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Following on from Dr Nik Ramlah 
Mahmood, managing director at the 
Securities Commission of Malaysia (SC)’s 
comments at the IFN 2011 Issuers & 
Investors Asia Forum, that the Malaysian 
Islamic capital market will continue to 
evolve and that “the next phase of growth 
will be characterized primarily by greater 
internationalization.” 

This internationalization will be manifested 
in a number of ways. Product and service 
development will increase levels of cross-
border activity in the Islamic capital market 
products including the diversifi cation of 
investors for international Sukuk issuance  
clearly demonstrated through the recent 
fl urry of GCC issuers coming to issue in the 
Malaysian market.

This rise of greater cross-border activity 
has also been aided by the tireless work of 
industry oversight bodies such as the IFSB, 
AAOIFI and leading jurisdictions who 
have strived for a greater harmonization 
of Shariah rulings and interpretation that 
has created a common platform for market 
players to operate across jurisdictions.

This is due to a movement by all parties to 
pursue Shariah-based products over simply 
Shariah compliant products as well as 
increased cross-border collaboration among 
industry players to target investments as 
they leverage on each others strengths and 
competitiveness for mutual benefi t.

Mohamad Safri Shahul Hamid, the deputy 
CEO of CIMB Islamic, said that Malaysia 
has been the center of this market— “They 
have maneuvered themselves into a 
position of deep liquidity and have a lot of 
money. 
We are seeing quality issuances garner 

books seven or eight times their listing 
even with extremely tight pricing. If you 
are looking to tap into the Malaysian debt 
market, Sukuk is the bett er option”.

Malaysian entrants
This has not gone unnoticed in the Middle 
East as the last six to seven months saw 
a small fl urry of issuances from banks, 
despite the political upheavals. 

According to Steven Choy, the president 
and CEO of Cagamas, “we have had quite 
a lot of unrest in the MENA region as well 
as the fi nancial turmoil going around in 
Europe.” As part of a continuing trend, 
2012 will see a fl ight to quality, as credit 
becomes an issue. Interest rates remain low 
and sovereigns and institutions are likely 
to raise money amid the low interest rate 
environment.

The beginning of 2011 was quite a concern, 
with litt le expected to fi ll the pipeline and 
primarily driven by Malaysian issuers.
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Towards the evolution of 
Islamic finance

Editor’s Note

Regardless of the events aff ecting 
the capital markets, Sukuk issuances 
succeeded in charting resurgence 
in 2011, with the amount of Islamic 
bonds sold already breaking records 
even before the year draws to a close. 
While the outlook for this darling of the 
Islamic capital market next year will be 
tied to events in Europe and the global 
economy, it is clear that Sukuk will 
remain as the entrenched instrument...

continued on page 4
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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 
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NEWS
UM Financial and UM 
Capital placed under 
receivership

Indonesia’s fi nance ministry 
fails to sell maiden project-
based Sukuk 

Bond Pricing Agency 
Malaysia and Thomson 
Reuters launch indices for 
Malaysian ringgit Sukuk and 
bonds 

Askari Islamic Banking 
reports increase in fi rst half 
net assets to US$8.05 million

Social Islami Bank and 
NCC Bank ink agreement on 
remitt ance

Jakarta Futures Exchange still 
on track to launch Shariah 
compliant commodity 
contracts

Islamic banks in Saudi Arabia 
report encouraging results in 
third quarter

Bangladesh Islamic banks 
lead corporate social 
responsibility contributions 
in 2010

IFSB issues two new exposure 
draft s for three-month public 
consultation period 

HSBC Amanah Malaysia 
plans to set up 26 new Islamic 
branches by 2013

Mydin Mohamed Holdings 
plans to issue US$111 million 
Sukuk

HSBC Amanah Indonesia 
and SABB unveil Amanah 
Haji Umrah Solution

Indonesia’s  fi nance ministry 
plans to issue US$500 million 
benchmark Sukuk in 2011

RHB Capital and OSK 
Holdings receive nod 
from central bank to start 
discussions for possible 
merger

Khazanah Nasional 
issues fi rst off shore yuan-
denominated Sukuk worth 
US$78.4 million

Al Baraka Bank (Pakistan) 
launches Al Baraka Business 
Plus Account

Guardian Investment House 
teams up with Capital Trust 
Securities to unveil Islamic 
Securities Account

Malaysia has vital ingredients 
to become a center for Islamic 
fi nance, says INCEIF

Participation banks in Turkey 
underperforming due to 
investor apprehension

Etisalat deploys Managed 
ATM solution for Dubai 
Islamic Bank

Islamic mortgage product 
off erings are equal with 
conventional counterparts, 
says CEO of Sakana Holistic
Housing Solutions

Boubyan Bank reports 53% 
increase in net profi ts for the 
nine-month period ended the 
30th September 2011

Bahrain Islamic Bank 
implements IBAN system 

Khaleeji Commercial 
Bank opens fi ft h branch in 
Muharraq, Bahrain

United Arab Bank cuts 
residential mortgage rate to 
3.99% from 5.49%

Dar Al-Arkan Real Estate 
Development Company 
announces periodic coupon 
distribution of US$6.32 
million

Almarai Company plans to 
secure shareholders’ approval 
to issue Sukuk during general 
assembly meeting

Kuwait Finance House 
launches its Jameati Account 
for Higher Education

Tamweel Sukuk announced 
periodic profi t distribution of 
US$2.97 million for its US$300 
million trust certifi cates due 
in 2013

United Arab Bank reports net 
profi t of US$61.3 million for 
the nine-month period ended 
the 30th September 2011

Dubai Islamic Bank launches 
four-year Islamic certifi cate

Arab National Bank converts 
20 local branches into Islamic 
banking branches

Assets of Islamic fi nancial 
institutions in the country 
exceed US$27.5 billion, says 
chairman of Barwa Bank

INVESTOR
HSBC urges defi ned 
contribution pension funds 
to have Shariah compliant 
option

Group of Gulf-based investors 
makes Shariah complaint 
acquisition of three offi  ce 
buildings for US$35.8 million

NCB Capital launches Thimar 
investment program

KSB Capital Group seeks 
investors for its open-ended 
Shariah compliant investment 
fund

Daman Islamic Fund 
outperforms the benchmark 
in September

RHB Investment 
Management declares gross 
income distribution of 0.8 US 
cents per unit for RHB Islamic 
Bond Fund

Etqaan Shariah Capital 
Partners announces fi rst close 
of its Etqaan Shariah Fund

TAKAFUL
Securities and Exchange 
Commission of Pakistan 
plans to fi nalize Takaful 
regulations by January 2012

National Takaful Company 
plans to list shares on Abu 
Dhabi Securities Exchange 
on the 14th November 2011

Methaq Takaful Insurance 
Company launches online 
insurance platform

Takaful International 
Company inks MoU with 
Bahrain Islamic Bank to 
provide Takaful products 

Qatar Islamic Insurance 
Company reports 7% increase 
in net profi t to US$11.3 
million

RATINGS
MARC affi  rms ratings on 
DHTI Capital’s Islamic notes 
at ‘MARC-1ID/AAID’ and 
‘A+ID’ respectively

MOVES
Citigroup names Izzat Dajani 
as the CEO for Citi Qatar

JP Morgan names David 
Koh as new head of treasury 
in China and securities and 
head of treasury services for 
Greater China

Hong Leong Islamic Bank 
appoints Raja Teh Maimunah 
as chief operating offi  cer

TAIB Bank names three new 
non-executive directors

Imam Qazi joins law fi rm 
Foot Anstey as partner and 
head of Islamic fi nance

BNP Paribas Investment 
Partners Malaysia appoints 
Angelia Chin-Sharpe as CEO 

Standard Bank names 
Andrew Broadley as director 
of bancassurance

Al Jazeera Finance names 
Aamer Al Jabri as CEO 

Standard Chartered Bank 
names Rajeev Chalisgaonkar 
as SME banking head in India 
and South Asia

Khurram Jafree steps down 
as head of investment 
advisory of Barclays Wealth 
for MENA region

Eleanor Seet appointed as 
president and executive 
director of Nikko Asset 
Management Asia

Ahmed Butt  joins Simmons 
& Simmons as counsel in its 
Middle East fi nancial markets 
practice 
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Rafe Haneef, the CEO of HSBC Amanah 
Malaysia commented that: “The Middle 
East had two constraints; one was that 
credit spreads were widening as a result 
of the restructuring events of 2009; and 
the other was the result that it was too 
expensive for the Middle Eastern issuers 
to tap into the Sukuk market” as liquidity 
was constrained a shortage was created 
in the market and the credit spreads 
tightened. 

As the situation improved and oil 
prices returned, so did the issuances. 
However these have been constrained by 
a maturity profi le of fi ve or seven years. 
The Malaysian government Sukuk was 
a test of those tenors, releasing a 10-year 
US dollar off ering with the response from 
the Middle East proving to be limited.

As a result of these diffi  culties, there 
have been an increasing amount of Gulf 
issuers utilizing the Malaysian platform 
to raise capital particularly during the 
GCC downturn. 

The year 2010 saw a lot of issuers taking 
advantage of the price arbitrage and 
ringgit liquidity and to issue in Malaysia. 
There are several other Middle East-
based issuers sitt ing in the pipeline as 
well as other Asian companies looking to 
set up ringgit Sukuk programs.

Issuers’ galore
Kuveyt Turk Participation Bank (KTPB), 
which is majority owned by Kuwait 
Finance House, are the latest to jump on 
the Malaysian investor bandwagon by 
launching the roadshow for its proposed 
fi ve-year US$350 million Sukuk Ijarah 
issuance beginning in Kuala Lumpur, 
Malaysia. This clearly reveals a trend 
that issuers from the Middle East, largely 
from the GCC and now Turkey for the 
fi rst time are turning to investors in 
Malaysia and Asia to raise their funding 
requirements. For KTPB this will be its 
second Sukuk issuance subject to market 

conditions and the right 
pricing. Last year the 

bank issued a three-
year US$100 million 
Wakalah Sukuk in the 
GCC market.

At the same time, 
Abu Dhabi National 

Energy Company 
(Taqa) is in the process 
of launching its 
own RM3.5 billion 
(US$1.12 billion) 
Sukuk program 
in Malaysia to 
diversify its funding sources stressing 
that once regulatory approval is obtained 
from the SC, it aims to issue a fi rst 
tranche under the program “quickly 
if and when market conditions are 
optimal”. 

Tamweel, the Dubai-based mortgage 
fi nancier has also announced plans to 
raise at least US$300 million to US$500 
million from a Sukuk sale this quarter-
denominated either in Malaysian ringgit 
or dollars, said Varun Sood, its acting 
CEO.

These two issuances follow on from the 
off ering in August 2011 of the fi ve-year 
RM750 million (US$254 million) Sukuk 
Wakalah bi Istithmar issued by Kuwait-
based Gulf Investment Corporation (GIC) 
under its 20-year RM3.5 billion medium-
term notes program. 

Speaking at the time Hisham Al Razuqqi, 
the CEO of GIC said: “This landmark 
transaction is the fi rst of its kind, meeting 
the Shariah requirements of both 
Malaysia and investors in the GCC.” 

Hisham also anticipates that more issuers 
from the GCC region to follow suit in 
tapping into non-traditional sources such 
as Malaysia and Asia to obtain long-term 
funds.

Open for business
Are the fl oodgates open in Malaysia or 
will credit rating come into play as the 
corporates test the Malaysian waters? 
Mohamad Safri believes that “these are 
questions that still have to be answered” 
and will test the resolve of the Malaysian 
investors. 

However, this will also mean that with 
the entry of foreign issuers brings 
additional risks that investors will have 
to be aware of geopolitical risks and 
Middle Eastern climate.

We are still to see foreign corporate 
issuances; so far the trend has been for 

continued...

CLOSING BELL
Investing into global Sukuk
MALAYSIA: The Employees Provident 
Fund (EPF) has set up a program to invest 
in Malaysia’s global Sukuk, increasing 
its holdings to US$1.75 billion this year 
from US$650 million in October last year, 
according to Wan Kamaruzaman Wan 
Ahmad, its general manager.

He added that the EPF is expected to 
invest up to RM90 billion (US$28.9 
billion) in the country’s government and 
corporate bonds this year.

US$991.5 million financing 
SAUDI ARABIA: Ma’aden Bauxite and 
Alumina Company has signed fi nancing 
agreements with 13 banks to fund the 
second phase of the Saudi Arabian Mining 
Company and Alcoa’s US$10.8 billion inte-
grated smelter and rolling mill complex.

The fi nancings include a combination 
of conventional and Islamic allocations 
totaling US$991.5 million. Alinma Bank, 
Al Rajhi Bank, and Bank AlJazira were 
involved with the Islamic transactions. 

Ma’aden Bauxite and Alumina Company 
is owned 74.9% by Saudi Arabian Mining 
Company and 25.1% by Alcoa.

KING & SPALDING
GLOBAL: King & Spalding has 
appointed four corporate lawyers to its 
offi  ces in the Middle East.

Mazhar Khan joins the fi rm’s Abu Dhabi 
offi  ce as a counsel, Phillip Sacks joins the 
Dubai offi  ce as a senior associate, while 
Sanjarbek Abdukhalilov and Martin 
Foster-Jones joins the Riyadh offi  ce as 
associates.

BANKDHOFAR
OMAN: BankDhofar has appointed 
Anthony Mahoney as its CEO eff ective 
from the 11th October. He was previously 
the deputy CEO of the continental 
Europe management team at HSBC.

MAYBANK SYARIAH 
INDONESIA
INDONESIA: Maybank Syariah 
Indonesia has announced the 
appointment of Ibrahim Hassan as its 
new president director, confi rming a 
report by Islamic Finance news on the 7th 
October 2011 (Volume 8 Issue 40).

Malaysian market att racts foreign issuers    
Continued from page 1
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fi nancial institutions to list. Foreign 
issuers have been a result of the needs of 
the fi nancial system. 

According to Rushdi Siddiqui, global 
head of Islamic fi nance at Thomson 
Reuters, rather than raise money in 
the petroleum heartlands of the Gulf, 
issuers are choosing to raise money 
in Malaysia, “this is a credit to the 
regulators and a credit to the Malaysia 
International Islamic Financial Center 
(MIFC) initiative” that these institutions 
are now looking to Malaysia highlights 
the depth and the breadth of the 
Malaysian Sukuk market, whilst adding 
more participants to the marketplace. 
This confi rms that Malaysia is open for 
business.

Credit issues
So what are the opportunities for the 
GCC players and what is tempting gulf 
issuers to Malaysia? According to Rafe, 
“most issuers come to a foreign market 
for diversifi cation of their investor base 

and pricing advantages”, due to the 
widening credit spreads in the GCC, 
an issuer can achieve a bett er price 
in ringgit and swapping back to the 
dollar than tapping directly into the US 
dollar market. It is also an indicator of a 
company wanting to establish a presence 
within the market itself.

Malaysian regulator effi  ciency has 
proved decisive in this process simply 
due to its effi  ciency and approval 
process, “if you are rated  at least ‘A-’ 
by one of the three rating agencies, you 
will immediately get approval for the 
Malaysian market” said Rafe, making it 
an easy process. Structuring in Malaysia 
is also relatively straightforward with the 
acceptance of commodity-based Sukuk, 
meaning that you do not have to have 
your own asset base.

Ability to swap back to the dollar has 
been key in this regard. However, in 
the last few months the basis swap has 
widened. 

The challenge is now that it is possible to 
tap in ringgit at an att ractive price, but 
they are not able to swap back to dollar 
without incurring substantial losses. 
Without the ability to utilize that funding 
directly within the Malaysia market as it 
will not be meaningful for them to invest 
in ringgit. For this situation to change, 
they need a solution to swap back into 
the US dollar.

That can only be built if Malaysian 
issuers tap in dollars and swap back to 
ringgit, “that has not happened” Rafe 
added that, with the only signifi cant 
Malaysian US dollar Sukuk being the 
government of Malaysia’s US$2 billion 
sovereign. 

No corporates have followed this lead, 
“there is a price advantage in the global 
Sukuk market, issuers for Malaysia 
and Asia should be tapping the global 
Sukuk market to create a swap market, 
facilitating Middle Eastern issuers to 
enter into the local market.  — SW

Editor’s Note

Regardless of the events aff ecting 
the capital markets, Sukuk issuances 
succeeded in charting resurgence 
in 2011, with the amount of Islamic 
bonds sold already breaking records 
even before the year draws to a close. 
While the outlook for this darling of 
the Islamic capital market next year 
will be tied to events in Europe and 
the global economy, it is clear that 
Sukuk will remain as the entrenched 
instrument of choice for government 
and corporate fundraising.

Even as the use and structuring of 
Sukuk evolves in tandem with its 
maturity, there remains a need to 
further understand and explore 
opportunities and challenges related 
to this instrument. This week, we 
look at some of those opportunities 
and challenges, with an article by 
Sutan Emir Hidayat and Muhammad 
Musa Abu Bakar, senior lecturer and 
assistant professor, respectively, at the 
University College of Bahrain on the 

risks associated with Sukuk, while Hoh 
Kiat Ching, partner at legal fi rm Shook 
Lin & Bok discusses the opportunities 
for issuing Sukuk for Malaysia’s project 
fi nancing needs.

Notwithstanding the redeeming 
qualities of Sukuk, it should be noted 
that the issuance of Islamic bonds is 
not all that Islamic fi nance is good 
for. As noted by Any Setianingrum, 
a director at Professional Sharia 
Consulting and an Islamic economist 
for science, business and public fi nance, 
the industry can also play a role in the 
development of small and medium-
sized enterprises (SMEs), highlighting 
the Indonesian experience, where 
the growth of SMEs is crucial in the 
progress of the economy. 

Like Indonesia, Turkey has been 
acknowledged as the world’s next 
emerging market. With a thriving 
Islamic, or participation banking sector, 
the country has grown in signifi cance 
to Islamic fi nance and this week, 
Ali Ceylan and Burak Gencoglu, at 

Baspinar & Partners Law Firm, discuss 
the country’s banking laws and its 
implications for the Islamic fi nancial 
industry.

Our Islamic Investor feature this 
week is contributed by Reliance Asset 
Management, while Lotus Capital 
writes on Takaful in Nigeria for our 
Takaful feature.

Insider looks at the Dubai government’s 
handover of Dubai Bank to Emirates 
NBD, while we also have IFN reports 
on the evolving structure of Sukuk, 
need for cross-border transactions to 
strengthen the Islamic capital market 
and putt ing Malaysia’s debt capital 
market on show.

Our IFN Correspondents write on the 
developments in the Islamic fi nance 
industry in Kazakhstan, New Zealand, 
Pakistan and Qatar, while the emerging 
presence of Qatari fi rms in Luxembourg 
is also discussed as a possible precursor 
to the further growth of the industry in 
the European nation.  

Towards the evolution of Islamic finance

Malaysian market att racts foreign issuers
Continued from page 3
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AMERICAS
Not bankrupt
CANADA: Islamic fi nancial institution 
UM Group has clarifi ed its position on a 
report that it has gone bankrupt.

Omar Kalair, the president and CEO 
of UM Financial told Islamic Finance 
news: “UM Financial and UM Capital 
were closed on the 6th October 2011 as 
both companies had no assets or clients. 
The closure was planned and due to 
technical reasons which was agreed by 
all parties. This is why the receivership 
was uncontested. This process has not in 
any way aff ected the UM brand activities 
and our other companies, which continue 
to operate.”

Last week, Islamic Finance news obtained 
court documents to reveal that UM 
Financial and UM Capital, another unit 
of the UM Group, have been placed in 
receivership following an application 
under section 243 of the Bankruptcy and 
Insolvency Act 1985.

The application was fi led on the 7th 
October by Central 1 Credit Union at the 
Ontario Superior Court of Justice. The 
courts have appointed Grant Thornton as 
receiver and receiver manager of all the 
assets, undertakings and properties of 
UM Financial and UM Capital.

UM Financial’s business involves Islamic 
fi nancing, refi nancing and providing 
lines of credit for residential and 
commercial clients, investment, real 
estate and payment services. Central 
1 Credit Union is the central fi nancial 
facility and trade association for the 
British Columbia and Ontario credit 
union systems, an umbrella organization 
representing member-owned retail 
fi nancial institutions.

ASIA
Mixed response for Sukuk
INDONESIA: The fi nance ministry 
failed to issue its fi rst project-based 
Sukuk, scheduled for issuance on the 11th 
October, it said.

However, the ministry succeeded in 
raising IDR790 billion (US$88.8 million) 
through a Sukuk auction on the same 
day. According to the ministry, the 
amount exceeded its target of IDR500 
billion (US$56 million). 

The project-based Sukuk is backed 
by 1,066 infrastructure projects and is 
expected to have maturities of six and 21 
years.

New indices launched
MALAYSIA: Thomson Reuters and Bond 
Pricing Agency Malaysia have launched 
a suite of indices for the Malaysian 
ringgit Sukuk and bond markets.

The indices include 108 Malaysian ringgit 
Sukuk and bond indices, covering 778 
issuances with a combined capitalization 
of RM583.6 billion (US$182 billion).

Mixed results
PAKISTAN: Askari Islamic Banking has 
reported a 0.88% increase in its net assets 
to PKR702.48 million (US$8.05 million) in 
the fi rst half of 2011 from the six month 
period ended the 31st December 2010.

Financing and receivables rose by 0.48% 
to PKR4.29 billion (US$49.2 million), 
while its Murabahah and Ijarah portfolios 
declined by 2.6% to PKR237.01 million 
(US$3.1 million) and 16.53% and PKR1.07 
billion (US$12.3 million) respectively.

