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From the 
EDITOR

FROM THE 
EDITOR

Leadership in IBF is fast evolving. While the likes of Prince Mohamed Al Faisal and Sheikh Saleh 
Kamel have ably led the industry from a small niche to a US$2 trillion industry, the younger 
generation of leaders have taken the baton from their senior peers to take the industry to the next 
level. This issue commemorates our sixth Global Islamic Finance Report (GIFR), which has a central 
theme of Islamic financial leadership. If you have yet to order a copy of GIFR 2015, please do so now 
to benefit from a special discount.

This special issue of ISFIRE brings to our esteemed readership personal perspectives of five leading 
personalities in their respective fields. The most interesting interview is perhaps that of Dr Mansoor 
Durrani who shares with us his views on IBF in general and Islamic project finance in particular. 
His detailed interview provides insight into the practice of Islamic project finance. Dr Durrani has 
successfully developed one of the ablest teams of Islamic project finance and has worked with one of 
the leading players in IBF, i.e., National Commercial Bank of Saudi Arabia. As a leading personality in 
IBF, Dr Durrani’s views must serve as essential guidelines for those who are already practicing IBF 
or those who contemplate starting a career in this growing field. 

Another interesting interview is that of Nik Norishky Thani who came to prominence when he 
joined Dubai International Financial Centre as Executive Director Islamic Finance. Currently, he is 
serving as Head of Islamic Projects at Permodalan Nasional Berhad or National Equity Corporation 
(PNB), Malaysia, and has a lot to share with our readership in terms of his leadership role in IBF. In 
his distinct narrative style, he explains what has been a main motive for him to join IBF. To him, IBF 
is only a tool to achieve greater goals for the renaissance of Islam, and this is what he would like to 
achieve through his involvement in the industry. 

Madzlan Mohamed – Senior Partner and Head of Islamic Finance at Zaid Ibrahim & Co – is our third 
interviewee in this special issue. His leadership role at IFSB and his current position provide ample 
proof of the relevance of his thoughts to the development of IBF in future. Nasir Ali Khan, a risk 
expert working at National Bank of Abu Dhabi, shares some interesting insights in a crispy manner.

Professor Dr Normah Haji Omar is our interviewee from the academic world. She has pioneered a 
new discipline in IBF, namely Islamic financial criminology, and her insights into the development of 
IBF are also relevant to the current practices of IBF.

 With every new issue of ISFIRE, we have definitely improved the outlook of publication and depth 
of analyses. Unlike many other publications in the field of IBF, ISFIRE attempts to bring genuinely 
new perspectives and exclusive stories on a wide range of topics. With your patronage and 
continuous support, we shall endeavour to improve it even further to make it a unique source of 
Islamic financial intelligence. 

Enjoy the rest of the magazine, and do let us know how we can improve it further.

Professor Humayon Dar, PhD (Cambridge) 

Editor-in-Chief



Suleman Muhammad Ali
Head of Products & Segments, 

Muzn Islamic Banking, 
National Bank of Oman

Islamic Mortgage Securitization
A SOURCE OF LIQUIDITY & 

AFFORDABLE HOUSE FINANCE
for Oman

TALKING 
POINTS
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INTRODUCTION
Availability of affordable housing is an 
important requirement for a country with 
a growing young population to sustain the 
economic development and the standard 
of living of its populace. About 50% of the 
population of the Sultanate of Oman is aged 24 
and under.  Thus; representing a high demand 
for affordable housing and other amenities 
required for modern urban living. In its recently 
published report Kuwait Financial Centre 
reports “Demand for affordable housing in Gulf 
Cooperation Council (GCC) states is estimated 
to be high and the ever widening gap between 
the demand and supply of affordable housing 
is pressing the GCC governments to have an 
urgent look at the issue”.

Most of the housing demand in the GCC and 
the Sultanate is for housing in urban areas.  
Increased initiatives by GCC economies to 
diversify their earning sources and growth in 
per capita GDP is expected to attract more and 
more population to the urban areas resulting in 
expansion of cities and demand for affordable 
urban housing. According to a study in 2011 
by consultancy Jones Lang LaSalle (JLL) the 
total housing shortfall in Oman was around 
15000 housing units. With preference of 
the local population to live in detached villas, 
demographics and increase in employment the 
demand is expected to rise. 

There are many challenges to the affordable 
housing industry in the GCC which include high 
prices of Land, scarcity of developable land in 
urban areas, affordable credit terms, volatility 
in prices of the building materials, shrinking 
margin for developers, matching growth 
provision of civic amenities in newly developed 
areas,  etc. 

Some studies point to the fact that a more 
holistic approach needs to be taken for 
resolving the issue of housing shortage 
encompassing financial, cultural, social, 
economic, planning and regulatory factors into 
consideration. A study by Strategy& pointed 
out that securing mortgage financing is a key 
constraint for potential home buyers; this is 
majorly due to weak access to home financing 
and strict requirements.

The housing finance market is a natural 
territory for Islamic finance in the sense that 
its requirements are perfectly aligned with 
the form and structure of Islamic financial 
contracts which require a physical asset to 
be financed through trade or equity based 
modes. This is evident from the large exposures 
of Islamic banks across the globe in housing 
finance sectors. Another main reason for this 
is the preference of the Muslim populace to 

finance their abodes in a manner which is free 
from Riba. The provision of Islamic banking 
services in the Sultanate of Oman started 
around two years ago. The situation of Islamic 
banks in the Sultanate is more glaring with 
regards to high exposures to the real estate 
and housing sectors. With certain Islamic 
banks having housing finance portfolio much 
larger than the corporate financing book; even 
the corporate financing book is largely tilted 
toward the real estate sector with financing 
developers and the construction sector.  This 
shows that the Islamic Banks are exposed to 
high concentration risk.

Another major issue that is evident is that 
the nature of Islamic Banking deposits in the 
Sultanate is largely short term in nature. Hence 
the Housing and real estate financing which is 
l long term in nature; with tenors ranging from 
ten years or more; are being financed through 
short term funding. This represents the asset 
liability mismatch with an asset book of illiquid 
assets which will force the Islamic banks to 
rely on wholesale interbank sources in case of 
large withdrawals. With the underdeveloped 
Islamic interbank market in the Sultanate, non 
availability of liquid management instruments 
like sukuk and restriction on excess to Shari'a 
compliant funding from conventional banks the 
raising of liquidity and emergency funding will 
be an uphill task. 

In addition to this a major source of liquidity 
and reliable deposits to the Omani banking 
sector are the government owned entities.  
However with falling oil prices and the budget 
deficit this source of reliable liquidity is 
expected to dry up. Hence Islamic Banks will 
find it difficult to sustain the required Asset to 
Deposit Ratios(ADR). 

CAN ISLAMIC FINANCIAL 
ENGINEERING HELP?
The situation described above is likely to 
exacerbate the supply of affordable mortgage 
finance and ultimately effect the access to 
affordable housing. The situation requires 
a win-win solution for the financial and the 
housing industry at the same time. Does the 
current Islamic Finance landscape provide such 
a solution? Or can the Omani Islamic banking 
industry learn from its more experienced peers 
in the region and across the globe? The answer 
cannot be found in the current Islamic finance 
practices in either the GCC or Islamic finance 
centers across the globe. 

Hence the industry needs to innovate on its 
own or try out successful models from the 
conventional finance world which can be 
structured to comply with Shari'a principles. 
The innovation in Islamic finance space has 

failed to keep pace with its conventional 
counterpart during the past decade with Islamic 
finance majorly relying on various forms of the 
basic commodity murabaha, sale and lease back 
and other plain vanilla financing techniques. 
The dynamic nature of Islamic finance principles 
and Fiqh concepts allow unlimited possibilities 
of financial innovation and engineering to 
solve the economic and financial problems 
currently being faced by Muslim countries. One 
such approach could be to try out successful 
conventional models which can be adapted to 
Islamic finance through innovation in a manner 
that the model fits naturally to the Shari'a 
requirements without any controversial corner 
cuttings to obtain the Shari'a justification.           

Mortgage refinancing securitization is one such 
concept which can be easily adapted to Islamic 
finance to resolve the problems and issues 
being faced by the Islamic banking and housing 
industry in the countries like Oman. The 
concept has been successfully implemented in 
the United States and other countries with far 
reaching positive impact on the financial sector, 
economic growth and availability of affordable 
housing. Some might argue that mortgage 
refinance securitization was partly to be blamed 
for the sub- prime financial crises; but closer 
analysis would reveal that the involvement of 
transactions such as Credit Default Swaps, 
imprudent credit practices, sub-prime lending 
and derivatives which have no direct link with 
mortgage securitization were the direct cause 
of the financial crises highlighting the deficiency 
in regulation and greed as being the cause of 
the financial chaos rather than the practice of 
securitization. 

The question that arises at this stage is that 
can the practice of mortgage refinance 
securitization be applied to Islamic finance. To 
answer this question we first need to look at 
the Shari'a non-compliance aspects involved 
in conventional mortgage securitization. 
Following two core issues render such forms of 
securitization as non-compliant:

• Bay Al Dayn or Sale of Debt when the 
Originators sell the receivables to the 
Issuer and when the securities issued 
by the Issuer are sold in the secondary 
market.

• Riba based cash flow streams at the 
originator level as well as from the income 
stream of the issued securities.

There is one example from Malaysia where this 
form of mortgage refinance securitization has 
been attempted in Islamic finance by a Sukuk 
issued in 2013. However the structure used 
multiple commodity murabaha transactions on 
behalf of sukuk holders to generate liquidity 
which was then used to purchase mortgage 
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assets by the Issuer from the originators. As a 
result the structure suffers from the following 
Shari'a issues:

• Bay Al Dayn or Sale of Debt since the 
issued sukuk represents the ownership 
in commodity murabaha receivables; 
the trading of such instruments is not 
approved by a number of scholars globally 
and is not in line with AAOIFI Shari'a 
standards.

• Secondly the cash flow stream and income 
for the sukuk holders is generated from 
commodity murabaha transactions which 
is again subject to criticism by various 
scholars and not viable for jurisdictions 
like Oman where there are regulatory 
restrictions regarding its use.

IDEAL SHARI'A COMPLIANT 
STRUCTURE FOR SHARI'A 
COMPLIANT MORTGAGE 
SECURITIZATION:
Creation of SPV:

Along the lines of Freddie Mac and Fannie Mai 
as is the case in the United States a special 
purpose vehicle (SPV) should be created for the 
purpose of issuing sukuk from time to time. The 
company can be created either as fully owned 
entity of the government or through public and 
private partnership or with equity of several 
government entities like Oman Housing Bank, 
Ministry of Finance, etc.

The SPV shall outline the criteria for purchasing 
Islamic Housing Financing assets/properties 
from Islamic Banks financed either through the 
modes of Ijarah, Ijarah Mawsufah fi Dhimmah 
or Diminishing Musharakah. Financing based 
on Murabaha cannot be purchased by the SPV 

since that would tantamount to sale of debts. 
The criteria shall outline the quality of assets in 
terms of risk, return, security, etc. which shall 
qualify the asset to be purchased by the SPV.  
The criteria shall more or less be equivalent 
to the prevailing credit criteria as per the 
regulation. 

Origination

Based on this criteria the Islamic Banks as 
originators shall provide Shari'a compliant 
Housing financing to customers across the 
country. Upon building sizable portfolios 
Islamic banks shall be free to sell these assets 
to the SPV through a sale agreement. The sale 
of these assets shall not tantamount to sale of 
debt since the underlying assets that would be 
sold will be the housing assets and properties 
owned by the Islamic banks and leased to their 
individual housing customers. 

Pricing Issue: The price at which these assets 
will be purchased by the SPV can be the 
outstanding Book Value of the asset or the 
Value of the Discounted Cash Flows (DCF) 
that the asset is expected generate in future; 
discounted based on the prevailing market 
profit rates. Hence if the DCF model is used 
the asset might be purchased at a discount or a 
premium from the Book Value.    

Accounting Treatment: Since this will involve a 
True Sale the assets will move from the Balance 
Sheet of the originator Islamic Banks to the 
Balance Sheet of the SPV. The Islamic Bank will 
get the selling price in return.

Issuance of Sukuk 

The SPV shall continue to buy these housing 
finance assets from Islamic Banks and build a 
sizable asset pool. To finance this asset pool the 
SPV shall issue sukuk certificates representing 

undivided ownership share in the underlying 
housing finance assets of the asset pool. The 
sukuk of various short and long term tenors 
can be issued for instance 1 month, 3 months, 
6 months, 1 Year, 2 Year, 5 years, etc. based on 
the market requirements. 

The return on the sukuk shall be based on the 
performance of the underlying housing finance 
assets that is the rentals earned through the 
underlying Ijarah and Diminishing Musharakah 
contracts. Any default in payment or 
destruction of the underlying asset will result in 
a negative impact on the cash flow earnings of 
the sukuk.

FOR ISSUING THE SUKUK THE SPV 
CAN USE THE FOLLOWING OF THE 
TWO METHODS
One Pool Model

The SPV can group all the assets into one 
large pool and issue sukukof different 
maturities from the same pool. In this case all 
the sukuk holders of different maturities will 
be musharakah partners to each other. For 
distributing profits to these sukuk holders 
different weightages or profit sharing ratios will 
need to be assigned so that the profits earned 
from the pool are distributed to each type of 
sukuk as per the agreed ratio. Losses arising on 
the pool shall be shared by all sukuk holders as 
per their pro rata investment in the pool.     

Multiple Pool Model

Alternatively the SPV can group the housing 
finance assets purchased from the SPV into 
various different pools of assets for instance 
pool A, B, and C based on the quality of the 
assets in terms of risk, rate of return and tenor. 
Subsequently sukuk of different ratings and 

SPV

Sale of IHF Assets

Sale Price

Sale of IHF Assets

Sale Price

Sale of IHF Assets

Sale Price

Sale of IHF Assets

Sale Price

Originator 
Islamic Bank (1)

Originator 
Islamic Bank (2)

Originator 
Islamic Bank (3)

Originator 
Islamic Bank (4)

Ijarah/DM 
Financing

Ijarah/DM 
Financing

Ijarah/DM 
Financing

Ijarah/DM 
Financing

Sukukholders

5-Yr Sukuk Series

3-Yr Sukuk Series

2-Yr Sukuk Series

1-Yr Sukuk Series

6-M Sukuk Series

3-M Sukuk Series

1-M Sukuk SeriesSukuk Issuance

Sukuk Subscription

Periodic Profit
Payments

Redemption
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tenor can be issued representing undivided 
ownership in the underlying assets of that 
particular pool. Hence different types of rating 
can be assigned based on the quality of the 
underlying assets and security features. With 
this mechanism different sukuk catering to 
different segments of the market based on 
tenor, rating, profit rate, etc. can be issued. 

Under this mechanism there will be no 
musharakah partnership among the various 
grades of sukuk since each grade has an 
ownership in separate pool of assets. Hence 
the loss in one pool of assets will only have 
to be borne by the sukuk holders of that 
grade or pool; sukuk holders of other pools 
will be secure from the impact of such losses. 
This technique of creating separate pools 
has its own benefits and pitfalls the decision 
regarding which model to use depends on the 
operational effectiveness and market segment 
requirements.    

Maturity of each sukuk tranche

Upon maturity of each sukuk tranche the 
maturing sukuk holders will sell their share in 
the underlying pool of assets to the SPV at the 
fair value of their share in the underlying asset 
pool. This shall be calculated as follows:

Fair Value of Share = Initial Investment + 
Accrued and unpaid profit share – Losses/costs 
if any.

To fund this redemption SPV can either use 
funds from its equity or use the excess liquid 
funds of the pool which are generated from 
the maturity of the individual housing assets. 
In case of latter since the funds in the pool are 
owned by the existing sukuk holders the SPV 
would be purchasing the share of the maturing 
sukuk holders on behalf of the remaining sukuk 
holders and hence the share of the remaining 
sukuk holders would increase which may be 
sold to new group of sukuk holders upon new 
issuances. Alternatively the SPV can issue a 
new sukuk series of the same amount; in this 
case the new sukuk holders would purchase 
the share of the maturing sukuk holders. In 
case the new sukuk cannot be issued or there 
is a shortfall in sukuk subscription the deficit 
amount can be funded by the SPV through 
Shari'a compliant funding from the market until 
this shortfall is plugged through further new 
issuances.     

