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EXECUTIVE SUMMARY 
This Report represents a major overhaul over previous issues.  
The report used to be issued quarterly and then half yearly.  
Considering that the most important feature is developments of 
the Islamic finance industry nationally and regionally, the report 
will appear twice a year.  The first issue will survey national 
developments and the second issue will survey regional (GCC) 
developments. 
On the Activities of Islamic banks and financial institutions, 
several new Islamic banks have started or about to start their 
operations.  In the UAE alone, one new Islamic bank has already 
launched operations and three more are planning to do so during 
2008.  Some Islamic banks introduced new products.  Most 
Islamic banks that disclosed their financial statement for the year 
2007 have declared record profits. Expansion of Islamic banks 
outside their national boundaries continued. Major deals have 
been declared in syndicated and project finance.  A call for 
regulatory reform of Islamic banking has been made to stem out 
possible regulatory arbitrage.  
In Sukuk, the rating agencies rated many Sukuk and the total 
amount of the Sukuk issued during the year exceeded $93.5 
billion during 2007.  During the first quarter of 2008, the total 
amount of Sukuk announced reached $19,449 million and the 
total amount issued for this period amounted $9.94 billion.  The 
figures of the first quarter of this year indicate continuation of 
high growth in the Sukuk market. 
In the Real Estate sector, Islamic banks continued to join hands 
with major developers to provide home finance for the local 
population.  Real estate developers have expanded their activities 
abroad.  They gained footholds in several Arab, Muslim and other 
countries. 
The Takaful sector witnessed major activities. Global Takaful 
market is growing at 20 per cent per annum with the total value 
estimated to reach $7.4 billion (Dh26.5bn) by 2015.  It is 
expected that the total premiums written by Takaful insurers will 
contribute approximately nine per cent of the world’s insurance 
market share by 2010.  
In the area of providing Islamic finance services by conventional 
financial institutions, one important new comer has entered in.  
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The Multilateral Investment Guarantee Agency, MEGA has 
approved providing investment insurance to its first Islamic 
finance deal. Lloyds has carried out a sizable Murabaha 
transaction directed for real estate development in the UK. 
Several important conferences have been held around themes of 
Islamic finance.  Most importantly, the 7th International 
Conference of Islamic Economics was held in Jeddah under the 
patronage of the Custodian of the Two Holy Mosques. 
As to awards, we proudly report that the Emirates Islamic Bank 
has won the Sh. Mohammed Bin Rashid Al Maktoum Business 
Award 2007 in the Finance category.  Despite heavy world-wide 
competition, the EIB is the only financial organization to have 
won it within three years of its existence. Our bank has 
distinguished itself as the fastest growing Islamic bank in the 
Gulf. 
Among our special features, Sukuk has attracted the attention of 
news media, reporting that Shari'a scholars are reconsidering 
some Sukuk structures.  In addition, some have been looking at 
the problem created by the subprime debt with a thought that 
perhaps the use of Sukuk would have helped to avoid such crisis. 
Products of ill repute have had a share of media attention.  First, 
we dug out an old news item about the first time the infamous 
Tawarruq has made appearance in the UAE in 2003.  Commodity 
Murabaha as a form of Tawarruq has attracted heavy criticism.  
This is certainly a healthy phenomenon that reflects growing 
awareness of the public about  
The last section of the report presents some of the rather serious 
challenges faced by the Islamic finance industry in the UAE.  
most obviously the entry of four new Islamic banks during 2008.  
as a result, we expect the UAE Islamic finance sector to become 
more efficient, thanks to stronger competition.  However, the 
industry is exposed to possible shortage in human resources 
unless concentrated efforts are made to provide large scale   in 
addition, products of ill repute may become more prevalent, 
depending on the choice of Shari'a board membership by the 
shareholders of new banks.   
If the proponents of such products join Shari'a boards of new 
banks, UAE Islamic banks will face grave reputation risks.  To 
solve this dilemma, the Central bank must set corporate 
governance rules for Shari'a boards, so that each would have an 
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odd number of members with at least a PhD in Shari'a from a well 
known university in addition to one economist, with a PhD in 
monetary and financial economics as a non-voting member. 
In addition, UAE Islamic finance is challenged by a murky 
economic environment internationally, as Western economies are 
threatened with inflation mixed with stagnation.  Locally, there 
are mixed feelings about tying the dirham to the dollar and 
whether the current exchange rate between the two currencies is 
sustainable in the short-run.  The industry must therefore deal 
with such challenges, without expecting much from outside 
players.   
Many Islamic banks are considering expansion to other countries 
while others have already set shop abroad.  The advice provided 
in the report is that do not enter a country without being 
absolutely clear about regulatory and tax treatment of Islamic 
finance.   



CH. I: ISLAMIC FINANCE IN THE 
NEWS 

I. ISLAMIC BANKS AND FINANCE COMPANIES 
1. ABC Islamic Bank announced a net profit for the year to 31 

December 2007 of $50.9m, a substantial increase over the 
2006 figure of $5.3m. (17 February 2008, www.ameinfo.com)  

2. BMB Islamic has obtained membership to the Bahrain-
based Accounting and Auditing Organization for Islamic 
Financial Institutions, AAOIFI. (16 March 2008, 
www.ameinfo.com)  

3. Dubai International Finance Centre, DIFC, has issued the 
first comprehensive guide to Islamic finance. (24 March 
2008, www.ameinfo.com)  

4. Dubai Islamic Bank (DIB) has announced the opening of 
four new branches in Abu Dhabi, Sharjah, Ajman, and Ras 
Al Khaimah, increasing its total UAE-wide branch network to 
48. (14 January 2008,  www.khaleejtimes.com)   

5. Dubai Islamic Bank (DIB) has signed a 577 million dirham 
($157m) finance facility agreement with Dodsal Engineering 
and Construction. The facility will finance the replacement of 
the NGL Pipeline Network Project awarded by Abu Dhabi Gas 
Industries Limited (Gasco) to Dodsal. The value of Gasco's 
project is $151m. (16 March 2008, www.gulf-daily-
news.com)   

6. Dubai Islamic Bank Pakistan (DIBP) saw total assets under 
management reach Rs21 billion in value, growing more than 
152% in the 2007 calendar year.(02 March 2008, 
www.ameinfo.com) 

7. Emirates Islamic Bank and Emirates Bank International 
have been advised by Allen & Overy on a $1.2bn dual 
currency Mudaraba facility for Limitless LLC, the proceeds of 
which will be used to fund landmark real estate projects 
being developed by Limitless including Downtown Jebel Ali 
and the Arabian Canal, in Dubai and Al Wasal in Riyadh. (09 
March 2008, www.ameinfo.com)  

8. Islamic Bank of Britain (IBB) has set up its first London 
Commercial Centre to cater for the needs of its High Net-
Worth, Small and Medium Size businesses and Business 
Banking customers. (11 January 2008, www.finchannel.com)  
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9. Ithmaar Bank announced a record net profit of US$183.8 
million for 2006, a leap of five-fold from the US$37.6 million 
earned the previous year. The new record profit was 
supported by an equally impressive operating profit, which 
surged 418.5% to US$70 million, compared with US$13.5 
million in 2005. The cost to income ratio fell from 69% to 
41%. Total assets surged to US$3.2 billion at 2006-end, from 
US$442 million at 2005-end, shareholders’ equity trebled to 
US$984 million; from US$247 million the previous year, and 
funds under management reached $ 1.1 billion. (26 
February 2007, www.albawaba.com)   

10. Mawarid Finance announced its plans to launch the new 
service "E-Murabaha" at a press conference at the Dusit 
Dubai hotel. (24 March 2008, www.arabianbusiness.com)  

11. Moody's ratings agency said in a report that Islamic banks 
in the Gulf Cooperation Council (GCC) have recorded strong 
growth in the last 10 years and account for 15 per cent of 
banking sector assets in the region. It studied 23 GCC 
Islamic banks, which had $125 billion in assets at the end of 
2006, representing 25 per cent of the total asset base in the 
sector globally. Growing competition is seen driving 
diversification among Islamic banks in the GCC. (11 March, 
2008, www.GulfNews.com)   

12. Qatar Islamic Bank is considering buying a bank in Egypt 
and applying for a license to operate in Turkey, a company 
spokesman said. The bank would convert a conventional 
bank into an Islamic lender, the spokesman said, declining 
to be more specific. "That's the only way to enter the 
Egyptian market," he said. (20 March 2008, MENAFin - The 
Peninsula) 

13. Qatar Islamic Bank said it had agreed with Qatar Electricity 
and Water Co a $150 million Islamic finance deal to help 
fund a water desalination plant. The 20-year Istisna'-Ijarah 
facility will be used to finance the construction of three 
desalination units for the Ras Abu Fontas A1 plant, the 
lender said in a statement. (23 March 2008, Reuters) 

14. Regulatory arbitrage in Islamic finance: Middle Eastern 
countries need to step up efforts to standardize regulation of 
the Islamic finance industry if they are to allow it to fulfill its 
growth potential and avoid disturbances, according to a 
senior central banker. If we don't have consistency and 
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minimum standards across the board, there will be 
disturbances, there will be regulatory arbitrage. Because of 
the absence of consistency, global problems happen. Crises 
are the result of the absence of standards. (25 February 
2008, www.gulf-times.com)  

15. Unicorn Investment Bank (UIB) announced that its 
earnings rose by 82 per cent, from $66.9 million two years 
ago, to $122 million last year.  The bank, in a statement said 
that 2007 was a record year when a strong and diverse mix 
of operating income led to a 66 per cent growth in net profit, 
up from $30.1 million in 2006, to $50.1 million in 2007. (28 
February 2008, MENAFin- Bahrain Tribune) 

16. United Gulf Bank has agreed to buy a stake in Dubai 
Islamic Bank unit Millennium Finance Corporation to 
help it expand in the Middle East, Africa and Asia. United 
Gulf, a unit of investment firm Kuwait Projects Company 
(Kipco), did not disclose the size or value of the stake in a 
joint statement with Dubai Islamic. (30 March 2008, 
www.arabianbusiness.com)  

II. SUKUK 
1. Abyaar Real Estate Development Co said it was gearing up 

to sell as much as $1 billion (Dh3.67 billion) of Sukuk, this 
year to finance expansion into Asia and the Gulf. Abyaar is 
in talks with Merrill Lynch to issue Sukuk worth $500 
million (Dh1.84 billion) Sukuk to finance a project in Dubai. 
(2 March 2008, Reuters) 

2. Amlak Finance Extraordinary General Meeting of, mandated 
the Board of Directors with the issuance of convertible 
Sukuk, up to Dhs1.8bn, in addition to non-convertible 
Sukuk up to at Dhs3bn, for a total value of Dhs4.8bn. (24 
March 2008, www.ameinfo.com)  

3. Bahrain Islamic Bank (BIsB) Shareholders during the 
general assembly gave the nod for issuing a BD250 million 
Sukuk. Board members at the general assembly have 
unanimously ratified the financial statement for last year. 
The assembly approved the payment of BD7.62 million, or 
13 per cent of the paid-up capital (equal to 20% on '07 
weighted average capital) as cash dividends to shareholders 
and the distribution of BD5.72 million, or 10 per cent of 
paid-up capital, in the form of bonus shares to shareholders 
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(equal to 15% on last year's weighted average capital), 
leading to a total of 35 per cent on 2007 weighted average 
capital against 32.5 per cent in 2006. 
(11 March 2008, MENAFin-Bahrain Tribune)   

4. Bahrain Stock Exchange listed a BD95 million Islamic 
Leasing (Ijarah) Sukuk of the Kingdom of Bahrain that was 
issued by the Central Bank of Bahrain on behalf of the 
Government of the Kingdom of Bahrain. The five-year Sukuk 
issued on 3rd of October 2007 will mature on 3rd of October 
2012. (20 February 2008, www.menareport.com)   

5. Bahrain's standing as the financial centre of the Middle East 
received a massive boost with the listing of a $1 billion Saudi 
Sukuk on the stock market. The listing increased the value 
of Sukuk traded on the market to $3.2 billion, with 16 
listings. (14 February 2008, Trade Arabia News Service) 

6. British government will decide next week if it will issue a 
sovereign Sukuk, or Sukuk, a new avenue into a market 
that's estimated by Standard & Poor's to eventually reach $4 
trillion London has a potential ace up its sleeve as it seeks to 
restore its reputation as a global financial center: its premier 
position in the Islamic banking industry. (10 March 2008, 
Associated Press)  

7. Central Bank of Bahrain (CBB) has started the road show 
for its latest Sukuk issue. The dollar-denominated Sukuk 
Ijarah will have a tenor of five years and is expected to be 
larger than the BD95m ($250m) Sukuk listed by the central 
bank on the Bahrain Stock Exchange on 20 February. The 
size of the latest issue has yet to be fixed as the government 
is waiting to gauge investor demand. Calyon advised and 
structured the Sukuk, which has been assigned a 
preliminary credit rating of A by Standard & Poor's and Fitch 
Ratings.(20 February 2008, www.meed.com)  

8. Central Bank of Bahrain International Sukuk $350m trust 
certificates (due in 2013) has been given by Fitch Ratings, a 
final 'A' senior unsecured rating. Wholly owned by the 
Central Bank of Bahrain, the rating reflects Fitch's view 
that the Sukuk can be considered an unconditional, 
unsubordinated and general obligation of Bahrain, ranking 
equally with other Bahraini senior unsecured obligations, 
said.(20 March 2008, Gulf Daily News - www.ameinfo.com)  

9. Islamic Development Bank (IDB) is optimistic that 
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proceeds from its upcoming first offering of local currency 
Sukuk, a RM500 million Sukuk, will be fully utilized in less 
than two years. (1 March 2008, Bernama) 

10. Khazanah Nasional Bhd has raised US$647 million 
(RM2.08 billion) through the issuance of US$550 million 
Islamic exchangeable trust certificates (Sukuk) and US$97 
million in concurrent placement of Parkson Retail Group Ltd 
shares, via a special purpose company Paka Capital Ltd. (07 
March 2008, www.theedgedaily.com)  

11. Labuan International Financial Exchange Inc. (LFX) listed 
the 3rd Exchangeable Sukuk by Khazanah Nasional Berhad. 
The USD550 million exchangeable trust certificates were 
issued via its Labuan incorporated special purpose vehicle, 
Paka Capital Ltd. The Sukuk, due in 2013, is exchangeable 
into ordinary shares of Parkson Retail Group Limited 
(“Parkson”), a company listed on the Stock Exchange of Hong 
Kong and the largest department store operator in the 
People’s Republic of China. (14 March 2008, 
www.mondovisione.com)  

12. Nakheel, PCFC, DP World, and Aldar Properties have topped 
a survey of leading Sukuk providers in the world. According 
to a study conducted by Global Investment House, the UAE 
leads in terms of the size of Sukuk issued between 2001 and 
2007. It accounts for 36.2% of the total world Sukuk 
issuance. (25 February 2008,www.gowealthy.com)    

