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With Qatar well on the way to completing 
the closure of its Islamic banking 
windows, we take a look back at the 
motivation for the move, and explore the 
reasons why Malaysia might consider a 
similar step.  

Qatar’s bold move
In February 2011 the Qatar Central Bank 
(QCB) issued a circular declaring its 
decision to terminate the activities of 
all Islamic fi nancial services off ered by 
conventional banks. In essence, QCB 
banned all Islamic windows in the country 
in favor of fully-fl edged Islamic banks. The 
decision stimulated fevered speculation 
in the industry as to the potential eff ects 
of such a decision: with some praising the 
step as a bold move to protect its domestic 
industry. However, many more have 
warned that it could negatively impact the 
industry by removing the most eff ective 
business model, restricting the reach of 
Islamic banking and raising barriers to 
entry; thus limiting new players in the 
market, stifl ing competition, and resulting 
in deteriorating service levels. Critics also 
pointed out that the major international 
banks in Qatar have historically been the 
driving force for innovation in the Islamic 
fi nance industry, and provided the sole 
access to global capital markets, warning 
that the fully-fl edged Islamic banks may 
not be able to support transactions of the 
same magnitude. 

The decision was unsurprisingly a severe 
blow for conventional banks in the market. 
Qatar National Bank (QNB), which has 
a market share of around 40% of the 
country’s overall banking sector, at the time 
serviced around 45,000 customers through 
its Al-Islami window, which had a 20% 
market share of the Islamic banking market 

and generated profi ts of around QAR900 
million (US$247.13 million) in 2011. 
Estimates suggest that conventional banks 
could lose 8-16% of their deposit base, 
total assets and profi ts. For QNB, Islamic 
banking accounts comprised around 
15% of net income in 2010. Losing such a 
signifi cant revenue stream will be a blow 
to commercial banks that have invested 
heavily in building up their Islamic 
business. 

However while in the short-term the eff ects 
of the directive might be challenging, 
the overriding argument is that the 
move will improve Shariah compliance 
and the ability to eff ectively regulate 
the industry – an issue that most agree 
is vital to its development.  By insisting 
on separately capitalized Islamic banks 
or subsidiaries QCB is not removing or 
restricting opportunities for Islamic banks 
but the opposite: it is providing a clean 
sheet and a level playing fi eld with more 
rigorously monitored Shariah governance 
and a stronger, more transparent regulatory 
environment. It also prevents Islamic 
banking windows from recycling Islamic 
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Big Brother is watching

Editor’s Note

The regulatory framework represents a 
key factor in the success (or failure) of 
the fi nancial markets; and the post-2008 
fi nancial crisis era has further highlighted 
the need for prudent regulation. The role 
of rules is even more pronounced in the 
realm of Islamic fi nance, where schools 
of thought vary and there continues to 
exist a lack of standardization as far as 
regulation goes. 
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NEWS
Egypt plans to raise at least 
US$2 billion via sale of 
Sukuk and CDs, says fi nance 
minister

Amana Bank introduces Hajj 
Savings Account

DIB Pakistan not divesting 
equity

Islamic Bank of Thailand in 
multi-level marketing strategy 
to grow customer base 

Bank Syariah Mandiri seeks 
to increase funding to local 
mining industry

Indonesia has raised US$147.4 
million from a Sukuk auction 
on the 31st January

Malaysia Building Society 
posts 554% growth in fourth 
quarter net profi t for 2011

Hong Kong closes to 
fi nalizing draft  amendments 
to create level playing fi eld for 
Sukuk

Malaysia and GCC to sustain 
Sukuk domination

State Bank of Pakistan 
amends instructions on 
Murabahah transactions

Farz Foundation teams up 
with University of Veterinary 
and Animal Sciences to 
promote Islamic microfi nance 
for livestock industry 

Zarinah Anwar to resign as 
chairman of the Securities 
Commission Malaysia

Islamic indexes see active start 
to 2012

Malaysia rapidly becoming 
the Islamic fi nance center for 
Asia, says S&P

Bank BRI Syariah seeks to cut 
target of new branches to 70

Development Bank of 
Kazakhstan prepares to sell 
Sukuk and Samurai bonds in 
2012 

Center for Islamic Banking, 
Finance and Management 
opens its doors

Turkey could issue maiden 
Sukuk to fi nance bridge 
project

BLME concludes three-
year US$21.35 million 
development fi nancing facility 
with Aitch Group

Abu Dhabi Islamic Bank’s 
rented London space may be 
sold by developer

Venture Capital Bank to 
invest at least US$250 million 
in the country

GCC companies and 
governments must think 
outside the box for maturing 
debt, says S&P

GCC turns to repos as 
funding dries up in the region

GCC Sukuk sales almost 
doubled in 2011 

Dubai Islamic Bank reports 
25% increase in net profi t for 
2011 

Majid Al Futt aim Holding 
raises US$400 million in 
Sukuk debut

Dana Gas could restructure 
US$1 billion Sukuk as 
payment deadline looms, says 
HSBC Holdings

BankMuscat plans to 
raise US$147.6 million for 
expansion into Islamic 
banking 

GACA Sukuk credit 
positive for Islamic fi nancial 
institutions, says Moody’s

Dubai debt saga continues to 
unfold

HSBC Qatar converts Islamic 
branches to conventional

Local banks in Bahrain still 
seeing impact of Arab Spring 

BBK 2011 profi t declines to 
US$84.35 million

National Bank of Abu 
Dhabi reports lower fourth 
quarter 2011 profi t on higher 
spending

Jafza and DIFC Investments 
may require government help 

to sett le combined US$3.25 
billion in debt obligations, 
says Exotix

Al Ahli Bank of Kuwait 
reports US$181 billion 2011 
profi t

Mashreq reports US$223.2 
million net profi t for 2011

The National Investor 
implements redundancies

Central Bank of Oman 
launches Islamic banking 
draft  framework

ISLAMIC
INVESTOR
Singapore Unit Trusts said to 
withdraw Shariah compliant 
funds from the 9th May 2012

Public Mutual announces 
total gross distribution for 
Public Islamic Optimal 
Growth Fund

Gulf Bond Fund charts 5.43% 
return in 2011

CIMB-Principal Asset 
Management pays out 
US$14.48 million in income 
distributions 

WestLB unveils Islamic 
Strategy Index Certifi cate

Crescent Wealth launches 
Shariah compliant index

Dubai Shariah Asset 
Management to unveil 
Shariah compliant DSAM 
Kauthar Gold Fund for retail 
investors

TAKAFUL
Separation to benefi t Takaful 
sector in Indonesia, says 
Asosiasi Asuransi Syariah 
Indonesia

Takaful Brunei Keluarga 
unveils Takaful Nur Savings 
and Takaful Employee 
Package

Bapepam remains confi dent 
that insurance companies will 
be able to meet the US$11.1 
million capital requirement by 

the 2014 deadline

Takaful products must 
improve to meet 2012 growth

Global Takaful sector reached 
US$3 billion in 2011, says 
Boubyan Bank

RATINGS
MARC affi  rms ‘AAIS’ rating 
on Diversifi ed Venue’s 
US$66.16 million Sukuk Al-
Ijarah Master Program

 RAM assigns preliminary 
‘AA1’ rating to Abu Dhabi 
National Energy Company’s 
US$1.16 billion proposed 
Sukuk Murabahah program

MARC affi  rms Tesco Stores 
(Malaysia)’s ICP/IMTN at 
‘MARC-1ID(cg)/AAAID(cg)’

IIRA upgrades foreign 
currency ratings of Kuveyt 
Türk Katılım Bankası from 
‘BB+/A-3’ to ‘BBB- /A-3’

MOVES
Hooman Sabeti-Rahmati to 
join IILM as general counsel

KPMG names Suhael Ahmed 
as chief operating offi  cer and 
head of advisory for Middle 
East and South Asia

HSBC Malaysia names 
Baldev Singh as executive 
director

Merill Lynch Wealth 
Management appoints fi ve 
fi nancial advisors
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funds into conventional activities, which 
aff ects the authenticity of Islamic fi nance. 

Implementation
So how has the directive been received 
and what has been its impact now that 
the December 31st 2011 deadline has 
passed? Out of all the Islamic windows 
aff ected by the decision (Ahli Bank, 
Al-Khalĳ i Bank, Commercial Bank 
of Qatar (CBQ), Doha Bank, HSBC 
Amanah, Inernational Bank of Qatar 
(IBQ) and QNB) only one has so far been 
acquired. The retail banking operations 
of the Islamic window of IBQ, Al-Yusr, 
were acquired by Barwa Bank while its 
corporate banking portfolio was taken 
over by the largest Islamic bank in the 
country, Qatar Islamic Bank (QIB). The 
other banks have wound down their 
operations and taken no business since 
the 1st January 2012. However, they have 
been allowed to keep their customers, 
who can either switch to conventional 
banking or keep their accounts until 
their fi nancing facilities mature. Doha 
Bank confi rms that: “We have done the 
conversion process. We had seven Islamic 
branches and seven ATMs which are 
also gett ing realigned.” CBQ has also 
completed the process, with CEO Andy 
Stevens claiming that: “We will close all 
of our Islamic operations by December 
31st.”

Acting as an example
Far from stifl ing the industry, the move 
is designed to consolidate the sector and 
enact a more rigorous and transparent 
regulatory environment. In fact, it should 
help to encourage competition. Jaime 
Oon, a solicitor at Eversheds in Qatar, 
notes that: “The ruling has helped to 
bring greater clarity to the banking 
sector by separating the market so that 
conventional banks focus purely on 
conventional banking opportunities, 
leaving Islamic fi nancing to the dedicated 

institutions.  This will 
help Islamic banks 

to focus more 
eff ort on product 
development and 
strengthening their 
off ering.” Previous 

to the directive, 
the standalone 

Islamic banks 
were seen 
to be at a 

disadvantage to 

the windows, which were able to off set 
their costs through their parent banks 
and thus had a competitive advantage. 
Oon comments that:  “The change could 
help to improve competitiveness in the 
banking sector — for instance, we see 
Islamic banks developing new strategies 
to compete with their conventional 
counterparts in order to att ract more 
retail local customers.” 

Its impact will undoubtedly be 
watched closely by regulators in other 
jurisdictions, and if the eff ect on growth 
and transparency is positive, there 
is every chance that other countries 
could take the same step. As one of the 
leading global hubs for Islamic fi nance, 
speculation has unsurpringly centered 
around Malaysia. Yet while the market 
share of Islamic banks in Malaysia 
and Qatar are similar, at around 22% 
for Malaysia and 17% for Qatar, the 
structure of the market is very diff erent. 
In Malaysia, Islamic and conventional 
banks work together to grow their 
business, but keep separate accounts and 
are rigorously regulated. In fact, many 
experts believe that its strength lies in 
this very coexistence model. Bank Negara 
notes that: “With a robust Shariah 
framework, the sanctity of Islamic 
banking operations is preserved.” Oon 
agrees that: “In terms of a comparison 
with Malaysia, we are of the view that 
the two markets are very diff erent and it 
is unlikely that the Malaysian authorities 
will be able to learn much from the 
Qatari experience.”

Qatar’s move was a protective step to 
shield and nurture standalone Islamic 
banks that were struggling to compete 
with the conventional players. The 
key factors leading to Qatar’s decision 
— improved regulation, greater 
transparency and greater competitive 
opportunity — are simply not issues for 
Malaysia, which already has a strong 
banking system, enviable regulation, 
and strict rules on the segregation 
of funds. Surely it is countries that 
do not yet have such an established 
regulatory framework which are most 
likely to emulate Qatar? For example 
Indonesia, which has 13 fully-fl edged 
Islamic banks compared to 26 Islamic 
windows. According to a source who 
recently spoke to Islamic Finance news, 

The future of Islamic banking windows in Malaysia
Continued from page 1
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CLOSING BELL
Scheduled banks like Sukuk
PAKISTAN: The State Bank of Pakistan 
has announced that the country’s 
scheduled banks have invested in 89% of 
government Sukuk.

Sukuk Ijarah held by the scheduled 
banks; defi ned under the State Bank 
of Pakistan Act 1956 as a banking 
company as defi ned in section 227F of 
the Companies Act 193, or a cooperative 
bank, or a corporation or company 
incorporated by or established under 
an law in force in or outside Pakistan 
and has paid-up capital and reserves 
of at least PKR500,000 (US$5,516.92), 
amounted to PKR2.7 trillion (US$29.78 
billion) as at the end of December last 
year.

Qatar’s banking assets surge 
52% in 2011
QATAR: Local banking assets surged 
35% year-on-year to US$82.99 billion in 
2011, according to a report by Global 
Investment House.

During the period, net profi ts of the local 
banking sector rose 32%, with the coun-
try’s Islamic banks growing 37%.

Bayero University to establish 
Islamic banking and finance 
division
NIGERIA: The Governing Council of 
Bayero University has approved the es-
tablishment of the International Institute 
of Islamic Banking and Finance (IIIBF) 
for the university, appointing Dr Shehu 
Usman Rano Aliyu as its director.

Financing arrangers named
UAE: Dubai carrier Emirates Airline has 
reportedly appointed Ajman Bank, Al 
Hilal Bank and Dubai Islamic Bank to 
arrange an AED1.9 billion (US$517.43 
million) Islamic fi nancing facility to 
fi nance two of its planes, a Boeing 777-
300 and an Airbus A380 superjumbo.
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Indonesia’s central bank has indeed taken 
the fi rst steps, giving its Islamic windows 
until 2030 to become fully-fl edged 
operations. 

Malaysia’s windows
In comparison, Malaysia operates a 
healthy and well-regulated dual banking 
system that comprises both conventional 
and Islamic institutions operating under 
an established supervisory framework 
that allows both standalone banks and 
subsidiaries to off er Shariah compliant 
banking. Total banking sector assets in 
December 2011 amounted to RM1.71 
trillion (US$569.36 billion), of which the 
total assets of Islamic banks accounted 
for RM326.72 billion (US$108.5 billion). 
Total Islamic fi nancing grew from 
RM78.5 billion in 2006 to RM162.4 billion 
in 2011, an increase of 107%. Asset 
quality has also improved, from 4.6% in 
January 2007 to 2% in December 2010.

The system is currently home to 25 
commercial banks and 16 Islamic banks 
(down from 17 in 2011 following the 
takeover of EONCap by Hong Leong 
Bank) of which nine are the subsidiaries 

of domestic banking groups. It also has 
(according to the Association of Islamic 
Banking Institutions Malaysia) 13 Islamic 
windows. Malaysia was one of the fi rst to 
introduce the concept of Islamic windows 
in 1993, allowing conventional banks 
to undertake Islamic fi nance activities 
via a dedicated division with a separate 

balance sheet and profi t and loss account. 
This stimulated exponential growth in 
the industry, with the market share of 
Islamic banking jumping from 1% in 
1993 to 6% in 1996. In 1996 Malaysia also 
introduced its Islamic banking subsidiary 
guidelines, allowing conventional banks 
to set up fully-fl edged branches. In 2005, 
Bank Negara Malaysia approved the 
Islamic Subsidiary Structure to replace 
the Islamic window structure, issuing 
legal status and according individual 
banking licenses to former Islamic 
windows. Foreign participation in 
Islamic subsidiaries of up to 49% was 
also approved. Finally, in 2006 a new 
category of International Islamic Bank 
licenses were issued to qualifi ed foreign 
and domestic Islamic banks, allowing 
them to conduct business in international 
currencies. 

Industry forces
Between 2005-2009 all of the Islamic 
banking windows of domestic-owned 
conventional banks in Malaysia were 
converted into fully-fl edged islamic 
subsidiaries. In addition, all subsidiaries 

Bank Negara 
Malaysia 

has accorded the 
flexibility to the 
Islamic financial 
industry to decide 
on the strategic 
business direction 
of each individual 
institution

The future of Islamic banking windows in Malaysia
Continued from page 3
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and windows were required to institute 
proper fi rewalls and segregation 
of funds to ensure comprehensive 
Shariah compliance. This has led to 
the development of a strong and stable 
Islamic banking industry, and the Islamic 
banking asset market share is predicted 
to reach 25% in 2012, up from 22% in 
2011 and compared to just 6.9% in 2000.  
Dr Zeti Akhtar Aziz, the governor of 
Bank Negara Malaysia, also claims that 
the contribution of Islamic fi nance to the 
economy has increased to 2.1% of GDP, 
compared to just 0.3% in 2000. 

Oon points out that: “The concerned 
authorities in Malaysia have for many 
years issued specifi c guidance and 
regulations to promote and regulate 
Islamic banks/windows and these 
institutions have co-existed with 
their conventional counterparts in a 
satisfactory manner for a long time.” 
Khalid Howladar of Moody’s Middle 
East agrees, noting that: “The Malaysian 
system seems to be working well already 
and Islamic franchises are already very 
strong,” adding that at this stage he 
sees no reason for Malaysia to enact 
a similar ban. And indeed, in March 
2011 Bank Negara Malaysia issued a 
formal announcement that it would not 
close the Islamic window operations 
of conventional banks in Malaysia, as 
it preferred to allow industry forces 
to dictate the market:  “Bank Negara 

Malaysia has accorded the fl exibility to 
the Islamic fi nancial industry to decide 
on the strategic business direction of each 
individual institution.”