Liquidity for Islamic banks

Upon selling their originated assets the Islamic 
banks will get their liquidity in form of sale 
price; from this newly released liquidity Islamic 
banks can provide new Shari'a compliant 
housing finance to eligible customers. Upon 
successful origination the Islamic banks can 

further sell these assets to the SPV for further 
securitization.  The question arises over here 
that why would Islamic banks sell their hard 
earned assets to the SPV and lose their long 
term earning assets. Ceteris Paribus the 
answer is they would not. However given the 
market conditions in the GCC and Oman with 
high exposure of Islamic Banks to real estate 
and housing sector, low deposit generation, 
asset liability term mismatches and restrictions 
to the asset to deposit ratio it would be 
prudent for Islamic Banks to sell these assets 
and unfreeze their liquidity. The proposition 
would seem all the more attractive since this 
mechanism would also provide Islamic banks 
to earn risk fee income by servicing their 
originated assets even after the sale to the SPV. 
This opportunity will result from the fact that 
the contact point of the end housing finance 
customer would still be the Islamic banks which 
had originated the financing. Hence to collect 
the cash flows on purchased assets the SPV 
will have to employ the originator Islamic banks 
as the Wakeel or agent to manage the assets 
for the purpose of collecting rental periodic 
payments, correspondence with the customers 
and other such issues. For these services the 
Islamic banks can charge a Wakalah Service Fee 
at a certain percentage of the collected amount. 
Hence this will open a new source of income for 
the Islamic banks.

ECONOMIC AND SOCIAL BENEFITS
Availability of excess liquidity for 
affordable housing finance

The Islamic housing finance securitization 
model as discussed above would result in the 
release of excess liquidity in the market which 
can be channeled to originate yet more housing 
finance assets. This would result in sufficient 
supply of affordable funding available to home 
buyers in the market thereby increasing the 
access to mortgage finance which is defined 
as one of the main reasons in shortage of 
affordable housing.  Hence it will ultimately 
lead to increase in home ownership within the 
country    

Investment opportunities and 
participative development

The sukuk issued from this activity will 
provide investment opportunities to the 
various segments of the economy ranging 
from households, corporates, mutual funds, 
investment companies etc. This will be possible 
since the sukuk can be issued of various small 
and large denominations enabling various 
segments to invest in real estate sector which 
would not have been possible without such 
issuances since amounts involved would be 
much higher.

Development of Islamic Secondary 
market and interbank market 

Along with the investment opportunities and 
the economically efficient denominations 
the sukuk certificates will be freely tradable 
in the secondary market and will not result 
in sale of debt or Bai al Dayn since the sukuk 
would represent the proportionate ownership 
for the holder in the underlying assets. This 
would bring an additional liquidity feature to 
these investments by allowing investors to 
sell these securities in the market making it 
more attractive. Hence this would lead to the 
development of an efficient secondary market 
for these securities. 

Better management of term risk by 
Islamic Banks

These sukuk certificates would also be an 
attractive investment for Islamic banks since 
due to their liquid nature the investments will 
allow the Islamic banks to better manage their 
asset liability term risk. Additionally the trading 
of these sukuk between Islamic banks will lead 
to the development of active secondary and 
Islamic interbank market in the Sultanate and 
hence the development of the Islamic financial 
industry. The Islamic banks would be able to 
use these certificates to get funding from other 
Islamic banks by pledging these certificates in 
case of liquidty requirements. The instruments 
could also be used by the regulator to develop a 
Shari'a compliant financier of last resort facility.    

Off Shore sale of sukuk foreign 
investment 

The mortgage sukuk certificates with high 
ratings would also be an effective vehicle to 
attract foreign investments from global hedge 
funds, Shari'a compliant mutual funds, Islamic 
banks from across GCC as well as globally, etc.  
Thereby paving the way for the Sultanate to 
be at the forefront of development in Islamic 
finance and boosting its credentials to be the 
global destination for Islamic investments in 
the region and beyond; at a time when different 
cities from East to West are vying for the 
coveted crown to be the global hub of Islamic 
finance.



In this heart-touching interview, we present a leading personality in IBF, who frankly 
shares with us his journey to becoming a successful Islamic finance professional. It is 
the interviews like this, which inspire the new generation of professionals in IBF. Nik 

Norishky Thani dwells into some of the most important intellectual issues, with great wit 
and sense of humour. Referring to Islamic teachings and Shakespeare in one breath defines 

the character of the man who is one of the most accomplished young Islamic financial 
professionals in Malaysia.

NIK NORISHKY THANI
Islamic Finance Professional

UNIQUE 
PERSPECTIVE

INTERVIEW
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   The one quality that I admire about my 
brother Nik Norishky Thani is his willingness to try 
new things - studied law at university, then pursued 
a career in investment banking and now venturing 
into Islamic finance. I guess he embodies the spirit 
envisioned by Yoda from Star Wars - "do or do not - 
there is no try." 

Datuk Dr Nik Norzrul Thani, 
Managing Partner of Zaid Ibrahim & Co. 

What kind of education did you have 
when you were growing up?

My late father was in the teaching profession 
so you could say my education was the 
experience of growing up among the lower 
to middle income group of people. Growing 
up I was very much independent, exploring 
KL with my buddies when I was just a kid – 
something you cannot possibly allow a child 
to do today. Earning my own money instead of 
getting parental allowance by trading in comics, 
working at a 7-11 as a teenager, a waiter and 
even a bartender in my youth and many other 
experiences that keep reminding me to be 
humble to all folks. Thinking about my early 
life also constantly reminds me that many are 
still struggling out there to make ends meet. 
For me this is the ultimate objective of Islamic 
finance and Islamic economy. We have to uplift 
the standard of living of the people around 
us and those we share this planet with. Those 
early life experiences made me want to make 
a difference to the people, any kind of positive 
difference. It turned me into an idealist.

As for formal education, I went to the Malay 
College, Malaysia, did my A-Levels at the New 
College Cardiff, read law at Cardiff University 
and did my LLM at Georgetown University. I’m 
also a Fulbright Scholar and Petronas Scholar. 

Who was your mentor?

Perhaps too many to mention as I have been 
lucky enough to be working with many great 
folks. So, firstly my father when I was young but 
my father became ill early in his life. Then my 
older brother, Datuk Dr Nik Norzrul Thani, took 
over the role of becoming my mentor, whether 
he meant to or not! I still go to him for advice. 
He must be wondering at what point will I stop 
disturbing him but he has guided me so much 
that I can never repay that kindness.

My mentor in Islamic finance was and still is 
Dato’ Dr Mohd Daud Bakar. I started out as a 
conventional banker but it was Dr Daud Bakar 
who introduced me to the world of Islamic 
finance and the positive difference it would 
make in this world when Islamic finance was 
fully operational. Well I did say I am an idealist!

In my first-ever public presentation, Dr Daud 
Bakar was the moderator; I think I was just a 
blood clot away from getting a stroke, which 
was how nervous I was. But Dr Daud Bakar 
congratulated me afterwards and encouraged 
me to go further in our industry. That is exactly 
what I did, and he has given much guidance to 
me since then. There is much more that I owe to 
this towering personality in IBF. Alhamdulillah, I 
am grateful to the Almighty for surrounding me 
with great people like him.

Such as Dato’ Noorazman when I was in Bank 
Islam, Abdullah Al-Awar when I was in Dubai, 
John Chong of Maybank Investment Bank who 
taught me a lot about investment banking and 
was always patient with me and of course Tan 
Sri Hamad, my current boss, who has taught 
me much about leadership and what nation 
building is really about at the grassroots. 

How would you describe your 
managerial style?

First, I have the “No Jerks Rule” in place. I do 
not care how good you are but if you cannot get 
along with the team then you are not needed. 
Perhaps it is the hadith on being conceited 
that influenced me or the origination story of 
mankind when Adam was looked down upon 
by Shaitan as a lesser creature. I simply cannot 
tolerate such conceited behaviour. I believe in 
teamwork and camaraderie among the people 
I work with. 

I also like to provide my colleagues with as much 
exposure and different experiences as possible. 
I find that among the weaknesses of Islamic 
bankers are their lack of general knowledge 
and also a lack of confidence. So I try to give 
them a lot of freedom in any assignment. I 
encourage ideas; there is never a bad idea in 
our brainstorming sessions but you will never 
know until you test your idea against your 
colleagues’ thoughts and perhaps rebuttals. So 
be confident to express and argue your ideas. 
I love a healthy discussion before we reach a 
decision on anything particularly important. 
I avoid ‘spoon feeding’ and allow enough 
freedom and creativity for a team to solve a 
situation or complete an assignment. I would 

like to think that encouraging their critical 
thinking and motivation, and guiding them will 
build their confidence over time, in sha Allah. 
But it is easier said than done. We sometimes 
seem to be producing graduates who need 
literal guidance and lack critical thinking; at 
least this is how it is in Malaysia in quite a lot of 
instances. But as a leader, that is no reason to 
give up of course. It only makes training them 
harder. But it needs to be done for the sake of 
the people we care about.

Ambition or talent; which matters for 
success?

Well, firstly how do you define “success”? To 
some, it is founding the largest Internet search 
engine while others may find running a tuck 
shop on the seaside exciting. It is not easy to 
find what your definition of success is; perhaps 
this is part of the Greater Jihad. But knowing 
what you define as success is important to your 
personal and career growth, because then you 
have a clear objective in life.  

But to answer your question, ambition and 
talent are just two of the ingredients that 
matter. It is also ordained upon us to put in our 
best effort and to be patient in accepting the 
outcome. Never give up. 

So I would say you need both ambition and 
talent. Ambition is the drive whereas talent is 
what God has given you and it is only up to you 
to push for constant improvement on oneself 
so that your talent continues to grow. Without 
one the other would not happen. If you lack 
the drive or ambition for example, then you will 
not have the desire to work hard and earn your 
scholarship.   



What was your earliest ambition?

When you say earliest how early are you talking about here? Because 
my earliest ambition was to be a Jedi. Imagine my disappointment 
when I found out last month that this is not at all possible. I’m just 
joking but yes, that was the earliest ambition – swinging an imaginary 
laser sword whilst wearing my oversized late father’s bathrobe.

But when I reached certain maturity, I am not quite sure at what point 
that was – perhaps after my Grand Tour of Europe (assisted with the 
coolest sunglasses and little else) or it may be when I started having to 
live on my own upon graduating. I realized what my ambition was then 
and it has not changed since. Whilst not as clichéd as ‘world peace’ my 
ambition is certainly in the same corny territory here – my earliest and 
current ambition is to reach contentment with what the Creator has 
given me from whatever effort I put whether at home or at work and 
then to strive and work ever harder when you reach that sought after 
contentment. Because as nice as it is to be content, to be in a comfort 
zone and be grateful – we have to realize that we still can do more. It is 
an awfully boring answer, I completely agree with you. 

But for me, it is important to be content because you are where the 
Creator has put you. But at the same time you have to do better 
with your efforts if you desire to improve your situation. You have 
to continuously make the effort to do better in your chosen calling 
but for me, at the same time you have to be content with what the 
Creator has given you as well because not all that you strive for will be 
successful all the time and if you fail and that makes you depressed or 
despondent, that would be the wrong approach. Learn from the failure, 
and be content. You still have the opportunity to either try again or try 
something else. In sha Allah, success awaits. And if not in this world, 
then maybe in the next world. This idea inspires me to do better each 
time. My late father used to tell me “If something is worth doing then 
do it well, give it your best shot or don’t bother doing it at all”.

Perhaps my late Father was a Jedi after all.

In what place are you the happiest?

That’s quite hard to answer because there are so many places on this 
God given earth that I can find happiness in. Perhaps it is more a case 
of ‘whom’ rather than ‘what’ place. For example with my wife Erin and 
our kids. The day the munchkins were born - that was happy place to 
be at. Escaping from doing diaper duty, that is an even happier place. 
And to see these kids now - we have a small corner outdoors at home, 
a small gazebo of sorts with a koi pond surrounding it and a comfy 
hammock and some table and chairs. Being there with my family, 
reading a book, taking a nap with my kids on the hammock, listening to 
my wife’s reminder(s) that I still haven’t fixed the garage lights – that to 
me is my slice of heaven on earth.  

But when I am alone, I am happiest when I am in a mosque. No word 
can explain that kind of tranquillity. There is peace that comes from 
such solitude, joining prayers with my fellow brothers. Especially 
perhaps in times of difficulties, when you have worldly problems. It is 
selfish perhaps to only be a regular at the mosque when you have a 
problem. But I have no trouble with that. At least we are at the mosque. 
So I find when seeking solace, forgiveness, mercy and guidance it is 
best at the mosque. I am one hundred percent certain that I am not the 
only one who feels that way. I’m sure many of my Muslim brothers and 
sisters share similar sentiments.

In a rather distant second though, or is it third, I’ve lost count now - 
the happiest place I’ve been was when I was at the Attaturk Stadium, 
Istanbul in 2005 when my team Liverpool FC overturned a 3 goal 
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deficit to win the Champions League. I think 
that will always be the best football I’ll ever see 
– but who knows, still time left, in sha Allah. 

What ambition do you still have?

Well, now that being a Jedi is out of the 
question, I’m going to go for the next best. 
To be a Muslim who is a making a positive 
difference to our people. That’s it. There are 
so many things we have not explored or done 
yet – an Islamic finance crowd funding for 
example to assist Muslim refugees. Just how 
far are we from being able to do that? I recall 
a conventional bond the proceeds of which 
went into the efforts of clearing up mines in 
places that finally discovered peace. To me, the 
possibilities for Islamic finance are endless but 
getting there however has been a slow process 
so far.

We cannot look at or work on Islamic finance 
in isolation. In my opinion there are four 
positive projects Islam is engaged in now – but 
these projects are working in silos and not in 
tandem – we need to connect them if we are 
to have a chance to be successful in achieving 
our ambition of a united and successful people. 
The four that I refer to is Islamic Finance, the 
Halal Industry, the preachers that are popular 
among laymen such as in social media and our 
sisters who are doing Jihad to improve the 
status of women in today’s modern, reformist 
Islam. When these 4 important ‘dots’ are 
connected and then leverage on each other for 
strength and inspiration, I am confident we will 
eventually see a tipping point among Muslims. 
A positive one, no longer a society feeling under 
siege but one that can go back to our roots as 
knowledge seekers. 

What drives you on?

My mortgage!

What is the greatest achievement of 
your life so far?

That’s a loaded question. I have been very 
happy in my career thus far and life outside 
the office is equally just as satisfying. I suppose 
it’s the old maxim “Work hard, play hard”. So 
that to me is my greatest achievement so far. 
Alhamdulillah, the balance between work and 
life outside of that grind is satisfying, and bring 
my family and me much joy. There is much for 
my family to be grateful there to the Almighty.

What has been your greatest 
disappointment?

That we as ummah are fighting all the time 
about every little thing, not to mention the 
bigger issues involving violence, but we fail to 

see the big picture. For example, there seems 
to be this idea that the period of classical Islam 
is what we should aspire to be because it was 
a time that was perfect for Muslims to excel. 
But that is not entirely true. The period of 
classical Islam was not a utopia. They had major 
problems of their own too; they committed 
atrocities too against other people and 
sometimes even among Muslims themselves. 
In some ways the Classical Period were what 
the West is today. Classical Islam produced a 
lot of great things but also bred some major 
flaws that do eventually affect the world till we 
find ourselves today arguing on issues such as 
whether or not it is ok to murder a Shiite? We 
need to come to terms with our weaknesses, 
recognize our history, get educated, be united 
again, before we can fix our society and restore 
the pride of the ummah. In my country for 
example, Muslims are polarized into three 
political camps, each with their own agenda. 
The amount of time spent on politicking here in 
Malaysia is unbelievably ridiculous and yet real 
issues such as education and housing remain 
mere talking points. Meanwhile the Malaysian 
Muslims continue to be at the bottom of the 
pile here in Malaysia. 

I’m not a Shari’a scholar so I’m not going to 
quote scripture, but Shakespeare’s Macbeth 
seems apt here:

"Out, out, brief candle! Life's but a walking 
shadow, a poor player that struts and frets his 
hour upon the stage and then is heard no more: 

it is a tale told by an idiot, full of sound and fury, 
signifying nothing." Macbeth Quote (Act V, 
Scene V). 

If you had to rate your satisfaction 
with your life so far, out of 10 what 
would you score?

That’s a tough one. Well I suppose it has to 
be a 9/10. As I said earlier, I am content and 
I, god willing, will work harder to do more for 
our people as well as provide for my family. It 
would have been 10/10 but there is this little 
problem called Liverpool FC. Maybe that 
should be my ambition – to be the manager of 
this underachieving football team.

