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Most articles on Islamic fi nance tend to 
start off  by affi  rming that the industry has 
seen immense growth over the past decade, 
going on to predict ‘enormous potential’ in 
whichever market they happen to be talking 
about. But in the case of 
Islamic trading platforms, 
is this really true? 

While there has been 
continuous talk of 
the Islamic secondary 
market, it is still limited 
in depth. Although in 
the past this has been  
ascribed to a lack of 
opportunities, there are 
now plenty of services 
off ering a multitude 
of secondary market 
facilities; from trading to broking to 
any number of fi nancial intermediaries. 
Private companies are competing with 
national exchanges, while smaller fi rms are 
snapping at their heels to develop trading 
platforms to off er Shariah compliant 
functionality. However, the same concerns 
remain. Even some of the bigger exchanges 
have failed to take off , while the smaller 
players are struggling to take market share 
from the dominant players. Issues over 
standardization, permissibility, and regional 
divides continue to inhibit development. 
The use of Tawarruq is still controversial, 
while Sukuk issuances are reluctant to use 
commodity Murabahah where alternatives 
exist, and Islamic investors on the whole 
are still buying to hold. The supply may 
be there, but the demand has a long way 
to go before it reaches the critical volume 
necessary to drive an active secondary 
market. Who wants to sell if there is no one 
to buy; and on the contrary, who will buy 
when there is so litt le to choose from?

Growth potential
While a couple of players are doing very 
well, including Bursa Suq Al-Sila’ in 
Malaysia and UK-based DDCap, and some 
smaller players such as Eiger Capital and 
Ableace Raakin are carving a niche for 

themselves, there are 
many who claim to be 
active yet who have 
failed to make any visible 
impact. Is there really 
enough to go round? 

Norfadelizan bin 
Abdul Rahman, the 
acting global head of 
Islamic markets at Bursa 
Malaysia, explains 
that: “The commodity 
Murabahah market is 
an opaque industry. It 
is not clear, there are no 

established statistics. In the international 
market, there are no benchmarks.” 
Everyone wants to enter because the 
potential opportunities could be so great; 
yet few have any idea of real market size or 
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Keeping a firm grasp on 
growth

Editor’s Note

Islamic fi nance may be known for 
having more benevolent motivations 
than conventional fi nance, but that does 
not make capital protection and growth 
any less important to the industry. For 
Shariah compliant bankers, investors and 
customers alike, where their money is 
going and how the funds are performing 
becomes even more signifi cant in these 
uncertain times.

continued on page 3
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NEWS
National Bank of Commerce 
in Tanzania launches 
corporate Islamic and 
business accounts

Nigeria’s Jaiz International 
Bank chooses Path Solutions’ 
iMAL Islamic banking 
soft ware

IDB grants US$96 million in 
fi nancing to fund purchase of 
power unit in Senegal 

Jakarta Futures Exchange 
to launch Shariah compliant 
commodity contracts in mid-
September

Kazakhstan’s central bank 
suspends licenses of four 
banks including Al Hilal 
Islamic Bank

Al Baraka Banking Group in 
expansion mode

Pakistan’s central bank directs 
Islamic banks to establish 20% 
of new branches in rural areas

Sukuk issuances decline 37% 
month-on-month to US$5 
billion in July, says KFH 
Research

Limitless obtains fi ft h 
extension for US$1.2 billion 
Islamic syndicated fi nancing

Indonesian government to 
continue with plans to issue 
global Sukuk in the second 
half of 2011

BMI Bank repays US$93.7 
million three-year Islamic 
term fi nancing 

Nakheel fi xes the 25th August 

as fi nal date to issue US$1.31 
billion Sukuk

Al Hilal Bank launches fi rst 
instant Visa debit card service

Dubai Holding to extend 
US$1.16 billion syndicated 
fi nancing to December 2016

Port & Free Zone World 
raising US$850 million from 
syndicated fi nancing to 
refi nance debt

ADIB announces waiver 
on personal fi nancing 
installments for the month of 
Ramadan

Deyaar Development reports 
net profi t of US$5.01 million 
in the second quarter of 2011

Ezdan Real Estate Company’s 
fi rst half net profi t for 2011 
falls 12% to US$29 million

Ithmaar Bank reports 
decrease in net profi t to 
US$8.2 million for the fi rst 
half of 2011

BankMuscat awaits 
regulatory framework to roll 
out Islamic banking products 
and services

Alpen Capital receives 
approval to provide advisory 
services in Islamic fi nancing 
structures

Tamweel to issue Sukuk or 
mortgage-backed security in 
fourth quarter of 2011

ISLAMIC
INVESTOR
Al-Hadharah Boustead 

REIT’s net profi t for the 
second quarter up 50% to 
US$7.94 million

SHUAA Capital purchases 
land through SHUAA Saudi 
Hospitality Fund I

Tata Mutual Fund to 
reposition Tata Select Equity 
Fund as a Shariah compliant 
fund

Underlying managers for 
Pointon York’s self-invested 
personal pension schemes to 
be MENA-based

RATINGS
Moody’s downgrades 
National Industries Group 
Holding’s rating and Sukuk 
to ‘B3’

MARC affi  rms Maju 
Expressway’s US$183.44 
million Islamic medium-term 
notes issuance program’s 
rating at ‘AA-ID’

RAM reaffi  rms long and 
short-term ratings of ‘AA3’ 
and ‘P1’ for Naim Holdings’ 
Islamic bonds

MARC withdraws ‘MARC-
2ID’ rating on Prinsiptek 
Corporation‘s US$10 million 
Murabahah commercial 
papers program

Fitch affi  rms Emirates NBD’s 
long-term IDR and viability 
rating at ‘A+’ and ‘bbb’, 
respectively

RAM reaffi  rms long 
and short-term fi nancial 
institution ratings of National 

Bank of Abu Dhabi at ‘AAA’ 
and ‘P1’

TAKAFUL
Prudential Assurance 
Malaysia reports 13% increase 
in fi rst half new business sales 
to US$150.63 million

Al Madina Gulf Insurance 
receives approval in principle 
from Oman’s Capital Market 
Authority to convert into 
Takaful operator

Alkhaleej Takaful Group 
posts 11% fall in fi rst half net 
profi t

S&P says that operational 
issues could hinder Takaful 
growth

MOVE
Dubai International 
Arbitration Center names 
Nassib G Ziade as director

BMI Bank names Isa Hasan 
Maseeh as chief risk offi  cer

Legal fi rm Allen & Overy 
appoints Samer Eido as 
partner for Qatar fi nance 
practice

Malaysia Deposit Insurance 
Corporation names Dr Abdul 
Samad Alias as 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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Islamic trading platforms: Jockeying for position
Continued from page 1

performance. However, he confi rms that: 
“The Bursa Suq Al-Sila’ has exceeded our 
expectations.”  Azzizi Mohamad Ghazi 
(right), the managing director of Ableace 
Raakin, is also positive. “The commodity 
Murabahah volume in Malaysia 
increased tremendously from 2009 to 
2010; by 86%.”

However, at the moment the market ap-
pears limited to wholesale customers in a 
small number of markets. Azzizi con-
fi rms that his clients are predominantly 
“foreign and local Islamic fi nancial insti-
tutions, private equity fi rms, government 
and non-government institutions”. While 
the highest trade volumes are unsurpris-
ingly in Malaysia and the Middle East, 
Azzizi also sees potential growth in 
Indonesia and North African countries. 
Outside of these key regions, however, 
the market has not yet made any signifi -
cant inroads, and few other exchanges 
seem interested in sett ing up their own 
operations, preferring to leave it to the 
specialists.  For example, most Shariah 
compliant commodity trades outside Ma-
laysia, particularly those from the Middle 
East, are executed through the London 
Metals Exchange (LME). However, when 
contacted by Islamic Finance news, the 
exchange confi rmed that: “The LME has 
no plans to set up a trading platform. 
Companies are already successfully us-
ing the LME in their Shariah compliant 
trading platforms.”  

The big boys
In Malaysia, Bursa Malaysia dominates 
through its commodity trading platform 
Bursa Suq Al-Sila’, while internationally, 
UK-based DDCap is seen as the market 
leader. Each player in the market has 
a unique strength. Bursa Suq Al-Sila’ 
prides itself on its doctrinal robustness. 
Norfadelizan explains that: “Shariah 
scholars like us, they like the way we 
structure the trades because we put 
Shariah in the middle, rather than trying 
to fi t them around other things. Apart 
from allowing market participants to do 
Shariah audits on our supply chain, we 

do random checks on our 
own too.” Ableace Raakin, 
Bursa Suq Al-Sila’s leading 
competitor in Malaysia, is 
a dynamic and innovative 

company which, 
though small, was 
the fi rst in the world 
to introduce palm oil 

products for commodity 
Murabahah trades in 2006. 
UK-based DDCap, the 
biggest global player, 
is highly infl uential, 
and holds a unique 
market position as 
a facilitator across a 
wide range of Shariah 
products and asset classes. DDCap’s 
sister company, ICAP, holds a seat on the 
LME, giving the fi rm unique access and 
infl uence across the market. However, 
DDCap declined to comment when 
contacted by Islamic Finance news.

Sibling rivalry
In addition to the established platforms, 
a number of new players both corporate 
and national have sprung up in the past 
few years. But how many of these have 
managed to gain a real foothold in the 
market?

Bahrain Financial Exchange was one 
of the highest profi le new entrants, 
launching a multi-asset Islamic trading 
platform, e-Tayseer, through its Islamic 
division Bait Al Bursa, in March 2011. 
Arshad Khan (below), the managing 
director of BFX, announced at the 
time that the launch would “signal a 
signifi cant and benefi cial change in the 
way that fi nancial services in the MENA 
region operate and interact with global 
markets.” However, since its offi  cial 
launch in March there has been litt le 
news of any activity. “Bursa Malaysia 
worked closely with BFX to launch 
a similar platform in Bahrain,” says 
Norfadelizan. There is no doubt that they 
have the ability, but there is clearly more 
to it than just sett ing up the IT capability 
and a trading platform. While Khan 
recently claimed that: “The agreement 
[with Bursa Malaysia] is still there and 
we’re still exchanging information...we 
can still create synergies later on,” this is 
looking increasingly unlikely given the 
divergence of interests between the two 
parties. BFX declined to comment when 
contacted by Islamic Finance news.

Indonesia is another new entrant, 
recently announcing the launch of 
Shariah compliant contracts to be traded 
on the Jakarta Futures Exchange. The 
exchange plans to launch initial contracts 
for agricultural products including 
coff ee, cocoa, crude palm oil and rubber, 

CLOSING BELL
New Islamic window 
INDONESIA: Bank Pembangunan 
Daerah Jambi will be sett ing up an Islamic 
window, said Mulya Siregar, the director 
of Shariah banking at the central bank, 
Bank Indonesia. According to Mulya, the 
window is expected to be established by 
the end of this year. The bank submitt ed 
an application to the central bank at the 
start of 2011 to set up the window.

Aabar could write down RHB 
Capital purchase
MALAYSIA: Aabar Investments (Aabar) 
is reportedly considering a write-down 
of its US$1.91 billion acquisition of a 
25% stake in RHB Capital of as much as 
US$450 million. The investment fi rm, 
which bought the stake from Abu Dhabi 
Commercial Bank (ADCB), is said to have 
discussed the possibility of a write-down 
to encourage Maybank and CIMB Group 
to return to their plans for a merger with 
RHB Capital, which would then allow 
Aabar to own a stake in a bigger bank 
with a stronger valuation. According to 
reports, Aabar could revalue the asset at 
between 1.7-1.8 times book value, or down 
24%. However, ADCB would still get its 
US$1.91 billion payment in full while 
Aabar would book a paper loss for the 
investment.

Amlak falls further
UAE: Amlak Finance has reported 
a wider net loss of AED52.2 million 
(US$14.21 million) in the second 
quarter of this year against a net loss of 
AED597,000 (US$162,536) in the previous 
corresponding period. The higher loss 
is att ributed to increased impairment 
charges, which doubled to AED61.2 
million (US$16.66 million) from AED29.7 
million (US$8.09 million) in the three-
month period ended the 30th June 2010. 
Income from Islamic fi nancing and 
investing assets slumped by 17.2% to 
AED130.8 million (US$35.61 million) 
compared to AED158 million (US$43.02 
million) in 2010.

Treasury bills sold
QATAR: The government sold QAR4 
billion (US$1.1 billion)-worth of treasury 
bills on the 8th August to provide banks 
with an investment option before 
fi nancing picks up for the World Cup in 
2022. The tranche is the fourth issuance 
this year. It includes three-month bills, 
where half of them are Shariah compliant, 
according to Abdullah Saud Al-Thani, the 
governor of Qatar Central Bank. 
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Editor’s Note

Islamic fi nance may be known for 
having more benevolent motivations 
than conventional fi nance, but that does 
not make capital protection and growth 
any less important to the industry. For 
Shariah compliant bankers, investors 
and customers alike, where their 
money is going and how the funds 
are performing becomes even more 
signifi cant in these uncertain times.

This week, we look at how best to 
manage Islamic funds and the growth 
opportunities available for that wealth. 
A column by Shan Saeed, a fi nancial 
economist and commodity expert, looks 
at the asset classes in the Islamic wealth 
management space where investors can 
seek promising returns.

Meanwhile, Advent Soft ware EMEA 
notes in its report that following the 
recent fi nancial crisis, investors have 
become more thorough in their due 
diligence processes and are increasingly 
interested in risk management 
procedures. 

The company writes that these 
demands are best met by investment 
management fi rms which have the 
appropriate systems and processes to 
manage risk and automate reporting, 
with Singapore being among the 
locations ideally suited to cater to this 
need – certainly a factor to consider if 
we are to believe that another crisis may 
be just around the corner.

In light of today’s risky economic and 
fi nancial climate, we also bring you a 
report on risk management in Islamic 
banking by Bank Islam Malaysia.

The International Directorate of Bank 
Indonesia takes a look at the industry’s 
growth prospects in Indonesia and the 
steps taken to develop the country into 
a hub for Islamic fi nance, providing yet 
another opportunity for investors.

In the Netherlands, Omar Salah, a 
researcher and lecturer at Tilburg 
Law School, looks at whether Sukuk 
structures are possible under Dutch 
civil law.

Islamic Investor features a contribution 
from the Islamic Bank of Britain 
on Shariah compliant self-invested 
personal pensions, while Sun Life 
Financial Indonesia writes on Takaful in 
Indonesia for our Takaful feature.

Insider looks at developments at Qatar 
Islamic Bank and IFN reports discuss 
the permissibility of Tawarruq, the 
outlook for Islamic investments from 
the Middle East and the environment 
for Islamic fi nance in France.

Our IFN Correspondents contribute 
reports on the half-year fi nancial 
performance of Islamic banks in 
Bangladesh; the prospect for the 
industry in Egypt; Japan’s eff orts to 
build relations with the Islamic world 
amid political chaos; and developments 
in Iraq, Kazakhstan and Qatar.
This week’s Meet the Head talks to 
Moneer Hasan Saif, the head of Islamic 
banking at CAC Bank in Yemen, while 
our Sukuk case study highlights Gulf 
Investment Corporation’s US$252.2 
million Sukuk Wakalah bi Istithmar.

Keeping a firm grasp on growth

followed by energy products such as 
coal, diesel, and ethanol. Like Bahrain, 
Malaysia  is keen to enter the Indonesian 
market. “We know Indonesia will be a 
big market, and we want to share our 
experiences with the local players there 
too,” says Norfadelizan (right). “As far as 
Jakarta is concerned, we are still waiting 
for the green light.” However, Indonesia 
has up till now appeared reluctant to 
involve Malaysia in the development of 
its trading platform. 

Strength in numbers
Surely the more players there are, and the 
higher the trading volumes, the bett er it is 
for the market? Not everyone agrees. Due 
to competition,  commodity Murabahah 
service providers  hold their cards very 
close to their chest. “In terms of volume,” 
explains Norfadelizan, “we are very silent. 
It is a highly competitive market, and 
entry to the market is very easy if you 
have the understanding and know what 
to do. Therefore those who have already 
established themselves do not like to reveal 
their market share, or what it is they do ... 
for fear that someone might understand 

how big the market is.” 

And there are indications that despite 
all the doubts, the market could be very 
big indeed. Azzizi notes that: “Over 
the past six years we have been doing 
business, we have seen phenomenal 
growth. We have started strengthening 
our brand outside Malaysia in a more 
aggressive manner.” Bursa Malaysia is 
also expanding rapidly, especially in 
the Middle East. “We have had several 
requests from Dubai while we already 
have some members there now. I think 
it will be a good market,” comments 
Norfadelizan. “Saudi is also a good 
market of ours as we are gaining a  
strong foothold there.” 

Hope for the future
Impediments still exist. Fragmented and 
localized markets inhibit collaborative 
growth, while there are still doubts over 
demand and intense competition for 
market share. Currently, it looks like 
while there is considerable opportunity, 
there is only enough room to support 
a few major participants. In addition, 

Norfadelizan explains 
that demand and supply 
have to be managed 
very carefully. “Our 
competitors say that 
we might be Shariah 
compliant but we cannot 
serve clients’ interests because we are too 
small, that we do not have the supply. 
That is not right. Apart from plastic 
resin, we now have a lot more crude 
palm oil supply than we are currently 
using, but we do not want to open the 
fl oodgates because we want to manage 
the expectations of suppliers.” 

However, it looks like the demand might 
be there aft er all. This year, Bursa Suq 
Al-Sila’ has seen daily trading volumes 
reach a record close to RM5 billion 
(US$1.67 billion), and believes it could 
see a lot more than that. “Our growth 
trend could be exponential, leveraging on 
the growth of the Islamic fi nance space.”

As the industry grows, trading platforms 
will inevitably proliferate. The nature of 
competition simply means that only the 
strongest will survive.

Islamic trading platforms: Jockeying for position
Continued from page 3
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AFRICA
New Shariah compliant 
account
TANZANIA: The National Bank of 
Commerce has launched its corporate 
Islamic and business accounts aimed at 
fi nancing Shariah compliant businesses.

The new product follows the launch 
of the bank’s corporate Islamic current 
accounts.

iMAL for Jaiz
NIGERIA: Jaiz International Bank has 
selected Path Solutions’ iMAL Islamic 
banking soft ware to implement its 
system and operations.

The soft ware will enable the bank to 
achieve its product innovation plans and 
growth potential.

Financing for power unit
SENEGAL: The IDB has agreed to 
provide a EUR67 million (US$96 million) 
fi nancing facility to Senegal, to help 
the country fund the purchase of a 70 

megawatt  power unit, said Amadou 
Lamine Sy, a senior offi  cial of the 
International Cooperation Ministry.

The fi nancing was sought as part of 
Senegal’s energy reform plan, which aims 
to invest about EUR1 billion (US$1.4 
billion) to resolve the country’s electricity 
crisis.

ASIA
Commodity contracts soon
INDONESIA: The Jakarta Futures 
Exchange has announced that it will 
launch Shariah compliant commodity 
contracts in mid-September.

The commodity contracts will be for 
agricultural products including coff ee, 
cocoa, crude palm oil and rubber in the 
fi rst stage of inception, and will focus on 
energy products such as coal, diesel oil 
and ethanol in the second stage.

Bank licenses suspended
KAZAKHSTAN: The National Bank 
of Kazakhstan, the central bank, has 

continued...
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Al Baraka on growth path
BAHRAIN: Al Baraka Banking Group 
(Al Baraka) will expand into France by 
the fi rst half of 2012 with the launch of 
a bank with a capital of EUR100 million 
(US$141.98 million), according to Adnan 
Ahmed Yousif, its president and CEO.

At this point, he said, it is now up to 
the French government to amend their 
laws on Islamic banking. The group 
initially announced the expansion plan in 
2009 but postponed it due to the global 
fi nancial crisis.

Meanwhile, Al Baraka’s subsidiaries 
in Algeria, Bahrain, Egypt, Jordan, 
Syria and Turkey have also resumed 
their expansion through opening new 
branches and issuing Sukuk, added 
Adnan. He predicted that the group 
would surpass 500 branches worldwide 
by 2013.

Albaraka Türk, the group’s Turkish unit, 
is fi nalizing the issuance of its one-year 
US$150 million Sukuk which, according 
to Adnan, may have a fi nal issuance 
of up to US$350 million. The issuance 
of the syndicated Murabahah facility 
is expected to take two days and have 
a pricing of around 4%. It is managed 
by ABC Islamic Bank, Deutsche Bank, 
Emirates NBD, Noor Islamic Bank, and 
Standard Chartered Bank.

Al Baraka is also planning to sell AED1.1 
billion (US$300 million)-worth of Sukuk 
by September in order to restructure its 
balance sheet.

Adnan added that the expansion of 
Al Baraka’s subsidiaries has helped to 
increase the group’s deposit base and 
fi nancing portfolios. The group reported 
a 21% increase in net income for the 
second quarter to US$57 million from 
US$47 million for the same period in 
2010. Net income for the fi rst half of 2011 
also grew by 16% to US$110 million from 
last year’s US$95 million.

S&P also recently removed Al Baraka’s 
long  and short-term counterparty credit 
ratings from its CreditWatch negative. 
The ratings received an affi  rmation of 
‘BBB-’ and ‘A-3’ respectively.

http://www.law.smu.edu.sg/llm/programme/overview.asp
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suspended the licenses of four banks, 
including Al Hilal Islamic Bank, for three 
months due to a failure by the banks’ 
holding companies or major shareholders 
to comply with the minimum registered 
and equity capital requirements.

The banks have reportedly been 
suspended from accepting deposits and 
holding private accounts.

The other banks are Taib Kazak Bank, 
Credit Altyn Bank and Senim Bank.

Another window of 
opportunity 
PAKISTAN: The central bank has 
directed Islamic banks to establish 20% 
of all their new branches in rural areas in 
order to boost the Islamic banking share 
of its banking sector from the current 7% 
to 12% by 2015. 

Saleem Ullah, the director of the Islamic 
banking department at the State Bank 
of Pakistan (SBP), said Islamic banking 
could help access customers in rural 
areas, who are a less sophisticated client 
base and have traditionally shied away 
from conventional banks.   

Zahid Mansoor, the head of treasury at 
Dubai Islamic Bank Pakistan, praised 
the government for implementing the 
regulation; saying that it is a fi rst step by 
the authority in reaching out to people 
from rural areas.

He added that the growth of the Islamic 
banking industry in Pakistan should be 
driven through a combination of sett ing 
up more Islamic branches and promoting 
aggressive advertising in rural areas.

”If you create awareness in the minds of 
these people, there is signifi cant potential 
to take Islamic fi nance beyond a niche 
market and make it the main choice for 
banking,” he explained. 

The SBP revised its branch licensing 
policy for commercial banks in April 
2011 through Circular No.15, with the 
aim of boosting the outreach of Islamic 
banking services in rural places. 

This modifi cation is based on the revised 
branch licensing policy, which the central 
bank revealed on the 12th October 2007.

The revision saw SBP change the scope 
of rural/underserved areas (RUAs), so 

that the fi rst 10 Islamic banking branches 
are placed under the branch licensing 
policy’s defi nition of RUAs, while 
subsequent branches are considered as 
normal branches.

GLOBAL
Monthly global Sukuk sales 
down 
GLOBAL: Sukuk issuances globally 
reached US$5 billion in July, a 37% 
drop from the previous month, with 
Saudi riyal-denominated Islamic bonds 
comprising 15% of these issuances, 
according to KFH Research in a recent 
report.

However, the market recorded a year-on-
year growth of 133% in July, increasing 
the value of annual sales to US$52.1 
billion.
 
KFH Research said that sovereign Sukuk 
topped issuances last month, including 
three sales from Saudi and Qatari fi rms.

MIDDLE EAST
Extension in hand
UAE: Limitless has reportedly obtained 
a fi ft h extension from its bank creditors 
for a US$1.2 billion Islamic syndicated 
fi nancing initially due in March last year. 

The creditors have deferred the fi nancing 
due date from the 31st July to the 30th 
September, without changing the terms 
of the facility. The postponement will 
enable the company to complete a 
debt restructuring agreement with the 
creditors.

Limitless is also said to be seeking to 
extend the tenor of the fi nancing from 
four to fi ve years and plans to pay no 

continued...

continued...

Government to go ahead with 
global Sukuk 
INDONESIA: The government will 
proceed with plans to issue its second 
global Sukuk in the second half of 2011, in 
spite of the recent global economic crisis. 

Agus Martowardojo, the fi nance 
minister, explained that the government 
has decided to issue the global Sukuk 
aft er witnessing a high ratio of foreign 
ownership in state-owned securities. 
The decision was also based on the 
government’s plan to diversify its 
funding sources. 

Rahmat Waluyanto, the director 
general of the fi nance ministry’s debt 
management offi  ce, said that the Sukuk 
is expected to be issued in September or 
October 2011.