13. NBK Capital wants to arrange sales of Sukuk worth up to 
$700 million this year, and is planning four buys for a 
private equity fund. The firm is looking to open offices in 
Egypt, Saudi Arabia and Qatar as it expands in the Middle 
East to focus on advisory services for medium-sized deals, 
head of investment and merchant banking at NBK Capital, 
said. (28 March 2008, www.gulf-daily-news.com)   

14. Salam Bounian Development Company has raised 
$137.5mn through Sukuk, which would be listed on the 
Luxembourg Stock Exchange. Qatar Islamic Bank (QIB), 
along with QNB Al Islami and Al Safa had arranged and 
closed the Musharaka Sukuk for the Salam Bounian, which 
would use the proceeds for the construction of ‘The Gate’. 
On the listing of the Sukuk, QIB said internationally, the 
bond is tradable through its trading desks in Doha and in 
London through European Finance House (EFH) and in 
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Kuala Lumpur through Asian Finance Bank (AFB). (31 
March, 2008, www.gulf-times.com)  

15. Sorouh Real Estate is planning to sell $1bn of Shariah 
compliant asset backed securities to help fund expansion. A 
company source said it is a unique, asset-backed Sukuk, 
which will be launched in the second quarter. (25 March 
2008, Reuters) 

16. Taajeer has closed a 250 million riyal ($67 million) Sukuk. 
Individuals covered 25 per cent, or $67 million, of the issue 
and Saudi Hollandi Bank, which arranged the Islamic 
Sukuk. (16 March  2008, Reuters) 

17. Westports Malaysia Sdn Bhd has proposed the issuance of 
up RM800 million Sukuk Musharaka medium term notes 
(MTN) program. (21 February 2007, Bernama) 

III. REAL ESTATE 
1. Dubai Islamic Bank said it had signed a deal to provide 

home finance complying with Sharia to buyers of about Dh2 
billion ($544.7 million) worth of properties developed by Mag 
Group.(9 Mar 2008, Reuters) 

2. Emirates Islamic Bank announced the signing of a 
Memorandum of Understanding (MOU) with ETA Star 
Properties. (06 January 2008, www.ameinfo.com)  

3. Tamweel plans to sell Sukuk and shares to the public as it 
expands overseas this year, its chief executive officer said. 
Tamweel will apply for licenses in two countries this year 
where it hopes to open in 2009, Adel al-Shirawi said. The 
mortgage financer won licenses to operate in Saudi Arabia 
and Egypt in 2007. (6 January 2008, Emirates Business-
Reuters)  

IV. NEW ISLAMIC BANKS AND FINANCIAL INSTITUTIONS  
1. Ajman Islamic Bank announced the opening of its public 

offer for 550 million of its ordinary shares. Priced at Dh1 
each, the stocks will have a minimum subscription of 2,000 
shares and is open to UAE and non-UAE investors. Upon 
completion, Ajman Bank's shares will be listed on the Dubai 
Financial Market during the second quarter of 2008.  (17 
February   2008, www.business24-7.ae)  

2. Energy Bank, the first Shari'a compliant bank focused on 
the investment in the financing and service needs of the 
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energy sector is now under formation after having obtained 
approval in principal of the Central Bank of Bahrain. It has a 
planned paid-up capital of US$750 million.  (22 February 
2008, www.energycurrent.com)  

3. European Finance House (EFH) has been awarded a UK 
banking license that will help it capitalize on growing 
demand for Islamic finance among the European Union's 
14m Muslims. EFH, of which QIB owns 66 per cent, is acting 
as corporate finance adviser to QIB on the project. (3 
February 2008, www.FT.com)  

4. Integrated Micro-Finance Bank (MFB), Limited, Nigeria, 
has officially launched a Shari'a compliant division of the 
bank and introduced a range of interest free products. (29 
February 2008, www.allafrica.com)  

5. National Bank of Abu Dhabi (NBAD) is set to expand two 
subsidiaries in the areas of Islamic finance and real estate, 
while new markets will be tapped for wholesale and retail 
banking business, said Chief Executive of the Bank. Two 
subsidiaries, Abu Dhabi National Islamic Finance (ADNIF) 
and Abu Dhabi National Property Company (ADNPC) with 
a paid up capital of Dh200 million each, will be launched 
shortly. (15 February 2008, www.khaleejtimes.com)  

6. National Bank of Kuwait plans to set up an Islamic lender 
in Switzerland aimed at Gulf investors, citing NBK's chief 
executive officer. (31 March 2008, the Financial Times- 
Reuters) 

7. Noor Islamic Bank (owned by Dubai's government) started 
with 3.16 billion dirham (US$861 million) of capital. (7 
January, 2008, Bloomberg) 

8. Noor Islamic Bank (“Noor”) and Emirates Post Holding 
Group have signed a Memorandum of Understanding (MoU) 
to establish a company that will offer banking services to the 
low income segment of the UAE population. (20-01-2008, 
www.albawaba.com)    

9. Qatar National Bank said it had agreed with Kuwaiti 
partners to set up an Islamic financial services firm to tap 
growing demand for Shariah-compliant financing in the Gulf. 
(9 March 2008, www.business24-7.ae)  

V. TAKAFUL   
1. Al Khaleej Insurance and Reinsurance Company (AKHI) 
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said it intends to establish a wholly-owned unit, Qatar 
Takaful Insurance Company, with a capital of QR25mn.(19 
March, 2008, www.gulf-times.com)  

2. British Islamic Insurance Holdings (BIIH) is outsourcing 
its IT to Capita in an £87m deal. The eight-year deal will see 
Capita working with BIIH, which provides insurance 
compatible with the Muslim faith. It reflects a European shift 
towards Shari'a-compliant financial services, which is seeing 
western banks offering services compliant with Islam's 
Sharia law.  (MARCH   4, 2008, www.services.silicon.com)   

3. Global Takaful (Islamic insurance) market is growing at 20 
per cent per annum with the total value estimated to reach 
$7.4 billion (Dh26.5bn) by 2015, industry experts said. They 
believe the total premiums written by Takaful insurers will 
contribute approximately nine per cent of the world’s 
insurance market share by 2010. The Middle East market is 
reported to be growing at 15 to 20 per cent a year. (9 March 
2008, www.business24-7.ae)  

4. Gulf Arab Investors offered 3.6 billion dirham ($980 million) 
towards the initial public offering of an Abu Dhabi-based 
Islamic insurer, 43 times more than the firm was seeking, 
the IPO adviser said. Mithaq Lil Takaful sold 82.5 million 
shares at 1 dirham each, equivalent to 55 percent of the 
company and valuing it at 150 million dirham. (14 February 
2008, Reuters) 

5. Lloyd's of London plans to offer Islamic insurance as part of 
an expansion in emerging economies where sales growth 
may outpace that of the U.S., Chairman said. (8 January 
2008, Bloomberg) 

6. Malaysian Takaful issuers are going to be rated by Fitch 
Ratings, as the growth of the Islamic insurance sector 
remains on an upward trend globally. Head of insurance for 
Fitch Ratings (Asia-Pacfic), said that Malaysia was in the 
forefront in the region with nine Takaful providers and a lot 
of startups were getting ready to be rated. (16 January 2008, 
Bernama) 

7. Qatar Islamic Insurance Company (QIIC) and National 
Leasing Company have reported 26% and 87% rise in their 
net profit to QR45.3 mn and QR54.8 mn respectively in 
2007. At its board meeting held, QIIC recommended 35% 
cash dividend for its shareholders and a distribution of cash 
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surplus of 18% for the insurance policyholders. (16 January 
2008, www.gulf-times.com)  

8. Qatar Islamic Insurance Company (QIIC) has announced 
plans to set up a dedicated medical insurance department. 
(31 March 2008, THE PENINSULA) 

9. Qatar Islamic Insurance Company (QIIC) is expanding its 
board to nine members from the present seven and said 
election for the next three-year term will begin in March. The 
insurer is also revising the criteria for becoming a board 
member, who should hold a minimum of 150,000 shares (or 
1% of the total shares issued) instead of the existing 
stipulation of 10,000 shares, a spokesman said in a 
communiqué to the Doha Securities Market. (15 February 
2008, www.gulf-times.com)  

10. Takaful International registered growth of 60 per cent in 
the gross Takaful contributions written by the company last 
year. The contributions have grown from BD 5.6 million in 
2006 to BD 9.2m ($24.4m) this year. The underwriting 
profits grew by 42pc over the previous year. Total assets 
were up to BD9m, while new overall profits reached BD326, 
000. (25 February 2008, www.gulf-daily-news.com)  

11. Takaful Market in Syria: Several Takaful (Islamic 
insurance) companies will join the Syria insurance market. 
The source in the authority supervising insurance in Syria 
told, the authority is providing help to those companies, 
which work according to the Islamic Sharia (law), to ensure 
their activities are launched as soon as possible. Some 
companies have exceeded the six-month period specified by 
the authority to start their activities after receiving the first 
license and have asked for an extension for the time allowed 
before they launch their work, he pointed out. The Syrian 
Cabinet’s presidency agreed on giving licenses to the Kuwaiti 
Al-Oqaila and Nour companies and the Syrian Islamic 
Company and approved initially Aman insurance company. 
The total capital of the four companies is about $120 million. 
Eleven traditional insurance companies have activities in 
Syria, including the Kuwaiti Syrian Insurance Company. (14 
March 2008, KUNA) 

VI. ISLAMIC FINANCE BY CONVENTIONAL BANKS 
1. Lloyds TSB's corporate markets division has provided a 
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Murabaha facility "in excess of 100 million pounds" to 
refinance the purchase of the Grosvenor House Apartments 
Ltd. by Park Lane Properties Ltd., which is co-owned by 
ADEEM Investment Company and The Investment Dar (TID). 
(22 January 2007, MENAFIN) 

2. Multilateral Investment Guarantee Agency (MIGA) said it 
has provided its first-ever guarantee for Shariah-compliant 
project financing. The $427m guarantee will support 
investments into a new container terminal in Djibouti. (06 
January 2008, www.ameinfo.com)  

VII. CONFERENCES 
1. 2008 London Sukuk Summit, will be held during 25-26 

June, at the Royal Horseguards in London, under the theme 
of: London Islamic Capital, Syndication & Securitization 
Markets. 

2. Fifth Islamic Financial Services Board Summit will be 
held during 13-14 May in Amman, Jordan under the 
patronage of Queen Rania. 

3. First International Conference for Islamic Sukuk will be 
hosted by Bahrain.  Representatives of a number of 
institutions and investors will speak at the two-day event to 
highlight the elements that have helped financial markets 
succeed. The event will also include speakers form the 
banking sector. (17 March 2008, BNA) 

4. International Islamic Finance Forum was held during 13-
17 April in Dubai.  Two of the EIB staff have participated.  
Dr. Mabid Al-Jarhi gave a presentation on the UAE Islamic 
Finance Sector.  Dr. Abdulazeem Abozaid has given a 
presentation on Islamic credit cards.  The infamous product 
of ill repute, Tawarruq has attracted a lot of discussion 
during both presentations. 

5. Second Annual Islamic Finance World, North America 
2008 will be held during May 19 − 22, under the theme of 
Islamic Finance comes to North America Identify retail 
banking opportunities in the North American market. 

6. Seventh International Conference on Islamic Economics 
has been held during April 1-3 in Jeddah.  The conference 
was organized by the International Association for Islamic 
Economics, IAIE, Kind Abdul Aziz University and the Islamic 
Development Bank.  It was held under the patronage of the 
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Guardian of the Two Holy Mosques.  One of the EIB staff, Dr. 
Mabid Al-Jarhi has participated with an inaugural speech.  
IAIE is planning to hold the eighth conference in Dubai in 
two years.   

7. Third Annual World Takaful Conference on Mutual 
Insurance was held during April 14-15.  With an estimated 
annual growth rate of 20 percent for the Takaful industry, 
the conference focused on exploring the international market 
for Shari’a-compliant insurance products. (14 March 2008, 
WAM)  

VIII. AWARDS 
1. CIMB Islamic has won the Best Islamic Bank in Asia and 

Best Sukuk House awards under Euromoney's 2008 Islamic 
Finance Awards. It was also named Best Islamic Retail Bank 
by the International Islamic Business & Finance magazine, 
CIMB group said in a statement. (22 February 2008, 
www.thestar.com.my)  

2. Clifford Chance has been named Best Islamic Law Firm in 
the 2007 by Islamic Finance News Awards. (13 January 
2008, ww.ameinfo.com)   

3. Dubai Islamic Bank was named Best Islamic bank in the 
UAE at the Islamic Finance News Awards 2007. The awards 
recognize leadership and overall excellence across the 
Islamic banking sector and are judged by members of the 
global Islamic finance industry. Dubai Islamic Bank has 
been honored for its numerous accomplishments during 
2007. (28 February 2008, www.ameinfo.com)  

4. Emirates Islamic Bank has won the Sh. Mohammed Bin 
Rashid Al Maktoum Business Award 2007 in the Finance 
category.  Winning such prestigious award that has been 
closely contested with leading local and global institutions is 
a gift that we proudly present to our shareholders as well as 
customers.  What makes it even more special is that the EIB 
is the only financial organization to have won it within three 
years of an organization’s existence. It is recognition of the 
success of the Bank’s vision, its well thought-out strategy 
and its impeccable execution. 