Remittance deal
BANGLADESH: Social Islami Bank and 
NCC Bank have signed an agreement 
on remitt ance, which will enable Social 
Islami Bank to carry out overseas 
remitt ance transactions through the 
MoneyGram money transfer service. 
NCC Bank is one of the agents of 
MoneyGram in Bangladesh.

Commodity contracts back on 
track
INDONESIA: Jakarta Futures Exchange 
(JFX) will launch its Shariah compliant 
commodity contracts by the end of 
October, according to Bihar Sakti 
Wibowo, a director at the JFX.

He said that the contracts will involve 
HSBC Amanah, Bank Muamalat 
Indonesia, and Bank Syariah Mandiri. 
The target for the transactions is set at 
over IDR5 billion (US$564,016) per bank 
per day.

Bihar Sakti explained that the contracts 
will focus on agricultural products 
including coff ee, cocoa and raw cashew 
nuts, adding that other commodities 
such as crude palm oil, palm oil products 

continued...

Khazanah’s yuan-based 
Sukuk a success 
MALAYSIA: Sovereign wealth fund 
Khazanah Nasional has issued its fi rst 
off shore yuan-denominated Sukuk worth 
CNY500 million (US$78.42 million). 
The Sukuk, which was issued through 
Khazanah’s special purpose vehicle, 
Danga Capital, came under their RM10 
billion (US$3.15 billion) multi-currency 
Islamic securities program.

According to Khazanah, the three-year 
benchmark Sukuk was priced through 
a book-building exercise on the 13th 
October at the tightened end of the price 
guidance at 2.9%.The issuance drew 
a demand of 3.6 times the book size, 
enabling the fund to increase the amount 
to CNY500 million from an initial 
CNY300 million (US$47.05 million).

The issuance saw participation from 
Malaysia, Singapore, Hong Kong, EU 
investors including fi nancial institutions, 
asset management companies, private 
banks and statutory bodies. 

According to a source, who informed 
Islamic Finance news about the 
transaction, 37% of the Islamic bond 
was distributed to investors in Malaysia, 
30% to Singapore, 26% to Hong Kong 
and 6% to the EU. The Sukuk was well 
received by both conventional and 
Islamic investors, with the source stated 
that 80% of the investors belonged to the 
conventional side, while the remaining 
20% were from the Islamic sector. 

The world’s fi rst yuan-denominated 
“Emas Sukuk” will be listed on Bursa 
Malaysia (Exempt Regime) and the 
Labuan International Financial Exchange. 
The ‘Emas’ or gold Sukuk designation is 
given to foreign-currency denominated 
Sukuk issuances in Malaysia.

BOC International, CIMB, and The 
Royal Bank of Scotland were joint lead 
managers for the issuance, while CIMB 
Islamic served as the Shariah advisor.

Khazanah conducted its last foreign 
currency Sukuk issuance exercise in 
August 2010, when it sold a dual-tranche 
SG$1.5 billion (US$1.18 billion) issuance 
in Singapore.

Have you joined 
our facebook 

page?
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Saudi banks doing well
SAUDI ARABIA: Banks in the kingdom 
have reported encouraging results in 
the third quarter of this year and are 
expected to produce healthy return-
on-equity levels driven by an increase 
in lending and suffi  cient liquidity, 
according to JP Morgan Securities.

Seven banks have revealed their third 
quarter net profi ts so far and three of 
the banks, Al Rajhi Bank, Aljazira Bank 
and Saudi Hollandi Bank, outperformed 
analyst forecasts.

Aljazira Bank and Saudi Hollandi Bank 
more than tripled their net profi ts for the 
quarter, att ributing the boost in profi ts to 
their lowered operational costs.  Aljazira 
Bank posted a net profi t of SAR66 million 
(US$17.6 million) while Saudi Hollandi 
reported a net profi t of SAR299 million 
(US$79.7 million). Al Rajhi Bank, on the 
other hand, reported an 18% increase 
in its third quarter net profi t to SAR1.9 
billion (US$506.6 million) on higher 
revenue from its banking fees and 
investment income. 

Meanwhile, Alinma Bank reported a 
510% increase in its third quarter net 
income to SAR122 million (US$102 
million) compared to SAR20 million 
(US$16.7 million) in the same period last 
year. The bank att ributed the surge in 
income to a signifi cant growth in its core 
banking activities.

National Commercial Bank’s net profi t 
surged 87% to SAR1.5 billion (US$400 
million) from SAR828 million (US$221 
million).

SABB reported a 50.4% growth in net 
profi ts to SAR630 million (US$168 
million) att ributed to its lowered 
operating costs. Banque Saudi Fransi 
posted a net profi t of SAR760 million 
(US$202.7 million), a year-on-year 
increase of 22%. The bank att ributed 
the increase in profi t to the growth 
in its operational profi t and special 
commissions.

(olein) and coal would soon be added to 
the contracts.

The commodity contracts were initially 
expected to be launched in mid-
September.

Contribution by Islamic banks
BANGLADESH: Exim Bank, Islami 
Bank Bangladesh and Prime Bank 
contributed the most to the corporate 
social responsibility initiatives in 
2010 as donations from the country’s 
47 commercial banks quadrupled to 
BDT2.33 billion (US$30.8 million) in 2010, 
a source from Prime Bank told Islamic 
Finance news.

Prime Bank contributed BDT291.4 
million (US$3.9 million), followed by 
Islami Bank Bangladesh with BDT232.6 
million (US$ 3.07 million) and Exim 
Bank with BDT231.8 million (US$3.06 
million).

Exim Bank and Islami Bank Bangladesh 
are fully fl edged Islamic banks, 
while Prime Bank off ers Islamic and 
conventional banking services.

New IFSB drafts
MALAYSIA: The Islamic Financial 
Services Board (IFSB) has issued two new 
exposure draft s (EDs) for a three-month 
public consultation period which started 
on the 12th October 2011.

The EDs comprise draft s of guiding 
principles on liquidity risk management 
and stress testing for institutions off ering 
Islamic fi nancial services.

The IFSB is seeking feedback from 
regulatory and supervisory authorities, 
international organizations, market 
players, academicians and other 
interested parties on the two draft s and 
will organize a public hearing for the 
draft s on the 16th November 2011 in 
Kuala Lumpur.

More Islamic branches
MALAYSIA: HSBC Amanah Malaysia 
is planning to set up 26 new branches 
across the country by 2013, according 
to Mukhtar Hussain, the CEO of HSBC 
Bank Malaysia and global CEO of HSBC 
Amanah Malaysia.

The bank has opened a new branch in 
Kuala Lumpur on the 12th October 2011 

and will set up fi ve branches by the end 
of the year.

Sukuk on the cards
MALAYSIA: Mydin Mohamed Holdings 
is planning to issue a RM350 million 
(US$111 million) Sukuk, which will be 
backed by fi nancial guarantor Danajamin 
Nasional.

Following the guarantee, the proposed 
issuance has been given a preliminary 
enhanced rating of ‘AAA(fg)’ by RAM. 

Mydin Mohamed Holdings is a 
local operator of hypermarkets and 
convenience stores.

New pilgrimage services
INDONESIA: HSBC Amanah Indonesia 
and SABB have launched its hajj and 
umrah pilgrimage banking services, the 
Amanah Haji Umrah Solution.

The service will enable customers to 
withdraw Saudi riyals during their 
pilgrimage in Saudi Arabia at SABB 
ATMs for free.

Benchmark Sukuk in 2011
INDONESIA: The fi nance ministry 
is planning to issue a US$500 million 
benchmark global Sukuk in 2011, said 
Dwi Irianti Hadiningdyah, the deputy 
director of Islamic fi nancing for the 
ministry’s debt management offi  ce, at the 
IFN 2011 Issuers & Investors Asia Forum 
in Kuala Lumpur. 

However, Dwi Irianti said that the Sukuk 
size could rise above the US$500 million 
benchmark-size depending on the 
demand.

On another note, the fi nance ministry has 
also raised IDR3 trillion (US$341 million) 
by selling a 10-year non-tradable Sukuk 
to the state-managed hajj fund. The non-
tradable Sukuk were sold at a yield of 
7.16%.

Green light for merger talks
MALAYSIA: RHB Capital and OSK 
Holdings have secured the central bank, 
Bank Negara Malaysia’s approval to 
commence negotiations for a possible 
merger. 

The merger negotiations is valid for 
three months from the 13th October 
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2011, the date of the central bank’s 
lett er to the respective parties, both 
RHB Capital and OSK Holdings said in 
separate fi lings to the local bourse, Bursa 
Malaysia.

New Mudarabah account
PAKISTAN: Al Baraka Bank (Pakistan) 
has launched its Al Baraka Business Plus 
Account. The account is based on the 
Mudarabah principles.

New Islamic trading platform
SRI LANKA: Guardian Investment 
House has collaborated with Capital 
Trust Securities to launch a Shariah 
compliant share trading account, called 
the Islamic Securities Account.

The account will allow investors to trade 
in Shariah compliant shares listed on the 
Colombo Stock Exchange. Prospective 
investors can open the account with 
a minimum deposit of LKR500, 000 
(US$4,538).

Success elements 
MALAYSIA: Malaysia has the necessary 
ingredients to be a hub for Islamic 
fi nance, because of its capital adequacy 
requirements, good governance and 
disclosure policies which are able to 
meet the European fi nancial standards, 
according to Professor Dr Volker 
Nienhaus, the governing council member 
of International Center for Education in 
Islamic Finance (INCEIF).

Nienhaus compared this with the Gulf 
countries, which have surplus liquidity 
but not capital adequacy and their legal 
framework is also uncertain.

However, Nienhaus cautioned against 
excessive government intervention in the 
growth and adoption of Islamic fi nance.

EUROPE
Investor concerns on growth
TURKEY: Shares of stock market-listed 
participation banks in the country are 
underperforming compared to their 
conventional counterparts due to 
investor concern that slowing economic 
growth will impair income generation 
from fi nancings. 

Ercan Uysal, the head of research 
at Standard Bank Group’s Turkey 

unit, att ributed this to the high credit 
concentration in the participation 
banks’ balance sheets, where the ratio 
of fi nancing-to-assets at participation 
banks such as Asya Katilim Bankasi and 
Albaraka Turk Katilim Bankasi stands at 
77% and 76%, respectively.

Haydar Acun, the managing partner 
of Istanbul-based Sardis Securities, 
added that participation banks’ high 
dependence on fi nancings exposes them 
to small businesses more, which tend to 
have higher non-performing fi nancings.

Asya Katılım Bankası and Albaraka Türk 
Katılım Bankası’s stocks gained 12% and 
4.9%, respectively, against a 19% gain by 
Turkey’s overall banking index as at the 
10th August 2011.

MIDDLE EAST
ATM solution for DIB 
UAE: Etisalat is implementing a 
Managed ATM solution for Dubai Islamic 
Bank’s 252 off site ATMs.

On even grounds 
BAHRAIN: The availability of Islamic 
mortgage products in Bahrain and 
the UAE are almost equal to their 
conventional counterparts while there is 
an increase in non-Muslims using Islamic 
mortgages in the region, according to R 
Lakshmanan, the CEO of Sakana Holistic 
Housing Solutions.

He att ributed the growth in the mortgage 
fi nance industry to the availability of 
freehold properties, which resulted in the 
establishment of new mortgage fi nance 
companies and the introduction of 
mortgage products by retail banks.

Lakshmanan also urged for the 
development of capital markets in order 
to improve the availability of long-term 
funding to developers and mortgage 
providers.

Encouraging performance
KUWAIT: Boubyan Bank has reported 
a 53% increase in net profi t to KWD6.9 
million (US$25 million) for the nine-
month period ended the 30th September 
2011 compared to the same period last 
year.

The bank posted a net profi t of KWD2.5 
million (US$9.1 million) in the third 

continued...
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RATINGS
Sturdy support
MALAYSIA: MARC has affi  rmed its 
ratings on DHTI Capital’s RM110 million 
(US$35 million) Islamic commercial pa-
pers/Islamic medium-term (senior notes) 
and RM10 million (US$3.2 million) junior 
Islamic medium-term notes at ‘MARC-
1ID/AAID’ and ‘A+ID’ respectively. The 
rating outlook is stable.

Positive prospects
INDONESIA: S&P has assigned its ‘BB+’ 
long-term foreign currency issue rating 
to the proposed issue of benchmark-
sized global Sukuk trust certifi cates by 
Perusahaan Penerbit SBSN Indonesia II, a 
special purpose vehicle of the Indonesian 
government.

Thumbs down
MALAYSIA: RAM has downgraded the 
enhanced long-term rating of Sarawak 
Power Generation’s serial Sukuk 
Musharakah of up to RM215 million 
(US$69 million) from ‘AA1(s)’ to ‘AA2(s)’ 
with a stable outlook.

Good start
INDONESIA: Moody’s has assigned a 
provisional rating of ‘(P)Ba1’ to the secu-
rities under the country’s proposed US 
dollar-denominated sovereign Sukuk.

Optimistic outlook
MALAYSIA: RAM has assigned a 
preliminary long-term rating of ‘AAA’ 
to series 1 of Manjung Island Energy’s 
proposed Islamic securities program. 
Concurrently, RAM has also assigned 
a preliminary enhanced issue rating 
of ‘AAA(s)’ to series 2 of the Islamic 
securities. Both long-term ratings have a 
stable outlook

Steady feat
UAE: Moody’s has affi  rmed the ‘A3/
Prime-2’ local and foreign currency debt 
and deposit ratings of Emirates NBD, 
following the announcement by the 
Dubai government that Emirates NBD is 
to takeover Dubai Bank.

Monetarily strong
UAE: Moody’s has confi rmed the ‘Baa2/ 
Prime-3’ local and foreign currency 
debt and issuer ratings of Dubai Bank, 
following the announcement by the 
Dubai government that the bank will be 
taken over by Emirates NBD.
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quarter of 2011. The rise in its net profi ts 
is att ributed to a 17% growth in operating 
profi ts to KWD21.6 million (US$78.3 
million) as well as its entry into Islamic 
banking.

Net income increased to KWD29.3 
million (US$106.3 million) for the nine-
month period this year from KWD21.9 
million last year (US$79.4 million). 

Meanwhile, it reported a 26% year-
on-year growth in to KWD1.14 billion 
(US$4.1 billion). Total assets stood at 
KWD1.49 billion (US$5.4 billion) at the 
end of September 2011, increasing by 
20% from last year.

BisB deploys IBAN
BAHRAIN: Bahrain Islamic Bank 
(BisB) has implemented the International 
Bank Account Number (IBAN) system 
for their customer accounts as part of 
compliance with the ISO system.

IBAN is a standard numbering system 
which used to identify bank accounts.

Branch expansion
BAHRAIN: Khaleeji Commercial Bank 
has opened its fi ft h branch in Muharraq, 
which will focus in infrastructure 
development and business activities.

Lowered mortgage rate
UAE: United Arab Bank has reduced its 
residential mortgage rate to 3.99% from 
5.49% with immediate eff ect. 

The new mortgage rate is applied to 
salaried and self-employed Emiratis, 
as well as expatriates. The mortgage 
is off ered under the conventional and 
Islamic fi nancing options.

Coupon distribution 
SAUDI ARABIA: Dar Al-Arkan 
Real Estate Development Company 
has announced its periodic coupon 
distribution of US$6.32 million for the 
period from the 18th July 2011 until the 
17th October 2011.

The periodic coupon distribution is based 
on a three-month Libor of 0.25% with a 
profi t margin of 2.25%.

Seeking Sukuk approval
SAUDI ARABIA: Almarai Company 
is planning to seek approval from its 

shareholders to issue a Sukuk during 
a general assembly meeting on the 19th 
November. However, the company did 
not provide the time-frame or further 
details on the Sukuk issuance.

Almarai Company is involved in the 
production, processing and sale of fresh 
dairy food products in the kingdom.

New education account
KUWAIT: Kuwait Finance House has 
launched its Jameati Account for Higher 
Education, which utilizes the advantages 
of both Takaful and investment savings 
accounts.

Steady profit distribution
UAE: Tamweel Sukuk has announced a 
periodic profi t distribution of AED10.9 
million (US$2.97 million) from the 21st 
July through to the 23rd October 2011 for 
its AED1.1 billion (US$300 million) trust 
certifi cates due in 2013.

The distribution is based on a three-
month EIBOR of 1.52%.

Happy returns
UAE: United Arab Bank has reported a 
net profi t of AED225 million (US$61.3 
million) for the nine-month period ended 
the 30th September 2011.

Financings and advances grew by 38% 
to AED7.6 billion (US$2.1 billion) from 
AED5.5 billion (US$1.5 billion) as at 
the 31st December 2010, while customer 
deposits rose 39% to AED6.7 billion 
(US$1.8 billion) compared with AED4.9 
billion (US$1.3 billion) in the same period 
last year.

The bank’s non-interest income also 
increased by 5% to AED111 million 
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continued...

MOVES
CITI QATAR
QATAR: Citigroup has appointed 
Izzat Dajani as the CEO for Citi Qatar, 
replacing Farhan Mahmood.

Izzat was previously the head of key and 
priority clients in the Gulf region, based 
in Dubai.

JP MORGAN
CHINA: JP Morgan has appointed 
David Koh as its new head of treasury 
and securities services in China and as 
head of treasury services for Greater 
China, replacing Lisa Robins. Koh was 
previously the head of global transaction 
banking for China and head of trade 
fi nance, cash management, corporates for 
Greater China in Deutsche Bank.

HONG LEONG ISLAMIC BANK
MALAYSIA: Islamic Finance news 
confi rms that Raja Teh Maimunah, 
previously global head, Islamic markets 
at Bursa Malaysia, has been appointed as 
the chief operating offi  cer of Hong Leong 
Islamic Bank .

She will be reporting directly to Yvonne 
Chia, the CEO of Hong Leong Bank, 
whilst awaiting approval from the 
central bank, Bank Negara Malaysia, to 
be appointed as the new CEO of Hong 
Leong Islamic Bank.

Raja Teh’s distinguished career 
includes stints at CIMB, Danaharta, 
RHB Bank, Bank Alkhair (formerly 
known as Unicorn Investment Bank), 
KFH Malaysia and most recently the 
Malaysian bourse.

TAIB BANK
BAHRAIN: TAIB Bank has appointed 
three new non-executive directors 
representing the interests of its majority 
shareholder, Dubai Financial Group.

The directors are Abdulrahman Hareb 
Rashed Al Hareb, Fareed Abdulrahman 
Moosa Ismail and Fahad Ahmed 
Abdulla Al Shaaer Aal Ali.

FOOT ANSTEY
UK: Imam Qazi has joined legal fi rm 
Foot Anstey as a partner and the head 
of Islamic fi nance. Imam was previously 
the head of Islamic fi nance at law fi rm 
Burges Salmon.
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(US$30.2 million) from the growth of its 
retail and Islamic businesses.

US dollar-denominated 
certificate
UAE: Dubai Islamic Bank (DIB) has 
launched a four-year Islamic certifi cate, 
called the Al Islami Emerging 
Cappuccino Certifi cate. The certifi cate 
is backed by Shariah compliant assets 
and is linked to indices in Brazil, China, 
Singapore and Taiwan.

The US dollar-denominated certifi cate 
was issued by The Royal Bank of 
Scotland and will be solely distributed 
by DIB in the UAE. It has a minimum 
investment of US$25,000 and off ers an 
annual profi t distribution of 9% backed 
by a 90% capital protection at maturity.

Switching to Islamic
SAUDI ARABIA: Arab National Bank, 
an affi  liate of Jordan’s Arab Bank, has 
converted 20 of its local branches into 
Islamic banking ones.

The conversion took place aft er the bank 
upgraded the 20 branches and completed 
training its employees from these 
branches on Islamic banking.

Promising outlook for Islamic 
banks
QATAR: Assets of Islamic fi nancial 
institutions in the country have exceeded 
QAR100 billion (US$27.5 billion), 
according to Sheikh Mohammed Hamad 
Jassim Al Thani, the chairman of Barwa 
Bank.

He explained that the central bank, 
Qatar Central Bank’s directive towards 
conventional banks in Qatar to close 
their Islamic windows by the end of 
2011 is benefi cial to both Islamic and 
conventional banks as it allows them to 
concentrate on their main business.

Sheikh Mohammed added that Barwa 
Bank is currently looking to acquire 
other bank’s Islamic windows. The bank 
recently acquired the International Bank 
of Qatar’s Islamic window in August. 
Earlier this month, Barwa Bank revealed 
that it is planning to issue a Sukuk in 
2013 once the bank obtains a credit 
rating, according to Steve Troop, its CEO.

Barwa Bank is also still awaiting 
approval on its plans to be registered on 

the Qatar Exchange, Sheikh Mohammed 
said. The bank was initially planned to 
be registered on the bourse in the second 
quarter of this year.

Meanwhile, Doha Bank and Qatar 
National Bank, both Qatari banks with 
Islamic windows, have recently showed 
encouraging growth in their net profi ts.

Doha Bank reported a 13% increase 
in its net profi t for the nine-month 
period ended the 30th September 2011 
to QAR1.01 billion (US$277.3 million). 
Its net Islamic fi nancing and investing 
income rose 21% to QAR139.4 million 
(US$38.3 million) in the same period. 
The bank’s positive performance was 
att ributed to high returns on average 
equity and assets at 22.4% and 2.77%, 
respectively. Total assets were valued at 
QAR49.98 billion (US$13.7 billion).