Rahmat did not reveal the expected price 
of the Sukuk, adding that the pricing 
process will occur aft er the government 
has examined market conditions and the 
country’s budget, which stood at US$6.65 
billion as at the 31st May 2011. 
 
The fi nance ministry has reportedly 
appointed CIMB Securities, Citi, HSBC 
Securities and Standard Chartered Bank 
as underwriters for the issuance. 

This Sukuk issuance, originally planned 
in June 2010, was scheduled to be 
issued in October 2010. However, it was 
rescheduled in the fi rst half of 2011 due 
to a lower budget defi cit forecast that 
compelled the government to reduce its 
borrowing needs.

The issuance subsequently stalled again 
when the government failed to obtain 
the necessary parliamentary approval 
to use IDR30 trillion (US$3.52 billion) of 
underlying assets to back the issuance. 
The Sukuk was instead pushed to the 
second half of the year. 

However, the problem was solved 
when the Indonesian parliamentary 
commission and the House of 
Representatives on the 28th June 
approved the use of a suffi  cient number 
of state-owned properties to serve as 
underlying assets, guaranteeing further 
government Sukuk issuances.

The government issued its fi rst global 
Islamic bond in 2009, which was seven 
times oversubscribed, with orders 
received totaling US$4.7 billion.
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profi t over that period. Instead, the profi t 
will be accumulated and repaid with the 
principal once the fi nancing matures. 

The fi rm raised the Shariah compliant 
facility in US dollars and UAE dirhams in 
2008 from a group of 18 banks from Asia, 
Europe and the Middle East.

BMI Bank settles financing
BAHRAIN: BMI Bank has repaid its 
US$93.7 million three-year Islamic term 
fi nancing on the scheduled due date. 

The bank signed an agreement for 
the fi nancing in July 2008 with nine 
banks: BankMuscat, Banque BIA, 
Commerzbank, Commercial Bank 
of Qatar, Gulf International Bank, 
Mashreqbank, National Bank of Abu 
Dhabi and Qatar International Islamic 
Bank.

Sukuk issuance date 
confirmed
UAE: Nakheel has fi xed the 25th August 
as the fi nal date to issue its AED4.8 
billion (US$1.31 billion) Sukuk to 
creditors as part of the company’s US$13 
billion debt restructuring plan, said Ali 
Rashid Lootah, its chairman.

The Sukuk was originally scheduled for 
June, but was subsequently postponed 
for two months. 

Ali Rashid explained that the company 
has completed all the administrative 
and auditing procedures relating to 
the Sukuk issuance. Nakheel has also 
appointed Deutsche Bank to manage the 
transaction.

He said that the Islamic bond would not 
be listed at its launch, in order to provide 
options for creditors to benefi t from 
the Sukuk issuance. These alternatives 
include selling or mortgaging their 
Sukuk in exchange for credit facilities.

However, Ali Rashid added that the 
Sukuk could be listed at a later date.

New debit card
UAE: Al Hilal Bank has launched the 
fi rst instant Visa debit card service in the 
UAE. 

The debit card is only available for 
personal and business accounts with sole 
proprietorships.

Financing extended
UAE: Dubai Holding has reached an 
agreement with its creditors to extend 
its US$1.16 billion syndicated fi nancing, 
due on the 18th August 2011, to December 
2016.

The fi nancing includes a US$300 million 
Shariah compliant facility which was 
arranged by Noor Islamic Bank and Stan-
dard Chartered Bank in August 2008. 

Refinancing debt
UAE: Port & Free Zone World, the 
holding company of DP World, is 
reportedly raising US$850 million from a 
syndicated fi nancing facility to refi nance 
its debt. 

The fi ve-year fi nancing, which has 
conventional and Islamic tranches, pays a 
margin of 350 basis points (bps), or 3.5%, 
over benchmark rates, amounting to 375 
bps aft er including fees. Dubai Islamic 
Bank is managing the tranche.

The fi nancing is backed by shares of DP 
World.

Installment waiver offer
UAE: Abu Dhabi Islamic Bank (ADIB) 
has announced its yearly off er for 
a waiver on personal fi nancing 
installments for the month of Ramadan. 
Installments will resume in September.

The off er applies to personal fi nancing 
customers whose salaries are transferred 
to the bank.

Deyaar Development back in 
the black
UAE: Deyaar Development, the property 
developer partly-owned by Dubai 
Islamic Bank, has reported a net profi t 
of AED18.4 million (US$5.01 million) 
in the second quarter of 2011 compared 
to a loss of AED243 million (US$66.16 
million) in the same period last year.

It att ributed its performance to the 
handing over of a number of property 
units from the fi ve projects it completed 
in the fi rst quarter. It is expected to 
deliver another two projects this year.

Net profi t for the six-month period 
ended the 30th June 2011 was AED44.4 
million (US$12.09 million) against a loss 
of AED344 million (US$93.65 million) in 
2010.
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Gross revenue increased by 48% in the 
fi rst half to US$130.6 million (US$35.56 
million) from US$88 million (US$23.96 
million) last year.

The company also said it was able to 
restructure its existing Islamic fi nancing 
obligations with an extended repayment 
period and a substantial reduction in 
profi t rates.

Mixed results
QATAR: Ezdan Real Estate Company 
(Ezdan) has reported a 12% decline in its 
fi rst half net profi t for 2011 to QAR103.67 
million (US$29 million) from the same 
period last year, as Islamic fi nancing 
costs more than doubled to QAR117.11 
million (US$32 million).

However, rental income climbed 20% to 
QAR261.45 million (US$72 million) and 
other operating income surged more than 
fi ve-fold to QAR12.03 million (US$3.3 
million).

Ezdan’s operating profi t increased 28% 
to QAR244.47 million (US$67 million) 

following a 3% drop in its operating 
expenses to QAR29.01 million (US$7.97 
million), while profi t on bank deposits 
grew more than 14 times to QAR4.88 
million (US$1.34 million).

Profit down
BAHRAIN: Ithmaar Bank has reported 
a decrease in net profi t for the fi rst half 
of 2011 to US$8.16 million from US$8.34 
million for the same period last year, due 
to lower income and higher expenses.

However, the bank’s asset base rose to 
US$7.1 billion in the six-month period 
ended the 30th June 2011, compared to 
US$6.7 billion as at the end of 2010.

For the second quarter of this year, the 
bank reported a net profi t of US$3.37 
million against a net loss of US$1.9 
million in the previous corresponding 
period.

Awaiting regulatory 
framework
OMAN: BankMuscat is fully prepared 
to off er Islamic banking products and 

continued... RATINGS
Moving downwards
KUWAIT: Moody’s has downgraded 
the National Industries Group Holding 
(NIG)’s corporate family rating, 
probability of default rating and 
instrument rating for the US$475 million 
Sukuk issued by NIG Sukuk to ‘B3’ 
with a stable outlook, from ‘B2’ with a 
negative outlook.

Strong performance
MALAYSIA: MARC has affi  rmed the 
rating of Maju Expressway’s RM550 
million (US$183.44 million) Islamic 
medium-term notes issuance program 
at ‘AA-ID’. The outlook for the rating is 
stable.

Solid position
MALAYSIA: RAM has reaffi  rmed the 
respective long and short-term ratings 
of ‘AA3’ and ‘P1’ for Naim Holdings’ 
RM500 million (US$168 million) Islamic 
medium-term notes program (2010/2025) 
and RM100 million (US$34 million) 
Islamic commercial papers program 
(2010/2017). The long-term rating has a 
stable outlook.

Off the list
MALAYSIA: MARC has withdrawn 
its rating of ‘MARC-2ID’ on Prinsiptek 
Corporation‘s RM30 million (US$10 
million) nominal value Murabahah 
commercial papers program.

Firm standing
UAE: Fitch has affi  rmed Emirates NBD’s 
long-term issuer default rating (IDR) 
and viability rating at ‘A+’ and ‘bbb’, 
respectively. The viability rating has 
also been removed from Rating Watch 
Negative and the outlook for the IDR is 
stable.

Good ranking 
MALAYSIA: RAM has reaffi  rmed the 
long and short-term fi nancial institution 
ratings of National Bank of Abu Dhabi at 
‘AAA’ and ‘P1’, respectively.

RAM has also reaffi  rmed the ‘AAA’ 
rating of the bank’s senior unsecured 
Islamic/conventional medium-term notes 
program of up to RM3 billion (US$1.01 
billion). Both long-term ratings have a 
stable outlook.

continued...
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services and is awaiting the relevant 
regulatory framework from the Central 
Bank of Oman to do so.

AbdulRazak Ali Issa, its CEO, said that 
the central bank has already allowed 
Islamic banking products and services 
to be off ered as window operations or 
through specialized branches of existing 
banks.

However, according to the directive from 
the central bank, existing banks are not 
allowed to convert into Islamic banks.

AbdulRazak expects that there will be a 
large demand for Shariah compliant 
products in Oman as it will likely follow 
the trend in countries like Kuwait, Saudi 
Arabia and the UAE.

Approval secured
OMAN: Alpen Capital has received 
approval from the Capital Market 
Authority to provide advisory services in 
Islamic fi nancing structures.

The company, which started its 
operations in Muscat in 2008, is one of 
the fi rst companies in the kingdom to 
obtain an Islamic advisory license. It 
currently provides investment banking 
advisory services.

Tamweel back in business
UAE: Tamweel has appointed several 
banks to manage the issuance of either a 
benchmark Sukuk or a mortgage-backed 
security to be sold in the fourth quarter 
of this year, according to Varun Sood, its 
acting CEO. 

Sood declined to identify any of the 
banks involved in the issuance, but 
hinted that the company may be looking 
to tap the Malaysian Sukuk market.

Tamweel is also focusing on re-entering 
the debt market through the issuance and 
as a result, the company will not be too 
concerned about the cost, he said.

He added that funding will be available 
from the Dubai Islamic Bank, which 
owns 58% of Tamweel. The bank will 
provide all necessary funding support in 
the short-term until the company makes 
its fi rst transaction.

The issuance will mark the fi rst time 
the Islamic mortgage company has 
tapped the debt market since 2008, 

when it issued a fi ve-year AED1.1 billion 
(US$299.48 million) Sukuk due in July 
2013, priced at a profi t rate of 2.25% 
above the quarterly Emirates interbank 
off ered rate (EIBOR).

Tamweel reported a net loss of AED112.4 
million (US$30.6 million) in the fourth 
quarter of 2008 as well as AED14.8 
million (US$4.03 million) in 2009. 
However, despite its poor fi nancial 
results, the company has not defaulted 
on any of its periodic profi t distributions 
over the last three years.

Sood stated that the new issuance will 
create a long-term fi nancing pipeline for 
Tamweel to help expand its business and 
to repay its liabilities, inclusive of the 
aforementioned Sukuk due in July next 
year.

Tamweel reported a 532% increase in 
fi rst half net profi t to AED54.9 million 
(US$14.95 million) from AED10.5 million 
(US$2.86 million) in the same period last 
year due to increasing demand for home 
fi nancing solutions in the UAE. 

Its second quarter net profi ts also surged 
by 513% from AED5.4 million (US$1.47 
million) to AED27.7 million (US$7.54 
million) as impairment provisions more 
than halved to AED13.5 million (US$3.68 
million) compared to AED40 million last 
year (US$10.89 million).

continued... MOVES
DUBAI INTERNATIONAL 
ARBITRATION CENTER
UAE: Dubai International Arbitration 
Center has appointed Nassib Ziade as 
its new director.

Nassib was previously the deputy 
secretary general at the International 
Center for Sett lement of Investment 
Disputes.

BMI BANK
BAHRAIN: BMI Bank has appointed Isa 
Hasan Maseeh as its chief risk offi  cer. 

Isa was previously the senior executive 
director and head of group risk 
operations at Gulf Finance House.

ALLEN & OVERY
QATAR: Legal fi rm Allen & Overy has 
appointed Samer Eido as a partner in 
the fi nance practice of its Qatar offi  ce.

Eido has experience in both conventional 
and Islamic fi nance with a focus on 
corporate lending, trade fi nance, real 
estate and real estate fi nance, debt 
restructuring and refi nancing.

He was previously the head of Simmons 
& Simmons’ fi nancial markets practice in 
the Middle East.

MALAYSIA DEPOSIT 
INSURANCE CORPORATION
MALAYSIA: Malaysia Deposit 
Insurance Corporation (MDIC) has 
appointed Dr Abdul Samad Alias as its 
chairman, replacing Abdul Aziz Taha.

Abdul Samad has served as a board 
member with MDIC since the 15th 
August 2005 as well as chairing its audit 
committ ee.
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Global markets are in turmoil once 
again, but with liquidity rarely posing 
a problem for Islamic funds from 
the Middle East, it seems the biggest 
problem for investors from the region 
is where they can put their money. 
However, with volatility hitt ing most 
markets, including their home region, 
could it be time for investors to take a 
breather?

“Clients have become very cautious and 
selective,” said Fahad Al Ebrahim, the 
senior vice president of the international 
wealth management group at Global 
Investment House. 

In a response to Islamic Finance news 
he added, however, that opportunities 
for capital growth remain in income-
generating assets such as Sukuk and real 
estate funds.

Global manages five Islamic funds, 
with a total fund size of at least 
US$170 million as at July this year. 
Among them is the Global GCC 
Islamic Fund, which invests in 
a portfolio of Shariah compliant 
companies in the GCC. According to 
its fact sheet, the fund has lost 18.7% 
since its inception in July 2007, but has 

performed better than its benchmark 
S&P GCC Islamic Index, which lost 
35.7% over the same period.

Meanwhile, Fahad identifi es Saudi 
Arabia and Qatar as key countries in 
which Islamic funds from the Middle 
East are invested; in sectors including 
services, industry and agriculture.

As for how investor sentiment has been 
impacted following the recent unrest in 
the MENA region, he said: “The current 
situation is more ‘let’s watch and wait’. 
However, some investors believe that 
there is great value in Islamic equities 
and some distressed real estate.”

Judging from the current climate in 
global markets, a wait-and-see att itude 
would appear to be the safest att itude. 
Although global Sukuk yields have been 

on a downtrend, reaching record lows 
of around 3.3% of late, according to data 
from HSBC/Nasdaq Dubai US Dollar 
Sukuk Index, the yields rose sharply to 
3.502% on the 5th August, in tandem with 
Standard & Poor’s downgrade of the US’s 
credit rating on the same day. 

The rating downgrade threw global 
markets into a tailspin, with the result 
for Islamic indices much the same. 
As at the 11th August, the S&P GCC 
Composite Shariah Index, which invests 
in the GCC, had lost 7.46% in total 
returns for the year-to-date and 6.72% 
for the quarter-to-date. 

Meanwhile, the S&P Pan Arab Composite 
Shariah Index, which represents stocks 
from listed companies in Bahrain, Egypt, 
Jordan, Kuwait, Lebanon, Morocco, 
Oman, Qatar, Saudi Arabia, Tunisia and 
the UAE, had lost 8.36% and 6.7% for the 
year-to-date and for the quarter-to-date, 
respectively.

With seemingly no shielding the 
volatility of global markets, perhaps 
now is the time for Shariah compliant 
investors from the Middle East to sit on 
the sidelines and wait out the storm.

No respite for Islamic investors 

Al Baraka Bank, a major player in 
the GCC, is slated to enter the French 
market by the fi rst half of 2012, aft er 
fi nalizing talks initiated in 2009. The 
bank’s establishment was initially 
postponed due to the global fi nancial 
crisis, but is now back on the cards. 
Adnan Ahmed Yousif, the CEO of 
Al Baraka Banking Group, recently 
confi rmed the bank’s launch for next 
year, adding: “The fi le was never closed. 
It was only postponed because of the 
problems in Europe. At this stage it is 
up to the French to start amending their 
laws concerning Islamic banking.” Al 
Baraka Group, which has a paid-up 
capital of US$1.5 billion, will launch 
a EUR100 million (US$142 million) 
banking outfi t in the country. 

France has not had a very favorable 
political track record with regards to 
its Muslim minority population; and its 
decision to introduce Islamic fi nance into 
its fi nancial system in 2009 was met with 
dissent from politicians and the people 

alike. However, despite these hurdles, the 
country has made some progress in terms 
of tax reforms in 2010, and is expected 
to make further regulatory changes to 
accommodate this sector. In fact, industry 
players are confi dent that France, which 
has the largest Muslim population in 
Europe, could potentially be the next hub 
for Islamic fi nance under the leadership 
of current president, Nikolas Sarkozy. 

At the end of July 2010, the French 
government passed a law to facilitate 
the introduction of Sukuk, Ijarah, 
Murabahah and Istisnah; a step forward 
from its 2009 laws which covered only 
Sukuk and Murabahah transactions. 
The new law includes tax neutrality 
for facilitating Islamic fi nancial 
products: including Islamic bonds and 
certifi cates, cost-plus-fi nancing, leasing 
and construction industry forward 
fi nancing. Industry players are upbeat 
about Islamic fi nance in France not only 
due to its comparatively large Muslim 
population, but also based on reports 

of an increasing number of enquiries 
from European fi nancial institutions to 
the French Banking Federation about 
sett ing up operations in the country. 
The French Financial Markets Authority 
has also been encouraging the sale of 
Islamic funds in the country since 2007. 
French banks such as Société Générale, 
BNP Paribas and Banque Saudi Fransi 
have also become major players in the 
global Islamic fi nancial market, excelling 
particularly in Islamic funds, fi nancing 
and Sukuk structuring.  

However, according to ratings agency 
Standard & Poor’s, France is still far 
from fully accepting Islamic fi nance 
into its fi nancial system. It must still 
batt le negative perception and political 
resistance in order to facilitate further 
tax and regulatory changes, as well as 
create proper infrastructure and grow 
its technical and commercial expertise, 
before it can become a serious contender 
in the race to become Europe’s Islamic 
fi nancial hub.

Bahraini giants storm France 

Clients have 
become very 

cautious and 
selective
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It has been a litt le over two years 
since the OIC’s Fiqh Council made 
its landmark ruling on the non-
Shariah compliance of Tawarruq. 
With the structure remaining mired in 
controversy and its practice, used to 
execute commodity Murabahah deals, 
showing no signs of abating, Tawarruq 
appears to have gained an uneasy 
acceptance from the industry. 

However, the controversy surrounding 
Tawarruq has also gone beyond the issue 
of permissibility. According to industry 
players, Islamic fi nancial institutions have 
become too reliant on the structure; a habit 
that could limit innovation and, ultimately, 
the growth of the industry itself. 

“While most scholars agree that 
Tawarruq is acceptable as a means to 
create a Shariah compliant version 
of working capital, or as a form of 
Islamic fi nancing when no other form 
is available, it has too oft en become the 
form of Islamic fi nancing in almost every 
situation,” said Nabil Issa, a partner at 
law fi rm King & Spalding’s Middle East 
and Islamic fi nance practice group.

In a response to Islamic Finance news, 
Nabil explained that while it is generally 
agreed that Islamic fi nancial transactions 
must be supported by underlying 
commercial or economic undertakings, 
Tawarruq or metal Murabahah are meant 
to be an exception to this rule; used as a 
last resort or if there is no asset to fi nance 
but there is the need for cash.

However, the tool meant to be used as 
an exception has become the rule in most 
fi nancings, even in jurisdictions such as 
in Saudi Arabia,” he said.

Samir Alamad, a Shariah compliance 
offi  cer and product development 
manager at the Islamic Bank of Britain, 
shares AAOIFI’s view that Tawarruq, 
although permissible, should be subject 
to strict controls. The use of Tawarruq 
should also be limited to the last resort, 
with banks remaining committ ed 
towards using alternative modes of 
Islamic fi nance and investment to curb 
the expansion of Tawarruq into the 
banks’ main activities.

He believes that the continued 
widespread use of Tawarruq is due 
to banks’ aversion to risks associated 
with the use of other Islamic fi nancing 

structures, the lack of resources and 
capacity to structure alternative solutions 
such as Musharakah or Mudarabah, and 
the view by some that it is a more fl exible 
structure to replicate conventional 
products.

“There is also a lack of understanding 
as to how such Shariah transactions can 
be structured using core principles and 
how to fi nd solutions to minimize and 
mitigate risks and reduce costs,” he said.

Nabil concurred that cost is the main 
motivation behind the Tawarruq trend. 
However, his observations on banks’ 
inclination toward Tawarruq run deeper 
than its cost eff ectiveness and suggest 
another worrying tendency: that the 
industry is not doing enough to innovate 
and move away from this fi nancing 
method of last resort.

According to Nabil, while there appears 
to be some innovation in structures and 
techniques, King & Spalding continues 
to be surprised at the extent to which 
the industry seems reluctant to spend 
the resources needed to develop and 
implement more robust investment and 
fi nancing structures.

“Too oft en, we fi nd that the Islamic 
fi nance community is quite prepared to 
utilize commodity Murabahah as a key 
fi nancing tool, even in those situations 
in which more authentic structures are 
available. The primary driver of this 
trend appears to be considerations of cost 
and the failure of the market to demand 
more authentic investment and fi nancing 
structures,” he said.

Interestingly, he also noted that the 
ability to be bilingual has helped King & 
Spalding to discuss innovative solutions 
with scholars not always fl uent in 
English, while bankers and lawyers who 

lack such skills oft en fi nd it easier to 
revert to a Tawarruq structure.

The legal infrastructure of many 
jurisdictions may also be contributing 
to the continued wide use of Tawarruq. 
Nabil said that the laws and regulations 
of many jurisdictions, being geared 
towards conventional fi nancing, pose 
a challenge for fi nanciers to create 
enforceable Shariah compliant fi nancing.

“Such jurisdictions, particularly those 
in the Middle East, need to ensure the 
regulations either make an exception 
or properly accommodate Shariah 
compliant fi nancing,” he said.

As the debate over the permissibility 
of Tawarruq continues, what is the 
outlook for the use of this controversial 
construct? 

Samir suggested that an alternative to 
Tawarruq could be found through building 
a network of retailers to allow banks to 
off er fi nancing through Murabahah sale 
contracts or lease fi nancing agreements 
subject to the type of fi nancing required, 
value and volume. “Although this might 
not be a workable solution in all cases, it 
will be in most. Hence, the use of Tawarruq 
will decline substantially,” he said.

According to Nabil, King & Spalding has 
found borrowers continually enquiring 
about other forms of Shariah compliant 
fi nancing, and fi nanciers interested in 
exploring such opportunities. He added 
that while Tawarruq served its purpose 
initially, showing that Shariah compliant 
fi nancing can be priced similar to 
conventional structures without “overly 
burdensome” documentation, the industry 
should, however, progress beyond using 
the structure on a regular basis.

“One of my partners refers to the growth 
of Islamic fi nance using Tawarruq as a 
‘pyrrhic victory’, because we need to ask 
ourselves if growth for growth’s sake is 
the goal, or if the community involved in 
this industry wants a true alternative to the 
conventional system that is asset-based and 
more closely refl ects Shariah principles.

“Perhaps it would be bett er to have slower 
growth and more compliant structures. It 
is now time for the industry to invest time 
and money to move beyond Tawarruq,” 
he commented.

Taming the Tawarruq trend 
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The announcement that two of the 
biggest lenders in the UAE (the 
National Bank of Abu Dhabi (NBAD), 
the UAE’s second largest bank, and 
Abu Dhabi Islamic Bank (ADIB), 
the country’s second largest Islamic 
lender) claim to have completed the 
fi rst Shariah compliant repurchase 
agreement (repo) based on a 
collateralized Murabahah transaction, 
adds further credence to the returning 
strength of the UAE banking sector.

Islamic repurchase agreements require a 
robust banking infrastructure in which 
to prosper, and are designed to improve 
access to shorter-term funds and boost 
Sukuk trading; off ering further potential 
for the UAE’s Islamic fi nance industry, 
especially for short-term liquidity and 
central bank reserve management. This 
brings the UAE in line with other banking 
centers such as Bahrain and Malaysia, 
who already utilize repo equivalents 
prevalent within their markets allowing 
for access to short-term liquidity. 

A statement from NBAD said that the 
two banks concluded the deal, valued at 
US$20 million, against their jointly held 
Malaysian and Abu Dhabi government-
related entity Sukuk. “NBAD and ADIB 
jointly embarked on this initiative to 
formalize what they are calling the Master 
Collateralized Murabahah Agreement 
(MCMA), thus enabling Islamic banks to 
utilize their holdings of Sukuk.”

The MCMA aims to off er a Shariah 
compliant alternative to the repurchase 
arrangement, which conventional banks 
and fi nancial institutions use to lend and 
borrow at extremely low risk, explained 
the statement. Both banks are confi dent 
that the MCMA will provide Islamic 

fi nancial institutions with an effi  cient and 
cost eff ective tool to manage short and 
medium-term liquidity.