Consolidation
However,  there is one driving force that 
could stimulate the central bank to take a 
similar step. The need for consolidation 
has been touted as one of the key 
themes for 2012, to take advantage of 
economies of scale, extend reach and 
provide greater stability following 
the recent fi nancial crises. It has been 
several years since the last round of 
consolidations in the Malaysian banking 
sector, and the number of institutions 
has gradually been creeping up. Banning 
windows could be an eff ective way 
of reducing competition in a market 
that is increasingly overbanked for 
its population of just 27 million. Now 
that the period of converting to Islamic 
subsidiaries is at an end, new investors 
(especially from the GCC) are also 
increasingly looking at market-leading 
banks rather than Islamic banks. Banning 
Islamic windows would encourage 
consolidation and allow Islamic banks 
to achieve much-needed size and 
economies of scale. Due to the small 
stature of most Islamic institutions, 
despite the relative stability of the sector 
even the smallest failure could rock the 
market. Consolidation would help the 
smaller banks to grow — which most 

of them currently lack the capital to do 
organically. 

By banning Islamic windows and 
encouraging the development of Islamic 
‘mega banks’ (a concept which seems to 
have somewhat fallen by the wayside 
since its heyday in early 2011) domestic 
banks could have the wherewithal to 
compete with the big international banks 
on their own turf.

Bank Negara Malaysia is reportedly 
reluctant to issue more banking licenses 
to an already over-crowded market. 
Instead in 2009 regulations were relaxed 
to allow foreign ownership of up to 70% 
in local Islamic banks (compared to just 
30% in conventional banks) to encourage 
foreign investment and facilitate growth 
and expansion. As yet however, no one 
has taken up the off er, and the central 
bank is now said to be considering 
yet further 
liberalization 
measures.
 
Perhaps 
instead it is 
time for a new 
stick, rather than 
yet another carrot?

 — LM

Editor’s Note

The regulatory framework represents 
a key factor in the success (or failure) 
of the fi nancial markets; and the post-
2008 fi nancial crisis era has further 
highlighted the need for prudent 
regulation.

The role of rules is even more 
pronounced in the realm of Islamic 
fi nance, where schools of thought vary 
and there continues to exist a lack of 
standardization as far as regulation 
goes. Assuming that Big Brother knows 
best, support and guidance from 
regulators remains a key driver in the 
development of Islamic fi nance.

This week, we look at how the 

regulatory framework can impact the 
industry: beginning with our cover 
story on the ban on Islamic banking 
windows in Qatar and its implications 
for Malaysia’s Shariah compliant 
banking sector.

We stay with the legal eagles with a 
feature by Murat Can Yoluker of Gulf 
legal fi rm KBH Kaanuun, who writes on 
the legal background for Islamic fi nance 
in the UAE; while Abrar Hussain of 
Elixir Capital scrutinizes the underlying 
structures of Sukuk.

Tony Hidayat of Bank BRI Syariah 
contributes our Takaful feature this 
week on the outlook of gold products in 
Indonesia’s Shariah banking industry; a 

business which the country’s regulator, 
Bank Indonesia, is also keeping its eye 
on due to its rapid growth.

Our IFN reports cover the Shariah 
compliance of derivatives; the new ‘silk 
route’ for Islamic investing; while our 
IFN Correspondent report brings us 
full circle on the regulatory front, with 
a contribution on the Toronto Financial 
Services Alliance’s call for amendments 
to Canadian laws to facilitate Islamic 
fi nance. 

Our Case Study looks at Majid Al 
Futt aim’s US$400 million Sukuk; and 
Meet The Head talks to Mouhamadou 
Lamine Mbacke, CEO of the African 
Institute of Islamic Finance.  

Big Brother is watching

The future of Islamic banking windows in Malaysia
Continued from page 4
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AFRICA
Sukuk on the table
EGYPT: The government is planning to 
raise at least US$2 billion from the sale of 
Islamic bonds and certifi cates of deposits 
(CDs) for Egyptians abroad as it seeks to 
reduce borrowing costs, said Momtaz El-
Saieed, the fi nance minister of Egypt.

Momtaz added that the off erings are 
scheduled to take place by the fourth 
week of February this year.

Accessibility for pilgrims
TANZANIA: Amana Bank has launched 
the Hajj Savings Account for pilgrims to 
save money for the Hajj.

Dr Idris Rashidi, its managing director, 
said that the bank will also continue to 
launch new products going forward.

ASIA
No sale of DIB Pakistan
PAKISTAN: Dubai Islamic Bank (DIB) 
Pakistan’s shareholders have no intention 
of divesting equity in the bank, said 
Junaid Ahmed, its CEO, in response to 
market talk of a share sale. 

The bank is 100% owned by Dubai 
Islamic Bank.

IBT eyes more customers
THAILAND: The Islamic Bank of 
Thailand (IBT) has implemented a multi-
level marketing (MLM) strategy in a bid 
expand its customer base.

The bank is targeting 50,000-100,000 
members for the MLM program by 
the end of this year. It has launched 
pilot MLM projects in fi ve provinces, 
including Phuket and Chiang Mai, 
signing up 5,000 members and 800 
customers.

More funding for mining 
industry
INDONESIA: Bank Syariah Mandiri is 
planning to increase its funding to the 
mining sector this year, said Sugiharto, 
its director.

Sugiharto said that the mining industry 
was att ractive due to its large potential 
in the country, while pointing out that 
the bank’s funding for medium-scale 

businesses which are involved in the 
mining sector remains minimal.

Nevertheless, he pointed out that the 
bank’s commitment was to focus on its 
funding for agriculture and trade.

Total funds for the agriculture and trade 
sectors account for between 45-47% of the 
bank’s funding.

Indonesia raises Sukuk
INDONESIA: Indonesia has raised 
IDR1.3 trillion (US$147.4 million) from a 
Sukuk auction on the 31st January.

The issuance comprised IDR415 trillion 
(US$46.1 million)-worth of 10-year 
papers, IDR510 trillion (US$56.7 million) 
of 15-year papers and IDR400 trillion 
(US$44.5 million)-worth of 24-year 
papers; with an average yield of 5.54%, 
6.21% and 6.81%, respectively.

Agus Martowardojo, the country’s 
fi nance minister, earlier said that the 
government was hoping to raise IDR2 
trillion (US$22.2 million)-worth of 
project-based Sukuk, with IDR5 trillion 
(US$556 million)-worth of underlying 
assets for the issuance.

Profit leaps 554%
MALAYSIA: Malaysia Building Society 
has reported a 554% year-on-year 
increase in net profi t to RM83.82 million 
(US$27.72 million) for the fourth quarter 
ended the 31st December 2011.

Earnings surged 122.8% to RM325.43 
million (US$107.63 million) from the 
same period last year due to a higher net 
income from Islamic banking operations 
and lower tax.

Net income from Islamic banking 
operations amounted to RM113.17 
million (US$37.43 million) compared 
with RM52.92 million (US$17.5 million) 
in the previous corresponding period.

Draft changes nearly 
completed
HONG KONG: The government is close 
to fi nalizing the draft  amendments to 
Hong Kong’s tax legislations which aim 
to level the playing fi eld between Sukuk 
and conventional bonds, said John Tsang, 
its fi nancial secretary. 

Tsang added that market consultation on 
the amendments will begin in the current 
quarter.

Sukuk on growth pace
GLOBAL: The Malaysian and GCC 
markets are expected to continue 
dominating the Sukuk market this year 
as the Islamic debt space remains on its 
growth trajectory, said ratings agencies.

Zakariya Othman, the head of RAM 
Ratings Services’ Islamic ratings, said 
that diversifi cation of fi nancing sources 
will be crucial as traditional sources of 
funding start to dry up.

“The Sukuk market provides a valuable 
avenue to access the Asian and Middle 
East liquidity, especially from the new 
jurisdictions across Europe, the United 
States, Australia and Africa,” he said.

Meanwhile, MARC also believes that 
that Malaysia’s Sukuk and bond pipeline 
this year will be sustained by corporate 
capital spending and public private 
partnership project fi nancings.

The ratings agency expects Malaysia’s 
gross corporate bond and Sukuk issuance 
this year to range between RM65-75 
billion (US$21.6-24.9 billion).

INCEIF, The Global University of Islamic 
Finance, is committed to furthering the 
Islamic finance industry through education, 
research and consultancy services.  
Postgraduate programmes: 
 . Chartered Islamic Finance Professional (CIFP)
 . Masters in Islamic Finance (MIF)
 . PhD in Islamic Finance 
Industry services:
 . Executive Programmes
 . Research
 . Consultancy

For more information visit www.inceif.org or 
contact Mulyadi Harun, tel +603 7651 4000, 
email mulyadi@inceif.org.

INCEIF
industry focused 
postgraduate study
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Murabahah reviewed
PAKISTAN: The State Bank of Pakistan, 
the central bank, has amended its earlier 
guidelines regarding the invoicing of 
Murabahah transactions.

The amendments cover the name in 
which invoices may be issued; the use of 
alternative documents in lieu of a formal 
invoice; the role of Shariah advisors; and 
the payment of Murabahah transactions.

Following the new instructions, the SBP 
has repealed its IBD Circular No 04 dated 
the 15th November 2008.

Towards a common cause
PAKISTAN: Farz Foundation and the 
University of Veterinary and Animal 
Sciences (UVAS) have signed an MoU 
to create and raise awareness of Islamic 
microfi nance in the livestock sector.

The Farz Foundation will extend its fi eld 
network for conducting fi eld survey and 
research in mutually agreed areas.
The organization will also collaborate 
with the College of Veterinary and 
Animal Sciences in the district of Jhang, a 
campus of UVAS, to identify the priority 
areas of microfi nance services needed 

by their members, clients, students, 
professionals and the community.

Zarinah to quit?
MALAYSIA: Zarinah Anwar, the current 
chairman of the Securities Commission 
Malaysia, will reportedly step down in 
March this year amid pressure over the 
market regulator’s role in conglomerate 
Sime Darby’s acquisition of a 30% stake 
in property group Eastern & Oriental 
(E&O) last August.

Zarinah, the fi rst woman to head the 
SC, is said to be expected to leave at the 
end of her contract, ending six years at 
its helm; under a cloud connected to 
her husband Azizan Abdul Rahman’s 
purchase of E&O shares before the 
announcement of Sime Darby’s 
acquisition. The SC was also thrown 
into controversy over its decision as to 
whether to require Sime Darby to make a 
general off er for E&O.

The SC has declined to comment on 
Zarinah’s potential departure. However, 
Najib Razak, the prime minister and 
fi nance minister of Malaysia, is expected 
to decide her replacement in the coming 
weeks.

continued...

Islamic indexes see active 
start to 2012
GLOBAL: Although possibly not the 
most exciting segment of the Islamic 
fi nancial market, Shariah compliant 
indexes have had an active start to the 
year; amid a sett ing where news fl ow is 
usually set at a trickle. 

Dow Jones Indexes (DJI) has reaffi  rmed 
its commitment to the Islamic fi nancial 
market; noting that it will continue to 
produce its Dow Jones Islamic Market 
(DJIM) Index.

Speaking to Islamic Finance news, Tariq 
al-Rifai, the director of Islamic Market 
Indexes at Dow Jones Indexes, said 
that: “DJI is looking at launching more 
high-yield dividend indexes within 
its Islamic family. We have seen an 
increasing interest from our clients; 
and especially from asset managers, for 
emerging markets and Asia. So we are 
also thinking about expanding our off er 
in this area.”

Tariq, who noted that the Sukuk market 
is expected to continue seeing a good 
year in 2012, said that following the good 
results of Sukuk last year, DJI is also 
considering expanding its Sukuk series 
of indexes.

As at 2011, DJI has US$5 billion-worth 
of assets under management tied to the 
DJIM series. DJIM has also announced 
that its DJIM Titans 100 Index, which 
tracks the performance of 100 of the 
world’s leading Shariah compliant stocks, 
fi nished 4.08% higher in January. The 
DJIM Asia/Pacifi c Titans 25 Index, which 
measures the performance of the top 25 
Shariah compliant stocks in Asia Pacifi c, 
increased 8.04% in the fi rst month of this 
year.

In Europe, the DJIM Europe Titans 25 
Index rose 3.55% in January, while the 
DJIM US Titans 50 Index rose 3.67%. 
Other measures reporting returns for 
January include the Dow Jones Citigroup 
Sukuk Index, which rose 0.6%.

Meanwhile, Australian Islamic 
investment manager Crescent Wealth 
has launched an Islamic index for its 
home market, partnering with Thomson 
Reuters. In a further development of 
the market, Egypt’s government, largely 
anticipated to establish an Islamic 
economy, has announced its intention to 
set up an index of companies complying 
with Shariah.
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Possible names that have been suggested 
for her replacement include Muhammad 
Ibrahim, the deputy governor of the 
central bank, Bank Negara Malaysia; 
Ranjit Ajit Singh, the managing director 
of the SC; and Johan Raslan, the 
executive chairman of PwC Malaysia.

Malaysia a hub
MALAYSIA: Malaysia’s bond market has 
stood out as the Islamic fi nance center 
for Asia with smart regulation and a 
growing ecosystem for the industry, 
despite the ongoing shaky prospects for 
the global economy, said S&P.

According to the ratings agency, 
approximately 70% of local debt issuance 
comprise Sukuk.

Surinder D Kathpalia, the managing 
director and Asean head at S&P in 
Singapore, said that policymakers 
in emerging markets view Malaysia 
as a poster child for bond market 
development; given that it is now the 
fourth largest bond market in Asia aft er 
Japan, China and South Korea.

Additionally, S&P maintains a strong 
outlook for Malaysia’s bond market, 
refl ecting positive bond market 
developments; ongoing growth in Islamic 
fi nance; and steady macroeconomic 
fundamentals in the country.

Scaling down 
INDONESIA: Bank BRI Syariah 
has decided to change its target for 
additional branches this year to 70 from 
the initial 150 to reduce its expansion 
costs, said Ari Purwandono, its director 
of business development. 

The new branches, which will focus on 
microfi nancing development, will be 
opened gradually before the end of the 
fi rst half of 2012.

Additionally, Bank BRI Syariah will 
open Shariah service offi  ces in the 76 
channeling offi  ces of its parent bank, 
Bank Rakyat Indonesia, and in a number 
of supporting cities in Indonesia.

Going for Sukuk
KAZAKHSTAN: The Development 
Bank of Kazakhstan, a state-owned bank 
that promotes industry, is preparing to 
issue Sukuk and Samurai bonds this 
year to diversify its loan portfolio and 
implement new fi nancial instruments.

The bank is expecting to off er US$862 
million in loans to fi nance the country’s 
industrial projects this year.

CIBFM launched
BRUNEI: The Center for Islamic 
Banking, Finance and Management 
(CIBFM) and its fl agship Fiqh Mu’amalat 
professional program has been offi  cially 
launched.

The center’s role is focused on providing 
learning and development programs 
focusing on Islamic and conventional 
fi nance.

EUROPE
Sukuk to fund bridge project?
TURKEY: The country is reportedly 
considering issuing its fi rst sovereign 
Sukuk this year to fi nance the planned 
construction of a bridge over the 
Bosphorus Strait.

The Sukuk may be linked to the toll 
revenues from the bridge, which is 
expected to cost US$2.5 billion.

US$21.35 million financing 
for Aitch 
UK: The Bank of London and The Middle 
East (BLME) has signed a three-year 
GBP13.5 million (US$21.35 million) 
development fi nancing facility with local 
residential and commercial property 
developer Aitch Group.

The facility will be used to fund the 
completion of a residential development 
Shoreditch.

ADIB’s space for sale
UK: Project Grande (Guernsey), the 
developer of the One Hyde Park luxury-
home complex in London’s Knightsbridge 
neighborhood, is seeking to sell a store 
lot that is currently being leased by Abu 
Dhabi Islamic Bank (ADIB).

ADIB has a 14-year lease on the lot, 
which houses the bank’s fi rst UK branch, 
paying its landlord GBP800,000 (US$1.3 
million) a year.

Eyeing Turkish market
TURKEY: Venture Capital Bank 
(VCBank), a Bahrain-based Islamic 
investment bank, will spend at least 

GCC needs to think outside 
the box
GLOBAL: Gulf Arab companies and 
governments, which are facing over 
US$60 billion-worth of maturing debt to 
refi nance this year, must reduce reliance 
on traditional funding and consider ‘out-
of-the-box’ solutions amid the diffi  cult 
global environment, said S&P.

