contribution
to return

diff erence

Allocation
eff ect

Selection
eff ect

Interaction
eff ect

Total
eff ectGICS SECTOR

Total -- -2.28 -2.28 -0.64 -0.45 -1.18 -2.28

Consumer discretionary -2.33 -1.46 -0.74 -0.28 -0.14 0.03 -0.39

Consumer staples -1.21 -1.78 -0.35 0.01 -0.2 0.02 -0.17

Energy 6.08 0.27 1.22 0.27 0.03 0.02 0.32

Financials -14.14 6.5 -1.83 0.26 0.94 -0.92 0.28

Health care 6.15 -0.96 -0 -0.74 -0.12 -0.06 -0.92

Industrials 0.65 -1.19 0.04 0.07 -0.12 -0.01 -0.05

Information technology 9.22 -4.09 -0.28 -0.47 -0.81 -0.38 -1.65

Materials 1.22 2.26 0.38 0.09 0.08 0.03 0.2

Telecommunication services -2.68 7.56 -0.47 -0.11 0.24 -0.2 -0.07

Utilities -2.97 -9.44 -0.25 0.26 -0.34 0.28 0.19

Source: S&P Indices; Data as of 31st May 2011. Charts are provided for illustrative purposes only. 
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Table 4: Att ribution analysis – S&P Pan Arab Shariah vs S&P Pan Arab (US$)

Variation  Att ribution analysis

Average
weight

diff erence

Total
return

diff erence

Contribution
to return

diff erence

 
Allocation

eff ect

Selection
eff ect

Interaction
eff ect

Total
eff ectGICS SECTOR

Total -- 0.48 0.48 1.90 -3.53 2.11 0.48

Consumer discretionary 0.93 1.1 0.16 -0.02 0.02 0.01 0.01

Consumer staples 0.75 6.16 0.38 -0.02 0.24 0.05 0.27

Energy -0.58 14.89 0.24 0.12 0.3 -0.09 0.33

Financials -18.58 -8.9 -5.2 0.56 -4.54 1.65 -2.33

Health care 0.06 -- 0.01 0 -- -- 0

Industrials -0.36 -5.36 -0.44 0.01 -0.41 0.02 -0.38

Materials 12.34 -0.06 2.58 0.69 -0.01 -0.01 0.67

Telecommunication services 5.12 8.2 2.74 0.57 0.96 0.42 1.94

Utilities 0.43 2.59 0.11 -0.01 0.05 0.01 0.05

Source: S&P Indices; Data as of 31st May 2011. Charts are provided for illustrative purposes only. 

The performance of S&P Shariah indices 
is even more interesting when comparing 
annual and year-to-date performance. 
There has been a long-held debate over 
whether or not Shariah brings with 
it a built-in outperformance strategy, 
focusing as it does on stocks with low 
debt and bett er cash management, which 
could be viewed as a proxy for good 
management.

Closer analysis continues to support the 
theory of sector play at work. Att ribution 
analysis (as illustrated in Tables 2 – 4) 
on the same three indices for the 2010 
year show that for the S&P BMI Global 
Shariah Index, the sectors with the 
highest positive weight diff erential 
were information technology (8.48% 
overweight), energy (8.02% overweight), 
and healthcare (6.7% overweight) – all of 
which contributed more towards positive 
returns for the index. 

The maximum contribution to returns 
came from the materials sector which 
is 2.41% overweight in the Shariah 
index, and has had stellar returns for 
the year (+28.25%). While not shown in 
the att ached tables, while the Shariah 
index suff ered with the fi nancials uptick 
following the market crisis, it was more 
than compensated by the strength of  the 
materials, energy, information technology 
and healthcare sectors which were all 
overweight in the Shariah index.

A similar story emerges from the S&P 
500 Shariah. Information technology, 
materials, energy and healthcare were 
the most overweighted sectors in the 
S&P 500 Shariah.  The outperformance 
of 1.68% of this index, in 2010 – over its 

conventional counterpart – came from 
the positive returns produced by these 
sectors, overshadowing the strength of 
the fi nancials sector, where the index was 
severely defi cient.  

For the S&P Pan Arab Shariah Index, the 
largest holdings were in the materials 
and telecommunications sector.  The 
strong performance of these sectors 
helped the index outperform the S&P 
Pan Arab Index by a narrow 0.23% 
margin in 2010, despite the strong gains 
in fi nancials.

Islamic indexing has extended its 
frontiers into the world of Sukuk (i.e. 
bonds), with several Sukuk indices 
jumping into the fray. However, adoption 
and usage has been hobbled by the lack 
of secondary markets, or liquidity for 
Sukuks, in general. Another important 
area is commodities. With almost all 
of the Middle East heavily dependent 
on oil, a commodity index which is 
Shariah compliant would seem a natural. 
However, most standard commodity 
indices are based on the futures price of 
their constituents, and spot pricing is not 
considered a liquid option. 

Recently, some att empts have been 
made to create a limited number of 
Shariah compliant physical commodity 
indices, using ‘Salaam’ contracts — how 
successful these indices will be remains 
to be seen. 

Recently, the boundaries of passive 
investing have been pushed further out, 
with more and more of  the so-called 
‘active’ strategies fi nding a home under 
the banner of indexing. The idea is 

that if a strategy can be quantifi ed and 
solidifi ed under a series of fi xed rules, 
which apply themselves on a regular 
frequency, then that concept could 
qualify to be called an index. 

Strategy indices have gained a lot of 
traction, in recent years, with simpler 
concepts ranging from thematics — 
where theme-based sector-investing 
is measured — to far more complex 
concepts such as Risk Control Indices, 
where the index allows the investor to 
move money to cash, when an equity 
portfolio crosses an acceptable limit of 
volatility. 

While many of these ideas can apply 
themselves naturally, and seamlessly, to 
the Shariah space, several others cannot, 
due to the lack of acceptable instruments 
which can be utilized. A well-developed 
fi nancial system is essential for the 
overall economic growth of a region and 
its people. 

While we do not advocate clones in 
the Islamic world of the broad range 
of fi nancial instruments available to 
conventional investors, there is no doubt 
that in order for the Shariah fi nancial 
system to fl ourish and grow, there is a 
need for long-term fi nancial tools, which 
can be used in multiple ways to deepen 
and strengthen the markets. Shariah 
scholars have to work overtime to plug 
this gap, or else Shariah investing will 
remain mired in short-term solutions.

Alka Banerjee is the vice-president of global 
equities and strategy indicies at Standard 
& Poor’s. She can be contacted at alka_
banerjee@standardandpoors.com.
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What led to this fund being launched?
The objective of Benchmark Mutual Fund 
(Benchmark MF) is to provide low cost, 
innovative products based on passive and 
quantitative techniques. 

Benchmark MF is the fi rst and only 
company with a focus on indexing and 
quantitative asset management style. This 
product was launched as Shariah BeES 
and was the fi rst ETF of its kind in India 
providing exposure to Shariah compliant 
companies. 

Why has this particular region / asset 
class been chosen?
Benchmark MF provides index-based 
ETFs benchmarked against various equity 
indices. We decided to launch a Shariah 
compliant ETF based on Indian equities, 
the underlying constituents for which are 
fi ltered from the parent index, i.e. S&P 
CNX Nift y index.

What are the key factors that drive the 
fund’s performance?
The investment objective of Shariah BeES 
is to provide returns that, before expenses, 
closely correspond to the total returns of 
the securities as represented by the S&P 
CNX Nift y Shariah Index by investing in 
securities which are constituents of S&P 
CNX Nift y Shariah Index in the same 
proportion as in the Index.

Who are your investors and where they 
from?
Predominantly retail investors from India.