5. International Turnkey Systems (ITS), leading information 
communication technology firm was named the best Islamic 
technology solutions provider. (25 February 2008, www.gulf-
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daily-news.com)  
6. Islamic Finance News has awarded BTA’s USD 250 mn 

Syndicated Wakalah Facility in "Best Deal of the Year 2007: 
Kazakhstan" nomination. (10 January 2008 www.finchannel.com)  

7. Islamic Finance News magazine has disclosed the results of 
its annual best Islamic financial institutions poll for 2007, 
naming Türkiye Finans as the number-one participation 
bank among its rivals in Turkey. (11 January   2008, 
www.todayszaman.com)  

8. Kuwait Finance House (KFH) was voted the Best Overall 
Islamic Bank in the World for last year at the most 
comprehensive Islamic Finance News annual poll. (31 March 
2008, www.gulf-daily-news.com)  

9. Sharjah Islamic Bank has won the Best Financial 
Institution Award for the accuracy of its fund transfer 
services in the United Arab Emirates granted by Wachovia. 
(06 January 2008, www.ameinfo.com)  

10. Tamweel has won the award for “Islamic Finance Deal of the 
Year” at the prestigious Euromoney 2008 Islamic Finance 
Awards. Tamweel was recognized for its US$210 million 
asset-backed securitization issue, the world’s first Sharia-
compliant residential mortgage backed securitization (RMBS) 
transaction. (16 February 2008, www.albawaba.com)  

IX. SYNDICATION 
1. ABC Islamic Bank (the Initial Mandated Lead Arranger and 

Bookrunner) launched general syndication for Kuwaits 
Munshaat Real Estate Projects Company ('Munshaat'). ABC 
Islamic Bank had successfully closed the senior phase of 
the $100m, 3-year Syndicated Revolving Murabaha 
Financing Facility. Prior to general syndication BNP 
PaRebas, Emirates Bank International, and Saudi British 
Bank joined the facility as Mandated Lead Arrangers at the 
senior stage. (16 March  2008, www.ameinfo.com)   

2. Limitless has successfully closed a US$1.2 billion syndicated 
finance with 18 banks from the Middle East, Asia and 
Europe. The 2-year, Sharia-compliant UAE/USD dual 
tranche facility – led and fully underwritten by Emirates 
Bank, Emirates Islamic Bank, Arab National Bank and 
National Bank of Abu Dhabi – forms part of Limitless’ global 
funding strategy for current and future projects, and follows 
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international funding road shows, covering Dubai, 
Singapore, Kuala Lumpur and London. (16 March 2008, 
www.propertyworldme.com)   
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CH. II: SUKUK  IN THE NEWS 
I. SHARI'A SCHOLARS TOUGHEN SUKUK RULES, 
 (15 March 2008, Bloomberg) 
1. DUBAI: Religious scholars are imposing tougher rules on the 

sale of Sukuk to investors after stating that most of the 
securities may not fully conform to the teachings of the 
Muslim faith. Investors bought $30bn of Sukuk in the past 
year that avoid breaching Shariah law prohibitions on the 
payment or receipt of interest by using property or other 
assets to provide an income, according to data compiled by 
Bloomberg. 

2. New guidelines demand that investors become the legal owners 
of those assets rather than their nominal holders, the 
Bahrain-based Accounting & Auditing Organization for 
Islamic Financial Institutions said on its website. The rules 
from AAOIFI’s board of 18 religious advisers led by Chairman 
Sheikh Muhammad Taqi Usmani will make it harder for 
companies to issue Sukuk at a time when borrowing is 
already shrinking because of the global credit crisis. 

3. Sales of Sukuk dropped to $856mn so far this year from 
$4.7bn in the first quarter of 2007, Bloomberg data show. 
“This is a paradigm shift and will make life difficult for chief 
financial officers used to the existing structures,” Moody’s 
Investors Service analyst Khalid Howladar said in a phone 
interview from Dubai yesterday. 

4. Shariah restricts investors to transactions based on the 
exchange of assets rather than money alone, so interest 
payments are banned. Working with Islamic advisers, banks 
including Citigroup Inc and HSBC Holdings have built the 
market for Sukuk to $60bn from almost nothing in a decade, 
based on Bloomberg and Standard & Poor’s data. 

5. Finance seekers and their bankers until now created a fixed 
income for investors by promising to buy back the assets 
underlying Sukuk at their face value on maturity, 
irrespective of whether the assets made or lost money, 
Moody’s Howladar said. These types of agreements are 
banned under the tougher rules because Shariah demands 
buyers and sellers share profits or losses from their 
transactions. 
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6. “Blemishes” have crept in that the industry must now “rid” 
itself of, AAOIFI’s board of scholars said last month. As much 
as 85% of Sukuk sold to date may not comply with all the 
precepts of Shariah, the board said. The new rules force 
issuers of Sukuk to legally transfer the ownership of assets 
to Sukuk holders. The assets must be tangible rather than a 
cash flow. 

7. “What the scholars are trying to do is make Sukuk asset-
backed rather than just asset-based,” said Arul Kandasamy, 
the Dubai-based head of Islamic finance for Barclays Capital. 

8. Borrowers won’t have to restructure Sukuk already sold to 
comply with the new guidelines, AAOIFI financial consultant 
Majd Bakir said in a phone interview from Bahrain. 

9. Jebel Ali Free Zone FZE, Dubai’s state-run operator of a 
business park adjoining the Jebel Ali port, raised $2bn in the 
biggest sale of Sukuk from the Gulf in the past six months. 
Buyers of the Sukuk have no legal claim on the underlying 
assets and have an “implicit guarantee” the issuer would 
cover any payment shortfalls, S&P said in a report in 
January. Banks and borrowers rely on approval from 
recognized Shariah scholars to be able to sell their Sukuk to 
devout Muslims.  Sheikh Usmani advises the Islamic finance 
unit of HSBC, the No 2 underwriter of Sukuk last year, 
according to Bloomberg data. Usmani didn’t respond to two 
e-mails seeking comment on the rules. 

10. Fellow AAOIFI board member “Sheikh” Mohammed Elgari1 
advises Citigroup and Merrill Lynch & Co, and Sheikh Nizam 
Yaquby2 advises banks including BNP PaRebas SA, Lloyds 
TSB Group Plc and Standard Chartered, according to HSBC. 

11. AAOIFI accounting standards are binding in six Arab 
countries and the Dubai International Financial Centre, a 
base for banks including Goldman Sachs Group Inc and 
UBS AG. Regulators in countries including Malaysia, Saudi 
Arabia, Australia and South Africa base their rules for 
Sukuk on AAOIFI’s guidelines. 

12. While the rules will mean “slightly” higher costs on Sukuk 
until the new structures become commonplace in about a 
year, clarity on the guidelines is positive for the market, said 

                                                 
 
1 The Editor: Dr. Mohammed Elgari is an economist, with a PhD in economics. 
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Haris Irfan, a Deutsche Bank AG director responsible for 
Islamic finance in Dubai. 

13. It will “give comfort to some investors who had shown 
concern” about the scholars’ comments on Shariah 
compliance, said Irfan. “We’re already moving away from 
guaranteed returns to more risk-sharing structures” for 
planned sales, he said. 

14. Companies planning Sukuk sales include Bahrain Islamic 
Bank, which on Tuesday said it plans to raise as much as 
$664mn from the securities to finance expansion. The UK, 
Japan and Thailand are among governments that may sell 
Sukuk, helping the market grow to $200bn by 2010, Moody’s 
said in a report last month. 

15. “The likely impact of this is that either the Sukuk market 
becomes more based on Islamic securitizations or it 
bifurcates, with some sales becoming truly asset-backed and 
other issuers choosing to continue with existing structures,” 
Moody’s Howladar said. –  

II. SUKUK IS SOLUTION TO SUB-PRIME CRISIS 
(19 March 2008, MENAFIN - Bahrain Tribune)  
1. A conference on Sukuk was organized by the Accounting and 

Auditing Organization for Islamic Financial Institutions 
(AAOIFI), in Bahrain on 18 Mach, 2008.  The event attracted 
over 200 experts, regulators, policy makers and bankers to 
discuss recent developments in Sukuk. 

2. In the wake of on-going global credit crunch and failure of the 
US Fed to come up with an immediate solution to control the 
damage triggered by the sub-prime mortgage crisis, some 
Islamic banking experts in the conference expressed their 
belief that Sukuk are true solution to this persistent crisis. 

3. Sukuk, carrying unique structure features, cannot fall foul of a 
crisis such as sub-prime mortgage crisis. Sub-prime 
mortgages are backed by dubiously rated collateralized debt 
packages which subsequently precipitated a global credit 
crunch, a senior banker told a global meet on Sukuk which 
opened in Bahrain yesterday. 

4. Chairman and managing director of the Investment Daar, said: 
"A crisis such as the mortgage one would technically would 
be unthinkable in the Islamic capital markets sector because 
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it would be against Shariah principles to sell a debt against a 
debt. 

5. "It is true that credit crunch has delayed the pricing for some 
planned Sukuk issuances such as the one billion dollar 
Dana Gas Sukuk by few months and that there has been 
pressure on spreads and margins which have inevitably 
tightened and that some institutional investors especially 
from the West were wary of exposure to more risk but on the 
whole the impact of Sukuk market has been eminently 
manageable.  
Talking about the leading role in introducing Sukuk, Al 
Musallam said that Bahrain has had played a major role in 
the last seven years. 

6. Paper titled “International and Regional Expansion-the Next 
Wave for Islamic Sukuk,” he said: "For the last seven years 
the government of Bahrain has been the most proactive 
issuer of Sukuk in terms of number of issuances in the 
world, starting with the monthly local currency denominated 
Sukuk al Salam which has maturity of 90 days, followed by 
the regular monthly issuance of short-term local currency 
Sukuk al Ijarah (leasing Sukuk) with maturity of 182 days 
and off course long-term sovereign Sukuk Al-Ijarah." 
Deputy Governor CBB Khalifa Anwer Sadah, who opened the 
First International Conference for Islamic Sukuk said that 
CBB would introduce new regulations for the Sukuk market. 
"In the backdrop of phenomenal growth in Sukuk which had 
reached $140 billion last year from $4 billion in less than six 
years time, Bahrain will introduce new regulations for these 
financial instruments."  
He said that the new regulations would speed-up the process 
lunching the Sukuk. 

7. Bahrain, being a pioneer by introducing the Sukuk and also 
the first to launch the sovereign Sukuk, is keen to see a 
major flow of foreign funds for these types instruments in 
near future especially after the launch of the new set 
regulations. 

8. Al Sadah said that the move would further strengthen the 
Kingdom's position as a leading Islamic finance centre in the 
Middle East. 
The new regulations, he said, will enhance Bahrain's position 
as the pioneering centre for Sukuk in the world. The 
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regulatory regime is aimed speeding up the registration of 
new Sukuk and are also in line with the international 
standards for Islamic instruments. 

9. "These regulations will encourage more international players to 
enter Bahraini market," Al Sadah said, adding that CBB 
would continue to work closely with all organizations 
including AAOIFI to streamline the existing Sukuk market as 
part of a medium to long-term strategy. 
Organized by the Accounting and Auditing Organization for 
Islamic Financial Institutions (AAOIFI), the event has 
attracted over 200 experts, regulators, policy makers and 
bankers. The audience will have the opportunity to listen to 
the world class speakers on Islamic finance.  
 

10. The existing size of the market is projected to further 
increase to over $200 billion in the next year, especially as 
more corporate issuances - both rated and unrated - come to 
the market. 

11. In fact, the Sukuk is now becoming an internationally 
acceptable Islamic capital market's instrument akin to the 
Murabaha and the Ijarah contracts. Sovereigns such as the 
UK Treasury and the Japanese Ministry of Finance are now 
seriously exploring the potential use of the Sukuk as a debt 
management tool in the wholesale sterling and yen markets.  
Moody's Investors Service in its recent forecast put the total 
corporate bond issuance in the GCC by governments and 
companies at $23.7 billion in 2007, 62 per cent more than in 
2006. Nearly half of total issuance ($11.7 billion) was in the 
form of Shariah compliant Sukuk, including some large 
benchmark transactions. 

III. RISE OF THE SUKUK 
Joy Macknight 
www.bankingtech.com  

1. The Sukuk market is taking off, not only in the Middle East 
but across the globe. Are there specific technology challenges 
related to these and more complex Shari’a-compliant 
instruments? 

2. A niche product, issuance of the global Sukuk, an asset-
backed, Shari’a-compliant trust certificate or Sukuk, will top 
$100 billion by the end of the decade, up from some $70 
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billion at the end of 2006. 
3. According to estimates from Standard & Poor’s, the growth of 

the Sukuk is part of the overall explosion of the Islamic 
market, as Shari’a-compliant assets worldwide total close to 
$500 billion reflecting growth of more than 10% a year over 
the past decade. S&P predicts that Islamic finance will 
continue to expand, both geographically and in terms of 
products offered, and newly created Shari’a-compliant 
instruments are set to rival product offerings at conventional 
banks. 

4. In response to the growing market, last year Dow Jones and 
Citi launched the Dow Jones Citigroup Sukuk Index, the first 
Sukuk index. To be included, a Sukuk must comply with 
Shari’a law and the Accounting and Auditing Organization 
for Islamic Financial Institutions, the main standard setting 
organization based in Bahrain. 

5. Western banks, including HSBC, Deutsche Bank, Barclays 
Capital and Citi, are getting in on the action. BNP PaRebas 
has completed the second largest bond issue in Saudi Arabia 
for the Saad Trading Contracting and Financial Services 
Company. BNP PaRebas acted as sole managing underwriter 
for the $650 million, 5-year bond issue, in Sukuk format, 
which was also the first Sukuk issued in Saudi Arabia for a 
private business. 

6. And more are following their wake: “In Europe and America, 
there is a large myth about these millions of unbanked 
people who keep their money under the mattress – if only 
there was an Islamic bank in the neighborhood. So there 
have been one or two Islamic institutions formed and 
certainly regulation has changed in a few different Western 
countries,” says Nicholas Brewer, Temenos strategy 
manager. 

7. This includes the UK. London has joined the list of major 
financial hubs to handle Islamic transactions, becoming the 
sole non-Muslim competitor of natural Islamic markets in 
Dubai, Kuala Lumpur and Bahrain, according to S&P. The 
UK government demonstrated its commitment in the 2007 
budget by introducing new measures for Sukuk, enabling 
them to be issued, held and traded in the same way as 
corporate Sukuk. 

8. Mohammed Amin, tax partner at PricewaterhouseCoopers, 
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says that previously it was impractical for UK companies to 
issue Sukuk because they wouldn’t get tax relief on the 
payments that would be made to the investors. “The tax law 
is being changed so that in future, from the date of the 
Finance Bill becoming law, UK companies will be able to 
issue Sukuk with obvious, very concisely controlled 
definitions and they will be able to get tax relief on the 
payments they make to investors. Similarly it is quite clear 
how UK investors will be taxed if they buy and sell Sukuk.” 

9. The UK government itself is carrying out a study as to whether 
it should issue a Sukuk, which will have “a big effect in 
terms of making everyone sit up and take notice,” believes 
Amin. 

10. According to Celent’s 2007 report Socially Responsible 
Investments: Shariah-governed investing, Sukuk is the first 
foray into security instruments to broadly take hold in the 
marketplace. Because of the Islamic ban on Reba, or 
interest, Sukuk follow a structure similar to revenue Sukuk 
–they are structured in tandem with a physical asset. The 
underlying revenue streams from toll roads, airports, 
seaports, utilities, new buildings, power plants or oil facilities 
are used to pay a profit on the Sukuk. Currently most Sukuk 
are bought and held – there is not an active secondary 
market. 

11. Although it sounds relatively simple, the actual issuance of 
the bond is more difficult than conventional Sukuk due to 
the fact that Shari’a is an interpretive law that has variance 
among countries and people – and this has an impact on the 
technology. 