Whilst fl ush with cash and likely to 
manage this year’s refi nancing needs 
without systemic crises, the GCC may 
still see hurdles in handling maturing 
debt due to unfavorable market 
conditions. 

Additionally, the uncertain global 
economy could lead some debtors to 
restructuring.

Stuart Anderson, the managing director 
and regional head of S&P Middle East, 
also said that the need to try unorthodox 
steps to stay afl oat will be more urgent 
for smaller, private sector fi rms, while 
large government-linked entities 
may also explore alternatives to bank 
fi nancing.

“Bank lines may be cheaper but diversity 
is the more rational approach as you 
preserve credit headroom and improve 
balance sheet structure,” he added.

continued...
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US$250 million in Turkey, said Abdullatif 
Mohamed Janahi, its CEO.

Abdullatif added that the bank is 
exploring the country’s health, consumer 
and real estate industries.

Meanwhile, VCBank and Bahrain’s Bank 
Alkhair have signed an agreement with 
Göknur Gida, a Turkish fruit juice maker, 
to purchase 65% of the company’s capital 
for about US$100 million, of which 
around US$30 million will be spent to 
raise the capital of Göknur.

GLOBAL
GCC embraces repos
GLOBAL: Smaller GCC regions banks 
are increasingly turning to the repo 
market in a bid to raise capital following 
diffi  culties in obtaining funding. 

The trend has also been seen due to low 
activity in the inter-bank markets; forcing 
banks to consider alternatives. However, 
the practice is more active among 
conventional banks; due to fewer Sukuk 
outstanding and questions on the Shariah 
compliance of repos.

US$9.7 billion in Sukuk raised
GLOBAL: The number of Sukuk 
issuances from the GCC almost doubled 
to 19 in 2011 from 10 in 2010; raising 
US$9.7 billion.

US$33.4 billion-worth of sovereign and 
corporate bonds and Sukuk was raised in 
the GCC last year, with the total primary 
issuance of bonds and Sukuk in the 
GCC surging 34.1% to AED308 billion 
(US$83.85 million).

Meanwhile, total outstanding corporate 
and sovereign bonds and Sukuk issued 
by GCC entities amounted to AED667.9 
billion (US$181.9 billion) in 2011. Of the 
total, 61.7%, or AED412.4 billion (US$112.3 
billion), will mature by the end of 2016.

MIDDLE EAST
Strong growth
UAE: Dubai Islamic Bank has posted 
a net profi t of AED1.01 billion 
(US$274.96 million) for the 2011 
fi nancial year, compared to a net profi t 
before restatement of AED806 million 
(US$219.43 million) in 2010.  

Its net profi t for 2010 has been adjusted 
due to a restatement of the results of an 
associate company. 

The bank also reported an operating 
profi t of AED1.03 billion (US$280 million) 
for 2011, while total assets amounted to 
AED90.59 billion (US$24.66 billion) as at 
the 31st December 2011, from AED89.8 
billion (US$24.45 billion) at the end of the 
same period in 2010.

Income from fi nancing and investing 
assets and investment Sukuk reached 
AED3.96 billion (US$1.08 billion), a year-
on-year hike of 10.2%. 

Meanwhile, it also reported a Basel II 
capital adequacy ratio of 18.2%, while its 
Tier I capital ratio stood at 13.7%.

MAF sells 5.85% Sukuk
UAE: Majid Al Futt aim Holding (MAF) 
has raised US$400 million via its maiden 
Sukuk off ering.

The fi ve-year Sukuk was priced at 5.85% 
and oversubscribed four times. 

The transaction was managed by Abu 
Dhabi Islamic Bank, Dubai Islamic Bank, 
HSBC and Standard Chartered.

Restructuring for Dana Gas 
Sukuk?
UAE: Dana Gas may restructure its 
US$1 billion Islamic bond, due in 
October this year, as the payment 
deadline approaches, according to HSBC 
Holdings.

John Tott ie, a Riyadh-based bank analyst 
at HSBC, said that the restructuring of 
the Sukuk appears increasingly likely as 
its October 2012 maturity draws closer, 
while cash collections remain weak.

BankMuscat to expand
OMAN: BankMuscat is planning to raise 
OMR57.7 million (US$147.6 million) 
through a private placement of shares.

The fundraising is aimed at 
strengthening its capital base to grow its 
loan book; and to expand its business, 
especially in Islamic banking and project 
fi nancing.

IFIs to benefit 
SAUDI ARABIA: The General Authority 
of Civil Aviation’s (GACA) SAR15 billion 

continued...

Dubai debt saga continues 
UAE: In a new twist to the Dubai debt 
saga, investment fi rm Dubai Group has 
reportedly off ered to repay its creditors 
over a period of fi ve-10 years in an eff ort 
to restructure its US$6 billion-worth of 
bank debt; aft er the emirate’s Supreme 
Fiscal Committ ee said no to a request for 
a US$2 billion cash injection.

According to reports, Dubai Group has 
told its 44 creditor banks, which have not 
received interest and profi t payments 
on their loans since August 2010, that 
the government committ ee has walked 
out on talks to restructure its debt and 
that there will be no fi nancial support 
from the government. The request for 
government cash fi rst materialized in 
December, from members of the bank 
steering committ ee involved in the debt 
deal.

The roadblock has now led Dubai Group 
to off er secured lenders, owed US$3.2 
billion in loans backed by assets, a 
payment of principal in fi ve years; while 
partially secured and unsecured lenders 
will be paid over eight-10 years. The fi rm 
is expected to present its debt sett lement 
deal at the end of February.

Meanwhile, Jebel Ali Free Zone (Jafza), 
another Dubai entity, is said to be in talks 
with Dubai Islamic Bank, the National 
Bank of Abu Dhabi and Standard 
Chartered on how to repay its AED7.5 
billion (US$2 billion) Sukuk due in 
November this year. 

Jafza could repay AED500 million 
(US$136.18 million)-worth of the 
Sukuk by itself, with the bulk of the 
debt expected to be rolled over via a 
syndicated fi nancing and a new Sukuk.

The new Sukuk could be issued aft er 
September this year; although no banks 
have been mandated for the deal yet.

continued...
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(US$3.9 billion) Sukuk is credit positive 
for local Islamic fi nancial institutions 
(IFIs), said Moody’s.

The ratings agency said that this is due 
to the scarcity of Saudi government debt 
issuance in recent years, particularly 
Shariah compliant instruments.

“This sizable issuance will off er a 
profi tability boost to local IFIs as they 
will have an opportunity to invest their 
excess cash into this profi t-yielding 
instrument,” it said. 

Additionally, the Sukuk’s benchmark 
status will allow it to be repurchased or 
quickly sold for cash; improving liquidity 
management for IFIs, while the papers 
also provide a much-needed benchmark 
to price long-tenor, local currency 
issuances. 

Other benefi ts seen from the issuance 
include the establishment of a local 
yield curve and absorption of excess 
liquidity.

HSBC Amanah in Qatar 
converts
QATAR: HSBC Bank Middle East 
(HSBC Qatar) has converted its Shariah 
compliant HSBC Amanah branches into 
conventional.

According to Fadi Fatt al, its head of 
commercial banking, the bank gave its 
customers the option of either converting 
their Shariah compliant accounts or 
closing their accounts with the bank.

New challenge for Bahrain
BAHRAIN: Local fi nancial fi rms may 
continue to see the impact from last 
year’s Arab Spring aff ecting profi tability 
and fundraising plans.

Among existing concerns include 
impairments on real estate assets, 
especially at Islamic banks, which have 
higher exposure to a sector that has seen 
falling prices due to last year’s unrest. 

“Conventional banks have relatively less 
real estate exposure, especially compared 
to before the fi nancial crisis, but Islamic 
banks have been aff ected and if you 
follow their results, there have been 
impairments on assets,” said Waruna 
Kumarage, the senior analyst for asset 
management at SICO Bahrain.

Worries over the eff ects on the Islamic 
banks’ capital bases have also led the 
central bank to call for consolidation 
in the local Shariah compliant banking 
industry.

The tough environment has also 
raised concerns on the repayment of 
Bahraini banks’ debt obligations this 
year; including a US$1.1 billion Islamic 
fi nancing due from Arcapita Bank in 
April.  

Observers noted that refi nancing such 
maturities may be challenging due to 
the retreat of European banks from the 
Gulf, a higher risk-weighting for Bahraini 
deals and expensive conditions in the 
debt markets.

BBK profits down
BAHRAIN: BBK, which owns the 
Shariah compliant Capinnova Investment 
Bank, has reported a decline in its net 
profi t to BHD31.8 million (US$84.35 
million) in 2011 compared to BHD39.2 
million (US$103.7 million) in 2010.

Murad Ali Murad, the chairman of 
BBK, noted that the year saw continued 
turbulence in world markets, lackluster 
global economic growth and unrest in 
the MENA region.

He also said that unrest in Bahrain 
also created a negative impact on local 
business sentiment.

NBAD profit down 1%
UAE: The National Bank of Abu Dhabi 
(NBAD) recorded a 1% decline in its 
fourth quarter 2011 profi t as expenditure 
rose amid higher provisions to cover bad 
debt.

The bank’s net income fell to AED724 
million (US$197 million) from AED732 
million (US$199 million) in 2010.

Help needed 
UAE: Jebel Ali Free Zone (Jafza) and 
DIFC Investments may need government 
assistance to meet a combined US$3.25 
billion in debt obligations due this year, 
according to Exotix, an investment 
banking boutique specializing in 
distressed assets.

Exotix pointed out that DIFC Investments 
may need as much as US$983 million 
from the state government to repay its 

continued... RATINGS
Good standing 
MALAYSIA: MARC has affi  rmed its 
‘AAIS’ rating with a stable outlook on 
Diversifi ed Venue’s RM200 million 
(US$66.16 million) Sukuk Al-Ijarah 
Master Program. 

The rating affi  rmation is based on the 
credit strength of the UEM Group, which 
provides liquidity support to the Ijarah 
transaction.

Fine start 
UAE: RAM has assigned a preliminary 
‘AA1’ rating to Abu Dhabi National 
Energy Company’s proposed Sukuk 
Murabahah program of up to RM3.5 
billion (US$1.16 billion) in nominal 
value. The long-term rating has a stable 
outlook.

Solid backing
MALAYSIA: MARC has affi  rmed 
Tesco Stores (Malaysia)’s RM3.5 
billion (US$1.16 billion) conventional 
commercial papers/medium-term notes 
and Islamic commercial papers/ medium-
term notes (ICP/IMTN) at ‘MARC-
1(cg)/AAA(cg)’ and ‘MARC-1ID(cg)/
AAAID(cg)’ respectively. The ratings 
carry a stable outlook.

Moving up
TURKEY: IIRA has upgraded the foreign 
currency ratings of Kuveyt Türk Katılım 
Bankası from ‘BB+/A-3’ to ‘BBB- /A-3’. 
The local currency ratings have also been 
upgraded from ‘BBB-/A-3’ to ‘BBB/A-3’. 
The outlook on the assigned ratings is 
stable.

Have you joined 

our facebook page?
continued...
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US$1.25 billion Islamic bond maturing in 
June this year.

Meanwhile, Jafza, which must pay 
AED7.5 billion (US$2 billion) on a Sukuk 
maturing in November this year, may 
have a US$400 million funding gap 
following refi nancing of bank debt. 
The gap will need to be met by the 
government or Jafza’s parent, Economic 
Zones World. It also did not rule out a 
‘soft ’ restructuring scenario for Jafza.

Positive growth
KUWAIT: Al Ahli Bank of Kuwait has 
announced a net profi t of KWD50.3 
million (US$181 billion) for 2011; as 
operating profi t grew 9% year-on-year to 
KWD79.6 million (US$287 billion).

The bank also reported total assets 
amounting to KWD3.08 billion (US$11.1 
billion) and shareholder’s equity of 
KWD491 million (US$17.6 billion).

Mashreq maintains profits
UAE: Mashreq has reported a net profi t 
of AED820 million (US$223.2 million) for 
the 2011 fi nancial year against AED803 
million (US$218.6 million) in 2010.

Net interest income and income from 
Islamic products declined 15.1% to 
AED1.9 billion (US$517 million), while 
net fee, commission and other income 
were down by 8% at AED1.9 billion 
(US$517 million).

The bank also recorded an 8.5% decrease 
in loans and advances to AED37.7 billion 
(US$10.2 billion) from AED41.2 billion 
(US$11.1 billion) in 2010.

Tough market for TNI
UAE: Abu Dhabi investment fi rm, The 
National Investor (TNI) has reportedly 
laid off  more than half of its workforce 
and is planning more redundancies to 
reduce costs amid diffi  cult fi nancial 
markets.

The company, which operates mainly 
in private equity, investment advisory 
and asset management, is said to have 
implemented its fi rst round of layoff s last 
year; reducing its headcount to around 
55. Most of the redundancies have 
reportedly aff ected TNI’s investment 
banking and equities divisions.

The move follows the fi rm’s struggle to 
remain profi table; having recorded an 

AED2.2 million (US$600,000) net profi t 
in 2011 from AED30.8 million (US$8.3 
million) in the previous year.

Guidelines for Islamic 
banking
OMAN: The Central Bank of Oman 
(CBO) has launched its Islamic banking 
draft  framework, calling for fi ve-member 
Shariah boards; separate branches for 
Islamic windows; the segregation of 
conventional and Islamic banking; and a 
12% capital adequacy ratio.

The new framework has been lauded 
by industry players, although some 
concerns on the guidelines have been 
raised. 

Sulaiman al Harthy, the deputy general 
manager at BankMuscat, which plans 
to launch its Islamic banking window, 
commented that the CBO’s model has 
recapped the best practices in the Islamic 
fi nance industry; and will help protect 
customers and boost the growth of the 
industry in the sultanate.

However, concerns that have been put 
forth on the model include the lack 
of the availability of Shariah scholars. 
Concerns have also been expressed over 
restrictions in terms of risk management 
for the Islamic windows; and the size 
of the recommended capital for the 
Islamic window, which may be too litt le 
to accommodate the Islamic banking 
business.

MOVES
IILM
MALAYSIA: Islamic Finance news has 
learnt that Hooman Sabeti-Rahmati 
will be joining the International Islamic 
Liquidity Management Corporation 
(IILM) as its new general counsel.

Hooman was previously a partner at 
legal fi rm Allen & Overy’s Singapore 
offi  ce.

KPMG 
GLOBAL: KPMG Middle East and South 
Asia (MESA) has appointed Suhael 
Ahmed as the chief operating offi  cer and 
head of advisory for the MESA region.

Suhael was previously the senior partner 
for Bahrain and Qatar at KPMG.

HSBC MALAYSIA
MALAYSIA: HSBC Malaysia has 
appointed Baldev Singh, its current chief 
fi nancial offi  cer, as executive director. 

Baldev, who has been with HSBC for 27 
years, will also continue to serve as CFO.

MERILL LYNCH WEALTH 
MANAGEMENT
GLOBAL: Merrill Lynch Wealth 
Management has appointed fi ve new 
fi nancial advisors.

The new hires are Sahba Hadipour; 
Sandip Aggarwal; Zahoor Hussain; and 
Mustapha Sinno, who will all be based 
at the fi rm’s Dubai offi  ce; and Ayad 
Hachem in Beirut.Coming up...

Volume 9 Issue 6 — 15th February 2012

Features
When do cross-border Islamic fi nance 
payments suff er withholding tax? By 
Mohammed Amin, Islamic fi nance 
consultant and former UK head of Islamic 
fi nance at PwC.

Understanding the concept of corporate 
social responsibilities for Islamic banks: 
By Sutan Emir Hidayat, senior lecturer 
in Islamic fi nance at University College 
of Bahrain, and Suliman Abdulrahman 
Alhur, investment offi  cer at Almajdouie 
Group.

M&As in the Islamic fi nance industry: 
By Carlo Pianese, associate at Vinson & 
Elkins.
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BRIC: Brazil, Russia, India, China. 
The term was originally coined by 
Jim O’Neill, currently the chairman of 
Goldman Sachs Asset Management, 
who was the head of global economic 
research and commodities and strategy 
research at Goldman Sachs when he fi rst 
authored an economic thesis regarding 
these emerging and economically related 
nations in 1991.

Since then many other acronyms have 
emerged: such as O’Neill’s MIKT (Mexico, 
Indonesia, South Korea and Turkey) 
and even the struggling PIGS (Portugal, 
Italy, Greece and Spain). In mid-January, 
Tebyan Asset Management launched 
its Tebyan CHIME Opportunities Fund, 
which off ers investors a ‘fi rst of its kind’ 
opportunity to invest in the rarely seen 
acronym CHIME (China, India, Middle 
East and North Africa).The fund is 
benchmarked against the Dow Jones 
Islamic Market (DJIM) CHIME Index 
launched a week earlier.
Tebyan believes that this is the gateway 

into the new economic axis of the Arab-
Indo-China regions, or the ‘silk route’. 
Tariq Al Rifai, Director of Islamic Market 
Indexes for Dow Jones Indexes, says that 
China is generating an increasing interest 
from the markets. “We launched the DJIM 
Greater China Index back in 2009 and 
there has been a lot of att ention towards 
China from Islamic investors since then.”