How oft en do you review this fund?
What are the sectors you are heavily 
invested in and why?
Shariah BeES is an Open Ended 
Exchange Listed Index Scheme, hence the 

constituents weightage of Shariah BeES 
would mirror the constituents weightage 
of its benchmark index, i.e. S&P CNX Nift y 
Shariah Index.

What is the rate of return of this fund?
The investment objective of Shariah BeES 
is to provide returns that, before expenses, 
closely correspond to the total returns of the 
securities as represented by the S&P CNX 
Nift y Shariah Index by investing in securities 
which are constituents of S&P CNX Nift y 
Shariah Index in the same proportion as in 
the Index. 

What is the market outlook for this fund?
As the philosophy of Benchmark Asset 
Management Company is to pursue only 
passive management, we do not provide 
any market outlook.

How has this fund performed compared 
to your initial expectations?
The investment objective of Shariah BeES 
is to provide returns that, before expenses, 
closely correspond to the total returns of 
the securities as represented by the S&P 
CNX Nift y Shariah Index by investing in 
securities which are constituents of S&P 
CNX Nift y Shariah Index in the same 
proportion as in the Index.

Has your strategy for this fund changed 
since inception, and if so how?
No.

Why should investors choose this fund 
over others?
Investors wanting to have exposure to 
large cap Shariah Compliant Indian 
equities with parent index as S&P CNX 
Nift y would invest in Shariah BeES. Also it 
is the fi rst and only Shariah law-based ETF 
available in India.

Shariah Benchmark Exchange Traded Scheme 
The investment objective of Shariah BeES is to provide returns that, before expenses, closely correspond to the 
total returns of the securities as represented by the S&P CNX Nift y Shariah Index by investing in securities which 
are constituents of S&P CNX Nift y Shariah Index in the same proportion as in the index.

FACT SHEET

Fund Manager Vishal Jain

Trustee Benchmark Trustee 
Company 

Shariah 
Advisors

Dr Muhammad Ali Elgari,
Dr Abdul Satt ar Abu 
Ghuddah,
Dr Nazih Hammad,
Dr Mohammad Amin 
Ali-Qatt an

Benchmark 
Index

S&P CNX Nift y Shariah 
Index

Domicile India

Inception Date 18th March 2009

Fund 
Characteristics
(All fi gures as 
at the 31st May 
2011)

Fund Size 
INR0.89 crore 
(US$197,000)

NAV per share 
INR123.22 (US$2.74)

Minimum Investment: 
10,000 units

Management Fee
0.74% is total expense 
ratio of the scheme & 
management fee forms 
part of the total expense 
ratio
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PERFOMANCE SUMMARY

Shariah 
BeES

S&P CNX 
Shariah Index 

YTD Return -11.09% -11.33%

Return since 
Inception

84.14% 84.52%

Annualized 
Return

31.94% 32.06%

INDUSTRY ALOCATION
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9.24%
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Comprehensive data from Eurekahedge will now feature the overall top 10 global and regional funds based on a specifi c duration (yield to date, annualized returns, 
monthly returns), Sharpe ratio as well as delve into specifi c asset classes in the global arena – equity, fi xed income, money market, commodity, global investing (which 
would focus on funds investing with global mandate instead of a specifi c country or geographical region), fund of funds, real estate as well as the Sortino ratio. Each table 
covering the duration, region, asset class and ratio will be featured on a fi ve week rotational basis.

Eurekahedge Islamic Fund Index

Top 10 Sharpe Ratio since inception for ALL Funds

FUND FUND MANAGER PERFORMANCE MEASURE FUND DOMICILE

1 Meezan Tahaff uz Pension - Money Market 
Sub 

Al Meezan Investment Management 9.20 Pakistan

2 Insight I-Hajj Syariah PT Insight Investments Management 7.93 Indonesia

3 Atlas Pension Islamic - Debt Sub Atlas Asset Management 5.17 Pakistan

4 Meezan Tahaff uz Pension Fund - Debt Sub Al Meezan Investment Management 4.42 Pakistan

5 SR International Trade Finance - 
(Al Sunbula)

Samba 3.60 Saudi Arabia

6 Reliance Global Shariah Growth - USD I Reliance Asset Management (Malaysia) 3.45 Guernsey

7 Al Rajhi Commodity Mudarabah - USD Al Rajhi Bank 3.36 Saudi Arabia

8 Commodity Trading - SAR Riyad Bank 3.21 Saudi Arabia

9 USD International Trade Finance - 
(Al Sunbula)

Samba 3.12 Saudi Arabia

10 Public Islamic Money Market Public Mutual 3.10 Malaysia

* Eurekahedge Islamic Fund Index 0.09

Top 10 Monthly YTD returns for ALL funds

FUND FUND MANAGER PERFORMANCE MEASURE FUND DOMICILE

1 ETFS Physical Silver ETFS Metal Securities 25.93 Jersey

2 BIMB i-Growth BIMB UNIT Trust Management 21.32 Malaysia

3 Reliance Global Shariah Growth  - USD I Reliance Asset Management 
(Malaysia) 

12.29 Guernsey

4 ETFS Physical PM Basket ETFS Metal Securities 11.95 Jersey

5 Al Qasr GCC Real Estate & Construction 
Equity Trading 

Banque Saudi Fransi 11.76 Saudi Arabia

6 AlAhli Healthcare Trading Equity The National Commercial Bank 10.39 Saudi Arabia

7 Al Rajhi Petro-Cement Sector Al Rajhi Bank 10.10 Saudi Arabia

8 AlAhli Europe Trading Equity The National Commercial Bank 9.97 Saudi Arabia

9 Atlas Pension Islamic - Equity Sub Atlas Asset Management 9.74 Pakistan

10 ASBI Dana Al-Falah BIMB UNIT Trust Management 9.34 Malaysia

* Eurekahedge Islamic Fund Index 1.55

In
de

x 
Va

lu
es

* Based on 78.87% of funds which have reported May 2011 returns as at 28th June 2011 

* For funds having a track record of at least 12 months as at end May 2011
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Contact Eurekahedge
To list your fund or update your fund information: islamicfunds@eurekahedge.com
For further details on Eurekahedge: information@eurekahedge.com  Tel: +65 6212 0900

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

Top 10 Islamic Fixed Income Funds

FUND FUND MANAGER 3-Month Return (%) FUND DOMICILE
1 BNI Dana Plus Syariah BNI Securities 5.42 Indonesia
2 Jadwa Global Sukuk Jadwa Investment 4.18 Saudi Arabia
3 PB Islamic Bond Public Mutual 3.14 Malaysia
4 Meezan Tahaff uz Pension - Debt Sub Al Meezan Investment Management 3.08 Pakistan
5 Public Islamic Enhanced Bond Public Mutual 2.97 Malaysia
6 BNI Dana Syariah BNI Securities 2.55 Indonesia
7 RHB Islamic Bond RHB Investment Management 2.52 Malaysia
8 Mega Dana Obligasi Syariah Mega Capital Indonesia 2.38 Indonesia
9 Public Islamic Bond Public Mutual 2.21 Malaysia
10 AMB Dana Arif Amanah Mutual 2.18 Malaysia

* Eurekahedge Islamic Fixed Income Fund Index 1.12

Top 10 Sortino Ratio for ALL Islamic Funds

FUND FUND MANAGER 3-Month Return (%) FUND DOMICILE
1 Meezan Tahaff uz Pension - Debt Sub Al Meezan Investment Management 11.89 Pakistan
2 Commodity Trading - SAR Riyad Bank 10.03 Saudi Arabia
3 Kagiso Islamic Equity Kagiso Asset Management 7.20 South Africa
4 Public Islamic Select Enterprises Public Mutual 5.11 Malaysia
5 Asian Pacifi c Shariah Growth - USD I CIMB-Principal Asset Management 3.69 Guernsey
6 Public Islamic Bond Public Mutual 3.35 Malaysia
7 PB Islamic Bond Public Mutual 3.12 Malaysia
8 Al Dar Money Market ADAM 3.00 Kuwait
9 Am-Namaa' Asia-Pacifi c Equity Growth AmInvestment Management 2.72 Malaysia
10 Global Sukuk Plus QIB (UK) 2.38 Luxembourg

* Eurekahedge Islamic Fund Index 0.12

* Based on 80.00% of funds which have reported May 2011 returns as at 28th June 2011 

* Based on 78.87% of funds which have reported May 2011 returns as at 28th June 2011 
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Eurekahedge Islamic Fund Fixed Income Index over the last 5 years Eurekahedge Islamic Fund Fixed Income Index over the last 1 year
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For more information, please call 03-2723 9999

Cover story

In the aft ermath of the global fi nancial 
crisis, one of the major criticisms 
has been the disconnect between the 
fi nancial sector and the real economy. 
Islamic fi nance, just like any other 
industry, must create a distinctive value 
proposition that can meet not only the 
needs of its customers but of society as 
a whole.