On the other hand, Qatar National Bank’s 
third quarter net profi t rose by 27% to 
QAR1.9 billion (US$522 million) while its 
net profi t for nine-month period ended 
the 30th September 2011 increased to 
QAR5.4 billion (US$1.5 million).

continued...
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MOVES
BNP PARIBAS INVESTMENT 
PARTNERS MALAYSIA
MALAYSIA: Islamic Finance news has 
learnt that Angelia Chin-Sharpe has 
rejoined BNP Paribas Investment Partners 
Malaysia as the CEO with immediate ef-
fect. She was previously the senior director 
Asia, institutional business development at 
BNP Paribas Investment Partners.

STANDARD BANK
SOUTH AFRICA: Islamic Finance 
news has learnt that Andrew Broadley 
has been appointed as the director of 
bancassurance at Standard Bank in 
Johannesburg, South Africa. He was 
the previously the CEO of Al-Khabeer 
International in Bahrain.

AL JAZEERA FINANCE
QATAR: Islamic Finance news has learnt 
that Al Jazeera Finance has appointed 
Aamer Al Jabri as its new CEO eff ective 
on the 11th October 2011. Aamer replaces 
Khursheed Hassan Qamber who left  the 
company in August.

STANDARD CHARTERED 
BANK INDIA
INDIA: Standard Chartered Bank India 
has appointed Rajeev Chalisgaonkar 
as the banking head of the small and 
medium-sized enterprises in India 
and South Asia. Chalisgaonkar was 
previously the director of corporate 
banking at Barclays, India.

BARCLAYS WEALTH 
UAE: Khurram Jafree has resigned as the 
head of investment advisory of Barclays 
Wealth for the MENA region.

NIKKO ASSET MANAGEMENT 
ASIA
SINGAPORE: Nikko Asset Management 
Group has appointed Eleanor Seet as 
the president and executive director of 
Nikko Asset Management Asia, replacing 
Deborah Ho. Seet was previously 
the senior director of private wealth 
distribution for iShares.

SIMMONS & SIMMONS
SAUDI ARABIA: Ahmed Butt  has 
joined legal fi rm Simmons & Simmons 
as counsel for its Middle East fi nancial 
markets practice focusing on the Saudi 
Arabian market.
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Despite the great strides achieved in the 
growth of the Islamic fi nancial industry, 
the market remains constrained by a 
lack of liquidity and the need for more 
innovative products and instruments. 
With issuers and investors increasingly 
looking away from their home markets, 
could increasing cross-border linkages 
be the answer to growing the breadth 
and depth of the markets?

“The growing interest in the Islamic 
capital market across many jurisdictions 
today provides the underlying 
foundation upon which cross-border 
transactions and intermediation can be 
built and proliferates. 

The opportunity to off er Shariah 
compliant products and instruments 
to an international, as opposed to 
only a domestic audience, apart from 
expanding the market reach, also 
enhances capacity building and scale 
effi  ciencies, which in turn enables the 
product issuer to achieve competitive 
advantage and encourages greater 
product innovation,” said Zainal Izlan 
Zainal Abidin, the executive director of 
Islamic capital market at the Securities 
Commission of Malaysia (SC).

Speaking at a recent conference in Kuala 
Lumpur, he also said that the growing 
participation of large, multinational 
fi nancial institutions in the Islamic space, 
in addition to existing players, will 
create a higher level and broader range 
of activities that will drive the further 
expansion of the Islamic capital market.

In order to encourage more collaboration 
and cross-border Islamic capital market 
activities, the SC has entered into 
agreements with the capital market 
regulators in Dubai and Hong Kong. 
These agreements facilitate cross-border 
off erings of Islamic collective investment 
schemes between the Malaysia and the 
respective markets through reduced 
regulatory requirements.

Meanwhile, Yavar Moini, the executive 
director of Morgan Stanley & Co 
International (DIFC branch), also noted 
that there should be greater linkages 
between the GCC and Asia, mainly 
due to the ringgit-denominated Sukuk 
programs set up by the GCC issuers.

“The GCC market is opening up to non-
GCC credit and there is a critical need 
for a swap market between the GCC and 
Asia,” he said.

Ringgit-denominated Sukuk issuances 
that have been issued to-date include 
Kuwait-based Gulf Investment 
Corporation’s RM600 million (US$191.66 
million) fi ve-year program and the 
National Bank of Abu Dhabi’s RM500 
million (US$159.72 million) 10-year 
Sukuk. 

The market is also expecting a RM3.5 
billion (US$1.12 billion) issuance from 
state-owned Abu Dhabi National Energy 
and an issuance from Tamweel ranging 
from US$300-US$500 million in size.

Malaysian issuers are also becoming 
increasingly internationalized, led 
by sovereign wealth fund Khazanah 
Nasional, which just completed the 
issuance of the world’s fi rst yuan-
denominated Sukuk and last year 
issued a Singapore dollar-denominated 
program.

With the growing issuance of 
instruments in foreign markets, 
regulators may need to look at greater 
international collaboration as a next 
step to cement the global growth of the 
industry.  — EB

Cross-border linkages needed to expand innovation and 
liquidity 

The structuring of Islamic instruments 
has become more fl exible and can 
now comprise a wider range of assets, 
according to industry players. 

According to Rafe Haneef, the CEO 
of HSBC Amanah Malaysia and the 
managing director of global markets 
for the Asia Pacifi c region at HSBC 
Amanah, Islamic structures are now 
more accommodating, moving from 
100% physical asset-based structures to 
those based in part on intangible assets, 
such as receivables.

Speaking at a conference recently, Rafe, 
whose bank was joint bookrunner and 
joint lead manager of the Malaysian 
government’s fi ve- and 10-year RM2 
billion (US$640 million) global Sukuk 
Wakalah issued in June this year, said 
that the 49% of the Sukuk was backed 
by receivables while the remainder was 
structured upon physical assets. 

Indeed, government off erings appear 
to have led the way in the growing 
fl exibility of assets used for backing 
fundraising. 

In July this year, the government of 
Dubai raised US$800 million secured by 
future receipts from the emirate’s Salik 
toll road system.

This landmark transaction saw the 
monetization of future collections 
from the toll road system via the sale 
and distribution of Salik vouchers 
representing rights to use the Salik 
system.  

Matt hew Job, a partner of Herbert 
Smith’s fi nance practice in London, 
which was part of the legal team 
advising the arrangers of the 
transaction, said that the deal is 
notable as although it is a bank-
funded structure, it incorporates some 

receivables-based technology usually 
found in securitization deals and also 
as it contains both conventional and 
Islamic tranches. 

Meanwhile, a Dubai-based lawyer 
told Islamic Finance news that there 
is a growing use of intangible assets, 
such as receivables, in structuring 
instruments, covering more than just 
Sukuk. “People are looking at slightly 
diff erent strategies for bank debt,” he 
said, adding that there is also greater 
willingness to explore Shariah compliant 
ways of identifying assets which can be 
used to structure instruments. 

With Sukuk long representing a tried 
and tested mode of fi nancing, it appears 
that this and other Islamic capital 
market instruments are evolving to 
another level of maturity that it will 
encourage the further innovation in the 
industry.  — EB

Islamic structures becoming more flexible
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There are continued eff orts to develop 
and highlight the opportunities 
available within the debt capital 
markets of Malaysia to the greater global 
investment universe, be it Islamic or 
conventional. The greatest challenge on 
this front has been the distinct lack of 
solid empirical data available to correctly 
analyze the Malaysian debt capital 
markets for outside investors.

Rushdi Siddiqui, the global head of 
Islamic fi nance at Thomson Reuters said, 
“The objective is to make the Islamic 
capital markets conventionally effi  cient 
and conventionally complete and thus 
addressing a current need within the 
market place. Ultimately, broadening 
the access to the market, expanding 
the opportunities to raise money and 
structure products-based on these metrics 
will encourage investment.”

Importance of fi xed indexes
Why have these fi xed indexes become 
so essential to the market? Indexes 
are ultimately the underlying DNA 
of investing; if you have funds you 
need to understand the greater market 
performance. Funds are benchmarked 
based on this performance, if the fund 
outperforms the market, more money 
comes in. This is the bread and butt er of 
the asset management and investment 
business, allowing for an overall view of 
the market and its behavior.

Indexes provide the information to allow 
market players to buy, sell or hold, thus, 
giving them the information to make 
these decisions. Currently the Islamic 
fi nance industry is trying to academically 
replicate the conventional market, supply 
constraints do not in practice allow this. 
Islamic fi nance has the framework and we 
just need the issuances to fi ll it in.

Malaysia as part of its drive to promote 
Islamic fi nance has become delinked 
from the conventional market, and as 
such normal indexes do not accurately 
refl ect what is happening in the Malaysian 
fi xed income market. The GCC issuers 
have woken up to what Malaysia can 
off er and are beginning to raise money 
in Malaysia. Malaysia is moving towards 
shelf registration effi  ciency for the Sukuk 
market.

Rushdi added that: “This is a credit to 
the regulators as it appears that Malaysia 

has reached a point in becoming shelf 
registration effi  cient thus highlighting the 
depth and the breadth of the Malaysian 
Sukuk market; adding more participants to 
the marketplace, confi rming that Malaysia 
is open for business, giving high profi le 
status to Sukuk in the conventional market 
and fi nally acting as a valuable indicator of 
the health of the Malaysian Sukuk market.”

Each new index gives corporates and 
institutions another searchable solution 
for raising money in the Malaysian 
markets with regards to tenors and 
pricing. Most importantly these 
investments are now shown in a manner 
consistent to off erings in the conventional 
market. Investors can therefore pick and 
choose and establish projections based 
on a concrete data set thus expanding the 
bandwidth of off erings. The constraint 
of Islamic fi nance is that it is currently 
lacking in this bandwidth, in creating 
investable asset classes.

Meor Amri Meor Ayob, the CEO of the 
Bond Pricing Agency Malaysia (BPA)
explained that they currently have 
108 Malaysia ringgit bond and Sukuk 
indexes consisting of 36 Sukuk, bond and 
combination off erings covering a total of 
778 issues, archived back to 2007 that have 
a market capitalization of RM583.6 billion 
(US$182 billion).

According to Meor Amri, “There is no limit 
on the amount of asset classes that they can 
create with their data” giving a wide scope 
off ering a variety of options for investors. 
He added that the idea behind this latest 
index is to off er a global window for 
Malaysian products and services. 

Meor Amri commented that: “We are 
relatively unknown on the global scene 
and we want to highlight the success story 
of Malaysia to the greater market. There 
are many hidden gems in the Malaysian 
bond and Sukuk market.”

The growth rates between the Malaysian 
bond and equity markets are quite 
staggering. On a year-to-year basis 
the Malaysian equity market has 
been extremely volatile, however, the 
Malaysian bond and Sukuk market has 
been continuing to grow off ering and 
annual trade volume is three times bigger 
that the Malaysian equity market.

This was specifi cally shown during the 

recent downturn when at the point of 
crisis the Malaysian bond and Sukuk 
market continued to grow while the 
equity market collapsed. This is profi table 
information that investors can leverage 
against. It creates a switchable notion 
to the Malaysian asset classes, reducing 
outright exposure to the equity market.

By utilizing this data to create fi nancial 
products, Malaysia can create a global 
window putt ing ‘more eyeballs on the 
market’ allowing these players to look 
at the Malaysian fi xed income market, 
creating a supply, tempting additional 
buyers and enticing further market 
players to invest.

Supply and demand
It is all about supply and demand, “we 
are att empting to show market players 
what is out there” says Meor Amir while 
adding that “we are all in the business 
of making money. To make money in 
this fi eld you need information, what we 
are off ering is the data required to make 
informed decisions on their investments”. 

If there is no trade, you cannot assume 
that the price of a bond is the same, prices 
move and you need to retrieve a fairer 
valuation at the point of a buy in. For this 
you require an honest representation of 
the market. What is most important to 
note is that this is new data in the market 
place. The BPA values every bond brought 
into the Malaysian market, of which there 
have been over 2000. 

Conclusion
Traditionally the Islamic fi xed income 
market has been highly illiquid, and 
pricing therefore is paramount as the 
challenges become more pronounced. 
Because the Malaysian market is delinked 
to Europe and the US, this should be of 
tremendous interest to emerging market 
fund managers who are looking for 
opportunities and these are numbers that 
can speak for themselves. For the OIC 
debt capital markets, this is simply the 
fi rst step to opening up their economies to 
the world. Malaysia has taken this step as 
the world looks east. 

Rushdi commented that: “We are looking 
at globalizing the Malaysian fi xed income 
market, Malaysia wants to become a 
global fi nancial hub and needs to sell 
itself.”  — SW

Putting Malaysia’s debt capital market on show 
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QATAR

By Amjad Hussain, IFN Correspondent

Qatar has recently overtaken Dubai 
to become the leading fi nancial center 
in the MENA region, according to the 
latest Global Financial Centres Index. 
The minister of fi nance of Qatar, Yousef 
Hussein Kamal, was given an award 
by one of the leading fi nancial markets 
magazine for best fi nance minister in the 
MENA region. Bayt.com has reported 
that professionals in Qatar are the best 
paid in the MENA region.

Qataris working in the public sector have 
been awarded a minimum pay rise of 
between 50% and 120% with many of the 
larger private institutions following suit. 
This is seen as an investment in the Qatari 
people and is likely to have a positive 
multiplier eff ect on the economy. 

However, there are some down sides to 
this recent windfall for local staff . It is 

feared that infl ationary pressures will 
return to the economy. 

There is anecdotal evidence of prices in 
local restaurants going up immediately 
aft er this announcement. Although fi gures 
from the Qatari Statistics Authority show 
infl ation is low compared to other Gulf 
states, the government has formed a 
committ ee to monitor prices to try and 
ensure stability. 

It is clear that Qatar continues to set its 
stall as a major regional economy where 
the best talent can be found. 

The concern from an Islamic fi nance 
perspective is the possibility of an asset 
bubble, particularly in the real estate 
sector. 

The boom days of a few years ago led to 
signifi cant price increases in the real estate 
sector and, as with most of the region, an 
over-supply of property. 

However, predicted growth rates are still 
high and, even with the IMF predicting 
a reduced growth in the second half of 
2012 as major gas projects complete next 
year, Qatar is still expected to be one 
of the fastest growing economies in the 
world.

The Qatar Central Bank sets limits on 
the amounts that can be lent to Qatari 
nationals and expatriates based both on 
salary and a total cap. 

The QAR2 million (US$549,179 ) total 
lending cap for Qatari nationals has not 
been increased as yet. This is a cause of 
some comment in the local market. It is 
likely that this will be increased and, once 
it does, the retail Islamic fi nancing market 
will no doubt benefi t. 

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

Spend, spend, spend? 

KAZAKHSTAN

By Timur Alim, IFN Correspondent

Al Hilal Bank has been operating in 
Kazakhstan since March 2010. Its fi rst 
fi nancing was done in August 2010 and 
aft er 13 months it became operationally 
profi table. Al Hilal still has not 
recovered all its expenses during its 
initial stage. Hence the bank’s net results 
for 2011 will probably be in the red. 

We expected some important 
announcements regarding the debut 
issuance of a sovereign Sukuk from 
the minister of fi nance on a conference 
that took place in September in 
Astana dedicated to Islamic fi nance. 
Unfortunately that event was postponed.

Kazakhstan is still pursuing its long-
term vision of being a regional leader in 
developing Islamic banking and making 
Kazakhstan and particular the Almaty, 
a regional fi nancial hub. The Regional 
Financial Center of Almaty (RFCA) is now 
part of the National Bank of Kazakhstan and 
maintains its main function as a developer 
and facilitator of Islamic banking in the 
country. This should help the RFCA speed 
up the process of adopting best practices as 

the main regulator.

Al Hilal Bank is being a driver for further 
improvements in legislation relating to 
Islamic banking in Kazakhstan. From 
the very beginning, when the bank 
started experiencing issues with the 
implementation of Islamic modes of 
fi nance, the management decided to speak 
to the regulators and explain the need for 
an operational and legal framework to 
improve the environment. 

As a result, the National Bank of 
Kazakhstan and other government 
bodies constantly participate in special 
meetings dedicated to current issues. We 
expect some serious changes to take place 
in banking laws pertaining to Islamic 
banking, which will help Al Hilal and 

other banks to position Islamic banking 
products in a more competitive way. 

Islamic banking continues to reach other 
parts of the CIS countries and one of 
the places where it can potentially be 
introduced is Tatarstan, Russia. Kazan, 
being a capital of Tatarstan and a fi nancial 
center is also interested in developing 
Islamic banking. Having a Muslim 
majority population in the republic and 
a strong manufacturing potential, Kazan 
places itself as a main center in Russia to 
introduce Islamic fi nance. 

From the time Al Hilal was opened in 
Kazakhstan, the bank received business 
off ers from Kazan businessmen to invest 
through Islamic modes of fi nance in the 
country. The Russian Federation is not 
part of the Islamic Development Bank, 
which makes it diffi  cult for the bank to 
evaluate opportunities in the federation 
and draft  the necessary legislations to 
develop Islamic fi nance. However, senior 
representatives from the government of 
Tatarstan are pushing GCC investors on 
diff erent levels to invest in Kazan.

Timur Alim is the area manager at Al Hilal 
Bank and he can be contacted at talim@
alhilalbank.kz. 

Development of Islamic banking in Kazakhstan 
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NEW ZEALAND

By Dr Mustafa Farouk, IFN Correspondent

The Federation of Islamic Associations 
of New Zealand (FIANZ) has launched 
New Zealand’s fi rst waqf (Islamic 
endowment fund) in Auckland on the 
9th October 2011, in conjunction with 
the Regional Islamic Da’wah Council of 
Southeast Asia and the Pacifi c (RISEAP). 
This new charitable trust for community 
benefi t expects to manage NZ$2 million 
(US$1.59 million)-worth of assets within 
fi ve years.

RISEAP promoted the establishment 
of the waqf in New Zealand and held a 
training workshop for the local Muslim 
community leaders and scholars in June 
2010. Baitulmal New Zealand will hold 
and manage assets and disburse the 
proceeds. FIANZ, the national Muslim 
body, has committ ed to redirect some of 
its welfare investments for disbursement 
by the fund.

Baitulmal New Zealand is expected to 
achieve two broad outcomes, according to 
Dr Anwar Ghani, the president of FIANZ. 
Firstly, it will provide assistance to the 
needy to help them lead an honorable life.
Secondly, assisting the mosques to further 
develop and enhance their infrastructure 
so that they are bett er able to serve the 
spiritual and social needs of the increasing 
Muslim community in New Zealand.

“Baitulmal New Zealand is yet another 
community-oriented project that FIANZ 
has decided to embark on as an amanah. 

It enables FIANZ to assist the Muslim 
community in our quest to be religiously 
profound and socially progressive, and 
thrive in a multi-religious and multi-racial 
society,” said Dr Ghani.

He added: “It aims to collect funds from 
two main sources: voluntary donations 
from individuals and organizations, 
including sadaqah, atiyaat and zakat; and 
income from the property that Baitulmal 
New Zealand will manage and/or sell.”

Established with NZD55,000 (US$43,736) 
cash initially, Baitulmal New Zealand 
expects to manage assets of over NZ$2 
million by 2016.

Baitulmal New Zealand will be a 
charitable trust, governed by a 10-member 
board consisting of Islamic scholars, 
professionals and Muslim community 
representatives, including the FIANZ 
president or his nominee. Half of the 
board members have been identifi ed at 
the time of writing.The criteria for the 
allocation of funds will be set out once the 
board is operational.

Long-term foreign currency 
rating downgraded
Standard and Poor’s Ratings Services 
(S&P) and Fitch Ratings (Fitch) confi rmed 
on the 30th September 2011 that they 
downgraded New Zealand’s long-term 
foreign currency rating to ‘AA’ with a 
stable outlook from ‘AA+’ with a negative 
outlook.

S&P said that it reduced the rating 

because of the likelihood that New 
Zealand’s external debt would get worse 
if the government spends more as a 
result of the Christchurch earthquakes.
The new rating refl ected S&P’s opinion 
of the country’s government spending 
and monetary policy fl exibility, economic 
resilience and sound banking sector. 

But those strengths were ‘moderated’ 
by New Zealand’s ‘very high external 
imbalances’ with high household 
and farm sector debt, dependence on 
commodity prices and the pressures on 
government spending from an ageing 
population. 

Big banks’ credit profi les in New Zealand 
were expected to remain sound and for 
the country to remain a core market for 
the big Australian banks. The strength 
of the government’s fi nances was also an 
important factor in lessening the risks 
from high overall external debts. Fitch 
downgraded the country’s rating by one 
notch because of the growing external 
debt in a volatile global economy. 

It lowered the rating to ‘AA’ from ‘AA+’ 
and said that it is unlikely that New 
Zealand would be able to sustainably 
narrow its current account defi cit over the 
next few years. However, New Zealand 
retains the highest possible ‘AAA’ rating, 
with a stable outlook with Moody’s.

Dr Mustafa Farouk is the counsel member 
of The Federation of Islamic Associations 
of New Zealand and he can be contacted at 
mustafa.farouk@agresearch.co.nz.

LUXEMBOURG

By Marc Theisen, IFN Correspondent

The Qatar Investment Authority will 
buy Dexia BIL, the Luxembourg unit 
of the Franco-Belgian bank Dexia. As 
a result of the Eurozone debt crisis, 
Dexia Group has been divided between 
Belgium, France and Luxembourg, and 
the toxic assets estimated at EUR95 
billion (US$129 billion) have been 
divided as follows: Belgium 60.5%, 
France 36.5% and Luxembourg 3% (i.e. 
EUR 2.85 billion (US$3.8 billion) for 
Luxembourg). The acquisition amount is 
not available at this moment.