According to Mahmood Al-Aradi, 
the general manager of the fi nancial 
markets division at NBAD: “This type of 
transaction will set the stage for future 
collateralized Murabahah trading in the 
Sukuk market, which will greatly boost 
this segment and the secondary market.”

His colleague, Mark Pritchard, the 
head of Islamic institutional coverage 
at NBAD, mirrors Mahmood’s 
optimism regarding the MCMA’s 
role in further promoting Sukuk as 
a viable alternative to conventional 
debt listings. “With global issuance of 
Sukuk this year estimated to be around 
US$25-30 billion, the MCMA will be of 
signifi cant benefi t to the Islamic fi nancial 
market participants who, up to now, 
haven’t been able to fully maximize 
their holdings of Sukuk whilst still 
maintaining ownership.” NBAD is also 
understood to be holding talks with four 
other lenders regarding the MCMA and 
further Islamic repos, with portfolios 
exceeding US$100 million.

The MCMA structure is in fact a repo 
equivalent which accepts UAE central 
bank Islamic certifi cates of deposits as 
collateral against cash, thus enabling 
pent-up liquidity to be released. These 
repos are however only accessible to 
holders of securities issued by the UAE 
monetary authority. According to the 
UAE central bank, as of April 2011, banks 
in the UAE were holding some AED12 
billion (US$3.27 billion) of these newly 
introduced Islamic certifi cates of deposit. 
The UAE central bank authorized the 
use of Islamic repos that accept Shariah 
compliant certifi cates of deposit as 
collateral as of the 22nd June.

Banks in the GCC typically purchase 
Sukuk with the intention of ‘buying 
to hold’. With an Islamic repo option 
available, Islamic banks can now utilize 
them and, according to Pritchard: “They 
can do something with it, as opposed to 
just keeping it on their books or selling 
it.”

Demand for Shariah compliant repos 
may be limited to current holders of 
Sukuk. However, banks previously 
reluctant to buy Sukuk due to their 
illiquidity may be tempted into the 
market, knowing that they now have an 
approved and market-tested repo option.

Noriba Bank, a former Islamic subsidiary 
of UBS since reintegrated, originally 
announced their intention to work on 
a repurchase agreement to deepen the 
secondary market for Islamic bonds as 
far back as December 2005. Barclays 
Capital had previously structured and 
rolled out a similar product in 2010, but 
it was seemingly never adopted by banks 
in the region.

UAE Islamic banks begin utilizing Sukuk holdings 

This type of 
transaction 

will set the stage for 
future collateralized 
Murabahah trading 
in the Sukuk 
market

Subscription Package Benefits

email: subs@islamicfinancenews.com for more information or call +603 2162 7800 today



13© 17th August 2011

IFN REPORTS

Indonesia is a country determined to 
promote further alignment of strategic 
governmental economic policy with the 
tenets of Islamic fi nance. As the country 
with the largest Muslim populace in 
the world, Indonesia is beginning to 
feel increasingly adrift  as the Muslim 
world begins to embrace the alternative 
fi nancing models off ered by Islamic 
fi nance. Indonesia’s slow pace of 
adopting the necessary legislation and 
off ering the governmental backing 
required to open up its burgeoning 
market is proving an unwelcome 
obstacle in a country with vast natural 
resources and increasing Islamic 
investor appeal.

According to the Indonesian investment 
board, foreign and domestic companies 
invested IDR62 trillion (US$7.3 billion) 
in Indonesian projects during the 
second quarter of 2011; 22% more than 
the previous year. Gita Wirjawan, the 
chairman of the Indonesian investment 
coordinating board, added that direct 
foreign investment spending was up 21% 
to IDR43.1 trillion (US$5.05 trillion).

To meet its economic growth targets 
the Indonesian government and the 
private sector recognize that they 
need to spend billions of dollars on 
infrastructure. One of the principal 
requirements for moving Indonesia’s 
infrastructure projects forward is 
reforming the process of land acquisition. 
Indonesia’s draft  land acquisition bill, 
seen as crucial to improving the country’s 
infrastructure, will be essential in 
att racting investment required to further 
infrastructure projects. The draft  bill is 
widely perceived as an essential part of 
promoting further growth in Southeast 
Asia’s largest economy, as well as 
securing Indonesia’s chances of securing 
a sovereign investment grade rating.

When it comes to acquiring land for 
public purposes, Indonesia is constrained 
by a law dating back to 1961, as well as 
a revision of a presidential decree issued 
in 2005. This has meant that the ongoing 
process of land acquisition for public use 
has resulted in delays of fi ve or six years, 
simply to break ground on a project. 
Investors in infrastructure projects, 
including some of the state’s largest 
corporations, say that land acquisition 
is the biggest hurdle faced in att racting 
investment, as small landowners can 
hold up projects for years. According 

to Ari Rahim, the executive director of 
the Indonesian Contractors Association, 
investors are “simply waiting for the 
moment when the reform bill passes”.

Syahrial Loetan, the secretary to the 
planning ministry, concedes that “almost 
all projects are stuck because of land 
problems,” further adding that at least 
24 toll roads on the main island of Java 
could go ahead once the bill is approved. 
The legislation, even in its widely 
accepted draft  form, was touted to have 
been passed by the end of 2010. However, 
the bill continues to crawl through 
the lengthy process of parliamentary 
approval as the government continues 
to deal with a backlog of legislature that 
only saw an estimated 10% of tabled bills 
pass during 2010.

The land acquisition bill is necessary to 
fully determine the compensation levels 
for landowners, as well as streamlining 
the process for foreign investors and 
other interested parties, sett ing out a 
maximum timeframe of six months for all 
payments and appeals to be processed. 
While originally designed to protect 
the rights of private land holders, the 
expropriation of land for public use is a 
hugely complicated and time-consuming 
aff air.

As with all matt ers in Indonesia, 
institutional corruption continues to be 
prevalent. Central to the land acquisition 
bill are measures to limit speculators 
buying up large tracts of land in the 
expectation of large government payouts.

Many nations and large corporations 
have already committ ed signifi cant 
capital to projects in Indonesia. Dr Wong 
Lai Sum, the deputy chief executive 
offi  cer of the Malaysian External Trade 
Development Corporation, said that: “If 
this land acquisition bill is hastened, the 

opportunities for Malaysian companies 
to come in for infrastructure projects will 
be much faster.”

At the recently held joint high level 
conference on Islamic fi nance, co-
organized by Bank Negara Malaysia and 
Bank Indonesia, the two jurisdictions 
expressed enthusiasm on working 
together to further enhance both 
economies’ trade ties and liquidity fl ow 
within the Islamic fi nancial system. Dr 
Zeti Akhtar Aziz, the governor of Bank 
Negara Malaysia, also highlighted an 
increase in infrastructure developments 
between the two countries.

Infrastructure fi nance is well suited to 
the underlying values of Islamic fi nance 
due to its association with economic 
development and its credentials in 
providing suitable underlying assets. 
There are, however, a number of 
challenges associated with its feasibility 
as, due to the nature of the projects, 
they typically require long-term 
investment: with tenors of 20 years 
being the norm. Generally speaking, 
Islamic investors give preference to 
tenors of up to fi ve years. In addition, 
infrastructure fi nancing typically off ers 
low-profi le returns, which are not in 
line with the expectations of Islamic 
investors. 

Islamic investors would do well to 
consider infrastructure fi nance as part 
of a well diversifi ed portfolio, however, 
if only as a means to reduce their 
concentration in real estate.

With the current situation in the global 
economy, Indonesia will have to be 
extremely coy in handling the expected 
infl ux of capital currently in fl ight from 
the US and Europe. The government 
should take a leading role in directing 
this foreign investment infl ow into 
the real sector, such as infrastructure 
fi nancing, rather than to state securities.

Islamic investors are a cautious bunch. 
Infrastructure projects are perfectly 
suited to Islamic fi nancing and 
have a proven track record in many 
jurisdictions, such as the toll roads in 
Malaysia. However, with substantial risk 
emanating from an unknown quantity 
such as basic land acquisition legislation, 
Indonesia may continue to fi nd it diffi  cult 
to att ract investment essential for the 
country’s future prosperity.

Land acquisition issues in Indonesia 
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Bangladesh

By Md Shamsuzzaman, IFN Correspondent

In spite of the acute liquidity pressure 
and recent stock market debacle, Islamic 
banks in Bangladesh just crossed 
the fi rst half of 2011 with excellent 
performance; defeating fears of slow 
growth. 

The conventional banks with Islamic 
banking windows clocked up signifi cant 
growth in profi ts in the six months 
although they claimed a liquidity crisis 
over the period. The profi t growth of 
Islamic banks is excellent. 

Appended below is a comparative profi t 
growth of the fi rst half of 2011 of Islamic 
banks, conventional banks with Islamic 
banking windows, and other banks.

A batt le for deposits, which erupted a 
few months ago, is easing following the 
central bank’s strict order to bring down 
the credit-deposit ratio to within 85% for 
conventional and 90% for Islamic banks 
by June 2011.

Some interest-based private banks are 
still embarking on aggressive campaigns 
to off er higher interest rates on deposits 
to gather more resources, to avoid having 
to reduce their loan exposure in line with 
the regulatory order. The private banks 
are off ering a 12 – 13.5% interest rate on 
deposits in recent months. 

A few banks were reported to be 
off ering as high as 14%.  Due to huge 
demand from bankers, the central bank 
recently increased the ceiling of interest/
profi t rate up to a maximum of 12% for 
deposits. 

Presently, banks are facing a deposit 
crisis due to the reduced infl ow of 
remitt ances following the political 
unrest in the Middle East, funding the 
rising imports of industry raw materials, 
food items and plant equipment. 
Another contributing factor is the 
withdrawal of deposits, which are 
channeled to the stock market, making 
the banks’ deposits starved since the last 
quarter of 2010.

Islamic banks are overcoming the 
situation by off ering competitive deposit 
products and handling their credit lines 

more effi  ciently due to the system check 
that Islamic banks do not fi nance projects 
where deployable funds have the chance 
to be diverted for a purpose other than 
the one they are sanctioned for. Islamic 
banks have a contribution of 18% in 
deposits, 20% in investments and 31% 

in foreign remitt ance portfolios in the 
country.

Md Shamsuzzaman is the executive vice 
president and head of marketing at Islami 
Bank Bangladesh and he can be contacted at 
zaman.ibbl@gmail.com.

Islamic banks’ half yearly profits beat expectations 

Half yearly operating profi ts of banks Amount in million US$

No.  Banks Half yearly profi ts Growth

Jan-June 2010 Jan-June 2011 Amount Percentage

Islamic banks

1. Islami Bank Bangaldesh 67.82 94.25 26.64 39.29

2. Al Arafah Islami Bank 11.36 22.06 10.7 94

3. Social Islami Bank 8.02 18.05 10.03 125

4. First Security  Islami Bank 4.01 10.43 6.42 160

5. EXIM Bank 27.81 13.64 -14.17 -50

6. Shahjalal Islami Bank 15.78 21.12 5.35 34

Conventional banks with Islamic banking windows

7. Prime Bank 42.38 54.14 11.76 27

8. Southeast Bank 39.44 43.45 4.01 10

9. Bank Asia 28.61 28.74 0.13 0.47

10. AB Bank 26.74 26.74 - 0

11. Dhaka Bank 24.2 26.07 1.87 7

12. The City Bank 14.71 24.06 9.36 63

13. Standard Bank 18.58 17.78 -0.8 -4

14. Sonali Bank 48.58 84.67 36.08 74

15. Premier Bank 14.84 14.97 0.13 0.9

16. Agrani Bank 47.46 73.53 26.07 55

Other conventional banks

17. Janata Bank 73.77 80.21 6.44 8

18. National Bank 48.8 65.51 16.71 34

19. United Commercial Bank 30.21 37.43 7.22 24

20. Pubali Bank 38.1 37.43 -0.67 -2

21. Eastern Bank 26.74 33.42 6.68 25

22. Dutch Bangla Bank 29.41 32.75 3.34 11

23. Brac Bank 33.42 30.75 -2.67 -8

24. NCC Bank 25 26.87 1.87 7

25. IFIC Bank 18.72 24.73 6.02 32

26. One Bank 21.93 24.06 2.14 9

27. Utt ara Bank 18.72 22.86 4.14 22

28. Mercantile Bank 17.38 21.12 3.74 21

29. Jamuna Bank 12.83 20.05 7.22 56

30. Rupali Bank 14.71 20.05 5.35 36

31. BASIC Bank 10.16 18.18 8.02 79

32. Mutual Trust Bank 8.69 13.9 5.21 60

33. Bangladesh Development Bank 1.27 2.67 1.4 110

34. Bangladesh Commerce Bank 3.07 1.6 -1.47 -48



15© 17th August 2011

IFN REPORTS

Iraq

By Hadeel A Hassan, IFN Correspondent

Since Muslims represent the majority 
of the Iraqi population, estimated to 
be 28 million people, Islamic banking 
and fi nance is expected to experience 
massive growth in the country.  

Recently, the two main state-owned 
banks, Rafi dain Bank and Rashid Bank, 
have started providing Islamic banking 
services which account for approximately 
25% of the banking activities in Iraq.  
According to the Central Bank of Iraq, 
there are eight Islamic private banks in 

this sector, governed by temporary rules 
until the draft  law is passed to regulate 
Islamic fi nance.  

Many of the Islamic banks in the 
Gulf and Asia are planning to enter 
this emerging market by establishing 
branches in Iraq. However, security 
issues and a current lack of regulations 
are the two primary reasons that banks 
are holding back from expanding into 
Iraq. The main pending issue regarding 
laws is the ownership of real estate by 
foreigners in Iraq, as this an important 
element for the services of Islamic banks. 

Clearly Iraq has made positive 
improvements in terms of security and 
safety. 

However further work is needed to 
provide the necessary tools to support 
the monetary and economic policies of 
Iraq, in addition to the specifi c laws that 
organize the private banking sector’s 
operations and regulatory acts related to 
real estate in Iraq.

Hadeel A Hassan is a senior associate at the 
Iraq offi  ce of Al Tamimi & Company. She can 
be contacted at H.Hassan@tamimi.com.

Islamic banking and finance in Iraq 

17th to 19th October 2011, Kuala Lumpur Convention Centre

Global Islamic issuers are fast recognizing Asia as a high potential 
market for Islamic issuances; particularly Sukuk. In Malaysia 
alone, the Sukuk market in the fi rst half of this year is estimated at 
US$13.5 billion; standing at 60.4% of last year’s total issuances in 
the country, and is expected to supersede last year’s total issuances 
by the end of the year, on the back of growing interest from 
international issuers issuing Islamic bonds. Offerings from GCC 
countries including Bahrain, Kuwait and the UAE, has also seen a 
14% rise to US$2.8 billion, despite uncertainty in the global fi nancial 
markets, signaling growing confi dence. The IFN Asia Forum 2011 
will bring to light these developments and address the untapped 
potential in the Asian Islamic capital markets, bringing together 
Islamic investors and issuers from around the globe to this year’s 
most anticipated Islamic fi nance event. 

Over 1,400 delegates have already confi rmed attendance to 
share their invaluable perspective on Shariah issues, structures, 
investment tools, and the global Islamic fi nance market. 

Only eight weeks away, the IFN Asia Forum 2011, supported by 
the Malaysia International Islamic Financial Center (MIFC) and 
Luxembourg for Finance will feature an Issuers, Investors, Takaful & 
re-Takaful and Equities & Financial Markets day from the 17th to 19th 
October. 

Below are some of the latest developments you can expect for this 
event: 

Latest News:

CEO Session - Global Growth and Developments of the Sukuk 
market in 2011 and 2012 featuring Steven Choy - President & Chief 
Executive Offi cer, Cagamas; Krishna Chetti - Chief Executive Offi cer, 
BNP Paribas Malaysia; Dheerasak Suwannayos - Chief Executive 

Offi cer, Islamic Bank of Thailand.
Country Presentation: Indonesia by Rahmat Waluyanto - Director 
General, Debt Management Offi ce, Ministry of Finance Indonesia.

Rise, Fall and Rise Again: Examining Today’s Investors 
Appetite for Islamic Capital. 

Islamic Liquidity Management Development and Tools by Emad 
Al Monayea - Vice Chairman, Managing Director & Chief Executive 
Offi cer, Liquidity Management House; George Patrick McEnroe - 
Vice President Investment Management Group, BNY Mellon Hong 
Kong. 

Other Key Speakers Confi rmed:

• Dheerasak Suwannayos - Chief Executive Offi cer, Islamic Bank 
of Thailand

• Rahmat Waluyanto - Director General, Debt Management Offi ce, 
Ministry of Finance Indonesia

• Neale Downes - Partner, Trowers & Hamlins
• Mashitah Osman - Director Corporate Investment Banking, Bank 

Islam Malaysia
• Prof Dr. Bambang Brodjonegoro - Head of Fiscal Policy Offi ce, 

Ministry of Finance Indonesia
• Mohammad Rais Abu Noh - President & CEO, Labuan 

Reinsurance
• Azim Khursheid Ahmed Mithani - Chief Executive Offi cer, 

Prudential BSN Takaful
• Susan Dingwall - Partner (Takaful), Norton Rose
• Tajuddin Atan - Chief Executive Offi ce, Bursa Malaysia
• Issam Z. Al Tawari - Chairman & Managing Director, Rasameel 

Structured Finance Company
• Waheed Qaiser - President & Vice Chairman, Maxim Corporate 

Finance
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Qatar

By Amjad Hussain, IFN Correspondent

There is much talk in Qatar about the 
implications of the recent economic 
crisis. The world is still adjusting to a 
reality where the US no longer has a 
‘AAA’ credit rating and debt defaults 
by major Eurozone countries seem 
possible, even likely. 

The huge interest repayments on 
government borrowing have proved 
diffi  cult to meet and impossible without 
support for many of the Eurozone’s 
economies. With the US debt ceiling 
rising, Italy on the verge of default and 
Europe facing a dark future, is the day of 
reckoning upon us?

It certainly seems that had the global 
economies been run on Shariah 
principles, some of the economic 
issues facing the world may have been 
averted. Debt-based growth and stimuli 
would not be the norm and perhaps 
there would be a more stable global 
economic system.  

At this time of sovereign debt defaults, 
Qatar is in a good place because of a 
prudent economic policy and the backing 
of its massive natural gas reserves. 
Unlike other countries in the region, 
Qatar has not borrowed to support 
economic growth, again strengthening its 
current position.

What about opportunities? Well, as 
the fi rst half results come out, it seems 
that Qatar’s Islamic banking sector has 
continued to grow at a steady pace. 
A recent report by KPMG shows that 
profi ts have increased by 14-18% for the 
listed Islamic banks. It seems that the 
dust is sett ling following the decision by 
the Central Bank of Qatar to close Islamic 
windows.  

Every cloud has a silver lining. The 
silver lining for Qatar is that the price of 
commodities remains strong, driven by 
demand from the east. This will provide 
continued opportunities for Islamic 
banks.  

Also, it seems that with the uncertainty 
in the global economy continuing, there 
are opportunities for cash rich nations 
like Qatar to continue picking up assets 
cheaply.  It will be interesting to see how 

much of the spending power of Qatar 
will remain focused abroad given the 
domestic demands brought by the World 
Cup commitments. 

While the much awaited World Cup 
spend has not yet materialized, Qatar 
Railways has now sent out a request for 
expressions of interest for building the 
new infrastructure. It seems things may 
be starting to move.

We have also seen a drive by customers 
towards refi nancing and to lock in bett er 
deals than existed previously. 

Plans for a GCC-based Islamic mega-
bank appear to be progressing although 
it has yet to be decided whether this will 
be located in Qatar or Bahrain. 

We hope that this does not suff er the 
same fate as the GCC Central Bank.

Amjad Hussain is a partner at Eversheds. 
He can be contacted at AmjadHussain@
eversheds.com.

Banks in Qatar deliver a solid return 

Kazakhstan

By Adalet Dzhabiev, IFN Correspondent

Kazakhstan is emerging as the most 
proactive and advanced nation in 
promoting Islamic fi nance of all the CIS 
countries. 

President Nazarbayev is keen on 
developing diversifi ed economic 
relations with both traditional partners 
and with the west and the Middle 
Eastern Muslim nations. The Kazakh 
economy is a fast-growing one.

The government has already introduced 
principles of Islamic fi nance into the 
country’s legislation. Amendments 
made to the banking law now allow 
the authorization and establishment of 

dedicated Islamic banks, but not Islamic 
windows.

In 2011 the fi rst Islamic bank, Al-Hilal 
Bank, started operations in Kazakhstan. 
The ministry of fi nance is hoping to 
launch its debut sovereign Sukuk for 
benchmark purposes by the end of 
2011. In 2011, a hajj fund was created in 
Kazakhstan.

The Development Bank of Kazakhstan, 
Malaysia’s AmanahRaya Group and 
Kazakhstan’s JSC Fatt ah Finance have 
also announced plans to join forces to 
open an Islamic bank in Kazakhstan. 
Starting in June 2011 Kazakhstan will 
also chair the Organization of Islamic 
Cooperation.

Dr Adalet Djabiev is the CEO of Al Shams 
Capital and he can be contacted at ad@
alshamscapital.com.
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Japan

By Serdar Basara, IFN Correspondent

A recent strong yen shows investors’ 
belief in Japanese productivity. It can 
be even stronger if there is more clarity 
and decisive leadership in the political 
arena.

A recent survey by Yomiuri newspaper, 
released on the 8thAugust, showed that 
public support for the cabinet of Prime 
Minister Naoto Kan has fallen to an all-
time low of 18%. The same survey shows 
that support for the ruling Democratic 
Party of Japan (DPJ) has also fallen to an 
all-time low of 17%.

The uncertainty over the energy policy 
— whether or not to continue with 

nuclear energy — and over the term of 
Kan’s premiership, has caused confusion 
within economic circles. However, most 
businesses take care of themselves and 
are able to withstand political turbulence 
and changes of leadership in very short 
periods of time. 

This chaos does not hinder Japan from 
building friendly relations with the 
Islamic world. 

The Tokyo government recently hosted 
a meeting between Filipino president 
Benigno Aquino III, and Al Haj Murad, 
the chairman of Moro Islamic Liberation 
Front, to promote peace talks. 

Similarly, former defence minister 
Yuriko Koike, a member of parliament 

and the chairwoman of the General 
Council of the main opposition Liberal 
Democratic Party, recently visited Libya 
and conducted talks with the opposition 
groups.

In the spirit of Ramadan, Kan hosted a 
breaking fast ceremony on the 2ndAugust 
and invited ambassadors of 48 countries 
to promote mutual understanding 
between Japan and the Islamic world.

In my opinion, a strong political 
leadership will help leverage these 
initiatives and produce economic results 
for both the Islamic world and Japan.

Serdar Basara is the president of Japan 
Islamic Finance. He can be contacted at 
basara@japanislami cfi nance.com.

In the midst of political chaos, Japan continues building 
relations with the Islamic world 

Egypt

By Dr Walid Hegazy, IFN Correspondent

No one can deny the infl uence of 
Islamic movements in Egypt on 
promoting and developing the Islamic 
fi nance system. In post-revolution 
Egypt, the Muslim Brotherhood 
committ ee has shown its intention to 
play an active role in promoting Islamic 
fi nance in the country by founding the 
economic proposal of its new political 
party, the Freedom and Justice Party, on 
the principles of Islamic fi nance. 

According to this proposal, there is a 
signifi cant demand for Islamic fi nancial 
products in the market that needs be met 
by an increase in the number of fi nancial 
institutions off ering such products. 
Similarly, Egypt’s new Salafi st party, 
El-Nour, recently held its fi rst economic 
conference titled ‘Egypt’s Economic 
Revolution Blooms,’ where a plan was 
announced for the party to set up its 
own Islamic bank with the objective of 
contributing to the Islamic banking sector 
in Egypt. The conference also called 
for establishing an Islamic Chamber of 
Commerce.

There is no doubt that the recent political 
events have had a negative impact on 
the Egyptian economy in general, and 

have slowed down production across the 
diff erent economic sectors. 

However, the revolution on the 25th 
January did not prevent Islamic banks 
from launching new products. 

Most recently, the National Bank for 
Development (NBD), in cooperation 
with Abu Dhabi Islamic Bank, has 
issued two new Islamic products: a 
fi ve-year Sukuk yielding annual profi ts 
of 9-9.25%; and an Ijarah-based product 
to fi nance education and travel. 

According to Nevine Loutfy, the 
managing director and CEO of NBD, the 
bank’s strategy in the current stage is to 
off er a range of retail products to expand 
the bank’s clientele base and att ract new 
customer segments. 

Dr Walid Hegazy is the managing partner of 
law fi rm Hegazy & Associates in association 
with Crowell & Moring. He can be contacted 
at whegazy@hegazylaw.com.