If your 20-year old self could see you 
now, what would he think?

I attached a photo of a 20 year old me so you 
can see for yourself and perhaps get some idea 
of how I was then. I did say I’ve been an idealist 
since I was young. Also anti-establishment, 
also a bit of a rebel – but that is probably just 
teenage angst.  So I think the 20-year old me 
would first wonder, “What the heck happened 
to your dreadlocks”. And when that 20-year 
old me finds out I’m working with a government 
agency I think there will be physical violence. 
Fortunately, I’m more buffed now than that 
scrawny dreamer of a kid. 
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From its humble beginning, IBFIM's Knowledge 
Management Centre (KMC) has grown to 
become the one-stop reference centre for the 
Islamic Finance Industry in the Asian region. 
The centre, which started from providing books 
and other materials for its domestic customers, 
now provides a whole range of research 
materials and references on Islamic Finance for 
both local and international customers.

   What makes us unique 
is that  our wide range of research 
materials and references is used not 
only for scholarly research but also  
as reference for practical product 
development, which caters for 
professionals in Islamic Finance,” 
according to Mohd Zain Abdul 
Rahman, Head, of KMC in IBFIM. 

Technically, our endeavour began with 
providing niche reference material, starting 
with just translation of scholary books 
especially in Arabic to the mainstream language 
such as English. As demand for Islamic Finance 
materials increased, we grew along with the 
increased needs of the market.

IBFIM’s KMC is now also in publishing and has 
so far published 71 titles under its brand. What 
makes this more relevant is that its authors 
are mostly practitioners and scholars coming 
from financial institutions who are recognised 
globally for their expertise.

  Our publications are also 
recognised not only by regulators 
and practitioners, but also by 
institutions of higher learning. For 
example, some of our best seller 
titles, covering the subjects of 
fundamental of Islamic banking, 
Shari'a application and Islamic 

banking practices, have been utilised 
as reference for local and foreign 
universities from Asean, Japan, the 
Middle East and even in the UK,” 
Mohd Zain said.

One reason why IBFIM publications have a 
good coverage in the market is because of its 
pricing strategy where most of its products are 
priced at very competitive rates versus other 
publications with a similar niche.

  If you look in the market 
right now, knowledge transfer 
reference resources in Islamic 
Finance are quite expensive to 
come by. That is why we have 
decided to price our products 
below international market prices 
to attract and enhance interest in 
our publications and to accelerate 
knowledge transfer of Islamic 
finance,” he added. 

Currently at IBFIM’s KMC, there are more than 
23,000 Shari'a  & Islamic Finance publications 
in Arabic, English and Malay and over 800 
titles of special collection on history of money, 
banking and finance. That makes an attractive 
draw for scholars, professionals and even 
the public to visit the centre, located in Kuala 
Lumpur.

RECOGNITION & EXPANSION 

  Our value proposition 
to our customers comes from two 
key factors. Firstly, we have the 
shared advantage of direct industry 
knowledge and secondly, we have a 
complete value chain for knowledge 

transfer which starts from research 
to distribution of publications. That 
is why our customers believe in what 
we do, including the regulators and 
industry players,”   he said. 

 IBFIM KMC’s publications have received 
several awards but the most memorable 
was the Best International Rights during the 
Frankfurt Book fair in 2011. This was because 
the publication on Islamic finance was practical 
in writing and of international standard.  

In the future IBFIM KMC is already looking to 
participate at several potential international 
book fairs. It expects that the demand for 
Islamic Finance reference publications will 
continue to grow.  IBFIM KMC is also looking 
forward to work as joint publishers for several 
organisations which include the regulator and 
the industry. 

IBFIM KMC acknowledges that its customer 
base has gone beyond catering to the local 
market. As such it is planning to introduce 
some of its publications online towards the 4th 
quarter of 2015.

  We understand 
technology has changed many 
facets of printed publications, which 
is why we are looking forward to 
introduce some of our books with 
high demand to be made available 
online”. Mr Zain added, “At the 
end of the day our most important 
deliverable value is about transfer 
of knowledge, that’s what makes us 
different from the rest. IBFIM’s KMC 
is more than just a library of Islamic 
finance; it is a publisher, distributor 
and disseminator of Islamic finance 
knowledge.” 

For more information please contact us:

Knowledge Management Centre (KMC)
5th Floor, Menara Takaful Malaysia, Jalan Sultan Sulaiman, 50000 Kuala Lumpur.

Mohd Zain Abd. Rahman
Email: mzar@ibfim.com

Tel: +603 2031 1010 Ext. 571
Fax No: +603-2031 4250

Muhamad Hanapiah Kudus 
(Bookshoppe)
Email: hanapiah@ibfim.com
Tel: +603-2031 1010 Ext. 577
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DR. MANSOOR DURRANI
Senior Vice President
Head of Project Finance, NCB

In this exclusive detailed interview with Dr Mansoor Durrani, we gather an extremely 
useful insight into contemporary practices of Islamic banking and finance (IBF). Dr Durrani 
is one of the most accomplished Islamic bankers in the world, and his insight into IBF is 
highly helpful in understanding some of the most important issues facing the industry.  

PERSONAL 
INSIGHTS – 
PROFESSIONAL 
IMPLICATIONS



You have been with NCB for quite 
a few years now. Please tell us how 
is it like working in Saudi Arabia in 
general and at NCB in particular. 

After finishing my PhD in private equity (PE) 
from an Islamic perspective, I tried to set up 
a small PE fund. The objective was to invest 
and manage the fund in line with my research 
findings in a 100% Shari’a compliant manner. 
My fund raising efforts used to bring me to 
Saudi Arabia. When I could not find enough 
takers for my Islamic PE fund, then I started 
looking for a job. Islamic banking was (and 
still is) almost non-existent in India. So for 
practicing Islamic banking, Saudi Arabia was a 
natural choice. And within Saudi Arabia, NCB 
was the largest bank with a clear vision and 
commitment to move towards Islamic banking. 
NCB was better placed than others, so I joined. 
After spending a decade at NCB, it seems to be 
the right decision. Alhamdulillah!

Although a lot of business lines 
at NCB are Shari’a compliant but 
essentially it remains a conventional 
bank. What is your take on working 
for a conventional bank? This is an 
important question for the fresh 
graduates of IBF, who are looking for 
a career in Islamic financial services.

Over the past decade, NCB has very 
rapidly brought its businesses under Shari’a 
compliance. As a result, NCB’s retail banking 
is almost entirely Shari’a compliant. Similarly, 
a vast majority of our corporate banking 
business is Shari’a complaint and NCB’s asset 
management arm is one of the largest Shari’a 
compliant fund managers in the world. So 
this is factually incorrect that NCB “remains a 
conventional bank”. And whatever tiny areas 
are outside Shari’a, there is full commitment 
to make NCB a 100% Shair’a compliant bank 
within a short and specified timeframe. I 
think we must give the credit where it is due, 
disregarding the fact that NCB is my current 
employer!

In your observation and opinion, 
how Islamic is Islamic banking? Given 

the current state of affairs of IBF, do 
you think it has potential to replace 
conventional banking and finance, 
especially in the countries with 
Muslims as majority? 

It is important for a business model with 
religious underpinning, like Islamic banking, to 
be vigilant and keep questioning “how Islamic?” 
all the time. I also like asking this question in 
my writings and presentations/speeches. But 
when Islamic banking practitioners (or even 
outsiders) deal with this question, we tend 
to jump to conclusions that are usually out of 
context. 

Very often, both corporates and general public 
compare the “quality and sophistication” of 
conventional banks that have existed for about 
four centuries with Islamic banks that are 
around for just about four decades. Within 
this relatively short timeframe, the theoretical 
and practical advances made by IBF are not 
too bad. We could have done better, but given 
some constraints, global awareness about the 
possibility (if not full availability) of an alternate 
financial system is quite an achievement. 

Also, the “market” (both corporate and retail) 
should realize that Islamic banks or the supply 
side of the capital are only one side of the 
story. The “market” or the demand side of the 
capital should endeavor to develop a deeper 
understanding of the core philosophy and value 
system beneath the Islamic banking. Unlike 
conventional finance, IBF is clearly not just 
about money. Once this concept gets clearer, 
the market or masses will start managing their 
own expectations and at the same time will 

demand Islamic banks to be Shari’a based (pure 
equity, musharaka, mudaraba, etc) rather than 
merely Shari’a compliant (murabaha, tawarruq, 
etc).

To answer the second part of your question, 
IBF not only has the potential to replace 
conventional banking, it is the need of the hour 
in the face of imminent economic collapse 
across the globe. And let me clarify that there is 
no “religious bias” in this answer. There is a pure 
and simple logic behind this viewpoint. The 
present economic and financial system across 
the world, including Muslim majority countries, 
is not indigenous. It is imported lock-stock-
and-barrel. It is entirely based on interest, 
speculation and statistical deception. For 
instance, not a single country in the world gives 
accurate and credible data about economic 
growth or unemployment. And we all know 
how LIBOR was being rigged. So a more stable 
and sound economic/financial system has to 
be completely devoid of interest, speculation, 
opacity and should be equity based, where the 
currencies are backed by tangible and finite 
reserves. Looking ahead, these fundamental 
factors of Islamic financial system have the 
potential to automatically put it in the driving 
seat.

You hail from India. We think that 
our readers would be interested to 
know from you what is the future 
of IBF in India. As of today, there 
is no regulated Islamic bank in the 
country. Do you think that the Indian 
government and banking regulator 
would ever take a sympathetic view 
on IBF? 

India has the second largest Muslim population 
in the world. So in terms of market size, it 
is as big as any large-sized Muslim country. 
However, Islam is not only meant for Muslims. 
It is for the entire humanity. So IBF too is not 
an exclusive Muslim domain. If allowed to be 
implemented at a larger scale with the right 
business models, the entire Indian population 
can benefit regardless of their faith and belief.
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   This is factually incorrect [to assert] that 
NCB [is] a conventional bank… Whatever tiny areas 
are outside Shari’a, there is full commitment to make 
NCB a 100% Shari’a compliant bank within a short 
and specified timeframe.

   IBF not only has the potential to replace 
conventional banking, it is the need of the hour in the 
face of imminent economic collapse across the globe.
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Establishment of a robust IBF sector requires 
political support. And that does not exist 
in India at the moment. Having said this, I 
strongly feel that quite a few Islamic banking 
products can be offered within the existing 
legal framework in India. For instance, no 
regulatory change is required for setting up and 

running private equity funds (which is the core 
of Islamic banking in my view). Similarly, micro 
Islamic finance schemes can be offered on a 
profit-sharing basis without much fiddling with 
existing rules. 

INTERVIEW

I have also advocated offering “educational 
musharaka” products to financially support 
students aiming for post-graduate and doctoral 
degrees in top universities and colleges in India 
and abroad. This would serve dual purpose: 

a. Help developing top quality human 
resources (not just Muslims, non-Muslims 
should also be offered); and 

b. Save young and bright students from 
getting trapped in fixed interest repayment 
obligations right at the beginning of their 
career.

India presents a mix of challenges and 
opportunities. In the overall scheme of things, 
two biggest challenges are: 

1. Those who have ideas and risk appetite 
do not have excess (and access to) capital, 
and those who have excess (and access to) 
capital are short of ideas and risk appetite; 
and

2. Top quality human capital is in short supply 
when it comes to Islamic banking. I come 
across youngsters, with due respect, who 
are less employable in the top corporates/
banks are generally looking for Islamic 
banking opportunities. And this is not an 
India-specific issue. I have noticed this 
across the world.

NCB has won a lot of project finance 
mandates under your leadership.  
Please share with us some of the 
landmark projects in which you have 
been involved in a leadership role in 
2014. 

  As an Islamic banker, despite 
its permissibility, I am personally 

averse to murabaha structures. But 
at times we have to look at clients’ 

needs and tight timelines. etc. And, 
murabaha can be put together fairly 

quickly, while meeting Shari’a 
requirements at the same 

time. 

   To date, [Medina International Airport] is 
the only airport in the world, which has been funded 
with 100% Shari’a compliant financing.
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I have been extremely fortunate to have led 
NCB’s project finance business over the last 
10 years. As you would know, project finance 
structures are used for large infrastructure 
projects like water & power, metals & mining, oil 
& gas, petrochemicals, airports & highways, etc. 
All these projects fulfill core socio-economic 
needs of a modern society and require large 
balance sheets to fund. Being the largest bank 
in the Middle East, NCB’s strong balance 
sheet has allowed us to play a leading role in 
structuring and financing many such deals in 
Saudi Arabia and beyond. While making money, 
we also fulfilled a key Shari’a requirement of 
nation building.

I have been involved or led over 30 high profile 
deals with an aggregate value of US$100 
billion. NCB’s own commitment in these deals 
has been close to US$10 billion. Over 90% 
of them are Shari’a compliant. Almost every 
year, we have one or two deals that are wining 
prestigious “Deals of the Year Awards”. 

Most of the Shari’a complaint project  
finance deals NCB has been involved 
in are based on simple murabaha- 
based structures. Is it due to the 
nature of project finance or is it the 
case that NCB lacks sophistication of 
innovation and structuring?

[Smiling] I think you are only looking at the 
list of our 2014 deals. Last year we closed a 
number of corporate finance deals or re-
financings with quasi project finance features. 
This is why they were structured as murabaha. 
But in our entire project finance portfolio 
of over 30 deals, a vast majority of them are 
istisna’-ijara or wakala-ijarah. Only a handful 
are murabaha. As an Islamic banker, despite 
its permissibility, I am personally averse to 
murabaha structures. But at times we have 
to look at clients’ needs and tight timelines. 
etc. And, murabaha can be put together fairly 
quickly, while meeting Shari’a requirements at 
the same time. 

You have led some of the milestone 
Shari’a compliant transactions in 
project finance. Please share your 
experiences. Further, how a Shari’a 
compliant project finance transaction 
is different from a conventional 
transaction?

Over the years, we have played key/lead roles 
in some of the largest power projects in the 
world, the largest petrochemicals complex 
in the world, the largest grassroots level oil 
refinery in the world, and the first Islamically 
structured mining deal in the world. All of these 
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were award-winning deals in the years they 
closed.

One transaction that I treasure most is the 
new Medina International Airport. Apart from 
providing major chunk of funding, we were 
the Islamic structuring bank for this landmark 
deal. Developing Shari’a complaint structures 
for Build, Own and Transfer (BOT) based 
infrastructure projects is relatively easier. But 
airports, seaports and highway are considered 
“vital strategic assets” for governments. So 
they are not offered to private developers on 
a BOT basis. They are developed on a Build, 
Transfer and Operate (BTO) basis. And this 
presents a Shari’a challenge because we cannot 
finance something that we do not own. In 
BTO structures, we have to build the asset/
project and then transfer the built-up projects 
to governments. After that, the company that 
develops the project retains only operational 
rights for a period of time to pay the Islamic 
banks back. But after extensive deliberations 
with Shari’a scholars, we came up with a fully 
Shari’a complaint solution for this challenge. 

Till date, this is the only International Airport in 
the world, which has been funded with 100% 
Shari’a compliant financing, Alhamdu lillah! And 
for us, what could be a better place for this 
honor than Medina!

As mentioned earlier, project finance is one of 
the most suitable ways of implementing Islamic 
finance, because it deals with only tangible 
assets. And there are 3-4 broad structural 
differences between conventional and Islamic 
project finance: 

1. In case of late repayments, conventional 
banks charge higher interest arbitrarily 
while in the case of Islamic structure, 
only actual and demonstrated extra 
costs incurred by the Islamic banks 
are chargeable  as a result of delayed 
repayment. 

2. The debt can be sold or bought at a 
discount in conventional but in Islamic 
structure it has to be at par.  

3. In conventional finance, “permissible 
investments” out of company’s excess cash 
can be made wherever the company earns 
the highest returns. But Islamic structures 
restrict such investments to Shari’a 
compliant assets only. 

4. Conventional guarantees cover all possible 
losses regardless of what the cause is. But 
Islamic structures do not put the burden 
of guaranteed obligation on the shoulders 
of the guarantors for events beyond their 
control, e.g., expropriation, acts of war, 
natural force majeure.

During the recent financial crisis a 
lot of banks and financial institutions 
around the world were affected. 
Please share with us how Islamic 
banks came out of this difficult 
period.