Another Qatari state investment group, 
Precision Capital, will buy KBL, the 
Luxembourg unit of Belgium’s KBC bank 
for EUR1.05 billion (US$1.4 billion). Both 
deals are expected to close by the end of 
October.

The subscription to participate with 
Luxembourg for Finance’ fi nancial mission 
to Singapore, Kuala Lumpur and Shanghai 
from the 17th to the 21st October 2011 
was more than expected. More than 100 
businessmen and representatives of the 
biggest organizations in Luxembourg will 
join Luc Frieden, Luxembourg’s minister of 
fi nance in this mission. Islamic fi nance will 
be discussed during this mission.

Islamic fi nance has been aff ected 
by the running Eurozone crisis. For 
Luxembourg, maybe it will welcome some 
Islamic fi nance transactions in the next 
couple of months, especially Islamic funds 
rather than Sukuk, although we cannot 
ignore the latest. Anyway, the reluctance 
is still very high among investors. The 
acquisitions of the Luxembourg banks 
by Qatari institutions, mentioned above, 
could be a cornerstone for further 
enhancement of Islamic fi nance in 
Luxembourg.

Marc Theisen is the managing partner at 
Theisen Law and he can be contacted at 
mtheisen@theisenlaw.lu. 

Islamic endowment fund launched 

Luxembourg: Europe’s Islamic financial hub  
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PAKISTAN 

By Bilal Rasul, IFN Correspondent

Al Baraka Islamic Bank Pakistan 
(AIBP), the branch operations of Al 
Baraka Islamic Bank (AIB) Bahrain, 
a subsidiary of Al Baraka Banking 
Group (ABG) Bahrain, and Emirates 
Global Islamic Bank (Pakistan) have 
successfully merged their operations 
under the name of Al Baraka Bank 
(Pakistan) (ABPL). 

ABPL has assets in excess of PKR50 
billion (US$576 million), a workforce of 
1400 professionals and a network of 89 
branches in 36 cities and towns across 
Pakistan. ABPL commenced operations 
on the 29th October 2010. The merger is 
the fi rst in the Islamic banking sector in 
Pakistan. 

Substantial capital resources, combined 
with a nationwide branch network will 
enable ABPL to provide a full range of 
Islamic banking services, supported by 
the experience and expertise of its parent 
company, ABG. 

The operations of AIBP date back to 1991, 
and at the time of merging its operations, 
it had 29 branches across Pakistan, an 
asset base of PKR31 billion (US$357 
million) and profi t before tax of PKR168 
million (US$1.9 million). 

Emirates Global Islamic Bank began 
its operations in Pakistan in 2007 with 
principal shareholders being Emirates 
Investment Group (through Emirates 
Financial Holding Company) and Al 
Rajhi Investment Group (through Mal Al 
Khaleej Investment Company). 

During the merger, EGIB had a 60 branch 
network located in 31 cities and towns 
throughout the country. The total number 
of branches of Al Baraka Banking Group, 
including Pakistan, will exceed 360 
branches.

Profi ts of Islamic banks in 
Pakistan
The profi ts of the Islamic banking 
industry increased to over PKR5 billion 
(US$57.6 million) in the second quarter 
(April until June 2011), a nine-year 
record, owing to shift  in the investment 
patt ern towards government paper, 
according to a report by the central bank, 
State Bank of Pakistan (SBP).

The profi t of the industry grew by 194% 
to PKR5 billion (US$57.6 million) from 
PKR1.7 billion (US$19.6 million) during 
the corresponding quarter last year.

Islamic banks were the main contributors 
to this phenomenal growth in profi ts, 
though their Islamic banking divisions of 
conventional banks also witnessed more 
than 100% increase in their profi ts, said 
SBP.

The report stated: “This record profi t can 
be linked to a structural shift  in assets 
of Islamic banks with a rising share of 
investments, which produces higher 
returns due to availability of higher 
yielding government of Pakistan Sukuk 
Ijarah.

This is also indicated by a rising 
fi nancing rate spread of 8.8% in this 
quarter against 8.4% in the last quarter. 
This fi nancing rate spread is signifi cantly 
higher than the industry average of 
6.9%.”

The report also stated that the Islamic 
banking industry grew by 13% during 
the quarter with assets stood at PKR560 
billion (US$6.5 billion), constituting more 
than 7% share of the overall banking 
industry’s assets. 

In terms of deposits, the industry share 
of Islamic banking institutions increased 
from 7.3% to 7.6% during the quarter 
under review. 

Signifi cant positive developments of the 
quarter were record profi t of the industry, 
a drop in non-performing fi nancing 
(NPF) and improved leveraging of the 
capital base. 

The return-on-assets and return-on-
equities of the Islamic banking industry 
at 1.6% and 16.5% for the fi rst time 
surpassed the overall banking system 
averages of 1.4% and 14.4%, respectively.

Regarding the future investment by 
the Islamic banking industry, the 
SBP emphasized the need to develop 
diversifi ed investment avenues for 
effi  cient liquidity management of Islamic 
banks. 

“The next few quarters may, however, 
witness some slowdown as the 
identifi cation of new assets, their 

valuation and documentation may take 
some time before the government could 
announce the issuance of further Sukuk,” 
said the central bank.

With the issuance of a Sukuk worth 
PKR45 billion ( US$518.1 million) during 
the quarter, all the six tranches of the 
government of Pakistan’s Sukuk Ijarah 
based on the Jinnah Terminal Karachi 
(the underlying asset) were completed, 
whereby, the government raised more 
than PKR190 billion (US$2.2 billion)
from Islamic banks during the last nine 
months.

The asset quality indicator of the Islamic 
banking industry depicted a positive 
trend during the quarter under review. 

The NPF to fi nancing ratio and net 
infection ratio (net NPF to net fi nancing) 
declined to 7.5% and 3.2%, respectively, 
from 8% and 3.4%. Both these ratios were 
below the overall industry average of 
15.3 % and 5.5%, respectively.

On the liability side, during the quarter, 
the deposits of the industry reached PKR 
452 billion (US$5.2 billion) from PKR398 
billion (US$4.6 billion) in the last quarter 
(March 2011), showing a signifi cant 
growth of 14%. 

The deposits of fi nancial institutions 
grew by 27%, which is twice the growth 
rate (12.8%) recorded in customers’ 
deposits.

Bilal Rasul is the director (enforcement) 
at Securities & Exchange Commission of 
Pakistan and he can be contacted at bilal.
rasul@secp.gov.pk. 
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The 11th October announcement that 
Emirates NBD (ENBD) will pick up 
where the Dubai government left  off  
in the takeover of Dubai Bank did not 
come as a surprise. The bank’s bailout 
by the government in May this year, as a 
result of its rising losses from fi nancing, 
was widely seen as a stop-gap measure 
before an appropriate shareholder could 
be identifi ed to help it regain steadier 
footing.

As it stands, the government has already 
injected an unspecifi ed amount of capital 
into Dubai Bank shortly following its 
takeover, in an eff ort to protect depositors. 
Aft er the announcement of its 100% 
acquisition of Dubai Bank, ENBD also 
said that its new subsidiary will be further 
capitalized as and when it is necessary, 
although this will only be done following 
the completion of the transaction, 
expected by the end of this year. 

While the market remains mixed on the 
impact Dubai Bank’s second change of 
hands will have on its new shareholder, 
could ENBD’s entry fi nally signal a 
turning of the tide for the troubled 
fi nancier? 

The Dubai Holding factor
Although Dubai Bank’s last reported 
results are from 2009, it is highly 
expected that issues relating to its asset 
quality remains and this may spillover 
into ENBD’s books. “Despite the lack of 
fi nancial information on the transaction, 
we believe that this deal is not in ENBD’s 
best interest. ENBD has already been 
drained with asset quality issues over 
the past three years as a result of its large 
exposure to Dubai entities.

“Having improved its liquidity position, 
ENBD is still struggling to achieve loan 
growth, avoid further deterioration 
in asset quality and reach adequate 
provisions coverage. We believe that 
Dubai Bank’s close relation to Dubai 
Holding might trigger more asset quality 
issues,” said Egypt’s Beltone Financial in 
a recent note.

Indeed, Dubai Holding holds the key to 
many of the troubles seen by banks in the 
Middle East. Formerly a 70% shareholder 
of Dubai Bank before its initial takeover 
by the government, it is the bank’s poor 
quality asset linked to the conglomerate 
that played a large part in weighing it 
down to its present state.

However, some in the market are positive 
that ENBD’s entry into Dubai Bank will 
help alleviate the Dubai Holding factor in 
the Islamic bank’s portfolio. Speaking to 
Islamic Finance news, Raj Madha, MENA 
banking analyst at Rasmala Investment 
Bank, noted: “Dubai Bank has had a 
number of issues, including an absence 
of liquidity, poor quality assets linked to 
Dubai Holding and an over-concentrated 
fi nancing book.”

“We understand that as far as ENBD is 
concerned, many of these issues should 
be resolved before transfer. Dubai 
Bank will still have to reduce its Dubai 
Holding exposure, but if liquidity and 
capital are maintained, then this should 
happen naturally over time,” he said.

Recapitalization to the fore
As a result of Dubai Bank’s bad debt and 
losses recorded in 2009 and expected for 
2010, a key factor to gett ing the bank back 
on a fi rmer ground is recapitalization. 
Its 2009 loss alone wiped out 15% of its 
equity.

According to Rick Pudner, the CEO 
of ENBD, the bank will inject further 
capital into Dubai Bank “to the extent 
considered necessary”, noting that the 
amount of capital needed can only be 
identifi ed aft er the completion of its 
takeover. The recapitalization is expected 
to have a negligible impact on the group’s 
overall capital ratios, he added. 

ENBD also said that the acquisition, 
which will be paid in cash, will lower 
ENBD’s total capital adequacy ratio by 
100 basis points but will not aff ect its 
profi t and loss statements or its loan 
portfolio.

In a response to Islamic Finance news, 
Khalid Howladar, the senior credit offi  cer 
and vice-president of fi nancial institution 

ratings at Moody’s, commented that: 
“Dubai Bank was clearly in a troubled 
position and likely facing a capital 
shortfall. The takeover by ENBD 
(which has a stronger capital base) 
will ultimately protect Dubai Bank’s 
depositors.”

Meanwhile, Madha noted that the 
amount of capital Dubai Bank needs 
will depend on the structure of 
its recapitalization, which has not 
been disclosed. “We understand 
that the business will be fair-valued 
before transfer, which should clarify 
recapitalization needs,” he added. 

Merger on the cards?
ENBD’s takeover Dubai Bank, while 
reducing the uncertainty of the Islamic 
bank’s future, has, however, given rise to 
further speculation that it will be merged 
with ENBD’s existing Islamic arm, 
Emirates Islamic Bank (EIB).

Although Pudner said that there are 
no plans to merge EIB with Dubai 
Bank, he stopped short of ruling out 
this possibility. While ENBD now sees 
Dubai Bank remaining as a fully-owned 
subsidiary with its own brand identity, 
he also said that branch or job cuts could 
occur, with ENBD eventually looking at 
enhancing synergies within the group.

Certainly, it will make sense for ENBD 
to consolidate its Islamic operations. 
However, it is likely that this will be 
held off  until not just Dubai Bank, but 
EIB’s own problem portfolios which area 
also weighed down by provisions, are 
resolved. 

Notwithstanding its recapitalization and 
possible merger plans, Dubai Bank may 
also want to take further steps to secure 
its future. Madha noted that: “Dubai 
Bank needs to get back to doing sensible 
cash fl ow-based banking and get away 
from fi nancing related party speculative 
investment schemes. The CEO, Salaam Al 
Shaksy recently stated that the corporate 
and retail operations have both been 
overhauled and that may indicate it has 
taken steps in this direction.”

Whatever else lies in store for Dubai 
Bank, at the very least, ENBD’s takeover 
of Dubai Bank has provided some clarity 
for the Islamic bank’s future and likely 
represents a positive step forward in 
rebuilding its fi nancial position.  — EB

ENBD in sight for Dubai Bank’s woes? 
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Islamic finance is a relatively new 
and developing sector for the Turkish 
economy. The country got acquainted 
with the Islamic banking model while 
it was shifting its closed economy 
to a liberal and open economy in 
1980s. During those years Turkey was 
trying to enrich its economic system 
in terms of financial instruments 
and institutions. Hence participation 
banks (formerly known as private 
finance houses) were included into 
the Turkish financial system as a 
result of these efforts. 

Islamic fi nance in Turkey was introduced 
to att ract people who are not willing 
to engage in the conventional banking 
system due to their religious beliefs. 
From a broader perspective another 
purpose was to att ract foreign capital 
particularly from the Gulf by establishing 
these Shariah compliant fi nancial 
institutions. 

During the fi rst 10 years of the new 
millennium, although the 2001 crisis 
in Turkey pointed out some problems 
concerning participation banks, they 
have a growing share in the market since 
then. 

The total size of the participating banks 
was TRY5.51 billion (US$3 billion) as 
at the end of 2003 and it has reached to 
TRY48.28 billion (US$26.5 billion) in 2011. 

The share of participation banks in the 
banking sector also increased from 2.01% 
in 2003 to 4.2% in June 2011. There has 
been a signifi cant growth in terms of 
branch and personal numbers of these 
banks. 

However, it is not quite possible to defi ne 
the participation banks in Turkey as pure 
Islamic banks or as banks engaging in 
Islamic banking; since these banks are 
operating in a system which has close 
links to western economic systems and 
diff erent from the countries with Islamic 
fi nancial rules. 

Nevertheless, regulations implemented 
within the last eight years can be defi ned 

as ‘Islamic fi nance friendly’ and we do 
expect more will come from Turkey to 
promote Islamic banking and fi nance. 

The new banking law
Unlike the former banking law, the 
Banking Law No. 5411, dated the 19th 
October 2005 (the Law) separately 
describes the funds similar to deposits 
but pertaining to participation banks by 
using new terms such as participation 
funds and participation accounts. 

Participation banks can be defi ned as the 
banks which are situated in Turkey or the 
branches of foreign-based banks which 
collect funds through private current or 
participation accounts and provide loans. 

It should be noted that the term “bank” 
was not used until the enactment of the 
Law in 2005 which recognized Islamic 
banking and converted the ‘private 
fi nance houses’ into the banks. As stated 
by the Law, participation banks may also 
‘open private current account’ which 
does not off er any profi t or loss.

Article 3 of the Banking Law defi nes 
participation accounts as “accounts 
constituted by funds collected by 
participation banks that yield the result 
of participation in the loss or profi t to 
arise from their use by these institutions, 
that do not require the payment of a pre-
determined return to their owners and 
that do not guarantee the payment of the 
principal sum”.

According to the participation account 
defi nition, the aim of this fi nancial 

instrument is to put the amounts 
together which are paid by the account 
holders and create a fund. 

These funds are controlled by the 
participation banks and account holders 
share the profi t or loss which arises from 
the management of these funds. The 
diff erence between deposit accounts and 
participation accounts can be described 
as follows:

• Participation accounts can only be 
opened at the participation banks 
while deposit accounts are pertaining 
to deposit banks.

• Participation accounts do not 
guarantee a pre-specifi ed return 
unlike time deposits.

• There is a risk of loss for participation 
accounts and therefore even the 
principal sum is not under the 
guarantee of the bank. The amount in 
the deposit accounts however should 
be returned to their owner on a 
certain date of maturity or whenever 
it is called.

• Participation accounts constitute 
an agreement between the account 
holder and the bank. This agreement 
specifi es the projects to be fi nanced 
and types of commercial activities to 
be performed by using the account 
holder’s funds. 

As it can be clearly seen from the above 
explanation, the participation account 
holder bears a commercial risk. Any 
failure of the bank in its commercial 
decisions will result in a loss for the 
account holder. 

Participation accounts can be described 
as a version of the Islamic fi nance 
instrument Mudarabah in many ways. 

Bearing of losses is the most signifi cant 
feature and it distinguishes the 
participation account from deposit 
accounts. 

The future of participation banks and new 
banking licences in Turkey 
The market share of participation banks in Turkey has increased since the 2001 crisis. ALI CEYLAN and BURAK 
GENCOGLU delve into the banking laws in the country and discusses how it may aff ect the Islamic fi nance industry.
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This characteristic of the participation 
account appears as the reason to be 
preferred by the people who act with 
religious concerns in their fi nancial 
activities. 

Turkish banking licenses
Banking Law Article 60 states: “Other 
than credit institutions and those 
authorized by special laws, no real or 
legal person, essentially or secondarily 
by assuming a profession, shall accept 
deposits or participation funds. Neither 
shall they make announcements to the 
public by notice or advertisement using 
commercial titles or other expressions 
nor terms that give similar impressions 
thereof”.

Considering the above Article, it is 
required for banks to obtain required 
permission and licenses from the 
relevant authorities in order to execute 
banking activities. The law separately 
regulates the incorporation of the banks 
and launching their activities in Articles 
6 and 10. 

As per Article 6 of the Law, the Banking 
Regulation and Supervision Board 
(the Board), the Turkish watchdog in 
banking sector, has the authority to issue 
permissions for incorporation providing 
fi ve affi  rmative votes out of seven board 
members. 

This permission should be obtained both 
for establishing a new bank in Turkey 
or opening up the fi rst branch of a bank 
registered abroad. 

Another permission required for 
the establishment of a bank is the 
authorization from the ministry of 
industry and commerce on incorporation 
of a joint-stock company as it is 
stipulated in the Turkish Commercial 
Code. 

The Board shall give its decision in three 
months following the application or the 
date defi ciencies in the application are 
corrected. 

In case there is no decision given within 
three months, the application should 
be deemed as rejected. However, as 
indicated above, the permission for a 
new establishment or opening a branch 
in Turkey is not suffi  cient to accept 
deposits or participation funds.

Since there is a two stage procedure 
for banks to execute their activities 
in Turkey, a bank which obtains an 
establishment permission should seek for 
an operating permission as well. 

Following the permission for the 
establishment of a bank, Article 10 
stipulates that an application should 
be made to the Board for obtaining 
operating permission. 

Article 10 
“The banks that are permitt ed to be 
established in Turkey or permitt ed to 
open up branches in Turkey within the 
framework of the provisions of Article 6 
of this Law shall be obligated to receive 
permission for operation from the 
Board”.

The decision of the Board shall be given 
in three months following the application 
and in case of an affi  rmative decision; 
it should be published in the Offi  cial 
Gazett e. 

The Board investigates the conditions 
stipulated in Articles 7, 8 and 9 for 
establishment and operating permissions. 
These conditions should be met before a 
bank or an abroad registered bank’s branch 
can operate in Turkey.

A broad discretionary power is given to 
the Board while giving its decisions on the 
establishment or the opening of an abroad 
registered bank’s branch in Turkey. 

For instance, Article 8 (e) and (f) of the 
Law states that founder partners of the 
bank should “have necessary fi nancial 
strength and respect” and “have the 

honesty and competence required for the 
business”. These requirements are open 
to subjective decisions and applications 
can easily be rejected based on these 
paragraphs.

As it is well known that the Board does 
not issue banking permissions for almost 
for 10 years; and recently although there 
were rumors that a new license will be 
issued for a major Lebanese bank; the 
Board made a public statement which 
emphasize that there will not be such an 
issuance. 

The reason for being reluctant to grant 
permissions to new banks may be the 
strict fi nancial control over the banking 
sector aft er the destructive 2001 crisis. 

Article 48/2 of the Turkish Constitution 
authorizes the state, thus the Board, to 
regulate the sector by stating that “the 
state shall take measures to ensure that 
private enterprises operate in accordance 
with the national economic requirements 
and social objectives and in conditions of 
security and stability”. 

However, we expect that new banking 
licences will be issued in upcoming years 
providing that the Turkish economy 
maintains its stability and strength 
against external and internal factors. 

Conclusion
It is not diffi  cult to predict the future of 
Islamic banking in Turkey and even in 
the Middle East region. Turkish economy 
has a huge growth rate and while its 
economy expands its economic and 
political roots become stronger. 

Thus, it is quite possible that Turkey will 
att ract more capital from Middle East 
countries and this capital is likely to be 
collected by the participating banks in 
Turkey due to their ‘interest-free’ feature. 
In fi ve years’ time, we expect that the 
steady growth will continue and the 
market share of Islamic banks will increase. 

However, there is a great importance in 
co-operating with the other Islamic banks 
in the Middle East region to support this 
growth.

Ali Ceylan is a partner and Burak Gencoglu 
is a junior associate at Baspinar & Partners 
Law Firm. They can be contacted at ali.
ceylan@baspinar.av.tr and burak.gencoglu@
baspinar.av.tr, respectively.
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Sukuk are one of the important 
instruments in the Islamic capital 
and money markets. Although there 
has been tremendous growth, it does 
not mean that Sukuk are risk-free 
investment instruments. In fact, Sukuk 
investors face most of the risks that 
the traditional bondholders do such 
as market, credit and liquidity risks. 
Sukukholders may also face Shariah 
compliance risk caused by any violation 
of Shariah principles in structuring 
the Sukuk. The above mentioned risks 
were not clearly apparent in the Sukuk 
market within the 2002-2007 periods. 
But, from 2008 until now, we have 
witnessed the appearance of those risks 
in the market. 

Market risks in Sukuk
Market risks are the risks on instruments 
(securities) traded in well-defi ned 
markets. In general, market risks can 
be categorized into rate-of-return risk, 
foreign exchange risk and price risk. 

The Islamic Financial Services Board 
(IFSB) defi nes it as the potential impact 
of adverse price movements such as 
benchmark rates, foreign exchange rates, 
equity prices and commodity prices on 
the economic value of an asset. Rate-of-
return risk is risk caused by the changes 
in the benchmark rate. 