To all intents and purposes, Islamic 
fi nance has managed to transcend 
religious, political and geographical 
boundaries and today serves not only the 
needs of the many Muslims, previously 
removed from the fi nancial system, but 
is now gaining interest and acceptance 
across the globe.

In the Islamic worldview, fi nance is not 
an end in itself. It is a means to uplift  the 
welfare of mankind. It requires funds to 
be invested only in worthy businesses, 
based on risk-sharing and on real assets.

The prohibitions against riba, gharar and 
exploitation ensure that not only should 
Islamic fi nancial products do no harm; 
they should also protect and serve the 
greater public interest.

According to Azleena Idris, the deputy 
director of Bank Negara Malaysia, the 
“catastrophes and calamities that the 
world is currently facing are placing 
more pressure on the insurance and 
Takaful industries to pursue eff orts to 
remain sustainable and resilient in their 
ability to withstand possible losses.

“Takaful companies have to ensure that 
they remain capitalized and capable of 
meeting the demands of the industry, 

particularly in meeting the demands to 
reduce fi nancial hardship.” 

Risk management strategies must 
also remain robust to counter such 
unpredictable global changes. This will 
require global Takaful operators to build 
their capacity, capabilities and expertise 
to face such large and complex risk.

Idris continues by saying that: “The 
occurrence of climate change and global 
warming are leading to a rise in weather-
related catastrophes,” while the “recent 
social and political upheavals in certain 
countries have also taken their toll 
on human lives, given that the future 
remains fraught with challenges”.

There also remains an opportunity for the 
industry to off er coverage to customers at 
the lower end of the income spectrum in 
the area of microTakaful, which strongly 
enforces the values espoused by Takaful. 
This should also elevate Takaful in the 
eyes of the public; thus further widening 
the growth prospects of Takaful.

According to Professor Dr Syed Othman 
Alhabshi, the chief academic offi  cer of 
the International Center for Education 
in Islamic Finance (INCEIF), increasing 
the basic level of education is essential 
in creating awareness for the needs of 
Takaful.

Alhabshi explains that without a suitable 
education plan in place: “It will be very 
diffi  cult to ensure that every child get 
a proper education.” Competition for 
scholarships and a reduction in other 
sources of available fi nancing will 
diminish opportunity; hindered by a lack 
of foresight and planning for the future.
Alhabshi further laments that the social 
security system in many countries is 
not suffi  cient to ensure for adequate 
retirement for the general populace. 
“Very few Muslim majority countries 
have a mandatory social security system, 
therefore Takaful, due to its very essence, 
represents a good social security system 
in its own right. The less effi  cient the 
social security system in a country, the 
greater the need for Takaful.”

Alhabshi ends by saying that Takaful, 
and in particular Family Takaful, lends 
itself to this greater social good. “When 
you are referring to Family Takaful, the 
meaning comes from ‘kafalah’, meaning 
guarantee, so you are guaranteeing for 
others rather that looking out for your 
own interests.

Takaful for the world’s ills
29th June 2011 
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Takaful for maids
MALAYSIA: Etiqa Takaful and Takaful 
Ikhlas are planning to introduce an 
insurance scheme for Indonesian 
domestic servants.

The scheme, which will be implemented 
under the Domestic Helpers Aff airs 
Program, will enable the maids to 
receive fi nancial compensation of up to 
RM40,000 (US$13,199) for workplace 
accidents, with a premium payment as 
low as RM70 (US$23) a year. 

They are also entitled to receive death 
benefi t, hospital and medical bills 
coverage. The premium for the insurance 
will be paid by the employers.

Three new products
INDONESIA: Sun Life Financial 
Indonesia has announced that it will 
launch three new Takaful products by the 
third quarter of this year. 

These include a unit-linked Takaful 
product for single and regular premiums.

Bert Paterson, its president director, said 
Takaful policyholders now make up 
13.2% of the fi rm’s total customer base, 
while new business premiums from 
Takaful have surged 118% from IDR1.6 
billion (US$186,003) last year.

Takaful shows promise
BAHRAIN: The kingdom’s insurance 
market recorded a 1.8% increase in gross 
writt en premiums in the fi rst quarter of 
2011 to reach BHD56.7 million (US$150 
million), according to the Central Bank of 
Bahrain (CBB). 

This was spurred by a surge in the 
premiums of conventional life insurance 
and growth of Takaful. 

According to CBB, total contributions 
of Takaful companies grew 16.5% to 
reach BHD13.4 million (US$36 million), 
while total premiums for conventional 
insurance companies reached BHD43.3 
million (US$115 million).

CBB also reported that the combined 
capital of both conventional and Takaful 
companies grew by 4% to BHD163.6 
million (US$434 million). 

Eyeing greater market share
MALAYSIA: Etiqa Takaful is hoping 
to increase its share in the local Takaful 
market share by 10% next year.

The Takaful operator plans to increase its 
contribution by enhancing its distribution 
channels; especially the agency force and 
the regional sales model. 

Etiqa Takaful held a 45% market 
share out of the country’s nine Takaful 
operators last year.

Finalizing stake talks  
MALAYSIA: Insurer Allianz Malaysia 
is expecting to fi nalize its discussions 
to acquire a stake in MNRB Holdings’ 
subsidiary, Takaful Ikhlas, next month.

“It’s taking a bit more time than expected 
... pricing is one aspect to it. We should 
be able to communicate a conclusion in 
the next two to three weeks,” said Jens 
Reisch, its CEO. 

Allianz is looking at various options to 
fi nance the acquisition, including a rights 
issue and a bond sale.

SME Factors includes Takaful
MALAYSIA: SME Factors, a receivables 
fi nancing and cash fl ow solutions 
provider for small and medium-sized 
enterprises (SMEs), has included Takaful 
‘mySME’ as part of its range of products 
and services. 

The addition was a result of its recent 
appointment as a corporate agent by 
Syarikat Takaful Malaysia.

RAM takes on Takaful
MALAYSIA: RAM Rating Services  
has launched ratings criteria and 
methodology on the claims-paying 
ability (CPA) of Takaful companies.

This follows an earlier publication of 
its methodology on CPA ratings for 
insurance companies in May 2011.

The paper aims to provide greater 
insight on the distinct structural and 
operational diff erences between Takaful 
and conventional insurance companies as 
well as their ratings approach for Takaful 
companies.

Takaful’s strong growth
MALAYSIA: Assets of Takaful funds 
have recorded a fi ve-year compounded 
annual growth rate of 16%, double that of 
conventional insurers, according to RAM 
Rating Services (RAM).

Assets in the Takaful industry increased 
by 17% to RM14.7 billion (US$4.82 

billion) last year, accounting for 8.7% of 
the combined asset base of the insurance 
and Takaful industries. 