The 2007-08 financial crisis was a divine gift 
for the concept of Islamic banking. Since Shari’a 
does not permit financing that is not directly 
linked with real assets, a number of true Islamic 

banks remained mostly unscathed as their 
assets remained more or less equal to their 
liabilities. This relatively inherent safety feature 
brought the concept of Islamic banking at the 
forefront of the debate on alternate banking 
system that the world needs so badly. Alhamdu 
lillah, for the same reasons, in the last 10 years 
since I started the project finance business at 
NCB from scratch, we have not lost even one 
dollar. This is despite the fact that we have built 
one of the largest project finance portfolios in 
the entire Islamic world.

You have been Head of Project 
Finance at NCB for a while. Tell us 
how different NCB is now from when 
you started?

Project finance as a concept was at a nascent 
stage in the Kingdom 10 years back. Building 
a completely new business with large-sized 
commitments ranging between US$100 
million to US$300 million for every single deal 
required full senior management support. 
Despite initial challenges, the board and the 
entire top management wholeheartedly backed 
this business. And they continue to do so. This 
has resulted in NCB figuring on top of the 
project finance league table for a number of 
years, including 2015. Alhamdulillah!

What are the short, medium and 
long term plans of NCB to expand 
its project finance franchise? Are 
there any plans to tap some lucrative 
markets in South Asia and the Far 
East?

After having built a leadership position in 
the Saudi project finance market, the NCB 
board has approved to look at GCC deals, and 
very selectively in Turkey as well. Outside 
Saudi market, we are only supporting core 
infrastructure projects with some kind 
of sovereign involvement in the form of 
shareholding, fuel supply, offtake commitments 
etc.

We have no immediate plan to expand to South 
Asia or Far East. But who knows what the 
future holds!

All that NCB has achieved in project 
finance would not have been possible 
without the hard work, commitment 
and support of your team. Please 
share your views on the team and 
how do you motivate them as their 
leader.

Indeed, project finance requires heavy lifting on 
a regular basis, almost 24x7. Since we invariably 
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structure and fund multi-billion dollar projects, 
they require very high level of business and 
financial due diligence skills, negotiation skills, 
high stamina to work long hours at times 
without weekend breaks. I was alone when 
we started this business about 10 years back. 
But over the years, we have built one of the 
best PF teams in the business. Highly qualified, 
multinational staff perfectly capable of working 
with top multinational clients as partners. I 
guess, the best way to motivate your team is to 
lead from the front. I must admit that they are 
all very high calibre professionals and mostly 
self-driven. So they do not need motivation 
from me as such [smile]!

Share with the readers of ISFIRE a 
typical day of Dr Mansoor Durrani.
How does it start and how it ends 
and what is on your must do list?

A normal day is 5am to 10pm. Almost 70% 
time is spent on deal making. This includes 
conference calls with clients, lawyers, 
consultants, etc. Reviewing and approving 
financing applications, attending credit 
committee meetings/calls, and spending time 
with the team to thrash out deal-specific 
issues. The remaining time is divided between 
attending the school work, reading, writing, and 
playing with my kids. Virtually all of these figure 
in my “must do” list!

Maintaining this schedule is a bit challenging. 
This is why I am almost absent from the “social 
circuit”; hardly hosting or attending late night 
dinner parties [smile]. I also spend a lot of time 
in travelling for business.

You have busy life of a banker but 
it is amazing to see you involved 
in writing regularly for various 
magazines, newspapers, portals 
and sparing time for your charitable 
works. How do you manage 
your time between professional 
engagements and personal pursuits?

I have always been concerned about the quality 
of Muslim human capital. So I made my small 
contribution towards improving this situation 
by setting up a state of the art Islamic IB school 
in Bhopal, India. Eastern Public School was 
established with one teacher and one student 
in 2003 in a 2-room house. It is now run out of a 
purpose-built and fully self-funded multi-million 
dollar 4-acre campus. The school has over 
350 students and more than 60 full time staff, 
almost 80% of which is academic. It has been 
bit of a challenge to establish and then manage 
a world-class school by sitting thousands of 
miles away. But everything is possible if you 
have the passion and patience. 

Besides financial commitments, I have not 
taken a day off for the last 12 years. Not a 
single holiday. All my “vacations” are spent in 
the school with almost 12-14 hours-a-day of 
meetings with staff, students, parents and 
various other stakeholders. Our team, led by a 
world-class pedagogical leader brother Umar 
Jaffar, is doing their best to develop an Islamic 
schooling model that meets 21st century 
requirements and at the same time can be 
scaled up and replicated at other places, in sha 
Allah. 

This is a not-for-profit school. But within the 
school leadership team, we have a joke that 
it is essentially “for-loss” because even in its 
12th year of operations, I am paying almost 
60% operating expenses from my own pocket. 
More details on the school, including videos 
and picture galleries are available on the school 
website www.e-p-s.in. An important folder in 
the photo gallery is named “A Decade of EPS” 
that demonstrates how the school is built brick-
by-brick.

My other interest that you mentioned is 
writing. I write on both Islamic banking/finance 
as well as current affairs. Apart from MacMillan 
published book “Venture Capital, Islamic 
Finance and SMEs”, almost two dozen articles 
are published and are available online. There is 
now a proposal from a UK based publisher to 
put them all together in the form of a book. 

At the end, please share with us 
your views on the future of IBF. Do 
you think IBF has more potential 
to grow in Islamic markets or the 
more developed and sophisticated 
Western markets?

Ideally, IBF first needs to establish itself as an 
alternate model within the Islamic countries – 
which has not yet happened in a significant way. 
After proving its worth in economic growth, 
economic justice and sustainability, it may be 
presented to the Western markets. By that 
time, the remaining weaknesses of the present 
financial system will also be completely evident 
to the world. And everyone will be craving for a 
viable alternate. 

For instance, when we fall sick, we do not chose 
the doctor based on his or her faith. We simply 
go to the doctor who is best positioned to cure 
our sickness. This is precisely what will happen 
when the global financial system, built on 
speculation and greed, will cave in. The world 
will be flocking towards a more stable and a 
more equitable system. But a robust political 
support is required to develop a sustainable 
alternate. Quite a bit of experimentation is 
required at macro level across the Muslim 
world. If we don’t do this, IBF will remain a 
fringe player in both the Islamic and Western 
markets.
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INTRODUCTION
If large number is a matter of pride for Muslims 
who comprise almost 24% of the global 
population, they should also be concerned as 
more than half of the world’s poor reside in the 
Muslim world. More alarming is the fact that 
poverty in the Muslim world is continuously 
increasing. This can have catastrophic effects 
if not contained timely. A large population of 
the Muslim majority countries is unbanked 
and financially excluded for a number of 
reasons including, but not limited to, poverty, 
lack of supply of adequate financial services, 
and religious beliefs. While the first two 
factors have been analysed extensively by 
development economists, the last one has 
just started receiving attention. The focus on 
religious beliefs stems from the recent success 
of Islamic banking and finance (IBF). 

There are numerous organizations working 
around the globe with the objective to reduce 

poverty by providing financial assistance to 
the poor who do not have access to capital. 
This financial assistance is provided through 
microfinance,. 

Islamic microfinance provides similar services 
but in a Shari’a compliant manner. Conventional 
microfinance products were introduced 
in last three decades to meet the needs of 
poor segments of societies but as yet it only 
reaches less than 20% of its potential market 
among the world’s three billion or more poor. 
Furthermore, some recent studies conclude 
that microfinance has a very low impact on 
poverty alleviation.

This article investigates Islamic microfinance 
in Pakistan in the context of IBF. According to 
Global Islamic Finance Report 2015, Islamic 
financial assets exceeded US$1.984 trillion at 
the end of 2014, with microfinance contributing 
less than 1%.

The growth in Islamic finance unlocks the door 
for many Muslims whose beliefs preclude them 
from accepting interest-based finance and fee 
structures outlawed by Sharia doctrine. It is 
interesting to note that Islamic finance is not 
only growing in Muslim majority countries but 
also in non-Muslim countries, yet the experts 
in the industry believe that most of the growth 
in Islamic finance will come from Asia and 
Middle East (home to majority Muslims). Out 
of the total US$1.984 trillion industry, 88% 
comes from Muslim majority countries. Further, 
among the top 15 countries ranked by Islamic 
Finance Country Index (IFCI) – an index that 
ranks countries according to its prominence 
and development in Islamic banking and finance 
industry, only 1 country (UK) appears as a 
non-Muslim country. Countries such as Iran, 
Malaysia and Saudi Arabia have emerged as 
leaders in the industry, while other countries 
like UAE, Bahrain, Bangladesh, Qatar, Turkey, 
and Pakistan are slowly catching up as they 
develop their local industries. 
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Pakistan is among the countries where IBF is 
developing at an impressive pace, with strong 
support from the government and the State 
Bank of Pakistan (SBP). This owes to a number 
of factors. According to the SBP’s latest Islamic 
Banking Bulletin, published at the end of 
2014, the Islamic banking industry witnessed 
a phenomenal annual growth of over 23.3%,  
the Islamic deposits first time crossing a trillion 
rupee mark reaching Rs1,070 billion by the 
end of December 2014. Islamic banking assets 
reached Rs1,259 billion, showing an increase of 
24.2% compared to previous year.

ISLAMIC MICROFINANCE
Islamic microfinance accounts for only 1% 
of the overall Islamic banking and finance 
industry globally. However experts in the 
industry believe that its true potential is yet 
to be reached and only with education and 
awareness, its benefits can be achieved. In 
the six countries with the largest Muslim 
populations (Indonesia, India, Pakistan, 
Bangladesh, Egypt and Nigeria) half a billion 
people live on less than US $2 per day. 
Conventional microfinance is well developed 
with huge outreach across the globe. 

In Pakistan, conventional microfinance 
emerged almost three decades ago and has 

witnessed sustainable growth since then. 
However, many experts believe that it has failed 
to produce desired results in terms of poverty 
alleviation. A number of factors must have 
contributed to this failure but it may very well 
be the case that the high interest rates charged 
by microfinance lenders have not been helpful 
in income generation and its fairer distribution. 
According to some high-profiled microfinance 
practitioners in the country, microfinance is the 
most lucrative form of banking. It is a ruthless 
business disguised in charity. 

The government of Pakistan has brought 
numerous policies into the system including 
facilitation of legal and regulatory frameworks, 
Khushhali Bank Foundation, and restructuring 
of Microfinance Programme (MFP) to 
strengthen the microfinance sector in the 
country. There has been strong support 
from SBP and multilateral organisations to 
accelerate microfinance services, but still a 
very small portion of potential microfinance 
demand is being met. To encourage Islamic 
microfinance, SBP has allowed establishment of 
full-fledged Islamic microfinance banks, Islamic 
microfinance services by full-fledged Islamic 
banks and Islamic microfinance divisions within 
conventional microfinance banks.

Pakistan is a country with huge potential for the 
growth of Islamic microfinance, as about 70% of 
the total population of the country is unbanked.  
The current government and SBP are also 
promoting and facilitating Islamic finance in the 
country, and a Deputy Governor in charge of 
Islamic banking at SBP is also looking after its 
financial inclusion programme. The government 
is serious about promoting microfinance in 
general and Islamic microfinance in particular. 
However, most of the players, both Islamic and 
conventional, are at best opportunistic with 
their own hidden agendas. 

A recent study conducted by Edbiz Consulting 
and supported by SBP revealed the huge 
demand for Islamic banking and finance in 
the country. It is the first known initiative 
of its kind, the study quantified the demand 
for Islamic banking in the country both for 
retail and corporate customers and identified 
demand supply gaps. The demand for Islamic 
banking in the country is evenly distributed 
amongst rural and urban areas, varied income 
strata and education levels. It also highlighted 
a huge opportunity for Islamic microfinance 
in rural areas. The major potential sector of 
microfinance in rural areas, Small and Medium 
Enterprises (SMEs) and agriculture have got 
huge financing needs, the report suggested. 

INSTITUTIONS GLP (PKR) BORROWERS BRANCHES EMPLOYEES DISBURSEMENTS
2013-2014 (PKR)

Aas Foundation 8,814,150 515 3 73 6,750,000

Akhuwat 9,227,251,842 567,525 261 1,742 4,351,452,100

Asasah 38,419,110 1,334 8 26 38,419,110

Care Starz 6,276,980 205 2 7 3,084,230

Haral Bunyad 24,162,174 1,740 1 4 2,499,174

HHRD Esaar 
Microfinance 386,523,140 13,893 25 52 121,291,366

Islamic Relief Pakistan 287,500,000 11,500 3 18 54,544,801

Kashf Foundation 88,344,000 3,567 8 86 88,344,000

Kawish Welfare Trust 8,250,000 1,650 2 7 1,460,000

Muslim Aid Pakistan 87,484,195 5,472 2 11 24,075,000

Naymet Trust 75,000,000 7,500 6 17 25,000,000

NGO World 
Foundation 7,000,000 200 1 6 3,500,000

NRDP 8,500,000 850 1 3 6,160,000

Sungi Development 
Foundation 28,150,000 2,815 4 38 28,150,000

TABLE 1: ISLAMIC MICROFINANCE INSTITUTIONS IN PAKISTAN

Source: IMFN Annual Report 2014
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In February 2015, SBP launched the UKAID 
funded 3rd Financial Innovation Challenge 
Fund that attempts to promote Islamic 
microfinance. The central bank sought 
proposals for grants to test solutions for 
delivering low cost Islamic microfinance 
services in the country. There is a strong need 
to educate the people on Islamic finance in 
general and Islamic microfinance in particular to 
promote the sector in the country. 

Because of the regulator’s active role in 
promoting microfinance, Islamic microfinance 
has started establishing itself as a tool for 
reducing poverty with support of several 
private ventures in the country. An important 
player is Islamic Microfinance Network 
(IMN), which is working for development 
and promotion of Islamic microfinance. It 
was established by some private sector 
organizations. However, it is still in its early 
days and hence its impact and benefits cannot 
be quantified at this stage. Government has 
started taking some initiatives to promote 
Islamic microfinance in the country and the 
most recent example is the Prime Minister’s 
Interest Free Loan Scheme (Qarz-e-Hasan), 
introduced for the extremely poor segment of 
the society. Pakistan Poverty Allocation Fund 
(PPAF) was chosen to administer the funds and 
capacity building of Partners Organizations 
who will directly disburse the funds to the 
gross root level. Another major initiative is 
Youth Loan Programme conducted by the 
Government of Pakistan through the National 
Bank of Pakistan and the First Women Bank. 
The prime objective of this fund is to promote 
SME activities in the country with a very low 
mark-up rate being paid by the government of 
Pakistan.

MAJOR ISLAMIC MICROFINANCE 
PLAYERS IN PAKISTAN
There are around 15 major organizations 
in private sector endeavouring to bring the 
Shari’a compliant modes of financing in the 
market, including Akhuwat, Kashf Foundation, 
Naymet Trust, Muslim Aid Pakistan, Islamic 
Relief Pakistan, Kawish Welfare Trust, 
Esaar Foundation and Sungi Development 
Foundation. In addition to the government 
support, social sector has taken some positive 
steps to promote Islamic microfinance in the 
country. Akhuwat is the largest microfinance 
provider in the country. Although it has 
significant impact through its interest-free 
lending, it is also a fact that its promoters have 
exaggerated its success. Founded in 2001, its 
model is based on donations and philanthropy.   
Akhuwat claims to have more than 300,000 
active borrowers, with total beneficiaries to 
date of around 830,000. About 40% of them 
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FIGURE 1: TOTAL AND ACTIVE BORROWERS OF ISLAMIC MICROFINANCE 
INSTITUTIONS IN PAKISTAN

are women. They have extended their network 
in all four provinces along with Gilgit-Baltistan 
and AJK and their total branches have crossed 
300 in more than 200 cities and towns. The 
core product Akhuwat started with is Qarz-
e-Hasan, i.e., interest free loans with easy 
repayment options to their clients. There is no 
fee associated with the loans and they have 
99% recovery rate. Their recovery rate needs 
scrutiny, as it might very well be the case that 
they are disguising it through rollover loans. 

Akhuwat also offers loans for relieving people 
in debt, for education, medical treatment and 
marriage expenses.

Punjab is the main hub of Islamic microfinance 
institutions and practitioners where 76% of 
the total Islamic microfinance institutions 
operate. Other provinces feature marginally 
in this respect, with Khyber Pakhtunkhwah 
(KPK) and Sindh having a shares of 12% and 
4%, respectively. In terms of recent growth 
of Islamic microfinance, KPK tops the list with 
147% growth in in 2013 -2014. In Punjab 
and Sindh, the corresponding figures are 
47% and 50%, respectively. Baluchistan, the 
troubled province in terms of law and order and 
security threats has experienced decrease in 
microfinance activities. 