Since some Sukuk in practice still 
use interest rate as the benchmark 
to determine the rates-of-return, the 
movement in interest rates will surely 
aff ect the Sukuk value. 

All fi xed-return Sukukholders (Sukuk 
Ijarah, Sukuk Istisnah, Sukuk Salam or 
any other fi xed income origins) will face 
the rate-of-return risk. Furthermore, the 
rise in market interest rates leads to the 
fall in those fi xed income Sukuk values. 

For example, the recent US debt crisis has 
resulted in the downgrading of the US 
securities rating. As the biggest economic 
power, the downgraded rating will force 
the world’s cost of borrowing (interest 
rates) to soar. 

The increase in the interest rates will 
result in the decline of the value of the 

fi xed return Sukuk. One possible way to 
minimize or mitigate this risk is to adopt 
a variable rate Sukuk (e.g. a variable rate 
on Sukuk Ijarah). 

Another possible way is to adopt IFSB’s 
guiding principles on operational 
considerations such as that the Islamic 
fi nancial institutions should develop 
appropriate strategies which include 
sound information system to allow 
a swift  identifi cation of the risk, 
monitoring it and appropriate framework 
for its pricing, valuation and reporting. 

Similarly, foreign exchange rate risk 
(currency risk) is the risk, which 
arises from unfavorable exchange rate 
fl uctuations. 

This type of risk exists if Sukuk are 
issued not in the home currency of 
obligor/originator or when an investor 
invests in Sukuk issued not in his/her 
home currency. 

The recent depreciation of the US dollar 
has made the US-denominated Sukuk 
becoming unfavorable to the investors. 

This is due to the lower amounts of 
return that they receive in their home 
currency as a result of the declining value 
of the US dollar. 

Since the usage of conventional 
derivatives is prohibited under Shariah, 
one practical way to minimize such 
currency risk is through diversifi cation 

of Sukuk issuance into multiple 
currencies. 

Moreover, price risk arises as the asset 
value falls reducing repayment amount 
on maturity. It also relates to the prices of 
the underlying commodities or assets in 
relation to the market prices. 

Almost all types of Sukuk structures 
expose their investors to this type of risk. 
Sukuk Ijarah, for example, exposes its 
holders to the risk as the values of the 
underlying assets depreciate faster as 
compared to market prices. 

The 2008 global fi nancial crisis, for 
example, has resulted in the decline of 
property value worldwide. Obviously, 
the investors in Sukuk Ijarah that use 
property as their underlying assets are 
aff ected.

In the same way, the investors in Sukuk 
Salam are also exposed to this risk if mar-
ket price of the commodity falls on matu-
rity. However, through parallel contracts 
and relatively short-time maturity, the risk 
can be relatively overcome. 

Investors in Sukuk Mudarabah and 
Sukuk Musharakah (equity-based Sukuk) 
are also exposed to this risk since the 
repayment of the principal is subject to 
the value of the assets on the maturity. 

The pronouncement of fatwa released 
by Shariah board of AAOIFI in 2008 
that prohibits the usage of some credit 
enhancements mechanisms in equity-
based Sukuk due to its non-compliancy 
with Shariah has increased the exposure 
of equity-based Sukuk investors to this 
type of risk.

Credit risk in Sukuk
Credit risk refers to the probability that 
an asset becomes irrecoverable due to 
a default or delay in sett lements. It also 
refers to delay or default on payments/
repayments by the originator. 

Similarly, it is that potential loss arising 
from the inability of a counter party 
fulfi lling its obligations according to the 
agreed terms. 

The risks behind Sukuk issuances  
SUTAN EMIR HIDAYAT and MUHAMMAD MUSA ABU BAKAR explain the risks associated with Sukuk along 
with the description of the recent events related to each category of risks.
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This risk is related to business and 
management risks of the originator. All 
Sukuk structures invariably may expose 
their investors to this kind of risk. For 
example, investors in Sukuk Salam 
are exposed to this type of risk as the 
commodities will not be supplied on time 
or to the agreed quantity. 

In Sukuk Ijarah, this risk arises when 
the originator/obligor is unable to pay 
the periodic rental or exercise purchase 
undertaking (waad) at the maturity. 

In Sukuk Mudarabah and Musharakah, 
this type of risk exists when the 
originator as mudarib misuses the funds, 
hence unable to return the principal and 
provide the expected returns. 

Unlike in conventional fi nance where 
the investors have access to derivative 
instruments such as credit default swap 
(CDS) and other credit risk management 
mechanisms to hedge their positions, 
investors in Sukuk do not have those 
facilities due to Shariah considerations. 

Consequently they become vulnerable 
to such risk. As such, in order to 
minimize this risk, hybrid Sukuk is 
used, combining equity contract such 
as Musharakah with fi xed income 
generating contract such as Ijarah. 
Operational consideration requires a 
sound strategy which blends Shariah 
compliance with mitigating qualities. 

The Nakheel Sukuk default in 2009 raised 
more questions than answers. It has 
been a real example of the occurrence of 
credit risk in the Sukuk market. Nakheel 
as the originator was unable to pay 
the principal on the maturity date and 
requested for rescheduling. 

The default has raised some questions 
such as the issue as to who was in control 
over the ownership of the asset. Since the 
Sukuk was asset-based, the Sukukholders 
do not have the right to dispose of the 
asset. 

The asset in the Sukuk was simply 
viewed to facilitate the Shariah 
requirement. The return that the 
Sukukholders obtained also had litt le or 
nothing to do with the asset used in the 
deal.

Liquidity risk in Sukuk
Liquidity risk is the risk associated 
with tradability of the security in the 
secondary market. The IFSB defi nes it 
as the potential loss to an institution 
arising from their inability either to meet 
their obligations or to fund increases in 
assets as they fall due without incurring 
unacceptable costs or losses. 

In Sukuk, this risk exists clearly for 
some structures in which the Sukuk 
contractually cannot be sold in the 
secondary market (e.g. Sukuk Salam, 
Sukuk Murabahah and Sukuk Istisnah, 
if the asset has not yet completely been 
manufactured).

Some Sukuk cannot be easily sold to 
other investors with a favorable price 
either at a premium or discount. This is 
because there is insuffi  cient numbers of 
well structured and suffi  ciently liquid 
secondary markets for Sukuk. 

Therefore, there is a need to create active 
and vibrant secondary markets for Sukuk 
to minimize this kind of risk. Similarly, 

more grounded research and investments 
in research and development are needed 
to unlock the more products that will 
allow the much needed vibrancy in 
Sukuk tradability. 

With these initiatives, liquidity risk can 
also be mitigated. Sukuk has been one 
of the driving forces in the industry of 
fi nance. The lack of instruments aff ects 
the effi  ciency of the market. 

Shariah compliance risk in 
Sukuk
Shariah compliance risk refers to the loss 
of asset value as a result of the issuers’ 
breach of its fi duciary responsibilities 
with respect to compliance with Shariah. 
Shariah compliance is the key element 
that diff erentiates Sukuk from other 
conventional instruments. 

Therefore, any violation of the Shariah 
principles either in the system or 
operations hampers the essence of Sukuk. 
For an example, AAOIFI Shariah board’s 
announcement in 2008 on the wrong 
practice of the usage of some credit 
enhancements in equity-based Sukuk 
such as Musharakah and Mudarabah. 

The pronouncement has led to the 
decrease in the number of these kinds of 
Sukuk issuances from 2008 until 2010. 

To ensure proper Shariah adherence, 
the IFSB suggested that Islamic fi nancial 
institutions to constantly review their 
operations. 

Conclusion
Sukuk may be aff ected by an additional 
risk called Shariah compliance risk. As 
such, risk cannot be avoided but rather it 
can be managed.

Sutan Emir Hidayat is a senior lecturer and 
Muhammad Musa Abu Bakar is an assistant 
professor at University College of Bahrain. 
They can be contacted at sutan@ucb.edu.bh 
and mmusa@ucb.edu.bh, respectively.
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Next Forum Question:
What is the outlook for the Islamic fi nance industry in the Americas and 
what opportunities are there for the industry in the region?

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 21st October 2011.
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Sukuk are Islamic securities, employed 
in the Islamic capital market to raise 
funds in a manner that is compliant 
with Shariah requirements. As at the 
end of June 2011, 19 corporate Sukuk 
issuances valued at RM32 billion 
(US$10 billion) has been approved by 
the Malaysian Securities Commission 
(SC).

There is an increasing use of Sukuk as 
a means of raising funds for projects. 
Further growth is likely, especially 
as more projects are undertaken via 
public private partnerships between the 
government of Malaysia (government) 
and the private sector, as a public private 
partnership involves the transfer to the 
private sector of the responsibilities 
to fi nance and manage public sector 
assets such as highways and university 
campuses, etc.

Underlying asset
Sukuk are defi ned as being documents or 
certifi cates, documenting the undivided 
pro-rated ownership of underlying 
assets. 

A public private partnership between 
the government and the private sector 
is commonly undertaken by way of a 
concession agreement, pursuant to which 
the government grants a concession to 
a company (concession company) for 
a certain period of time (concession 
period). 

A typical concession agreement will 
require the concession company to 
construct a public sector asset at its own 
cost and expense, and to manage it in 
return for a consideration payable by the 
government to the concession company, 
with the asset in question being 
transferred by the concession company 
to the government upon the expiry of the 
concession period.

In this manner, the capital investment 
required for the construction of the 
public sector asset is borne by the private 
sector rather than the government. This 
allows public funds to be utilized for 
other areas of development. 

A concession agreement is typically 
valid for a certain period, so that the 
concession company has suffi  cient 
time to recover the capital invested and 
over the life of the concession, earn 
an appropriate return on the capital 
invested. 

The concession period therefore takes 
into account the amount invested and the 
fi nancing costs, among others, and may 
range from 12 to 25 years.

The Shariah Advisory Council of the SC 
has decided that all contracts awarded 
by the government i.e. concession, 
construction, supply and service 
contracts are accepted as approved 
underlying assets for structuring Sukuk. 

The same principle can also be applied to 
contracts awarded by state governments, 
government agencies and government-
related companies. The decision was 
made based on the principle of a 
government award (iqta’).

Hence, the concession company would 
have a suitable underlying asset with 
which to raise the funding required 
for the construction (operations and 
maintenance) of the public sector asset in 
question.

Structuring Sukuk for project 
fi nancing
There are various Shariah principles that 
can be employed to structure the Sukuk 
based upon the common structures used 

in concessions. Some common structures 
used in concessions are as follows:

BOT (Build-Operate-Transfer)
Under the BOT structure, the capital to 
fund the project in question (project) 
is to be provided by the concession 
company, which will carry out the 
relevant construction/building works 
required. Following the completion 
of the construction/building works, 
the concession company will then 
have a right to operate the constructed 
infrastructure/building(s) (assets) during 
the concession period, which should be 
suffi  cient for the concession company to 
recover its investment cost (usually by 
collecting revenue from user charges) 
and earn an appropriate return on such 
investment cost. 

Once the concession period has expired, 
the right to operate the assets including 
associated rights and entitlements 
pertaining thereto will revert to the 
government.

BOOT (Build-Own-Operate-Transfer)
The BOOT structure is almost the same 
as the BOT structure. The diff erence is 
that the concession company owns the 
assets during the concession period. On 
the expiry of the concession period, the 
assets are transferred to the government.

BOO (Build-Own-Operate)
In the BOO structure, the concession 
company retains ownership of the assets 
and will not have to transfer the assets to 
the government. 

However, certain regulatory constraints 
may be imposed on the concession 
company with regard to the operation of 
the assets (such as pricing of the services 
provided i.e. the amount of user charges 
that can be imposed, etc.)

BLT (Build-Lease-Transfer)
The BLT structure is similar to the BOOT 
structure. The main diff erence is that 
instead of operating the assets following 
the completion of the construction of the 
assets, the concession company leases the 
assets to the government. 

Malaysia: Islamic bonds in project financing 
Malaysia’s Sukuk market accounts for two-thirds of the global Sukuk outstanding. With the number of major projects 
in the pipeline, HOH KIAT CHING highlights the prospects for Sukuk issuances to raise funding for those projects.
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The government then pays the 
concession company rent for the agreed 
concession period which should cover 
the concession company’s costs and allow 
the appropriate return. 

The ownership of the assets (entitling the 
concession company to lease the assets 
to the government) is transferred to the 
government once the concession period 
has expired.

As the common structures for 
concessions involve construction, 
Istisnah is a Shariah principle that can be 
used. Istisnah is described in the Islamic 
Securities Guidelines (Sukuk guidelines) 
issued by the SC and eff ective from the 
12th August 2011, as follows:

 “A purchase order contract where a 
buyer requires a seller or a contractor 
to deliver or construct the asset to be 
completed in the future according 
to the specifi cations given in the sale 
and purchase contract. The payment 
term can be as agreed by both parties 
in the contract.”

The BLT structure involves leasing, 
whereby the Shariah principle of Ijarah 
can be employed. Ijarah is defi ned as 
follows in the Sukuk guidelines:

 “A contract whereby a lessor 
(owner) leases out an asset to a 
lessee at an agreed lease rental for 
a pre-determined lease period. The 
ownership of the leased asset shall 
always remain with the lessor.”

However, it is possible to use Ijarah in a 
sub-lease situation where the concession 
company does not own the assets but 
has rights over the assets that would 
allow the concession company to lease 
the same to a third party, e.g. where 
the government leases the land upon 

which the assets are constructed (or to be 
constructed) to the concession company, 
and the company then sub-leases the 
land in question back to the government. 
Istisnah and Ijarah are oft en employed 
together, as in the BLT structure.

Sukuk for project fi nancing can also 
be structured using the partnership 
principles of Musharakah and 
Mudharabah, described as follows under 
the Sukuk guidelines:

 A Musharakah is “a partnership 
arrangement between two or more 
parties to fi nance a business venture 
whereby all parties contribute capital 
either in the form of cash or in kind 
for the purpose of fi nancing the said 
venture. Any profi t derived from the 
venture will be distributed based on 
a pre-agreed profi t sharing ratio, but 
a loss will be shared on the basis of 
capital contribution.”

A Mudarabah is “a contract made 
between two parties to enter into a 
business venture. The parties consist of 
the rab al maal (capital provider) who 
shall contribute capital to fi nance the 
venture, and the mudarib (entrepreneur) 
who will manage the venture. 

If the venture is profi table, the profi t will 
be distributed based on a pre-agreed 
ratio. In the event of a business loss, the 
loss shall be borne solely by the provider 
of the capital.”

Example of a Sukuk 
Musharakah structure for a 
BLT concession
The concession involves the construction 
by the concession company of the assets 
on land leased by the government to the 
concession company. 

Upon completion of the construction, 
the land in question (together with the 
assets erected thereon) is sub-leased 
by the concession company back to the 
government. 

Upon the expiry of the concession period, 
the leasing/sub-leasing arrangements will 
terminate, and the assets will belong to 
the government. 

During the concession period, the 
concession company is entitled to 

receive the sub-lease rentals from the 
government. 

The rights and entitlements to such sub-
lease rentals form the ‘identifi ed assets’ 
for the purposes of the Sukuk described 
below.

The concession company established 
a single purpose vehicle (issuer) solely 
to raise funds via a Sukuk program, 
whereby the proceeds are to be used for 
the concession.

The Shariah principle of Musharakah 
was employed for the Sukuk structure. 

For each issuance of Sukuk under the 
Sukuk program, two or more investors 
(Sukukholders) will form a Musharakah 
among themselves for the purpose of 
acquiring the identifi ed assets (as defi ned 
above) from the concession company 
(Musharakah venture). 

The Sukukholders will appoint the issuer 
as the agent to acquire and manage the 
identifi ed assets for a fee (incentive fee).

The Sukukholders contribute 
capital (Musharakah capital) for the 
Musharakahventure in the form of cash 
by subscribing for the Sukuk issued 
by the issuer, which represent the 
Sukukholders’ undivided proportionate 
interest in that Musharakah venture.

The issuer (as agent for the 
Sukukholders) will utilize the 
Musharakah capital to acquire the 
identifi ed assets from the concession 
company by way of a legal assignment, 
for a cash consideration equal to the 
nominal value of the relevant Sukuk. 

The issuer will then declare a trust of the 
identifi ed assets in favor of the security 
agent (security agent) who shall hold the 
same on trust for the Sukukholders of the 
relevant Sukuk.

Any income derived from the 
Musharakah venture will be shared 
between the Sukukholders of the relevant 
Sukuk in proportion to their respective 
interest in the relevant Musharakah 
venture, based on the ratio of their 
contribution to the Musharakah capital. 

The Sukukholders will agree upfront 
that their entitlement to the distributable 
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income, if any, shall be equal to the 
expected profi t (i.e. an amount which 
is equal to the yield (determined at the 
point of issuance of the relevant Sukuk) 
for the relevant Sukuk up to the maturity 
date thereof or the date the Musharakah 
venture is dissolved due to a dissolution 
event, whichever is the earlier) and any 
excess over the expected profi t, if any, 
shall be paid to the Issuer as incentive fee.

Sublease rentals received from the 
government will be applied towards 
refund of the Musharakah capital and 
periodic payments of the expected profi t 
and the incentive fee (if any).

Upon the maturity of the relevant 
Sukuk or upon early dissolution of the 
Musharakah venture due to a dissolution 
event, as the case may be, the issuer 
will refund the Musharakah capital 
proportionately to the Sukukholders 
and pay the expected profi ts to the 
Sukukholders, to the extent that the 
Issuer receives suffi  cient amounts from 
the identifi ed assets.

Any losses in the relevant Musharakah 
venture shall be borne by the 
Sukukholders of the relevant Sukuk, 
in proportion to the respective 
Sukukholders’ interest in the relevant 
Musharakah venture (i.e. based on 
the ratio of their contribution to the 

Musharakah capital) and limited to the 
respective Sukukholders’ Musharakah 
capital.

Conclusion
In the 2012 Budget speech, Najib 
Razak, the prime minister and 
minister of fi nance, announced that to 
further support economic growth, the 
government will implement a special 
stimulus package through private 
fi nancing initiatives. 

Through these initiatives, several public 
projects will be implemented amounting 
to RM6 billion(US$2 billion) in 2012. In 

addition, 2012 is the fi rst year for the 
implementation of the Second Rolling 
Plan (RP2) projects under the 10th 
Malaysia Plan (10MP). 

The RP2 will be allocated RM98.4 billion 
(US$31.5 billion) with RM49.2 billion 
(US$15.8 billion) each for 2012 and 
2013. The RP2 will focus on high impact 
development projects, including the 
Gemas-Johor Bahru double tracking rail 
project, and the redevelopment of the 
Sungai Besi Kuala Lumpur air base.

Malaysia’s Sukuk market continues to be 
the world’s largest Islamic bond market, 
accounting for two-thirds of the global 
Sukuk outstanding. 

With the number of major projects in the 
pipeline, there will be more opportunities 
for Sukuk issuances to raise the funding 
for such projects. This is a growth area 
that is worth exploring, and there is room 
for the creation of innovative Sukuk 
structures.

This article is intended as a broad and general 
overview and should therefore not be taken as 
a substitute for detailed legal advice.

Hoh Kiat Ching is a partner at Shook Lin 
& Bok and she can be contacted at kchoh@
shooklin.com.my. 
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Islamic banking in Indonesia provides 
fi nancing to small and medium-sized 
enterprises (SMEs) which are a mirror 
of the economy of the majority of the 
people. Thus improving the welfare 
of SMEs is a community eff ort. In the 
Islamic economic system, moral values 
and ethics is an inherent value and it 
cannot escape the moral responsibility 
and ethics.

Indonesia has 51.3 million SMEs units 
which are the majority of the businesses. 
The SMEs’ contribution to employment 
is 90.9 million (97.1%) and foreign 
exchange contributed to IDR183.8 
trillion (US$20.6 billion) (20.2%). The 
SME’s contribution to the GDP is about 
IDR6.609 trillion (US$740 million) 
(55.6%) and its signifi cant investment 
value reached IDR640.4 trillion (US$71.7 
billion) (52.9%). 

If the SME sector is successfully 
handled, it will form an economy with 
high quality, as supported by the real 
sector and the broader community 
interest related to employment, 
income distribution, reducing poverty, 
providing social stability as well as 
creating a political economy of economic 
independence.

Since its establishment in 1992, the 
Islamic banking industry in Indonesia 
has given more att ention to the SMEs 
sector. The fi nancing allocated to SMEs 
by Islamic banks reached 70%, while the 
conventional banks were about 10%-
20%. 
 
Despite the advantages, there are still 
many challenges and constraints in 
the fi nancing of Islamic banking to the 
SMEs. Classic barriers faced by SMEs 
are capital, lack of mentoring and 
partnership, poor government policies 
and most of the SMEs are not bankable. 
By 2010, only 30% of SMEs have access 
to services of banks and other fi nancial 
institutions. 

Constraints faced by Islamic banks 
in Indonesia are the lack of human 
resources, limited types of products, 
networks and technology, and the 
complexity of administration.

Support for the SMEs
In dealing with the various challenges, 
Islamic bank and the related institutions 
that support the SME sector have 
taken eff orts to encourage the proper 
channeling of fi nancing while 
strengthening the segment. Some of the 
actions taken are:

1. Investment banking approach
Conceptually Islamic banking should 
solve the diffi  culty of access of the SMEs 
to the banks, particularly those related 
to security. The investment banking 
approach should be taken as oppose 
to conventional banks. An investment 
banking approach is where the bank 
provides capital and technical assistance. 

2. Feasible approach
Characteristics is of the strengths of the 
SMEs. Hence to promote a high level of 
competitiveness among the SMEs, one 
must have a diff erent approach from 
conventional banks. 