Islamic finance in new Egypt: A hint of the future 
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By Shan Saeed

The global fi nancial markets should get 
ready for a fi nancial armageddon over 
the next two years. In the week of the 1st 
August 2011, US$3 trillion was wiped 
out from an over-valued equity market 
globally and this was just the beginning. 
Markets were ruthless in punishing 
investors, pension funds, hedge funds 
and investment banks from all sides. 

Let me share a future scenario with 
our readers. QE 3 (quantitative easing 
3) will enter the market and cause the 
US dollar to weaken further. It has lost 
98% of its value against gold since 1913. 
Dead dollars do not bounce back. This 
will lead to hyperinfl ation in the US 
and recession for several quarters. The 
equity market could plunge by more 
than 50% in the near future. Europe’s 
economy will become one third of the 
global economy. Africa will become a 
global manufacturing hub in the next 
fi ve years. China, Russia, Indonesia, 
South Korea, Brazil, Singapore and Chile 
will be some of the countries driving 
the global economy. Commodity prices 
will continue to surge as the US dollar 
remains volatile for several years.  

Sovereign debt risk will remain a huge 
challenge for the IMF. Default, debt and 
bankruptcies will be the order of the day 
in many advanced economies. So the big 
question is: how to protect your wealth as 
we navigate through tumultuous times? Is 
there an answer to this? Yes: Islamic private 
wealth management. This untapped, 
untouched goldmine provides colossal 
benefi ts to investors who want peace 
of mind with sustainable returns going 
forward. 

Islamic wealth management has yet to be 
explored by potential investors who were 
burnt in the recent crisis. The current 
value of this untouched goldmine stands 
at US$750 billion, growing at a rate of 
17-20% annually.  In the next six months, 
I see more investors moving their asset 
classes into Islamic wealth management, 
which provides strategic advantages 
even in uncertain and chaotic times.  The 
reason for this is that Islamic wealth 
management does not take speculative 
positions in fancy fi nancial instruments 
based on zero fundamentals, and does 
not exploit under-valued assets for its 

advantage. It is fair and equitable for all 
stakeholders.

All investors are revisiting their strategy 
and executing position audits of their 
asset classes in the current global fi nancial 
scenario.  Investors can analyze their 
risk-reward ratio strategically as per their 
risk appetite even in the Islamic wealth 
market without taking extra risk, pressure 
or strain on their investment. Strategic-
valued investments are based on solid 
fundamentals and strong fi nancial strength 
which provides sustainable growth for 
wealth and asset classes. 

Investors can take a position in 
Islamic wealth management in 
the following asset classes 
as per their strategic insight 
about the markets and the 
investment horizon: 

1. Agricultural 
commodities.

2. Precious metals.
3. Industrial 

commodities.
4. Energy commodities.
5. Currency commodities.

The latest fi nancial meltdown 
has commenced and will 
require savvy investors to 
become sharp and diligent 
with their investments. 
Investment in commodities 
in the Islamic way will bring 
in a huge windfall for investors 
who want to protect their wealth 
and funds in these uncertain fi nancial 
times.  

Investors are in possession of agricultural 
land and agriculture commodities because 
of huge demand for this asset class. 
Weather patt erns are changing, making 
investment dearer, and under-investment 
in this asset class makes it att ractive for 
investors to take a strategic position. 
Hence, I am bullish on rice, sugar, wheat, 
corn, soybean and cott on.

Gold and silver will remain the favorites of 
classy investors who want to have physical 
possession as there is no counterparty, 
default or devaluation risk.  

Banks are piling up huge industrial metal 
supplies as demand from emerging 
economies is growing and the outlook 
remains bullish. Copper, aluminum, 
tin, iron ore and steel will be in demand 
for a very long period. Pull back and 
consolidation are expected.  

Energy prices will continue to rise as there 
will be more demand and less supply. Oil 
investment is shrinking, leading to supply 
constraints. For this sector, I am bullish on 
natural gas, shale gas and bio-fuel. 

Currency commodities include the 
Canadian and Australian dollar, Russian 
ruble, Indonesian rupiah and Brazilian 
real, to mention but a few. Since the 

commodities market is in for a long 
bull run, these currencies, backed 

by natural resources, will 
continue to soar against the 

US dollar in the next three 
years. Investors are also 

taking positions in defensive 
currencies which include the 
Swiss franc and Japanese 
yen. 

For savvy investors 
and ultra high net worth 

investors, I would urge them 
to get their strategic game 

plan in gear to execute their 
own research and enhance 

sustainable business intelligence 
before making or taking any 
fi nancial decisions. 

Happy investing.

Shan Saeed is a fi nancial economist and 
commodity expert, and graduated from 

the Booth School of Business, University 
of Chicago.

Strategic value for investment: Islamic private wealth 
management
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For all intents and purposes, Qatar 
Islamic Bank (QIB) is going places. 
Unlike most of its peers, the bank has 
embarked upon an internationalization 
plan that has established a presence 
spanning the globe from Europe to Asia. 
The bank also expects to benefi t from a 
positive domestic environment, thanks 
to Qatar’s booming economy and the 
government’s public spending plans.

Although its strategy has yielded mixed 
results, the bank is committ ed to growing 
its global presence as it focuses on expan-
sion. However, it will have to consider 
certain factors if it wants to cement its 
position as a leading global bank.

All in the family
QIB’s subsidiaries include Qatari 
property investment company Aqar Real 
Estate Development and Investment, 
in which it owns 49%; 70%-owned 
UK investment bank QIB (UK); along 
with fi nancing company QIB Sukuk 
Funding (100%) and investment bank 
QInvest (46.67%), both of which were 
incorporated in Qatar.

It also counts, among others, Malaysia’s 
Asian Finance Bank and Lebanon’s Arab 
Finance House as associates, in which it 
owns 33% and 32.51%, respectively.

Last year, it embarked on a strategic 
transformation program to restructure its 
local groups and affi  liates abroad, which 
saw it increase its interest in QInvest, QIB 
(UK) and Asian Finance Bank. 

With such a wide range of businesses 
under its umbrella, the performance 
of QIB’s subsidiaries and associates is 
certainly worth looking at. To its credit, 
the bank is not in the habit of merely 
sett ing up representative or ‘marketing’ 
offi  ces; its subsidiaries and group 
businesses are indeed operational. But 
have these operational arms proven 
to be a boon or a bane to their parent 
company?

QInvest is probably one of the bank’s 
most notable subsidiaries. Licensed by 
the Qatar Financial Center Authority 
in April 2007, its business lines include 
investment banking, investment 
management, brokerage and wealth 
management. According to data from 
Dealogic, QInvest ranked 13th among 
global Islamic bond book runners in 
2010.

In March this year, QIB acquired an 
additional 11.67% of QInvest’s voting 
shares and now controls 46.67% of the 
voting shares in the investment bank. 

“From the date of acquisition, QInvest 
has contributed QAR66 million (US$18.12 
million) of operating income and QAR3.9 
billion (US$1.07 billion) losses to the 
net profi t of the group,” QIB said in the 
notes to its second quarter ended the 
30th June fi nancials. It also said that if 
the combination of QInvest’s fi nancials 
had taken place at the beginning of the 
year, the group’s net profi t would have 
been QAR920 million (US$252.64 million) 
instead of QAR942 million (US$258.72 
million).

Another notable subsidiary of QIB is 
QIB (UK). Formerly known as European 
Finance House, the investment bank 
underwent a transformation process in 
August last year following an increase 
of QIB’s interest in the bank from 66% 
to 70%. QIB has not provided segmental 
results for QIB (UK)’s contributions to its 
fi nancials, but the UK business has been 
busy.

At the beginning of this month, it 
was appointed fi nancial advisor and 
arranger for SAH Global’s cancer 
treatment center to be established 
in Qatar. It has also partnered with 
Unilever Ventures, the European venture 
capital arm of fast-moving consumer 
goods company Unilever, to arrange 
fi nancing for a project developed by 
IOTA NanoSolutions, a UK technology 
company. 

Mixed financials
At fi rst glance, the reorganization QIB 
undertook last year appears to have 
benefi ted the bank. In the second quarter 
ended the 30th June, it reported an 8.32% 
year-on-year growth in net profi t to QAR 
480.25 million (US$131.9 million). 

The bank’s second quarter results beat 
analyst estimates, but still failed to 
impress as it was mainly contributed by 
an almost fi ve-fold increase in income 
from investing activities, which grew to 
QAR186.96 million (US$51.35 million) 
from the previous corresponding period.

Its core banking operations performed 
less strongly, with income from fi nancing 
activities and from commission and 
fees declining 16.37% to QAR405.95 

million (US$111.5 million) and 40.79% 
to QAR60.83 million (US$16.7 million), 
respectively.

Also noteworthy is a decline in QIB’s 
fi nancing portfolio, which dipped to 
QAR24.73 billion (US$6.79 billion) as 
at the 30th June, from QAR29.35 billion 
(US$8.06 billion) at the end of last 
year. This stands in stark comparison 
to a three-fold growth in its fi nancial 
investment portfolio, which grew to 
QAR15.24 billion (US$4.19 billion) in the 
same period.

Fortunately for the bank, it also recorded 
an impairment write-back of QAR7.48 
million (US$2.05 million) compared to 
an impairment loss of QAR71.81 million 
(US$19.72 million) in the second quarter 
of 2010. This helped off set its other 
expenses, which were also higher than 
last year, and may signal it has recovered 
from the QAR54 million (US$14.83 
million) exposure it had to a Sukuk 
issued by Dubai World. 

Positive prospects
Despite its shortcomings, QIB is in a 
healthy fi nancial position. It also benefi ts 
from government support, with the 
authorities last year instructing sovereign 
wealth fund Qatar Investment Authority 
(QIA) to purchase between 10 and 20% of 
shares in local fi nancial institutions. 

In January this year, QIB received a 
QAR1.91 billion (US$524.51 million) 
capital injection from the QIA, 
representing a 10% stake in the bank. 
This followed the issuance of a second 
5% stake it sold to the QIA in December 
2009. 

Another source of optimism is the robust 
Qatari economy, which reportedly grew 
more than 14% last year and could grow 
21% this year. The government has also 
announced an expansionary budget for 
2011/2012, with expectations it will spend 
US$140 billion on infrastructure in the 
next 10 years. Throw in its successful bid 
to host the 2022 FIFA World Cup and 
Qatar’s economy is expected to continue 
booming, with QIB likely to be among 
benefi ciaries for fi nancing deals.

However, the bank may want to consider 
tightening its operations and focusing 
more on its core banking business to 
ensure it achieves sustainable growth.

Qatar Islamic Bank committed to global growth
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The 2011 Global Financial Centers 
Index has ranked Singapore in fourth 
place, behind London, New York and 
Hong Kong, and the country is expected 
to become even more signifi cant in 
the coming years. Indeed, Singapore 
has always been globally connected 
to western fi nancial centers like New 
York, London and Frankfurt, and has 
developed strong ties with Asian 
countries like Japan, China, Korea and 
India, as well as with the Middle East. 

In addition to its extensive network, 
Singapore off ers a wide range of fi nancial 
products and institutions, and benefi ts 
from cost-competitiveness and a highly-
skilled and cosmopolitan workforce. 

Regulations and taxation
However, one of Singapore’s most 
att ractive assets in the eyes of investment 
managers is its regulatory and taxation 
regime. The city has long adopted 
international standards and best practices 
in this area, and is a full member of 
the Financial Action Task Force, which 
provides internationally accepted anti-
money laundering standards. More 
recently, the Monetary Authority of 
Singapore (MAS) has issued new capital 
adequacy requirements that are stricter 
than Basel III. 

These could further benefi t Singapore’s 
fi nancial services industry by sending 
out the message that Singaporean banks 
are the safest globally. This has become 
a key message aft er investors saw Asian 
countries like Singapore and Hong Kong 
faring relatively well during the 2008 
crisis because of their tight regulatory 
policies.

Moreover, Singapore enacted a new tax 
regime for funds and fund managers in 
2007, which it has regularly updated to 
align with international best standards 
with a focus on the jurisdiction’s 
competitiveness. 

Singapore off ers fi rms the benefi t of its 
territorial basis of taxation, the absence 
of capital gains tax, extensive double-
taxation agreements with over 50 
countries, including most in the region, 

and several other tax-incentive schemes. 
Since 2000 a number of measures have 
been introduced to att ract foreign talent 
and investment: tax rates were lowered 
and are currently capped at 18% (17% 
from 2010) for companies and 20% for 
individuals, group relief was introduced, 
as well as the one-tier corporate tax 
system. 

Earlier this year, the MAS also 
announced that Singapore will issue 
new income tax regulations for Islamic 
fi nance to provide greater tax clarity 
and additional details on the income tax 
treatment of some prescribed Islamic 
fi nancing arrangements including 
partnership arrangements, project 
fi nance and interbank fund placements.

Singapore is committ ed to becoming 
a global center for Islamic fi nance, 
and as such strives to ensure equally 
advantageous regulation and taxes 
for Islamic and conventional fi nancial 
products. 

As a result, Singapore has seen several 
meaningful events, such as the listing 
of the world’s largest Islamic real estate 

investment trust (Sabana Shariah 
compliant REIT) on the Singapore 
Exchange.

As a result of its many advantages and 
eff orts, most of the top global asset 
management companies already have a 
presence in Singapore, and the state has 
maintained growth across its fi nancial 
services industry. The total assets 
under management (AUM) of the fund 
management industry grew 13% in 2010 
to SG$1.4 trillion (US$1.13 trillion).

Hedge fund center
Singapore has also emerged as a key 
hedge fund center in close competition 
with Hong Kong. Both the number of 
hedge funds and the overall assets under 
management are growing and have 
returned to pre-crisis levels, and the 
state’s strong infrastructure, qualifi ed 
workforce and cost-competitiveness 
should ensure continued growth. 

Nevertheless, like their western 
counterparts, Asian institutional 
investors - a prime target for hedge funds 
since the crisis - are demanding bett er 
transparency, liquidity and operational 
risk management, as well as a level of 
commitment from the portfolio manager. 
At the moment, the advantage seems to 
be with the larger, established funds who 
can present a solid track record.

Wealth management
In terms of wealth management and 
private banking, Singapore is home to 
most of the top global private banks and 
Swiss boutiques and its private banking 
assets under management are estimated 
to be around a third of Switzerland’s. 

A recent PwC survey estimates that 
Singapore will become the world’s top 
wealth management center by 2013, 
bolstered by emerging market growth 
and the decline of Switzerland and 
London due to more stringent regulation. 

In addition, Singapore has been actively 
encouraging this sector by strengthening 
account secrecy protections and allowing 

Singapore: A maturing investment 
management industry 
MARTIN ENGDAL highlights the opportunities that Singapore off ers in Islamic as well as conventional fi nance.
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wealthy foreigners to become residents 
and buy property. Singapore’s high-
quality legal and fi nancial framework is 
also a key att raction for high net worth 
individuals (HNWI) moving to the island 
state, whether they are foreigners looking 
to do business in Asia, Europeans 
relocating their assets from Switzerland 
for tax reasons or Asians who have 
acquired wealth in the region.  

Singapore, however, also presents some 
areas for improvement. The major risks, 
as in neighboring countries, are infl ation 
and rising interest rates, which in turn 
could aff ect commodity prices. 

Islamic fi nance
In terms of Islamic fi nance, while 
Singapore has already achieved good 
progress and seen the launch of a wide 
range of Islamic fi nancial instruments 
and products, the frequency and size of 
these are smaller than their conventional 
equivalents. 

This is partly due to the more global 
issues the industry is facing, such as 
the need for further harmonization of 
standards and documentation across 
the Middle East and Asia and for easier 
cross-border off erings. 

However, it also stems from the levels 
of knowledge and awareness of Islamic 
fi nance products among both investors 
and fi nancial professionals in Singapore, 
which are still insuffi  cient. 

The Singaporean fi nancial industry 
needs to further develop skill levels and 
att ract professionals who are conversant 
with Islamic fi nance, and who can in 
turn grow the off ering and marketing of 
Shariah compliant products. 

So what can help an investment manager 
to succeed in Singapore?

Legal framework
Wealth managers should know that 
Singapore’s legal framework, which is 
very sophisticated and replicates that 
of the EU, requires fi rms to adopt a 
strong focus on client segmentation and 
risk profi ling and excellent levels of 
transparency on operations. 

Singapore has also seen a recent drive 
to move wealth managers towards 
true independent advice, based on fees 

instead of product-related commissions, 
and towards a much stronger advisory 
model instead of the discretionary model 
that has been prevalent so far.

Moreover, post-crisis HNWIs in Asia, as 
elsewhere, want more from their wealth 
manager; not only in terms of advice, 
but also in terms of improved, simple 
and more transparent communications, 
products bett er suited to their individual 
needs and more detailed portfolio and 
risk management. 

Following this push by clients and the 
regulator, wealth managers and private 
banks are changing their business 
models, from people to processes and 
technology, to become less product- 
focused and more client-centric. The 
savvier managers are using sophisticated 
IT frameworks that integrate portfolio 
management and CRM, as well as risk 
management systems, to reduce the 
cost of complying and the risk of errors, 
and to give them an edge over the 
competition.

As for hedge funds and institutional 
asset managers, proven long-term 
commitment to the region is crucial. 
Whether this needs to be through a 
local offi  ce or whether repeated trips 
to Singapore are enough is a debatable 
issue, but there is a strong cultural 
preference of Asian investors to 
personally know the manager of a fund 
before they decide to invest. 
Some experts argue that having a 

local presence is imperative to acquire 
credibility, as well as for legal reasons, 
and to be in a bett er position to compete 
with local fi rms. 

Being on the ground has another 
inestimable advantage, in that it will 
give a fi rm local insight, including the 
knowledge of which type of strategy 
and vehicle to market in which location, 
which is also one of the keys to att racting 
Asian investors’ interest.

Size and reputation
Size and reputation are also critical 
success factors with institutional 
investors. A number of larger investors 
are looking to invest outside Asia because 
the market in Singapore isn’t necessarily 
developed enough given the size of these 
investors’ assets, meaning there is room 
for development in Singapore itself. 

Moreover, Asian investors are still 
looking for large, established managers 
with a recognized brand name, or new 
spin-off s of those large companies where 
key managers have a solid track record. 

Conclusion
Following the fi nancial crisis, investors 
are also much more thorough in their 
due diligence processes, delving into 
detail on a manager’s counterparty and 
operational risks and risk management 
procedures. 

Responding to these demands will be 
easier for a large fi rm, or for one with 
the appropriate systems and processes 
in place to manage risk and automate 
reporting. For such investment managers, 
Singapore off ers many opportunities, in 
Islamic as well as conventional fi nance.

Martin Engdal is the director of product 
marketing for Advent Soft ware EMEA. He 
can be contacted at martin.engdal@advent.
com.
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Indonesia is home to the world’s largest 
Muslim population. This is one of 
factors contributing to the development 
of the Islamic fi nance industry in 
Indonesia. 

While other countries att empt to 
strengthen their position in the global 
Islamic fi nancial market, Indonesia 
continues to reinforce its development 
in Islamic fi nance to demonstrate 
its position as the next promising 
destination for an Islamic fi nancial hub. 

Since the establishment of the fi rst 
Islamic bank in Indonesia in 1991, 
the market has gradually grown, 
corresponding to the increased number 
of Islamic fi nancial institutions and 
supported by the encouraging regulatory 
framework. 

Growth in every sector
The growth of Islamic fi nance is not only 
seen in the Islamic banking sector, but 
other markets as well; such as Islamic 
bonds, Islamic equity, Takaful and 
Islamic mutual funds. 

All these markets have shown a positive 
growth in the number of players and 
amount of assets.

In the banking sector, the fi rst Islamic 
bank, Bank Muamalat, was established in 
1991. Since then, the number of Islamic 
fi nancial institutions has risen from three 

Indonesia advances its international 
competitiveness in Islamic finance
ARLYANA ABUBAKAR and SATWIKA LULU discuss growth opportunities for the Islamic fi nance industry in 
Indonesia and the steps being taken to att ract foreign investors.
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IDR in billion
US$ in million

Islamic mutual funds in Indonesia
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commercial banks and 92 rural banks 
in 2005 to 11 commercial banks and 153 
rural banks in April 2011. This sector 
has been able to increase its assets from 
IDR21.47 trillion (US$2.52 billion) in 2005 
to IDR103.46 trillion (US$12.13 billion) in 
April 2011. 

This 382% growth of assets is 
underpinned by the growing interest 
from the society in saving their surplus 
in a Shariah compliant way. Besides these 
fully fl edged Islamic banks, the positive 
prospects of Islamic fi nance have lured 
many conventional banks to open Islamic 
business units. 

Now, there are 23 conventional banks 
that have opened Islamic business units, 
up from 19 in 2005. During the period, 
this sector has been channeling its 
fi nancing to the real sector from IDR15.65 
trillion (US$1.83 billion) in 2005 to 
IDR77.9 trillion (US$9.13 billion) in April 
2011. 

The fi nancing is mainly channeled into 
the business services sector, up to 27.3%; 
and the trade, restaurants and hotels 
sector, up to 10.4% as of April 2011. Most 
of the fi nancing is based on Murabahah 
(56%) and Musharakah structures (20%).  
Although the share of the Islamic banks’ 
assets are currently 3.32%, the sector has 
recorded a sizeable expansion, and keeps 
improving despite the global fi nancial 
crisis in 2008-2009. 

In the Takaful sector, the market has 
grown following the inception of 
Islamic banking. The fi rst Takaful 
company in Indonesia was marked by 
the establishment of Syarikat Takaful 
Indonesia in 1994. 

Since then, the number of Takaful 
operators has continued to increase: to 
40 Islamic insurance companies, three re-
insurance companies and six brokers. 

The premiums from this sector increased 
from IDR498.9 billion (US$58.49 million) 
in 2006 to IDR923.1 billion (US$108.22 
million) in the fi rst quarter of 2011. 
Up to 73% of its assets derive from 
life insurance and the rest from loss 
insurance and re-insurance. The Takaful 
industry in Indonesia has positive 
prospects although its share is still just 
3.18% as of May 2011. 

Continued
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In the Islamic mutual fund sector, the 
fi rst product was launched three years 
aft er the introduction of Takaful in 
1997 by Danareksa Investment, a state-
owned investment company. Initially, 
this sector faced challenges penetrating 
into the market with a net asset value 
share of only 0.1%. However, Islamic 
mutual funds are now well-accepted 
by Indonesians and have accumulated 
their assets to IDR5.78 trillion (US$677.61 
million) as of June 2011. 

Compared to the total market share of 
mutual funds, the Islamic market has 
recorded a 3.68% share of assets as of 
June 2011. 

In the Islamic equity sector, the 
Indonesian Stock Exchange (IDX) and 
Danareksa Investment Management 
introduced the fi rst Islamic equity index, 
the Jakarta Islamic Index, in 2000. 

Surprisingly, this index has shown 
a rising trend from 2000 until 2011, 
corresponding to the rising trend in 
global Islamic equity indexes such as the 
Dow Jones Islamic Market Index. 

This increase originates from the 
increase of market capitalization of 
Islamic equity, which climbed from 
IDR74.27 trillion (US$8.71 billion) in 2000 
to IDR1,305.66 trillion (US$153.07 billion) 
in June 2011. 

While this market has been growing 

considerably, the IDX recently launched 
Indonesia’s second Shariah compliant 
equities index, the Indonesian Shariah 
Stock Index (ISSI), on the 12th May 2011. 
The ISSI consists of 220 stocks. This index 
is designed to diversify the country’s 
investor base and att ract more Middle 
Eastern investment. 

In the Islamic bond sector, the fi rst Sukuk 
was issued in the domestic market by 
Indosat in 2002 based on the Ijarah 
structure. This issuance marked the 
beginning of the Islamic debt capital 
market in Indonesia; over a decade aft er 
Malaysia’s fi rst domestic Sukuk issuance 
in 1990. 

In the following six years, the Sukuk 
market has been dominated by the 
corporate sector. The enactment of the 
Sukuk Law in 2008 has fi nally boosted 

the use of Sukuk as a fund-raising tool 
for the government. 

The government issued its fi rst Sukuk in 
2008 based on the Ijarah structure, worth 
IDR2.7 trillion (US$316.53 million). 

Since then, the government has issued a 
wide range of tradable Sukuk: IFR (Ijarah 
Fixed Rate), SR (Sukuk Retail), and SNI 
(Sukuk Negara Indonesia). 

In addition, the fi nance ministry has 
also issued a non-tradable Sukuk, 
Sukuk Dana Haji Indonesia, to the state 
to manage the hajj fund, via a private 
placement. 

Up to now, the total number of Sukuk 
issuances by the corporate sector and 
government were worth IDR7.9 trillion 
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(US$926.14 million) and IDR17.9 trillion 
(US$2.1 billion) respectively, as of June 
2011. 