EVOLVING ISLAMIC MICROFINANCE 
INDUSTRY IN PAKISTAN
As per the latest statistics available of June 
2014 from all Islamic microfinance institutions, 
the total number of active borrowers have 
increased enormously from 2013 with 
more than 60% increase in total and active 

borrows (see Figure 1 below). The industry 
experts relate this high growth with few 
developments. The primary reason for this 
growth is launch of the Prime Minister’s 
Interest Free Loan Scheme, which has resulted 
in many conventional microfinance providers 
adding an Islamic microfinance portfolio to 
their operations. The other factor could be 
that some of the conventional microfinance 
providers have, in recent years, either partially 
or entirely converted their product portfolio 
from that of conventional microfinance to 
Islamic microfinance.

Most Islamic microfinance institutions gets 
funding from local agencies, including the 
government, fellow Islamic microfinance 
institutions, and other individual and 
organizational donors. In addition, some 
microfinance institutions receive funding from 
their sister concerns internationally, such as 
Islamic Relief Pakistan, HHRD and Muslim Aid 
Pakistan. It is also reported that a large chunk 
of donations come from individuals based 
outside the country. 

 One of the key factors that should be 
considered by the major stakeholders and the 
government is to enhance Islamic microfinance 
penetration in rural sector. At present, the 
urban region in the country constitute 96% 
of the industry Gross Loan Portfolio (GLP) 
whereas the rural areas account for only 4% 
of the GLP, whereas the active loan portfolio 
of the sector currently stands at about 
7% in the rural areas (see Figure 2). For a 
country like Pakistan where over 67% of the 
population lives in rural areas, the observed 
figures mean that there is a huge vacuum for 
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FIGURE 2: RURAL AND URBAN USERS OF ISLAMIC MICROFINANCE IN 
PAKISTAN

Source: IMFN Annual Report 2014

FIGURE 3: SECTORS COVERED BY ISLAMIC MICROFINANCE

Source: IMFN Annual Report 2014

Islamic microfinance services that still needs 
to be filled. There could be hindrances in the 
operations and growth of Islamic microfinance 
institutions at rural level but this has to be 
tackled seriously by the people involved in 
policy matters and decision making so that rural 
areas should have an outreach to the Islamic 
microfinance.

INDUSTRY ANALYSIS
In the following we will have an overview 
of the sectors being supported by Islamic 
microfinance institutions in the country. It 

is not surprising to note that trade, services 
and manufacturing & production are three 
top industries being supported by Islamic 
microfinance institutions in Pakistan, 
accounting for 79% of the industry loans. 

This coverage must be looked into in the 
context of Pakistan economy, which is 
primarily based on agriculture. Around 70% of 
population is directly or indirectly dependent 
on agriculture. It is, however, a huge omission 
on part of Islamic microfinance that at present 
provide only 1% of financing to agriculture. 
Another related sector, i.e., livestock, receives 

even less than 1% of financing. This is actually a 
general trend in microfinance in Pakistan, which 
has by and large ignored rural areas. Figure 
3 shows the sectoral breakdown of Islamic 
microfinance.

There are a number of challenges that face 
Islamic microfinance in the country.

The most important aspect is the regulation 
of Islamic microfinance sector in Pakistan. 
Islamic microfinance has established itself as 
a major sector and yet it is unregulated. SBP 
regulates microfinance banks only. As non-bank 
institutions conduct most of Islamic finance 
activities, they do not fall under the privy of 
SBP.  This vacuum of regulation is not in favour 
of further development of Islamic microfinance 
in Pakistan. There is a definite need for a 
comprehensive regulatory framework for 
Islamic microfinance, and in this respect the 
most suited regulator is none other than SBP. 

Secondly, the average cost of disbursement of 
Islamic microfinance is comparatively high when 
compared to the other financial institutions 
in the country. Average loan size of Islamic 
microfinance is around Rs20,000 whereas the 
administrative cost per loan is around Rs1,600 
and the average cost per rupee lent for the 
industry is Rs0.19. This may be because of the 
small average loan size and the institutions 
have just started offering Islamic microfinance 
services. Whatever is the case but the fact 
remains that Islamic microfinance happens to 
be costly, and there is a need to bring the costs 
down.

One of the reasons that Akhuwat has been 
successful in microfinance is their flagship 
product based on interest-free loans. There is a 
need to further develop this concept and more 
players are introduced in the market. The cost 
of disbursement in case of an interest-free loan 
is significantly lower than other alternatives. 
Hence, there is no better model than practicing 
interest-free loans.

Housing

Manufacturing/Production

Services

Education

Trade

Livestock

Agriculture

Others

50,000 100,000 150,000 200,000 250,000 300,000

-



Future of Takaful
Gautam Datta

Takaful or practicing the concept of Takaful has been around for centuries. Scriptures tell us 
that Prophet Mohammed (PBUH) encouraged the practice of Takaful to provide a form of 
protection in the community. As a business however Takaful’s entry to the insurance market 
has been more recent. I got involved with Takaful in 1999-2000 working on a project with 
Kuwait Finance House. The objective was that the conventional company I worked for 
would provide technical expertise to the KFH Takaful entity and some reinsurance capacity 
as well. The study turned out to be so attractive that KFH decided to go the whole way 
without our technical partnership proposal. Since then lot of water has flown under the 
bridge but the results that we had forecasted in our spreadsheet is yet to be realized. The 
million dollar or dirham or dinar question that I am often asked – is takaful viable? I will hold 
my answer till the end of my article – but let me use this to segue into the exciting topic of 
future of takaful! We will look at opportunities, challenges and attempt a glimpse into the 
future.

There has been excellent data research done by Ernst & Young in their Global Takaful 
Insight Report of 2014. In their report they make a very pertinent remark that in spite of 
acquisition of market share the business has not translated into profitability for Takaful 
companies. The average ROE for Takaful companies in GCC has been less than 1%.
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This forms the basis of my article. Growth does 
not always translate into profitability. And in 
the absence of profitability there is little chance 
of sustainability.

Between 2009 and 2014 takaful contributions 
have grown from $7bn to $14bn. If we look at 
GCC then contributions have grown from $5bn 
to $9bn. And if we take out KSA from the GCC 
numbers then contribution has grown from 
$1bn to $2bn.

This translates into CAGR of 15% globally, 18% 
if we exclude KSA from the global numbers and 
in the context of GCC 13% with KSA and 15% 
without KSA. When we look at the ASEAN 
numbers then CAGR is 23%.

The question that I have for the readers – 
wouldn’t it be better if we exclude KSA from 
our Takaful numbers? It would take a huge 
bias out of the data analysis. It would also put 
things in perspective where the business model 
of Takaful is concerned. The reason for this 
suggestion is that KSA follows a cooperative 
model where rest of Takaful world follows some 
form of hybrid model so including KSA is like 
comparing apples to pears or oranges – you can 
pick your fruit! Just some food for thought!

Focusing on GCC let us take a quick look at 
what is in store for us on the economic and 
population front. I know that some of these 
numbers will have to be reviewed in light of 
current oil price shakeup but let us take the side 
of the optimists who believe that all will be well 
by 3rd quarter of 2015.

It is estimated that  6 states in GCC will invest 
in excess of $132bn in Power sector, $700bn 
investment in energy and exploration, $1.8tn 
in construction, $79bn in healthcare and that 
the population will grow from 41 million to 50 
million by 2016. All of translates into two words 
– economic boom! (data source – Alpen Capital 
GCC insurance segment report).

Some of this may change due to oil prices, there 
may be cutbacks in many areas but in relative 
terms compared to emerging markets GCC 
will hold its own and have growth. There is no 
denying that fact.

The industry forecast of growing from $14bn in 
2014 to $18.5bn in 2016 looks quite feasible in 
light of these huge investments.

These forecasts translate into CAGR of 13.3% 
for global takaful business, 14% for GCC and 
23% for ASEAN countries. 

Looking at these numbers, if I were an investor 
I would be looking at ASEAN countries more 
closely considering that ROE in ASEAN 
countries have been much higher when 
compared to GCC.

Takaful business is growing, so why do we have 
concerns about the industry. Is it because the 
challenges seem insurmountable? Let us take a 
quick look at some of the key challenges – 

Competition – In context of GCC where Takaful 
companies compete for business in the same 
space as conventional companies there is no 
doubt that the market is fragmented and there 
is an over supply of capacity.

Regulation – In most states Takaful regulation 
is evolving and that leads to uncertainties in the 
business model.

Retakaful shortage – Falling back on 
conventional capacity in light of inadequate 
retakaful capacity leads to confusions in the 
business model.

Human Resource – this is an industry wide 
issue that is not restricted to Takaful segment 
but being new kid on the block the impact is 
greater on this segment

Awareness and Penetration – While it is an 
industry wide shortcoming, be it conventional 
or takaful but it is more for takaful as the 
business model is different and needs greater 
level of understanding.

Critical Mass – all of this leads to lack of critical 
mass that is so important for any business to 
break even and become profitable.

Along with these challenges we also have our 
shortcomings. And they are:

Takaful industry has not been able to 
segment its customers properly and thus 
carry an effective brand message. A major 
misconception is that Takaful is a different 
wrapper for conventional. And it may very well 
be so if one were to analyse the way business is 
conducted in many companies.

Takaful industry by and large has tried to 
replicate the business model of conventional 
companies. This undifferentiated business 
strategy has also led to the weakness in the 
business model.

As long as the business model is based on 
deployment of capital in the same way as the 
conventional the KPIs will also be the same 
which are, ROE and Operational profitability. 
The top two factors leads to poor ROE which 
is a combination of poor COR and Investment 
return.

But its not all doom and gloom. There are 
a few success stories in the form of Qatar 
Islamic Insurance and Abu Dhabi National 
Takaful. These two companies have generated 
consistent underwriting profits and investment 
income ensuring competitive ROE when 

compared with conventional segment.

So what does the future look like? Well crystal 
ball gazers are like dinosaurs – almost extinct 
and those few that are there continue to 
get their prediction mixed up. And I am not 
surprised why! All predictions require the 
variables, at least most of the variables to 
behave in a predictable manner. But look at the 
world today. There are way more variables than 
we have ever had and we have some but not a 
very good understanding of how change in one 
will impact the others. 

We heard of black swan in 2008. It is supposed 
to be a random event, something that is 
extremely rare. Somehow, thanks to technology 
the pace of change makes me feel that black 
swans are not black anymore – climate change, 
environment pollution, falling oil price, Arab 
spring, Ukraine unrest, Shale oil and Tar sand, 
soft market, excessive reinsurance capacity...  
some how makes me think that only thing 
certain is uncertainty! There are too many 
things happening at the same time, which could 
be clouding the crystal ball! 

In a situation like this we in Takaful industry 
stick to well tried and tested methods of 
insurance which in this case happens to be the 
conventional experience and that does not 
seem to be working for Takaful in the GCC 
space and in this situation I am reminded of 
Einstein’s definition of insanity – doing the 
same thing over and over again and expecting 
different result! 

If I were to sum it up and share my thoughts on 
future of takaful then it would be:

I believe in the future of Takaful but it has to 
run as a business model that complements 
conventional and not competes with it. No 
doubt there will be overlaps but on a holistic 
level they need to coexist for Takaful to be 
meaningful in the industry space.

I believe that current regulations were made 
from conventional template and that forces 
Takaful to look more like conventional. This is 
not helping further the message or the model 
of takaful.

In conclusion I would like to emphasize what 
has been said in many forums and reports 
that there is a dearth of leadership in Takaful 
segment. Takaful industry needs a regional 
champion that will bring all the Takaful 
Operators together and create a platform 
that will address each of these challenges in an 
effective manner. This also happens to be the 
essence of Takaful… acting in Solidarity! 
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Please tell us about Accounting 
Research Institute (ARI), what is it, 
what it aims for and what are the 
different segments within it.

Accounting Research Institute (ARI) is a 
National Centre of Excellence, located in 
Universiti Teknologi MARA.  ARI is funded 
directly by the Ministry of Education Malaysia.  
Established in 2002, initially as a special 
research interest group, ARI then evolved into 
a research centre.  The research centre further 
expanded to become a research institute.  
Within the institute, there were several 
research groups namely financial reporting, 
forensic accounting, corporate governance, 
public sector accounting, management 
accounting and Islamic accounting.  In 2010, the 
institute was recognized as a National Centre 
of Excellence and was asked to drive niche 
research area of Islamic Financial Criminology.  
In essence, two research cluster groups – 
Islamic finance and financial criminology, drive 
IFC.  Whilst Islamic finance research cluster 
focuses on research projects that could 
identify new products for the Islamic finance 
industry, the financial criminology cluster 
identifies financial leakages that could distort 
development of the Islamic finance sector.  ARI 
believes that a healthy Islamic finance sector 
could only be maintained if one continues to 
develop new products and takes strategic 
actions to mitigate financial crime within the 
industry.  

Please tell us about Universiti 
Teknologi MARA and geographical 
location of the campuses together 
with their focus area. 

Universiti Teknologi MARA (UiTM) is a 
comprehensive public university with its 
main campus located in Shah Alam, Selangor, 
Malaysia.  It is the largest university in Malaysia 
in terms of size and student enrolment.  The 
university has expanded nationwide with 
four satellite campuses, 12 branch campuses, 
nine city campuses and 21 affiliated colleges. 
With this network and over 17,000 staff, the 
university offers more than 300 academic 
programmes. It is home to some 172,000 
students, who are mainly Bumiputera and some 
international postgraduate students.

Please share with our readers the 
courses on offer at the university and 
how many students do you currently 
have in them.

As a comprehensive university, UiTM offers 
more than 300 technology-based programmes 
varying from business management to 

PROF. DR. NORMAH HAJI OMAR
Director, Accounting Research Institute (ARI)
Universiti Teknolgi MARA
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Malaysia has been on the forefront of innovative 
developments in Islamic finance. In this exclusive 
interview with Professor Dr. Normah Haji Omar, 
Director, Accounting Research Institute (ARI), Universiti 
Teknologi MARA, we explore the role of ARI and its 
leadership in developing a new field of study in Islamic 
finance. The interview also brings out the leadership 
style of ARI’s top personnel in directing innovation and 
research & development in an academic environment 
while maintaining a relevance to professionalism and 
industry. 

Professor Dr Normah Haji Omar is always on move. 
Along with directing a national centre of excellence in 
academic and professional research in accounting and 
finance, she is involved in a number of other national, 
regional and global initiatives. As a pioneer in Islamic 
financial criminology, she is creating a new discipline in 
academia, which have great relevance to the sustainable 
development of Islamic finance. In this interview, 
Professor Normah shares with us her passion for 
Islamic financial criminology and her leadership style. 
The interview also brings out human dimension of the 
person who has very professionally directed one of the 
most successful centres of excellence in Malaysia.
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medical sciences.  Some programmes, such as 
accountancy, law and engineering, are offered 
in parallel with professional requirements. In 
the Shah Alam campus alone, there are 30,000 
professional and postgraduate students.

How are you different from other 
academic institutions like INCEIF in 
offering Islamic finance courses?

ARI is first and foremost a research institute 
that was initially “born” within the Faculty 
of Accountancy of UiTM. As such, there are 
substantial elements of accounting, auditing 
and finance being embedded in our curriculum. 
In tandem with our niche area in Islamic 
financial criminology, we offer four research-
based postgraduate programmes. They are 
namely: Master in Islamic Finance & Muamalat, 
Master in Financial Criminology, PhD in Islamic 
Finance & Muamalat and PhD in Financial 
Criminology. 

Are your courses accredited by 
Finance Accreditation Agency (FAA)? 
If not, are you planning to receive 
their accreditation?

Currently, since our postgraduate programmes 
are basically research-based, we have not 
obtained specific accreditation from FAA.  At 
the moment, the local Malaysian Qualification 
Agency (MQA) accredits our programmes.  
Certainly, moving forward we are planning 
to get our programmes accredited by other 
accreditation agencies.  We will look at FAA 
for sure. 

ARI and the university have recently 
organized road shows in the United 
Kingdom and United Arab Emirates. 
Can you share with the readers 
what programmes and events 
were organized and how was the 
experience?