“The Takaful industry is a rapidly 
expanding sector; we envisage increasing 
acceptance of Takaful products as the 
population’s wealth builds up along 
with a greater understanding of such 
off erings,” said Promod Dass, the head of 
fi nancial institution ratings at RAM.

The steady growth of Takaful in Malaysia 
has also att racted global and regional 
insurers such as AIA Group, Friends 
Provident Group (UK), Great Eastern 
Life Assurance Company and ING Group 
to establish themselves in the country’s 
Family Takaful industry. 

The insurers, along with their local joint-
venture partners, were granted Family 
Takaful licenses last year.

HSBC Group cooperation
SAUDI ARABIA: SABB Takaful 
recently hosted a delegation from HSBC 
Holdings and HSBC Insurance to discuss 
cooperation between the banking group’s 
Takaful and insurance arms.

The delegation included David Fried, 
the group head of insurance of HSBC 
Holdings, and Bruce Howe, CEO of 
HSBC Insurance, UK, Europe and Middle 
East. They were met by Sheikh Fouad 
Bahrawi, the chairman of SABB Takaful, 
and Adrian Flowers, CEO of SABB 
Takaful.

SABB Takaful Company is an associate 
of The Saudi British Bank and a global 
partner of HSBC Group.

Are you reading us

 
on your iPad / iPhone?
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Takaful as a concept refers to a principle 
of insurance that is based on mutual co-
operation, solidarity and togetherness 
among the participants of a pool. Risk 
sharing and communal ownership of 
the pool by all members is the theme of 
Takaful.

Origin of Takaful
Takaful as we know it today started 
in Sudan in 1979. As a need driven 
concept, it was necessitated by the 
growth of Islamic banking and the 
objective to provide Shariah compliant 
and comprehensive insurance services. 
From these humble beginnings Takaful 
has grown to become a phenomenon 
in the global economy with estimated 
premiums of US$1.5 billion in 2010 and 
about 170 Takaful companies, 200 Takaful 
windows (conventional players off ering 
Takaful) and also 20 re-Takaful players.

Takaful trends in Africa
Despite being considered the birth place 
of Takaful, the development of Takaful 
in African countries has been slow. This 
is a factor mostly att ributed to a lack of 
regulatory environments, low purchasing 
power and poor perception of insurance. 

Nonetheless the huge Muslim population 
in some of the countries, growth in 
technology and economies and the 
ideal principles of Takaful are predicted 
to bring a revolution in these nascent 
markets which are thus projected as a 
huge growth fi eld for Takaful players. 

Takaful in Sudan
As the birth place of Takaful, Sudan 
has been a pioneer of both Takaful 
regulations and developments. In 1992, 
the government decided to apply Shariah 
principles to the country’s economy, 
in sectors including insurance, hence 
becoming the fi rst country to enact such 
blanket legislation in appreciation of the 
tenets of Islamic fi nance. The Takaful 
system operated in Sudan was the basic 
model of cooperative Islamic insurance. 

Market structure
There are 15 local players in the 
market with Sheikhan Insurance and 
Reinsurance having an estimated 60% of 

the market share. National Reinsurance 
Company is the only reinsurer and is 
55% government-owned. Additionally 
each insurance company has a Shariah 
advisory board. 

The Sudanese insurance market, despite 
its historical position as a pioneer of 
Takaful, continues to face low penetration 
ratios and economic challenges. Low 
income levels, high infl ation, lack of 
competent underwriting, among other 
problems, continue to plague the market.

Overall, the challenges facing the 
Sudanese market are similar to those 
in other Arab and African markets, 
and will take some time to overcome.  
However, with the local Takaful industry 
experiencing a significant growth in 
recent years, the Sudanese market 
is poised  to participate actively in 
international  Takaful developments.  
Not surprisingly, Sudan was the country 
chosen to base the headquarters of the 
Federation of Islamic Insurance and 
Takaful Companies (FIITC).

Kenya 
Kenya is the biggest economy in the 
east African market. With a Muslim 
population estimated at 10-20% of 
the total 40 million, Kenya has strong 
potential for Islamic fi nance. So far two 
fully fl edged Islamic banks operate 

with a considerable number of other 
conventional banks off ering Islamic 
banking windows.
 
The fi rst Takaful operator was launched 
in March 2011. With a capitalization of 
close to US$8 million, Takaful of Africa 
has a stable outlook and is one of the best 
capitalized companies in Kenya.

Mauritania
Mauritania is a Muslim country with 
a population estimated at around 
four million. SMAI Islamique and 
Taamin Assurances Islamique are the 
main Takaful players with estimated 
gross contributions of US$2 million. 
Agricultural and livestock insurance 
products are also key insurance 
necessities in an economy that is 
currently supported by these sectors.

Senegal
Senegal, another Muslim majority 
country, has an estimated population 
of 15 million. It has seen signifi cant 
interest and growth in the Islamic fi nance 
framework through partnerships and 
close working relationship with countries 
in the Middle East.

So far, Sosar Al Amane is the only 
Takaful company in Senegal, with an 
annual gross contribution estimated at 

The progress of the Takaful industry in Africa  
The industry is starting to come into its own as seen in the widening suite of Takaful products now available. 
ABASS MOHAMMED looks into the challenges faced by Takaful operators in Africa.

Continued

Takaful companies Gross contributions (year) US$

Al Baraka Insurance (Sudan) SDD1.6 billion (2006) US$5.97 million
Al Salama Insurance SDD1.5 billion (2006) US$5.6 million

El Nilein Insurance SDD437.9 million (2006) US$1.63 million

General Insurance (Sudan) SDD181 million (2006) US$675,373

Islamic Insurance SDD6.1 billion (2006) US$22.76 million

Juba Insurance SDD2.6 billion (2006) US$9.7 million

Red Sea Insurance SDD951.7 million (2006) US$3.55 million 

Savanna Insurance SDD31.6 million (2006) US$117, 910

Sheikan Insurance & Reinsurance SDD27.3 billion (2006) US$101.87 million

The Blue Nile Insurance SDD1.8 billion (2006) US$6.7 million

The Middle East Insurance (Sudan) SDD1.1 billion (2005) US$4.1 million

The National Reinsurance ( Sudan) SDD5.3 billion(2006) US$19.78 million

The Sudanese Insurance & Reinsurance SDD2.1 billion (2005) US$7.84 million

The United Insurance (Sudan) SDD2.5 billion (2005) US$9.33 million

Watania Co-operative Insurance Co SDD931.3 million (2006) US$3.48 million
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US$10,000 in 2009. Salama among other 
international companies is also eyeing 
the Senegalese market as a potential 
region for expansion.

Gambia
Gambia is the smallest country in Africa 
with an estimated population of two 
million, of which 90% are Muslim. Its 
insurance market has grown from two to 
about 13 companies presently.
The Takaful Gambia is the only Takaful 
operator in the market, launched in 
December 2007.

Algeria
Algeria has a Muslim majority 
population estimated at 35 million. 
Although Algeria has not yet fully 
authorized Islamic fi nance, it has 
permitt ed two players in the country. 
Salama, with an estimated gross 
premium of US$24 million in 2010, is the 
only Takaful operator in the country.

Libya
Libya is also one of the few MENA 
countries that has not fully appreciated 
the principles of Islamic fi nance. With 
a population of seven million, Libya is 
a relatively small country. Prior to the 
current war and the ongoing revolution 
in the country, Libya enjoyed stable 
economic growth. Takaful Insurance 
Company is the only Takaful operator in 
the country.

Eqypt
In Egypt, the total premium together 
with life and general insurance was about 
US$900 million in 2006, and this fi gure is 
the third largest among MENA countries 
following Saudi Arabia and the UAE. 
However the insurance penetration rate 

is less than 1% of the almost 85 million 
population.  