Based on currency, up to IDR20.4 trillion 
(US$2.39 billion)-worth of Sukuk were 
issued in the local currency, while IDR5.5 
trillion (US$644.78 million) Sukuk were 
issued in US dollars (equivalent to 
US$650 million). 

Considering more Sukuk were issued 
by the government, domestic investors 
have a stronger interest in Sukuk as an 
investment instrument. Even global 
investors showed a remarkable bid on 
the government’s US dollar-denominated 
Sukuk in 2009 as the Sukuk was seven 
times oversubscribed.

In addition, the yield of the global Sukuk 
in the secondary market has also been 
declining, indicating a bigger interest in 
the Indonesian Islamic bond. 

Unexpectedly, global investors have 
been waiting for the next issuance of US 
dollar-denominated Sukuk. 

Unfortunately, the government has 
decided to postpone the next issuance 
maybe until next year. The issuance was 
scheduled to be in the second half of 
2011.

Nevertheless, Sukuk are still viewed 
by the local market as an illiquid 
instrument, and thus not frequently 
tradable in the secondary market, unlike 
conventional bonds. Even retail Sukuk, 
which have been issued three times by 
the government, are widely held by 
investors to maturity. 

To address this challenge and develop 
the secondary market, the government 
recently issued a short-term Sukuk 
called Surat Perbendaharaan Negara 
Shariah (SPN Shariah) on the 2nd August 
2011. The government expects that this 
instrument could stimulate more Sukuk 
transactions in the secondary market.

Global investor confi dence 
While the macroeconomic and fi nancial 
systems in Indonesia have been stable 
in the recent years, global investors 
have shown confi dence in investing in 
Indonesia. 

Furthermore, the improved sovereign 
ratings of ‘Ba1’/‘BB+’/‘BB+’ for Indonesia 
by Moody’s/S&P/Fitch are helping the 
republic to att ract a wider investor base 
to its Islamic fi nancial market, which is 
not confi ned to just  Shariah investors but 
also conventional ones. 

To strengthen investors’ confi dence in 
Islamic fi nance in Indonesia, several 
initiatives have been put in place, such 
as:

• Improving the regulatory framework 
for Islamic fi nance, especially the tax 
regulations. 

• Intensifying public education in 
Islamic fi nance to upgrade awareness. 

• Hosting frequent international 
conferences on Islamic fi nance in 
Indonesia.

• Encouraging Islamic fi nancial 
institutions to launch more products. 

• Promoting the issuance of Sukuk as 
a fund-raising tool for the corporate 
sector. 

• Boosting the channeling of Islamic 
fi nancing for the micro sectors and 
SMEs.

Arlyana Abubakar and Satwika Lulu are a 
manager and a junior economic analyst of 
foreign debt analysis and investor relations at 
the International Directorate of Bank Indonesia, 
respectively. They can be contacted at arlyana@
bi.go.id and lulu@bi.go.id respectively.
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There are two questions which are 
oft en raised when discussing risk 
management in Islamic banking: 1) 
Is risk management actually allowed 
in Islamic banking; and 2) How does 
it diff er from risk management in 
conventional banking?

As for the fi rst question, the concept of 
risk is well accepted in Islamic fi nance 
but the management of it is sometimes 
mistakenly thought of as forbidden as 
parties share in the risk and reward of 
underlying transaction and the actual 
outcome is up to our creator. In fact, it 
is the bank’s fi duciary duty to manage 
the risks to protect its depositors and 
shareholders from adverse events 
because under the Mudarabah contract 
it can be argued that if the bank has been 
negligent in protecting the interests of its 
fund providers, they might not have to 
share in the loss. 

As for the second question, the risk 
function at Bank Islam Malaysia is 
modeled around the Solah (obligatory 
prayer), the most important constituent 
of the Muslim faith and one of the tenets 
of Islam, as depicted in the following 
diagram.

The basis of Solah is built upon fi ve 
important elements: namely niyyah, 
jamaah, syarat, rukun and qaedah. 

These elements are transformed into a 
framework by applying each of them 
to the fi ve core areas of managing risk: 
mission and objectives, functional 
structure, policies and guidelines, 
processes and enablers, and tools. 
These are in turn applied to all key risk 
areas the bank is exposed to: namely 
credit risk, market risk, liquidity risk, 
operational risk and Shariah non-
compliance risk.

The process of risk management, such 
as risk assessment, risk quantifi cation, 
risk monitoring and mitigation and 
risk reporting, is exactly the same at an 
Islamic bank. The actual risks the bank 
faces are also quite similar as compared 
to those in conventional banks but there 
are distinct diff erences. 

An Islamic bank is exposed to the 

common risk types such as credit, 
market, liquidity and operational risks, 
but there are also unique risks, such as 
Shariah non-compliance risk, displaced 
commercial risk and much higher rate-of-
return risks.

Credit risk
Credit risk, or the risk that a borrower 
does not perform according to contract, 
is exactly the same as for a conventional 
bank with the diff erence that only 
Shariah compliant fi nancings are 
allowed, i.e. all fi nancings must be 
structured according to the principles of 
Islamic commercial law and nominated 
Shariah contracts such as Musharakah, 
Murabahah, Ijarah, etc. In addition, 
it should not invade any prohibited 
(haram) activities. Furthermore, 
transactions must be accompanied by 
an activity that will generate legitimate 
income and wealth, thereby establishing 
a close link between the fi nancial 
transaction and productive fl ows. 

Hence over-exposure to risk associated 
with excessive leverage is mitigated. The 
potential loss for credit transactions in 
an Islamic bank might be greater due to 
the fact that it is sometimes diffi  cult to 
recover the underlying collateral, i.e. the 
loss given default (LGD) might be larger. 
There could be partial transfer of credit 
risks to the profi t-sharing investment 
accounts (PSIA), whose holders share in 
the profi t according to the agreed profi t-
sharing ration but should bear the full 
loss. In practice however this might be 
diffi  cult and oft en the bank might take 
the hit in order to protect its depositors. 

This risk, displaced commercial risk, will 
be discussed below. Hence there might be 
a perceived sense of security on some of 
the underlying credit assets specifi cally 
tagged to PSIAs.

Lastly, diff erent types of Shariah 
contracts might create diff erent kinds of 
risk. For instance under the Musharakah 
contract, the credit risk might be greater 
as the fi nancier is also a partner in the 
business. For instance, it is important 
to understand that Sukuk (structured 
under the Musharakah contract), 
unlike conventional bonds, are not debt 
certifi cates or ‘IOU’ instruments. 

Sukuk are certifi cates that provide 
evidence of an investment in either an 
asset or a project. The return to investors 
is not fi xed or guaranteed but subject 
to the performance of this underlying 
asset. Moreover, being a partner in the 
business, the fi nancier might not be able 
to undertake regular recovery activities if 
the Sukuk is impaired.

Market risk
Market risk or the risk of adverse 
movements in profi t rates (closely linked 
to interest rates), FX rates or equity prices 
is a generic risk but more complicated at 
an Islamic bank due to three factors. 

Firstly, risks are more diffi  cult to hedge 
due to the unavailability of liquid hedge 
instruments and available counterparty 
lines. Even if proxy instruments are used, 
the bank runs basis risk and wrong-way 
risk. Secondly, as the secondary market 

Risk management in Islamic banking
JEROEN THĲ S discusses whether risk management is permitt ed in Islamic banking and how it diff ers from risk 
management in conventional banking.
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for Sukuk is extremely limited, i.e. there 
is a lack of liquidity, the risk related to 
these investments mainly stems from 
credit quality rather than from market 
movements. 

Lastly, in certain transactions risk can 
move from market to credit and back to 
market. A good example is the non-binding 
Murabahah purchase order. When the 
underlying asset is in the hands of the 
bank, it runs market risk on this asset. 

Once the asset is sold, the risk is transferred 
to credit risk but if the client for whatever 
reason decides not to take delivery of the 
asset (as it is a non-binding transaction), 
the risk moves back to market risk. That is 
why banks are reluctant to enter into non-
binding agreements.

Operational risk
The defi nition of operational risk is 
the same for Islamic banks: the risk 
of loss resulting from inadequate or 
failed internal processes, people and 
systems, or from external events. This 
risk category might be slightly more of a 
problem for Islamic banks than for their 
conventional counterparts. This is mainly 
due to the many, oft en complex contracts 
involved, the lack of knowledge by staff  
of underlying Shariah contracts and the 
fact that systems are relatively new and 
sometimes not capable of dealing with the 
specifi cs of Shariah-based contracts. It is 
extremely important for an Islamic bank to 
follow the proper sequence of the contract 
or akad and to meet the pillars of akad, 
otherwise a transaction can be voided at a 
later stage leading to possible losses.

Rate-of-return risk
This risk is similar to the banking book 
gap risk that a conventional bank runs, 
albeit signifi cantly higher. Islamic banks 
traditionally att ract short-term deposits 
and invest those in longer-term fi xed 
rate assets. Coupled with the fact that 
hedging is problematic due to the relative 
unavailability of hedge instruments, the 
economic value of equity exposure is on 
average four to fi ve times larger than for 
a conventional bank. Islamic banks have 
only quite recently started to price asset 
contracts against a fl oating base rate, 
thereby allowing them to reduce the gap 
risk over time.

Displaced commercial risk
Displaced commercial risk is the risk 

of losing depositors due to a situation 
whereby, in order to remain competitive, 
the bank pays its investment (or 
Mudarabah) depositors higher than what 
should be payable under the actual terms 
of the contract by foregoing part of its 
own profi t. An increase in benchmark 
rates may result in depositholders having 
expectations of a higher return. If the 
bank is not able to generate that required 
return from its assets then it will suff er 
displaced commercial risk. 

There are a few smoothing techniques 
such as profi t equalization reserve (PER) 
or investment rate reserve, but these 
are quite controversial. In fact there are 
parties in Malaysia that are lobbying 
hard for Islamic banks to abolish the 
PER altogether, although the Shariah 
board of the AAOIFI and the Shariah 
Advisory Council of Bank Negara 
Malaysia allow its practice. This would 
be a major challenge for an Islamic bank; 
not only in the situation as just described, 
but in other potential scenarios. What 
if, for example, the bank had a major 
recovery from a bad account in a certain 
month? It would then have to pay out 
a signifi cantly higher rate than the 
previous month. 

Shariah non-compliance risk
The most important of all risks in 
an Islamic bank is of course Shariah 
non-compliance risk or the risk of loss 
of revenue due to non-observance of 
the tenets, conditions and principles 
espoused by Shariah. Non-compliance 
creates reputational risks. This is because 
many of an Islamic bank’s customers 
bank with it out of religious principles 
and the subsequent loss of trust could 
lead to a potential liquidity crunch.

Furthermore, income generated from 

non-Shariah activities cannot be 
recognized, hence the potential for loss 
of income. Another risk is that contracts 
could be challenged in court leading to 
legal losses apart from the monetary loss 
of voiding the original contract. 

Conclusion
This article was writt en with the 
Malaysian banking environment in 
mind. The Malaysian banking landscape 
consists of many Islamic banks/windows 
and conventional banks and this dual 
environment create unique competitive 
pressures for Islamic banks. 

There is thus not much diff erence 
between products off ered by Islamic 
banks and their conventional 
counterparts. Risk management in an 
Islamic bank in Malaysia is also therefore 
very similar to risk management in 
conventional banks. 

In other countries, such as Pakistan and 
Sudan, Islamic banks off er more equity-
based Musharakah and Mudarabah 
fi nancing thereby creating a much 
stronger link between the underlying 
transaction and profi t-sharing. 

In Malaysia there is an increased 
pressure on Islamic banks to move 
more towards equity-based fi nancing. 
However, this is not that straightforward. 
First of all clients do not demand these 
kinds of structures here as they are 
reluctant to have a bank as an equity 
partner; and secondly these structures 
require a higher capital charge of 150% 
making it potentially more expensive for 
the customer. 

Also, focusing on equity-based fi nancing 
would put additional challenges on a 
bank in terms of risk management. As 
the return and potential loss is now 
much more dependent on how well 
the underlying project or business is 
managed, risk offi  cers of the bank would 
need to have as much knowledge about 
the underlying business as the business 
itself. 

It is quite unlikely that this asymmetry 
between the capital provider (usually the 
bank) and the entrepreneur (the client) 
could be dealt with eff ectively. 

Jeroen Thĳ s is the chief risk offi  cer at Bank 
Islam Malaysia. He can be contacted at 
jeroen@bankislam.com.my.
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One of the most promising Islamic 
fi nance products is Sukuk. This 
fi nancial instrument allows fi nancial 
institutions, corporations, and 
governments to att ract funding through 
the capital markets on a Shariah 
compliant basis. 

For western countries, Sukuk might be 
an excellent tool to att ract funding from 
the Middle East and Southeast Asia. 
This is possibly one of the reasons for 
the increasing interest for Sukuk in the 
western world. 

The 2009 issue of Sukuk by the 
multinational General Electric marked 
the second Sukuk issuance in the US. In 
Europe, countries such as Germany and 
the UK have already issued Sukuk while 
France is making amendments in their 
laws to facilitate Sukuk issuances.

The Netherlands, however, seems to 
remain silent with regards to this. The 
legal framework of a jurisdiction is oft en 
an important factor in relation to the 
question of whether to issue Sukuk. 

Sukuk issuances have oft en been 
governed by English law, which is 
the law of a common law jurisdiction. 
In this article, I will assess whether 
any issues will arise under Dutch 
law, the Netherlands being a civil law 
jurisdiction. 

I will only discuss civil and commercial 
law aspects. Tax law aspects are not dealt 
with in this article, since no major tax law 
issues are expected in the Netherlands; 
Dutch tax law having an economic 
approach (whereby the economic 
substance of a transaction prevails).

Sukuk Ijarah structure
Sukuk are Islamic securities that are 
oft en compared to conventional bonds. 
A distinct feature of Sukuk is that 
these securities should represent the 
ownership right of the Sukukholder in 
underlying tangible assets. 

AAOIFI recognizes 14 types of Sukuk 
in AAOIFI Shariah Standard No. 17 on 

´Investment Sukuk´ (AAOIFI SS 17). In 
this article I will focus on Sukuk Ijarah, as 
a textbook model Sukuk structure.

Article 3/1 AAOIFI SS 17 defi nes Sukuk 
Ijarah as certifi cates that represent 
the ownership of the Sukukholders 
in the leased assets. The Sukuk Ijarah 
commence with an originator requiring 
fi nancing. 

The originator is an (Islamic) fi nancial 
institution, corporation, or government 
looking for Shariah compliant fi nancing. 
The originator identifi es and selects 
tangible assets which can be used for a 
Sukuk transaction. 

The presence of tangible assets is in 
line with the prohibition of the Bai 
Dayn. Intangible assets cannot be the 
underlying assets in a Sukuk transaction. 
Only tangible assets qualify as tradable 
assets in Islamic fi nance transactions 
according to Shariah law.

The originator incorporates a special 
purpose vehicle (SPV). The originator 
transfers the tangible assets to the SPV 

and the SPV should become the legal 
owner of the underlying tangible assets. 
For the transfer of these tangible assets, it 
is important that there is a true sale from 
the originator to the SPV. 

True sale refers to a transfer that is legally 
valid, binding and enforceable. It touches 
upon the question of whether the SPV 
has become the legal owner of the assets. 
Hence, there must be a valid transfer of 
those assets. 

The creditors of a bankrupt originator 
should not be able to challenge the 
transfer and claim the assets; the 
bankruptcy of the originator should not 
aff ect the transfer of the assets from the 
originator to the SPV.

Next, the sale price of the underlying 
tangible assets will be funded through 
the issuance of Sukuk certifi cates. The 
Sukuk proceeds will be paid by the 
SPV to the originator to purchase the 
underlying tangible assets. The SPV 
leases the assets back to the originator. 
The originator makes periodic lease 
payments to the SPV. 

The SPV pays these lease payments 
through to the Sukukholders. Hence, 
the interest payments, an essential 
feature of conventional bonds, are 
replaced with lease payments. As a 
result, the transaction is not violating the 
prohibition of riba. 

The lease payments from the originator 
(through the SPV) to the Sukukholders 
continue until maturity date. During this 
period, the Sukukholders can trade their 
certifi cates in the international capital 
markets.

At the maturity date, the underlying 
tangible assets are sold back to the 
originator pursuant to a purchase 
undertaking provided by the originator. 
The originator pays a pre-determined 
price. 

This amount is paid through by the 
SPV to the Sukukholders. The amount 

Are Sukuk structures possible under Dutch 
civil law?
OMAR SALAH discusses the legal framework for Sukuk in The Netherlands, and the issues that may arise under 
Dutch law.
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will be equal to the principal amount of 
the Sukukholders. Thus, the principal 
amount of the Sukukholders is paid back 
and the Sukuk are redeemed.

Possibilities under Dutch law
Can Sukuk Ijarah be structured under 
Dutch law and, if so, how can it be 
structured? To answer this question three 
aspects need to be studied: (i) the role 
of the SPV; (ii) the sale and leaseback 
transaction; and (iii) the issue of the 
Sukuk certifi cates.

First, the SPV can be established under 
Dutch law. As a matt er of fact, in the 
fi rst Sukuk issued in Europe the issuer 
was a Dutch legal entity. The German 
state of Saxony-Anhalt issued the very 
fi rst Sukuk in the western world in 2004. 
The issuer was Stichting Sachsen-Anhalt 
Trust, a Dutch foundation established 
under the laws of the Netherlands. From 
the Saxony-Anhalt Sukuk issue it appears 
that the SPV may be incorporated as a 
Dutch foundation. The Dutch foundation 
should be restricted in its activities, 
turning it into a bankruptcy-remote 
vehicle.

Second, the question arises whether 
any issues arise with regards to the sale 
and leaseback in the Sukuk Ijarah under 
Dutch law. In this regard, article 84 (3) 
of Book 3 of the Dutch Civil Code which 
prohibits the transfer of ownership for 
security purposes may be problematic: 
one might wonder whether the transfer 
from the originator to the SPV is not a 
transfer for security of the payment of the 
lease amounts and the purchase price at 
maturity.

The Dutch Supreme Court ruled in 
the ‘Keereweer q.q./Sogelease’ case 

that (conventional) sale and leaseback 
transactions are not invalidated by article 
84 (3) of Book 3 of the Dutch Civil Code 
so long as there is an ‘actual transfer’ 
of the assets from the transferor to the 
transferee. The SPV should become the 
legal owner, instead of a security holder 
only, in order to avoid inconsistency with 
Dutch law. 

Remarkably, this is completely in 
line with the Shariah view towards 
the Sukuk Ijarah transaction. From 
an Islamic law perspective, the legal 
ownership of the assets should also 
be legally transferred to the SPV. 
The AAOIFI re-confi rmed this in the 
AAOIFI Resolution of 2008.

Third, the Sukuk issuance can be realized 
under Dutch law. Under Dutch law it is 
possible to use the concept of certifi cation 
of assets to facilitate the Sukuk issuance. 

The SPV can certifi cate the underlying 
tangible assets: it can ‘divide’ the assets 
into units and issue certifi cates to the 
certifi cate holders as per the value 
of each unit (representing a part of 

the underlying tangible assets). The 
certifi cation of assets seems to be an 
appropriate legal concept for a Sukuk 
issuance. 

Article 5/1/2 AAOIFI SS 17 mentions 
that it is possible to securitize (tawreeq) 
assets: to divide ownership of tangible 
assets in units of equal value and issue 
securities as per their value. The Dutch 
legal concept of certifi cation of assets 
seems to be in line with this.

Conclusion
Sukuk is gaining interest in the western 
world and with Sukuk issuances in some 
European countries and amendments in 
other European countries to make Sukuk 
issuances possible, the Sukuk market 
seems to be an att ractive market to tap. 

Although no Sukuk has been issued to 
date in The Netherlands, the Dutch legal 
framework seems to facilitate Sukuk 
issuances. 

Sukuk Ijarah, a well-known Sukuk 
structure, can be issued under Dutch law. 
The Dutch foundation has already been 
used as the SPV/issuer in the fi rst Sukuk 
transaction in the western world. 

Remarkably, the sale and leaseback and the 
issuance of the Sukuk can be structured 
in a way under Dutch law that perfectly 
ensures the Shariah compliance of Sukuk 
Ijarah. The legal framework for a Sukuk 
issuance seems to be present in the 
Netherlands. All we have to wait for is the 
Dutch fi nance practice to take action.

Omar Salah is a PhD researcher and lecturer 
at Tilburg Law School (TISCO), and working 
for law fi rm DeBrauw Blackstone Westbroek. 
He can be contacted at o.salah@uvt.nl.
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Real estate investment trusts (REITs) 
have been in the spotlight lately 
with their announcements of income 
distributions and second quarter 
fi nancial results. The majority of 
Islamic REITs have reported bett er 
than expected results; beating industry 
estimates for the corresponding period. 

As reported in IFN this week, Al-
Hadharah Boustead REIT, the fi rst 
and only Islamic plantation-based 
REIT launched in Malaysia, recently 
announced a net profi t for the second 
quarter ended the 30th June 2011 of 
RM24 million (US$7.94 million) from 
the previous corresponding period, 
amounting to a 50% increase.

Al-Hadharah is one of three Shariah 
compliant REITs to be launched in 
Malaysia and indeed one of just fi ve in 
the world. The fund is comprised of ten 
oil palm estates and two palm oil mills 
in Peninsular Malaysia, covering 16,391 
hectares, with a total market value of 
RM856.63 million (US$ 287.65 million). 

Axis REIT, another REIT listed in 
Malaysia, also showed strong second 
quarter results. Its total income 
distribution stood at 8.7 Malaysia sen (2.9 
US cents) per unit for the fi rst half of the 
year. Its realized income before taxation 
amounted to RM32.8 million (US$11 
million), up RM9 million (US$3.02 
million).

Axis Reit Managers, recognized as the 
world’s fi rst offi  ce/industrial Islamic 
REIT, created a buzz in the investment 
industry when reports surfaced of its 
intention to list the Axis Global REIT, 

slated to be the world’s largest Shariah 
compliant REIT. According to reports 
however, the listing has been postponed 
aft er several of its assets in Japan were 
damaged by the March earthquake. 
No subsequent announcement has 
yet been made on the listing of this 
proposed mammoth REIT, estimated 
to have an initial size of about RM3.17 
billion (US$1.06 billion) and comprising 
properties in Australia, Hong Kong and 
Japan. 

Until the listing of the Axis Global REIT, 
Sabana REIT remains the world’s largest 
listed Shariah compliant REIT, with 
assets under management of SG$850 
million (US$693.22 million). Sabana REIT 
also recently announced distributable 
income of SG$13.85 million (US$11.51 
million) for the second quarter of 2011, 
outperforming its quarterly forecast of 
SG$13.7 million (US$11.38 million). 

Malaysia is also home to the world’s 
fi rst Islamic REIT – Al ‘Aqar KPJ 
REIT – managed and administered 
by Damansara REIT managers, which 
posted a RM11.15 million (US$3.74 
million) profi t as revenue reached 
RM20.13 million (US$6.75 million) as at 
the 31st March 2011. 

In the UAE, Dubai Islamic Bank (DIB) 
and Eiff el Management recently 
launched the country’s fi rst Shariah 

compliant REIT; Emirates REIT. Emirates 
REIT has been seeded with a AED200 
million (US$54.45 million) portfolio 
of seven Dubai Islamic Bank offi  ces, 
in which DIB has taken fi ft een-year 
upward-only leases on rents that have a 
projected 10% yield.

Emirates REIT Management has 
stated that it is currently conducting 
negotiations for fully let residential and 
offi  ce buildings, warehouses and car 
parks. No fi nancial results have been 
announced since the launch, with its 
clientele being primarily professional 
investors. 

With the global REITs market expected to 
see growth of 8-12%, Shariah compliant 
REITs have strong growth potential, 
despite their miniscule current share of 
less than US$5 billion of managed funds. 
It will be interesting to see how the 
international community takes to Axis 
Global REIT when it is fi nally listed.

REIT Period DPU (sen) Price (RM) Assets Type

Al-Hadharah 1H – June 2011 4.00 RM1.45 Plantation

Axis Q2 – June 2011 4.50 RM2.56 Industrial

Al-AQAR KPJ 1H – March 2011 1.92 RM1.12 Diversifi ed

Sabana Q2 – June 2011 2.18 SG$0.89 Industrial

Emirates n/a n/a n/a n/a

REITs in review
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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.
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REIT profits leap 50%
MALAYSIA: Al-Hadharah Boustead 
REIT’s net profi t for the second quarter 
ended the 30th June 2011 grew 50% to 
RM24 million (US$7.94 million) from the 
previous corresponding period.