“Overall, there is steady interest from 
asset managers for shari’ah-compliant 
products covering the emerging markets, 
with a focus on Asia, based on my 
discussions with these managers,” says 
Tariq.

The interest is well justifi ed. According to 
Dow Jones Indexes data, the DJIM Greater 
China Index had a one-month price return 
of 10.64% while the DJIM Asia/Pacifi c 
Index’s one-month price return of 8.61% 
outperformed its conventional peer, the 
Dow Jones Asia/Pacifi c Index, by 0.55%. 
All fi gures were as at the 31st January 
2012. The DJIM GCC Index recorded 

2.51%, outperforming the conventional 
Dow Jones GCC Index, which retreated by 
-0.93%.

Al Rifai explains that 2011 was a rough year 
for emerging markets due to the Eurozone 
debt crisis. The Arab Spring earlier in the 
year surprisingly had a contradictory eff ect 
on world markets, which gained during 
the height of the crisis.  The Middle East 
markets, however, were the only exception 
where markets declined.  This decline was 
short-lived and Middle East markets quickly 
recovered most of the losses sustained early 
in the year, but still managed to end the 
year with small losses.  This was refl ected in 
the DJIM Asia/Pacifi c Index, which posted 
-17.10% for 2011, and while the DJIM GCC 
Index was in negative territory of 5.28%, it 
outperformed its comparison conventional 
index which recorded -12.59%.

Based on the performance of the Asia and 
Middle East Indexes, the new ‘silk route’ 
may be a road worth travelling for Islamic 
investors aft er all.  — RW

Last year, it was revealed that The 
International Shariah Research 
Academy (ISRA) was in the process of 
creating a draft  document to regulate the 
use of Islamic derivatives, in an eff ort 
to clearly distinguish the risks present 
when hedging Islamic products. 

Even though derivatives, in the context 
of Islamic fi nance, are used purely to 
hedge against potential risks, many 
within the industry admit that the use 
of such instruments is still considered 
controversial. “We have to clearly defi ne 
what hedging is, and the diff erence 
between speculative trading and 
hedging,” said Dr Asyraf Wajdi Dusuki, 
the head of research at ISRA. 

A derivative security typically entails a 
fi nancial asset whose value is dependent 
on the underlying asset. These assets 
include stocks, bonds, currencies 
or commodities. By this defi nition, 
derivatives act like a ‘claim on a claim’, 
and the value of the derivative depends 
on the value of the asset on which it has 
a claim. 

For a sale to be considered valid from a 
Shariah perspective, the commodity or 
underlying asset must currently exist 

in its physical and sellable form, and 
the seller should have legal ownership 
of the asset in its fi nal form. However, 
these conditions for the validity of a sale 
would obviously render the trading of 
derivatives impossible. 

“The negative perception of Islamic 
derivatives centers on the playing up 
of this concept as well as uncertainty in 
the risk management of these products. 
That these instruments could easily be 
used for speculation appears to be the 
key reason for objection. However, the 
Shariah provides exceptions to these 
general principles to enable deferred 
sale where needed,” a Shariah scholar 
revealed.  

“Within the current context, Shariah 
compliant hedging structures oft en 
comprise a series of separate transactions 
which together replicate a single 
conventional derivative. For instance, in 
order to replicate a conventional interest-
rate swap, parties may enter into a 
series of commodity Murabahah — each 
replicating a fi xed or fl oating payment 
leg. 

And because Shariah does not allow 
parties to enter into a transaction until 

each component of that transaction is 
certain, the parties undertake at the 
outset to enter into a series of future 
Murabahah transactions, on the basis that 
each transaction will only be executed 
when the relevant component — such as 
the fl oating rate — can be determined,” 
he added. 

It is hoped that with the publishing 
of ISRA rules to regulate the use of 
derivatives in risk management, the 
industry will move forward in terms 
of creating globally accepted Shariah 
compliant hedging tools. The guidelines 
aim to prescribe the boundaries that 
Islamic fi nance institutions are required 
to observe from a legal and Shariah 
perspective with regards the use of 
Waad and Tawarruq to structure Islamic 
derivatives, and would consider the use 
of unrelated bilateral promises which 
contain diff erent sets of conditions to 
ensure they fi t within the legal context. 

“ISRA’s rules, which have to be approved 
by the Malaysian Central Bank, 
would ensure that Islamic lenders use 
derivatives only for hedging, by showing 
proof of an underlying economic 
transaction,” Dr Asyraf added.  — NH

When the Middle East meets Asia

Derivatives:  Still a dirty word? 
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CANADA

By Jeff rey Graham, IFN Correspondent 

The Toronto Financial Services 
Alliance (TFSA), a public-private 
partnership of federal, provincial and 
municipal governments and the leading 
Canadian domestic and international 
fi nancial institutions in Toronto, has 
made submissions to the federal and 
provincial governments as part of the 
annual pre-budget consultation process.  
In each submission, the TFSA has 
called for changes to Canadian laws and 
regulations to facilitate Islamic fi nance 
in Canada.

The TFSA notes that the Islamic 
fi nancing market represents a 
tremendous opportunity for Canada’s 
fi nancial sector, with Islamic banking 
assets reaching US$1.1 trillion in 2012: 
a signifi cant jump of 33% from their 
2010 level. Canada is well positioned 
to att ract additional investments from 
countries where Islamic fi nance is 
becoming an important alternative to 
conventional fi nance, with Toronto well-
placed to become the North American 
center for Islamic fi nance.  

Asian economies such as Malaysia, 
Indonesia and the GCC countries are 
at the forefront of the development 
of Islamic fi nance. Many of these 
jurisdictions are of strategic importance 
to Canada from a trade and investment 
standpoint, and a willingness to 
accommodate structures that are 
widely utilized in Islamic fi nance will 
facilitate att racting additional trade and 
investment opportunities for Canada and 
the Canadian fi nancial industry.       

The TFSA has created an Islamic Finance 
Working Group (IFWG) and the IFWG 
has done some of the initial policy work 
to identify issues and options to level the 
playing fi eld with conventional fi nance. 
There are a number of proposed changes 
to federal and provincial legislation that 
would help level the playing fi eld, thus 
allowing governments and private sector 
participants to take full advantage of 
Islamic fi nance in Canada. Most recently, 
KPMG has completed a report outlining 
changes to be made to Canadian federal 
and provincial tax regimes to facilitate 
Islamic fi nance in Canada.

TFSA has recommended that the 
Canadian federal government should 

review the income tax treatment of 
Islamic fi nance so as to clarify: (i) 
Islamic deposit products; (ii) Islamic 
non-mortgage and mortgage lending 
transactions; and (iii) Islamic bond 
structures.  In addition the TFSA has 
asked the federal government to review 
the goods and services tax/harmonized 
sales tax (GST/HST) treatment of Islamic 
fi nance so as to clarify: (i) Islamic deposit 
products (ii) Islamic non-mortgage and 
mortgage fi nancing transactions (iii) 
Islamic bonds; and (iv) Takaful.  

In its submissions to the government 
of Ontario, the TFSA has asked 
the government to review possible 
amendments to the Financial 
Administration Act; Public Lands Act; 
Proceedings Against the Crown Act; 
and Land Transfer Act.  In addition 
the TFSA has asked the government 
of Ontario to work with the federal 
government on potential complementary 
changes to income tax and the GST/HST 
requirements.

Jeff rey Graham is a partner at Borden Ladner 
Gervais and he can be contacted at JGraham@
blg.com. 
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By Shan Saeed

Economic outlook for the first 
quarter of 2012
I am not sharing any earth-shatt ering 
information but it is true. The recent 
action of the Federal Reserve will 
boost infl ation and harm the US 
dollar. You can’t fi x the economy by 
printing money. You are positioning the 
economy in the long-run for run-away 
prices in commodities. Dollar weakness 
doesn’t work at all for economic 
well-being. The corollary to the Fed’s 
policy of manipulating interest rates 
downward at the expense of savers is 
declining median incomes. 

It is no coincidence that infl ation-
adjusted median incomes rose in the 
sound-money booms of the Reagan and 
Clinton administrations and fell in the 
weak-dollar busts during the Carter, 
Bush and Obama years. When the 
currency weakens, the prices of staples 
rise faster than wages, hurting all but 
the rich who buy protection in real 
assets. 

The economy and median incomes 
would do much bett er if the Fed simply 
said that it would set interest rates 
as best it could in order to keep 
the dollar’s value strong and 
stable in coming decades, 
with the goal of att racting 
capital, maintaining price 
stability and encouraging 
full employment. 
Obfuscation on the 
dollar works fi ne for 
Wall Street, however, 
which reaps billions in 
profi ts from the Fed’s 
unstable dollar policy. 

According to media 
reports, the expected 
infl ation is about 1.95% per 
year over the next decade. This 
might not seem that bad, until 
you consider that the average 
yield on a fi ve-year certifi cate 
of deposit is a measly 1% and 
the current yield on a 10-year 
treasury bond is just 2.01%. But 
my question for investors is this. Do 
you really want to keep your hard-
earned money exclusively in ‘safe’ 
investments like these even if it 

means you will actually end up losing 
money over time?

As a US-based newspaper recently 
pointed out: “Despite investor 
willingness to pay higher fees and 
expenses, actively managed mutual 
funds rarely beat the market in the long-
term. Worse, the odds of being able to 
pick one of these outperforming funds 
are prett y dismal.” What is the point of 
trusting someone you will never meet 
with your money — not to mention 
paying them heft y fees — if you would 
be bett er off  just investing in an S&P 500 
index fund and paying virtually zero 
fees?

Aft er the Fed’s statement, markets bid 
gold above US$1,735 per ounce: the latest 
insult for the dollar’s value to be strong 
and stable relative to gold and silver. 
The Fed’s status in Washington is unique 
and practically unassailable. It alone is 
a colossal self-funder operating outside 
the congressional appropriations process. 
Even the CIA and Navy Seals don’t enjoy 
the Fed’s unlimited spending power, 
checked only by its handpicked board 
and senior leadership. Gold prices rallied 
almost 4% in the two days aft er the Fed 
announced it would leave interest rates 

low through the end of 2014 
and the door open to more 

bond buying. 

As the Fed commits 
to a weak dollar 

policy, gold becomes 
att ractive to investors 
as a wealth preserver. 
Gold metal is fi nishing 
up the month of 
January with a gain 

of more than 10%. 
But silver is the star. 

It’s going to double the 
performance of gold for 

the month. In fact, silver is 
up 21.5% in January.

Europe’s financial 
mess
An Asia-based fi nancial 
media source recently 

reported that the IMF is lining 
up various governments to get 
funds for the Eurozone, which 
needs around US$1 trillion to 

keep it fl oating. Sovereign 

wealth funds could eventually save 
these bankrupt economies, with strategic 
interest in their real assets. Greek offi  cials 
are negotiating the best deal with 
creditholders to avoid default when its 
US$18 billion debt comes due in March 
2012. Bail-out is the political solution 
while orderly default is the economic 
solution.

Invest in the oil market for 
strategic value
Investing in oil or oil marketing 
companies’ shares can insure that your 
wealth is protected in the Islamic way. 
Since equity investment is allowed in 
Shariah and Shariah compliant mutual 
funds, this could be the best investment, 
and is likely to be the most important in 
2012 and likely still in 2020. 

Even though we are over 100 years into 
the energy era, we are still very much 
dependent on oil. While oil may seem 
expensive when fi lling up at the pump or 
looking at futures prices, it’s still cheaper 
than orange juice on a volumetric basis. 

There is no substitute for oil, or 
at least no good substitute. There 
is no technology right now that is 
commercially viable enough that could 
change the industry in the way that 
horizontal drilling and fracking changed 
the natural gas world. So I think we’re 
going to see oil prices move considerably 
higher. Shale gas would change the game 
moving forward in the energy market. 

How will oil make fortunes? Invest the Islamic way

While oil may 
seem expensive 

when filling up at 
the pump or looking 
at futures prices, it’s 
still cheaper than 
orange juice on a 
volumetric 
basis

continued...
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Demand is no longer being driven by 
the US but by Asia and predominantly 
by China. That trend will continue. In 
many parts of the world where demand 
is growing the fastest, namely the 
Middle East as well as some parts of 
South America and Asia, fuel prices are 
subsidized. In an environment where 
gasoline prices are subsidized, the 
consumer isn’t feeling the full impact that 
people feel here in North America. So 
for those reasons, I think we will see oil 
prices move higher, stay higher and exit 
2012 with at least US$130/bbl. 

Natural gas prices, on the other hand, 
will remain in the range of US$2.5–3, or 

maybe US$4. Geopolitical tensions at the 
Strait of Hormuz provide more impetus 
for oil prices to go further, perhaps 
touching 2008 levels. It would be one of 
the most successful investment strategies 
for investors there, other than with the 
service companies that are going to 
benefi t from all of that drilling.

I think if Saudi Aramco, the largest 
oil company in the world, is going to 
do a job and it’s going to produce a 
new fi eld, it will call in Halliburton or 
Schlumberger. It is not going to call 
in Exxon Mobil as it does not need 
Exxon’s expertise or capital. But it does 
need Halliburton’s or Schlumberger’s 

expertise. 

These global players are going to do 
well on the service side. In the last 
25–30 years, the industry has gone from 
positive bullish cycles to bearish cycles. 
The true oil business expertise is in the 
service industry and that is why I see it 
as a sound investment.

Shan Saeed is a fi nancial economist and 
commodity expert with 12 years of fi nancial 
market experience. He graduated from 
the University of Chicago, Booth School 
of Business, US. He can be contacted at 
saeedshan@gmail.com.
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Majid Al Futt aim Holdings (MAF), 
the highest rated private corporate in 
the Middle East (‘BBB’ by Standard & 
Poors), successfully priced its debut 
Sukuk of US$400 million on the 31st 
January 2012. The transaction was 
priced only hours aft er the end of an 
investment roadshow that took in 
the UAE, Kuala Lumpur and London 
resulting in strong demand from 
regional and international investors on 
both the conventional and Islamic side.

The Sukuk was four times 
oversubscribed with over 140 orders and 
featured a diverse portfolio of investors. 
The fi nal distribution of the certifi cates 
saw primary uptake from the Middle 
East with 54%, while Asia accounted for 
14% and Europe 32%. Banks accounted 
for 52%, fund managers 42%, with 
private banks making up the remainder 
with 6%.

The certifi cates will be issued under the 
company’s US$1 billion Reg S Sukuk 
program set up earlier this year. 

The certifi cates will mature in 2017 and 
will pay a profi t rate to investors of 
5.85% per annum. Abu Dhabi Islamic 
Bank, Dubai Islamic Bank, HSBC Bank 
and Standard Chartered Bank were joint 
lead managers and bookrunners on the 
transaction.

This transaction represents Majid Al 
Futt aim’s fi rst foray into the public debt 
market and allows Majid Al Futt aim 
to fulfi ll its objective of strategically 
diversifying its sources of funding and 
extending its liability maturity profi le. 

The landmark transaction also marks the 
fi rst issuance by a privately-held UAE-
based entity in the international markets 
for over four years and the largest GCC 
corporate Sukuk issuance in over a year.

The Sukuk was structured under the 
Wakalah concept, with the certifi cates 
being senior and unsecured obligations 
of the company. Under the terms of the 
certifi cates, Majid Al Futt aim Properties 
is the obligor, while Majid Al Futt aim 
Holding is the guarantor.

Iyad Malas, CEO of Majid Al Futt aim 
Holding, commented that: “The success 
of our fi rst Sukuk issue demonstrates the 
strength of our credit story and its appeal 

to a broad investor base. The strong 
interest received from investors enabled 
us to raise the amount of funding, to 
US$400 million, which we had initially 
targeted. It represents a key undertaking 
for the continued growth of our business 
and we will continue to manage our 
funding profi le proactively.”

MAF Holding is the sole franchisee of 
hypermarket chain Carrefour in the Gulf 
and operates a number of malls and 
hotels across the Middle East.

Considering that the company is a non-
government issuer tapping the Sukuk 
market for the fi rst time, the pricing is 
competitive, built up over the last few 
weeks of positive sentiment and excellent 
timing by the lead arrangers. 

“MAF did very well indeed to not only 
to launch a successful $400 million Sukuk 
deal, but to also achieve a price which 
was lower than the guidance,” said 
Chavan Bhogaita, the head of markets 
strategy, fi nancial markets division, at the 
National Bank of Abu Dhabi.