We are much focused to drive our research 
agenda in Islamic financial criminology 
(IFC).  IFC is indeed a new research area 
pioneered by ARI.  With the IFC concepts, we 
strongly believe to develop a sustainable and 
prosperous Islamic finance industry. We need 
to focus not just on the aspect of creating new 
Islamic finance products, but also to protect 
the industry by understanding what causes 
financial leakages and to find ways to mitigate 
them.  

Our recent visits to UK and UAE were aimed at 
promoting and sharing the concepts of IFC with 
scholars and practitioners there.  As such, we 
organized an international conference on IFC at 
the University of Oxford; training programmes 
on Islamic finance and financial criminology at 
Edinburgh, Glasgow and Liverpool; visited the 
Economic Crime unit of the City of London 
Police, and signed an MOU with University of 
Bolton.  In the UAE, we signed an MoU with  
Zayed University and organized a seminar on 
IFC and social enterprise.

Also share with us the agreements of 
corporations signed during the visit 

to various institutions including the 
Oxford University.

ARI aspires to become an international player 
by promoting our niche research agenda in 
IFC.  To signify our effort and cooperation, we 
have signed various letters of intent, MoUs 
and MoAs with many collaborators. Among 
our recent international research collaborators 
include: Oxford Centre for Islamic Studies, 
University of Teesside, University of Bolton, 
Glasgow Caledonian University, Durham 
University, Southbank University, Trakya 
University (Turkey), Burgas University 
(Bulgaria) and University of Tunis (Tunisia).

ARI also received an award at the 
Global Islamic Finance Awards held 
in Dubai in October 2014. What does 
that mean to you?

GIFA 2014 recognised ARI as “Best Education 
Provider in Islamic Finance” in their last 
annual awards in Dubai.  This global award 
was just timely for ARI as we were beginning 
to produce graduates for our postgraduate 
programmes in Islamic finance and financial 
criminology.  Following the extensive media 
coverage of GIFA 2014, we received a lot of 
enquiries for our postgraduate programmes 
from prospective students.  The Ministry of 
Education put up a three-month long Exhibition 
Corner at the Ministry and one of the main 
attractions was ARI’s GIFA Award 2014.

ARI is best known for its pioneering 
role in developing Islamic Financial 
Criminology as an academic and 
professional discipline. Please share 
with us the latest developments in 
this field.

Islamic Financial Criminology is indeed a 
pioneering field.  The term was initially mooted 
by the Ministry of Education in 2010 when 
ARI was recognized as the Ministry’s Higher 
Institutions’ Centre of Excellence (HICoE).  
ARI was tasked to drive a new niche research 
agenda that takes into consideration, two 
very important domains: Islamic finance and 
financial criminology.  As Malaysia aspires to 
be the global hub of Islamic finance, ARI has 
been entrusted to carry out relevant research 
projects that could be used to spearhead 
development of the Islamic finance industry in 
the country.  As an academic institution, we are 
producing and training relevant human capital 
for the Islamic finance industry.  Through our 
research projects, we have identified several 
new products to spearhead the development 
of  the industry: Islamic microfinance; corporate 
waqf; Islamic philanthropy; Islamic social 
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enterprises and Shari’a audit.  In addition, we 
have also developed tools to mitigate financial 
leakages such as corporate integrity system, 
anti-money laundering and counter financing of 
terrorism and fraud risk indicators.  

Please share with our readers your 
collaboration with the Amanah 
Ikhtiar Malaysia and what are the 
aims.

Amanah Ikhtiar Malaysia (AIM) is an agency 
set up by the Malaysian government to 
facilitate entrepreneurs who are engaged in 
micro businesses, by providing them finance. 
Originally premised on the Grameen Bank 
concept introduced by Professor Yunus in 
Bangladesh, AIM adopted the Islamic finance 
principles to finance small entrepreneurs. 
This was the dawn of Islamic microfinance in 
Malaysia. Essentially, AIM focuses on its role as 
a financier and one of its main key performance 
indicators or KPIs is its ability to recover the 
money lent.

From our research engagement with the 
micro-entrepreneurs, we found that one 
of the greatest challenges faced by them is 
related to supply chain issue – either marketing 
their products or services to end users or 
getting reasonably-priced raw materials for 
their businesses.  ARI approached a large 
hypermarket – Mydin Holding - in Malaysia 
and linked it with the micro-entrepreneurs to 
address the supply-chain issues.  Through the 
three-way collaboration of AIM, Mydin and 
micro-entrepreneurs, the Islamic microfinance 
businesses became more sustainable.  The main 
aim of our collaboration with AIM and Mydin 
was to facilitate the micro-entrepreneurs to be 
successful and profitable in their businesses.  In 
addition, ARI conducted financial management 
training for these entrepreneurs.  

In the end, our research outcomes are not just 
journal publications, but more importantly we 
help the entrepreneurs improve their quality of 
life. This is in line with the government’s agenda 
for economic development.

What are your research interests, 
and how do you balance your 
research with your managerial and 
other responsibilities?

My research interest is in the area of financial 
criminology.  Financial criminology is a study 
about understanding financial crime – why 
and how it happens.  In the contexts of Islamic 
finance industry, it is important and relevant to 
understand and apply the financial criminology 
concepts.  It is the realization of this need 
to integrate Islamic finance with financial 

criminology that ARI embarked on its research 
in Islamic financial criminology.  A strong Islamic 
finance sector should mitigate the possibility of 
financial crime within the industry.

As a research institute, we have premised 
our activities around the Islamic financial 
criminology agenda.  We network or 
collaborate with other institutions or agencies 
that are involved with either Islamic finance 
(e.g., Islamic banks, waqf & zakat agencies, 
Islamic organizations) or financial criminology 
(e.g., police, customs, central bank, anti-
corruption agency).  This helps us to ensure that 
our research outcomes are relevant, useful and 
have an impact on the community and industry.  

What are your thoughts on the 
current development in Islamic 
banking and finance both in Malaysia 
and globally.

Islamic banking and finance is still relatively 
small compared to conventional banking.  
Nevertheless, it has great potential to drive 
the economic development agenda of the 
developing countries of the world.  This is 
because it is involved mainly with asset-backed 
activities instead of liability-backed.  The 
industry must also continuously develop new 
products.

To ensure sustainable development, we need 
to be weary of possible financial leakages that 
could hit the industry.  Therefore it is crucial for 
Islamic financial institutions to pay attention on 
areas related to financial criminology

Please share with the readers a 
typical day of Professor Normah, 
how it starts and what are must on 
the to-do list on a daily basis.

At ARI we discuss, strategize and carry out 
our research work as a group.  We focus on 
output and outcome.  This is in line with what is 
expected of us by the Ministry of Education.  As 
much as possible, we ensure that our individual 
goals are in congruence with the goals of ARI. 

In a typical day, I have a good early breakfast 
at home. I come to office at 8 am and leave 
normally at 6 pm.  One of the musts “on the to-
do” list is to start my day at the office by reading 
a motivational or leadership book for at least 20 
minutes a day.  This is important so that I have 
a positive attitude every day.  This has become 
my habit for the past 30 years.  Usually I use 
lunchtime to meet up with my staff, fellows and 
research collaborators.  Through informal lunch 
discussions, we are more relax and usually able 
to think of viable strategies to solve operational 
issues.  I meet my masters and PhD students 
on a weekly basis to discuss research progress.  
Their PhD projects are basically premised on 
our niche area of Islamic financial criminology.  

I have a good and close relationship with my 
two deputies and research fellows at ARI.  As 
much as possible we make decisions together 
as a group.  Communication channels include 
emails, whatsapp messages and blogs.  I 
personally maintain and administer ARI’s 
blog.  This is a good form of record keeping 
and documentation.  We organize workshops 
and training at ARI on subjects related to 
Islamic financial criminology on a weekly basis.  
Participants include the general public and 
other external stakeholders.  I normally do not 
take home office work.  At home, I just enjoy my 
family.

At what place are you happiest? 

I lead a very simple life, in which ARI features 
very significantly. I believe that to make ARI 
successful, I must help people in ARI (students, 
staff, research fellows) to succeed. When they 
see that the research outcome will first and 
foremost benefit them, they will work harder 
to achieve them.  In a nutshell, I am happiest 
when I see my people achieve their goals and 
dreams.  Like parents, a leader should always 
want to “produce” someone who is better than 
him or her.
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You have worked with the likes 
of Datuk Dr Rifaat Abdul Karim 

(when you both were at IFSB) and 
with Datuk Dr Nik Norzrul Thani at 
ZICOlaw; and you have had some 
highly-accomplished friends like 
Senator Dato’ Dr Asyraf Wajdi 
Dusuki (not to say that you are not 
one of them!), can you share with us 
who has really inspired you 
professionally.

Besides Datuk Dr Rifaat and Datuk Dr Nik 
Norzrul Thani (both of whom I consider 
as mentors who really contributed to my 
professional development as practitioner in 
the Islamic financial services industry), I really 
look up to Datuk Zaid Ibrahim who was the 
founding partner of Zaid Ibrahim & Co. and 
Mr Chew Seng Kok, Senior Partner of the firm 
who currently chairs the ZICOlaw Network - 
as these gentlemen taught me that the sheer 
power of vision, leadership and perseverance 
are enough to bring about genuine change to 
the way we do things.

I was very fortunate to have the opportunity to 
join both ZICOlaw and IFSB at the time when 
these organisations were building themselves 
as respectable international institutions and as 
a young professional it was simply exciting and 
rewarding to be given the chance to be part of 
something big.

If you are offered a highly 
lucrative job outside Islamic 

banking and finance, would you 
consider leaving your current job?

May be – temporarily, why not? Besides 
Islamic banking and finance, I have genuine 
passion for law and corporate governance, 
for example, and I can see myself fitting into a 
job that focuses on developing the corporate 
governance framework in other industries 
which are not necessarily related to banking 

and finance. 

Besides, I consider myself still young.  I would 
not hesitate to learn new skills and pick up new 
experience from another industry other than 
Islamic banking and finance – for example, the 
education sector – especially when the pay is 
good. I know fully well than the Islamic banking 
and finance industry is here to stay, so I can 
always come back to the industry with the 
newly acquired skills and experience which 
hopefully would still be relevant for me to 
contribute to the industry later on.

Do you consider yourself lucky 
or whatever you have achieved 

so far is only a fraction of what you 
had planned?

I consider myself very lucky, alhamdulillah – as 
when I was a child or even when I have just 
graduated from university I did not really have a 
clear idea of what I want to achieve in life, other 
than to just become a good lawyer. Fortunately 
I got to join a great law firm that really 
helped me to develop into a promising young 
lawyer; and then I got to join an international 
standard-setting organisation at its pioneering 
phase, which allowed me to gain tremendous 
international experience in the fast-growing 
Islamic banking and finance industry.

Life has been so kind to me. I did not really plan 
much from there as I have already achieved 
a lot of progress (professionally) within a 
relatively short time frame; so at the moment I 
plan to just focus on what I am doing (i.e., legal 
practice) and see where it takes me from here.

You have 3 girls and a boy, aged 
1 to 10. Has fatherhood changed 

how you think about your work?

I am very grateful for the 4 children that I have, 
alhamdulillah. 

When I was growing up, my mother used 
to take care of our neighbours’ children to 
generate some income; so I have always been 
familiar and comfortable with taking care of 
children. I enjoy fatherhood and do not think 
that it changes how I think about work. Family 
always come first in my mind – but work is what 
brings food on the table – fortunately for me, 
my children understand very early that their 
father loves them but must work long hours 
due to the demand of his responsibility. 

As a successful lawyer 
specialising in Islamic banking 

and finance, who has worked on a 
number of reputable transactions, do 
you think Islamic finance is really 
different from its conventional 
counterpart?

I have clear understanding that Islamic 
banking and finance aims to serve largely 
similar economic purposes of its conventional 
counterpart, i.e., to facilitate funding and 
financing to the various economic sectors. 
However, the means of achieving this is slightly 
different and from experience I can tell you that 
there are genuine differences between the two. 

Just as examples, I can quote reliable reports 
or studies done by the IFSB and the IMF on 
how Islamic banking and finance were not as 
affected as the conventional sector during the 

global financial crisis – this would prove that the 
two are rather distinctive (which is why they 
were not directly affected by the GFC in the 
same way). 

However, most laymen would understand 
that there are genuine differences between 
halal and non-halal meat; even when you 
cannot distinguish between them in terms of 
their appearance or taste. The same goes to 
Islamic banking and finance as opposed to its 
conventional counterpart.

What was your childhood 
ambition?

My favourite subjects at school have always 
been language and history.  So I knew from the 
beginning that I probably would end up as a 
historian or a lawyer.

Freedom or fairness? What 
would you prefer?

Freedom.  It is easier to be realised and 
achieved. Fairness is too abstract and relative 
as a concept.

On a scale of 0-10, what number 
do you assign to the 

contribution of International Islamic 
University Malaysia in your career 
development (10 being maximum)?

8.  IIUM has the best law school in the country 
and I was privileged to have learnt from some of 
the most illustrious legal jurists in Malaysia such 
as the late Professor Tan Sri Ahmad Ibrahim 
and the late Professor Tan Sri Harun Hashim. 

I was also active in co-curricular activities as 
university debater and members of the Law 
Society – it really helped me a lot in building my 
self-confidence and other soft-skills before I 
started my career.

Which city do you feel at home? 

Besides KL? Dubai and Jakarta – because I have 
been to these two cities many times and have 
good friends whenever I need a company.

Where does Madzlan Mohamad 
Hussain go from here? 

I hope to continue to grow with ZICOlaw as a 
regional professional service firm – I am very 
proud to be part of it as we are surrounded by 
some of the best legal talents that the region 
has, and it is a home-grown firm that has done 
so well and will only get better.

Who knows, hopefully one day I will have the 
opportunity to lead it, in sha Allah.
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It was another year of expansion for the global 
Islamic finance industry in 2014 with sukuk 
market making inroads into non-traditional 
issuance markets of Europe, Africa and East 
Asia. The emergence of new sources of 
sukuk in these regions highlights the growing 
acceptance of sukuk as a mainstream debt 
instrument.   Until a few years go, sukuk 
issuances were generally small in nature, 
and the market was concentrated amongst a 
handful of issuers – Malaysia and the GCC. 

With the addition of the UK, Hong Kong, 
South Africa and Luxembourg; the number 
of countries issuing sukuk almost tripled 
from 10 to 27 between 2006 and 2014. For 
these non-Muslim countries, sovereign sukuk 
are generally their first inroad into Shari’a-
compliant funding. 

Sovereign issuance continues to dominate the 
global sukuk market, and accounts for more 
than half of total sukuk issuance in terms of 

value. Only this year, the issuance has reached 
US$38.6 billion in the first six months of 2015. 
Malaysia continues to drive growth in sovereign 
sukuk with Indonesia taking stage in the global 
sukuk race. As the pioneering country in the 
issuance of sukuk, Malaysia remains the largest 
issuer of sukuk accounting for 58% of total 
outstanding sukuk in 2014. Together, these two 
countries account for about two thirds of total 
sovereign sukuk issuance as of July 2014.

Usaid Hasan
Associate Manager Business Development & Strategy,

Edbiz Consulting

Sovereign Sukuk in Muslim 
Minority Countries

A SOURCE OF FUNDS FOR 
INFRASTRUCTURE AND 

PROJECT FINANCING
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FIGURE 1: SUKUK ISSUANCE TREND (2006-1Q14

Source: Bloomberg, IFIS, Zawya, KFHR
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Source: Bloomberg, IFIS, Zawya, KFHR

THE RACE TO ISSUE SUKUK 
Sukuk is an innovative instrument in Islamic 
capital market to fund long-term or short-term 
financing in a Shari’a compliant way. Sukuk 
provides an alternative for corporate and 
government for funding corporate or national 
development projects to the predominantly 
interest/debt-based instruments of bonds. 
There are various types of sukuk structures 
depending on the underlying Shari'a principles. 
Common sukuk structures include musharaka, 
istisna’, mudaraba, murabaha, ijara and salam. 

Germany was the first European country to tap 
the Islamic capital market when the German 
Federal State of Saxony-Anhalt issued a 100 
million sukuk  ijara in 2004. It wasn't until a 
decade later that other Western countries 
began to show interest in sukuk as a tool for 
capital raising and infrastructural development.

In a bid to position UK as the global hub for 
Islamic finance, the UK government made its 
sovereign sukuk debut in June 2014, seven 
years after first posing the idea of issuing sukuk. 
Following close to the heels are Hong Kong, 
South Africa and Luxembourg. 