The growth was att ributed to an increase 
in fi xed rental income and the doubling 
of performance-based profi t sharing.

Lodin Wok Kamaruddin, its chairman, 
said that the fi nancial performance for 
the quarter was spurred by high crude 
palm oil prices and the injection of new 
assets such as Sutera Estate and Taiping 
Rubber Plantation (including Trong Oil 
Mill).

Revenue for the quarter rose to RM27.7 
million (US$9.16 million) from RM18.06 
million (US$5.98 million) in the same 
period last year. It also reported 3.81 
Malaysia sen (1.26 US cents) in earnings 
per unit and RM1.43 (47 US cents) in net 
assets per share.

For the six-month period ended the 30th 
June, the Islamic REIT posted a profi t of 
RM44 million (US$14.6 million) against 
RM33 million (US$11 million) in 2010, 

on the back of RM50 million (US$16.5 
million) in revenue. 

The fund will also make an income distri-
bution of 4 Malaysia sen (1.32 US cents) 
per unit to its unitholders next month.

SHUAA Capital purchases land
SAUDI ARABIA: SHUAA Capital has 
announced the purchase of a plot of land 
in Jeddah through its SHUAA Saudi 
Hospitality Fund I.

The land will be used to develop a 
SAR160 million (US$42.67 million) 
budget business hotel which will be 
managed by Rotana Hotel Management 
Corporation.

The fund is a Shariah compliant closed-
end real estate investment fund.

Towards Shariah compliance
INDIA: Tata Mutual Fund has 
announced that it will switch its 
conventional Tata Select Equity Fund to 
a Shariah compliant fund, Tata Ethical 
Fund, slated to take eff ect from the 5th 
September.

Following the change, the fund will 

invest in Shariah compliant equity as 
well as equity-related instruments in 
order to provide medium to long-term 
capital gains to its investors.

MENA-based managers for 
Pointon York
UK: The underlying managers for 
Pointon York’s Shariah compliant 
self-invested personal pension (SIPP) 
scheme will be MENA-based, according 
to Anthony Corbett , an investment 
manager at Montague Capital, which is 
responsible for selecting the managers 
for the SIPPs.

However, the underlying managers have 
yet to be named. 

The four SIPPs, which consist of a low-
cost online product, an individual SIPP 
and a corporate SIPP, were launched by 
Pointon York at the beginning of June 
this year. 

Corbett  att ributed the delay in 
structuring the funds to the process of 
ensuring that the SIPPs are fully Shariah 
compliant. He added that Montague has 
also designed fi ve risk-based strategies 
for the fund.
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The tectonic plates have shifted, albeit 
metaphorically. Nations in the Middle East 
and North Africa are caught up in a whirlwind 
of revolution moving across the region, and 
the world waits to witness the full impact of 
the political crisis. If the domino theory has 
its way, the global economy will bear the 
brunt of this catastrophe even before it has 
completely healed from the wounds of the 

However distasteful, this might be a good 
moment to pay heed to the adage that 
behind every crisis lies great opportunity. 
At least that is how NBD-Abu Dhabi Islamic 
Bank (Egypt) chooses to look at things in its 
report. The bank asserts that the best time 

in post revolution Egypt, particularly in the 
light of the political will that comes with a 
new regime.

Not far from the political unrest lies Syria 
which has made incremental steps to 

However, there are many opportunities 
for improvement in Syria as put forward 
in a report by The Scandinavia University, 
including injecting new blood into Islamic 

While not immune to the recent political 
protests, both Yemen and Oman stand in good 

are concerned. Although the development 

Yemen has been a governmental priority for 
a while, the country now needs an Islamic 

says a report by Tadhamon International 

Islamic Bank. And in Oman, while not explicit 
in its laws for facilitating Islamic banking 

of law precludes the need for separate 

BankMuscat’s report.

Ever intertwined with the fate of the 
Middle East economies is the US, where 
opportunities for Shariah syndicated 

institutions expand their knowledge and 

opportunities to originate and participate in 

One strategic approach which may help the 
US market is to concentrate on the high net 
worth individual market as suggested by 
ADCB Meethaq. Their report proposes that 
the HNW market be given top priority, so 
focus is kept on best of breed Islamic banking 
offerings. This will in turn ensure that quality 
service is the key strategy for growth.

In our IFN reports, Uganda, Nigeria and 
Ethiopia are steadily harnessing the potential 

Sukuk are detailed; Korea is on the verge of 
a make or break decision on allowing Islamic 

much touted megabank is considered. 

In Meet the Head, we feature Najmul Hassan, 
CEO of Gulf African Bank, one of the banks 
poised to enter the Ugandan market this 
year, and Senai Desaru Expressway’s  Islamic 

  ruo ni deliated si  seton mret muidem
Termsheet.
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In June 2011 the UK’s pensions and 
personal fi nance market welcomed one 
of the fi rst ranges of Shariah compliant 
self-invested personal pensions (SIPPs). 
The range was launched by Pointon 
York, a specialist SIPP administrator. 

The new range of SIPPs has been 
accredited as Shariah compliant by 
the Islamic Bank of Britain (IBB). 
Importantly, the bank’s accreditation 
gives a guarantee to UK Muslims that 
the range of SIPPs is genuinely Shariah 
compliant and therefore a suitable 
fi nancial product for them.

SIPPs explained
A self-invested personal pension is the 
name given to a certain type of UK 
government-approved personal pension 
scheme. The scheme allows individuals 
to make their own investment decisions 
from the full range of investments 
approved by Her Majesty’s Revenue & 
Customs (HMRC), the government’s 
customs and tax department.

According to industry reports, over 
the past decade the SIPP market in the 
UK has grown tenfold, to the point 
where there are now around 650,000 
plans in force. A SIPP is considered to 
provide greater investment fl exibility 
than conventional personal pensions. 
It can accommodate a wide range of 
investments which can include several 
pension plans, property, shares and cash. 
The investment benefi ts from tax relief 
subject to a maximum earnings limit set 
by HMRC each year.  

The Shariah compliant range off ered by 
Pointon York consists of the following 
four SIPP products:

1. e-SIPP: A low cost SIPP which can be 
easily managed online.

2. Single Investment SIPP: A 
straightforward SIPP for clients 
wishing to invest in a single asset.

3. Individual SIPP: A fully fl exible 
SIPP allowing an extensive range of 
investments.

4. Corporate SIPP: Suitable for 
employers, it has three tiers providing 

fl exibility. It is made up of the e-SIPP, 
the Single Investment SIPP and the 
Individual SIPP.

IBB approves the SIPPs as Shariah 
compliant by checking them when they 
are set up. It also checks the status of the 
SIPP on a quarterly basis throughout 
the lifecycle of the product to ensure 
that Shariah compliance continues to be 
maintained. 

The pensions imperative
The SIPPs launch by Pointon York, and 
its accreditation by IBB, is signifi cant for 
the UK pensions market. It has secured 
headlines across the consumer and 
fi nancial intermediary media because 
the two companies really have broken 
new ground. The range also goes some 
way towards addressing an issue of 
key national importance: saving for 
retirement. 

It is well documented that in the UK, the 
nation as a whole is not saving enough 
for its retirement. In fact the national 
press have already branded the situation 
as an impending ‘pensions crisis’. To 
illustrate, a recent study found that half 
of UK citizens aged between 30 and 60 – 
about 10 million people – who could and 
should be saving more for their old age, 
are not doing so. The report also found 
that one fi ft h are not saving anything at 
all, despite most workers saying they 
want to retire at 61 with a pension of at 
least GBP24,300 a year.

The challenge, therefore, is a big one for 
the UK government; who recognize that 
such a predicament has the potential 
to pose an enormous strain on the state 
system in years to come. It is therefore 
an almost institutionalized campaign to 
encourage the population to think and 
act in readiness for their retirement years.

The problem is compounded for Muslims 
in the UK who have very limited access 
to fi nancial products that are Shariah 
compliant. Certainly when it comes to 
pensions and investments the choices are 
very narrow. 

Another factor is pension ‘auto-
enrolment’ which is the UK government’s 
forthcoming initiative to ensure as much 
of the population in employment as 
possible is saving for retirement. Coming 
into force in October 2012, workers will 
be automatically enrolled into their 
employer’s qualifying pension scheme 
without any active decision on their 
part. The aim is to combat the fact that 
presently many workers fail to take up 
valuable pension benefi ts because they 
do not make an application to join their 
employer’s scheme. 

The new range of Shariah compliant 
SIPPs from Pointon York, with the all-
important seal of approval from IBB, 
is therefore a welcome relief for the 
UK pensions market. It automatically 
provides a solution for the Muslim adult 
population who wish to save for their 
retirement but have not had access to the 
right product. It also off ers employers 
and Muslim employees the ability 
to comply with the auto-enrolment 
initiative without the concern that their 
pension is not permissible according to 
the rules of Islam. 

Though not a panacea for the national 
pensions crisis, the new range of Shariah 
compliant SIPPs will go a long way 
towards addressing the needs of UK 
Muslims. It is widely accepted that there 
is a lack of genuinely Shariah compliant 
fi nancial products available to this small 
but growing market. For this reason, 
fi nancial planning and investments can 
oft en be neglected. 

The wider picture
In recognition of the lack of suitable 
Shariah fi nancial products available to 
UK Muslims, the Shariah compliant 
SIPPs form part of a wider strategy 
being implemented by IBB. This includes 
working with experienced partners and 
providers of retail fi nancial products 
to off er Muslim consumers a genuinely 
Shariah compliant alternative. The 
aim is to expand the ways in which 
consumers can manage their fi nances 

Case Study: Shariah compliant SIPPs – A 
marriage of faith and finances 
SAMIR ALAMAD delves into the world of Shariah compliant self-invested personal pensions, discussing their 
introduction into the UK market as well as their implications for the country’s Muslims. 

Continued
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without having to compromise their 
faith. Accrediting Pointon York’s SIPPs 
as Shariah compliant follows the recent 
announcement of a Discretionary 
Portfolio Service (DPS), also accredited as 
Shariah compliant by IBB.

The DPS is provided by Praemium, the 
portfolio administration specialists. With 
the DPS, retail customers can invest 
in assets such as shares, commodities, 
property funds and Sukuk through a 
number of portfolios. Ultimately the 
service allows Muslim investors to 
generate profi t from their wealth in a 
Shariah compliant and ethical way.

The launch of Pointon York’s Shariah 
compliant SIPPs, preceded by the launch 
of Praemium’s Shariah compliant DPS, 
highlights the integrated nature of IBB’s 
overall strategy. Individuals who set up 
an investment portfolio with the DPS 
may utilize this as part of their SIPP 
allowance. Both products complement 
each other and provide a comprehensive 
Shariah compliant wealth management 
solution. 

A viable solution
Undoubtedly, IBB’s accreditation of 
Pointon York’s range of SIPPs and 
Praemium’s DPS provides a viable 
solution for the UK Muslim consumer, 
the product provider and IBB. Muslim 
consumers can now seriously look at 
wealth management and access a range 

of products. The product providers, such 
as Pointon York, can access new markets, 
broaden their revenue streams and 
extend their off erings across a diverse 
range of communities. For IBB, the bank 
can also extend its reach and bolster 
its brand and reputation as the leading 
provider of Shariah compliant retail 
fi nancial products in the UK.

However, the launch of the SIPP 
range also heralds an exciting time for 
independent fi nancial advisers (IFAs), 
through which both the SIPP and DPS 
are accessible to consumers. 

According to the industry body, IFA 
Promotion (IFAP), there are over 16,000 
IFAs in the UK. And based on various 
reports, the market potential for IFAs 
providing Shariah compliant products is 
sizeable. 

The 2001 National Census recorded 
1.6 million Muslims living in the UK. 
Muslims were the largest religious group 
aft er Christians and formed over half 
(52%) of the non-Christian religious 
population. Ten years on and estimates 
point towards the continued growth 
of the UK’s Muslim population. This is 
likely to be confi rmed when the results 
of the 2011 National Census are revealed 
next year.

A recent market report also found that 
400,000 Muslims in Britain held Islamic 

fi nancial products. The research showed 
that Muslims in the UK have a combined 
spending power of GBP21 billion and 
save about GBP1 billion a year. For IFAs, 
who provide consumers the sole route to 
the IBB-accredited SIPPs and DPS, these 
fi gures should provide reassurance as 
to the market opportunity available to 
them. 

By default, as a range of faith-based 
products the availability of the IBB-
accredited SIPPs and DPS service also 
contributes to the growing demand 
for ethical investments. They therefore 
appeal to investors of all faiths seeking 
returns derived from products based 
on the values of socially responsible 
investing. 

It is these principles upon which 
IBB has based all of its products and 
around which it strives to expand the 
way Muslim consumers can manage 
their fi nances. The recent SIPP launch 
by Pointon York heralds yet another 
success for the bank. It represents the 
perfect marriage of faith and fi nances: 
the bringing together of two experts to 
provide a solution that will provide the 
customer benefi ts for a lifetime.

Samir Alamad is a Shariah compliance offi  cer 
and product development manager at Islamic 
Bank of Britain. He can be contacted at samir.
alamad@islamic-bank.com.

Continued

Don’t miss these crucial briefi ngs on current issues in Islamic Finance:

Developing Islamic Hedging Products — 30th September 2011

Islamic Ship Finance —11th October 2011

Dispute Resolution in Islamic Banking & Finance — 13th October 2011

For more information please visit www.islamicfi nancebriefi ngs.com
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PORTFOLIO COMPOSITION – JULY 2011

Small Caps
Large Caps
Non Interest 
Bearing Cash

50%
40%

9%

FUND PORTFOLIO COMPOSITION 
Resources
Basic material
Retail
Industrial services
Non Interest 
Bearing Cash

21%

17%

12%

41%

9%

Could you provide an overview on the 
asset / asset class in which this fund is 
investing in? 
From the fund portfolio composition 
(right) we can see that 41% of the 
portfolio is invested in industrial services 
stocks followed by resources at 21% of 
the total portfolio.

The profi le of most of these stocks are 
spread across small caps and large caps, 
as can be seen by the following portfolio 
composition characteristics.

What are the factors that were 
considered prior to launching this fund? 
A fund such as this is unique and, 
given that the Shariah screening is both 
ethical and socially responsible, should 
be targeted at the wider Australian 
workforce. Up until now, there has not 
been a retail fund which screens equity 
stocks using this methodology. 

There have been managed discretionary 
accounts launched under a wholesale 
license but their FUM has been non-
existent. The right team, made up 
of subject matt er experts, portfolio 
managers and marketing specialists, has 
now become available, which means that 
the fund is well placed to deliver in this 
untapped market.

Please elaborate on the driving factors 
of the main sectors selected in this 
fund’s portfolio.
Australia is abundant in natural 
resources with signifi cant leverage to 
China. Given that resource companies 
are a natural fi t with Shariah principles, 
it follows that the natural profi le of the 
fund would be skewed towards resource 
stocks. However, given the pricing 
pressures on commodities, we see bett er 
value in industrial services.

What is the short term and long term 
outlook of sectors / industries in this 
fund?
In the short-term commodities are 
expected to come under pressure as 
they are perceived to be overpriced, 
stemming from the demand coming from 
China and India. However in the long-
term, as long as China’s economy and 
corresponding growth rates continue, 
then demand for natural resources will 

also continue contributing signifi cantly to 
the Australian economy, such as iron ore 
and coal price increases, to add around 
2% to Australia’s GDP.

How does the theme of the asset classes 
of this fund fi t with investors today? 
There are many opportunities for growth 
in equities on the Australian Stock 
Exchange. With the property market 
being one of the most expensive in the 
world, this opens the door for further 
investment in the equity asset class. 

How oft en will you review this fund? 
The stock universe is reviewed in 
conjunction with Amanie Islamic Finance 
on a monthly basis and if required is 
restructured accordingly.

What are the sectors you are heavily 
invested in and why? 
The fund is heavily invested in industrial 
services, resources and retail stocks. Our 
investment sub-advisor, Sigma Funds 
Management, uses a consistent and 
proven investment portfolio process 
based on stock valuation versus quality 
versus liquidity versus diversifi cation. 
Based on this, Sigma sees att ractive value 
in a number of quality industrial stocks 
with signifi cant upside potential.

What is the projected rate of return of 
this fund? 
 The fund intends on producing an 
absolute return which aims to produce 
approximately 6.7% per year over a three 
year period.

What is the market outlook for this 
fund? 
The market outlook for the fund is positive 
although there are challenges with consumer 
confi dence and global debt levels which 
may impact Australia’s economy. 

The current global bear market in the past 
month through to the fi rst two weeks of 
August is a temporary setback given that 
the Australian economy is strong, has 
good support from a strong gold price, 
good employment and other economic 
fundamentals such as low debt levels. 

Therefore, once global debt issues sett le 
down, we expect the market in Australia 
to recover. 

Crescent Australian Equity Fund
The fund aims to deliver capital growth over a three to fi ve year period in excess of 6.7% per year in a Shariah 
compliant manner.

FACT SHEET
Fund Manager Crescent Funds 

Management (Australia) 

Trustee JP Morgan

Shariah 
Advisor(s)

Amanie Islamic Finance & 
Education 

Benchmark 
Index

ASX300

Domicile AUD
Inception Date 1st July 2011
Fund 
Characteristics
(as at the 8th 
August 2011)

Fund Size
AU$2M
NAV per share (unit) 
AU$0.86
Minimum Investment 
AU$10,000
Management Fee 
1.79% with a performance 
fee of 10.25% above an 
absolute return of ~ 6.78%

TOP 5 HOLDINGS AT THE 31ST JULY 2011

Code Company 
Name Industry %

Holding

RIO RIO Tinto Diversifi ed 
Miner

5.7

UGL United 
Group

Infrastructure/
Property 
Service

4.4

TSE Transfi eld Maintenance  
Services

4.3

AWC Alumna Alumina  
Producer

3.9

WPL Woodside 
Pet

Oil & Gas 3.8
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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 Global Islamic Fund Index

Top 10 Monthly returns for Emerging Markets funds 

FUND FUND MANAGER PERFORMANCE MEASURE FUND DOMICILE

1 Al Naqaa Asia Growth Banque Saudi Fransi 5.39 Saudi Arabia

2 Russell Jadwa Emerging Markets Equity Jadwa Investment 4.86 Saudi Arabia

3 Asian Pacifi c Shariah Growth - USD I CIMB-Principal Asset Management 4.70 Guernsey

4 Am-Namaa' Asia-Pacifi c Equity Growth AmInvestment Management 4.31 Malaysia

5 Islamic Emerging Markets Equity 
Certifi cate

ABN AMRO Bank NV 2.88 Not disclosed

6 Mega Dana Syariah Mega Capital Indonesia 2.63 Indonesia

7 Daiwa FTSE Shariah Japan 100 ETF Daiwa Asset Management  
(Singapore) 

2.34 Singapore

8 AmStaples AmInvestment Services 2.02 Malaysia

9 Al Rajhi India & China Equity Fund Al Rajhi Bank 1.97 Saudi Arabia

10 Jadwa Africa Equity Freestyle Fund Jadwa Investment 1.86 Saudi Arabia

* Eurekahedge Emerging Markets Islamic Fund Index -0.58

Top 10 Monthly returns for Developed Markets funds

FUND FUND MANAGER PERFORMANCE MEASURE FUND DOMICILE

1 ETFS Physical Silver ETFS Metal Securities 14.72 Jersey

2 AmPrecious Metals AmInvestment Management 9.82 Malaysia

3 ETFS Physical PM Basket ETFS Metal Securities 9.29 Jersey

4 ETFS Physical Palladium ETFS Metal Securities 8.89 Jersey

5 ETFS Physical Gold ETFS Metal Securities 7.14 Jersey

6 DWS Noor Precious Metals Securities - 
Class A

DWS Noor Islamic Funds 6.46 Ireland

7 ETFS Physical Platinum ETFS Metal Securities 3.91 Jersey

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

3.71 Guernsey

9 Al-Mubarak Global Equity Arab National Bank 2.82 Saudi Arabia

10 Global Equity - Musharaka Riyad Bank 2.74 Saudi Arabia

* Eurekahedge Developed Markets Islamic Fund Index 0.63
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x 
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* Based on 68.18% of funds which have reported July 2011 returns as at 15th August 2011 

* Based on 61.09% of funds which have reported July-2011 returns as at 15th August 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 Equity Funds by 3 Month Returns

FUND FUND MANAGER 3-Month Return (%) FUND DOMICILE

1 Global GCC Islamic Global Investment House 20.24 Bahrain

2 Al-Beit Al-Mali Qatar National Bank 12.46 Qatar
3 Al Rajhi Petrochemical and Cement Equity Al Rajhi Bank 8.73 Saudi Arabia
4 Kenanga Syariah Growth Kenanga Fund Management 8.11 Malaysia
5 FALCOM Saudi Equity FALCOM Financial Services 7.03 Saudi Arabia

6 BNP Paribas Pesona Amanah BNP Paribas Investment Partners 6.78 Indonesia

7 AlAhli Healthcare Trading Equity The National Commercial Bank 5.89 Saudi Arabia
8 ING Annual Income Climate Structured ING Funds Berhad 5.24 Malaysia
9 Al Aseel Islamic Equity Shamil Bank of Bahrain 5.09 Bahrain

10 Danareksa Indeks Syariah Danareksa Investment Management 4.70 Indonesia
Eurekahedge Islamic Fund Equity Index -2.70

Top 10  Islamic Globally Investing Funds by 3 Month Returns

FUND FUND MANAGER 3-Month Return (%) FUND DOMICILE

1 ETFS Physical Silver ETFS Metal Securities 14.72 Jersey

2 AmPrecious Metals AmInvestment Management 9.82 Malaysia
3 ETFS Physical PM Basket ETFS Metal Securities 9.29 Jersey
4 ETFS Physical Palladium ETFS Metal Securities 8.89 Jersey
5 ETFS Physical Gold ETFS Metal Securities 7.14 Jersey

6 DWS Noor Precious Metals Securities - Class A DWS Noor Islamic Funds 6.46 Ireland

7 ETFS Physical Platinum ETFS Metal Securities 3.91 Jersey
8 Reliance Global Shariah Growth - USD I Reliance Asset Management 

(Malaysia) 
3.71 Guernsey

9 Al-Mubarak Global Equity Arab National Bank 2.82 Saudi Arabia

10 Global Equity Fund - Musharaka Riyad Bank 2.74 Saudi Arabia
Eurekahedge Islamic Fund Equity Index -1.35

* Based on 67.11% of funds which have reported July 2011 returns as at 15th August 2011

* Based on 61.67% of funds which have reported July 2011 returns as at 15th August 2011 
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Cover story

Since the passing of the cooperative 
insurance regulations of 2003, which 
provided the basis for Takaful 
companies to operate in the kingdom, 
the insurance and Takaful industry 
in Saudi Arabia has seen a fl ourish 
of activity in recent years and largely 
resisted the aft er-eff ects of the global 
recession.

This is primarily due to the strong 
domestic funding base off ered by the 
privileged position of Saudi nationals, 
the majority of whom enjoy high 
investment potential compared to the 
rest of the GCC; and a mandatory policy 
of compulsory insurance for registered 
foreign workers.

Prior to 2003, the insurance sector was 
largely unregulated as conventional 
insurance was deemed impermissible 
under Shariah and the only coverage 
off ered was through a monopolized 
state-run cooperative.

This cooperative system has had a 
lasting eff ect in that no specifi c Takaful 
act currently exists and as such, Takaful 
operators are only subject to the 
aforementioned law with no regulatory 
framework.

Takaful is further impeded by a lack 
of guidance from the Saudi Arabian 
Monetary Authority (SAMA) which, 
having off ered strict guidelines on 
product development and Shariah 
compliance, has had limited impact 
on the operational standards and 
procedures of Takaful companies. 
Overseas entities wishing to enter the 
Saudi market must do so through highly 

restrictive partnership agreements, 
which place numerous barriers on their 
activities and product suites.

The future outlook of the Saudi Arabian 
insurance sector is however highly 
optimistic as there is a strong inherent 
growth potential within the market. Ernst 
& Young (E&Y) back up this assertion, 
claiming that Saudi Arabia is the largest 
Takaful market in the GCC, seeing nearly 
US$8.9 billion in contributions over the 
course of 2010, followed by Malaysia 
and the UAE. However, Saudi Arabia is 
expected to grow at a faster rate because 
the premiums paid by the insured are 
considered donations not premiums.

Saudi Arabia’s Takaful market has gone 
from strength to strength due to the 
continued rollout of compulsory medical 
insurance. More than half of the kingdom’s 
population of 29.2 million are deemed to be 
upper middle class, and with around 60% 
of the population below retirement age, 
the encouraging demographics are likely 
to present further growth potential as the 

population ages and looks increasingly 
towards their savings and investment 
status.