South Africa
South Africa is a developing economy 
and a leading fi nancial hub of the African 
continent.  Its economy has grown 
signifi cantly over the last decade and has 
become a major center for innovation and 
expansion by western companies. Thus, 
so far a number of Takaful operator have 
already established operations in South 
Africa including Takafol South Africa, 
and Al-Noor among other companies 
seeking licensing. 

The potential of Takaful 
The common denominator in the 
African economies is poor masses 
and need for community and society/
welfare improvement. As seen recently, 
African economies have been growing 
signifi cantly as shown by the interest 
from both eastern and western countries.

Microfi nance has been identifi ed by 

many as a key framework and program 
to end poverty and provide livelihood to 
many. Since its beginning in Bangladesh 
by the Grameen founders, microfi nance 
has changed many lives and has been 
lauded as the best tool for support and 
self sustenance.

Takaful, and microTakaful in particular, 
refers and relates to the mutual concept 
of safeguarding each other and ensuring 
support and indemnifi cation at the 
moment of need. This is done in the spirit 
of mutual cooperation and solidarity 
among members. 

This concept of Takaful and tailormade 
products of micro-Takaful has the 
potential to signifi cantly contribute to 
growth of the African economies and 
support to the masses. This is through 
eff ective and effi  ciently priced products 
that identify and meet the needs of the 
low-end and poor.

Takaful thus resonates with insurance, 
where the bott om line is not profi ts for 
shareholders and poor servicing of claims 
but one of clarity and transparency with 
the welfare of members at heart coupled 
with surplus sharing and distribution.

Thus, if properly packaged and 
presented to even the poorest, Takaful 
is a great concept that is set to promote 
the safety and security of the people who 
need it most. This is just the reason why 
Takaful is the best alternative method 
for  insuring the poor and uninsured in 
Africa.

Abass Mohammed is the product 
development manager at Takaful Insurance 
of Africa and he can be contacted at abass.
mohamed@takaful.co.ke. 

Micro inance 
has been 

identi ied by many 
as a key framework 
and program to end 
poverty and provide 
livelihood to 
many

Continued
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MEET THE HEAD

Behnam 
Gurbanzada, the head 
of Islamic banking,
International Bank 
of Azerbaijan
Gurbanzada is also the deputy 
director of strategy development 
and marketing at International 
Bank of Azerbaĳ an (IBA). In 2009, 
he proposed to the board of the 
bank the creation of a working team 
to analyze the Islamic economic 
system and evaluate opportunities 
for Islamic banking in Azerbaĳ an, 
which the group began following 
its establishment. In 2010, the 
bank approved the development of 
Islamic banking in IBA

Could you provide a brief 
journey of how you arrived 
where you are today? 
I got acquainted with Islamic banking in 
2002. I was working in the investment 
department of IBA for two years when 
the bank decided to implement Islamic 
fi nancing. 

In 2003, we became the fi rst bank in 
Azerbaĳ an which att racted a line of 
fi nancing from the Islamic Corporation 
for the Development of Private Sector. It 
was a new type of business for us and we 
saw it as something unconventional and 
diffi  cult as well.

Aft er analyzing the Islamic economy and 
its practical implementation, we found 
that Islamic banking is a very constructive 
model for a developing country. 

The main idea was to implement 
Islamic banking as an alternative to 
conventional banking. Additionally, 93% 
of our population is made up of ethnic 
Muslims, while there is also regular 
demand for liquid investments. In June 
2011, the bank announced a tender for 
a consultancy company which will, 
together with the Islamic banking team, 
create a segregated unit within the bank 
to start up its Islamic banking activities.

What does your role involve? 
I am involved in the development of 
new products and services. IBA is the 

country’s biggest bank and it is an 
engine of the local banking system. 
Thus, the development of innovation 
is a signifi cant part of our banking 
strategy. At present, we are working on 
the establishment of a segregated Islamic 
banking unit.

What is your greatest 
achievement to date? 
My greatest achievement is having the 
opportunity to develop Islamic banking 
in Azerbaĳ an.

Which of your products/
services deliver the best 
results?
Azerbaĳ an’s high economic growth 
during 2006-2008 was att ributed to the 
large and growing oil exports, but some 
non-export sectors also featured double-
digit growth, spurred by growth in the 
construction, banking, and real estate 
sectors. 

In 2009, economic growth remained 
above 9% even as oil prices moderated 
and growth in the construction sector 
cooled.  We have not had the opportunity 
to implement a full range of Islamic 
products and services. However, 
installment sale and Ijarah products are 
for project fi nancing.   

What are the strengths of your 
business?
We do our best to fulfi l the bank’s mission 
which is to signifi cantly contribute to the 

stability of the country’s banking system, 
and socio-economic development. 

At the same time, IBA is a universal 
and modern-technology-oriented bank 
which eff ectively creates opportunities 
for individuals and organizations. 
Hence, our success is based on the 
professionalism of the management 
and staff , trustworthy relations with 
clients, innovations and a wide business 
geography.   

What are the factors 
contributing to the success of 
your company? 
We concentrate on innovation, marketing, 
customer services and effi  ciency. 
Furthermore, we are investing in staff  in 
order to secure high level of services. We 
specially focus on innovations in areas of 
Islamic banking. We are also planning to 
expand our services in our subsidiaries in 
Russia and Georgia. 

What are the obstacles faced 
in running your business 
today?
The lack of regulation does not allow 
fully fl edged Islamic banking products 
and services. The present banking law 
does not forbid Islamic banking but 
neither does it regulate it. There is also a 
lack of Islamic fi nance specialists in the 
country.   
 
Where do you see the Islamic 
fi nance industry in the next 
fi ve years? 
The Islamic fi nance industry has a 
bright future. In the next fi ve years, I am 
confi dent that Islamic banking will be 
represented in most of the developing 
markets and the total volume of 
world Islamic banking assets will step 
over US$2 trillion. We must also pay 
particular att ention on risk management 
and common regulatory procedures.   

Name one thing you would 
like to see change in the 
world of Islamic fi nance.
I would like to see more Islamic 
fi nancial institutions in developing 
Muslim countries such as Azerbaĳ an, 
Kazakhstan, Turkey, Tatarstan, 
Kyrgyzstan, and Uzbekistan. Bankers 
and theologians should work out a 
common Islamic banking model which 
will be much easier to implement.
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Privately-held Malaysian property 
developer Gema Padu raised RM100 
million (US$34 million) via a privately 
placed four year Sukuk on the 27th 
April 2011. The Sukuk is the fi rst 
tranche of an RM170 million (US$60 
million) Islamic medium-term notes 
program.

The Sukuk was issued following the 
signing of an Al-Kafalah guarantee 
facility agreement between Danajamin 
and Gema Padu in a signing ceremony 
on the 21st March 2011. 

The issuer is 1 Warisan, a special-purpose 
vehicle wholly owned by Gema Padu.

Danajamin is Malaysia’s fi rst fi nancial 
guarantee insurer, established by the 
Malaysian government as a catalyst 
to stimulate and further develop the 
domestic bond and Sukuk market. 

Danajamin’s objective is to provide 
a fi nancial guarantee, or credit 
enhancement, to bond and Sukuk 
issuances to help viable companies raise 
long-term fi xed rate fi nancing from the 
bond and Sukuk market. 

The Sukuk is Gema Padu’s fi rst; and also 
served as Danjamin’s fi rst guarantee to a 
non-listed company. 

The bond and Sukuk market’s continuous 
development is critical in ensuring that 
Malaysian companies have several 
funding sources to fi nance their business 
expansion and investments. 

To date, Danajamin has provided 
guarantees for RM1.15 billion in bond 
programs, including Sukuk. 