We must see the potential and feasibility 
aspects of the business as a primary 
consideration in the provision of 
fi nancing, and not from the aspect of 
whether the SMEs are bankable or not.

3. SMEs development strategy with 
linkage program
In addition to channeling fi nancing 
directly through to customers of the 
SMEs, the fi nancing by commercial banks 
and Islamic business units to the SMEs 
sector are also done with the linkage 

program, and include fi nancing through 
the Shariah microfi nancing board, people 
credit banks and Shariah fi nancing 
people’s banks. 

With this program, fi nancing to SMEs 
can be conducted more effi  ciently and 
eff ectively as community/local banks are 
more aware of the characteristics of the 
SMEs’ customers in the neighborhood. 
Islamic banks can enter the SMEs market 
directly and also keep the lower classes 
to accommodate to the linkage program. 

There are problems of collateral when 
it comes to linkage programs. These 
problems can be handled by developing 
a social capital by empowering business 
groups and  self-help groups.

4. SMEs development strategy with the 
cluster system
The cluster system is a development 
method by the SMEs linking the 
upstream (peasant farming) to the 
downstream (market/processing plant). 
The presence of clusters creates a synergy 
between upstream and downstream 
activities, or between a core activity 
(principal) to support activities. 

As a result, the supply of raw materials 
and marketing outlets will accelerate 
eff orts within the cluster dynamics, 
including interactions with large 
businesses in the region . 

There are several important things 
that must be considered as the basic 
requirements of a cluster:
a. There must be at least 50 small 

business units that perform similar 
activities.

b. Turnover of the business units in the 
cluster needs to be at least IDR500 
million (US$55,991) per month. 

c. There has been a touch of technology 
that enables the achievement of 
increased productivity.

The study is designed to determine and 
analyze the program of development 
for business centers in enhancing the 
capacity of SMEs, knowing that the 
development of SMEs in the business 
networks have been implemented by the 

Indonesia: Synergy of Islamic finance and SMEs 
ANY SETIANINGRUM discusses why Islamic banking and fi nancing products must be able to take a major role 
in the development and strengthening of the small and medium-sized enterprises in Indonesia.
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ministry of cooperatives and SMEs since 
2002 until 2004. This suggests that the 
program has suffi  cient potential to create 
new entrepreneurs.

5. Intermediary institution which does 
not rely on the debt system 
Contracts with Islamic banks are in 
accordance with the conditions of 
the SMEs. If the SMEs are forced to 
follow the rates of interest, then it will 
encourage exploitation. 

The application of the sharing system on 
SMEs will be pro-cyclical, if applied as 
opposed to the system of interest which 
is anti-cycle.

Murabahah contracts were the largest 
type of contracts used by Bank Umum 
Syariah over the last fi ve years with a 
share of 57.5% of the total fi nancing as of 
June 2009, according to statistics by Bank 
Indonesia. If the amount is combined 
with contracts such as Istisnah, Ijarah and 
qard, then the share is 63.8% of the total 
fi nancing. Mudarabah and Musharakah 
fi nancing in June 2009 amounted to 
21.7% and 14.5%, respectively.

6. Promoting social philanthropy on 
the voluntary sector funds (Zakat, 

endowments, corporate social 
responsibility)

7. Synergy with governments, large 
corporations, Shariah microfi nancing 
boards, SMEs, support fi nancial 
institution guarantee institution, etc.
    

In the long run, Islamic banks should be 
bett er in dealing with the SMEs sector, 
so that business risk can be reduced and 
profi ts increased. SMEs’ empowerment 
through Islamic fi nance is fast becoming 
a fl agship product, not only in Indonesia 

but also throughout the Islamic world. 

Partnership programs can be be realized 
by creating a common market. It will 
give an added value and weight to the 
stability and strengthening of the world 
economy in real terms. The world is 
dominated with speculative activities in 
the fi nancial markets which only benefi t 
the minority. 

Conclusion
Usury-based economy and speculative 
activities in the absence of underlying 
assets have caused a disproportionate 
share of income as there is no real-added 
value that could be a fair judge in the 
transaction. 

It is time to give more opportunities 
to the SMEs sector to grow, evolve and 
become a world economic power base. 
Islamic banking and fi nancing products 
must be able to take a major role in 
the development and strengthening of 
SMEs. 

Any Setianingrum is the director at 
Professional Sharia Consulting and an 
Islamic economist for science, business 
and public fi nance. She can be contacted at 
anysetianingrum@yahoo.com. 
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The global fi nancial crisis and the 
ongoing Eurozone debt woes have 
caused many institutional investors 
to shy away from the US and other 
developed markets, favoring Asia and 
the emerging economies on concerns of 
risk, volatility and low returns. 

These were the fi ndings of the 2011 
Pyramis Asia Pulse Poll that was 
conducted by Pyramis Global Advisors, a 
fi delity investments company comprising 
95 institutional investors in Japan, South 
Korea, Taiwan, Hong Kong, Singapore 
and China with combined assets of more 
than US$1.1 trillion.

Young D Chin, the chief investment 
offi  cer of Pyramis, said that the ongoing 
volatile market conditions has forced 
institutional investors to identify bett er 
strategies for managing volatility while 
still keeping risk management as a 
top priority. This involves “deploying 
timelier, more dynamic asset allocation 
strategies that can exploit market 
dislocations”.

According to the Pyramis survey, many 
institutions in Asia revealed that they 
will consider uncorrelated or less volatile 
asset classes as a risk management 
technique for managing volatility. The 
report also stated that the top approach 
for Asia (ex-Japan) investors is to 
diversify into alternative asset classes, 
followed by using currency hedging 
techniques.

In the Shariah space, Jahangir Aka, 
the senior executive offi  cer at an asset 
management fi rm, SEI Investments, 
highlighted the need to develop a deeper 
institutional investor base particularly 

pension and institutional funds as they 
provide long-term stable money.
Without such investors, growth will 
be modest, he said. Jahangir added 
that within the Islamic space, there are 
family offi  ces, a supranational bank and 
a few Islamic banks but “none of them 
are major investors in the mutual fund 
market”.

This was affi  rmed by Germain Birgen, 
the global head of fund solutions at 
HSBC Amanah Securities Services, 
who said that fund managers may still 
have an uphill task to convince their 
target investor base particularly new 
investments from large institutional 
players. He predicts that sovereign 
wealth funds could make the biggest 
impact in the fund sector particularly as 
these funds are not involved in Islamic 
fi nance.

Islamic funds meet the criteria of low 
volatility while providing bett er returns 
than conventional funds — it is safe to 
say that almost all fund managers with 
Islamic portfolios can vouch on this. 

Fares Mourad, the managing director and 
head of Islamic fi nance of Bank Sarasin 
& Co was quoted saying that even prior 
to the fi nancial crises, Islamic equities 
outperformed conventional equities. 
The application of Shariah screening 
requires investors to invest in companies 
that focused on their core activities to 
generate profi ts and have a solid balance 
sheet while addressing issues relating to 
environment and social responsibility.

Noripah Kamso, the chief executive 
of CIMB Principal Islamic Asset 
Management, provided empirical 
evidence in a recent article published in 

the Islamic Finance news Supplements 
September 2011 Issue, that Islamic 
funds had even outperformed 
socially responsible funds as well as 
environmental social governance funds.

However, it is not all about performance, 
according to Jahangir, who discovered 
that institutional investors based their 
interest to invest on the size of funds 
instead of their performance. He said 
this was where Islamic funds were at a 
disadvantage as a majority of the global 
Islamic funds had a net asset value of less 
than US$100 million.

Birgen terms this conundrum as a vicious 
circle faced by the Islamic funds industry. 
He added: “To convince investors you 
need to grow and achieve scale, but for 
that you need investor appetite”.

This is the perfect opportunity for the 
Islamic asset management industry to 
att ract a portion of the US$1.1 trillion 
into the Islamic space. Convincing these 
investors to choose an Islamic portfolio 
over a conventional one may have once 
been regarded an uphill task for fund 
managers. 

However, these managers can use the 
continued uncertain market conditions 
to their advantage in winning over 
institutional investors.  — RW

The flight back to Asia
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Pension funds urged to be 
Islamic 
UK: HSBC has urged defi ned 
contribution pension funds to have a 
Shariah compliant option in order to 
benefi t from the upcoming establishment 
of the auto-enrolment pension scheme 
on the 1st October 2012 and the country’s 
growing Muslim population.

Gulf investors eye UK 
properties
UK: A consortium of Gulf-based 
investors has made a Shariah compliant 
acquisition of three offi  ce buildings in 
a Cambridge business park for GBP23 
million (US$35.8 million). 

The buildings were acquired through a 
joint venture with fund manager Alpha 
Tiger Property Trust, which contributed 
GBP1.2 million (US$1.9 million). The 
consortium was advised by WW 
Advisors.

David Swan, the managing director 
of WW Advisors, said that this is the 
consortium’s second acquisition in the 
UK for a 19-asset portfolio; the fi rst was 
a three-way joint venture to purchase a 
shopping center last month.

Swan revealed that the consortium is 
focusing more towards diversifi cation 
in their acquisitions, adding that WW 
Advisors are now in negotiations to 
purchase a mixed-use UK asset for the 
consortium.

The group of investors is led by an 
unnamed pension fund and a private 
equity fi rm, comprising Gulf-based 
pension funds and family offi  ces.

Aiding entry to mutual funds
SAUDI ARABIA: NCB Capital has 
launched the Thimar investment 
program that will enable mutual fund 
investing accessible to the general public.

Tariq Linjawi, the head of wealth 
management at NCB Capital, said 
that there is a general perception that 
investing requires expertise and it was 
beyond the reach of the general public.

“NCB Capital endeavors to change the 
way wealth management is viewed; 
wealth management is more than just a 
service for a select few but a life changing 
tool that could help investors reach their 
life objectives. We have designed our new 

Thimar program so that anyone who has 
a relatively small cash surplus can, from 
time to time, access the local, regional 
and international markets,” said Tariq.

The program aims to provide long-term 
value to investors and allows access to 
the full range of NCB Capital’s mutual 
funds – local, regional and international 
as well as all asset classes including 
money market and equity.

Call for investors
SAUDI ARABIA: KSB Capital Group 
is seeking investors for its KSB Qatar 
Equity Fund, an open-ended Shariah 
compliant investment fund aimed at 
shares listed on the Qatar Exchange, 
according to Ibrahim al-Olwan, the 
deputy chief executive of KSB Capital 
Group.

However, he added that the fund will 
also invest in companies that will benefi t 
from the Qatari development plan 
which are listed on other Gulf bourses. 
Subscriptions for the fund will continue 
until the 26th October 2011.

Value maintained 
UAE: Daman Investments has posted 
a yield-to-date return of -2.13% of its 
Daman Islamic Fund for the month 
ended the 30th September 2011, 
outperforming its benchmark, the NBAD 
Islamic Index of -9.53%.

The fund’s net asset value closed at 
AED96.86 (US$26.4) for the same 
corresponding period, with a -0.32% 
change from the previous month.

Gross income distribution
MALAYSIA: RHB Investment 
Management has declared a gross 
income distribution of 2.5 Malaysia sen 
(0.8 US cents) per unit for its RHB Islamic 
Bond Fund for the period ended the 30th 
September 2011.

This translates to a distribution yield 
of 2.05% based on the fund’s average 
net asset value per unit from the period 
beginning the 1st October 2010 and ended 
the 31st August 2011.

First close for Etqaan Shariah 
Fund
UAE: KIPCO Asset Management 
Company (KAMCO) and The National 
Investor’s (TNI) private equity joint 
venture, Etqaan Shariah Capital Partners, 

has announced the fi rst close of its 
Etqaan Shariah Fund.

The fund aims to create a viable 
secondary market for investment fi rms 
to realize exits as well as to capitalize 
on current market valuations and invest 
through the economic downturn to 
generate above average investment 
returns, according to Sadoun Ali, the 
CEO of KAMCO.

The Etqaan Shariah Fund will be funded 
with US$20 million from both TNI and 
KAMCO which will also continue to raise 
funds in the regional and international 
markets.

The fund will invest between US$20-
US$40 million in six to eight portfolio 
companies in the MENA region, seeking 
to primarily take majority stakes in 
leading regional businesses. It will target 
companies facing short-term fi nancial 
pressures using investment strategies 
such as primary and secondary buyouts 
as well as recapitalizations.

The fund is expected to provide a 
dividend yield of up to 5% and is 
targeting a gross internal rate-of-return 
in excess of 30% a year.
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There has certainly been a great deal 
of ‘noise’ in equity markets in recent 
months. Equity price volatility has 
increased signifi cantly as macro-economic 
uncertainty has risen, with the VIX ‘fear 
gauge’ Index hitt ing the levels of March 
2009. Given the systemic risks involved, 
it is understandable that investors have 
agonized over the likelihood of a political 
resolution to the sovereign debt crisis in 
Europe, and whether the US is heading 
for another recession. However markets 
oft en behave irrationally, placing far too 
much emphasis on recent information, 
resulting in large daily movements 
amplifi ed by trend followers. The 
resulting noise not only makes it diffi  cult 
to assess underlying market direction, 
but also off ers opportunities for the more 
rational investor.

So how do we cut through the noise to 
understand what is really going on? 
Looking at the day-to-day relative price 
movements for individual stocks and 
sectors would be a good place to start. 
However, the sheer quantity of data 
makes this a signifi cant challenge. If 
we were to consider 20 years worth of 
daily history for a typical global equity 
index of around 10,000 stocks, we would 
need to consider 52 million individual 
data items before we could even begin 
our analysis. Very few investors would 
have the ability to sort through such an 
overwhelming amount of information by 
eye and draw meaningful conclusions. 
But this is just the start. What about 
valuation, quality and fi nancial strength? 
All these characteristics are important 
and relevant for the logical analysis of a 
potential investment.

We therefore require a methodology that 
will enable us to process the available 
data set and interpret the information 
eff ectively. Quantitative analysis, or as 
we prefer to call it a ‘process driven’ 
investment approach, off ers a powerful 
route to achieving this goal. Since 
quantitative analysis is computer-
based, processing times are accelerated, 
meaning that a quantitative strategy can 
be far more reactive to opportunities 
than fundamental analysis. Quantitative 
techniques are therefore particularly well 
suited for investors dealing with Shariah 

benchmarks, given that the fi nancial 
screening criteria used to create them 
will alter the set of investable companies 
every time the index is recalculated. 
More importantly though, quantitative 
techniques move us away from reacting 
to the latest Bloomberg headline, or being 
infl uenced by sound bite reporting of the 
media. Investment should be based upon 
a measured interpretation of the facts, 
and a quantitative investment process is 
designed from the outset to be unbiased 
and logical. The human mind is a great 
tool, but dispassionate information 
processing is not one of its strong points.

Our fi rst step is to calculate a broad 
array of fundamental metrics, such as the 
price to earnings ratio (PER), revisions 
to analysts’ forecasts and measures of 
management effi  ciency such as return-
on-equity (ROE) and combine them into 
investment ‘styles’, described as value, 
growth, momentum or quality. The 
fi nancial metrics we use should not be 
a surprise to anyone, as a quantitative 
process is best described as an ‘expert 
system’. The measures are the same as 
those used for fundamental analysis, 
although the quantitative ‘expert’ 
is capable of analyzing gigabytes of 
information with total impartiality. 
We use correlation analysis to identify 
which metrics best predict share price 
performance within each economic 
sector around the world over a given 
time period, ensuring that our style 
defi nitions make sound economic 
sense. This approach helps ensure 
that our styles adapt to the prevailing 

economic environment, emphasising 
more ‘defensive’ measures of value such 
as dividend yield during periods of 
economic stress, and ‘growth’ measures 
such as return-on-equity during periods 
of economic expansion.

Having tailor made a relevant style for each 
of the 2,500 companies in our universe,  
we then address the question of style 
timing. It is one thing to have a range of 
coats for every season, but how do we pick 
the right coat? Normally one would look 
out of the window. We do a similar thing 
by analyzing in depth what is currently 
being refl ected in the equity markets 
that we study. We extend our correlation 
analysis to understand which styles are 
most appropriate to the current market 
environment. By calculating the predictive 
power of each style over a chosen period of 
time, and combining this with the relevant 
style for each company, we can build up a 
picture of which companies off er the most 
compelling combination of the available 
investment styles. We call this proprietary 
stock selection model ‘cognition’, a 
computer-based ‘expert system’ which 
observes most of the indicators that 
traditional investors would analyse, but in 
a systematic, data-intensive way. 

All fi ne in theory, but does it work 
in practice? The investment team at 
Reliance Asset Management Malaysia 
has been successfully running Shariah 
compliant portfolios for a number of 
years now. The WSF Reliance Global 
Shariah Growth Fund was launched 

Quantifying global Islamic equities
Most investors suff er from information overload and noise distraction, argues IAN LANCASTER who advocates 
the use of quantitative techniques to effi  ciently allocate capital within a Shariah compliant equity portfolio.
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in August 2010 and since launch it is 
the best performing Shariah compliant 
diversifi ed global equity fund (Source: 
TrustnetMiddleEast, Bloomberg as of the 
11th October 2011).

Before using cognition to assess the 
current market environment, it is 
worth looking at our style analysis in 
a historical context. Chart 1 depicts the 
historic average weights of value and 
momentum within the cognition model 
and two events stand out. First, towards 
the end of the ‘dot com’ bubble in 1999-
2000, momentum became a particularly 
powerful investment style, as investors 
were prepared to ignore the level of a 
company’s earnings and even sales, in 
the hunt for the next big internet success 
story. Valuation was therefore less 
relevant as a style, since companies that 
were cheap relative to their peers were 
considered to be ‘old economy’ stocks, 
with inferior growth prospects. This 
situation reversed dramatically when the 
bubble burst in March 2000.

More recently, early 2009 witnessed 

another major event in style history, 
oft en referred to as the “dash for 
trash”. In response to the global 
fi nancial crisis, central banks around 
the world implemented quantitative 
easing (QE), an unconventional form of 
monetary policy loosening involving 
the purchasing of fi nancial assets from 
banks with newly created money. During 
2008, investors had ignored valuation 
due to signifi cant uncertainty over future 
earnings, instead of seeking the relative 
safety of more defensive companies, 
such as those demonstrating high levels 
profi tability and low levels of share 
price volatility. However, in the wake 
of QE, another sharp style reversal took 
place, as investors rapidly moved back 
into low PE stocks, these being the most 
economically sensitive stocks that had 
been shunned at the height of the crisis. 

In terms of valuation, stock markets do 
look cheap relative to historic averages. 
We estimate that the 12-month forward 
PER for the S&P Developed BMI Index, 
at 11.7x, trades at a discount of around 
35% to its historic average. The 12-month 
forward dividend yield of 3.7% is 
also high relative to the past, at a 46% 
premium to its historic average. There 
are clearly risks to the macro-economic 
outlook, and some level of discount 
is therefore warranted, but current 
valuation levels do appear to off er a 
reasonable margin of safety for investors 
prepared to take a long-term view. 

Shariah indices have historically traded 
at a premium to the broader market, 
refl ecting both their diff ering sector 
composition and the impact of fi nancial 
screens, which remove companies with 
high levels of debt and receivables. In 

late 2009, Shariah stocks briefl y traded at 
a discount to the market, and although 
the premium has been restored in recent 
months, as Chart 3 illustrates, the current 
discount remains below the historic 
average, adding an additional margin of 
safety for Shariah compliant investors. 

Discounted equity valuations suggest 
investors remain cautious over the 
economic outlook, but they do not 
give the full story. By aggregating our 
style analysis across sectors and global 
markets, we can build a more detailed 
picture (Chart 4) of how investors have 
currently positioned themselves in 
response to economic events. We can 
see that value has underperformed as 
an investment style, as investors remain 
uncertain over the future direction of 
corporate earnings. Meanwhile growth 
and momentum have both gained 
ground over the last year, at the expense 
of the more defensive fi nancial strength 
style. This is interesting as although 
equity market volatility indicates a 
great deal of uncertainty, investors are 
positioned for a resumption of growth 
not for a recession. The ‘real’ activity 
at the stock level has been in backing 
companies best positioned to benefi t 
from a continuation of the recovery 
that we have experienced since 2009. 
In summary, the margin of safety in 
valuations leads us to believe that an 
exposure to global equities is justifi ed 
and the overall style message from 
‘cognition’, suggests a tilt towards high 
growth and momentum stocks hedged 
with allocation to fi nancial strength for 
protection. Our current portfolio holds 
around 100 positions across 15 global 
markets that refl ect these characteristics.

We would argue that a quantitative 
approach is a natural extension of 
fundamental analysis. The availability of 
data, whilst undoubtedly benefi cial, has 
overwhelmed the processing ability of 
most investors and is best managed in a 
systematic manner. Stepping away from 
the ‘noise’ allows us to use statistical 
tools to help off set our tendencies 
towards impatience and irrationality and 
to effi  ciently allocate capital within a 
Shariah compliant equity portfolio. 

Ian Lancaster is the CEO and CIO of 
Reliance Asset Management (Malaysia). He 
can be contacted at ian.lancaster@relianceada.
com.

Continued

Source: RAMMy

Chart 2 – Forward 12-month P/E
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Chart 3 – Shariah Forward 12-month P/E 
relative to all companies
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Portfolio composition — by sector

Info tech 13%
Consumer 33%
Industrials  4%
Healthcare  14%
Telecome 4%
Automobiles  28%
Cash component  4%

(As on the 13th October 2011)

Portfolio composition — by size

Large Cap 64%
Mid Cap  10%
Small Cap 22%
Cash component  4%

(As on the 13th October 2011)

Could you provide an overview on the 
asset/asset class in which this fund is 
investing in?
The Bonanza Pragmatic Shariah Fund 
(BPS) is investing only in stocks of 
Shariah compliant companies as 
approved by the Shariah board. The 
stocks are selected from the Shariah 
compliant universe screened by 
Pragmatic Wealth Management. 
Investments are purely in equity shares 
and not in any interest-based instrument. 
Shares are bought or sold on delivery 
bases through the Demat account.