Health insurance has emerged as one of 
the fastest growing segments in the Saudi 
Arabian insurance sector. With a 53% 
share of total insurance premiums during 
2010, health insurance has become a key 
growth driver for the overall market, 
while the share of gross health insurance 
is likely to reach around 59% by the end 
of 2014. The general insurance sector, 
meanwhile, is expected to grow at a 
compound annual growth rate (CAGR) 
of around 12% between 2011 and 2014.

The motor insurance segment is also 
reportedly projected to grow at a 
signifi cant CAGR of 30% between 2010 
and 2012. This fast growth rate will 
be achieved on the back of increased 
promotional strategies deployed by 
government in line with the compulsory 
rollout of required motor insurance. 

The future outlook of the Saudi Arabian 
insurance sector is highly optimistic as 
there is strong inherent growth potential 
in all market sectors, with general 
insurance providing particularly strong 
growth fi gures. Factors such as low 
penetration, strong government support, 
and rising awareness levels are likely to 
propagate the number of people opting 
for insurance plans. Takaful insurance, in 
such a scenario, will play a vital role.

Saudi growth potential remains

17th August 2011 
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Double-digit growth
MALAYSIA: Prudential Assurance 
Malaysia has reported a 13% increase 
in new business sales to RM450 million 
(US$150.63 million) in the fi rst half of 
2011 from the same period last year.

Its Takaful business contributed to 17% 
of sales.

Charlie Oropeza, its CEO, said that 
for the fi nancial year ending the 
31st December 2011, the company 
is confi dent of exceeding last year’s 
record performance of RM1.02 billion 
(US$341.42 million).

Takaful on the cards
OMAN: Al Madina Gulf Insurance has 
received approval in principle from 
the Capital Market Authority (CMA) 
to convert to a fully fl edged Takaful 
business and raise additional capital 
through an IPO.

The company is planning to establish 
its own Shariah board to supervise 
matt ers regarding its Takaful business. 
Its insurance operations will follow the 
Wakalah model while its investment 
operations will use the Mudarabah 
model.

It expects to fi le its IPO plans with the 
CMA soon.

Performance falters
QATAR: Alkhaleej Takaful Group has 
reported an 11% drop in its net profi t for 
the fi rst half of 2011 to QAR57.02 million 
(US$15.7 million) despite strong gains 
from the sale of its property investments.

The decrease in net profi t was largely 
att ributed to the sharp fall in net realized 
gains from its investment portfolio.

Under the shareholders’ account, 
total investment and other income 
fell 4% to QAR78.25 million (US$21.5 
million), while total expenses rose 2% to 
QAR17.43 million (US$4.8 million).

Income from deposits fell 21% to 
QAR360,000 (US$99,000), while dividend 
income slipped 2% to QAR23.26 million 
(US$6.39 million) and net realized 
gains on the sale of ‘available-for-sale’ 
investments slid 91% to QAR2.6 million 
(US$713,913). 

However, Wakalah income grew 4% 
to QAR25.92 million (US$7.12 million), 
Mudarib income more than quadrupled 
to QAR260,000 (US$71,391) while rental 
earnings rose 13% to QAR3.44 million 
(US$945,000) and other income grew 
more than seven-fold to QAR1.1 million 
(US$302,040). The group also posted a fresh 
gain of QAR21.32 million (US$5.86 million) 
on the sale of investment properties.

Total assets were valued at QAR872.58 
million (US$240 million) for the period, 
comprising policyholders’ assets worth 
QAR248.56 million (US$68 million) 
and shareholders’ assets of QAR624.02 
million (US$171 million).

Total shareholders’ equity stood at 
QAR552.49 million (US$152 million) on a 
capital base of QAR142.3 million (US$39 
million) and earnings-per-share were 
QAR4.01 (US$1.10) as at the 30th June 
2011.

Calls for consistency
GLOBAL: Standard & Poor’s (S&P) 
has said that operational issues could 
hinder Takaful growth, urging for a more 
consistent operating model between 
Takaful companies. 

S&P explained that the Shariah compliant 
operational model, while allowing 
for further corporate governance, is 
complex and ineffi  cient compared with 
conventional insurance companies.

This is because within the Takaful 
sector there are a variety of 
interpretations of Shariah law, which 
can create inconsistency in the published 
accounting information of Takaful 
companies.

184x100100x100100184x100184x100184

Expanding the Realms of
Islamic Finance

For more information, please visit 
w w w . I F N r o a d s h o w . c o m

The Islamic Finance news Roadshow
2011 will visit the remaining 11 key developing 
Islamic financial markets, with eight return tips 

and three new locations
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With more than 88% of its 238 million 
population made up of Muslims, 
Indonesia is home to the largest Muslim 
population in the world and has a huge 
potential market for Islamic fi nance and 
in turn, Takaful.

Overview of the market 
Based on capital market fi gures and 
data from the ministry of fi nance’s 
supervisory agency, as of May 2011 there 
were three fully fl edged Family Takaful 
operators, 17 Family Takaful windows, 
two fully fl edged General Takaful fi rms, 
18 General Takaful windows and three 
re-Takaful companies in Indonesia.  
The compounded annual growth rate 
(CAGR) of gross contributions for Family 
Takaful from 2005-2010 was 85%, General 
Takaful and re-Takaful 13%, and total 
CAGR of gross contributions was 73%. 
Asset CAGR from 2006-2010 was 49% 
and investment was 54%.

As of December 2010, the market 
share of Family Takaful based on gross 
contribution was 5.85%, General Takaful 
and re-Takaful, 2.09% and total market 
share of Family, General and re-Takaful 
was 4.71%.

The distribution channels for 
Family Takaful comprise of agency, 
bancaTakaful, telemarketing, worksite 
and group models. Agency is the 
dominant distribution channel, 
followed by bancaTakaful.  Most of 
the contributions are collected via 
the Takaful windows of joint venture 
insurance companies which sell unit-
linked products. 

Telemarketing has been utilized over the 
last two years, with simple products such 
as personal accident, health and critical 
illness. Group health and traditional 
products are mostly provided by local 
Takaful operators and the share of these 
contributions still remains low. 

In Indonesia, there are many insurance 
companies that have established 
Takaful windows as the working capital 
requirement is smaller compared to fully 
fl edged fi rms. This allows the insurance 
company to off er both conventional 
insurance and Takaful, while the 
infrastructure to set up Takaful is more 

convenient as it utilizes the conventional 
business’s existing infrastructure. 

Based on the National Shariah Board – 
Council of Indonesia Ulama (DSN-MUI), 
there are four fatwas regarding Shariah 
models: 

• Tabarru
• Wakalah bil Ujrah
• Mudarabah 
• Mudarabah Musytarakah

All of the unit-linked products use 
Tabarru and Wakalah bil Ujrah, while 
some traditional products utilize the 
Mudarabah model. The fatwa on 
the Shariah models also states the 
distribution of underwriting surplus.  
The other fatwas are related to the 
general guidelines of Shariah insurance 
and the refund of Tabarru funds to 
participants. 

Regulatory framework
The existing Takaful Regulations issued 
by the ministry of fi nance are as follows:

1. Government Regulation No. 39/2009 
regarding the increase of working 
capital for Takaful companies and 
windows. 

2. Regulation of the Ministry of 
Finance No. 18/PMK.11/2010 on the 
application of the basic principles 
of implementing insurance and 
reinsurance under Shariah, 
eff ective the 25th January 2010. This 
regulation covers matt ers such as 
the defi nition of insurance based 
on Shariah principles; Aqd/contract 
Tabarru and Tĳ arah (Wakalah bil 
Ujrah, Mudarabah and Mudarabah 
Musytarakah), underwriting surplus; 
Qard; and the segregation of assets 
and liabilities between participant 
funds, operator funds and investment 
funds for companies which sell unit-
linked products.  

3. Regulation of the Ministry of Finance 
No. 11/PMK.10/2011 on the solvency 
of insurance and reinsurance 
companies with Shariah principles, 
eff ective the 12th January 2011.

This regulation covers: 

3.1) The solvency requirements for 
Shariah units, which consist of:

a) Solvency requirements for 
Tabarru funds;

b) Solvency requirements for 
company’s general funds.

3.2) The minimum solvency ratio for 
Tabarru is 30% of the minimum 
capital requirement to anticipate 
the deviation that could arise due to 
assets and liabilities management.  
This solvency requirement will be 
phased over a three-year period as 
follows:

a) First quarter 2011: Minimum 
Tabarru solvency = 5%

b) Fourth quarter 2012: Minimum 
Tabarru solvency = 15%

c) Fourth quarter 2014: Minimum 
Tabarru solvency = 30%

3.3) A Takaful company must provide 
the available assets to fund Qard 
between the Shariah Company 
General Fund, with the minimum 

Takaful in Indonesia
SRIKANDI UTAMI analyzes the challenges, legal framework and development of the Takaful industry in Indonesia.
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there are 

many insurance 
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requirement is 
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to fully fledged 
insurance 
firms 
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requirement comprising 70% of the 
minimum capital requirement to 
anticipate any deviation that could 
arise due to assets and liabilities 
management and operational risk.

3.4)  The available assets to fund Qard as 
mentioned above will also be phased 
over a three-year period as follows:

a) First quarter 2011: 25% A+B

b) Fourth quarter 2012: 45% A+B

c) Fourth quarter 2014: 70% A+B

Where:
A = Available assets to anticipate the 

deviation that could arise due to 
assets and liabilities management.

B = Available assets to anticipate 
operational risk. 

3.5) Statutory deposit minimum 
comprising 20% of the minimum 
Shariah capital requirement.

3.6) Solvency of participant investment 
fund.

3.7) If solvency of Tabarru and/or 
solvency of assets to fund Qard do 
not meet the minimum requirement, 
the company must undertake a 
fi nancial restructuring plan. Solvency 
ruling sanctions are: 

(a) A fi nancial strengthening plan 
should be made upon failure to 
meet any solvency requirement. 
The plan shall include increase 
of contribution rates and capital 
injection; 

(b) If Tabarru solvency is not met, 
but there are enough Qard assets 
to cover the shortfall, then all 
underwriting surplus should be 
retained; 

(c) Tabarru solvency is not met and 
there are not enough Qard assets 
to cover the shortfall, then all 
underwriting surplus should be 
retained, marketing should be 
stopped and capital injection is 
required.

 Based on this regulation, Qard must 
be included in the Takaful operators’ 
liabilities with the eff ect that Qard 
cannot be used to meet the minimum 
solvency margin ratio. The operator 
cannot inject capital into the Tabarru 

fund to meet the minimum solvency 
ratio.

4. Regulation No. per/06/BL/2011 on 
the shape and composition of reports 
and announcement of insurance and 
reinsurance business with Shariah 
principles became eff ective on the 
29th April 2011. This regulation 
covers the subject matt er, format and 
composition of reports for Family 
Takaful. It covers the calculation of 
the solvency level of the Tabarru 
fund, the operators’ funds and the 
investment funds of the participants, 
for annual and quarterly reports and 
the reporting for General Takaful 
and re-Takaful, including statutory 
deposits. 

5. Regulation No. Per/07/BL/2011 covers 
the guidelines for the calculation of the 
fund amount needed to anticipate loss 
risks in managing the Tabarru fund 
and the calculation of the fund amount 
to be provided by the company in 
anticipation of loss risks that may 
arise in managing and operating an 
insurance and reinsurance company 
with Shariah principles. 

 It became eff ective on the 26th April 
2011. This regulation covers the fund 
amount needed to anticipate any 
low risk that may arise caused by a 
deviation in managing assets and 
liability in the Tabarru fund and the 
fund amount that has to be provided 
by the company in order to anticipate 
low risk, which may arise as a cause 
of the production process, lack of 
human resources, and/or performance 
shortfall. 

6. Regulation No. Per/08/BL/2011 on the 
forms and procedures of submitt ing 
supervisory reports made by the 
Shariah supervisory board of an 
insurance company and reinsurance 
company that operates all or some 
of its business according to Shariah 
principles became eff ective on the 18th 
July 2011. This regulation stipulates 
necessary guidelines and forms 
required for the preparation of Shariah 
supervisory board reports of Takaful 
operators and Takaful windows of 
conventional insurers. 

 The Shariah supervisory board is 
required to provide an annual report 
on how it monitors the company’s 

business and submit a hardcopy 
and soft  copy of the report to the 
Insurance Market Supervision 
Bureau at the ministry of fi nance.

Other rules are as follows:

1. Shariah licensing: An agent who 
wants to sell Takaful products, has 
to get a Shariah license, issued by 
the Association of Shariah Insurance 
Indonesia and Association of Life 
Insurance Indonesia.

2. National Shariah Board – The Ulama 
Council of Indonesia is implementing 
a certifi cation for Shariah supervisory 
board members who will be 
appointed in an Islamic fi nancial 
institution.

3. Financial Accounting Standard 
108 (applicable in Indonesia) for 
insurance and reinsurance companies 
with Shariah principles became 
eff ective in 2009.

Draft  regulations are that are being 
prepared include:

1. Family Takaful and General Takaful 
standards policy. A current draft  
of this policy is being discussed 
between the capital market and 
supervisory agency of the ministry 
of fi nance, the Association of Shariah 
Insurance Indonesia, and the 
National Shariah Board. This policy 
will see a standardization of the 
terminology used in policies off ered 
by Family and General Takaful 
providers. These operators will also 
need to implement a standardized 
policy of underwriting and surplus 
distribution in their policies and also 
regarding their Shariah models, as 
well as the manner in which they will 
off er the refund of Tabarru and Qard.

2. A draft  proposal of good corporate 
governance for insurance companies 
states that the members of the 
Shariah supervisory board shall act 
independently and the number of 
members on a Shariah supervisory 
board in an Islamic fi nancial 
institution comprise of at least two 
persons.

3. A draft   regulation is also being 
prepared to allow the conversion of a 

Continued
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Shariah unit of a conventional insurer 
into a fully fl edged Takaful operator.

Developing Takaful in 
Indonesia
Although Indonesia has huge potential 
in the Takaful business, the number of 
participants and contributions are still 
low. Some factors are lack of awareness 
of the benefi ts that insurance can off er, 
lack of awareness of long-term fi nancial 
planning and lower income levels.

Takaful windows
In Indonesia, Takaful windows are 
used mainly due to the relatively 
small working capital required to 
off er additional Takaful products 
and the benefi ts in using the existing 
infrastructure to support conventional 
and Takaful operations.  In this way 
conventional insurance companies can 
market both conventional and Takaful 
products under one roof as long as the 
overseeing agent has the necessary 
training for off ering both conventional 
insurance and Takaful.  The limitations of 
Takaful windows are that the windows 
have less incentive to develop their 
Takaful business because there is a 
potential confl ict in priorities for both 
conventional insurance and Takaful. This 
means that less capital might be provided 
for future growth and promotion of 
Takaful products.

Distribution channels and 
products
Family Takaful is sold through various 
distribution channels. The fi rst is the 
agency model, which can provide unit-
linked products with fund investments 
such as money market, bond, balanced 
funds and equity funds. The second 
channel is through the bancaTakaful 
model. This off ers mostly traditional 
Takaful products, bundled with bank 
savings such as an education plans or 
hajj/pilgrimage plans with automatic 
payment through direct debit. 

Another product that is very common in 
the bancaTakaful model is credit life; a 
life insurance policy designed to pay off  
a borrower’s debt if that borrower dies. 
Selling credit life can be done through 
a broker who can coordinate various 
Takaful operators in providing products 
and managing claims or through direct 
sales to branch offi  ces in the banks. The 

benefi ts of credit life can be found in the 
decreasing terms of insurance but may 
also add credit in arrears over a certain 
period. Unit-linked products are sold 
using the branch system.

Another potential Shariah compliant 
distribution model is the use of 
telemarketing to maximize the database 
of bankable customers. 

However this has yet to be taken up 
by a Takaful operator and there is an 
opportunity here to off er personal 
accident and critical illness products. 
For many insurance companies to have 
a Takaful window, it may be easier to 
adopt this approach. They already have a 
conventional telemarketing infrastructure 
in place.

Finally, the worksite model is an 
interesting distribution channel that 
captures employees or members of 
organizations using group billing. 

Marketing to Islamic 
organizations
In Indonesia, Nadhatul Ulama and 
Muhammadiyah are the two biggest 
Islamic institutions, representing 
more than 60 million people. If these 
institutions accepted the Takaful concept, 
a large-scale Takaful marketing approach 
could be passed through both of these 
organizations, especially through 
leadership by example from leading 
members. 

Another approach could be through 
Islamic boarding schools that are not 
members of either Nadhatul Ulama or 
Muhammadiyah. These boarding schools 
represent another signifi cant portion of 
the population. Of course the challenge 
is that Islamic organizations generally 
consist of the middle and lower classes so 
the Takaful operators would be required 
to provide suitable product benefi ts with 
aff ordable contributions.

Takaful agent licensing
July 2011 saw the signing of a 
cooperation agreement between the 
Association of Life Insurance Indonesia 
and the Association of Shariah Insurance 
Indonesia to manage licenses for agents 
selling Takaful. The new certifi cation 
provisions mean that an agent selling 
Takaful products must have two 
certifi cates indicating that he is trained 

in off ering either unit-linked and/or 
more traditional products. This Takaful 
certifi cation will be eff ective as of early 
2012.

Role of the Shariah 
supervisory board
Each Islamic institution should have 
a Shariah supervisory board which is 
recommended by the National Shariah 
Board. Currently each member of the 
Shariah supervisory board must have a 
certifi cation of their business practice and 
how they are applicable to the Takaful 
industry. 

Key challenges 
• Lack of awareness of Takaful due to 

limited promotional activities. 

• Lack of simple products off ering 
and aff ordable contributions that 
can be targeted to the middle and 
lower-middle class market to increase 
market share.

• Lack of government promotions and 
regulations encouraging Takaful 
windows to convert into fully fl edged 
Takaful providers in order to increase 
Takaful overall market share and 
contributions. 

Key opportunities
• BancaTakaful has a potential market 

in line with the growth of Islamic 
banking.

• Many cooperations and SMEs need 
micro-Takaful.

Key concerns
• There are many people who do not 

understand the unique proposition 
off ered by Takaful. 

• Existing agents in Takaful windows 
need the necessary training to instill 
confi dence when selling Takaful 
products. Takaful windows should 
recruit agents who focus solely on 
selling Takaful products, in addition 
to using their existing agents to 
sell both conventional and Takaful 
products.

Srikandi Utami is the vice president and head 
of Shariah at Sun Life Financial Indonesia. 
She can be contacted the Srikandi.Utami@
sunlife.com.

Continued
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A Singapore can play a signifi cant 
role as an international center for 

Islamic fi nance, but to date progress has 
been slow. The republic was particularly 
badly aff ected by the global fi nancial 
crisis, and although the local economy 
has recovered strongly, international 
fi nancial ambitions have diminished. 
Sukuk issuance has been a 
disappointment despite legislation to 
encourage such activity.

The abolition of double stamp duty has 
helped retail Islamic fi nance, but with its 
small  Muslim population the potential is 
limited. 

Two local banks, OCBC and DBS, both 
off er Islamic fi nancial products for the 
retail market, as does the Singapore 
operation of Malaysia’s Maybank. 
Business is stable with modest growth. 

DBS established Islamic Bank of Asia 
to serve as an investment bank, but 
uncertain fi nancial conditions have 
impeded its development. 

Competition from Malaysia has been 
less of a challenge as the two markets 
are segmented. Playing an off shore role 
for Malaysian business is problematic, 
but there is potential for Singapore to 
play such a role vis-à-vis Brunei and 
Indonesia.

PROFESSOR RODNEY WILSON 
Director of postgraduate studies, Durham 
University

A Asia remains the key engine for 
global trade as well as the 

locomotive for economic growth. 

With solid fi nancial infrastructures which 
are accommodating to Islamic fi nance, 
excellent and longstanding relations 
with the GCC, ability to leverage on the 
existing market infrastructure as well as 
a rich pool of structuring experts who 
understand Asia well, Singapore has a 

positive outlook for the development of 
Islamic fi nance.    

MOHD KAMAL MOKHTAR
Consultant and Shariah advisor, SHAPE 
Financial Corporation

A The phrasing of the captioned topic 
suggests that competition should 

be viewed as a ‘zero sum game’.  The 
leadership of Malaysia in the change and 
development of global Islamic fi nance is 
to be held in awe by all aspiring market 
developers; notwithstanding some 
disquiet as to the gulf in respect of 
interpretation and application of the 
Shariah that has set Malaysia apart.

The raison d’etre driving the Islamic 
fi nance agenda of Singapore diff ers from 
that of Malaysia. Singapore sees Islamic 
fi nance as a necessary addendum that 
can complete Singapore’s repertoire of 
off erings as an international fi nancial 
center.  Viewed in this perspective, there 
can be startling similarities between 
Singapore and London in their respective 
Islamic fi nance agendas. 

Thanks to the rapidly changing global 
geo-political balance, wealth hoarders see 
Singapore as a necessary forum where 
wealth can be managed dexterously 
within a tried, tested and controlled 
environment. Aggregate assets under 
management in Singapore stand at 
a whopping SG$1.4 trillion (US$1.19 
trillion). 

At the last count, there are in excess of 
40 private banks in Singapore whose 
servitude is to effi  ciently and eff ectively 
intermediate between wealth hoarders 
and those in need of fi nancial capital 
such that the desired risk-return profi le 
for all the pertinent stakeholders can be 
achieved.   

Singapore’s competitive and comparative 
advantage as a premier private banking 
and wealth management center par 
excellence, enables Singapore to 

complement and supplement larger 
Islamic fi nance markets such as Malaysia, 
Indonesia and even the GCC countries. 

Singapore will augment the wealth that 
has been built, within the set risk-return 
profi les, through dexterous management; 
while Malaysia and even Indonesia, 
with their respective bountiful natural 
resources and vast human capital, will 
create and build wealth. 

You need two hands to clap and 
Singapore is that second hand for 
Malaysia. 

JOHN HC YIP
Senior vice president of capital markets, The 
Islamic Bank of Asia

A For the past few years, Singapore 
has voiced its desire to become the 

largest Islamic fi nance hub in the region. 
To date, however, the actual 
implementation of this appears to have 
stayed behind for a variety of reasons. As 
a result of its role as a major fi nancial 
center in the global fi nancial 
infrastructure, it can be expected that 
once Singapore is ready to step up the 
development of Islamic fi nance, it will be 
regarded as a viable alternative to other 
countries in the region. Although 
Singapore will be a strong contender to 
eventually become the main hub, it 
remains to be seen when this will 
materialize. With its signifi cant 
experience in Islamic fi nance, Malaysia is 
likely to continue to be the driving force 
in Asia for some time to come.

DR NATALIE SCHOON
Head of product research, Bank of London 
and The Middle East

A Singapore has gained a bett er place 
recently as an att ractive jurisdiction 

for Islamic fi nance transactions. The 
government’s continuous support for the 
expansion of Islamic fi nance activities in 

Q What is the outlook for the 
development of Islamic finance in 

Singapore, and can the industry there compete 
with Malaysia?
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Our short, comprehensive programs will equip you with detailed 
knowledge of Islamic finance and products, allowing you to confidently 
participate in this growing area. 

For more details, please contact us

Tel: +603 2162 7800     Fax: +603 2162 7810
info@miftraining.com     www.miftraining.com

Next Forum Question:

What are the existing risk management issues unique to Islamic fi nance and how 
can the industry manage them?

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 the 26th August 2011.

Singapore is well-evidenced as they are 
very active in Sukuk, investment funds, 
as well as the Takaful industry. The new 
income tax regulations for Islamic fi nance 
products will make this small 
international fi nancial center more 
att ractive.

Malaysia, which has already a long 
history and experience in all Islamic 
fi nance market segments, is considered 
as a reference and an example for 
Singapore, beside other jurisdictions, in 
this fi eld. I believe that both countries are 
in a status of cooperation and not a status 
of competition.

I am sure that Singapore will benefi t a 
lot from the long experience of Malaysia 
in its Islamic fi nance strategy for the 
future. At the same time, Malaysia will 
help its small neighbor through its vast 
knowledge and experience, to make 
Southeast Asia an att ractive region for 
the an industry.

SUFIAN BATAINEH
Managing director, Dananeer Sàrl and 
counsel at Theisen Law

A The Islamic fi nance industry in 
Singapore is still very young, yet 

there have been encouraging 
developments especially in Islamic 
wholesale banking, Islamic asset 
management, and Islamic capital 
markets. Key milestones in Singapore 
during the past several years have 
included establishment of The Islamic 
Bank of Asia in 2007; the City 
Developments corporate Sukuk in 2008; 
the Monetary Authority of Singapore’s 
innovative reverse-enquiry sovereign-
rated Sukuk in 2009, as well as the 
hosting of the IFSB Annual Summit in 
Singapore later that year. 