Primarily a property development 
company, Gema Padu is the developer 
of the Kota Warisan township in the 
Malaysian state of Selangor. 

According to Tony Chin, the group chief 
operating offi  cer of Gema Padu, the 
company chose to enter the Sukuk fray 
based on the recommendation of their 
investment bank MIMB Investment, 
and it was the investment bank that 
suggested the Mudarabah structure.

Chin also stated that the capital will be 
used “to part fi nance fi ve designated 

property development projects located 
at the Kota Warisan Township and its 
immediate vicinity”. 

According to Chin: “The main 
challenge was to convince Danajamin to 
provide its fi nancial guarantee for the 
Sukuk program; especially when Gema 
Padu Group is a private unlisted group 
and our designated projects are not in 
the current mainstream development 
belt.”

Chin went on to say that: “We resolved 
the issues by having close and regular 
dialogue with the offi  cers at Danajamin 
[focusing] on our track record as a 
developer and drawing their att ention 
to the strategic location of our projects 
along the KL-Putrajaya-Cyberjaya-KLIA 
alignment.” 

Ultimately, “we managed to convince 
Danajamin that our mainly residential 
products, which we plan to sell at 
aff ordable prices, will off er purchasers 
good capital gains in the medium term,” 
Chin added. 

The gross development value of these 
projects is projected to be approximately 
RM1.5 billion (US$494.64 million).

Because of the Malaysian focus of Gema 
Padu, the issuance was fully subscribed 
by investors from Malaysian institutions 
and funds. The deal itself was rated 
‘AAA(fg)’ by the Malaysian Rating 
Corporation (MARC).

Gema Padu IMTN Sukuk Program

The Sukuk is 
Gema Padu’s 

irst and also served 
as Danjamin’s irst 
guarantee to a 
non-listed 
company

Gema Padu Sukuk Mudarabah

RM100 million (US$34 million)

 

27th April 2011

Obligor/Issuer 1 Warisan 

Tenor Four years

Return 4.15% per annum for 
the fi rst tranche

Payment Semi annually

Maturity Date 27th April 2015 for 
the fi rst tranche 
of RM100 million 
(US$34 million)

Main Lead Manager MIMB Investment 
Bank   

Financial Adviser Pacifi c Alliance 
Capital 

Bookrunners None; Sukuk 
issued via private 
placements

Legal Advisors Zul Rafi que & 
Partners

Trustee Equity Trust 
(Malaysia) 

Governing Law Laws of Malaysia

Purpose of issuance To part-fi nance 
several property 
development projects 
undertaken by Gema 
Padu Group 

Principal activities The principal 
activities of Gema 
Padu Group 
are property 
development and 
construction

Rating AAA(fg) (MARC)

Shariah Advisor The Shariah Com-
mitt ee of EONCAP 
Islamic Bank

Structure The Sukuk are 
guaranteed by 
Danajamin Nasional 
pursuant to an 
Al-Kafalah facility 
issued for the benefi t 
of the Sukuk-holders

Tradability Through Rentas
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ISSUER SIZE DATE ANNOUNCED

Kenchana Petroleum RM700 million 16th June 2011
Kenchana Petroleum RM350 million 16th June 2011
BRI Syariah TBA 15th June 2011
Government of Palestine US$50 million 6th June 2011
Bank Muamalat Malaysia and Tael 
Partners

US$100 million 1st June 2011

Adventa RM150 million 26th May 2011
National Bank of Abu Dhabi TBA 30th May 2011
Perusahaan Listrik Negara US$2 billion 27th May 2011
HSBC Middle East US$500 million 26th May 2011
Nakheel AED4.8 billion 23rd May 2011
Jasa Marga, Indonesia TBA 13th May 2011
Government of Malaysia TBA 12th May 2011
Qatar Islamic Bank TBA 12th May 2011
Islamic Development Bank TBA 12th May 2011
Bank Muamalat Indonesia US$100 million 10th May 2011
Bank Muamalat Indonesia IDR1.5 trillion 9th May 2011
Al Baraka Banking Group US$300 million 4th May 2011
Jordan fi nance ministry US$500 million 4th May 2011
Gazprombank US$200 million 4th May 2011
VTB Bank US$200 million 4th May 2011
Esso Malaysia RM300 million 3rd May 2011
Indonesia fi nance ministry US$1 billion 3rd May 2011
Tamweel TBA 21st April 2011
Mazaya Qatar TBA 14th April 2011
Liquidity Management House for 
Investment

US$1 billion 12th April 2011

Noor Islamic Bank US$250 — US$300 million 6th April 2011
Tatarstan US$200 million 24th March 2011
Kazakhstan US$500 million 16th March 2011
Masraf Al Rayan US$1 billion 14th March 2011
First Gulf Bank TBA 14th March 2011
Prasarana Negara Malaysia RM5 billion 11th March 2011
Amana Takaful LKR750 million 11th March 2011
Aldar Properties AED3.5 billion 27th February 2011
Central Bank of Yemen US$500 million 27th February 2011
Qatar International Islamic Bank US$500 million 8th February 2011
Dana Gas US$1 billion 31st January 2011
Bizim Securities, Turkey TRL100 million 26th January 2011
Karachi Stock Exchange TBA 18th January 2011
Academic Medical Center Malaysia RM1.5 billion 17th January 2011
Credit Agricole US$3 billion 14th January 2011
Engro Corporation, Pakistan PKR3 billion 13th January 2011
General Authority of Civil Aviation, 
Saudi Arabia

SAR15 billion 13th January 2011

Brazil TBA 10th January 2011
Kuwait Finance House-Turkey US$500 million 5th January 2011
Franklin Templeton TBA 21st December 2010
France TBA 15th December 2010
Palestine Monetary Authority US$50 million 8th December 2010
Saudi International Petrochemical 
Company SAR1.5 billion 14th December 2010

IFN Correspondents
AFGHANISTAN: Dr Alam Khan Hamdard
chief of Islamic banking, Kabul Bank

AUSTRALIA: David Wood
partner, Mallesons Stephen Jaques

BANGLADESH: Md Sahmsuzzaman
executive vice president, Islamic Bank Bangladesh

BRUNEI: James Chiew Siew Hua
senior partner, Abrahams Davidson & Co

CANADA: Jeff rey S. Graham
partner, Borden Ladner Gervais

EGYPT: Dr Walid Hegazy
managing partner, Hegazy & Associates

FRANCE: Antoine Saillon
head of Islamic fi nance, Paris Europlace

HONG KONG & CHINA: Anthony Chan
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For further information regarding REDmoney Indexes contact:

Andrew Morgan
Managing Director, REDmoney Group

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

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

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

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

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

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

Priced Issuer Nationality Instrument Market US$ (mln) Managers
17th Jun 2011 Pengurusan Air SPV Malaysia Sukuk Murabahah Domestic market 

private placement
1,910 CIMB Group, Maybank 

Investment Bank
16th Jun 2011 Ranhill Powertron II Malaysia Sukuk Domestic market 

public issue
228 Maybank Investment 

Bank
14th Jun 2011 Sarawak Energy Malaysia Sukuk Domestic market 

public issue
988 RHB Capital, 

AmInvestment Bank
8th Jun 2011 Bank Muamalat 

Malaysia
Malaysia Sukuk Domestic market 

private placement
133 DRB-HICOM, Maybank 

Investment Bank
2nd Jun 2011 Ranhill Power Malaysia Sukuk Domestic market 

private placement
266 Maybank Investment 

Bank
26th May 2011 HSBC Bank Middle 

East 
UK Sukuk Euro market 

public issue
500 HSBC

25th May 2011 Putrajaya Holdings Malaysia Sukuk Musharakah Domestic market 
private placement