MAF’s Sukuk is likely to play the role of a 
catalyst on both the demand and supply 
side of the GCC corporate Sukuk market, 
as it is quite rare for a stand-alone GCC 
corporate, that is non-government 
related, to issue paper. The transaction 
may encourage other corporates to tap 
the debt capital markets in a similar 
fashion now that a precedence has been 
set in the market.  — SW 

Majid Al Futtaim US$400 million Sukuk Wakalah

This landmark 
transaction 

also marks the 
first issuance by 
a privately-held 
UAE-based entity in 
the international 
markets for over 
four years

Majĳ  Al Futt aim

US$400 million

31st January 2012

Issuer Majid Al Futt aim

Obligor Majid Al Futt aim 
Properties

Issuance price US$400 million

Purpose of 
issuance

To diversify the group’s 
sources of funding and 
extend its liability maturity 
profi le

Guarantor Majid Al Futt aim Holding

Tenor Five years

Coupon rate / 
return

5.85% per annum

Currency US dollar

Maturity date 31st January 2017

Joint lead 
managers and 
bookrunners

Abu Dhabi Islamic Bank, 
Dubai Islamic Bank, HSBC 
Bank Plc and Standard 
Chartered Bank

Structure / 
instrument

Wakalah

Investor 
breakdown

Asia (14%), Europe (32%) 
and Middle East (54%). 
Banks accounted for 52%, 
fund managers 42%, 
private banks 6%

Are you  reading 
us on your

iPad / 
iPhone?
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Islamic fi nancial institutions (IFIs) 
are very young compared to their 
conventional equivalents. However 
their products have come a long way 
in a short period of time. Idiosyncratic 
issues of Islamic fi nance may also 
result in the profi tability and coverage 
of niche markets. The UAE is one 
of the leading Islamic fi nance bases 
throughout the world, thanks to its 
proximity to various international 
fi nance markets as well as having 
a top-rated fi nancial center, Dubai 
International Financial Center (DIFC). 

When delving into the legal perspective 
of Islamic fi nance in the UAE, we should 
consider two diff erent jurisdictions in 
the UAE. One of them is the ordinary 
course of fi nancial services for residents 
and local companies that are given 
by retail banks, insurance companies, 
securities and investment fi rms, etc. 
and we may refer to this as an onshore 
jurisdiction, although there is no tax in 
the UAE. Those fi nancial institutions 
are mostly subject to the central bank’s 
legislation and overall supervision. 
These companies provide services 
not only to individual clients, but 
also to local companies as well as free 
zone establishments that allow 100% 
shareholding by foreigners. 

The DIFC
The other jurisdiction in the UAE is the 
Dubai International Financial Center 
(DIFC), which is an off shore fi nancial 
free zone that has a separate legislative 
environment with its own regulator, 
the Dubai Financial Services Authority 
(DFSA) — including courts and an 
administrative offi  ce. Although it is a free 
zone identical to other free zones in the 
UAE, its highly regulated environment 
distinguishes it from other free zones and 
adds value that places it among world’s 
top ranking fi nancial centers. 

Since both jurisdictions vary in terms of 
allowed activities and scope of business, 
they have diff erent legal perspectives 
over IFIs. However, the concept and 
essence of products and services 
available under both models are mostly 
similar in terms of Islamic fi nance. For 
example both jurisdictions require IFIs 

to set up Shariah systems and controls 
to ensure operations and activities are 
conducted in accordance with Shariah. 

The UAE
Onshore fi nancial institutions in the UAE 
are comprised of banks, Islamic fi nance 
institutions, securities and trading fi rms, 
asset management fi rms and Takaful. 
The Central Bank of the UAE specifi cally 
regulates the majority of these onshore 
institutions and a signifi cant number of 
regulations govern their activities. Since 
the offi  cial religion of the UAE is Islam, 
there are provisions in the Civil Code 
(Federal Law No. 5 of 1985 Concerning 
Civil Transactions), which also aff ect 
Islamic fi nancial business. The civil 
code mostly regulates the main types of 
Islamic products such as Mudarabah, 
Musharakah, Murabahah, Ijarah and 
Salam, and their factual att ributions in 
transactions. Hence, we can say that 
Islamic fi nance business in the UAE has 
its base in the civil code. 

The other important law regarding 
IFIs operating onshore is the Federal 
Law No. 6 of 1985 concerning Islamic 
banks and fi nancial institutions. It is a 
general framework law that describes 
the systems and controls of an Islamic 
fi nancial institution regarding Shariah 
and the main principles of operating both 
domestically and abroad. 

The diff erence between an onshore 
and off shore jurisdiction is that it is 
prohibited from dealing with the local 
currency (and/or sometimes local 
people) in off shore jurisdictions. The 
DIFC is an off shore fi nancial center, in 
which the UAE dirham transactions 
are not allowed. This may be seen as a 
prohibition of the fi nancial institutions in 
the off shore center from competing with 
their onshore equivalents. 

Additionally products and services 
such as current accounts (a long-
running debate issue in Islamic fi nance), 
credit cards, check issuance, etc. are 
also prohibited in the DIFC as per the 
Islamic Finance Rulebook of the DFSA. 
Institutions that operate in the DIFC are 
mostly perceived as investment banks 
or agents that arrange high volume 
deals between diff erent jurisdictions 
using various structured products. The 
fi rms in the DIFC may operate as wholly 
Shariah compliant or as conventional 
institutions with an Islamic window, like 
their onshore equivalents. Also, clients 
of DFSA-regulated companies should 
be professional clients, with a minimum 
required asset size and necessary 
experience in fi nancial markets. 

Since the inception of the DIFC and until 
the authorization of the center’s fi rst 
wholly Shariah compliant bank in 2009, 
there had been no issues att racting the 
regulator’s att ention over the legislation. 
But over time, the increasing demands 
of an expanding market always raise 
new issues and challenges; which can be 
diffi  cult to answer. 

The off shore legislation in the UAE 
regarding Islamic fi nance draws an 
operating framework for fi rms rather 
than prescribing what is allowed in 
detail. Major rules are described in the 
DFSA’s Islamic Finance Rulebook (IFR) 
and other rulebooks regarding various 
types of authorized fi rms. Main areas of 
concern include anti-money laundering 
and corporate governance as well as 
Shariah systems and controls. However, 
this legislation also has many areas that 
are subject to improvement. Those areas 
arise due to a common lack of expertise 

Legal background of Islamic finance in the UAE   
MURAT CAN YOLUKER shares his insights on the legal background applicable to Islamic fi nance in the UAE 
and the possible improvement areas for off shore Islamic fi nance regulations. 
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and standards in the Islamic fi nance 
environment. 

Rules of the DFSA
One of the most important of those 
areas in the DFSA legislation is the 
concentration rules applicable to Islamic 
contracts. Today, most jurisdictions have 
concentration rules regarding the capital 
soundness of a fi nancial institution. It 
is prohibited for fi rms to be exposed 
to a single counterparty in an amount 
which dangers its capital. Although this 
is a prudent method in terms of risk 
management, when it comes to Islamic 
fi nance, things are more complicated if 
an IFI wants to arrange a deal between 
two parties. Since the Islamic fi nancial 
institution will be an agent over which 
funds overfl ow, it is expected not to 
be subject to any concentration rules. 
However, depending on the contract type 
(restricted or unrestricted), concentration 
rules are applicable as if the agent bears 
the credit risk. 

Another grey area with the legislation 
is that it is not possible for a client of an 
Islamic fi nancial institutional to place 
his money in the IFIs without entering 
into any transactions and expecting no 
returns. It is a requirement to have an 
investment account and provide relevant 
disclosures such as profi t sharing ratio 
and expense deduction to the clients. 
This may lead to having investment 
agreements in place, while the essence 
of the business is not investment (hence, 
there may be a confl ict to Shariah 

principles of having a true and valid 
business purpose). The consequence 
of having such an account may be that 
the authorized fi rm is in fact operating 
a current account by the regulator’s 
standard, which is strictly prohibited in 
the DIFC and not Shariah compliant in 
terms of off shore legislation. 

 
There has been much debate in various 
jurisdictions about applying either IFRS 
or AAOIFI standards to the fi nancial 
statements of IFIs, and the DFSA is 

about to conclude this in near future. 
Consultation paper No. 79 was released 
in October 2011 regarding the revocation 
of the compulsory application of AAOIFI 
standards for IFIs. This will mean that 
IFIs will be able to apply IFRS with 
additional disclosures of Islamic fi nance 
products and services.  

Although there is room for improvement, 
it is also a fact that the DFSA legislation 
encourages transparent and well-
governed Shariah systems to protect 
investors and clients, which is something 
not oft en achieved in other off shore 
jurisdictions. Disclosure requirements as 
well as corporate governance standards 
are well established so that they can 
easily compete with their 100-year old 
rivals in other jurisdictions. The risk 
management requirements of IFIs are 
also well established to ensure the 
smooth running of those companies.  

Conclusion
The UAE market is not only a fi nancial 
hub for Islamic fi nance, but it is also 
a safe haven in the region with many 
positive social and cultural aspects. 
Its wide range of Shariah compliant 
products together with a well established 
legal Shariah background make the 
UAE a leading Islamic fi nance base for 
institutions as well as investors.

Murat Can Yoluker is the compliance 
manager at KBH Kaanuun and he can be 
contacted at myoluker@gmail.com. 
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The DFSA 
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transparent and 
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Shariah systems to 
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and clients, which 
is something not 
often achieved 
in other offshore 
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One of the more interesting 
developments in the Sukuk capital 
markets aft er the fi nancial crisis has 
been the diff erentiation that is starting 
to appear between asset-backed and 
asset-based Sukuk. This diff erentiation 
isn’t based on what you might think it 
would be. In troubled times, one would 
assume that fi nancial instruments which 
are backed by tangible assets would be 
seen as superior to those instruments 
that have no such backing. But, as it 
turns out, the global Sukuk market isn’t 
nearly interested in this quality as it is 
in others.  

The global Sukuk market has had some 
notable tests over the past few years. The 
failures of numerous western fi nancial 
institutions and the resultant drop in the 
worldwide fi nancial markets have tested 
the legal and fi nancial strength of Sukuk 
structures. There have also been some 
notable Sukuk defaults — some examples 
include issuances by Investment Dar 
(Kuwait), Saad Group (Saudi Arabia), 
East Cameron Partners (US) and the 
Nakheel Sukuk unit (a part of Dubai 
World). 

Although these four defaults are 
certainly not a statistically meaningful 
sample, there are some empirical insights 

that we can glean by digging deeper into 
the similarities and diff erences between 
these issuances.

Asset-backed vs asset-based 
Sukuk 
Of the defaults mentioned above, only 
one (East Cameron Partners) was actually 
‘asset-backed’ while the others were 
‘asset-based’. In other words, the asset-
backed Sukuk allowed the underlying 
investor’s recourse to the underlying 
asset in case of a default while the asset-
based Sukuk only had recourse to the 
cash fl ow generated by the assets.  

To many spectators of the Islamic 
fi nance fi eld, the fact that a Sukuk need 
not be asset-backed seems rather odd.  
The underlying theoretical argument 
posited by numerous scholars is that the 
operative diff erence between Sukuk and 
conventional bonds is that Sukuk are 
asset-backed.  

Sukuk normally seek to emulate the 
cash fl ow of a conventional bond by re-
characterizing the cash fl ow (oft en as rent 
through a sale and leaseback agreement).  
In other words, the borrower would sell 
an asset for cash to a special purpose 
vehicle (SPV) and then enter into a rental 
or lease agreement for the same asset 
(use of the ‘usufruct’). The lease would 
obligate the borrower to pay a periodic 
rent for the use of the asset. The SPV 
would then take the resulting cash fl ow 
and distribute it to the underlying Sukuk 
holders.  

One of the consequences of this structure 
is that the SPV owns the asset in question 
and, by extension, that the underlying 
Sukukholders hold a tangible interest in 
that same asset. This ownership is the 
only justifi cation for collecting rents.  
Otherwise, the periodic payments would 
be characterized as interest payments 
and would, therefore, be prohibited 
riba. These Sukuk structures are Shariah 
compliant because of the asset-backed 
nature of the product.  

This may seem at fi rst to be only a 
theoretical issue — something for 
scholars to debate and nothing else. 
When the four Sukuk mentioned above 

actually defaulted however, this was no 
longer an issue simply for the scholars. 
The fact that three of the four Sukuk 
mentioned above were not asset-backed 
must have come as a bit of a shock 
to their investors. The investors had 
no recourse to the underlying assets 
and only had a right to the cash fl ows 
generated by the rental payments.  

The notable exception, the East Cameron 
Gas Sukuk, was asset-backed. The 
instrument was a 13-year Sukuk for 
US$165.6 million and was backed by 
overriding royalty interests (ORRI) for 
oil and gas extracted from deposits in the 
Gulf of Mexico. East Cameron Partners 
fi led for Chapter 11 bankruptcy in 
Louisiana and, in the court proceedings, 
actually tried to argue that the Sukuk 
should be characterized as a secured loan 
and not a true ‘sale of asset’. Ultimately, 
the court was not convinced and ordered 
the parties to transfer the title of the 
ORRI to the Sukukholders.  

Of the four Sukuk issuances, East 
Cameron was also the only one that was 
not issued by a sovereign entity. It was 
the only one in which the Sukukholders 
were able to take the underlying property 
interest and sell it to recoup their loss. In 
the other issuances, there were no assets 
to sell.  

Sovereign Sukuk and creating 
a market
An empirical scan of the major Sukuk 
issuances in the past year shows that an 
overwhelming majority of the issuers of 
Sukuk were sovereign or quasi-sovereign 
entities. Earlier this month the Saudi 
General Authority for Civil Aviation 
issued the fi rst sovereign Sukuk from 
Saudi Arabia (as well as the largest 
to date, with a reported size of US$4 
billion).  

These sovereign Sukuk are not asset-
backed.  An investor will not be able to 
have recourse to a state-owned asset 
if the state defaulted on the Sukuk 
payments. The only recourse that an 
investor would have is to the cash fl ows 
obtained from the use of the property. 

The magic of recent Sukuk issuances  
ABRAR HUSSAIN believes that it will take many more Sukuk issuances and defaults to eff ectively test the 
fi nancial and legal strength of the underlying structures.

continued...

An empirical 
scan of the 

major Sukuk 
issuances in the 
past year shows that 
an overwhelming 
majority of the 
issuers of Sukuk 
were sovereign or 
quasi-sovereign 
entities



20© 8th February 2012

FEATURE

Although this might initially sound 
risky, it actually matt ers very litt le. These 
Sukuk are guaranteed by the sovereign 
government itself, and for investor 
purposes will likely have the same rating 
as the underlying sovereign.  

Therein lies the problem. Looking 
closely at the structure of these sovereign 
Sukuk, it’s diffi  cult to compare them 
to corporate Sukuk issuances. A cynic 
might also point out that there is no 
underlying ownership that would allow 
for the owner to collect rent — the basic 
premise that this market is built on. The 
majority of the Sukuk market is not really 
Sukuk (at least not in the theoretical 
perspective). The majority of the Sukuk 
market is simply sovereign debt in 
disguise.  

The response that I have heard to this 
quandary is a functional one.  We have 
to start somewhere — despite being 
materially diff erent from corporate 
Sukuk issuances, sovereign Sukuk may 

be able to serve an important macro level 
purpose by serving as benchmarks for 
other Sukuk issuances and providing 
liquidity to the Sukuk capital market. 
Dr Zeti Akhtar Aziz, the governor of the 
Malaysian central bank, Bank Negara 
Malaysia, recently stated that creating 
liquidity in the Sukuk market is precisely 
the reason that the International Islamic 
Liquidity Management Corporation is 
expected to issue its fi rst Sukuk in the 
next six months.

It is up to the market to determine 
whether sovereign Sukuk issuances 
will create a larger market for corporate 
Sukuk. The two products have rather 
diff erent risk profi les, and it seems 
that the market is ignoring the asset-
backed nature of some issuances and 
looking only to whether the issuer is a 
sovereign or non-sovereign entity. To 
a sophisticated investor, these Sukuk 
seem no diff erent to sovereign debt 
and corporate asset-backed bonds, 
respectively. The question is whether the 
buyers are fooled.  

Conclusion
It will take many more Sukuk issuances 
(and defaults) to eff ectively test the 
fi nancial and legal strength of the 
underlying structures. However, in 
the coming years, smart investors will 
probably begin to recognize that there 
is a material diff erence between asset-
backed and asset-based Sukuk. This may 
take some time to trickle down to the 
broader market.

The majority of the Sukuk being off ered 
are sovereign issuances and are, by their 
very nature, not asset-backed. They are 
economically identical to conventional 
bonds. Corporate issuances may more 
oft en be asset-backed but they are a small 
part of the Sukuk market. 

In either case, both Sukuk att empt to 
shoehorn interest based payment streams 
into rent-based structures — so long as 
it does not confl ict with the economic 
structure of a traditional bond. There is a 
willful att empt on the part of the Islamic 
fi nance industry to believe that there is 
some magic in calling these sovereign 
bonds and corporate debt issuances 
Sukuk.