In the past year alone, close collaboration 
with the Middle East has resulted in the 
world’s largest Islamic REIT (Sabana) 
being listed on the Singapore Exchange, 
the issuance of the Khazanah Nasional 
SG$1.5 billion Sukuk, and the initial 
closing of the world’s fi rst Shariah 
compliant data center fund by Keppel 
DCIM and AEPim, a subsidiary of Al 
Rajhi Holding Group. 

Last year also saw Singapore launch 
the inaugural World Islamic Banking 
Conference Asia Summit (hosted by 
MAS), held again this year in Singapore, 
as well as launch the new Singapore 
Management University International 

Islamic Law & Finance Center (SMU is 
also commencing a new postgraduate 
Masters in Islamic Law & Finance in 
early 2012). 

Moving forward, Singapore has recently 
announced new income tax regulations 
for Islamic fi nance, focusing in particular 
on diminishing Musharakah, Istisnah 
project fi nancing, and Wakalah and 
Murabahah-based interbank placements. 
As to competing with Malaysia, while 
Singapore serves as an international 
fi nancial and business hub with over 700 
fi nancial institutions, certainly Kuala 
Lumpur is recognized as the Islamic 
fi nance hub of Southeast Asia. 

And while competition between players 
is good for market development, within 
ASEAN, it is important that institutions 
work together to build bridges across 
borders, by growing expertise, enhancing 
connectivity, raising awareness, and 
developing necessary fi nancial and legal 
infrastructure.

PROFESSOR ANDREW WHITE
Director, International Islamic Law & 
Finance Center, Singapore Management 
University
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MEET THE HEAD

Moneer Hasan Saif,
head of Islamic 
banking,
CAC Bank 
Moneer was appointed as the head 
of Islamic banking at Cooperative & 
Agricultural Credit Bank (CAC Bank) 
in January 2011. He introduced the 
investment policies for the treasury 
and investment departments and 
implemented a training program 
including workshops for staff  to 
qualify as foreign exchange dealers 
and equity traders. In his previous 
role at Tadhamon International 
Islamic Bank, Moneer managed a 
fund portfolio through investment 
decisions based on research, and 
decisions on individual holdings. 

Could you provide a brief 
journey of how you arrived 
where you are today? 
My professional career falls into three 
parts: 
• Banker: Banking executive manager, 

investment advisor, treasurer and 
portfolio manager; 

• Academic lecturer; 
• Press writer and analyst.

Aft er graduating with a BA in English 
Literature, I was appointed as a regional 
representative of a British organization. 
This job gave me the experience to lead 
an organization.

Later, I joined Tadhamon International 
Islamic Bank and was lucky enough to 
work with the bank’s chairman, Abdul-
Gabbar Hayel Saeed. In Tadhamon, I 
had a variety of diff erent jobs and was 
involved in important training programs, 
receiving certifi cations especially in the 
fi nancial market and treasury fi eld. 
I was appointed as the head of the 
dealing room in 2002. I also had the 
opportunity to work with the United 
Nations Development Program as an 
expert in institutional coordination 
advisory projects for the Ministry of 
Planning and International Cooperation 
for seven months. I then returned to 
Tadhamon. 

Aft er that, I was off ered a position with 
CAC Bank. I took this new challenge as 

the bank decided to establish its new 
Islamic banking sector. Initially, I worked 
as a chairman advisor for investment. I 
also set up the new treasury, brokerage, 
and foreign investment departments for 
both the Islamic and traditional sectors. 

Subsequently I was appointed as the 
executive director for Islamic banking. I 
am currently the head of Islamic banking 
in CAC Bank as well as starting my own 
project, which is a fi rm for investment 
and consulting services. It is in the fi nal 
stage of being inaugurated.

What does your role involve? 
Advisory: Sett ing up the treasury 
department, foreign investment and 
fi nancial institutions as well as the CAC 
brokerage unit, and implementing 
their workfl ows and work procedures. 
In addition, I implemented a training 
program on Islamic fi nance including 
workshops on Sukuk. 

Management: I am responsible for 
managing and establishing the Islamic 
banking division and training the staff  
on Islamic investment and banking 
operations. I also prepared the investment 
policy and a manual for Islamic 
investment methods and products. 

What is your greatest 
achievement to date? 
It is great to establish and inaugurate 
a new Islamic branch in a traditional 
bank. I am also one of the founders of 
the Yemen Expert Group, a think-tank 
institute to provide youths and the future 

state with think-tank strategies and 
studies. I am also about to publish two 
books: ‘Foreign Exchange and Money 
Markets’ and ‘Professional Guide in 
Islamic investment Products’.

Which of your products/
services deliver the best 
results?
The products are Ijarah (leasing) and 
Istisnah as most customers need these to 
fi nance their projects. 

What are the strengths of your 
business?
It is a government institution. Therefore, 
many customers would like to get 
fi nanced by it as other banks in Yemen 
are family-oriented banks. 

What are the factors 
contributing to the success of 
your company? 
We try to adopt all Islamic fi nancing 
methods and have established a special 
unit for Sukuk. We are more fl exible 
than others in our ability to fi nance 
individuals, as many government 
institutions transfer all government staff  
remunerations to our bank which off ers 
us abundant liquidity.

What are the obstacles faced 
in running your business 
today?
We are suff ering now from the biggest 
crisis we have ever experienced. This 
crisis aff ects all aspects of our life.

Where do you see the Islamic 
fi nance industry in the next 
fi ve years?
During the last fi ve years, the Islamic 
banking industry has shown tremendous 
growth and has increased six-fold which 
clearly sends a message that Islamic 
banking is on the right growth path.

Name one thing you would 
like to see change in the 
world of Islamic fi nance.
We need to create a proper 
standardization of Islamic products and 
instruments. I also hope that all Islamic 
banks adopt all Islamic products to create 
real competition among other traditional 
banks. We have to set up more Islamic 
institutes for the capacity building of 
Islamic banking human resources.
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The 3rd August 2011 saw the listing 
of the Gulf Investment Corporation 
(GIC)’s RM750 million (US$252.2 
million) Sukuk Wakalah bi Istithmar. 

The deal is the fourth issuance from GIC 
in Malaysia since 2008 and the second 
issuance to originate from GIC’s 20-year 
RM3.5 billion (US$1.17 billion) Sukuk 
medium-term notes program initiated on 
the 19th January 2011. GIC’s fi rst issuance 
under the program was for another fi ve-
year tranche of RM600 million issued on 
the 1st March 2011.

According to Hisham Al-Razzuqi, 
CEO of GIC: “Islamic fi nancing has 
been growing steadily in the GCC 
and Malaysia as well as globally, 
and has gained momentum aft er the 
global fi nancial crisis of 2008. As the 
key investment corporation for the 
development of the GCC region, we 
at GIC have to continuously explore 
alternative fi nancing structures that 
provide fl exibility and consistency with 
our business model and strategic and 
operational plans.”

In addition, Hisham states that: 
“Conventional investors have become 
signifi cantly more interested in buying 
Sukuk as the quality of issuers has 
improved, driving global sales of Sukuk 
in 2011 to reach US$16.8 billion - almost 
double the size we witnessed for the 
same period of last year, pushing down 
the yields to very competitive levels.”

As such, the Sukuk structure proved 
to be competitive when contrasted 
against top alternatives in the market. 
According to Hisham, GIC “noticed a 
surge in demand for Sukuk, especially by 
Islamic investors who want to diversify 
away from their traditional investment 
channels of real estate and private 
equity.”
  
Before sett ling on this mode of fi nancing, 
Hisham explained that GIC “thoroughly 
examined alternative structures, 
including inter-alia, traditional and other 
non-traditional structures”. In the fi nal 
analysis, “we came to the conclusion 
that this structure and fi ve-year tenor 
issuance provides us with the requisite 
fl exibility that our modus operandi 

requires and satisfi es the funding 
needs that our robust growth trajectory 
implies.”

This funding method also provides a 
competitively-based source for GIC’s 
general funding working capital 
requirements, operating on an ‘as the 
need arises’ basis. 

The Sukuk was carefully designed and 
issued to appeal to both Malaysian 
and Middle Eastern investors. Hisham 
added that: “This Sukuk was quite 
congruent with our temporal fi nancing 
requirements in order to meet our 
resilient growth track, actually and 
prospectively.” 

Furthermore, the Sukuk issuance enables 
GIC to tap the Malaysian capital markets 
for medium to long-term funding and 
improve its asset-liability management, 
thereby mitigating liquidity and interest 
rate risks.

Hisham further commented that: 
“During the current environment of 
tremendous uncertainty overshadowing 
the markets and the att endant risk-
premiums they invite, GIC successfully 
demonstrated to a wide range of 
investors and market participants the 
resilience and prudence of our business 
model in terms of the sustainability 
and positivity of our growth outlook 
along with the adequacy of our capital 
structure and risk model parameters.” 

The investors were all local, Malaysian 
entities; att racting fund managers 
(46.67%), insurance companies (2.67%), 
fi nancial institutions (13.33%) and 
government agencies (37.33%).

“Despite the recent uncertainties in 
the global markets, the issuing pricing 
process was competitive and managed to 
come in more favorably than the issuance 
in March, meeting GIC’s current target 
pricing levels,” added Hisham.

This second issuance from the GIC 
carried a semi-annual profi t payment 
of 4.90% per annum: narrower that the 
5.25% yield it att ained from its RM600 
million tranche in March.

Gulf Investment Corporation’s RM750 million 
Sukuk Wakalah bi Istithmar

Gulf Investment Corporation’s 
five-year Sukuk Wakalah Bi 

Istithmar

RM750 Million

3rd August 2011

 

Issuer & 
Obligor

Gulf Investment 
Corporation (GIC)

Purpose of 
issuance

The proceeds will be 
utilized for the purpose 
of entering in Murabahah 
fi nancing arrangements 
and/or fi nancing the 
ventures.

Trustee Deutsche Trustees 
Malaysia

Tenor 5 Years

Return 4.9%

Currency Ringgit Malaysia

Maturity date 3rd  August 2016

Lead manager(s) AmInvestment Bank

Principal 
advisor(s)

The Royal Bank of 
Scotland

Bookrunner(s) AmInvestment Bank

Governing law Laws of Malaysia

Legal advisor(s) 
/ counsel

Zul Rafi que and Partners 
for the lead manager;
ASAR – Al Ruwayeh & 
Partners, Kuwait for GIC

Listing The Sukuk may, upon 
issuance, be listed 
under an exempt regime 
on Bursa Malaysia 
Securities, but will not be 
quoted for trading. 

Underlying 
assets

Shariah compliant 
ventures in GIC’s global 
markets business or 
principal investments, 
which focus on making 
strategic equity 
investments in Gulf 
Corporation Council 
(GCC).

Rating ‘AAA’ by RAM Ratings 
Services

Structure Wakalah bi Istithmar 
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ISSUER SIZE DATE 
ANNOUNCED

Nakheel AED4.8 billion 10th August 2011

Chemical Company of Malaysia RM120 million 5th August 2011

Hub Power Company PKR2 billion 2nd August 2011

KNM Group   RM1.5 billion 28th July 2011

Petronas Gas RM1.2 billion 25th July 2011

Government of Abu Dhabi TBA 21st July 2011

Gulf International Bank, Bahrain US$1 billion 21st July 2011

ACWA Power International US$300 million 9th July 2011

Al Hilal Bank TBA 7th July 2011

Egypt TBA 2nd July 2011

Tenaga Nasional RM5 billion 3rd July 2011

Islamic Bank of Thailand US$150 million 29th June 2011

Islamic Bank of Thailand THB5 billion 29th June 2011

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

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

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, Islami 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
partner, Brandt Chan & Partners in association with SNR 
Denton
INDIA: Keyur Shah
partner, KPMG
INDONESIA: Rizqullah
president director, BNI Syariah
IRAN: Majid Pireh
Islamic fi nance expert, SEO
IRAQ: Hadeel Hassan
senior associate, Al Tamimi & Co
IRELAND: Ken Owens
Shariah funds assurance partner, PwC Ireland
JAPAN: Serdar A. Basara
president, Japan Islamic Finance
KAZAKHSTAN: Timur Alim
area manager, Al Hilal Bank
KOREA: Yong-Jae Chang
partner, Lee & Ko
KUWAIT: Alex Saleh
partner, Al Tamimi & Company
LEBANON: Mohamad Bakkar
managing partner, Bakkar Advocates & Legal Consultants
LUXEMBOURG: Marc Theisen
partner, Theisen Law
MALAYSIA: Nik Norishky Thani
head special projects (Islamic), PNB
MAURITIUS: Sameer K Tegally
associate, Conyers Dill & Pearman
NEW ZEALAND: Dr Mustafa Farouk
counsel member for Islamic fi nancial institutions, FIANZ
OMAN: Anthony Watson
senior associate, Al Busaidy Mansoor Jamal & Co
PAKISTAN: Bilal Rasul
director (enforcement), SEC of Pakistan
QATAR: Amjad Hussain
partner & head, banking & Islamic fi nance, Eversheds
RUSSIA: Dr Adalet Djabiev
CEO, Al Shams Capital
SAUDI ARABIA: Nabil Issa
partner, King & Spalding
SINGAPORE: Andrew White
associate professor, Singapore Management University
SRI LANKA: Roshan Madewala
director/CEO, Research Intelligence Unit
SWITZERLAND: Khadra Abdullahi
associate of investment banking, Faisal Private Bank 
UAE: Neil D Miller
global head of Islamic fi nance, KPMG
UK: Natalie Schoon
head of product research, Bank of London & The Middle 
East
YEMEN: Moneer Saif
head of Islamic banking, CAC Bank

IFN Correspondents are 
experts in their respective 
fi elds and are selected by 
Islamic Finance news to 
contribute designated 
short country reports

For more 
information 
about becoming an IFN 
Correspondent please contact 
sasikala@redmoneygroup.com
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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 Sukuk

Priced Issuer Nationality Instrument Market US$ (mln) Managers
5th Aug 2011 Kencana Petroleum Malaysia Sukuk Mudarabah Domestic market 

private placement
167 AmInvestment Bank 

26th Jul 2011 Syarikat Prasarana 
Negara 

Malaysia Sukuk Ijarah Domestic market 
public issue

667 CIMB Group, Maybank 
Investment Bank

26th Jul 2011 First Gulf Bank UAE Sukuk Euro market 
public issue

650 Standard Chartered, 
HSBC, Citigroup

21st Jul 2011 Gulf Investment
Corporation

Kuwait Sukuk Domestic market 
public issue

250 AmInvestment Bank

21st Jul 2011 Besraya (M) Malaysia Sukuk Mudarabah Domestic market 
public issue

233 AmInvestment Bank 

6th Jul 2011 Cagamas Malaysia Sukuk Domestic market 
public issue

206 CIMB Group, Maybank 
Investment Bank

28th Jun 2011 Wakala Global Sukuk Malaysia Sukuk Wakalah Euro market 
public issue

2,000 HSBC, CIMB Group, 
Citigroup, Maybank 
Investment Bank

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, AmInvest-
ment Bank

13th Jun 2011 Saudi International 
Petrochemical

Saudi Arabia Sukuk Domestic market 
public issue

480 Deutsche Bank, Riyad 
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, AmInvest-
ment Bank, Maybank 
Investment Bank

18th May 2011 Islamic Development 
Bank

Saudi Arabia 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

Global Sukuk Volume by Month Global Sukuk Volume by Quarter
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Top 30 Issuers of Global Sukuk 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 Wakala Global Sukuk Malaysia Sukuk Wakalah Euro market public 
issue

2,000 1 HSBC, CIMB Group, Citigroup
Maybank Investment Bank

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

1,329 1 CIMB Group, Maybank 
Investment Bank 

4 Senai Desaru Expressway Malaysia Sukuk Domestic market 
public issue

1,275 2 Maybank Investment Bank

5 Islamic Development Bank Saudi Arabia Sukuk Euro market public 
issue

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

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 Murabahah Domestic market 
private placement; 
Domestic market 
public issue

826 14 Standard Chartered, 
AmInvestment Bank, RHB 
Capital, Al-Rajhi Banking & 
Investment, HSBC, CIMB Group

9 Malaysia Airports Capital Malaysia Sukuk Ijarah Domestic market 
public issue

792 2 CIMB Group, Citigroup

10 Qatar Islamic Bank Qatar Sukuk Euro market public 
issue

750 1 HSBC, Credit Suisse, QInvest 

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

750 1 Standard Chartered, HSBC, 
Barclays Capital

12 Syarikat Prasarana Negara Malaysia Sukuk Domestic market 
public issue

667 1 CIMB Group, Maybank 
Investment Bank

13 First Gulf Bank UAE Sukuk Euro market public 
issue

650 1 Standard Chartered, HSBC, 
Citigroup

14 HSBC Bank Middle East UK Sukuk Euro market public 
issue

500 1 HSBC

14 Emaar Sukuk UAE Sukuk Euro market public 
issue

500 1 Standard Chartered, HSBC, RBS

16 Saudi International 
Petrochemical

Saudi Arabia Sukuk Domestic market 
public issue

480 1 Deutsche Bank, Riyad Bank

17 Sharjah Islamic Bank UAE Sukuk Euro market public 
issue

400 1 Standard Chartered, HSBC

18 Government of Ras Al 
Khaimah

UAE Sukuk Euro market public 
issue

393 1 RBS, Citigroup

19 Putrajaya Holdings Malaysia Sukuk Musharakah Domestic market 
public issue

391 2 CIMB Group
AmInvestment Bank Bhd
Maybank Investment Bank Bhd"

20 Aman Sukuk Malaysia Sukuk Musharakah Domestic market 
public issue

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

21 Maybank Islamic Malaysia Sukuk Musharakah Domestic market 
private placement

330 1 Maybank Investment Bank

22 Konsortium Lebuhraya 
Utara-Timur 

Malaysia Sukuk Musharakah Domestic market 
public issue

280 13 CIMB Group

23 Bank Aljazira Saudi Arabia Sukuk Mudarabah Domestic market 
private placement

267 1 JPMorgan, HSBC

24 Ranhill Power Malaysia Sukuk Domestic market 
private placement

266 1 Maybank Investment Bank

25 Gulf Investment 
Corporation

Kuwait Sukuk Domestic market 
public issue

250 1 AmInvestment Bank

26 Padiberas Nasional Malaysia Sukuk Musharakah Domestic market 
public issue

240 2 Standard Chartered, DRB-HICOM 

27 Besraya (M) Malaysia Sukuk Mudarabah Domestic market 
public issue

233 1 AmInvestment Bank 

28 Ranhill Powertron II Malaysia Sukuk Domestic market 
public issue

228 1 Maybank Investment Bank

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

195 1 HSBC, CIMB Group

30 Boustead Holdings Malaysia Sukuk Domestic market 
private placement

193 3 OCBC, Public Bank Bhd
Affi  n Investment Bank 

Total 23,367 105
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Top Managers of Sukuk 12 Months

Manager US$ (mln) Iss %

1 Maybank Investment Bank 5,461 30 23.4

2 CIMB Group 5,299 46 22.7

3 HSBC 3,754 17 16.1

4 AmInvestment Bank 2,046 26 8.8

5 Citigroup 1,514 8 6.5

6 Standard Chartered 1,279 9 5.5

7 RHB Capital 1,046 6 4.5

8 Deutsche Bank 427 2 1.8

9 RBS 416 3 1.8

10 QInvest 250 1 1.1

10 Credit Suisse 250 1 1.1

10 Barclays Capital 250 1 1.1

13 Riyad Bank 240 1 1.0

14 BNP Paribas 188 1 0.8

15 DRB-HICOM 187 3 0.8

16 OCBC 157 5 0.7

17 Affi  n Investment Bank 155 4 0.7

18 JPMorgan 133 1 0.6

19 Lembaga Tabung Haji 131 3 0.6

20 Public Bank 68 4 0.3

21 KFH 50 1 0.2

22 Hong Leong Bank 40 2 0.2

23 Al-Rajhi Banking & Investment 16 1 0.1

24 Mitsubishi UFJ Financial Group 6 2 0.0

25 OSK 3 1 0.0

Total 23,367 105 100.0

Top Islamic Finance Related Project Financing Legal Advisors 
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

Sukuk Volume by Currency US$ (billion)                  12 Months

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

Global Sukuk Volume by Sector                                   12 Months

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

Mandated Lead Arranger US$ (mln) No %

1 Samba Capital 1,120 4 9.8

2 HSBC 1,060 6 9.3

3 Saudi National Commercial Bank 942 3 8.3

3 Banque Saudi Fransi 942 3 8.3

5 Maybank Investment Bank Bhd 824 5 7.2

6 Abu Dhabi Islamic Bank 654 3 5.7

7 Arab National Bank 554 2 4.9

8 AmInvestment Bank 471 3 4.1

9 Citigroup 332 3 2.9

10 Al Hilal Bank 300 2 2.6

11 Standard Chartered Bank 274 4 2.4

12 Al Salam Bank 240 1 2.1

13 RBS 233 1 2.0

14 BNP Paribas 209 4 1.8

15 Arab Banking Corporation 191 4 1.7

16 CIMB Group 180 2 1.6

17 WestLB 170 3 1.5

18 RHB Capital 164 1 1.4

18 Lembaga Tabung Haji 164 1 1.4

20 National Bank of Abu Dhabi 153 2 1.3

21 Deutsche Bank 150 1 1.3

22 OCBC 131 2 1.2

22 DBS 131 2 1.2

24 Riyad Bank 129 1 1.1

24 Bank Al-Jazira 129 1 1.1

26 UOB 116 1 1.0

27 Union National Bank 92 1 0.8

27 First Gulf Bank 92 1 0.8

27 Bank of Baroda 92 1 0.8

27 Al Khalĳ i Commercial Bank 92 1 0.8

Top Islamic Finance Related Loans Mandated Lead Arrangers
12 Months

Bookrunner US$ (mln) No %

1 Samba Capital 3,486 3 30.3

2 Abu Dhabi Islamic Bank 378 2 3.3

3 Citigroup 339 3 3.0

4 HSBC 308 2 2.7

5 Maybank Investment Bank 237 1 2.1

6 RBS 233 1 2.0
7 WestLB 225 3 2.0

8 BNP Paribas 98 2 0.9

9 National Bank of Kuwait 87 1 0.8
10 Credit Suisse 50 1 0.4

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

18th Jul 2011 Pembinaan BLT Malaysia 822

17th May 2011 Emaar Properties UAE 699

29th Oct 2010 Parkway Holdings Singapore 578

23rd May 2011 Natrindo Telepon 
Seluler Indonesia 450

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 4,634 3 40.7
2 UAE 2,727 8 23.9
3 Malaysia 1,673 4 14.7
4 Turkey 881 5 7.7
5 Singapore 655 2 5.8
6 Indonesia 450 1 4.0

7 Bahrain 285 2 2.5
8 Kuwait 87 1 0.8

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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20th September 2011
IFN Roadshow Japan
Tokyo (REDmoney events)

21st – 22nd September 2011
The World Islamic Finance Summit 2011 
Karachi (Publicitas)

19th – 23rd September
Sibos Toronto 2011
Toronto (Swift )

26th – 27th September 2011
The World Islamic Funds Conference 
Bahrain (MegaEvents)

4th – 5th October 2011
2nd Annual Retail Banking Asia Pacifi c
Kuala Lumpur (Fleming Gulf)

10th – 11th October
International Summit on Islamic 
Corporate Finance 
Abu Dhabi (MegaEvents)

17th – 19th October 2011
IFN Asia Forum
Kuala Lumpur (REDmoney events)

18th – 20th October 2011 
3rd Annual World Islamic Retail Banking
Dubai (Fleming Gulf)

20th October
Indonesia Trade & Commodity Finance 
Conference
Jakarta (Exporta)

23rd – 24th October
Annual Conference on Islamic Banking 
and Finance  
Bahrain (AAOIFI)

24th – 27th October
Islamic Investment and Finance Forum 
2011
Istanbul (IIR Middle East)

30th October – 3rd November 2011 
Alternative Investment Strategies Abu 
Dhabi 2011 
Abu Dhabi (Leoron Events JLT)

31st October 2011
IFN Roadshow Egypt
Cairo (REDmoney events)

3rd November 2011
IFN Roadshow Turkey
Istanbul (REDmoney events)

8th November 2011
IFN Roadshow Canada
Toronto (REDmoney events)

9th – 10th November 2011
Credit Risk Asia
Kuala Lumpur (Fleming Gulf)

10th November 2011
IFN Roadshow United States
New York (REDmoney events)

15th November 2011
IFN Roadshow Hong Kong
Hong Kong (REDmoney events)

21st – 23rd November 2011
The World Islamic Banking
Conference Bahrain (MegaEvents)

30th November 2011
IFN Roadshow Brunei
Brunei (REDmoney events)
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