229 CIMB Group, 
AmInvestment Bank, 
Maybank Investment 
Bank

18th May 2011 Islamic Development 
Bank

Supranational Sukuk Euro market 
public issue

750 Standard Chartered, 
Deutsche Bank, BNP 
Paribas, HSBC

18th May 2011 Sharjah Islamic Bank UAE Sukuk Euro market 
public issue

400 Standard Chartered, 
HSBC

28th Apr 2011 Pengurusan Air SPV Malaysia Sukuk Murabahah Domestic market 
private placement

335 CIMB Group

28th Apr 2011 Westports Malaysia Malaysia Sukuk Domestic market 
private placement

150 AmInvestment Bank, 
Maybank Investment 
Bank

21st Apr 2011 Pengurusan Air SPV Malaysia Sukuk Murabahah Domestic market 
private placement

332 HSBC, CIMB Group

29th Mar 2011 Bank Aljazira Saudi Arabia Sukuk Mudarabah Domestic market 
private placement

267 JPMorgan, HSBC

23rd Mar 2011 Maybank Islamic Malaysia Sukuk Musharakah Domestic market 
private placement

330 Maybank Investment 
Bank Bhd

23rd Feb 2011 Cagamas Malaysia Sukuk Murabahah Domestic market 
public issue

132 CIMB Group, 
AmInvestment Bank

8th Feb 2011 GovCo Holdings Malaysia Sukuk Murabahah Domestic market 
private placement

985 HSBC, RHB Capital, 
CIMB Group

28th Jan 2011 Aman Sukuk Malaysia Sukuk Musharakah Domestic market 
public issue

361 Lembaga Tabung Haji, 
RHB Capital, CIMB 
Group, AmInvestment 
Bank, Maybank 
Investment Bank

27th Jan 2011 Emaar Sukuk UAE Sukuk Euro market 
public issue

500 Standard Chartered, 
HSBC, RBS

25th Jan 2011 Pengurusan Air SPV Malaysia Sukuk Murabahah Domestic market 
private placement

884 HSBC, CIMB Group

10th Jan 2011 Padiberas Nasional Malaysia Sukuk Murabahah Domestic market 
public issue

114 Standard Chartered, 
DRB-HICOM

Global Islamic Bond Volume by Month Global Islamic Bond Volume by Quarter
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Top 30 Issuers of Global Islamic Bonds 12 Months

Issuer Nationality Instrument Market US$ (mln) Iss Managers
1 Pengurusan Air SPV Malaysia Sukuk Murabahah Domestic market 

private placement; 
Domestic market 
public issue

3,460 4 HSBC, CIMB Group, Maybank 
Investment Bank

2 Celcom Transmission (M) Malaysia Sukuk Domestic market 
public issue

1,329 1 CIMB Group, Maybank 
Investment Bank 

3 Senai Desaru Expressway Malaysia Sukuk Domestic market 
public issue

1,275 2 Maybank Investment Bank 

4 Islamic Development Bank Saudi Arabia Sukuk Euro market public 
issue

1,250 2 Standard Chartered, HSBC, CIMB 
Group, Citigroup, Deutsche Bank, 
BNP Paribas

5 Danga Capital Malaysia Sukuk Wakalah Foreign market 
private placement

1,089 1 OCBC, DBS, CIMB Group

6 Sarawak Energy Malaysia Sukuk Domestic market 
public issue

988 1 RHB Capital, AmInvestment Bank 

7 GovCo Holdings Malaysia Sukuk Murabahah Domestic market 
private placement

985 1 HSBC, RHB Capital, CIMB Group

8 Cagamas Malaysia Sukuk Domestic market 
private placement; 
Domestic market 
public issue

966 14 RBS, RHB Capital, Al-Rajhi 
Banking & Investment, HSBC, 
CIMB Group, Maybank Invest-
ment Bank, Standard Chartered, 
AmInvestment Bank

9 Malaysia Airports Capital Malaysia Sukuk Ijarah Domestic market 
public issue

792 2 CIMB Group, Citigroup

10 Qatar Islamic Bank Qatar Sukuk Ijarah,
Sukuk Murabahah

Euro market public 
issue

750 1 HSBC, Credit Suisse, QInvest LLC

10 Abu Dhabi Islamic Bank UAE Sukuk Musharakah Euro market public 
issue

750 1 Standard Chartered, HSBC, 
Barclays Capital

12 HSBC Bank Middle East UK Sukuk Euro market public 
issue

500 1 HSBC

12 Emaar Sukuk UAE Sukuk Euro market public 
issue

500 1 Standard Chartered, HSBC, RBS

14 Sharjah Islamic Bank UAE Sukuk Euro market public 
issue

400 1 Standard Chartered, HSBC

15 Government of Ras Al 
Khaimah

UAE Sukuk Euro market public 
issue

393 1 RBS, Citigroup

16 Putrajaya Holdings Malaysia Sukuk Musharakah Domestic market 
public issue

391 2 CIMB Group, AmInvestment 
Bank, Maybank Investment Bank 

17 Aman Sukuk Malaysia Sukuk Musharakah Domestic market 
public issue

361 1 Lembaga Tabung Haji, RHB 
Capital, CIMB Group, 
AmInvestment Bank, Maybank 
Investment Bank 

18 Maybank Islamic Malaysia Sukuk Musharakah Domestic market 
private placement

330 1 Maybank Investment Bank

19 Konsortium Lebuhraya 
Utara-Timur

Malaysia Sukuk Musharakah Domestic market 
public issue

280 13 CIMB Group

20 Bank Aljazira Saudi Arabia Sukuk Mudarabah Domestic market 
private placement

267 1 JPMorgan, HSBC

21 Ranhill Power Malaysia Sukuk Domestic market 
private placement

266 1 Maybank Investment Bank

22 Padiberas Nasional Malaysia Sukuk Musharakah Domestic market 
public issue

240 2 Standard Chartered Bank, 
DRB-HICOM

23 Ranhill Powertron II Malaysia Sukuk Domestic market 
public issue

228 1 Maybank Investment Bank

24 Trans Thai-Malaysia Sukuk Malaysia Sukuk Musharakah Domestic market 
private placement

195 1 HSBC, CIMB Group

25 Boustead Holdings Malaysia Sukuk Domestic market 
private placement

193 3 OCBC, Public Bank, Affi  n 
Investment Bank

26 AmIslamic Bank Malaysia Sukuk Musharakah Domestic market 
public issue

177 1 AmInvestment Bank

27 Pelabuhan Tanjung Pelepas Malaysia Sukuk Domestic market 
public issue

167 1 RHB Capital, Maybank 
Investment Bank 

28 National Bank of Abu 
Dhabi

UAE Sukuk Murabahah Foreign market 
public issue

159 1 HSBC, RBS, Maybank Investment 
Bank

29 Malaysia Debt Ventures Malaysia Sukuk Murabahah Domestic market 
public issue

158 1 Lembaga Tabung Haji, RHB 
Capital, CIMB Group

30 Westports Malaysia Malaysia Sukuk Domestic market 
private placement

150 1 AmInvestment Bank, Maybank 
Investment Bank

Total 20,244 98
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Top Managers of Islamic Bonds 12 Months