This seems somewhat disingenuous.  
Creating products that have consistent 
streams of income is a necessity in asset 
management but simply using traditional 
bonds and calling them Sukuk with no 
material economic diff erence is simply 
a fi nancial sleight of hand. Some of this 
approach is based on the fact that the 
majority of asset managers are coming 
from the banking industry where fi xed 
income products are the norm. When 
all you have is a hammer, everything 
looks like a nail. The market is ripe for 
honest, structurally transparent Shariah 
compliant products that do not base their 
effi  cacy on fairy dust and hocus pocus.

Abrar Hussain is a partner at Elixir Capital 
and he can be contacted at arshad.ahmed@
elixircap.com.
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Islamic fi nance has seen exponential 
growth in North Africa, particularly in 
Egypt, Libya and Tunisia, with many 
Middle East fi nancial institutions invest-
ing in the region. However, considerable 
development has also been taking place 
in the south of the continent.

The irony is that South Africa is home 
to the one of the smallest numbers of 
Muslims in Africa, making up less than 
2% of its total population. Islamic asset 
management began in the country in 
1992 with the launch of South Africa’s 
fi rst Islamic mutual fund, Futuregrowth 
Albaraka Equity Fund. Initially managed 
by Element Investment Managers from 
2000-2005, it was then managed by 
Futuregrowth, which has since become 
a member of the Old Mutual Investment 
Group (OMIGSA).

There are 11 asset management 
companies in South Africa off ering 
Shariah compliant investment schemes 
or mutual. This comprises a quarter of 
the total number of asset management 
companies registered under the country’s 
Financial Services Board (FSB). Oasis 
Asset Management currently manages 
the largest number of Islamic funds in 
the country, comprising domestic and 
off shore investments.

Litt le is known about Africa’s fi rst 
Shariah compliant exchange traded fund 
(ETF), which was launched in 2009 by 
NewFunds, a joint venture between Absa 
Capital and Vunani Capital. The Shariah 
Top 40 Exchange Traded Fund (ETF) 
includes Shariah compliant companies 
that are selected from the FTSE/JSE Top 
40 index listed on the main board of the 
Johannesburg Stock Exchange.

NewFunds have also gone on to launch 
the country’s fi rst physical gold bullion 
ETF. According to the company’s website, 
NewGold ETF recorded a one-year return 
of 33.39% at the 6th of February 2012. 
Data provided by Eurekahedge also 
reveals that two South Africa funds are 
placed in the top 10 Islamic funds in 
terms of annualized returns as at the 31st 

December 2011.

South Africa’s regulators are also now 
keen to promote Islamic fi nance in the 
country. The country became the talk 
of the industry on a global scale aft er 
it announced its intention to issue its 
fi rst sovereign Sukuk, inviting banks in 
December 2011 to pitch for an advisory 
and structuring mandate. 

Prior to this, the Financial Services Board 
also introduced several exemptions 
for Islamic funds: including allowing 
managers of a Shariah compliant fund 

to invest a maximum 50% of the market 
value of totals asset in a particular 
portfolio. As with the majority of Islamic 
funds globally, the primary demographic 
of investors in South Africa is retail. In a 
bid to lure institutional investors, asset 
management companies are now off ering 
funds to which company employees can 
choose to make contributions for their 
retirement plan.

There is a lot at stake in the race to 
successfully issue South Africa’s 
sovereign Sukuk and att ract global 
investors. The issuance will hopefully 
highlight the country’s commitment to 
the industry and give fund managers 
of Islamic funds some much-needed 
exposure.  — RW

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

Visit www.prudentialfunds.com.my for more  information.
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Top 10 annualized returns (since inception,  to December 2011) 
Fund Fund Manager Domicile %

1 Taurus Ethical B Taurus Asset Management India 30.10

2 Shariah Benchmark Exchange 
Traded Scheme (Shariah BeES)

Benchmark Asset Management India 19.62

3 ETFS Physical Gold ETFS Metal Securities Jersey 18.57

4 Kagiso Islamic Equity Kagiso Asset Management South 
Africa

18.10

5 Public Islamic Select 
Enterprises

Public Mutual Malaysia 16.61

6 Futuregrowth Albaraka 
Equity

Futuregrowth Specialist Asset 
Management

South 
Africa

15.62

7 Reliance Global Shariah 
Growth — US$ I

Reliance Asset Management 
(Malaysia) 

Guernsey 15.47

8 Danareksa Syariah Berimbang Danareksa Investment Management Indonesia 15.41

9 ETFS Physical Silver ETFS Metal Securities Jersey 15.26

10 Danareksa Indeks Syariah Danareksa Investment Management Indonesia 15.10
Source: Eurekahedge
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Setback in Singapore
SINGAPORE: Singapore Unit Trusts 
(SUT), a unit of Malaysian government-
owned Permodalan Nasional, will 
reportedly withdraw two of its Shariah 
compliant global equity funds, the SUT 
Ethical Growth Fund and the SUT Ethical 
Value Fund, from the 9th May 2012. 

The decision is reportedly due to the 
funds’ small size and the increasing fi xed 
costs involved in maintaining the funds. 
Each fund is said to be less than SG$10 
million (US$8 million) in size.

Distribution announced
MALAYSIA: Public Mutual, the 
subsidiary of Public Bank, has declared 
the total gross distribution for its Public 
Islamic Optimal Growth Fund for the 
fi nancial year ended the 31st January 
2012.

The gross distribution for the Islamic 
fund amounted to 1.5 sen per unit (0.5 US 
cents).

Staying strong 
GLOBAL: Gulf Investment Corporation’s 
(GIC) Gulf Bond Fund has reported a 
5.43% return for 2011.

The market value of the fund, dedicated 
to GCC Sukuk and bonds and set up 
in March 2005, now exceeds US$152 
million.

“The fund was able to beat its benchmark 
and achieve positive performance for 
four consecutive quarters with a full 
year return of 5.43%, an annualized total 
return of 3.83% since inception,” said 
Talal Zaid Al Tawari, the head of GCC 
equities at GIC.

Shariah fund distributions
MALAYSIA: CIMB-Principal Asset 
Management has announced income 
distributions of RM43.74 million 
(US$14.48 million) for 12 of its unit trust 
funds for December 2011.

Among its Islamic funds, CIMB Islamic 
Equity Aggressive Fund declared a gross 
distribution of 3.15 sen (1.04 US cents) 
per unit, a distribution yield of 4.36%.

CIMB Islamic Money Market Fund 
declared a gross distribution of 0.18 sen 
(0.06 US cents) per unit, while CIMB 
Islamic Balanced Growth Fund declared 
a gross distribution of 1.86 sen (0.62 US 
cents) per unit with a distribution yield 
of 3.14%.

New Shariah compliant 
certificate
GERMANY: Local commercial bank 
WestLB has launched its Islamic Strategy 
Index Certifi cate.

The Frankfurt and Stutt gart exchanges-
listed certifi cate includes stocks quoted 

on the country’s Dax and MDAX indices, 
and is monitored twice yearly by 
IdealRatings. 

The certifi cate was created by Structured 
Solutions, a structured investment 
product developer.

New Islamic index
AUSTRALIA: Islamic wealth manager 
Crescent Wealth has launched the 
country’s fi rst Shariah compliant 
research-based index, known as the 
Thomson Reuters Crescent Wealth 
Islamic Australia Index.

The index, launched jointly with Thomson 
Reuters, will provide a tool for local and 
international investors to help invest 
in the Australian market in accordance 
with Shariah. It will cover 143 stocks 
with a combined market capitalization of 
AU$160 billion (US$168 billion).

Seeking retail investors
UAE: Dubai Shariah Asset Management 
(DSAM) has reportedly launched its 
Shariah compliant equity gold hedge 
fund, known as the DSAM Kauthar Gold 
Fund, for retail investors.

The move was said to follow the 
completion of the US$40 million fund’s 
three-year track record. At the turn of 
2012, the fund produced an average 
annual return of 25.93%.

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

Eurekahedge Asia Pacifi c Islamic Fund Index

Top 10 Monthly returns for Developed Markets for ALL funds

Fund Fund Manager Performance Measure Fund Domicile

1 Al Madar US Index Almadar Finance & Investment 6.27 Kuwait

2 Russell Jadwa World Equity Jadwa Investment 5.45 Saudi Arabia

3 AlAhli Global Real Estate The National Commercial Bank 4.87 Saudi Arabia

4 SWIP Islamic Global Equity - Class A Scott ish Widows Investment Partnership 4.44 United Kingdom

5 AmOasis Global Islamic Equity AmInvestment Management 4.24 Malaysia

6 Reliance Global Shariah Growth - USD I Reliance Asset Management (Malaysia) 3.29 Guernsey

7 HSBC-Link Ethical Global Equity
 (Formerly Takaful Global)

HSBC Insurance Singapore 3.17 Singapore

8 Global Equity - Musharaka Riyad Bank 2.76 Saudi Arabia

9 Al Shamekh Islamic Portfolio Riyad Bank 2.71 Saudi Arabia

10 ETFS Physical Palladium ETFS Metal Securities 2.54 Jersey

Eurekahedge Developed Markets Islamic Fund Index 3.03

Top 10 Monthly returns for Emerging Markets funds for ALL funds

Fund Fund Manager Performance Measure Fund Domicile

1 Al-Beit Al-Mali Qatar National Bank 13.26 Qatar

2 Al Qasr GCC Real Estate & Construction 
Equity Trading

Banque Saudi Fransi 9.10 Saudi Arabia

3 AlAhli Saudi Mid Cap Equity NCB Capital Company 8.08 Saudi Arabia

4 AlAhli Saudi Trading Equity The National Commercial Bank 7.56 Saudi Arabia

5 Jadwa Saudi Equity Jadwa Investment 7.47 Saudi Arabia

6 FALCOM Saudi Equity FALCOM Financial Services 7.43 Saudi Arabia

7 Al-Saff a Saudi Equity Trading Banque Saudi Fransi 6.92 Saudi Arabia

8 Al-Mubarak Pure Saudi Equity Arab National Bank 6.91 Saudi Arabia

9 Amanah Saudi Equity SABB 6.78 Saudi Arabia

10 AmItt ikal AmInvestment Management 6.72 Malaysia

Eurekahedge Emerging Markets Islamic Fund Index 2.23
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Based on 100.0% of funds which have reported December 2011 returns as at 7th February-2012 

Based on 95.83% of funds which have reported December 2011 returns as at 7th February-2012
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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.

Based on 63.64% of funds which have reported January 2012 returns as at 7th February 2012 

Based on 57.99% of funds which have reported January2012 returns as at 7th February 2012 
Based on reporting funds with at least 12 months of returns till January 2012 as at 7th February 2012
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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

Top 10  Return for Islamic Fixed Income Funds by 3 month returns

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

1 AMB Dana Arif Amanah Mutual 2.51 Malaysia

2 PB Islamic Bond Public Mutual 2.24 Malaysia

3 AmBon Islam AmInvestment Management 2.16 Malaysia

4 CIMB Islamic Sukuk CIMB-Principal Asset Management 2.02 Malaysia

5 CIMB Islamic Enhanced Sukuk CIMB-Principal Asset Management 1.92 Malaysia

6 Public Islamic Enhanced Bond Public Mutual 1.90 Malaysia

7 Meezan Tahaff uz Pension Fund - Debt Sub Al Meezan Investment Management 1.80 Pakistan

8 Public Islamic Bond Public Mutual 1.77 Malaysia

9 Public Islamic Select Bond Public Mutual 1.61 Malaysia

10 ASBI Dana Al-Fakhim BIMB UNIT Trust Management 1.43 Malaysia

Eurekahedge Islamic Fund Fixed Income Index 1.12

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 12.75 Pakistan

2 Atlas Pension Islamic - Debt Sub Atlas Asset Management 12.23 Pakistan

3 Commodity Trading - SAR Riyad Bank 8.78 Saudi Arabia

4 Public Islamic Bond Public Mutual 3.52 Malaysia

5 PB Islamic Bond Public Mutual 3.50 Malaysia

6 Public Islamic Select Enterprises Public Mutual 2.61 Malaysia

7 Public Islamic Select Bond Public Mutual 2.52 Malaysia

8 Atlas Pension Islamic - Money Market Sub Atlas Asset Management 2.39 Pakistan

9 Emirates Global Sukuk Limited USD 
Institutional Share Class (Acc)

Emirates NBD Asset Management 1.79 Jersey

10 Global Sukuk Plus QIB (UK) 1.73 Luxembourg

Eurekahedge Islamic Fund Index 0.06
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In a highly diversifi ed market with 
varying levels of compliance and 
regulatory oversight, can an industry 
standard on Shariah compliance be 
achieved within the nascent Takaful 
industry or is this an issue that 
currently rests with the customer and 
his/her perception of an organization? 
This notion raises the question of 
how a Takaful operator goes about 
distinguishing itself to be 100% 
Shariah compliant, in a market where 
a credible business proposition can be 
att ained purely through adherence in 
principle to Shariah, targeting a Muslim 
audience.

Standard & Poor’s (S&P) admits through 
its own Takaful rating methodology that 
views diff er as to exactly how an insurer 
or reinsurer should best comply with 
the requirements of Shariah. The ratings 
agency goes on to note that ethical 
shortfalls at an insurer, whether real or 
perceived, could expose it to regulatory 
or reputational diffi  culties at a later 
date.

AM Best meanwhile insists that a rated 
Takaful company must establish a 
Shariah board that sets the basic rules 
and principles governing a Takaful 
company’s activities, ensuring that it 
operates within those principles. 

Like S&P, AM Best will not specifi cally 
comment on a Takaful company’s degree 
of compliance with Shariah. However, as 
part of its interactive and ongoing rating 
evaluation, AM Best will discuss items 
such as the organization’s corporate 
and management structure, the Takaful 

business model employed, corporate 
governance and the role of the Shariah 
board, and ultimately the insurer’s 
performance versus key strategic and 
fi nancial objectives.

S&P’s report cites several examples to 
this back up. The authorities in Iran, for 
example, eff ectively require litt le more 
than a mutual mode of operation. By 
contrast, Saudi Arabia looks for at least a 
90:10 profi t share between shareholders 
and policyholders and, as already 
mentioned, a cooperative or outright 
Takaful mode of operation, with the 
published accounts segregated between 
operational and shareholder funds.

Other countries, notably Malaysia, 
encourage an explicit Takaful only mode 
of operation, with a Shariah board to 
supervise the ethical eligibility of policies 
writt en and assets held by reference 
to centrally compiled compliance 
guidelines. 

Meanwhile in Indonesia, many 
insurance companies are separating 
their Shariah units from their parent 
insurance companies in order to boost 
the competitiveness of the local Takaful 
industry: a move that is hoped will assist 
the Takaful industry’s expansion.

Most importantly, S&P notes that the 
degree of Shariah compliance has 
limited eff ect on the rating given, in 
terms of a purely analytical perspective. 
This is because the specifi c features of 
explicitly compliant Takaful insurance 
have litt le direct bearing on an insurance 
or reinsurance company’s fundamental 
performance or fi nancial strength.

As S&P notes: “Whether conventional, 
cooperative or Takaful, an insurer 
will still receive revenue from both 
policyholders and investments, and pay 
claims and expenses out of this income.” 
Ideally, they will be left  with a surplus 
that can be either distributed in whole 
or in part, or retained to help reinforce 
solvency.

S&P goes further to note that: “It is not 
particularly relevant, analytically, how 
or to whom profi ts are distributed. The 
important consideration in fi nancial 
strength terms is that both the balance 
sheet and income statement be resilient, 
with total income reliably exceeding 
total outgoings in a normal year.” This 
allows risk-bearing capital to be built 
up over time on both the policyholder 
and shareholder accounts through the 
retention of earnings. This helps to 
maintain appropriate levels of solvency 
relative to underwritt en and investment 
exposures, which are likely to be 
increasing over time.

Overall, one of the unique challenges 
facing Takaful companies is the need 
to ensure that the objectives set by 
their Shariah boards are consistent 
with key performance indicators based 
on conventional sound fi nancial risk 
management.  — SW

 www.takaful-ikhlas.com.my

For more information, please call 03-2723 9999
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Beneficial spin-off
INDONESIA: The separation of Shariah 
units from their parent insurance 
companies will boost the competitiveness 
of the local Takaful industry, said Yudha 
Pratama, the vice-chairman of the Asosiasi 
Asuransi Syariah Indonesia (AASI).

Yudha explained that the move will assist 
the Takaful industry’s expansion.

More capital needed
INDONESIA: Local capital market 
supervisory agency Bapepam remains 
confi dent that insurance companies 
will be able to meet the IDR100 billion 
(US$11.1 million) minimum capital 
requirement by the 2014 deadline.