What were the factors that were 
considered prior to launching this fund? 
BPS has been launched with the primary 
objective of enabling the Muslim 
community to participate in the Indian 
economy and the Indian equity market in 
particular within the ambit of Shariah laws. 

It is unique in the sense that prior to 
the launch of this fund, the Muslim 
community had no access to any 
structured product for investment into the 
equity market within Shariah norms. This 
fund is also an att empt to bring the 150 
million Muslims into the mainstream of 
Indian economy as partners.

What is the short term and long term 
outlook of sectors/industries in this fund? 
From a long-term perspective, the sectors 
we invest in are consumer goods and 
services, automobiles, telecom and 
healthcare and our fund is likely to 
outperform the market. 

Since India has a huge consumer market, 
high demands will keep these sectors 
performing bett er. In the short-term, since 
the markets globally including India are in 
a downturn, the outlook for these sectors 
too remains a bit sluggish. However with 
over 7% GDP growth, the long-term 
outlook remains bullish.

How does the theme of the asset classes 
of this fund fi t with the investors today?
The theme of the asset class is taken very 
well, since the Shariah compliant investors 
are very particular about their funds being 
deployed in halal assets. Moreover our fund 
is also att racting the non-Muslims and over 
a period of time we expect more than 20% of 
the investments by non-Muslims.

What are the sectors you are heavily 
invested in and why?
In India we are bullish on consumer goods 
and services, automobiles, healthcare 
and telecom in the medium-term. From 
a long-term perception we are optimistic 
on infrastructure and public sector 
undertakings which though currently are 
not doing well due to the slowdown of 
the country’s economy, but the valuation 
of these sectors are very att ractive and 
compelling and hence we will soon move 
into these sectors too.

What is the projected rate of return of this 
fund?
This fund is an actively managed 
discretionary fund and the fund manager 
has the liberty to buy and sell based 
on the research and analysis and risk 
management policies. The fund is likely to 
outperform the said benchmark. The stock 
market in India has given a compounded 
rate of return of over 15% per annum and 
over a long-term period, we expect our 
fund to give more than 15% returns.

What is the market outlook for this fund?
The fund is an apt solution for the long 
standing need of Indian Muslims for 
avenues of halal investments. Being the 
fi rst of its kind, this fund has a huge 
response. The Indian economy due to its 
resilience, has a bright future and we are 
confi dent that this fund will defi nitely meet 
the aspirations of the market. We are also 
gett ing lot of enquiries from India and as 
well as abroad.

Bonanza Pragmatic Shariah Fund 
The objective of the strategy is to secure long-term gains from the investments in the combination of large and 
mid-size companies which are Shariah compliant. It excludes investments in the industries like banking, liquor, 
tobacco, entertainment and securities trading business, etc.

Fact sheet

Fund Manager Pragmatic Wealth 
Management

Shariah 
advisors

Islamic Investment & 
Finance Board (IIFB)

Benchmark 
(Index)

Sensex , Nift y, S&P Shariah 
Index 

Domicile India

Inception date 16th August 2011

Fund 
characteristics 
*(as at the 30th 
September 
2011)

Fund Type 
Open-ended 
Fund Size 
IDR2.5 Million 
(US$50,821.45)
Minimum / Subsequent 
Investment
IDR500,000 (US$10,195.4)

Top fi ve holdings (As on the 13th October 2011)
BSE Code Company Name % Holdings Sector Size

500520 MAH&MAH 13% Automobiles Large
500043 BATA INDIA 10% Automobiles Large
500182 HERO HONDA 10% Telecom Small
500830 COLGATE 10% Automobiles Large
500257 LUPIN 9% Construction Large



30© 19th October 2011

FUNDS TABLES

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 North America Islamic Fund Index

Top 10 Monthly Annualized Standard Deviation for ALL funds

Fund Fund Manager Performance Measure Fund Domicile

1 RHB Islamic Income Plus 1 RHB Investment Management 0.10 Malaysia

2 Public Islamic Money Market Public Mutual 0.15 Malaysia

3 PB Islamic Cash Management Public Mutual 0.16 Malaysia

4 CIMB Islamic Money Market CIMB-Principal Asset Management 0.19 Malaysia

5 RHB Cash Management - Institutional RHB Investment Management 0.21 Malaysia

6 Al Rajhi Commodity Mudarabah - EUR Al Rajhi Bank 0.24 Saudi Arabia

7 PB Islamic Cash Plus Public Mutual 0.26 Malaysia

8 CIMB Islamic Deposit CIMB-Principal Asset Management 0.27 Malaysia

9 AlAhli Euro Murabahat The National Commercial Bank 0.31 Saudi Arabia

10 Watani USD Money Market National Bank of Kuwait 0.36 Cayman Islands

* Eurekahedge Islamic Fund Index 9.02

Top 10 Monthly Annualized returns for ALL funds

Fund Fund Manager Performance Measure Fund Domicile

1 ETFS Physical Gold ETFS Metal Securities 20.48 Jersey

2 ETFS Physical Silver ETFS Metal Securities 18.22 Jersey

3 Kagiso Islamic Equity Kagiso Asset Management 17.49 South Africa

4 ETFS Physical PM Basket ETFS Metal Securities 15.81 Jersey

5 Atlas Pension Islamic - Equity Sub Atlas Asset Management 14.88 Pakistan

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

14.82 Guernsey

7 AlAhli Saudi Trading Equity The National Commercial Bank 14.54 Saudi Arabia

8 Mega Dana Syariah Mega Capital Indonesia 13.80 Indonesia

9 Public Islamic Select Enterprises Public Mutual 13.36 Malaysia

10 IPB Syariah Kresna Graha Sekurindo 12.36 Indonesia

*Eurekahedge Islamic Fund Index 2.01
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* Based on 71.39% of funds which have reported September 2011 returns as at 18th October 2011 

* Taking into account funds that have at least 12 months of returns as at 18th October 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 Return for Islamic Fixed Income Funds by 3 Month Returns

Fund Fund Manager 3-Month Return (%) Fund Domicile

1 PB Islamic Bond Public Mutual 2.43 Malaysia

2 Meezan Tahaff uz Pension  - Debt Sub Al Meezan Investment Management 2.33 Pakistan
3 Atlas Pension Islamic - Debt Sub Atlas Asset Management 2.14 Pakistan
4 Mega Dana Obligasi Syariah Mega Capital Indonesia 2.10 Indonesia
5 Public Islamic Bond Public Mutual 1.90 Malaysia

6 CIMB Islamic Sukuk CIMB-Principal Asset Management 1.70 Malaysia

7 Public Islamic Select Bond Public Mutual 1.44 Malaysia
8 Prudential Dana Wafi  (PRUdana wafi ) Prudential Fund Management 1.29 Malaysia
9 AmBon Islam AmInvestment Management 0.53 Malaysia

10 AlAhli Euro Murabahat The National Commercial Bank 0.17 Saudi Arabia
*Eurekahedge Islamic Fund Fixed Income Index 0.42

Top 10 Annualized Sortino Ratio for ALL Islamic funds 

Fund Fund Manager Annualized 
Sortino Ratio Fund Domicile

1 Meezan Tahaff uz Pension - Debt Sub Al Meezan Investment Management 12.52 Pakistan

2 Commodity Trading  - SAR Riyad Bank 9.33 Saudi Arabia
3 Kagiso Islamic Equity Kagiso Asset Management 4.08 South Africa
4 Public Islamic Bond Public Mutual 3.47 Malaysia
5 PB Islamic Bond Public Mutual 3.36 Malaysia

6 Al Dar Money Market ADAM 2.70 Kuwait

7 Public Islamic Select Bond Public Mutual 2.34 Malaysia
8 Atlas Pension Islamic - Money Market Sub Atlas Asset Management 2.30 Pakistan
9 Public Islamic Select Enterprises Public Mutual 1.92 Malaysia

10 BNP Paribas Equitra Amanah BNP Paribas Investment Partners 1.78 Indonesia
*Eurekahedge Islamic Fund Index 0.00

* Based on 73.53% of funds which have reported September 2011 returns as at 18th October 2011 

* Based on 71.39% of funds which have reported September 2011 returns as at 18thOctober 2011
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Eurekahedge Islamic Fund Fixed Income Index over the last 5 years Eurekahedge Islamic Fund Fixed Income Index over the last 1 year
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One of the main challenges of Takaful 
is that you have a limited investment 
scope, in that you have to invest in 
Shariah compliant assets, and this 
is further exacerbated by the current 
challenging investment environment. 

Availability of assets has always been 
a challenge to the industry and one 
question that remains is that can the 
amount of available Shariah compliant 
assets keep pace with an industry set to 
maintain its 27% year-on-year growth 
trajectory?

Matching a booming sector with the 
necessary assets is always going to be a 
challenge, especially with the additional 
Shariah compliant layer. Zainudin Ishak, 
the CEO at HSBC Amanah Takaful 
admits that “the market is still jitt ery and 
challenges remain going forward”. 

However, investments in relation 
to Takaful are ultimately part of the 
operator’s risk. Risk is an inherent aspect 
of any insurance business. However, 
when referring to Takaful, we have to 
consider a purer level of risk in the level 
of speculation on investments. However, 
there is a human hand behind any form 
of investment that dictates the overall 
outcome of any decision.

Despite these trying times, the industry 
has remained relatively sheltered from 
the current global economic crisis. 
According to Zainudin, the back drop of 
investment returns in Malaysia is fairly 
straight forward as “we have government 
issuances that off er reasonable returns of 
3.8% per annum, private debt securities 

which yields are in between the 4%-5% 
range and so far we have not had to deal 
with any signifi cant change in the default 
risk and therefore it is still viable to price 
Takaful product in this market”. His 
main concern remains on the viability 
of the tenors and matching of asset 
allocations.

Zainudin explained that on his side he 
chooses to focus on the proposition, as a 
means basis rather than on any specifi c 
return but added that “growth and 
profi tability are still att ainable in this 
challenging fi nancial climate”.

Mohamad Damshal Awang Damit, the 
managing director at Amundi Islamic 
Malaysia, commented that from an asset 
management point of view, investment 
strategies are in turmoil adding that, “if 
you look into Takaful, gett ing a yield 

from an asset is proving extremely 
challenging, especially following the 
crisis. In a situation where US dollar 
liabilities are yielding less than 2%, how 
do you immunize yourself from such a 
situation? 

Mohamad Damshal further pointed 
out that it is possible to achieve an 
optimization of assets through active 
management rather than adopting a 
strategy of ‘buy to hold’ adding that 
aft er the subprime turmoil, we are 
experiencing a ‘new normal’. 

Takaful is a very specialized investment, 
and you need to invest your liabilities 
and as a result the Takaful players buy to 
hold.

“This needs to take place through the 
active portfolio management and trade. 
This was the market will be able to 
more accurately refl ect the underlying 
economy. 

By bringing in other asset classes, you 
can help bridge this divide. The current 
solution might be that in order to ride out 
the impact of the current crisis, you might 
want to look beyond the conventional and 
look at equity and use higher premiums 
to compensate for the risk. The key is 
creating vibrancy in the market,” said 
Mohamad Damshal.  – SW

 www.takaful-ikhlas.com.my

For more information, please call 03-2723 9999
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Finalizing Takaful regulations
PAKISTAN: The Securities and Exchange 
Commission of Pakistan is planning to 
fi nalize Takaful regulations by January 
2012, which will enable large insurance 
companies to introduce Takaful products, 
said Muhammad Ali, its chairman.

Muhammad added that the commision is 
currently working on micro insurance in 
collaboration with the World Bank.

Listing on ADX soon
UAE: National Takaful Company is 
planning to list its shares on the Abu 
Dhabi Securities Exchange (ADX) on the 
14th November 2011.

The shares were originally expected to be 
listed on the ADX within two months of 

the closure of its IPO in May this year, 
pending regulatory approval from the 
Emirates Securities and Commodities 
Authority, the UAE Insurance 
Authority and the Central Bank of the 
UAE.

Online motor insurance
UAE: Methaq Takaful Insurance 
Company has launched an online 
insurance platform enabling customers 
to apply for motor insurance policies 
online.

Takaful partnership 
BAHRAIN: Bahrain Islamic Bank and 
Takaful International Company have 
signed an MoU to promote and off er 
Takaful International’s products to its 
customers.

Rise in profits
QATAR: Qatar Islamic Insurance 
Company has reported a 7% increase in 
its net profi t to QAR41.2 million (US$11.3 
million) for the nine-month period ended 
the 30th September 2011. 

The increase was att ributed to the robust 
growth in its Wakalah fees, which 
rose 38% to QAR33.11 million (US$9.1 
million).

Meanwhile, the company’s re-Takaful 
share of gross contributions grew by 14% 
to QAR48.01 million (US$13.2 million). 
Total assets stood at QAR615.2 million 
(US$169 million), while total equity for 
the nine-month period was at QAR257.18 
million (US$70.6 million).
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Takaful is a form of Islamic insurance 
based on the principle of mutual 
assistance. It provides mutual protection 
over assets and property and off ers 
joint risk sharing in the event of loss 
incurred by one of its members.

According to the Ernst & Young World 
Takaful Report 2011, the global Takaful 
industry is estimated to reach premiums 
of US$12 billion in 2011, an increase 
of 30% from premiums of US$9.15 
billion in 2010. This explains why many 
local fi nancial institutions in Nigeria 
are building systems to support the 
introduction of Takaful subsidiaries or 
stand-alone companies.

With an estimated population of 75 
million Muslims (about 50% of the 
country’s population), the Islamic fi nance 
industry in Takaful in Nigeria is still 
in its infancy and there are very few 
companies which are testing the waters. 
The conventional Nigerian insurance 
industry has low market penetration of 
less than 1%, and the Takaful business, 
which is nascent, is below the radar of 
many international analysts. 

Takaful would provide insurance 
companies with the opportunity to gain 
access to an untapped market currently 
not served with the products currently 
available in the Takaful industry. This 
market spans the entire country with 
greater concentration in the northern and 
south-western states of Nigeria.

Halal Takaful Nigeria, African 
Alliance Insurance Company and 
Niger Insurance are a few of the 
Takaful fi rms in the country that are 
registered with the National Insurance 
Commission (NAICOM). Several 
other companies are also planning to 
introduce dedicated Takaful units this 
year. There are two broad groups of 
Takaful products available to customers 
in Nigeria namely Family Takaful and 
General Takaful. 

For any Takaful and re-Takaful 
(equivalent to re-insurance) industry 
to thrive, the Islamic fi nance industry 
in general must possess adequate 
investment outlets which will act as a 
growth mechanism for the Takaful pool 

of funds. The introduction of Sukuk is 
one such necessary innovation to support 
the industry.  

‘The emergence of Takaful in the wake 
of globalization’, was the topic of 
discussion at the annual convention of 
‘Developing-8 nations’ in Kuala Lumpur, 
Malaysia in November 2002. It was 
agreed, at the convention, that there 
will be an alliance involving member 
countries such as Nigeria in developing 
the legal and structural framework in 
their various Takaful industries. 

The governments were also tasked 
with the responsibility of providing 
a framework that will assist in the 
development of ancillary services that 
are required to maintain the products 
off ered. 

NAICOM plans to release guidelines on 
Takaful and provide relevant training to 
institutions and industry professionals. 
Some insurance companies have also 
taken proactive measures to expand into 
the Takaful market. 

Limitations
Although there is a huge market, there 
are many barriers which may hinder 
the progress of the industry. The main 
challenge of Takaful in Nigeria is the 
absence of a regulatory framework or 
guideline from the insurance regulator, 
NAICOM. 

The driving factors that could contribute 
to developing the industry include 
improving the level of awareness of 

Takaful and the creation of Shariah 
compliant investment instruments. Lotus 
Capital is currently the only Nigerian 
asset manager off ering Shariah compliant 
investment products.

Market penetration is also a major 
challenge faced by the insurance industry 
in general. The mindset of an average 
Muslim is that taking out any form of 
insurance is haram (prohibited) and this 
highlights the importance of creating 
awareness for Takaful as an ethical 
alternative. 

On the other hand, the Takaful operators 
also face stiff  competition from 
conventional insurance operators who 
already have a customer base and are 
looking to expand their market share. 

Building consumers’ belief in 
conventional insurance is still an 
on-going task and Takaful will be 
no diff erent. There would have to be 
a two-pronged eff ort in convincing 
insurance companies on the feasibility 
of Shariah compliant insurance as well 
as convincing both Muslims and non-
Muslims about the benefi ts of Takaful, 
thereby encouraging patronage.

In any developing industry there is 
usually a shortage of expertise, and 
this industry is no diff erent. It is hoped 
that the proposed regional network for 
capital market research and training by 
the ‘Developing-8’ member countries 
will lend a hand in alleviating this 
shortcoming within the industry. 

Furthermore, global competition is 
being created as more countries become 
enlightened on the potential of the sector 
which means that new entrants and 
product off erings are being continuously 
introduced, creating new challenges and 
opportunities.

The dearth of established re-Takaful 
companies is also a major issue in 
the country as Takaful companies are 
forming partnerships with foreign 
re-Takaful companies or making use of 
conventional reinsurance so as to cater to 
the needs of their customers. 

Although 
there is a 

huge market, there 
are many barriers 
which may hinder 
the progress 
of the industry

Takaful industry in Nigeria: Is there a future?
KAFILAT OLUWASOLA provides an overview of the future and challenges of the Takaful industry in Nigeria 
and believes that creating awareness is important in developing a competitive industry in the country.

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

Please email your suggestions to 
sasikala@redmoneygroup.com

We’ll then publish it within these pages.

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

There are some major reinsurance 
companies in the market such as Nigeria 
Re and Globe Re Continental Re, but 
there are presently no prominent re-
Takaful companies. Although there is 
consideration given to Islamic fi nancial 
institutions working with conventional 
methods in the absence of ethical 
alternatives; it is still important for there 
to be a network of Takaful and re-Takaful 
companies in the near future.  

Way forward
With all the challenges mentioned above, 
it is important to highlight actions that 
have to be taken to overcome these 
obstacles. For an Islamic fi nancial 
institution to achieve the complete 
Shariah identity, it must use Takaful in 
its risk management strategy and there 
are huge opportunities available in the 
market. 

However, the regulators, with further 
pressure from the industry players, must 
make a conscious eff ort to develop a legal 
and regulatory framework for Takaful. 

Without this key structural foundation 
in place, the Nigerian Takaful industry 
will be behind in its quest for market 
dominance within the region.

The Nigerian Islamic banking system is 
making a slow but steady progress. With 
the release of non-interest guidelines 
in 2011 by the Central Bank of Nigeria 

and the release of the Rules on Islamic 
Fund Management by the Securities 
& Exchange Commission in support 
of Islamic fi nance, it appears that the 
country is defi nitely moving into the 
right direction.

Conclusion
There is a huge market to be tapped 
globally and for Nigeria to act as a 
trailblazer in west Africa and beyond, 
relevant laws and a human talent pool 
have to be developed. 

On the whole the misconception of 
insurance as being prohibited and not 
Shariah compliant has to be altered if 
any further progress is to be made in the 
market. Creating awareness for Takaful 
apart from conventional insurance is also 
critical if any headway is to be made in 
developing a competitive industry in 
Nigeria.

Kafi lat Oluwasola is an analyst at Lotus 
Capital and she can be contacted at kafi lat.
oluwasola@lotuscapitallimited.com. 

Continued

Building 
consumers’ 

belief in 
conventional 
insurance is still an 
on-going task and 
Takaful will be 
no different
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Naomi Heaton,
CEO, London 
Central Portfolio
Naomi Heaton is the CEO of 
London Central Portfolio (LCP), 
expert asset managers specializing 
in prime London Central residential 
properties. The company assists 
high net worth investors, wanting 
to enter the market individually, 
as well as being the asset manager 
of two property funds which 
enable investors to access this 
exclusive market whilst benefi ting 
from diversifi cation and expert 
management. 

Could you provide a brief 
journey of how you arrived 
where you are today? 
Having graduated from Oxford 
University, I went into advertising and 
held directorships at Saatchi & Saatchi 
and Young & Rubicam, providing 
strategic input for a variety of blue chip, 
high profi le clients. Subsequently I 
decided to put these business principles 
to work sett ing up my own company, 
helping clients invest in prime London 
residential real estate.

What does your role involve? 
The concept of our company is entirely 
innovative. It recognizes that London 
Central residential is as complex as 
any other asset class and that many 
off shore investors have neither the 
time nor knowledge to maximize 
the profi t opportunity it off ers. 
LCP identifi es the best properties, 
manages the acquisition, project 
manages the renovation and rents the 
property which is all done in-house. It 
recognizes that an investment should 
be based on sound fi nancial modelling, 
from ensuring that the price being 
paid is competitive and understanding 
all the associated costs, to accurately 
projecting rents and returns.  

What is your greatest 
achievement to date? 
The recent launch of our third fund, 
London Central Apartments Limited. 
Not only is it unique, in that it is the 
only fund off ering the opportunity to 
buy shares in a company investing in 

individually selected apartments in all 
the best known postcodes in central 
London, it is also the fi rst ever Shariah 
compliant residential fund in the UK. 
These fl ats will be renovated, interior 
designed and let out to blue chip 
corporate tenants. It is intended to run 
for fi ve years and is targeting a 10%-13% 
internal rate of return.