In September, the governments of Hong Kong 
and South Africa issued sukuk for the first 
time. The former raised $1 billion with its 
five-year certificate, while the latter issued 
a $500 million Sharia-compliant sovereign 
bond. Luxembourg also issued  a €200 million 
(US$249 million) sukuk with a maturity of 
5 years. The growing acceptance of sukuk 
outside the traditional markets of Asia and the 
GCC signifies sukuk as attractive options for 
investors seeking to diversify their investment 
portfolios.

Let us briefly go through the sukuk issuances in 
these four countries:

UNITED KINGDOM

ISSUER HM TREASURY UK 
SOVEREIGN SUKUK PLC

Date of Issuance June 25, 2014

Currency GBP

Offer size GBP200 million (US$315 
million)

Use of proceeds
Rental payments of three 
central government 
properties

Lead arrangers HSBC,  Barwa Bank, 
CIMB,  NBAD

Structure Ijara

Tenure 5 years
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The UK became the first non-Muslim country 
to issue sovereign sukuk in 2014 (for further 
details, the readers may wish to read chapter 
10 in the 2015 edition of Global Islamic Finance 
Report). The £200 million sukuk ijara attracted 
orders of over £2 billion from global investors 
and was 11.5 times oversubscribed. It was 
reported that UK investors subscribed more 
than a third of the issuance with the remaining 
sold to investors based in the Middle East and 
Asia. The sukuk will pay investors a profit rate 
of 2.036%, which is the same as the yield on the 
UK’s equivalent five-year government bonds. 
Based on ijara principles, the transaction is 
underpinned by rental income from three 
government buildings. The sukuk deal was 
structured by HSBC who also acted as a 
book-runner alongside Qatar's Barwa Bank, 
Malaysia's CIMB, and National Bank of Abu 
Dhabi NBAD.

HONG KONG

ISSUER HONG KONG SUKUK 
2014 LIMITED

Date of Issuance September 11, 2014

Currency US$

Offer size (US$1 billion)

Use of proceeds
To purchase certain 
properties owned by the 
government

Lead arrangers

HSBC, Standard 
Chartered Bank,   CIMB 
Group Holdings, National 
Bank of Abu Dhabi

Structure Ijara

Tenure 5 years

Hong Kong is the fourth Asian issuer of 
sovereign sukuk, after Malaysia, Indonesia and 
Pakistan. Hong Kong’s inaugural sovereign 
sukuk offering comes in the wake of a law 
passed that allowed the government to issue 
sukuk under the existing Government Bond 
Programme. The tax framework was also 
amended to help pave the way for sales of 
Shari’a compliant debt. Amendments of the tax 
law include removing additional profit tax and 
stamp duty charges incurred in issuing sukuk, 
and thus making sukuk issuances comparable to 
that of conventional bonds.

The US$1 billion five-year sukuk ijara received 
a total order book of US$4.7 billion, recording 
oversubscription of 4.7 times. It also marked 
the world’s first US$-denominated sukuk 
originated by an AAA-rated government.

In terms of investor breakdown, 47% of the 
sukuk was subscribed by Asian investors, 

followed by Middle Eastern investors (36%), 
the US (11%) and Europe 6%. By investor type, 
financial institutions bought 55% of the notes, 
with the remaining subscribed by the public 
sector (30%), fund managers (11%), insurers 
(3%) and private banks (1%). 

Building on the momentum from its successful 
issuance maiden sukuk, Hong Kong issued its 
second sovereign Sukuk in June 2015 with 
an issuance size of US$1 billion and a tenor of 
5 years. Structured on wakala principles, the 
sukuk had a profit  rate of 1.894% and gathered 
an order book of US$2 billion from 49 accounts.

SOUTH AFRICA

ISSUER
ZAR SOVEREIGN 
CAPITAL FUND 
PROPRIETY LIMITED

Date of Issuance September 17, 2014

Offer size US$500 million

Use of proceeds

Sale and leaseback of 
certain infrastructure 
assets owned by the 
Republic

Lead arrangers
BNP Paribas, KFH 
Investment, Standard 
Bank Group

Structure Ijara

Tenure 5 Years 9 Months

The Republic of South Africa rolled out its 
US$500 million maiden sovereign sukuk 
in September 2014, making it the first 
international sukuk issuance from  Africa. 
Although the South African government first 
showed interest in issuing sukuk as early as 
2011, it took another four years to identify 
the assets to back the Islamic bond and parse 
out regulatory requirements. It now joins the 
UK and Hong Kong as the third non-Muslim 
majority country to issue a sovereign sukuk.

Having a 5.75 year tenor and a fixed profit rate 
of 3.90% per annum, the sukuk was four times 
oversubscribed with an order book of US$2.2 
billion.  The investor distribution consisted of 
59% from the Middle East and Asia, 25% from 
Europe, 8% from the USA and the balance from 
the rest of the world.

In a statement release by the National Treasury, 
the country’s decision to issue sukuk was 
“informed by a drive to broaden the investor 
base and to set a benchmark for state-owned 
companies seeking diversified sources of 
funding for infrastructure development.”

LUXEMBOURG

ISSUER
LUXEMBOURG 
TREASURY SECURITIES 
SA

Date of Issuance July 9, 2014

Currency EUR

Offer size EUR 200 million (USD 
254 million)

Use of proceeds
To finance three buildings 
belonging to the 
Luxembourg state

Lead arrangers

QInvest, Banque 
Internationale à 
Luxembourg, BNP 
Paribas, HSBC

Structure Ijara

Tenure 5 years

Luxembourg became the first AAA-rated 
government to issue euro-denominated sukuk 
when it issued its first €200 million (US$254 
million) five-year Islamic bond. Although not the 
first sovereign sukuk to be issued out of Europe, 
the issuance marked an important milestone 
not only for the Islamic finance industry as it 
welcomes growing interest from traditionally 
non-Muslim-majority jurisdictions, but also 
for Luxembourg as it anchors its ambition to 
become a hub for Shari’a-compliant finance. By 
geographic distribution, 61% of the issue was 
allocated to investors from the Middle East, 
while European investors took 20% and Asia 
19%.

A TRULY GLOBAL PHENOMENON
A decade ago, the sukuk market was 
concentrated amongst a handful of issuers in 
the Muslim countries and issues were generally 
small in nature. Today the sukuk market has 
truly gone global as the appeal of sukuk now 
extends far beyond the Muslim world. The 
issuances of sukuk from top rated sovereigns 
the likes of UK, Luxembourg and Hong Kong 
signals their interest in competing to become 
the hub for Islamic finance in their respective 
region. The issuances of sukuk by Western 
governments provide a guideline for a whole 
new source of funding available to issuers 
within the western world. 
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At the first glance, the interest in Islamic finance 
seems growing at an impressive scale. The 
statistics reported in the media and academic 
literature are encouraging. For example, 
between 2006 and 2011, total assets of 
Shari’a-compliant financial institutions had 
doubled to US$900 billion (Financial Times, 
2011). Further, the Islamic finance industry has 
expanded to reach US$1.984 trillion in assets 
by the end of 2014, as London pushes for an 
increased share of the global Islamic finance 
market (Global Islamic Finance Report 2015). 

However, one can still be critical about the 
extent of real interest gained, especially 
from non-Islamic countries. For example, the 
scaling back of HSBC Amanah’s operation in 
countries such as the United Kingdom poses a 
question on the extent of British real interest 
in Islamic finance. One may argue that the 
market for Islamic finance in Britain perhaps is 
too competitive for HSBC due to the presence 
of a large Islamic bank such as Al Rayan Bank 
(previously known as Islamic Bank of Britain). 
However, this argument does not seem to add 
up when HSBC manages to uphold its Islamic 
banking operations in Malaysia market, which 
has many Islamic finance players it had to 
compete with. Reflecting on such anecdotal 
evidence, it seems that the demand for retail 
Islamic financial products from non-Islamic 
countries, such as Britain, is still far from 
adequate to rationalise big banks’ venture into 
this field. 

In terms of corporate financing, we observed 
relatively low penetration of Islamic financing 
in corporate firms’ capital structure mix 
(Dzolkarnaini and Minhat, 2012). Our 
preliminary analysis was based on Islamic 
financial instruments used by non-financial 
firms from sixteen Islamic countries during 
2005-2009. The countries considered were 
Bahrain, Bangladesh, Egypt, Indonesia, Iran, 
Jordan, Kuwait, Lebanon, Malaysia, Mauritania, 
Pakistan, Qatar, Saudi Arabia, Tunisia, United 
Arab Emirates and Palestine. Contrary to 
various bold claims of tremendous growth of 
Islamic finance over the time, we found that 
not all top twenty companies in each sample 
country have considered Islamic financing to 
finance their investment activities. This poses a 
concern on the sustainability of Islamic finance 
growth.

We strongly believe that creating awareness 
about and effective exposure to Islamic finance 
is crucial to sustain the development of Islamic 
finance industry, or to turn the optimistic 
forecasts about its growth into reality. In this 
respect, the role of Islamic finance academics 
is key to success. The academics have to 
be proactive and creative in implementing 
strategic initiatives to create interest in 

Islamic finance among students from various 
backgrounds. There is an opportunity to 
properly groom today’s students to become 
investors and workforce of future Islamic 
finance industry. To get there successfully, 
effort should be inspired by a proper intention 
and the journey should be driven mainly by a 
strong desire to effect positive changes in the 
financial system, instead of solely pursuing 
personal gain or fame. This notion is consistent 
with the following hadith: On the authority of 
Omar bin Al-Khattab, who said that he heard 
from the Prophet (pbuh) “Actions are but by 
intention and every man shall have but that 
which he intended” (Related by Bukhari and 
Muslim). This implies that effort will only bear 
fruit if there is sincerity attached to one’s 
intention and would be worthless if the motive 
is otherwise.

In this article, we would like to share some 
strategic initiatives that we have worked 
on over the past few years in our effort to 
promote Islamic finance through higher 
educational institutions. Our strategy in 
teaching Islamic finance has been principally 
based on comparative approach. Our formal 
training and experience in both conventional 
and Islamic finance are important assets that 
we have capitalised in illustrating to students 
the distinguishable aspects of Islamic finance. 

Our interest and knowledge in Islamic finance 
were not developed instantly, but over many 
years. Since late 1990s, Islamic finance was 
a buzzword given the active involvement of 
Malaysia government in inducing corporate 
firms to embrace Islamic financing. For example, 
the government-linked company that we 
worked for prior to 2003 had issued sukuk 
through a subsidiary established as a Labuan 
offshore company. This event sets our first 
exposure to Islamic corporate financing. In 
addition, our involvement in Malaysia property 
market and insurance industry had exposed 
us to the presence of various mortgages and 
insurance products including Islamic financial 
products offered in the financial market during 
those days. We were amazed with the diversity 
of interest rates and the complexity of some 
financial contracts. We were also mesmerised 
by the higher cost of Islamic financing in 
comparison to the cost of conventional 
financing in some cases. Our then experience 
as financial planners had only exposed us to the 
marketing aspect of the financial industry and 
did not provide much opportunity for a critical 
discourse on fundamental issues. It was an 
inquisitive mind that has inspired our interest 
to pursue postgraduate studies in finance and 
banking, while keeping in mind the importance 
of pursuing Islamic finance knowledge.
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In pursuing Islamic finance knowledge, we have 
participated in a number of Islamic finance 
programmes at various places, from London 
to the Middle East to Kuala Lumpur, over 
the past few years. This includes the Islamic 
Finance Summer School at Durham in 2008, 
events or talks organised by the Institute of 
Islamic Banking and Insurance (IIBI) and the 
Annual ISRA/IIBI Thematic Workshops in 
London. It was inspiring to have met a number 
of individuals who were seemingly greeted as 
Islamic finance experts and practitioners, yet 
they are still very much learning about this 
growing field. 

Unfortunately, for Islamic finance events, 
we are yet to be impressed at the extent of 
interest shown by non-Muslims. The majority 
of audiences were normally from Muslim 
background. Similarly, from our observations, 
research papers on Islamic finance did not 
normally attract wide audience at mainstream 
finance conferences. The real issue here is that, 
we have not yet achieved an impressive level of 
interest that can match the impressive growth 
rate forecasted for Islamic finance industry. 
Therefore, we believe there is a real need to 
devise strategic initiatives to attract more 
non-Muslims to learn what Islamic finance has 
to offer, especially in terms of improving the 
current state of financial system. This issue 
poses a real challenge for academics who are 
involved in teaching and research about Islamic 
finance.   

At Salford Business School, the postgraduate 
Islamic Finance Programme was launched in 
2008. The programme was initiated by Dr 
Dzolkarnaini. The experience of developing 
an effective programme was viewed as a 
more important agenda than getting a formal 
recognition for such effort. In this programme, 
students were encouraged to ponder on 
their personal experience in aspiring critical 
thoughts instead of accepting the contents of 
Islamic finance books at face value. It is very 
important to encourage them to reflect on 
the reality of Islamic finance practices instead 
of being bogged down with the theories and 
authoritative sources used to permit certain 
transactions. Potential moral hazard as a 
plausible factor influencing the judgements 
of Islamic scholars was always highlighted. 
This is a pragmatic approach to take on board 
given that the development of Islamic finance 
is somehow restricted to the capitalism’s “rules 
of the game”. It is observed that students 
generally appreciate an open discussion of this 
sort, whereby they were neither restricted 
from exercising their freedom of thoughts nor 
voicing them out. This is an advantage offered 
at Salford’s Islamic Finance Programme, which 
may not be experienced by students at some 
other institutional contexts that tend to restrict 

critical thinking among students due to cultural 
or political factors. 

In terms of coursework activities, students 
were also expected to collect real data from 
real providers of Islamic financial products. This 
approach is aimed to expose each student to a 
real Islamic financial product with opportunity 
to be critical about it. At the basic level, the 
key to an acceptable Islamic transaction is 
that it should entail a fair transaction, which 
is free from manipulative behaviours and 
excessive speculations of various sorts, of 
which may exist in the form of riba and gharar. 
The counterparties to a transaction are to 
be treated fairly. Students were also given 
opportunities to conduct empirical finance 
research as part of the coursework. Although 
the outcome is only a short-version of a 
research paper, the important development of 
critical thoughts and skills during the process is 
what actually counts!   

At Edinburgh Napier University, the experience 
of teaching Islamic finance could not be more 
interesting, especially the attendees were 
mostly non-Muslim students. Instead of 
offering a full-fledged Islamic finance module, 
Islamic finance topic was introduced as part of 
conventional finance modules. This strategy, 
which was initiated by Dr Minhat, has provided 
opportunities to create awareness and expose 
non-Muslim students to the values and 
potentials of Islamic finance. The trend has been 
that students were generally more active asking 
questions during Islamic finance lecture as 
compared to lectures on conventional finance 
topics. Interestingly, the lecture on Islamic 
finance did not merely introduce basic Islamic 
financial instruments but also getting students 
to be critical on the differences between Islamic 
finance and conventional financial practices. 
The point made to students is that, ensuring 
a fair transaction is far more important 
than labelling or branding a transaction as 
“Islamic”. Some students even better aspired 
by undertaking dissertation on Islamic finance 
topics and wished to pursue their career in 
this field. The lecture was normally ended by 
challenging students to invest their creativity 
in inventing financial products that promote 
fairness, instead of conventional derivatives 
that can inject further instability to the financial 
system. Since Islamic finance industry is in short 
of experts in financial engineering, perhaps it 
is a good idea to capitalise the moments with 
students by inspiring them to filling such gap.

The strategic initiatives implemented at 
Edinburgh Napier University were also 
exported to Hong Kong. Islamic finance was 
largely unknown in Hong Kong when it was first 
taught there in 2009. It took only a few years to 
see Hong Kong government’s early involvement 

in Islamic finance. In 2013, the Inland Revenue 
and Stamp Duty Legislation (Alternative Bond 
Schemes) (Amendment) Ordinance 2013 
was gazetted in the country to allow fair tax 
treatment for Islamic securities as a measure to 
facilitate the growth of Islamic capital market, 
which can reinforce Hong Kong’s position as 
a leading international financial centre. It is 
also interesting to learn about the first Islamic 
fund launched in Hong Kong last year, which 
aimed to offer 10% return to investors (The HK 
Standard, 2014). These recent developments 
seem to grow systematically hand-in-hand with 
the effort of educating Hong Kong students 
about the relevance of Islamic finance. Such 
developments also made it convenient for 
students to gather materials and produce 
essays about the development of Islamic 
capital market in Hong Kong, as part of their 
coursework activities. Soon, we may observe 
growing scholastic works on Islamic finance 
from this part of the world.