Isa Rachmatarwata, the head of the 
insurance bureau at Bapepam, noted 
that while many companies still have 
capital of less than IDR70 billion (US$7.7 
million), the capital base of most of the 
companies exceed IDR60 billion (US$6.7 

million), hence there is no reason to be 
concerned.

Double Takaful offerings
BRUNEI: Takaful Brunei Keluarga, a 
subsidiary of Takaful Brunei Darussalam, 
has launched two Takaful products; 
Takaful Nur Savings and the Takaful 
Employee Package.

The new products comprise a savings 
and protection plan; and an employee 
benefi ts and protection scheme.

Takaful operators urged to 
improve quality
GLOBAL: Takaful operators need to 
improve the quality of their products to 
accommodate the expected growth of the 
Takaful industry this year, said Ghassan 
Marrouche, the general manager of 
Takaful Emarat.
 
“Signifi cant growth has been forecast for 

the Takaful industry in 2012. The Takaful 
market makes up just 1% of the global 
insurance market — so it is evident that 
opportunities abound. However, Takaful 
operators need to ensure that they have 
strong foundations in place to sustain 
fi nancial performance,” he said.

He also said that the industry faces 
challenges including growing 
competition; the need for skilled 
professionals; a regulatory and 
prudential framework and Shariah 
compliant investment opportunities.

Takaful continues to grow
GLOBAL: The global Takaful industry 
grew 32% to reach US$3 billion in 2011, 
according to Kuwait’s Boubyan Bank.

GCC countries contributed around 70% 
of the global Takaful market share, while 
Southeast Asian countries accounted 
for 21%, or US$630 million-worth of the 
market share.

Our short, comprehensive programs will equip you with 
detailed knowledge of Islamic finance and products, 
allowing you to confidently participate in this growing 
area. 

For more details, please contact us

Tel: +603 2162 7800     Fax: +603 2162 7810
info@miftraining.com     www.miftraining.com
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Islamic banking products in Indonesia 
have oft en being criticized, as many 
of the products are seen as just a ‘copy 
and paste’ from conventional banking 
products. The diff erence is only in the 
scheme and the agreement. However, 
not all Islamic banking products are 
similar to conventional products. One 
Islamic banking product which is not 
available in a conventional bank is the 
gold product. 

One of the products off ered by an Islamic 
bank is Rahn. The agreements used are 
Qard Hassan and Ijarah. In Rahn, the 
customer pawns their asset to the Islamic 
bank to obtain funds. The asset which 
is pawned can be gold or diamond but 
to be more secure, the Islamic bank only 
accepts gold. Hence, in an Islamic bank 
a pawn product is usually called ‘gold 
pawn’. 

Fortunately, the regulator has given the 
green light and supports Islamic banking 
for the innovation of these gold products. 
The fatwa authority in Indonesia, Majelis 
Ulama Indonesia, has launched Fatwa 
No. 26/DSN/III/2002 regarding the gold 
Rahn. In 2008, Bank Indonesia allowed 
Islamic banks to conduct gold-based 
business such as gold pawn and gold 
saving. 

Over time, Islamic banks have released 
other gold products: such as gold saving, 
ownership of gold and gold investment. 
In an ownership of gold, gold products 
can be facilitated by the Islamic banks 
to pay in installments over a period of 
time. For example, if a customer wants 
to have 1kg of gold, but only has money 
equivalent to 100g of gold, the Islamic 
bank will off er a bail fund to facilitate 
that 1kg of gold. 

The benefits of gold products
Gold products in Indonesian Islamic 
banks are very popular. In the fi rst 
quarter of 2011, the growth of Islamic 
banks’ gold pawning in Indonesia 
reached 15%. In some Islamic banks, 
the growth of the gold products has 
peaked above the overall banking 
industry growth. For example, in Bank 

BRI Syariah, the gold pawn industry in 
2009 reached an outstanding amount of 
IDR30 billion (US$3.3 million). Because 
of BRI Syariah’s growth in gold products, 
other Islamic banks such as Bank Syariah 
Mandiri, BNI Syariah and Danamon 
Syariah are also joining the race to try 
and match the gold growth experienced 
by BRI Syariah. 

There are several reasons why these gold 
products are popular:

1) The products are not available 
in conventional banks. The only 
fi nancial institution that sells gold 
products besides Islamic banks are 
pawn institutions called Pegadaian 
(state-owned pawnshops). However, 
research conducted by Bank 
Indonesia suggests that people are 
more confi dent conducting their 
pawn business in an Islamic bank. 
This could become a competitive 
advantage for Islamic banks enabling 
them to compete with conventional 
banks and Pegadaian. 

2) The gold price always increases. The 
average increase of the price of gold 
in Indonesia is about 40% per year. 
For example, in 1997, the gold price 
in Indonesia was IDR75,000 (US$8.30) 
per gram. In 2001, it reached 
IDR120,000 (US$13.30) per gram 
and 10 years later, the price reached 
IDR550,000 (US$61.60) per gram. 

 The gold price increased in 2011 due 
to the global fi nancial crisis, which 
has caused the prices of stocks to 
collapse and some have resorted to 

investing in gold, thereby causing the 
price of gold to increase due to the 
high demand. Although the price of 
gold fl uctuates daily and sometimes 
declines, and if it is compared on a 
year-on-year basis, the price always 
increases. The increase in gold price 
is benefi cial for the customer and the 
banks. The market value of the gold, 
which can be the bank’s collateral, 
also increases.

3) The gold product is universal.

4) The default risk of a gold product is 
very low.

5) An Islamic bank can generate a fee-
based income. The fee-based income 
is generated from the administration 
fee and the Ijarah fee. The Ijarah fee is 
charged from the rental of the Islamic 
banks’ safe deposit box during the 
periods of gold product facility. 

The future of gold products 
In 2012, gold products off ered by Islamic 
banks will be more popular. Moreover, 
the asset class could become the 
corporate image of Indonesia’s Islamic 
banking sector. As Islamic banks off er 
more innovative gold products, the price 
of gold could increase by 40% next year. 
The reasons are:

1) The global fi nancial crisis, especially 
the Eurozone fi nancial debt crisis, 
will still be ongoing next year.

2) Gold will always be scarce and in 
demand as an asset because the stock 
of gold only increases about 1.3% 
yearly. 

3) The re-usable factor of gold. 

Although gold products in Islamic 
banking have only recently been 
introduced, the growth has been 
signifi cant.

Tony Hidayat is a fi nancing analyst at Bank 
BRI Syariah. He can be contacted at tony.
hidayat@brisyariah.co.id. 

Indonesia: The rise of gold products in Islamic 
banking  
TONY HIDAYAT looks at the future of gold products in the Indonesian Islamic banking industry.

The average 
increase of 

the price of gold in 
Indonesia is about 
40% per year



28© 8th February 2012

FORUM

A The UAE, and in particular Dubai, 
is already an Islamic fi nance hub. 

Dubai Islamic Bank was the world’s fi rst 
Islamic commercial institution, dating 
from 1975. Now Dubai has re-emerged as 
the major hub in the GCC and the wider 
Middle East region. The political unrest 
in Bahrain has resulted in business being 
diverted to Dubai, and although Bahrain 
remains the base for institutions such as 
the AAOIFI, Dubai is att racting more 
commercial business. Its economy is 
booming once again with record amounts 
of spending by visitors from Saudi 

Arabia, including government employees 
who have recently benefi ted from 
substantial pay rises, but are fearful of 
visiting countries such as Syria or Egypt. 
All Dubai hotels are currently fully 
booked and the annual shopping festival 
has been the most successful ever.

Dubai Islamic Bank has an extensive 
branch network in Pakistan, and there 
are substantial movements of Shariah 
compliant funds to and from South Asia. 
Dubai is also the gateway to Iran, with all 
its major Islamic banks having branches 

in the emirate, which continue to thrive 
despite the US sanctions. Bahrain has no 
access to the Iranian market. Dubai also 
has an excellent fi nancial infrastructure, 
especially with the Dubai International 
Financial Center, an English common 
law jurisdiction. Certainly the outlook for 
2012 looks very promising when viewed 
from Dubai.

RODNEY WILSON
Emeritus Professor at Durham University 
and Visiting Professor, Qatar Faculty of 
Islamic Studies.

Next Forum Question:

What is the outlook for the Islamic fi nance industry to reduce its investment in real 
estate?

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 the 18th February 2012.

Where does the UAE fit in terms of an 
Islamic finance hub?

EUMCCI’S QUARTERLY FINANCIAL
PANEL DISCUSSION 2012
Islamic Finance: The New Frontier of Financing for MNCs

Sasana Kijang, Bank Negara Malaysia
Kuala Lumpur

8th March 2012

HRDF Claimable

Enquiries: Ms. Jacqueline Chang at jacqueline@eumcci.com 
and events@eumcci.com 

Websites: www.eumcci.com; http://services.eumcci.com 

Lead Media Partner

REGISTER NOW and email: eumcci@eumcci.com
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Mouhamadou 
Lamine Mbacke, 
CEO, African 
Institute of Islamic 
Finance

Mouhamadou Lamine Mbacke, who 
is also the founder of AIIF, organized 
the fi rst Islamic fi nance forum in 
January 2010 in Dakar through 
a partnership with the Senegal 
ministry of fi nance and the IDB.

Could you provide a brief 
journey of how you arrived 
where you are today?  
With about 15 years of experience in 
international fi nancial institutions, I 
founded the fi rst African Institute of 
Islamic Finance (AIIF-Advisory and 
Training) aft er being the head of SME at 
Citibank. 

Since 2003 I have been exploring ways to 
introduce Islamic fi nance in Africa. My 
research led to the meeting in 2006 with 
the former prime minister of Malaysia, 
Mahathir Mohamad, and the director of 
the Islamic Finance Institute of Malaysia. 

I also organized the fi rst Islamic fi nance 
forum in January 2010 in Dakar through 
a partnership with the Senegal ministry 
of fi nance and the IDB.

What does your role involve? 
My role involves providing strategic 
guidelines in advisory and training to 
position AIIF as the leading African 
institute in Islamic fi nance in terms of 
quality standards, innovation, strategic 
partnerships and forum organizations.

Which of your products/
services deliver the best 
results? 
Regular professional training and 
government advisory services for 
regulation changes in Islamic fi nance.

What are the strengths of your 
business? 
As a pioneer in the industry, our main 
strength resides in distinctive expertise 
in the fi eld of Islamic fi nance and our 
quality standards both in training and 

advisory services. The AIIF is regarded 
today as the reference point in Africa 
in both advisory and training as far as 
Islamic fi nance is concerned. We are 
the best fi rm positioned in this region 
of the world to advise Islamic fi nancial 
institutions keen in invest to invest in 
West Africa, which has a predominantly 
Muslim population and a huge potential 
for growth.

What is your greatest 
achievement to date?  
My greatest achievement has been to 
trigger both political and private interest 
in Islamic fi nance in West Africa through 
successful Islamic fi nance forums in Da-
kar in 2010 and 2011 with the presence of 
local authorities and major international 
decision makers in that fi eld.

What are the factors 
contributing to the success of 
your company?  
Being a pioneer in Islamic fi nance in 
the West African region is a key success 
factor. 

Also, our partnership with the best in the 
world positions us as a leading reference 
in this fi eld. The AIIF is now solicited by 
the government, the central bank, public 
and private institutions and many orga-
nizations in Africa keen on training in the 
fi eld of Islamic fi nance. This enhances our 
responsibility in playing a leading role in 
helping to build a strong Islamic fi nance 
industry across our region through our 
expertise in the local markets. 

The AIIF has signed a strategic 
partnership with the Islamic Finance 
Institute of the UK to propose to the 
Central Bank of the West African 
States a comprehensive plan to set up 
an adequate environment for Islamic 
fi nance in the 15 ECOWAS (Economic 
Community of West African States) 
countries as well as att racting foreign 
direct investments. Similar MOUs have 
also been signed between our institution 
and the best Islamic fi nance institutions 
in the GCC in the area of advisory and 
training.

What are the obstacles faced 
in running your business 
today?
The main obstacles are: the lack of an 
adequate regulatory environment for 
Islamic fi nance, the lack of government 
consciousness of real opportunities 
off ered by Islamic fi nance for West Africa 
and the lack of local experts.

Furthermore, Senegal is a French-
speaking country while most of the 
literature in Islamic fi nance is in English 
or Arabic. This language barrier makes 
AIIF’s mission more challenging given 
that most of our partners are English-
speaking. 

Where do you see the Islamic 
fi nance industry in the next 
fi ve years? 
I see Islamic fi nancial institutions 
representing at least 20% of the fi nancial 
institutions in most of the predominantly 
Muslim countries in the next fi ve years. 

In West Africa I predict the establishment 
of at least fi ve fully-fl edged Islamic 
fi nancial institutions and a few Shariah 
compliant investment funds. Senegal is 
in the process of issuing a Sukuk and 
we have requests from almost all West 
African countries to develop training 
programs for them.

Name one thing you would 
like to see change in the 
world of Islamic fi nance.
Benchmarking the interest rate from the 
conventional model should stop. Islamic 
fi nance needs to set its own approach 
which is the Musharakah spirit. I believe 
that training in Islamic fi nance should 
focus more on building models in line 
with its basic philosophy.
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ISSUER SIZE DATE 
ANNOUNCED

Egypt TBA 6th February 2012

Development Bank of Kazakhstan TBA 6th February 2012

Turkey TBA 3rd February 2012

Abu Dhabi National Energy Company RM3.5 billion 3rd February 2012

Majid Al Futt aim US$1 billion 24th January 2012

Musteq Hydro RM80 million 24th January 2012

General Authority for Civil Aviation TBA 24th January 2012

Indonesian fi nance ministry IDR2 trillion 24th January 2012

Albaraka Turk Katilim Bankasi US$200 million 23rd January 2012

Albaraka Banking Group TBA 23rd January 2012

AirAsia X US$200 million 17th January 2012

1Malaysia TBA 16th January 2012

HSBC Amanah TBA 12th January 2012

Bank Muamalat Indonesia IDR1.25 trillion 9th January 2012

Indonesian fi nance ministry TBA 5th January 2012

Sudan TBA 3rd January 2012

Malaysian Airline System and Air Asia RM12 billion 23rd December 2011

Emery Oleochemicals Group US$151 million 20th December 2011

Sarawak Energy RM1.5 billion 13th December 2011

Saudi Arabia TBA 13th December 2011

General Authority of Civil Aviation US$7.2 billion 11th December 2011

South Africa TBA 6th December 2011

KMCOB Capital RM343.1 million 5th December 2011

Emirates NBD TBA 29th November 2011

Solum Asset Management TBA 27th November 2011

Indonesian fi nance ministry TBA 24th November 2011

Albaraka Turk Katilim Bankasi US$200 million 21st November 2011

Majid Al Futt aim US$500 million 21st November 2011

Bank Syariah Mandiri IDR500 billion 18th November 2011

UEM Group & EPF RM33 billion 17th November 2011

PLUS Expressways RM30 billion 16th November 2011

Abu Dhabi Islamic Bank US$500 million 9th November 2011

Emirates Airline TBA 8th November 2011

Poh Kong Holdings RM150 million 1st November 2011

DRB Hicom RM1.8 billion 1st November 2011

Sabah Credit Corporation RM1 billion 28th October 2011

Credit Agricole  TBA 27th October 2011

Anih Berhad RM2.5 billion 24th October 2011

Axis Real estate Investment Trust RM300 million 24th October 2011

Finance ministry of Pakistan TBA 20th October 2011

Goldman Sachs US$2 billion 19th October 2011

Almaraj, Saudi Arabia TBA 16th October 2011

Mydin RM350 million 13th 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

National Iranian Oil Company TBA 1st October 2011

Qatar International Islamic Bank TBA 28th September 2011
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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

REDmoney Global Shariah Index Series (All Cap)                 6 Months REDmoney Global Shariah Index Series (Large Cap)             6 Months