12. Jamil bin Hassan, principal consultant on Islamic banking 
practice, i-flex solutions, says: “Buying and trading Sukuk is 
not a problem. The problem is the issue and creation of 
Sukuk. No one had come up with good system to originate 
Sukuk because the market is still small and there has not 
been the volume to justify spending on technology.” Vittorio 
D’Orazio, principle research analyst at Gartner, explains that 
there is a problem with standardization: “It is a problem for 
the IT provider to configure [technology] around the current 
regulation in each country and around a specific request of 
the Islamic board, which is a separate entity from the bank 
board and supervises the delivery of Islamic banking project. 

 20



13. Shari’a-compliant products must be approved by a Shari’a 
scholar certified for issuing a fatwa (Islamic decree). There 
are fewer than 20 scholars with such skills worldwide, 
increasing approval times and leading ultimately to a 
“manpower crunch”, he says. 

14. In Gartner’s Market Trends: Islamic banking worldwide 
2006, D’Orazio examines 15 IT service providers and 27 core 
banking systems providers of Islamic banking applications. 
The research found that the back office is the most affected 
area, with 80% of it being actively involved in changes by the 
Islamic banking implementation. This is largely a result of 
the need to replace not only the software but also the way 
the products are managed across the back office systems. 
Middle office is also heavily affected (63%), especially 
regarding the reporting issues that must be related to the 
Shari’a calendar and practices. 

15. “Technology providers see that the banking world has long 
been convinced that it should go for a packaged approach 
where it can – buy a commodity when it can and bespoke if 
you need to,” says Brewer. “Where there is not this 
commonality or commoditization of the instruments and 
processes, then it becomes harder to adopt a truly packaged 
approach because you can’t say that everyone does this 80% 
this way and I will make my package fit and add the extra 
20% if, in fact, the 80% commonality isn’t there. It is quite 
hard to adopt a packaged approach.” 

16. He says that Temenos has packaged as much as it can and 
the rest it has constructed a modern technology framework 
around it which means that “you can carry out more 
customization both during implementation and afterwards 
then perhaps you would normally want to do with a package 
for other types of banking.” 

17. Peter Sherriff, technical architect at Charles River 
Development, Asia Pacific, agrees that the different 
interpretations create a problem, but that the solution lies in 
being flexible. “From the systems perspective, we already 
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equip the system with a lot of the guidelines around Shari’a 
compliance, and around other ethical type investment 
strategies, which gives people a head start in terms of being 
able to very quickly deliver Shari’a compliant products. 
Those products can differ between the different Islamic 
scholars, so you need to be able to slightly modify and tweak 
those rather than go back to the first principles or do it 
completely from scratch. So the key is to have a framework 
which is flexible, automatable and which can handle the 
complexity of the requirements.” 

18. Gartner’s D’Orazio found difficulty in drawing a definitive 
map of the technology providers providing Islamic banking 
products worldwide for a number of reasons: they are 
embedded into a generic core banking system 
deal/replacement; they are developed internally and not 
publicized with a public offer; and they happened mainly in 
emerging countries where information is not that easily 
tracked. Also they do not use system integrators. “If you are 
Temenos, Misys or any other and you want to implement the 
Islamic banking solution for your customer, you typically do 
not go to Accenture to do the implementation because the 
main work to do is on the parameters – so they hire some 
local provider and experts.” 

19. Samir Safa, business development manager, Misys, argues 
that these limitations force Islamic banks to be more 
innovative. Misys has signed an agreement with Bahrain’s 
Albaraka Banking Group to implement Misys Equation 
(Islamic) so the bank could improve the retail and Islamic 
services it provides its customers, plus enable it to expand 
into new territories. 

20. Such as moving into derivatives, perhaps? In this area there 
is a debate that has yet to be resolved. Celent believes that a 
nascent Shari’a-compliant derivatives market is developing. 
In the hedge fund industry short selling is a common 
strategy that cannot be used under Shari’a because you 
cannot sell something you don’t own. Derivatives are difficult 
to structure because Shari’a committees generally state that 
money should be lent only on physical assets and bar 
speculation – a central characteristic of derivatives. 

21. Yet last September the International Swaps and Derivatives 
Association and the International Islamic Financial Market 
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signed a memorandum of understanding as a basis for 
developing a master agreement for documenting privately 
negotiated Shari’a-compliant derivatives transactions. But 
that doesn’t mean that it is clear sailing ahead. 

22. PwC’s Amin says: “There is a lot of debate about derivatives. I 
have seen lawyers who are experts in terms of standards 
stand up in conferences saying there is no such thing as 
Islamic derivatives, while others are setting up funds to 
transact derivatives. It is a grey area. The challenge is that to 
the extent that people have these structures, they regard 
these structures as proprietary and therefore they don’t 
publish or write about them, so it is very hard for other 
people to unpick them and evaluate whether they really are 
Shari’a-compliant or not.” 

23. The notion of Islamic derivative may currently be a grey area, 
but the same was said of Sukuk until relatively, and in the 
form of the Sukuk, they have plainly arrived. It seems only 
reasonable to assume that some form of Shari’a-compliant 
derivative product will soon emerge, and bring with it a 
whole new set of challenges. 

IV. SUKUK AND MARKET-RISK MITIGATION  
(October 16, 2007, www.gulf-times.com)   
By Santhosh V Perumal 
DOHA  

1. Sukuk, which grew to $50bn by mid-2007 from less than $8bn 
in 2003, could “significantly” reduce the market risk of an 
investment portfolio, according to a study. The IMF working 
paper, ‘Sukuk Vs Eurobonds: Is there a difference in VaR’, 
also found that London may help the West to narrow the gap 
between Islamic finance and more conventional sources of 
capital. “If an investor is ready to allocate certain amount of 
funds in the Sukuk of a certain issuer, diversification by 
including Sukuk in the investment portfolio could 
significantly reduce the portfolio’s VaR (value at risk) 
compared with the strategy of investing only in the 
conventional Sukuk of that issuer,” said the paper, prepared 
by Selim Cakir and Faezeh Raei.  

2. VaR is an expression of the portfolio’s market risk, 
representing the maximum amount which may be lost 
during a holding period. The study was limited to the global 
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issues of Sukuk and conventional Sukuk of the governments 
of Qatar, Bahrain, Malaysia and Pakistan and was aimed at 
contributing to the debate on the issuance of Sukuk as 
alternative investment/financing instruments. It said a part 
of the reduction in VaR in its study was due to benefits 
gained from diversification through adding another 
instrument to the portfolio with a different duration.  
“Nevertheless, the reduced VaR is not just due to the 
inclusion of an extra instrument in the portfolio but rather is 
a result of the very different behavior of Sukuk prices in the 
secondary market compared with conventional bonds,” it 
added. 

3. The study considered Qatar’s Global Sukuk of $700mn issued 
in 2007 with a maturity of seven years and coupon of 40 
basis points over the six-month Libor (London Inter-Bank 
Offered Rate); Qatar 1999 (Bond 1) of $1bn with a maturity 
of 10 years and coupon of 9.5% (fixed) and Qatar 2001 (Bond 
2) of $1.4bn with a maturity of 30 years and a coupon of 
9.75% (fixed). However, the study had some limitations as 
most of the time, possibly because of the segmented market 
structure, Sukuk offered lower returns compared with 
conventional bonds and that they were also relatively illiquid 
as evidenced by the lack of a secondary market. 
“Such illiquidity imposes more risks on the portfolio at times 
of volatility,” it cautioned. 

4. Sukuk provided sovereign governments and corporations with 
access to huge and growing Islamic liquidity pool, in addition 
to conventional investor base, it said. 
Malaysia and the Gulf region were the main hubs for Sukuk 
issuance; but, it was not limited to Islamic countries as there 
were a growing number of issuers from the US, Europe and 
Asia,” the study said. 

5. The convergence between Islamic and conventional finance, 
especially in the case of Sukuk, was gaining momentum, it 
said, highlighting that a bond represented the issuer’s pure 
debt, while Sukuk signified the ownership stake in an 
underlying asset. Though the Sukuk market was developing 
rapidly, it remained primarily a market where holders tend to 
keep Sukuk to maturity with limited secondary market 
trading, the study observed. “The secondary market liquidity 
is expected to develop only gradually, as issuance picks up 
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and investors become more familiar with the instruments,” it 
said. Finding that Sukuk offerings has started appearing on 
specialized exchanges such as the Dubai International 
Finance Exchange, the Labuan Exchange in Malaysia and 
the Third Market in Vienna, it said “in the West, London may 
emerge as the leading bridge between Islamic finance and 
more conventional sources of capital.” 
In support of London’s potential, the study noted the recent 
initiative to change tax laws, which gave Sukuk equivalent 
tax treatment with conventional bonds. 
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CH. III: PRODUCTS OF ILL REPUTE IN 
THE NEWS 

I. FIRST TAWARRUQ PRODUCT IN THE UAE 
The following is a curious news item published on the web and 
cached by Google in January 2003, that documents the first 
appearance of a product of ill repute in the UAE. 
Abu Dhabi Islamic Bank (ADIB) launched an innovative new 
Shari'a-compliant financing product earlier this year, called Al 
Khair, based on the Islamic concept known as ‘Al Tawarruq’, 
which is approved by Fatwa and the Shari’a Supervisory Board.  
Al Khair is essentially a consolidation loan and was launched 
under the banner, “For peace of mind.” At the launch ADIB’s 
CEO, AbdulRahman Abdul Malik noted that the product is 
launched in line with the bank’s aim of providing its customers 
with Shari’a-compliant banking products and services as well as 
the bank’s social commitment.”  
The product aimed to allow customers liquidity to enable them to 
settle their financial liabilities and conventional loans. The 
pertinent features of the new loan product are as follows:  
- The ability to settle all financial liabilities and conventional 
loans to start a new transparency and steady financial 
relationship.  
- A fixed profit rate of 4.6 per cent (based on the Murabaha 
transaction, which Al Khair financing is based on.  
- Longer repayment tenor of 72 months, which enables reduction 
of monthly installments proportion of customer monthly salary.  
- No administration fees, penalty charges or late payment fees  
- Reward on early settlement of outstanding amounts  
- Eligibility to benefit from ADIB’s range of added-value products 
and services. 
http://www.google.com/search?q=cache:M3HmOZYbpq0J:www.getyourmoneyworking.com/
2004/JAN/03/Learn_About/Islamic_Finance/D040103967.html+%22AbdulRahman+Abdul+
Malik%22+khair&hl=en&ct=clnk&cd=1&gl=ae  
 

II. COMMODITY MURABAHA UNDER FIRE 
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Wed Feb 6, 2008 9:03am EST 
By Mohammed Abbas 
MANAMA (Reuters) –  
1. The Islamic finance industry is seeking alternatives to a key 

contract -- commodity Murabaha -- as scholars and bankers 
grow more vocal in their concerns the deal that once powered 
the industry is increasingly unsuitable. 

2. Commodity Murabaha involves a bank buying a commodity for 
a client, and the client paying the bank back the cost of the 
commodity plus a bank charge or "profit rate" at a later date. 

3. Islam bans interest, and stipulates that deals must be based 
on tangible assets -- money cannot be made from money 
alone. 

4. However, in a form of commodity Murabaha known as 
Tawarruq, the contract can also be used to secure cash when 
the client sells the commodity on again, effectively buying 
money from the bank for the cost of the profit rate. 

5. "Tawarruq ... is one of the most critical internal and ideological 
challenges the Islamic banking industry is facing," top 
Islamic scholar Hussain Hassan said in a private report seen 
by Reuters. 

6. "Tawarruq...contradicts the fundamental purpose of Islamic 
banks," he continued. Hassan sits on the Islamic law, or 
Shari'a, boards of several Islamic financial institutions, 
including Dubai Islamic Bank and Deutsche Bank. 

7. "The fear is that sometimes the commodity doesn't exist and 
the broker could be cheating," Osaid Kailani, head of Abu 
Dhabi Islamic Bank's Shari'a division said, referring to 
Islam's ban on interest requirement that deals are based on 
tangible assets. 

8. "The broker may also sell the same commodity to more than 
one bank at the same time. This has been discovered in 
some cases, but there are brokers committed to Shari'a law," 
he added. 

9. Others say the deal is a near instant paper transaction with 
little relation to the underlying commodity, which they say 
breaks the rule that profit must be gained from physical 
assets. 

10. "The Islamic banking industry is evolving ... in terms of 
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commodity Murabaha the question arises whether 
commodities of the required magnitude actually exist," Ikbal 
Daredia, head of capital markets and institutional banking at 
Bahrain's Unicorn Investment Bank said. 

11. ALTERNATIVES 
12. Aside from compliance with Islamic law, many bankers say 

the booming industry can longer rely so heavily on one type 
of contract, which no longer suits the sector's needs. 

13. "A commodity Murabaha cannot be done overnight. A lot of 
liquidity requirements are overnight, or short term. I think 
the Islamic banking industry is in high need of an 
alternative," Geert Bossuyt, head of Shari'a structuring at 
Deutsche Bank said. 

14. Deutsche aim to launch an alternative within weeks, he said. 
15. Other bankers and Shari'a  scholars said it would be difficult 

to replace the commodity Murabaha contract and that better 
supervision of brokers could make the contract more 
acceptable. 

16. "You can say maybe some institutions are not fulfilling the 
conditions of sale. Let us fix this problem, but let us not say 
that this is not permissible without any evidence," said 
Sheikh Nizam Yaquby3, one of the world's top Islamic 
scholars, who backs the contract's compliance with Islamic 
law. 

17. Yaquby sits on the Shari'a boards of several banks, including 
HSBC and BNP PaRebas. He also advises Dow Jones. 

18. "You can say that some people think its not a very intelligent 
way of investing liquidity, but it is a tool," Yaquby told the 
summit in Manama, home to the Islamic world's most widely 
accepted standards body. 

19. Both Hassan and Yaquby sit on its board. 
20. "If you say that something is not permitted...there must be 

evidence. We do not have any such evidence available," he 
added. 

                                                 
 
3 See our footnote 2 above..   
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CH. IV: THE UAE ISLAMIC FINANCE 
INDUSTRY 2001-2007 

The UAE economy, with its liberalized atmosphere, modern social 
infrastructure, and level playing field has provided the enabling 
environment for a highly sophisticated Islamic finance sector, 
which continues to play an important role in insuring sustainable 
economic development and improving socioeconomic welfare.  
Since the turn of the current century, the UAE Islamic finance 
thrived, while continuing to provide innovative Islamic financial 
services at a high level of excellence.  In this chapter, we take the 
opportunity to review the progress accomplished during the last 
seven years and particularly 20074. 

I. GROWTH INDICATORS: 
The UAE Islamic finance sector has recorded high rates of growth 
during 2001-2007 in assets, deposits, profits, and equity. 