Which of your products/
services deliver the best 
results?
LCP are happy to provide any of 
their services to private clients, from 
home fi nding to interior design and 
if the property is to be let, lett ing and 
management. However, our unique 
selling proposition is our one-stop 
service for individuals buying for 
investment. We are able to service every 
aspect of their requirements under one 
roof, based on sophisticated proprietary 
fi nancial modelling.  

What are the strengths of your 
business?
A total commitment to achieving the best 
for our clients and a focus on excellence 
in all our services. By concentrating on 
a very small area of real estate, just six 
square miles, we have expert knowledge 
and an all-encompassing network of 
contacts. As such, we are able to seek 
out the best possible opportunities for 
our clients and because they hold on 
to their properties for a long time, we 
build up strong and dedicated client 
relationships.

What are the factors 
contributing to the success of 
your company? 
Hard work coupled with innovation 
and a recognition of the importance 
of London Central residential as an 
alternative asset class. Not only does 
it house some of the best and most 
desirable addresses in the world, 
its performance has signifi cantly 
outperformed the UK stock market, 
both short and long-term as well as UK 
commercial property. As a blue chip asset 
in scarce supply, it is increasingly seen 
as a safe haven, closely correlated to the 
performance of gold.  
 
What are the obstacles faced 
in running your business 
today?
The problems looming on the UK 
landscape, are, if anything, drivers to 
more investments in London Central. 
The continuing weakness of sterling 
makes the market look more att ractive 
to overseas investors whose currency 
is appreciating or is pegged to the US 
dollar. The prospects of a signifi cant 
infl ation in the UK provide another 
potential bonus to investors as property 
historically has been an excellent 
hedge. The important thing to realize 
is that London Central is increasingly 
decoupled from the rest of the UK, which 
is a domestic housing market, not an 
international investment center. 

Where do you see the Islamic 
fi nance industry in the next 
fi ve years? 
I see that this industry is going to 
continue to expand. The interest 
regarding our new Shariah compliant 
residential property fund, London 
Central Apartments Limited, has been 
overwhelming, clearly indicating the 
lack of available products for these 
investors. 

Name one thing you would 
like to see change in the 
world of Islamic fi nance.
I would like to see more fi nancial 
institutions developing easily accessible 
products which are Shariah compliant, 
including structured fi nance and 
mortgages. I would also like to see more 
experts here on the legal and trustee side. 
In developing our fund, we found it very 
challenging to ensure that we had the 
right expert providers involved.
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Saudi Aramco Total Refi ning and 
Petrochemical Company (SATORP), a 
joint venture between Saudi Aramco 
and Total of France, issued its debut 
Sukuk on the 9th October 2011. The 
combined value of the Sukuk issuance 
is SAR3.75 billion (US$1 billion) and 
received subscription orders in excess 
of SAR13 billion (US$3.45 billion). 
The Satorp Sukuk represents the fi rst 
Shariah compliant project Sukuk 
instrument in Saudi Arabia and 
underpins growing demand for Islamic 
fi nancing facilities by Saudi corporates.

 The Saudi capital markets authority 
approved the public off ering of the 
Sukuk certifi cates in August this year by 
Arabian Aramco Total Services Company, 
the special purpose company which is 
issuing the Sukuk certifi cates on behalf 
of Satorp. 

The Sukuk issue was originally 
scheduled in 2009, but diffi  culties 
in its Shariah structuring caused a 
postponement.

According to Samba Capital & 
Investment Management Company, the 
fi nal pricing on Satorps’ public off ering 
of the Saudi riyal-denominated Sukuk 
certifi cates has been set at a six-month 
SAIBOR plus a margin of 95 basis points 
per annum. 

This pricing is exceptionally tight given 
that the yield for the SAR1.8 billion 
(US$480 million) Sukuk Mudarabah 
issued by Saudi International 
Petrochemical Company (Sipchem) in 
June this year was SAIBOR plus 1.75% 
per year. Despite this, the Sukuk was still 
heavily oversubscribed by 3.5 times.

The off ering, sale and delivery of the 
14 year SAR3.75 billion Sukuk, which 
matures in 2025, is limited solely to Saudi 
nationals and those other legal persons 
with a permanent establishment in the 
kingdom. 

The Sukuk issuance received strong 
interest from fi nancial institutions, 
mutual funds, insurance companies and 
pension funds as well as certain high net 
worth individuals.

The structure of the issuance is based 
on a Musharakah structure and also 

involves a forward lease agreement. The 
issuer, Arabian Aramco Total Services 
Company and Satorp are partners 
under the Musharakah agreement 
and also co-lessors under the forward 
lease agreement. Satorp is also the 
managing partner under the Musharakah 
agreement and the lessee under the 
forward lease agreement.

The purpose of the Musharakah will be 
to earn profi ts from the application of the 
respective capital contributions from the 
partners in accordance with the business 
plan as set out in the Musharakah 
agreement. The business plan entails the 
delivery of the project assets and assets 
under the agreement to the lessee.

The structure of the Sukuk was approved 
by the Shariah boards of Al-Inma 
Investment Company, Bank Albilad, 
Deutsche Bank, Samba Financial Group 
and Credit Agricole. 

The proceeds of the Sukuk will be used 
to fi nance Satorps’ planned crude oil 
refi nery in Jubail. Satorp is 62.5% owned 
by Saudi Aramco and 37.5% owned by 
Total. The total cost of the Jubail project is 
estimated at over US$14 billion.

As such the Satorp Sukuk represents 
only a small proportion of the total 
fi nancing required for the entire 
project. In October 2010, Satorp closed 
a multi-source US$8.5 billion 16-year 
fi nancing for the Jubail refi nery project 
including  US$4 billion from the Saudi 
public investment fund and export 
credit agencies and US$4.5 billion 
in private placements from various 
commercial fi nancial institutions.

The fi nancing facilities include dual-
currency (US dollar and Saudi riyal) 
commercial loans; dual-currency Islamic 
fi nancing facilities; export credit facilities 
provided by seven export credit agencies 
and local developmental agencies. 
The Islamic fi nance facilities were lead 
arranged by Al-Rajhi Bank; Alinma Bank; 
the Islamic Development Bank and Bank 
AlJazira.

The state-of-the-art SATORP’s refi nery is 
scheduled to be commissioned sometime 
in 2013 and is part of Saudi Aramco’s 
strategy to boost Saudi Arabia’s refi ning 
capacity.   – SW

Satorp’s US$1 billion Sukuk Musharakah

Satorp Sukuk

SAR3.75billion (US$1 billion)

9th October 2011

Issuer Arabian Aramco Total 
Services Company

Obligor Saudi Aramco Total 
Refi ning and Petrochemical 
Company (Satorp)

Issuance 
price

SAR3.75 bbillion (US$1 
billion)

Purpose of 
issuance

The Sukuk will allow 
investors to participate in 
the overall fi nancing for the 
Satorp refi nery project in 
Jubail, a project sponsored 
by Saudi Aramco and Total.

Tenor 14 years

Coupon rate 
/ return

6 month SAIBOR + 95 basis 
points

Payment Twice yearly: 20th June and 
December of each year

Currency Saudi riyal

Maturity 
date

20th December 2014

Joint lead 
managers 
and 
bookrunners

Deutsche Securities Saudi 
Arabia, Samba Capital & 
Investment Management, 
Saudi Fransi Capital

Governing 
law

Laws of Saudi Arabia

Legal 
advisors

The Law Offi  ce of 
Abdulaziz AlGasim (in 
association with Allen & 
Overy), Meshal Al Akeel 
Law Firm and Linklaters 

Listing Certifi cates are listed on 
Tadawul

Shariah 
advisor(s)

DB Shariah advisors, 
Shariah executive committ ee 
of Samba Financial Group 
and The Credit Agricole CIB 
Shariah supervisory board

Structure Musharakah

Shariah 
structure 
advisors

Al Inma Investment 
Company and Bank AlBilad

Face value 
/ minimum 
investment

Minimum of SAR1 million 
(US$267,000), multiples of 
SAR100,000 (US$27,000) 
thereaft er



38© 19th October 2011

DEAL TRACKER

ISSUER SIZE DATE 
ANNOUNCED

Almaraj, Saudi Arabia TBA 16th October 2011

Manjung Island Energy RM5 billion 13th October 2011

Mydin RM350 million 13th October 2011

Majid Al Futt aim TBA 11th October 2011

Barwa Bank TBA 11th October 2011

Mashreq Al Islami TBA 10th October 2011

Dow Chemical Company & Saudi Arabian 
Oil Company

TBA 9th October 2011

Pembinaan BLT RM1 billion 5th October 2011

National Iranian Oil Company TBA 1st October 2011

Qatar International Islamic Bank TBA 28th September 2011

Tamweel US$300-US$500 million 27th September 2011

Albaraka Turk Katilim Bankasi US$200 million 25th September 2011

Emery Oleochemicals RM480 million 17th September 2011

KLCC Property RM880 million 15th September 2011

Tenaga Nasional RM5 billion 15th September 2011

Bank Negara Malaysia RM1 billion 6th September 2011

Indonesian fi nance ministry US$1 billion 6th September 2011

Bank Syariah Mandiri IDR450 million 25th August 2011

Aref Investment Group TBA 24th August 2011

Kuala Lumpur Kepong Berhad RM300 million 22nd August 2011

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

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

IFN Correspondents
AFGHANISTAN: Dr Alam Khan Hamdard
chief of Islamic banking, Kabul Bank
AUSTRALIA: David Wood
partner, Mallesons Stephen Jaques
BANGLADESH: Md Shamsuzzaman
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 
TURKEY: Cenk Karacaoglu
vice president of fi nancial institutions division, Bank Asya
UAE: Neil D Miller
global head of Islamic fi nance, KPMG
UK: Dr Natalie Schoon
Formabb
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

RED 

REDmoney Global Shariah Index Series
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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 Oct 2011 Midciti Resources Malaysia Sukuk Domestic market 

public issue
274 CIMB Group, Maybank 

Investment Bank

23rd Sep 2011 AmIslamic Bank Malaysia Sukuk Musharakah Domestic market 
public issue

190 Public Bank, 
AmInvestment Bank

14th Sep 2011 MISC Malaysia Sukuk Domestic market 
public issue

263 HSBC, CIMB Group
AmInvestment Bank

13th Sep 2011 Telekom Malaysia Malaysia Sukuk Domestic market 
public issue

101 CIMB Group, 
AmInvestment Bank, 
Maybank Investment 
Bank 

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 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 Domestic market 
private placement

1,910 CIMB Group, Maybank 
Investment Bank

16th Jun 2011 Ranhill Powertron II Malaysia Sukuk Domestic market 
public issue

228 Maybank Investment 
Bank

14th Jun 2011 Sarawak Energy Malaysia Sukuk Domestic market 
public issue

988 RHB Capital, 
AmInvestment Bank

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 Putrajaya Holdings Malaysia Sukuk Musharakah Domestic market 
private placement

229 CIMB Group, 
AmInvestment Bank, 
Maybank Investment 
Bank

26th May 2011 HSBC Bank Middle 
East 

UK Sukuk Euro market 
public issue

500 HSBC

18th May 2011 Islamic Development 
Bank

Saudi Arabia Sukuk Euro market 
public issue

750 Standard Chartered, 
Deutsche Bank, BNP 
Paribas, HSBC

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
3,460 4 HSBC, CIMB Group, Citigroup,

Maybank Investment Bank
2 Wakala Global Sukuk Malaysia Sukuk Wakalah Euro market public 

issue
2,000 1 Maybank Investment Bank

3 Senai Desaru Expressway Malaysia Issued under 
issuer's RM3

Domestic market 
public issue

1,275 2 Standard Chartered, HSBC, CIMB 
Group, Citigroup, Deutsche Bank, 
BNP Paribas

4 Islamic Development Bank Saudi Arabia Sukuk Euro market public 
issue

1,250 2 RHB Capital, AmInvestment Bank 

5 Sarawak Energy Malaysia Sukuk Domestic market 
public issue

988 1 HSBC, RHB Capital, CIMB Group

6 GovCo Holdings Malaysia Sukuk Murabahah Domestic market 
private placement

985 1 AmInvestment Bank, RHB 
Capital, Al-Rajhi Banking & 
Investment, HSBC, CIMB Group, 
Maybank Investment Bank 

7 Cagamas Malaysia Sukuk Murabahah Domestic market 
private placement

825 14 Standard Chartered Bank, HSBC, 
Barclays Capital

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

750 1 CIMB Group, Maybank 
Investment Bank 

9 Syarikat Prasarana Negara Malaysia Sukuk Ijarah Domestic market 
public issue

667 1 Standard Chartered, HSBC, 
Citigroup

10 First Gulf Bank UAE Sukuk Euro market public 
issue

650 1 HSBC

11 HSBC Bank Middle East UK Sukuk Euro market public 
issue

500 1 Standard Chartered, HSBC, RBS

11 Emaar Sukuk UAE Sukuk Euro market public 
issue

500 1 Deutsche Bank, Riyad Bank

13 Saudi International 
Petrochemical 

Saudi Arabia Sukuk Domestic market 
public issue

480 1 CIMB Group, Citigroup

14 Malaysia Airports Capital Malaysia Sukuk Murabahah Domestic market 
public issue

476 1 Standard Chartered Bank, HSBC

15 Sharjah Islamic Bank UAE Sukuk Euro market public 
issue

400 1 RBS, Citigroup

16 Government of Ras Al 
Khaimah

UAE Sukuk Euro market public 
issue

393 1 Lembaga Tabung Haji, RHB 
Capital, CIMB Group, AmInvest-
ment Bank, Maybank Investment 
Bank 

17 Aman Sukuk Malaysia Sukuk Musharakah Domestic market 
public issue

361 1 Maybank Investment Bank

18 Maybank Islamic Malaysia Sukuk Musharakah Domestic market 
private placement

330 1 CIMB Group

19 Konsortium Lebuhraya 
Utara-Timur (KL) 

Malaysia Sukuk Musharakah Domestic market 
public issue

280 13 CIMB Group, Maybank 
Investment Bank

20 Midciti Resources Malaysia Sukuk Domestic market 
public issue

274 1 JPMorgan, HSBC

21 Bank Aljazira Saudi Arabia Sukuk Mudarabah Domestic market 
private placement

267 1 Maybank Investment Bank

22 Ranhill Power Malaysia Sukuk Domestic market 
private placement

266 1 HSBC, CIMB Group, 
AmInvestment Bank 

23 MISC Malaysia Sukuk Murabahah Domestic market 
public issue

263 1 AmInvestment Bank 

24 Gulf Investment 
Corporation

Kuwait Sukuk Domestic market 
public issue

250 1 AmInvestment Bank

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

233 1 CIMB Group, AmInvestment 
Bank, Maybank Investment Bank 

26 Putrajaya Holdings Malaysia Sukuk Musharakah Domestic market 
private placement

229 1 Maybank Investment Bank 

28 Telekom Malaysia Malaysia Sukuk Domestic market 
public issue

200 2 CIMB Group, AmInvestment 
Bank, 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, Affi  n 
Investment Bank 

Total 21,060 101
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Top Managers of Sukuk 12 Months

Manager US$ (mln) Iss %

1 Maybank Investment Bank 5,076 28 24.1

2 CIMB Group 4,535 46 21.5

3 HSBC 3,565 16 16.9

4 AmInvestment Bank 2,016 27 9.6

5 Citigroup 1,306 6 6.2

6 Standard Chartered Bank 1,203 7 5.7

7 RHB Capital 953 5 4.5

8 Deutsche Bank 427 2 2.0

9 RBS 416 3 2.0

10 Barclays Capital 250 1 1.2

11 Riyad Bank 240 1 1.1

12 BNP Paribas 188 1 0.9

13 Public Bank 163 5 0.8

14 OCBC 157 5 0.7

15 Affi  n Investment Bank 155 4 0.7

16 JPMorgan 133 1 0.6

17 DRB-HICOM 123 2 0.6

18 Lembaga Tabung Haji 78 2 0.4

19 Hong Leong Bank 40 2 0.2

20 Al-Rajhi Banking & Investment 16 1 0.1

21 OSK 13 2 0.1

22 Mitsubishi UFJ Financial Group 6 2 0.0

Total 21,060 101 100.0

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 29.5

1 Baker & McKenzie 2,509 2 29.5

1 Cliff ord Chance 2,509 2 29.5

4 Herbert Smith Gleiss Lutz Stibbe 400 1 4.7

4 Latham & Watkins 400 1 4.7

Top Islamic Finance Related Project Finance Mandated Lead 
Arrangers                                                                                       12 Months

Mandated Lead Arranger US$ (million) No %

1 Banque Saudi Fransi - 701 3 19.4

2 Riyad Bank 224 2 6.2

3 HSBC Holdings 207 2 5.7

4 Samba Financial Group 177 2 4.9

5 Al-Rajhi Banking & Investment 169 1 4.7

5 Saudi Hollandi Bank 169 1 4.7

7 Bank Al-Jazira 166 2 4.6

7 Public Investment Fund 166 2 4.6

9 Emirates NBD 127 2 3.5

10 Standard Chartered 119 1 3.3

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 HSBC 1,005 6 11.4

2 Maybank Investment Bank 824 5 9.3

3 Samba Capital 660 4 7.5

4 AmInvestment Bank 471 3 5.3

5 Standard Chartered Bank 470 8 5.3

6 Saudi National Commercial Bank 462 2 5.2

6 Banque Saudi Fransi 462 2 5.2

8 Citigroup 425 6 4.8

9 Abu Dhabi Islamic Bank 398 3 4.5

10 RBS 233 1 2.6

11 CIMB Group 232 3 2.6

12 Emirates NBD 180 3 2.0

13 RHB Capital 164 1 1.9

13 Lembaga Tabung Haji 164 1 1.9

15 Arab Banking Corporation 162 3 1.8

16 Deutsche Bank 150 1 1.7

17 Noor Islamic Bank 147 2 1.7

18 BNP Paribas 134 3 1.5

19 OCBC 131 2 1.5

19 DBS 131 2 1.5

21 Riyad Bank 129 1 1.5

21 Bank Al-Jazira 129 1 1.5

23 UOB 116 1 1.3

24 WestLB 115 3 1.3

25 Bank of China 93 1 1.1

26 Saudi Hollandi Bank 74 1 0.8

26 Export Development Canada 74 1 0.8

26 Arab Petroleum Investments 74 1 0.8

26 Arab National Bank 74 1 0.8

26 Alinma Bank 74 1 0.8

Top Islamic Finance Related Loans Mandated Lead Arrangers
12 Months

Bookrunner US$ (mln) No %

1 Samba Capital 1,566 2 17.7

2 Citigroup 524 6 5.9

3 Abu Dhabi Islamic Bank 428 3 4.8

4 Maybank Investment Bank 237 1 2.7

5 RBS 233 1 2.6

5 HSBC 233 1 2.6
7 Standard Chartered Bank 165 3 1.9

8 Bank of China 93 1 1.1

9 National Bank of Kuwait 87 1 1.0
10 Credit Suisse 50 1 0.6

Top Islamic Finance Related Loans Deal List                         12 Months

Credit Date Borrower Nationality US$ (mln)

30th Nov 2010 Saudi Arabian Mining Saudi Arabia 1,913

13th Dec 2010 Saudi Electricity Saudi Arabia 1,333

18th Jul 2011 Pembinaan BLT Malaysia 822

23rd Jun 2011 Salik One UAE 800

31st Mar 2011 National Central 
Cooling 

UAE 757

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

22nd Sep 2011 Albaraka Turk Turkey 344

Top Islamic Finance Related Loans by Country                    12 Months

Nationality US$ (mln) No %
1 Saudi Arabia 2,924 3 33.1
2 Malaysia 1,777 5 20.1
3 UAE 1,704 8 19.3
4 Turkey 988 5 11.2
5 Singapore 655 2 7.4
6 Indonesia 450 1 5.1

7 China 93 1 1.1
8 Kuwait 87 1 1.0

9 Pakistan 60 2 0.7

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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6th December 2011
IFN Country Briefi ngs: Indonesia 
Jakarta (REDmoney events)

6th – 7th December 2011
3rd Annual SE Asian Institutional 
Investment Forum 
Kuala Lumpur (Asian Investor)

11th – 12th  December 2011
1st Annual Project Finance and Trade 
Finance Summit Dubai, UAE (Global 
Islamic Finance Magazine)

21st – 24th February 2012 
Islamic Finance Africa 
Africa (IIR South Africa)

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 2011
Indonesia Trade & Commodity Finance 
Conference
Jakarta (Exporta)

23rd – 24th October 2011
Annual Conference on Islamic 
Banking and Finance  
Bahrain (AAOIFI)

24th – 27th October 2011
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)

30th October 2011 
IFN Country Briefi ngs: Egypt 
Cairo (REDmoney events)

3rd November 2011
IFN Roadshow Turkey
Istanbul (REDmoney events)

8th November 2011
IFN Country Briefi ngs: Canada 
Toronto (REDmoney events)

9th – 10th November 2011
Credit Risk Asia
Kuala Lumpur (Fleming Gulf)

10th November 2011
IFN Country Briefi ngs: USA 
New York (REDmoney events)

15th November 2011
IFN Country Briefi ngs: Hong Kong 
Hong Kong (REDmoney events)

21st – 23rd November 2011
The World Islamic Banking
Conference 
Bahrain (MegaEvents)

23rd – 25th November 2011 
Asian Finance Forum 
Bali, Indonesia (Asian Institute of 
Finance) 

30th November 2011
IFN Roadshow Brunei
Brunei (REDmoney events)
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