REDmoney Global Shariah Index Series (Medium Cap)       6 Months REDmoney Global Shariah Index Series (Small Cap)             6 Months
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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
31st Jan 2012 MAF Sukuk UAE Sukuk Wakalah Euro market 

public issue
400 Standard Chartered, HSBC, Dubai 

Islamic Bank, Abu Dhabi Islamic Bank

17th Jan 2012 General Authority for 
Civil Aviation 

Saudi Arabia Sukuk Domestic market 
private placement

4,000 HSBC

12th Jan 2012 Tamweel UAE Sukuk Euro market 
public issue

300 Standard Chartered, Dubai Islamic Bank, 
Citigroup

11th Jan 2012 FGB Sukuk UAE Sukuk Wakalah Euro market 
public issue

500 Standard Chartered, HSBC, National 
Bank of Abu Dhabi, Citigroup

11th Jan 2012 Sarawak Energy Malaysia Sukuk Domestic market 
public issue

796 RHB Capital, Kenanga Investment Bank, 
AmInvestment Bank

10th Jan 2012 EIB Sukuk UAE Sukuk Euro market 
public issue

500 Standard Chartered, HSBC, RBS, National 
Bank of Abu Dhabi, Citigroup, Emirates 
NBD

16th Dec 2011 Projek Lebuhraya 
Usahasama

Malaysia Sukuk Domestic market 
private placement

6,155 RHB Capital, CIMB Group, AmInvest-
ment Bank, Maybank Investment Bank

16th Dec 2011 Projek Lebuhraya 
Usahasama 

Malaysia Sukuk Domestic market 
private placement

3,455 CIMB Group, AmInvestment Bank, 
Maybank Investment Bank

5th Dec 2011 Gulf International 
Bank

Bahrain Sukuk Euro market 
private placement

300 JPMorgan

28th Nov 2011 DRB-HICOM Malaysia Sukuk Domestic market 
private placement

132 Maybank Investment Bank

24th Nov 2011 ANIH Malaysia Sukuk Domestic market 
private placement

786 CIMB Group, Maybank Investment Bank

22nd Nov 2011 ADIB Sukuk UAE Sukuk Euro market 
public issue

500 Standard Chartered, Nomura, HSBC, 
National Bank of Abu Dhabi, Abu Dhabi 
Islamic Bank, Citigroup

16th Nov 2011 Kingdom of Bahrain Bahrain Sukuk Euro market 
public issue

750 Standard Chartered, BNP Paribas, 
Citigroup

16th Nov 2011 Abu Dhabi 
Commercial Bank 

UAE Sukuk Euro market 
public issue

500 Standard Chartered, JPMorgan, Abu 
Dhabi Commercial Bank, Bank of 
America Merrill Lynch

14th Nov 2011 Perusahaan Penerbit 
SBSN Indonesia II

Indonesia Sukuk Ijarah Euro market 
public issue

1,000 Standard Chartered, HSBC, Citigroup

2nd Nov 2011 Pengurusan Air SPV Malaysia Sukuk Ijarah Domestic market 
private placement

139 CIMB Group

25th Oct 2011 Manjung Island 
Energy 

Malaysia Sukuk Ijarah Domestic market 
public issue

1,545 Lembaga Tabung Haji, CIMB Group

20th Oct 2011 Kuveyt Turk Katilim 
Bankasi

Turkey Sukuk Euro market 
public issue

350 Standard Chartered, HSBC, KFH, Abu 
Dhabi Islamic Bank, Commerzbank 
Group

13th Oct 2011 Aman Sukuk Malaysia Sukuk 
Musharakah

Domestic market 
public issue

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

5th Oct 2011 Midciti Resources Malaysia Sukuk Domestic market 
public issue

274 CIMB Group, Maybank Investment Bank 

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 Projek Lebuhraya 

Usahasama 
Malaysia Sukuk Domestic market 

private placement
9,610 2 RHB Capital, CIMB Group, 

AmInvestment Bank, Maybank 
Investment Bank

2 General Authority for Civil 
Aviation 

Saudi Arabia Sukuk Domestic market 
private placement

4,000 1 HSBC

3 Pengurusan Air SPV Malaysia Sukuk Murabahah Domestic market 
public issue

2,388 3 HSBC, CIMB Group, Maybank 
Investment Bank

4 Wakala Global Sukuk Malaysia Sukuk Euro market pub-
lic issue

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

5 Sarawak Energy Malaysia Sukuk Domestic market 
public issue

1,783 2 RHB Capital, AmInvestment Bank, 
Kenanga Investment Bank

6 Manjung Island Energy Malaysia Sukuk Ijarah Domestic market 
public issue

1,545 1 Lembaga Tabung Haji, CIMB 
Group

7 Perusahaan Penerbit SBSN 
Indonesia II

Indonesia Sukuk Ijarah Euro market pub-
lic issue

1,000 1 Standard Chartered, HSBC, 
Citigroup

8 GovCo Holdings Malaysia Sukuk Murabahah Domestic market 
private placement

985 1 HSBC, RHB Capital, CIMB Group

9 ANIH Malaysia Sukuk Domestic market 
private placement

786 1 CIMB Group, Maybank Invest-
ment Bank

10 Kingdom of Bahrain Bahrain Sukuk Euro market 
public issue

750 1 Standard Chartered, BNP Paribas, 
Citigroup

10 Islamic Development Bank Saudi Arabia Sukuk Euro market 
public issue

750 1 Standard Chartered, Deutsche 
Bank, BNP Paribas, HSBC

12 Syarikat Prasarana Negara Malaysia Sukuk Ijarah Domestic market 
public issue

667 1 CIMB Group, Maybank Invest-
ment Bank

13 First Gulf Bank UAE Sukuk Wakalah Euro market 
public issue

650 1 Standard Chartered, HSBC, 
Citigroup

14 HSBC Bank Middle East UK Sukuk Euro market 
public issue

500 1 HSBC

14 FGB Sukuk UAE Sukuk Wakalah Euro market pub-
lic issue

500 1 Standard Chartered, HSBC, Nation-
al Bank of Abu Dhabi, Citigroup

14 EIB Sukuk UAE Sukuk Euro market pub-
lic issue

500 1 Standard Chartered, HSBC, RBS, 
National Bank of Abu Dhabi, Citi-
group, Emirates NBD

14 Abu Dhabi Commercial 
Bank

UAE Sukuk Euro market pub-
lic issue

500 1 Standard Chartered, JPMorgan, 
Abu Dhabi Commercial Bank, 
Bank of America Merrill Lynch

14 ADIB Sukuk UAE Sukuk Euro market pub-
lic issue

500 1 Standard Chartered, Nomura, 
HSBC, National Bank of Abu Dhabi, 
Abu Dhabi Islamic Bank, Citigroup

19 Saudi International 
Petrochemical

Saudi Arabia Sukuk Domestic market 
public issue

480 1 Deutsche Bank, Riyad Bank

20 Sharjah Islamic Bank UAE Issue price undisclosed Euro market 
public issue

400 1 Standard Chartered, HSBC

20 MAF Sukuk UAE Sukuk Wakalah Euro market 
public issue

400 1 Standard Chartered, HSBC, Dubai 
Islamic Bank, Abu Dhabi Islamic 
Bank

22 Cagamas Malaysia Sukuk Murabahah Domestic market 
public issue

397 10 CIMB Group, AmInvestment 
Bank,Maybank Investment Bank

23 Aman Sukuk Malaysia Sukuk Musharakah Domestic market 
public issue

371 1 Lembaga Tabung Haji, RHB Capi-
tal, CIMB Group, AmInvestment 
Bank, Maybank Investment Bank

24 Kuveyt Turk Katilim 
Bankasi AS

Turkey Sukuk Euro market pub-
lic issue

350 1 Standard Chartered, HSBC, 
KFH, Abu Dhabi Islamic Bank, 
Commerzbank Group

25 Maybank Islamic Malaysia Sukuk Musharakah Domestic market 
private placement

330 1 Maybank Investment Bank

26 Tamweel P UAE Sukuk Euro market pub-
lic issue

300 1 Standard Chartered Bank, Dubai 
Islamic Bank, Citigroup

26 Gulf International Bank Bahrain Sukuk Euro market 
private placement

300 1 JPMorgan

28 Midciti Resources Malaysia Sukuk Domestic market 
public issue

274 1 CIMB Group, Maybank Investment 
Bank

29 Bank Aljazira Saudi Arabia Sukuk Mudarabah Domestic market 
private placement

267 1 JPMorgan, HSBC

30 Ranhill Power Malaysia Sukuk Domestic market 
private placement

266 1 Maybank Investment Bank

Total 37,321 105
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Top Managers of Sukuk 12 Months

Manager US$ (mln) Iss %

1 CIMB Group 7,270 28 19.5

2 HSBC 7,114 16 19.1

3 Maybank Investment Bank 6,896 29 18.5

4 AmInvestment Bank 4,823 29 12.9

5 RHB Capital 2,681 15 7.2

6 Standard Chartered Bank 1,874 12 5.0

7 Citigroup 1,692 8 4.5

8 Lembaga Tabung Haji 847 2 2.3

9 JPMorgan 558 3 1.5

10 BNP Paribas 438 2 1.2

11 Deutsche Bank 427 2 1.2

12 National Bank of Abu Dhabi 292 3 0.8

13 Kenanga Investment Bank 265 1 0.7

14 Abu Dhabi Islamic Bank 253 3 0.7

15 Riyad Bank 240 1 0.6

16 Dubai Islamic Bank 200 2 0.5

17 Affi  n Investment Bank 189 5 0.5

18 OCBC 168 6 0.5

19 Hong Leong Bank 141 4 0.4

20 Bank of America Merrill Lynch 125 1 0.3

20 Abu Dhabi Commercial Bank 125 1 0.3

22 Public Bank 118 4 0.3

23 KFH 109 2 0.3

24 DRB-HICOM 90 3 0.2

25 RBS 83 1 0.2

25 Nomura 83 1 0.2

25 Emirates NBD 83 1 0.2

28 Commerzbank Group 70 1 0.2

29 Malaysian Industrial Development 
Finance 40 1 0.1

30 OSK 26 4 0.1

Total 37,321 105 100.0

Top Islamic Finance Related Project Financing Legal Advisors 
Ranking                                                                                          12 Months

Legal Advisor US$ (million) No %

1 Allen & Overy 4,198 2 23.9
2 Skadden Arps Slate Meagher & Flom 3,281 1 18.7
2 White & Case 3,281 1 18.7
4 Al-Jadaan & Partners Law Firm 1,200 1 6.8
4 Baker & McKenzie 1,200 1 6.8
4 Cliff ord Chance 1,200 1 6.8
7 Baker Bott s 917 1 5.2
7 Chadbourne & Parke 917 1 5.2
9 Afridi & Angell 267 1 1.5
9 Herbert Smith Gleiss Lutz Stibbe 267 1 1.5
9 Latham & Watkins 267 1 1.5

Top Islamic Finance Related Project Finance Mandated Lead 
Arrangers                                                                                       12 Months

Mandated Lead Arranger US$ (million) No %

1 Banque Saudi Fransi 921 3 9.2

2 HSBC Holdings 771 3 7.7

3 Samba Financial Group 592 4 5.9

4 Public Investment Fund 463 2 4.6

4 Arab National Bank 463 2 4.6

6 Sumitomo Mitsui Financial Group 404 2 4.0

7 KfW Bankengruppe 369 2 3.7

8 Mitsubishi UFJ Financial Group 360 1 3.6

9 Australia & New Zealand Banking 
Group 289 1 2.9

9 Mizuho Financial Group 289 1 2.9

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 826 5 11.3
2 Citigroup 501 8 6.8
3 Samba Capital 472 3 6.4

4 Standard Chartered Bank 368 7 5.0
5 CIMB Group 304 3 4.1
6 Noor Islamic Bank 297 3 4.0

7 Barwa Bank 266 2 3.6
8 Maybank Investment Bank 264 2 3.6
9 RBS 233 1 3.2

10 Saudi National Commercial Bank 219 1 3.0

10 Banque Saudi Fransi 219 1 3.0

10 Arab National Bank 219 1 3.0

13 Qatar Islamic Bank 213 1 2.9

13 Qatar International Islamic Bank 213 1 2.9

13 Masraf Al Rayan 213 1 2.9
16 Deutsche Bank 204 2 2.8

17 Arab Banking Corporation 172 4 2.3

18 Abu Dhabi Islamic Bank 171 4 2.3
19 RHB Capital 164 1 2.2

19 Lembaga Tabung Haji 164 1 2.2

19 AmInvestment Bank 164 1 2.2

22 Emirates NBD 160 3 2.2

23 Bank of America Merrill Lynch 126 3 1.7

24 Bank of China 93 1 1.3

25 OCBC 88 1 1.2
26 Bank Al-Jazira 68 1 0.9
26 Alinma Bank 68 1 0.9

26 Al-Rajhi Banking & Investment 68 1 0.9

29 National Bank of Abu Dhabi 61 1 0.8

29 Commerzbank Group 61 1 0.8

Top Islamic Finance Related Loans Mandated Lead Arrangers
12 Months

Bookrunner US$ (mln) No %

1 Citigroup 618 8 8.4

2 HSBC 305 2 4.2
3 Samba Capital 233 1 3.2
3 RBS 233 1 3.2
5 Abu Dhabi Islamic Bank 219 4 3.0

6 Standard Chartered Bank 165 3 2.3

7 Emirates NBD 122 2 1.7

8 Maybank Investment Bank 100 1 1.4

9 Bank of China 93 1 1.3
10 National Bank of Kuwait 87 1 1.2

Top Islamic Finance Related Loans Deal List                         12 Months

Credit Date Borrower Nationality US$ (mln)

13th Dec 2011 Barzan Gas Qatar 5,442

2nd Dec 2011 Hajr for Electricity 
Production

Saudi Arabia 1,981

15th Oct 2011 Maaden Bauxite & 
Alumina 

Saudi Arabia 929

15th Sep 2011 Dubai Ports World UAE 850

18th Jul 2011 Pembinaan BLT Malaysia 822

23rd Jun 2011 Salik One Spc UAE 800

31st Mar 2011 National Central 
Cooling

UAE 757

17th May 2011 Emaar Properties UAE 699

23rd May 2011 Natrindo Telepon 
Seluler

Indonesia 450

22nd Sep 2011 Albaraka Turk Turkey 344

Top Islamic Finance Related Loans by Country                    12 Months

Nationality US$ (mln) No %
1 UAE 1,706 7 23.2
2 Saudi Arabia 1,511 3 20.6
3 Malaysia 1,190 3 16.2
4 Turkey 998 6 13.6
5 Qatar 850 1 11.6
6 Indonesia 601 4 8.2
7 Pakistan 203 4 2.8
8 China 93 1 1.3
9 Kuwait 87 1 1.2

10 Russian Federation 60 1 0.8

Top Islamic Finance Related Loans by Sector                        12 Months

Global Islamic Loans - Years to Maturity (YTD Comparison)

Are your deals listed here?
If you feel that the information within these tables is inaccurate, you may contact 
the following directly:     Jennifer Cheung (Media Relations)
                                            Email: Jennifer.Cheung@Dealogic.com                          Tel: +852 2804 1223
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15th — 16th February 2012
Credit Risk Asia
Singapore (Fleming Gulf)

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

8th March 2012
EUMCCI’s Quarterly Financial Panel 
Discussion 2012
KL, Malaysia (EUMCCI)

13th March 2012 
IFN Roadshow Singapore 
Singapore (REDmoney events)

27th – 28th  March 2012
2nd Annual World Islamic Finance 
Conference
London (Fleming Gulf )

16th — 17th April 2012
IFN Indonesia Forum 
Jakarta (REDmoney events)

16th — 17th April 2012
The 7th Annual World Takaful Conference
Dusit Thani, Dubai (MEGA Events)

18th April 2012
The 2nd Annual Middle East Islamic 
Finance and Investment Conference
Dusit Thani, Dubai (MEGA Events)

24th April 2012
IFN Roadshow Thailand 
Bangkok (REDmoney events)

8th May 2012 
IFN Roadshow Australia 
Sydney (REDmoney events)

15th — 17th May 2012
The 9th Islamic Financial Services Board 
Summit Istanbul (IFSB)

21st — 22nd May 2012
The 8th Annual World Islamic Funds 
and Financial Markets Conference
Gulf Hotel, Bahrain (MEGA Events)

30th May 2012 
IFN Roadshow Hong Kong 
Hong Kong (REDmoney events)

3rd – 4th June 2012
IFN Saudi Arabia Forum 
Riyadh, Saudi Arabia  (REDmoney events)

5th — 6th June 2012
The 3rd Annual World Islamic Banking 
Conference: Asia Summit
Singapore (MEGA Events)

21st June 2012
IFN Roadshow Japan
Tokyo (REDmoney events)

TBA
The 3rd Annual World Takaful 
Conference: Family Takaful Summit
Kuala Lumpur (MEGA Events)

29th June — 1st July
International Conference of Islamic 
Economics and Business (ICIEB 2012)
Melaka, Malaysia (UiTM (Johor) & 
Universitas Indonesia)

1st October 2012
IFN Roadshow Egypt
Cairo (REDmoney events)

4th October 2012
IFN Roadshow Turkey
Istanbul (REDmoney events)

22nd – 23rd October 2012
IFN Europe Forum 2012
London, UK (REDmoney events)

TBA
The 2nd Annual International Summit 
on Islamic Corporate Finance
Abu Dhabi (MEGA Events)

5th – 6th November 2012
IFN Asia Forum 2012
Kuala Lumpur (REDmoney events)

26th November 2012
IFN Roadshow Brunei
Brunei (REDmoney events)

9th — 11th December 2012
The 19th Annual World Islamic Banking 
Conference
Gulf Hotel, Bahrain (MEGA Events)
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