A. ASSET GROWTH 
Figure (1) depicts asset growth for Islamic and conventional 
finance. Both Islamic and conventional finance have seen high 
asset growth during the period.  In addition, asset growth for 
Islamic finance has been much higher than that of conventional 
finance, except for 2007.  
This is a testimony to the ability of Islamic finance to create 
assets.  Such process is tied in Islamic finance with the 
production and exchange of real goods and services which would 
have real benefits for the whole economy. However, the increase 
in the rate of growth of conventional finance assets calls for 
further scrutiny. Using the data of the top 15 UAE conventional 
banks by assets, we find that their purchase of Central Bank 
CD’s has increased from AED20.373 billion in 2006 to 
AED107.221 in 2007 or more than five folds.     

                                                 
 

 29

4 The Islamic finance industry in the UAE includes the five Islamic banks: Abu Dhabi Islamic Bank,, Dubai 
Islamic Bank, Emirates Islamic Bank and Sharjah Islamic Bank, in addition to the two Islamic Finance 
Companies: Tamweel and Amlak.  Figures do not include three banks: dubai Bank that transformed itself into 
Islamic bank in the beginning of the year as well as Hilal Islamic Bank and Noor Islamic Bank. Figures used 
throughout have been obtained from Islamic banks financial statements, the consolidated balance sheets of banks 
and other financial indicators published in the UAE Central Bank Annual Reports.  Data on income and 
expenditures until 2006 have been obtained from the publications of the Emirates Banks Association. Values for 
income and expenditures for 2007 are preliminary estimates.  



ASSET GROWTH

FIGURE 1: GROWTH IN THE UAE ISLAMIC AND CONVENTIONAL 
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Noting that those banks held 76.5 percent of total conventional 
banking assets, we estimate that conventional holdings of CD’s 
have increased by close to AED114 billion in 2007.  When such 
exceptionally high increase is excluded from conventional finance 
assets, the rate of growth is reduced to 29 percent, which is far 
lower that the rate of growth of Islamic finance assets.   
Why such increase in CD holdings of conventional banks?  The 
UAE central bank has given an incentive to such banks to 
purchase CD’s by allowing them to borrow dollars against them.  
Since the current dirham/dollar exchange rate appears in the 
eyes of many observers to be unsustainable and the expectations 
of revaluation are rampant, conventional banks borrow dollars 
against dirham denominated CD’s to hedge against revaluation.  
The central bank uses this policy to emphasize to the market that 
it is not going to revalue the dirham. 

B. DEPOSIT GROWTH 
Figure (2) shows that deposits placed with Islamic finance have 
grown faster than those placed with conventional finance during 
the last three consecutive years and most of the years between 
2001 and 2007.  This is an indication of strong demand for 
Islamic finance services on the side of the sources of funds.  Such 
loyalty on the liability side presents an important challenge to 
Islamic finance that requires commensurate efforts on the asset 
side to create assets through providing more and better finance 
services.  

ISLAMIC CONVENT'L - Δ CD 



FIGURE 2: DEP OSIT GROWTH FOR ISLAMIC AND CONVENTIONAL 
FINANCE IN THE UAE 
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PROFIT GROWTH

FIGURE 3: PROFIT GROWTH FOR THE UAE ISLAMIC AND 
CONVENTIONAL FINANCE 
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C. PROFIT GROWTH 
Figure (3) compares the growth in the profits for Islamic and 
conventional finance.  Profits of Islamic finance have been 
calculated net of depositors profit share.  It is clear that profit 
growth for Islamic finance has been consistently higher than that 
of conventional finance.  In addition, profit growth of Islamic 
finance appears to be more resilient.  Following the record 
performance of 2005, profits of conventional finance dropped by 3 
percent in 2006.  Meanwhile, profits of Islamic finance continued 
to grow and registered a record level of 91 percent in 2006 and 39 
percent in 2007.   

D. EQUITY GROWTH 
Figure (4) depicts equity growth for Islamic and conventional 
finance.   Equity in the Islamic finance sector has continued to 
grow faster that equity in the conventional finance sector until 
2007.   
 
 
 
 
 

FIGURE 4: GROWTH IN THE EQUITY OF ISLAMIC AND 
CONVENTIONAL BANKS IN THE UAE 
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II. PROFITABILITY 
Profitability is measured through two ratios, namely the 
profit/asset ratio, or rate of return on assets (ROA), and the profit 
equity ratio or the rate of return on equity (ROE).  It is worth 
noting that we are comparing the profitability of Islamic financial 
institutions, which are mostly new, and of small size with the 
profitability of conventional financial institutions, which are of 
much larger size and longer experience with established record of 
accomplishment. 

III. THE RATE OF RETURN ON ASSETS, ROA 
Figure 5 compares the profit/asset ratios of Islamic and 
conventional finance.  We notice that Islamic finance profit/asset 
ratios have been below, except for the last two years, when the 
profit ratios of Islamic finance exceeded those of conventional 
finance.  The fact that Islamic finance profit/asset ratios are 
catching up with those of conventional finance reflects increasing 
profitability with longer experience.  In 2006, when Islamic 
finance profits almost doubled, while conventional finance 
projects plummeted.   This is when the profit rates of Islamic 
finance exceeded that of conventional finance.  As long as a 
significant number of new Islamic banks are expected to enter the 
UAE Islamic finance market, the profit/asset ratio of Islamic 
finance as a whole may return behind the corresponding ratio for 
conventional finance until new banks become established and 
gain more experience.  

IV. THE RATE OF RETURN ON EQUITY, ROE 
The profit/equity ratios for Islamic finance have been below those 
of conventional finance through the whole period.  The 
explanation should be the same as in the former case.  Islamic 
finance in the UAE is relatively new and it should take some time 
to reach the same level of profitability.  Yet, the profit/equity ratio 
for Islamic finance has approached the ratio for conventional 
finance in 2006 and 2007 because of high profit growth of Islamic 
finance on the one hand and decline in profits for conventional 
finance on the other.  In 2007, the rate of return on equity for 
Islamic finance has come slightly below the corresponding rate for 
conventional finance.  
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FIGURE 6: THE PROFIT/ASSET RATIOS OF ISLAMIC AND 
CONVENTIONAL BANKS IN THE UAE 
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FIGURE 5: THE PROFIT/EQUITY RATIOS OF ISLAMIC AND 
CONVENTIONAL BANKS 
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EXPENDITURES / ASSET RATIO
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FIGURE 7: THE EXPENDITURES/ASSET RATIOS OF ISLAMIC AND 
CONVENTIONAL BANKS IN THE UAE 

 
 
 
 
 

 

FIGURE 8: EXPENDITURES/INCOME RATIOS FOR ISLAMIC 
AND CONVENTIONAL BANKS IN THE UAE 
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V. ISLAMIC FINANCE EFFICIENCY 
Efficiency is measured here using the expenditures/asset ratio 
and the expenditures/income ratio.   

A. EXPENDITURES/ASSET RATIOS 
Figure (7) shows the expenditures/asset ratios of Islamic and 
conventional finance.  Starting with the year of 2000, the 
expenditures/asset ratios of Islamic finance, taken as a group 
were much lower than the corresponding ratios of conventional 
finance.  However, conventional finance has closed the gap with 
Islamic finance since then.   
This can be explained by the entrance of new Islamic banks and 
finance companies, which embarked upon spending large sums 
on their new retail networks and corporate-finance structure.  
Obviously, this would increase spending in addition to other 
founding costs. However, the expenditures/asset ratios of Islamic 
and conventional finance have remained very close during 2005-
2007.  The gap in 2007 becomes much narrower, once the 
exceptional increase in CD holdings by conventional finance is 
excluded.  We expect such gap to widen again with the 
forthcoming entrance of new Islamic banks during 2008.  Then, it 
would take few more years for Islamic finance to catch up and 
perhaps surpass the performance of conventional finance. 

B. EXPENDITURES/INCOME RATIOS 
Figure (8) shows the expenditure/income ratios for UAE Islamic 
and conventional finance.  The picture is expectedly similar to the 
case of the expenditures/asset ratio.  It started with Islamic 
finance taking the lead with lower expenditures/asset ratio, and 
then falling behind with higher ratios.  However, like the previous 
case, Islamic finance is catching up quickly the gap has narrowed 
down during the last three years. 

VI. THE MARKET SHARE OF ISLAMIC FINANCE  
Figures (9) and (10) show the market share of the Islamic finance 
in the UAE measured in assets, deposits, equity, and profit.  The 
figures show that the market share of Islamic finance is rising 
over time with a high degree of robustness and consistency.   

 36



FIGURE 9: ASSET AND DEPOSIT SHARES OF THE UAE ISLAMIC 
FINANCE INDUSTRY 
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FIGURE 10: EQUITY AND PROFIT SHARES OF THE UAE 
ISLAMIC FINANCE INDUSTRY 
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There is only one exception with assets in 2007, when the asset 
share of Islamic finance witnessed a slight decline.  When the 
exceptionally high increase in CD holdings by conventional banks 
is excluded, the asset share of Islamic finance becomes higher 
than previous year. 
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CH. V: TRANSFORMATION OF EIB: 
The story of the transformation of the Middle East Bank to the 
Emirates Islamic Bank bears resemblance to the miracle of 
bringing the dead back to life.  The precursor, the Middle East 
Bank was a lackluster enterprise with a very limited role and 
scope of operations.  Once transformed to Islamic finance under 
the name of the Emirates Islamic Bank, it showed admirable 
performance.  Switching to Islamic finance enabled the bank to 
bring substantial improvements in all fronts. 
Its is obvious that transformation has recast the Middle East 
Bank to a more dynamic bank with a much greater profit 
potential.  It would have been acceptable if the performance of the 
Emirates Islamic Bank during its first year of transformation were 
not so shiny.  However to reach such improvements in such a 
short time is admittedly commendable.  Such success can be 
attributed to two factors.  First, the fact that the EIB joined the 
UAE Islamic finance industry, which has proven to enjoy wider 
acceptability in the region as well as superior profit potential, was 

a major factor.  Second, the management team conducting the 
process of transformation did a well-designed and highly 
coordinated job.   

TABLE 1: THE EMIRATES ISLAMIC BANK BEFORE 
AND AFTER CONVERSION, MAIN INDICATORS, 

2004- 2006 

ASSETS 2,346 4,799 10,474 16,954

DEPOSITS 1,236 3,603 9,102 14,807

EQUITY 816 860 966 1,333

INCOME 62 189 554 961

EXPENDITURES 42 102 198 319

PROFITS 20 51 117 239

ASSETS/EQUITY 2.9 5.6 10.8 12.7

DEPOSITS/EQUITY 1.5 4.2 9.4 11.1
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FIGURE 11: THE EMIRATES ISLAMIC BANK: ASSETS, 
DEPOSITS, EQUITY AND PROFITS 
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FIGURE 12:AVERAGE GROWTH PER ANNUM OF EMIRATES ISLAMIC 
BANK COMPARED TO ALL ISLAMIC BANKS 
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Table (1) lists the main indicators of the Emirates Islamic Bank 
for the years 2004-2007.  This gives a picture of how the bank 
has been able to restructure its operations into the Islamic modes 
and to what extent it was able to bring concrete benefits to its 
customers and shareholders alike. 
It is obvious from the above table and from Figures (11) and (12) 
that the EIB has become a successful Islamic bank after being 
transformed 2004.  Its assets have multiplied more than seven 
folds during 2004-2007.  Its deposits and profits increased to 
about twelve folds.   
Equity has increased only by about 63 percent during the period. 
This is another indication of the EIB success.  When compared 
with all Islamic  banks combined, we find that its average growth 
has been higher than all of them combined. 
The above growth figures place the EIB in a class by itself.  No 
Islamic bank in the UAE has been able to match the rates of 
growth of the EIB in assets, deposits and profits.  It is therefore 
the fastest growing Islamic bank in the country.  Meanwhile, such 
growth has not been based on products of ill repute.  The EIB has 
taken, and rightfully so, a dim view of such practice. 
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CH. VI: SUKUK  
Sukuk are asset-based financial instruments, where both the 
underlying assets and financing contracts are Shari'a-compliant.  
Sukuk can be used simultaneously in mobilization of funds and 
financing at the same time.  When a business desires to finance 
heavy equipment or means of transport, the required funds may 
be huge and the cost of syndication may be significant.  Through 
Sukuk issues, financial resources can be mobilized to acquire the 
required assets and then sell or lease them to the business 
concern. 

I. SUKUK  ISSUED, 2002-2007   
Interest in issuing Sukuk became noticeable in 2002 when both 
Indonesia and Malaysia issued a total of just under $1.00 billion 
worth of Sukuk.  With the passage of time, more issuers came in 
the market.  Malaysia dominated the Sukuk market until 2006, 
when the UAE surpassed the Malaysian issues in value.  In 
addition, we can generally find more care provided to insure 
Shari'a compliance in Sukuk issued in the UAE.  However, 
several sources in Malaysia have reported that the debt- and 
'Eina-based Sukuk are being phased out which is a welcome 

change. Nonetheless, we strongly advise that the underlying 
structure of Sukuk must be carefully checked in order to verify its 
Shari'a compliance. 

SUKUK ISSUES
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FIGURE 13: SUKUK  ISSUED WORLDWIDE, 2002-2007 

Figure (12) depicts Sukuk issued worldwide.  Growth has been 
enormous.  In 2006, the value of Sukuk issued was more than 
three times their level in 2005.  Such growth is a testimony to the 
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efficacy of using Sukuk as both a resource mobilization and a 
financing scheme.  In 2007, the value of Sukuk issued has grown 
by about 89 percent.  Expectations are that such strong growth 
would continue for the next five years.   
 

FIGURE 14: SUKUK  ISSUED BY MAIN PLAYER, 2004-2007 
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Figure (13) shows that the main players of Sukuk have been 
Malaysia, the UAE, and Saudi Arabia.  The three countries 
combined issue about one quarter of total Sukuk.  It is 
interesting to note the dominance of the UAE in the Sukuk 
market that started during 2006.  The UAE has become an ideal 
place to mobilize funds through Sukuk as well as to find 
customers who would find it convenient to finance their asset 
requirements through Sukuk.  In addition, both Dubai Financial 
Market and Dubai International Exchange have taken the 
initiative in listing Sukuk for trade in a secondary market.  This 
certainly provides UAE Sukuk with an added attraction.  
Figure (14) shows the distribution of Sukuk issues among the 
main players.  The UAE gets the lion’s market share with 34 
percent, trailed by Malaysia whose market share is not far behind 
at 31 percent.  Malaysia is followed by Saudi Arabia whose share 
reached 11 percent.  Qatar, Kuwait and Bahrain have 5, 4 and 3 
percent of the market respectively.  Minor players include Brunei, 
Cayman Island, china, Germany, Indonesia, Japan, Oman, 
Pakistan, Sudan, Thailand, the UK, the USA, and Switzerland.  
While the market shares of the latter countries are insignificant, 
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they represent potential competition that may prove potent in the 

future. 