Manager US$ (mln) Iss %

1 CIMB Group 4,919 43 24.3

2 Maybank Investment Bank 4,312 26 21.3

3 HSBC 3,062 16 15.1

4 AmInvestment Bank 1,383 20 6.8

5 RHB Capital 1,152 7 5.7

6 Standard Chartered Bank 1,062 8 5.3

7 Citigroup 797 6 3.9

8 RBS 522 4 2.6

9 OCBC 444 5 2.2

10 DBS 363 1 1.8

11 QInvest 250 1 1.2

11 Credit Suisse 250 1 1.2

11 Barclays Capital 250 1 1.2

14 Deutsche Bank 188 1 0.9

14 BNP Paribas 188 1 0.9

16 DRB-HICOM 187 3 0.9

17 Affi  n Investment Bank 155 4 0.8

18 KFH 150 2 0.7

19 JPMorgan 133 1 0.7

20 Lembaga Tabung Haji 131 3 0.7

21 Al-Rajhi Banking & Investment 122 2 0.6

22 Public Bank 64 3 0.3

23 Hong Leong Bank 46 2 0.2

24 Kenanga Investment Bank 33 1 0.2

25 Trimegah Securities 18 1 0.1

25 Bank Mandiri (Persero) 18 1 0.1

25 (Persero) Danareksa 18 1 0.1

28 Malaysian Industrial Development 
Finance 11 1 0.1

29 OSK 9 2 0.1

30 Mitsubishi UFJ Financial Group 6 2 0.0

Total 20,244 98 100.0

Top Islamic Finance Related Project Financing Legal Advisers 
Ranking                                                                                          12 Months

Legal Advisor US$ (million) No %

1 Al-Jadaan & Partners Law Firm 2,509 2 26.7
1 Baker & McKenzie 2,509 2 26.7
1 Cliff ord Chance 2,509 2 26.7
4 Allen & Overy 567 1 6.0
4 Ashurst 567 1 6.0

4 SNR Denton 567 1 6.0

Top Islamic Finance Related Project Finance Mandated Lead 
Arrangers                                                                                       12 Months

Mandated Lead Arranger US$ (million) No %

1 Banque Saudi Fransi 701 3 15.5

2 National Bank of Abu Dhabi 422 1 9.4

2 Union National Bank 422 1 9.4

4 Riyad Bank 224 2 5.0

5 HSBC Holdings 207 2 4.6

6 Abu Dhabi Islamic Bank 184 1 4.1

6 Al Hilal Bank 184 1 4.1

8 Al-Rajhi Banking & Investment 169 1 3.7

8 Saudi Hollandi Bank 169 1 3.7

10 Bank Al-Jazira 166 2 3.7

10 Public Investment Fund 166 2 3.7

Islamic Bond Volume by Currency US$ (billion)                  12 Months

Islamic Bond Volume by Issuer Nation US$ (billion)               12 Months

Global Islamic Bond Volume by Sector                                   12 Months

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

Mandated Lead Arranger US$ (mln) No %

1 Samba Capital 1,248 6 10.5

2 Saudi National Commercial Bank 1,053 4 8.9

3 Banque Saudi Fransi 1,053 4 8.9

4 HSBC 871 6 7.3

5 Arab National Bank 665 3 5.6

6 Maybank Investment Bank 660 5 5.6

7 Abu Dhabi Islamic Bank 654 3 5.5

8 Citigroup 407 4 3.4

9 AmInvestment Bank 307 3 2.6

10 Al Hilal Bank 300 2 2.5

11 National Bank of Abu Dhabi 300 3 2.5

12 Standard Chartered Bank 284 5 2.4

13 WestLB 270 4 2.3

14 Al Salam Bank 240 1 2.0

15 Union National Bank 239 2 2.0

15 First Gulf Bank 239 2 2.0

17 RBS 233 1 2.0

18 Noor Islamic Bank 232 3 2.0

19 Arab Banking Corporation 209 5 1.8

20 BNP Paribas 209 4 1.8

21 Saudi Hollandi Bank 185 2 1.6

22 Abu Dhabi Commercial Bank 147 1 1.2

23 OCBC 131 3 1.1

24 DBS 131 2 1.1

25 Riyad Bank 129 1 1.1

25 Bank Al-Jazira 129 1 1.1

27 UOB 116 1 1.0

28 Bank of Baroda 92 1 0.8

28 Al Khalĳ i Commercial Bank 92 1 0.8

30 NBK Capital 88 1 0.7

Top Islamic Finance Related Loans Mandated Lead Arrangers
12 Months

Bookrunner US$ (mln) No %

1 Samba Capital 3,486 3 29.4
2 Citigroup 414 4 3.5
3 Abu Dhabi Islamic Bank 378 2 3.2
4 HSBC 308 2 2.6
5 Maybank Investment Bank 237 1 2.0
6 RBS 233 1 2.0
7 WestLB 225 3 1.9
8 Noor Islamic Bank 184 1 1.6
8 National Bank of Abu Dhabi 184 1 1.6
8 First Gulf Bank 184 1 1.6
8 Abu Dhabi Commercial Bank 184 1 1.6

Top Islamic Finance Related Loans Deal List                         12 Months

Credit Date Borrower Nationality US$ (mln)

23rd Aug 2010 Saudi Arabian Airlines Saudi Arabia 1,920

30th Nov 2010 Saudi Arabian Mining - 
Ma'aden
Ma'aden Rolling

Saudi Arabia 1,913

25th Aug 2010 Emirates Steel Industries UAE 1,700

13th Dec 2010 Saudi Electricity Saudi Arabia 1,333

1st Jul 2010 Sorouh Real Estate UAE 735

17th May 2011 Emaar Properties UAE 699

31st Jul 2010 Power & Water Utility 
for Jubail & Yabbu - 
Marafi q

Saudi Arabia 667

29th Oct 2010 Parkway Holdings Singapore 578

16th Nov 2010 Jambatan Kedua Malaysia 383

14th Dec 2010 Majid Al Futt aim 
Properties UAE 310

Top Islamic Finance Related Loans by Country                    12 Months

Nationality US$ (mln) No %
1 Saudi Arabia 5,300 4 44.7
2 UAE 3,462 9 29.2
3 Turkey 956 6 8.1
4 Malaysia 851 3 7.2
5 Singapore 656 3 5.5
6 Bahrain 385 3 3.2
7 Kuwait 175 1 1.5
8 UK 70 1 0.6
8 Pakistan 10 1 0.1

Top Islamic Finance Related Loans by Sector                        12 Months

Global Islamic Loans - Years to Maturity (YTD Comparison)

Are your deals listed here?
If you feel that the information within these tables is inaccurate, you may contact 
the following directly:     Jennifer Cheung (Media Relations)
                                            Email: Jennifer.Cheung@Dealogic.com                          Tel: +852 2804 1223
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29th June 2011
IFN Roadshow Thailand
Bangkok (REDmoney events)

4th – 5th July 2011
2nd Annual Asia Islamic Banking 
Conference
Kuala Lumpur (Fleming Gulf) 

5th – 6th July 2011 
Paris EUROPLACE International 
Financial Forum 
Paris(Paris EUROPLACE) 

7th – 8th July 2011
IFN Europe Forum
London (REDmoney events)

11th – 13th July 2011 
The International Takaful Summit 2011 
London, UK (Afk ar Consulting)

20th September 2011
IFN Roadshow Japan
Tokyo (REDmoney events)

26th – 27th July 2011
2nd World Conference on Riba 
Kuala Lumpur (Thinkers Trends Resources) 

21st – 22nd September 2011
The World Islamic Finance
Summit 2011
Karachi (Publicitas)

22nd September 2011
IFN Roadshow Korea
Seoul (REDmoney events)

17th – 19th October 2011
IFN Asia Forum
Kuala Lumpur (REDmoney events)

18th – 20th October 2011 
3rd Annual World Islamic Retail Banking 
Dubai (Fleming Gulf)
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AIS Abu Dhabi 2011 
Abu Dhabi (Leoron Events JLT)
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Istanbul (REDmoney events)

8th November 2011
IFN Roadshow Canada
Toronto (REDmoney events)

10th November 2011
IFN Roadshow United States
New York (REDmoney events)

15th November 2011
IFN Roadshow Hong Kong
Hong Kong (REDmoney events)

20th – 22nd November 2011
18th Annual World Islamic Banking 
Conference
Bahrain (MEGA Events)
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