FIGURE 15: SUKUK DISTRIBUTION AMONG THE MAIN PLAYERS, 
2007 
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II. SUKUK ISSUES AND ANNOUNCEMENTS, FIRST 
QUARTER, 2008 

The outlook for Sukuk in 2008 should be even brighter than in 
2007.  During the first quarter of the current year, Sukuk 
announcements totaled $19,449 million.  Sukuk issues totaled 
$6,591 million.  This means that both Sukuk issues and 
announcements exceeded $26 billion in the first quarter of the 
year.  Such figure does not include several announcements with 
no disclosed values yet.  This is a good indicative of high growth 
of Sukuk  issues during the current year. 
The UAE comes on the top with about $9.4 billion, followed by 
Bahrain with about $4 billion, then Malaysia with about $3.7 
billion.  While the order of countries is likely to change during the 
year, it appears that Malaysia requires extra efforts to come back 
on the top of the list, while the UAE seems to have comfortably 
settled in the first place. 
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TABLE 2: SUKUK  ISSUES AND ANNOUNCEMENTS 
DURING THE FIRST QUARTER, 2008 

ANNOUNCED ISSUED TOTAL
UAE 8,342 1,075 9,417
BAHRAIN 1,060 3,022 4,082
MALAYSIA 1,698 2,042 3,740
KUWAIT 2,800 2,800
ROW 2,117 2,117
QATAR 1,525 138 1,662
PAKISTAN 943 249 1,191
SAUDI ARABIA 964 67 1,031
TOTAL 19,449 6,591 26,041
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CRITICAL CHALLENGES IN 2008 
I. NEW ENTRANTS 
1. Currently, there are four Islamic banks in the UAE, whose 

assets totaled around AED156 billion by the end of 2007. 
2. Three of the four Islamic banks are committed not to use 

Shari'a non-compliant products.  Only Abu Dhabi Islamic 
bank uses Tawarruq without reservations. 

3. Dubai Bank (known in Arabic as “Masraf Dubai” has started 
operations in January 2008 as an Islamic Bank 

20.1. Its Shari'a Board is composed of: 
20.2.  Sheikh Muhammad Taqi Usmani  
20.3.  Sheikh Dr. Mohamed Ali Elgari5  
20.4.  Sheikh Nizam Yaquby6  
20.5.  Dr. Mohammed Daud Bakar 
3.1. Two of the members are also members of Abu Dhabi 

Islamic Bank, the only UAE Islamic bank that practices 
Tawarruq without reservations.  A third member is known to 
be pro Tawarruq.  

4. Noor Islamic Bank will start operations during the current 
year.  

4.1.1. Its Shari'a Board is composed of: 
4.1.2. Sheikh Dr. Mohamed Ali Elgari – Chairman7 
4.1.3. Dr. Abdul Sattar Abu Ghuddah – Member 
4.1.4. Dr. Mohammed Daud Bakar – Member 
4.1.5. Again two of the members are pro Tawarruq. 

5. Al Hilal Islamic Bank is also poised to start operations 
during the year.  It has not yet announced its Shari'a Board 
members. 

6. Ajman Islamic bank plans to start during the year too. 

II. CONSEQUENCES OF NEW ENTRIES 
A. HIGHER COMPETITION 
7. Competition would eventually prove a positive element in the 
                                                 
 
5  See our footnote number 1 above. 
6 See our footnote number 2 above. 
7 See our footnote number 1 above. 
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Islamic finance industry.   
8. The standard of performance of Islamic banks would 

continue to excel in growth and would immensely improve in 
terms of profitability and efficiency. 

B. HUMAN RESOURCE SHORTAGE 
1. Islamic banks would face serious consequences regarding 

human resources as well as product quality. 
2. Islamic banks do not have a joint plan for human resource 

development.  Consequently, they would compete for the 
current staff members as well as staff in conventional banks.   

3. Initially, banks located in the northern emirates may enjoy and 
edge because their location provides more attractive living 
conditions (lower transport and housing costs).  However, 
such edge would gradually disappear with opening branches 
in other emirates, as would be expected.   

4. Salaries in Islamic banks would rise.  This would be 
accompanied with higher costs.  It may also encourage 
Islamic banks to start implementing serious plans for human 
resources, which would ultimately improve the quality of 
their staff. 

C. THE QUALITY OF ISLAMIC FINANCE PRODUCTS 
1. The quality of Islamic banking products in the UAE may be 

negatively affected.  Only Abu Dhabi Islamic Bank, with 
about 28 percent of total Islamic banking assets, practices 
Tawarruq without reservations.  Tawarruq is known to raise 
serious Shari'a issues, summarized as follows: 

2. From the Shari'a point of view: 
2.1. Contrary to the common impression, individual 

Tawarruq: 
2.2. Prohibited by an opinion of Hanafi School, which is 

favored by many, 
2.3. Prohibited by the great leaders of Hanbali school, 
2.4. Malikis did not allow it, 
2.5. Therefore, the majority of Fuqaha' did not approve it. 
2.6. Contrary to the common impression, organized 

Tawarruq 
2.7. Was known to old Fuqaha' 
2.8. Was considered as ‘Eina  
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2.9. Declared unlawful by the Makkah Fiqh Academy (2003, 
2008) 

2.10. Could destroy Islamic finance 

III. CORPORATE GOVERNANCE OF SHARI'A BOARDS 
1. In the absence of standards, shareholders of Islamic banks 

feel free to appoint members to their Shari'a boards with 
little regard to their qualifications. 

2. The result is that two economist dominate the Shari'a 
Boards of Islamic banks allover the world.  One has a PhD in 
economics but with no academic studies in Shari'a and the 
other has a BA in economics without any academic studies 
in Shari'a. 

3. This leads to the prevalence of the use of products of ill 
repute. 

4. Islamic banks shareholders would be tempted to exercise 
Shari'a arbitrage, where bad Shari'a opinions of non-
specialists drive good Shari'a opinions of specialists out of 
circulation. 

5. Ultimately the public loses interest in the industry and 
considers it similar to conventional finance.  

IV. MURKY ECONOMIC ENVIRONMENT 
A. RECESSION & INFLATION 
1. The UAE have had one of the best economic environments 

for Islamic finance.  However, globalization has opened 
sources of danger. 

2. The first source is inflation coupled with recession that 
started in the USA and spread quickly to Europe and South-
East Asia.  Imported inflation has succeeded in infiltrating 
the local economy, with enforcements from local bottlenecks 
in housing and transportation. 

3. Recession in the USA has not so far reached the UAE shores.  
It all depends on how recession would influence the demand 
for crude oil.  Political factors have so far shielded the oil 
market from the influence of recession. 

B. EXCHANGE RATE WOOS 
1. Many of the Gulf countries have found it both logical and 

convenient to tie their currencies to the dollar.  After all, 
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2. The international monetary environment has radically 
changed since the eighties, through the following factors: 

2.1. The rise of Europe and the establishment of the Euro 
as a reserve currency, 

2.2. The rise of China as the second largest economic power 
and the continued revaluation of its currency the Renminbi 
(RMB)8, 

3. Since the Gulf countries combined represent a small 
economy with GDP just below that of South Korea, 

2.1. Tying the exchange rate of a currency to the dollar 
would automatically force the authorities to follow exactly 
the same monetary policy of the USA.  This more often than 
not, and specially in the current circumstances, would 
expose the local economy to serious effects.  In addition to 
losing economic independence, the country may face 
dangers of recession and inflation. 

2.2. When the economic policies of the USA do not seem 
congruent to the conditions of the UAE, local markets tend 
to consider the dollar/dirham exchange rate untenable.  In 
the current conditions, markets seem to look forward for 
dirham revaluation. 

4. Banks would have serious difficulties operating in economies 
where markets expect currency revaluation while monetary 
authorities insist upon no change. 

C. EXPANSION OF ISLAMIC BANKING ABROAD 
1. The UAE Islamic banks have accumulated unique and rare 

experiences in Islamic finance.  Such experience has value 
and influence that go beyond the UAE borders.   

2. Some of the UAE banks have already expanded to Malaysia, 
Pakistan and Egypt. 

3. The emirates Islamic bank is considering outside expansion 
too. 

4. However, the golden rule that must apply in such cases is 
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that outside expansion can be carried out only after and not 
before the establishment of enabling environment, that 
includes: 

2.3. Proper banking law that allows Islamic banks to 
market Shari'a compliant products, 

2.4. Proper tax laws that prevent double taxation, 
2.5. Proper regulatory environment that allows Islamic 

banks to follow suitable accounting standards and subject 
them to suitable regulatory standards, 
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	7. Qatar Islamic Insurance Company (QIIC) and National Leasing Company have reported 26% and 87% rise in their net profit to QR45.3 mn and QR54.8 mn respectively in 2007. At its board meeting held, QIIC recommended 35% cash dividend for its shareholders and a distribution of cash surplus of 18% for the insurance policyholders. (16 January 2008, www.gulf-times.com) 
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	1. Lloyds TSB's corporate markets division has provided a Murabaha facility "in excess of 100 million pounds" to refinance the purchase of the Grosvenor House Apartments Ltd. by Park Lane Properties Ltd., which is co-owned by ADEEM Investment Company and The Investment Dar (TID). (22 January 2007, MENAFIN)
	2. Multilateral Investment Guarantee Agency (MIGA) said it has provided its first-ever guarantee for Shariah-compliant project financing. The $427m guarantee will support investments into a new container terminal in Djibouti. (06 January 2008, www.ameinfo.com) 

	VII. CONFERENCES
	1. 2008 London Sukuk Summit, will be held during 25-26 June, at the Royal Horseguards in London, under the theme of: London Islamic Capital, Syndication & Securitization Markets.
	2. Fifth Islamic Financial Services Board Summit will be held during 13-14 May in Amman, Jordan under the patronage of Queen Rania.
	3. First International Conference for Islamic Sukuk will be hosted by Bahrain.  Representatives of a number of institutions and investors will speak at the two-day event to highlight the elements that have helped financial markets succeed. The event will also include speakers form the banking sector. (17 March 2008, BNA)
	4. International Islamic Finance Forum was held during 13-17 April in Dubai.  Two of the EIB staff have participated.  Dr. Mabid Al-Jarhi gave a presentation on the UAE Islamic Finance Sector.  Dr. Abdulazeem Abozaid has given a presentation on Islamic credit cards.  The infamous product of ill repute, Tawarruq has attracted a lot of discussion during both presentations.
	5. Second Annual Islamic Finance World, North America 2008 will be held during May 19 − 22, under the theme of Islamic Finance comes to North America Identify retail banking opportunities in the North American market.
	6. Seventh International Conference on Islamic Economics has been held during April 1-3 in Jeddah.  The conference was organized by the International Association for Islamic Economics, IAIE, Kind Abdul Aziz University and the Islamic Development Bank.  It was held under the patronage of the Guardian of the Two Holy Mosques.  One of the EIB staff, Dr. Mabid Al-Jarhi has participated with an inaugural speech.  IAIE is planning to hold the eighth conference in Dubai in two years.  
	7. Third Annual World Takaful Conference on Mutual Insurance was held during April 14-15.  With an estimated annual growth rate of 20 percent for the Takaful industry, the conference focused on exploring the international market for Shari’a-compliant insurance products. (14 March 2008, WAM) 

	VIII. AWARDS
	1. CIMB Islamic has won the Best Islamic Bank in Asia and Best Sukuk House awards under Euromoney's 2008 Islamic Finance Awards. It was also named Best Islamic Retail Bank by the International Islamic Business & Finance magazine, CIMB group said in a statement. (22 February 2008, www.thestar.com.my) 
	2. Clifford Chance has been named Best Islamic Law Firm in the 2007 by Islamic Finance News Awards. (13 January 2008, ww.ameinfo.com)  
	3. Dubai Islamic Bank was named Best Islamic bank in the UAE at the Islamic Finance News Awards 2007. The awards recognize leadership and overall excellence across the Islamic banking sector and are judged by members of the global Islamic finance industry. Dubai Islamic Bank has been honored for its numerous accomplishments during 2007. (28 February 2008, www.ameinfo.com) 
	4. Emirates Islamic Bank has won the Sh. Mohammed Bin Rashid Al Maktoum Business Award 2007 in the Finance category.  Winning such prestigious award that has been closely contested with leading local and global institutions is a gift that we proudly present to our shareholders as well as customers.  What makes it even more special is that the EIB is the only financial organization to have won it within three years of an organization’s existence. It is recognition of the success of the Bank’s vision, its well thought-out strategy and its impeccable execution.
	5. International Turnkey Systems (ITS), leading information communication technology firm was named the best Islamic technology solutions provider. (25 February 2008, www.gulf-daily-news.com) 
	6. Islamic Finance News has awarded BTA’s USD 250 mn Syndicated Wakalah Facility in "Best Deal of the Year 2007: Kazakhstan" nomination. (10 January 2008 www.finchannel.com) 
	7. Islamic Finance News magazine has disclosed the results of its annual best Islamic financial institutions poll for 2007, naming Türkiye Finans as the number-one participation bank among its rivals in Turkey. (11 January   2008, www.todayszaman.com) 
	8. Kuwait Finance House (KFH) was voted the Best Overall Islamic Bank in the World for last year at the most comprehensive Islamic Finance News annual poll. (31 March 2008, www.gulf-daily-news.com) 
	9. Sharjah Islamic Bank has won the Best Financial Institution Award for the accuracy of its fund transfer services in the United Arab Emirates granted by Wachovia. (06 January 2008, www.ameinfo.com) 
	10. Tamweel has won the award for “Islamic Finance Deal of the Year” at the prestigious Euromoney 2008 Islamic Finance Awards. Tamweel was recognized for its US$210 million asset-backed securitization issue, the world’s first Sharia-compliant residential mortgage backed securitization (RMBS) transaction. (16 February 2008, www.albawaba.com) 

	IX. SYNDICATION
	1. ABC Islamic Bank (the Initial Mandated Lead Arranger and Bookrunner) launched general syndication for Kuwaits Munshaat Real Estate Projects Company ('Munshaat'). ABC Islamic Bank had successfully closed the senior phase of the $100m, 3-year Syndicated Revolving Murabaha Financing Facility. Prior to general syndication BNP PaRebas, Emirates Bank International, and Saudi British Bank joined the facility as Mandated Lead Arrangers at the senior stage. (16 March  2008, www.ameinfo.com)  
	2. Limitless has successfully closed a US$1.2 billion syndicated finance with 18 banks from the Middle East, Asia and Europe. The 2-year, Sharia-compliant UAE/USD dual tranche facility – led and fully underwritten by Emirates Bank, Emirates Islamic Bank, Arab National Bank and National Bank of Abu Dhabi – forms part of Limitless’ global funding strategy for current and future projects, and follows international funding road shows, covering Dubai, Singapore, Kuala Lumpur and London. (16 March 2008, www.propertyworldme.com)  

	I. SHARI'A SCHOLARS TOUGHEN SUKUK RULES,
	1. DUBAI: Religious scholars are imposing tougher rules on the sale of Sukuk to investors after stating that most of the securities may not fully conform to the teachings of the Muslim faith. Investors bought $30bn of Sukuk in the past year that avoid breaching Shariah law prohibitions on the payment or receipt of interest by using property or other assets to provide an income, according to data compiled by Bloomberg.
	2. New guidelines demand that investors become the legal owners of those assets rather than their nominal holders, the Bahrain-based Accounting & Auditing Organization for Islamic Financial Institutions said on its website. The rules from AAOIFI’s board of 18 religious advisers led by Chairman Sheikh Muhammad Taqi Usmani will make it harder for companies to issue Sukuk at a time when borrowing is already shrinking because of the global credit crisis.
	3. Sales of Sukuk dropped to $856mn so far this year from $4.7bn in the first quarter of 2007, Bloomberg data show. “This is a paradigm shift and will make life difficult for chief financial officers used to the existing structures,” Moody’s Investors Service analyst Khalid Howladar said in a phone interview from Dubai yesterday.
	4. Shariah restricts investors to transactions based on the exchange of assets rather than money alone, so interest payments are banned. Working with Islamic advisers, banks including Citigroup Inc and HSBC Holdings have built the market for Sukuk to $60bn from almost nothing in a decade, based on Bloomberg and Standard & Poor’s data.
	5. Finance seekers and their bankers until now created a fixed income for investors by promising to buy back the assets underlying Sukuk at their face value on maturity, irrespective of whether the assets made or lost money, Moody’s Howladar said. These types of agreements are banned under the tougher rules because Shariah demands buyers and sellers share profits or losses from their transactions.
	6. “Blemishes” have crept in that the industry must now “rid” itself of, AAOIFI’s board of scholars said last month. As much as 85% of Sukuk sold to date may not comply with all the precepts of Shariah, the board said. The new rules force issuers of Sukuk to legally transfer the ownership of assets to Sukuk holders. The assets must be tangible rather than a cash flow.
	7. “What the scholars are trying to do is make Sukuk asset-backed rather than just asset-based,” said Arul Kandasamy, the Dubai-based head of Islamic finance for Barclays Capital.
	8. Borrowers won’t have to restructure Sukuk already sold to comply with the new guidelines, AAOIFI financial consultant Majd Bakir said in a phone interview from Bahrain.
	9. Jebel Ali Free Zone FZE, Dubai’s state-run operator of a business park adjoining the Jebel Ali port, raised $2bn in the biggest sale of Sukuk from the Gulf in the past six months. Buyers of the Sukuk have no legal claim on the underlying assets and have an “implicit guarantee” the issuer would cover any payment shortfalls, S&P said in a report in January. Banks and borrowers rely on approval from recognized Shariah scholars to be able to sell their Sukuk to devout Muslims.  Sheikh Usmani advises the Islamic finance unit of HSBC, the No 2 underwriter of Sukuk last year, according to Bloomberg data. Usmani didn’t respond to two e-mails seeking comment on the rules.
	10. Fellow AAOIFI board member “Sheikh” Mohammed Elgari advises Citigroup and Merrill Lynch & Co, and Sheikh Nizam Yaquby advises banks including BNP PaRebas SA, Lloyds TSB Group Plc and Standard Chartered, according to HSBC.
	11. AAOIFI accounting standards are binding in six Arab countries and the Dubai International Financial Centre, a base for banks including Goldman Sachs Group Inc and UBS AG. Regulators in countries including Malaysia, Saudi Arabia, Australia and South Africa base their rules for Sukuk on AAOIFI’s guidelines.
	12. While the rules will mean “slightly” higher costs on Sukuk until the new structures become commonplace in about a year, clarity on the guidelines is positive for the market, said Haris Irfan, a Deutsche Bank AG director responsible for Islamic finance in Dubai.
	13. It will “give comfort to some investors who had shown concern” about the scholars’ comments on Shariah compliance, said Irfan. “We’re already moving away from guaranteed returns to more risk-sharing structures” for planned sales, he said.
	14. Companies planning Sukuk sales include Bahrain Islamic Bank, which on Tuesday said it plans to raise as much as $664mn from the securities to finance expansion. The UK, Japan and Thailand are among governments that may sell Sukuk, helping the market grow to $200bn by 2010, Moody’s said in a report last month.
	15. “The likely impact of this is that either the Sukuk market becomes more based on Islamic securitizations or it bifurcates, with some sales becoming truly asset-backed and other issuers choosing to continue with existing structures,” Moody’s Howladar said. – 

	II. SUKUK IS SOLUTION TO SUB-PRIME CRISIS
	1. A conference on Sukuk was organized by the Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI), in Bahrain on 18 Mach, 2008.  The event attracted over 200 experts, regulators, policy makers and bankers to discuss recent developments in Sukuk.
	2. In the wake of on-going global credit crunch and failure of the US Fed to come up with an immediate solution to control the damage triggered by the sub-prime mortgage crisis, some Islamic banking experts in the conference expressed their belief that Sukuk are true solution to this persistent crisis.
	3. Sukuk, carrying unique structure features, cannot fall foul of a crisis such as sub-prime mortgage crisis. Sub-prime mortgages are backed by dubiously rated collateralized debt packages which subsequently precipitated a global credit crunch, a senior banker told a global meet on Sukuk which opened in Bahrain yesterday.
	4. Chairman and managing director of the Investment Daar, said: "A crisis such as the mortgage one would technically would be unthinkable in the Islamic capital markets sector because it would be against Shariah principles to sell a debt against a debt.
	5. "It is true that credit crunch has delayed the pricing for some planned Sukuk issuances such as the one billion dollar Dana Gas Sukuk by few months and that there has been pressure on spreads and margins which have inevitably tightened and that some institutional investors especially from the West were wary of exposure to more risk but on the whole the impact of Sukuk market has been eminently manageable. Talking about the leading role in introducing Sukuk, Al Musallam said that Bahrain has had played a major role in the last seven years.
	6. Paper titled “International and Regional Expansion-the Next Wave for Islamic Sukuk,” he said: "For the last seven years the government of Bahrain has been the most proactive issuer of Sukuk in terms of number of issuances in the world, starting with the monthly local currency denominated Sukuk al Salam which has maturity of 90 days, followed by the regular monthly issuance of short-term local currency Sukuk al Ijarah (leasing Sukuk) with maturity of 182 days and off course long-term sovereign Sukuk Al-Ijarah."Deputy Governor CBB Khalifa Anwer Sadah, who opened the First International Conference for Islamic Sukuk said that CBB would introduce new regulations for the Sukuk market."In the backdrop of phenomenal growth in Sukuk which had reached $140 billion last year from $4 billion in less than six years time, Bahrain will introduce new regulations for these financial instruments." He said that the new regulations would speed-up the process lunching the Sukuk.
	7. Bahrain, being a pioneer by introducing the Sukuk and also the first to launch the sovereign Sukuk, is keen to see a major flow of foreign funds for these types instruments in near future especially after the launch of the new set regulations.
	8. Al Sadah said that the move would further strengthen the Kingdom's position as a leading Islamic finance centre in the Middle East.The new regulations, he said, will enhance Bahrain's position as the pioneering centre for Sukuk in the world. The regulatory regime is aimed speeding up the registration of new Sukuk and are also in line with the international standards for Islamic instruments.
	9. "These regulations will encourage more international players to enter Bahraini market," Al Sadah said, adding that CBB would continue to work closely with all organizations including AAOIFI to streamline the existing Sukuk market as part of a medium to long-term strategy.Organized by the Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI), the event has attracted over 200 experts, regulators, policy makers and bankers. The audience will have the opportunity to listen to the world class speakers on Islamic finance. 
	10. The existing size of the market is projected to further increase to over $200 billion in the next year, especially as more corporate issuances - both rated and unrated - come to the market.
	11. In fact, the Sukuk is now becoming an internationally acceptable Islamic capital market's instrument akin to the Murabaha and the Ijarah contracts. Sovereigns such as the UK Treasury and the Japanese Ministry of Finance are now seriously exploring the potential use of the Sukuk as a debt management tool in the wholesale sterling and yen markets. Moody's Investors Service in its recent forecast put the total corporate bond issuance in the GCC by governments and companies at $23.7 billion in 2007, 62 per cent more than in 2006. Nearly half of total issuance ($11.7 billion) was in the form of Shariah compliant Sukuk, including some large benchmark transactions.

	III. RISE OF THE SUKUK
	1. The Sukuk market is taking off, not only in the Middle East but across the globe. Are there specific technology challenges related to these and more complex Shari’a-compliant instruments?
	2. A niche product, issuance of the global Sukuk, an asset-backed, Shari’a-compliant trust certificate or Sukuk, will top $100 billion by the end of the decade, up from some $70 billion at the end of 2006.
	3. According to estimates from Standard & Poor’s, the growth of the Sukuk is part of the overall explosion of the Islamic market, as Shari’a-compliant assets worldwide total close to $500 billion reflecting growth of more than 10% a year over the past decade. S&P predicts that Islamic finance will continue to expand, both geographically and in terms of products offered, and newly created Shari’a-compliant instruments are set to rival product offerings at conventional banks.
	4. In response to the growing market, last year Dow Jones and Citi launched the Dow Jones Citigroup Sukuk Index, the first Sukuk index. To be included, a Sukuk must comply with Shari’a law and the Accounting and Auditing Organization for Islamic Financial Institutions, the main standard setting organization based in Bahrain.
	5. Western banks, including HSBC, Deutsche Bank, Barclays Capital and Citi, are getting in on the action. BNP PaRebas has completed the second largest bond issue in Saudi Arabia for the Saad Trading Contracting and Financial Services Company. BNP PaRebas acted as sole managing underwriter for the $650 million, 5-year bond issue, in Sukuk format, which was also the first Sukuk issued in Saudi Arabia for a private business.
	6. And more are following their wake: “In Europe and America, there is a large myth about these millions of unbanked people who keep their money under the mattress – if only there was an Islamic bank in the neighborhood. So there have been one or two Islamic institutions formed and certainly regulation has changed in a few different Western countries,” says Nicholas Brewer, Temenos strategy manager.
	7. This includes the UK. London has joined the list of major financial hubs to handle Islamic transactions, becoming the sole non-Muslim competitor of natural Islamic markets in Dubai, Kuala Lumpur and Bahrain, according to S&P. The UK government demonstrated its commitment in the 2007 budget by introducing new measures for Sukuk, enabling them to be issued, held and traded in the same way as corporate Sukuk.
	8. Mohammed Amin, tax partner at PricewaterhouseCoopers, says that previously it was impractical for UK companies to issue Sukuk because they wouldn’t get tax relief on the payments that would be made to the investors. “The tax law is being changed so that in future, from the date of the Finance Bill becoming law, UK companies will be able to issue Sukuk with obvious, very concisely controlled definitions and they will be able to get tax relief on the payments they make to investors. Similarly it is quite clear how UK investors will be taxed if they buy and sell Sukuk.”
	9. The UK government itself is carrying out a study as to whether it should issue a Sukuk, which will have “a big effect in terms of making everyone sit up and take notice,” believes Amin.
	10. According to Celent’s 2007 report Socially Responsible Investments: Shariah-governed investing, Sukuk is the first foray into security instruments to broadly take hold in the marketplace. Because of the Islamic ban on Reba, or interest, Sukuk follow a structure similar to revenue Sukuk –they are structured in tandem with a physical asset. The underlying revenue streams from toll roads, airports, seaports, utilities, new buildings, power plants or oil facilities are used to pay a profit on the Sukuk. Currently most Sukuk are bought and held – there is not an active secondary market.
	11. Although it sounds relatively simple, the actual issuance of the bond is more difficult than conventional Sukuk due to the fact that Shari’a is an interpretive law that has variance among countries and people – and this has an impact on the technology.
	12. Jamil bin Hassan, principal consultant on Islamic banking practice, i-flex solutions, says: “Buying and trading Sukuk is not a problem. The problem is the issue and creation of Sukuk. No one had come up with good system to originate Sukuk because the market is still small and there has not been the volume to justify spending on technology.” Vittorio D’Orazio, principle research analyst at Gartner, explains that there is a problem with standardization: “It is a problem for the IT provider to configure [technology] around the current regulation in each country and around a specific request of the Islamic board, which is a separate entity from the bank board and supervises the delivery of Islamic banking project. The IT providers develop some products, they show the Islamic board how the product works and the board must approve it or they must make changes. Very often, the board is not unanimous because mostly they are just three people and discuss endlessly around specific theological points.”
	13. Shari’a-compliant products must be approved by a Shari’a scholar certified for issuing a fatwa (Islamic decree). There are fewer than 20 scholars with such skills worldwide, increasing approval times and leading ultimately to a “manpower crunch”, he says.
	14. In Gartner’s Market Trends: Islamic banking worldwide 2006, D’Orazio examines 15 IT service providers and 27 core banking systems providers of Islamic banking applications. The research found that the back office is the most affected area, with 80% of it being actively involved in changes by the Islamic banking implementation. This is largely a result of the need to replace not only the software but also the way the products are managed across the back office systems. Middle office is also heavily affected (63%), especially regarding the reporting issues that must be related to the Shari’a calendar and practices.
	15. “Technology providers see that the banking world has long been convinced that it should go for a packaged approach where it can – buy a commodity when it can and bespoke if you need to,” says Brewer. “Where there is not this commonality or commoditization of the instruments and processes, then it becomes harder to adopt a truly packaged approach because you can’t say that everyone does this 80% this way and I will make my package fit and add the extra 20% if, in fact, the 80% commonality isn’t there. It is quite hard to adopt a packaged approach.”
	16. He says that Temenos has packaged as much as it can and the rest it has constructed a modern technology framework around it which means that “you can carry out more customization both during implementation and afterwards then perhaps you would normally want to do with a package for other types of banking.”
	17. Peter Sherriff, technical architect at Charles River Development, Asia Pacific, agrees that the different interpretations create a problem, but that the solution lies in being flexible. “From the systems perspective, we already equip the system with a lot of the guidelines around Shari’a compliance, and around other ethical type investment strategies, which gives people a head start in terms of being able to very quickly deliver Shari’a compliant products. Those products can differ between the different Islamic scholars, so you need to be able to slightly modify and tweak those rather than go back to the first principles or do it completely from scratch. So the key is to have a framework which is flexible, automatable and which can handle the complexity of the requirements.”
	18. Gartner’s D’Orazio found difficulty in drawing a definitive map of the technology providers providing Islamic banking products worldwide for a number of reasons: they are embedded into a generic core banking system deal/replacement; they are developed internally and not publicized with a public offer; and they happened mainly in emerging countries where information is not that easily tracked. Also they do not use system integrators. “If you are Temenos, Misys or any other and you want to implement the Islamic banking solution for your customer, you typically do not go to Accenture to do the implementation because the main work to do is on the parameters – so they hire some local provider and experts.”
	19. Samir Safa, business development manager, Misys, argues that these limitations force Islamic banks to be more innovative. Misys has signed an agreement with Bahrain’s Albaraka Banking Group to implement Misys Equation (Islamic) so the bank could improve the retail and Islamic services it provides its customers, plus enable it to expand into new territories.
	20. Such as moving into derivatives, perhaps? In this area there is a debate that has yet to be resolved. Celent believes that a nascent Shari’a-compliant derivatives market is developing. In the hedge fund industry short selling is a common strategy that cannot be used under Shari’a because you cannot sell something you don’t own. Derivatives are difficult to structure because Shari’a committees generally state that money should be lent only on physical assets and bar speculation – a central characteristic of derivatives.
	21. Yet last September the International Swaps and Derivatives Association and the International Islamic Financial Market signed a memorandum of understanding as a basis for developing a master agreement for documenting privately negotiated Shari’a-compliant derivatives transactions. But that doesn’t mean that it is clear sailing ahead.
	22. PwC’s Amin says: “There is a lot of debate about derivatives. I have seen lawyers who are experts in terms of standards stand up in conferences saying there is no such thing as Islamic derivatives, while others are setting up funds to transact derivatives. It is a grey area. The challenge is that to the extent that people have these structures, they regard these structures as proprietary and therefore they don’t publish or write about them, so it is very hard for other people to unpick them and evaluate whether they really are Shari’a-compliant or not.”
	23. The notion of Islamic derivative may currently be a grey area, but the same was said of Sukuk until relatively, and in the form of the Sukuk, they have plainly arrived. It seems only reasonable to assume that some form of Shari’a-compliant derivative product will soon emerge, and bring with it a whole new set of challenges.

	IV. SUKUK AND MARKET-RISK MITIGATION 
	1. Sukuk, which grew to $50bn by mid-2007 from less than $8bn in 2003, could “significantly” reduce the market risk of an investment portfolio, according to a study. The IMF working paper, ‘Sukuk Vs Eurobonds: Is there a difference in VaR’, also found that London may help the West to narrow the gap between Islamic finance and more conventional sources of capital. “If an investor is ready to allocate certain amount of funds in the Sukuk of a certain issuer, diversification by including Sukuk in the investment portfolio could significantly reduce the portfolio’s VaR (value at risk) compared with the strategy of investing only in the conventional Sukuk of that issuer,” said the paper, prepared by Selim Cakir and Faezeh Raei. 
	2. VaR is an expression of the portfolio’s market risk, representing the maximum amount which may be lost during a holding period. The study was limited to the global issues of Sukuk and conventional Sukuk of the governments of Qatar, Bahrain, Malaysia and Pakistan and was aimed at contributing to the debate on the issuance of Sukuk as alternative investment/financing instruments. It said a part of the reduction in VaR in its study was due to benefits gained from diversification through adding another instrument to the portfolio with a different duration. “Nevertheless, the reduced VaR is not just due to the inclusion of an extra instrument in the portfolio but rather is a result of the very different behavior of Sukuk prices in the secondary market compared with conventional bonds,” it added.
	3. The study considered Qatar’s Global Sukuk of $700mn issued in 2007 with a maturity of seven years and coupon of 40 basis points over the six-month Libor (London Inter-Bank Offered Rate); Qatar 1999 (Bond 1) of $1bn with a maturity of 10 years and coupon of 9.5% (fixed) and Qatar 2001 (Bond 2) of $1.4bn with a maturity of 30 years and a coupon of 9.75% (fixed). However, the study had some limitations as most of the time, possibly because of the segmented market structure, Sukuk offered lower returns compared with conventional bonds and that they were also relatively illiquid as evidenced by the lack of a secondary market.“Such illiquidity imposes more risks on the portfolio at times of volatility,” it cautioned.
	4. Sukuk provided sovereign governments and corporations with access to huge and growing Islamic liquidity pool, in addition to conventional investor base, it said.Malaysia and the Gulf region were the main hubs for Sukuk issuance; but, it was not limited to Islamic countries as there were a growing number of issuers from the US, Europe and Asia,” the study said.
	5. The convergence between Islamic and conventional finance, especially in the case of Sukuk, was gaining momentum, it said, highlighting that a bond represented the issuer’s pure debt, while Sukuk signified the ownership stake in an underlying asset. Though the Sukuk market was developing rapidly, it remained primarily a market where holders tend to keep Sukuk to maturity with limited secondary market trading, the study observed. “The secondary market liquidity is expected to develop only gradually, as issuance picks up and investors become more familiar with the instruments,” it said. Finding that Sukuk offerings has started appearing on specialized exchanges such as the Dubai International Finance Exchange, the Labuan Exchange in Malaysia and the Third Market in Vienna, it said “in the West, London may emerge as the leading bridge between Islamic finance and more conventional sources of capital.”In support of London’s potential, the study noted the recent initiative to change tax laws, which gave Sukuk equivalent tax treatment with conventional bonds.

	I. FIRST TAWARRUQ PRODUCT IN THE UAE
	II. COMMODITY MURABAHA UNDER FIRE
	1. The Islamic finance industry is seeking alternatives to a key contract -- commodity Murabaha -- as scholars and bankers grow more vocal in their concerns the deal that once powered the industry is increasingly unsuitable.
	2. Commodity Murabaha involves a bank buying a commodity for a client, and the client paying the bank back the cost of the commodity plus a bank charge or "profit rate" at a later date.
	3. Islam bans interest, and stipulates that deals must be based on tangible assets -- money cannot be made from money alone.
	4. However, in a form of commodity Murabaha known as Tawarruq, the contract can also be used to secure cash when the client sells the commodity on again, effectively buying money from the bank for the cost of the profit rate.
	5. "Tawarruq ... is one of the most critical internal and ideological challenges the Islamic banking industry is facing," top Islamic scholar Hussain Hassan said in a private report seen by Reuters.
	6. "Tawarruq...contradicts the fundamental purpose of Islamic banks," he continued. Hassan sits on the Islamic law, or Shari'a, boards of several Islamic financial institutions, including Dubai Islamic Bank and Deutsche Bank.
	7. "The fear is that sometimes the commodity doesn't exist and the broker could be cheating," Osaid Kailani, head of Abu Dhabi Islamic Bank's Shari'a division said, referring to Islam's ban on interest requirement that deals are based on tangible assets.
	8. "The broker may also sell the same commodity to more than one bank at the same time. This has been discovered in some cases, but there are brokers committed to Shari'a law," he added.
	9. Others say the deal is a near instant paper transaction with little relation to the underlying commodity, which they say breaks the rule that profit must be gained from physical assets.
	10. "The Islamic banking industry is evolving ... in terms of commodity Murabaha the question arises whether commodities of the required magnitude actually exist," Ikbal Daredia, head of capital markets and institutional banking at Bahrain's Unicorn Investment Bank said.
	11. ALTERNATIVES
	12. Aside from compliance with Islamic law, many bankers say the booming industry can longer rely so heavily on one type of contract, which no longer suits the sector's needs.
	13. "A commodity Murabaha cannot be done overnight. A lot of liquidity requirements are overnight, or short term. I think the Islamic banking industry is in high need of an alternative," Geert Bossuyt, head of Shari'a structuring at Deutsche Bank said.
	14. Deutsche aim to launch an alternative within weeks, he said.
	15. Other bankers and Shari'a  scholars said it would be difficult to replace the commodity Murabaha contract and that better supervision of brokers could make the contract more acceptable.
	16. "You can say maybe some institutions are not fulfilling the conditions of sale. Let us fix this problem, but let us not say that this is not permissible without any evidence," said Sheikh Nizam Yaquby, one of the world's top Islamic scholars, who backs the contract's compliance with Islamic law.
	17. Yaquby sits on the Shari'a boards of several banks, including HSBC and BNP PaRebas. He also advises Dow Jones.
	18. "You can say that some people think its not a very intelligent way of investing liquidity, but it is a tool," Yaquby told the summit in Manama, home to the Islamic world's most widely accepted standards body.
	19. Both Hassan and Yaquby sit on its board.
	20. "If you say that something is not permitted...there must be evidence. We do not have any such evidence available," he added.
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	CRITICAL CHALLENGES IN 2008
	I. NEW ENTRANTS
	1. Currently, there are four Islamic banks in the UAE, whose assets totaled around AED156 billion by the end of 2007.
	2. Three of the four Islamic banks are committed not to use Shari'a non-compliant products.  Only Abu Dhabi Islamic bank uses Tawarruq without reservations.
	3. Dubai Bank (known in Arabic as “Masraf Dubai” has started operations in January 2008 as an Islamic Bank
	20.1. Its Shari'a Board is composed of:
	20.2.  Sheikh Muhammad Taqi Usmani 
	20.3.  Sheikh Dr. Mohamed Ali Elgari 
	20.4.  Sheikh Nizam Yaquby 
	20.5.  Dr. Mohammed Daud Bakar
	3.1. Two of the members are also members of Abu Dhabi Islamic Bank, the only UAE Islamic bank that practices Tawarruq without reservations.  A third member is known to be pro Tawarruq. 
	4. Noor Islamic Bank will start operations during the current year. 
	4.1.1. Its Shari'a Board is composed of:
	4.1.2. Sheikh Dr. Mohamed Ali Elgari – Chairman
	4.1.3. Dr. Abdul Sattar Abu Ghuddah – Member
	4.1.4. Dr. Mohammed Daud Bakar – Member
	4.1.5. Again two of the members are pro Tawarruq.
	5. Al Hilal Islamic Bank is also poised to start operations during the year.  It has not yet announced its Shari'a Board members.
	6. Ajman Islamic bank plans to start during the year too.
	II. CONSEQUENCES OF NEW ENTRIES
	A. HIGHER COMPETITION
	7. Competition would eventually prove a positive element in the Islamic finance industry.  
	8. The standard of performance of Islamic banks would continue to excel in growth and would immensely improve in terms of profitability and efficiency.

	B. HUMAN RESOURCE SHORTAGE
	1. Islamic banks would face serious consequences regarding human resources as well as product quality.
	2. Islamic banks do not have a joint plan for human resource development.  Consequently, they would compete for the current staff members as well as staff in conventional banks.  
	3. Initially, banks located in the northern emirates may enjoy and edge because their location provides more attractive living conditions (lower transport and housing costs).  However, such edge would gradually disappear with opening branches in other emirates, as would be expected.  
	4. Salaries in Islamic banks would rise.  This would be accompanied with higher costs.  It may also encourage Islamic banks to start implementing serious plans for human resources, which would ultimately improve the quality of their staff.

	C. THE QUALITY OF ISLAMIC FINANCE PRODUCTS
	1. The quality of Islamic banking products in the UAE may be negatively affected.  Only Abu Dhabi Islamic Bank, with about 28 percent of total Islamic banking assets, practices Tawarruq without reservations.  Tawarruq is known to raise serious Shari'a issues, summarized as follows:
	2. From the Shari'a point of view:
	2.1. Contrary to the common impression, individual Tawarruq:
	2.2. Prohibited by an opinion of Hanafi School, which is favored by many,
	2.3. Prohibited by the great leaders of Hanbali school,
	2.4. Malikis did not allow it,
	2.5. Therefore, the majority of Fuqaha' did not approve it.
	2.6. Contrary to the common impression, organized Tawarruq
	2.7. Was known to old Fuqaha'
	2.8. Was considered as ‘Eina 
	2.9. Declared unlawful by the Makkah Fiqh Academy (2003, 2008)
	2.10. Could destroy Islamic finance


	III. CORPORATE GOVERNANCE OF SHARI'A BOARDS
	1. In the absence of standards, shareholders of Islamic banks feel free to appoint members to their Shari'a boards with little regard to their qualifications.
	2. The result is that two economist dominate the Shari'a Boards of Islamic banks allover the world.  One has a PhD in economics but with no academic studies in Shari'a and the other has a BA in economics without any academic studies in Shari'a.
	3. This leads to the prevalence of the use of products of ill repute.
	4. Islamic banks shareholders would be tempted to exercise Shari'a arbitrage, where bad Shari'a opinions of non-specialists drive good Shari'a opinions of specialists out of circulation.
	5. Ultimately the public loses interest in the industry and considers it similar to conventional finance. 

	IV. MURKY ECONOMIC ENVIRONMENT
	A. RECESSION & INFLATION
	1. The UAE have had one of the best economic environments for Islamic finance.  However, globalization has opened sources of danger.
	2. The first source is inflation coupled with recession that started in the USA and spread quickly to Europe and South-East Asia.  Imported inflation has succeeded in infiltrating the local economy, with enforcements from local bottlenecks in housing and transportation.
	3. Recession in the USA has not so far reached the UAE shores.  It all depends on how recession would influence the demand for crude oil.  Political factors have so far shielded the oil market from the influence of recession.

	B. EXCHANGE RATE WOOS
	1. Many of the Gulf countries have found it both logical and convenient to tie their currencies to the dollar.  After all, their major export (crude oil) is sold in dollars and the USA financial markets have been the customary outlets for placing oil revenues, particularly in USA Treasury securities.  
	2. The international monetary environment has radically changed since the eighties, through the following factors:
	2.1. The rise of Europe and the establishment of the Euro as a reserve currency,
	2.2. The rise of China as the second largest economic power and the continued revaluation of its currency the Renminbi (RMB),
	3. Since the Gulf countries combined represent a small economy with GDP just below that of South Korea,
	2.1. Tying the exchange rate of a currency to the dollar would automatically force the authorities to follow exactly the same monetary policy of the USA.  This more often than not, and specially in the current circumstances, would expose the local economy to serious effects.  In addition to losing economic independence, the country may face dangers of recession and inflation.
	2.2. When the economic policies of the USA do not seem congruent to the conditions of the UAE, local markets tend to consider the dollar/dirham exchange rate untenable.  In the current conditions, markets seem to look forward for dirham revaluation.
	4. Banks would have serious difficulties operating in economies where markets expect currency revaluation while monetary authorities insist upon no change.

	C. EXPANSION OF ISLAMIC BANKING ABROAD
	1. The UAE Islamic banks have accumulated unique and rare experiences in Islamic finance.  Such experience has value and influence that go beyond the UAE borders.  
	2. Some of the UAE banks have already expanded to Malaysia, Pakistan and Egypt.
	3. The emirates Islamic bank is considering outside expansion too.
	4. However, the golden rule that must apply in such cases is that outside expansion can be carried out only after and not before the establishment of enabling environment, that includes:
	2.3. Proper banking law that allows Islamic banks to market Shari'a compliant products,
	2.4. Proper tax laws that prevent double taxation,
	2.5. Proper regulatory environment that allows Islamic banks to follow suitable accounting standards and subject them to suitable regulatory standards,