There is, of course, a potential for Islamic 
finance to be as good as a profitable brand, 
which can be capitalised for private gains, if 
not fame. However, as academics in finance, 
our important agenda should be to promote 
a better and fairer financial system. Pursuing 
this social agenda strategically is perhaps more 
important than blindly profiting from a specific 
brand if we aim to capture big interest from the 
public at large.
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PERSONALITY

You have worked in Pakistan, Japan, 
Singapore and now in the UAE. What 
is the best about working in each of 
these countries? 

Work experience at each of these locations 
is unique and has had ample impact on what I 
am today. In my view, work ethics are driven 
by deeper cultural underpinnings and pace 
of business and cannot be implemented 
through a decree. Quest for sophistication 
and aesthetics comes with means both for 
individuals and nations. Professionalism comes 
with institutional maturity and competition 
while at the same time accountability drives 
responsibility. Education plays a part, but in a 
sea of culture, it’s a struggle. I have seen these 
parameters at work at varying degrees in 
these locations. For me, experience in Pakistan 
provided me with solid foundations (both 
technical and managerial), while the fast paced 
capital markets of Tokyo and Singapore helped 
in acquiring additional skills and honing them 
further. The UAE market is developing fast – 
the change is so ostentatious that it can almost 
be touched and felt. While the markets here 
have yet to reach the next level, I am amazed to 
see how many of the world’s best brains have 
already made this land their preferred home.

Despite having been convinced of the 
value proposition of IBF, why have 
you so far failed to join an Islamic 
bank?

I should say I never lost interest in IBF during 
all these years. I see my role in terms of 
understanding and supporting the pedagogical 
spine and less on its business ramifications 
(many would think the other way around and 
perhaps rightly so). Presence in one of the IBF 
hotspots now (i.e. UAE) hopefully will help me 
catch up.

Do you consider yourself lucky or 
whatever you have achieved so far 

is only a fraction of what you had 
planned?

As Hippocrates put it, "Ars longa, vita 
brevis" (i.e. ‘Art is long, life short’), I 
seem to have hardly touched tip of 
the iceberg that I had planned or 
dreamt of and the time appears to 
have fled in no time. But true, I am 
immensely lucky to have come thus 
far. For me the scale for measuring 
success should be continuation 
despite challenges and never giving 
up rather than becoming a Nobel 
Laureate one day, for example. 

You have children. Has 
fatherhood changed how you 
think about your work?

For sure. Fatherhood in my view makes 
you more responsible and accountable 
to yourself. It also inculcates in you the 
science of being reasonable and art of 
being patient – handy tools often shrugged 
off in colleges but immensely useful in 
professional life.

What was your childhood ambition?

Different things at different stage of childhood. 
Strange might it look now, initially I wanted to 
be an artist–more specifically a playback singer. 
Then towards the teenage stages, cricket 
turned out to be the passion–something nature 
did not build me for. 

Freedom or fairness? What would 
you prefer?

Actually both! 

Unfortunately, both seem to be unachievable in 
absolute term. 

Believe it not, fairness is something not in the 
very nature of things around us. Partiality, 
injustice or favouritism can be addressed only 
up to a certain extent. They run in human 

Nasir Ali Khan
Risk Auditor,
National Bank of Abu Dhabi
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DNA and perhaps cannot be eliminated. I 
value equality and try to stand trial of my own 
conscious and believe I have achieved fairness. 
However, what is fair to me may not be to you. 
Freedom as well is relative. It makes more sense 
if it could come with sensitivity to freedom of 
others who dare to differ with us. No doubt, 
freedom emboldens you to challenge the 
status quo and recycle and reinvent means of 
prosperity and happiness for ever increasing 
number of mouths to feed. 

On a scale of 0-10, what number 
do you assign to the contribution 
of International Islamic University 
Islamabad (IIU) in your career 
development (10 being maximum)?

I take IIUI contribution as a continuum. The IIU 
(especially the School of Economics that I know 
from the late 1980s) impact is everlasting. 
Lately, I attended IUJ (Japan), NUS (Singapore), 
Princeton and UOW (N. America), IIU remains 
my first love. 

Which city do you feel at home? 

Having lived in Tokyo the longest in recent 
times, I like it very much. However, I am equally 
comfortable in Singapore and now I like Abu 
Dhabi as well. In fact, I miss Lahore. I am just 
afraid of its recent sprawl and resulting devious 
roadways where the city I once knew has 
almost disappeared. 

 In one word, describe yourself.

Cool!

Your greatest inspiration?

In fact many. Firstly, my mother whose tenacity 
and unwavering commitment to her children 
raises the bar for human dignity. Secondly, 
a number of professors including Late Dr. 
Ziauddin Ahmad, Dr. M Fahim Khan, Dr. 
Munawar Iqbal, Dr. Sayyid Tahir and Dr. Faiz 
Mohammad. They left lasting impression on 
my mind to think about economics differently. 
Thirdly, Late Dr. Sayed Riaz Ahmad, a Durham 
graduate, a veteran banker (actually once 
a senior colleague) and a prolific author on 
political economy (co-editor in our joint 
work on "Strategic Issues in Islamic Banking" 
(1995)). In later years I enjoyed the way 
Nobel Laureate Paul Krugman articulated his 
stance on the Japanese economy as much as 
I acknowledge the contribution of Dr. Phelim 
Boyle in introducing Monte Carlo simulations in 
Quantitative Finance. 
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PAUSE FOR 
THOUGHT

Dr Anas Zarka, a pioneering Islamic economist, 
reacted to a recent report published in 
The Economist, entitled ‘Why the World is 
Addicted to Debt’ (The Economist, May 17, 
2015) by asserting that the marginal utility of 
more debt to an addictive debtor increases, 
the more indebted he becomes. Dr Usamah 
Othman, of King Fahd University of Petroleum 
and Minerals, was however quick to rebut 
by arguing that the utility theory was not an 
adequate premise to explain the behaviour of 
an addictive person, as the addiction violates 
the fundamental assumption of rationality. 

Actually, the whole notion of addiction to 
debt is subject to psychological, behavioural 
and linguistic scrutiny. In fact, it may very 
well be the case that The Economist chose a 
completely wrong word for individuals’ and 
corporates’ preference for debt. A vast majority 
of economic players (individuals, businesses 
and governments) borrow because they find 
it more beneficial to do so as compared with 
other alternatives like the sale of equity. As a 
number of studies have suggested that owners 
of successful businesses tend to prefer debt 
over equity to preserve their residual claims 
on the future profit streams. In most cases, an 
owner of a business, who is not sure about the 
outcome of the business in terms of its success 
or failure, will be open to partnerships or raising 
capital in the form of equity. This is an example 
of the well-known adverse selection problem. 
Moral hazard problems associated with share 
contracts (of which equity is an example) are 
also well documented.

On an individual level, the purchase of a 
house with the help of borrowed money is 
the preferred choice of almost everyone 
because the individuals wish to benefit over 
a long period from appreciation of value of 
the property. This behaviour is certainly 
rational, and calling it addictive or irrational 
is not consistent with the empirical evidence 
on psychological behaviour of individuals and 
corporate strategy of businesses. 

Islamic economists have for 
long shown their preference 
for equity, i.e, profit loss 
sharing, with a severe criticism 
of debt. Now they have started 
receiving support from many 
Western thinkers who, in the 
wake of the recent financial crisis, 
have started highlighting ills of 
debt-driven economies. There 
is a definite merit in criticism 
of the huge budget deficits 
most of the governments 
of the world are 
running. However, it 
is still fair to ask if it is 
bad to prefer debt over 
equity. 

Islam does not deem 
debt impermissible 
altogether, although 
interest-based lending 
and borrowing is 
strictly prohibited. It has 
introduced mechanisms 
on the supply side and moral 
persuasion on the demand side to discourage 
dealing in debt. The biggest hurdle to the 
issuance of debt on the supply side is an almost 
impossible restructuring of debt in the event of 
default, as Islam strictly prohibits imposition of 
default penalty. 

Although in the modern practice of Islamic 
banking and finance, contemporary Shari’a 
opinion has evolved in favour of conditional 
imposition of default penalty, the new stance 
on the treatment of default (i.e., imposition 
of default penalty) is bound to dilute Islamic 
preference for equity over debt.

An ever-increasing issuance of sukuk by 
sovereigns and corporates alludes to the 
influence of debt-based financing. Approved 
as a quasi-equity type of instrument by the 
regulatory bodies like Accounting and Auditing 
Organisation for Islamic Financial Institutions 

(AAOIFI), 
sukuk have 
nevertheless 
emerged as debt instruments in 
the contemporary practice of Islamic 
banking and finance. One does not 
have to dig deep to find out the 
actual practice of Islamic banking 
and finance remains debt-based 
from the front (retail) to the back 
office treasury operations. Given 
this, it is hard to argue that Islamic 
banking and finance is more stable 
than its conventional counterpart. 
Although there are some studies 
showing anecdotal evidence in 
favour of stability of Islamic banking, 
but this could be just incidental. 
There is a definite need to scrutinise 
methodologies of such studies. 

Is it Bad to Prefer 
Debt Over Equity?
Professor Humayon Dar
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Islamic finance has reached a landmark 
moment. It is transitioning from a niche market, 
with issuances solely from Islamic financial 
institutions and Muslim nations into a broader 
financial market with an increasing number 
of non-Islamic participants. Since last year, 
we have seen prominent sukuk activity from 
entities outside of the Islamic world: from 
sovereigns such as the UK, South Africa, 
Hong Kong and Luxembourg and from leading 
international financial institutions such as 

Goldman Sachs, Societe Generale and Bank of 
Tokyo Mitsubishi. 

Credit rating agencies are playing an important 
role in the rapid expansion of Islamic financial 
market. Firstly, they increase awareness and 
education in IBF that - for most international 
investors – is still an unfamiliar territory. 
Secondly, they provide international credit 
benchmarks by which investors can compare 
the creditworthiness of, for example, sukuk 

instruments against their conventional 
counterparts, for instance, Canadian sovereign 
debt or Toyota corporate bonds.

ISLAMIC FINANCE IS PART OF THE 
WIDER CAPITAL MARKETS 
Islamic finance is specialised and idiosyncratic, 
but exists as part of the wider, global financial 
markets. Credit rating agencies such as 

Khalid Ferdous Howladar
Global Head of Islamic Finance, Moody's

The Role of 
CREDIT RATING 
AGENCIES
in Islamic Finance

TALKING 
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Moody’s provide the financial markets with 
independent and valued views on credit risk. 
Moody’s rates and provides credit opinions on 
numerous entities, including banks, corporates 
and sovereigns and their bonds and other 
credit instruments. Islamic banks, along with 
Islamic insurers (takaful companies) and Islamic 
bonds or sukuk, fall within this rating universe. 

Moody’s also produces research, offering 
insight into what is driving the capital markets, 
what developments are on the horizon, future 
expectations and – crucially - what the future 
credit risks might be. In this way, it promotes 
education and transparency that complements 
its ratings. It also engages in meetings and 
discussions with investors and issuers, allowing 
them to ask questions and dig deeper into 
topics of particular interest. The ratings 
agencies in general widely distribute knowledge 
and opinions about complex and volatile 
markets through their websites, media, forums, 
conferences and broadcasts. 

Credit rating agencies also provide value 
through their global reach. Moody’s is a global 
institution with 28 country offices located 
from San Francisco to Dubai to Tokyo. This 
geographic breadth gives its credit specialists 
inside local markets direct access to on-
the-ground information and local expertise. 
It also allows agencies to benchmark the 
credit risk of investments and issuers across 
different markets, countries and locations. 
This global comparability is a key aspect of a 
credit rating. For each agency, their own rating 
methodologies provide global standards that 
help an investor compare, for example, the 
credit risk of US treasuries versus Malaysian 
sovereign sukuk, or the credit risk of sukuk 
issued by a property company like Emaar 
versus the sukuk issued by Qatar International 
Islamic bank. 

A YOUNG, COMPLEX AND 
EVOLVING MARKET 
Islamic finance is a young industry and its 
financing structures - which seek to satisfy 
the Shari’a rules - are still evolving. The 
complexity of some of the instruments used 
by Islamic financial institutions may disconcert 
new parties seeking to participate in the IBF 
market. Arabic terminology and structures 
that help give the sector its own identity may 
create challenges to understanding for those in 
countries beyond the core Islamic markets of 
the Gulf and parts of Asia. 

As an example, many established asset 
management firms with some Shari’a sensitive 
clients often seek information on the nature 
and risks facing Islamic financial products. By 
assigning a credit rating and providing a credit 

opinion, the agencies provide an independent 
opinion on the credit risk elements of these 
instruments, which can facilitate a greater 
flow of international funds into these complex 
markets. 

Moody’s, of course, applies the same rigorous 
analysis to Islamic issuers and issuances 
as it does to all global market issuers and 
instruments, and its ratings follow the same 
global methodologies and standards. For an 
Islamic bank, being benchmarked to other 
conventional banks enables its shareholders, 
investors and even its own management to get 
an objective, third-party opinion on the relative 
credit-related strengths and weaknesses of the 
institution. 

SUKUK ARE (STILL) HIGHLY 
COMPLEX INSTRUMENTS
IBF is a complex business. The fact that it is still 
in development creates many issues in terms 
of new business practices, documentation, 
operations, and regulations that need to 
be addressed by any institution trying to 
operate according to Shari’a principles. Sukuk 
instruments in particular are characterised by 
a lack of standardisation in their structures, 
and are still in most cases simply fixed-income 
instruments. Moody’s has over 100 years of 
experience in fixed income credit risk analysis, 
and its structured finance group focuses 
primarily on asset-backed instruments, which 
are closest to the ideal sukuk. It has expertise 
across the whole spectrum of instruments, 
from the simple to the complex, and it brings 
that experience and knowledge to the sukuk 
market. 

Assigning a credit rating for unsecured 
sukuk instruments can be a lengthy exercise, 
particularly when comparing to the more 
standardised conventional bonds. When a 
multinational conglomerate such as General 
Electric or a global bank like Barclays issues 
conventional, plain vanilla Eurobonds, they are 
likely to have the same basic legal structure, 
default events, payment obligations and 
investor rankings in case of default etc. In 
contrast, sukuk securities are structured 
esoterically to comply with Shari’a principles. 
The interpretation of these principles - and 
hence application in financial transactions - is 
subjective and can lead to wide and crucial 
variations in the legal structure and in the 
documentation. A credit analyst has to dig 
deeply into this extensive documentation to 
accurately assess the creditworthiness of the 
instrument. 

RATINGS PROVIDE OBJECTIVE 
INSIGHTS
The complexity and fragmentation of the 
Islamic finance industry can limit market 
liquidity. Moody’s role is to provide 
independent opinions to the market. It focuses 
on credit risk and, as a key market participant in 
both conventional and Islamic financial markets, 
it is not predisposed to any particular market 
or product. This fosters transparency and 
adds genuine value and service to the Islamic 
industry.

This independent view on the sukuk credit risk 
also helps facilitate secondary market trading. 
Once a sukuk is assigned a rating, it is freely 
accessible by market participants via Moody’s 
website and the media. 

BRIDGING TWO MARKETS
While the sukuk market is growing fast, 
it remains small with a cumulative sum of 
outstanding sukuk of around $297 billion and 
total issuance of around $110 billion1 for 2014. 
This figure is dwarfed by the conventional bond 
market, which issued $5.6 trillion worth of 
bonds in 2013 alone. However, the market is 
broadening its base beyond the Islamic world. 
Key sovereigns of non-Muslim countries have 
issued sukuk over the past year, as we have 
seen, and more are likely over 2015. 

This market phenomenon, with conventional 
entities now operating more frequently 
within the Islamic capital markets, is creating 
a bridge between the two worlds and 
attracting a new segment of investors who 
are largely unfamiliar with the principles of 
Islamic finance. This addition of non-Islamic 
issuers could multiply the size of the market 
many times over since. Even in the GCC, 
conventional banks outnumber Islamic banks 
by more than five to one. This development 
could mark a step change in the size of the 
market and the possible number of institutions 
that will participate. For non-Islamic, global 
investment banks like Societe Generale and 
Goldman Sachs, issuing sukuk may be a way 
to raise funds, but it is also a means to engage 
participants in these newer segments as well 
as promoting the bank’s own capabilities in the 
sector. 

As the market becomes more globalised, there 
will be a growing demand for Islamic finance 
related credit ratings and insightful research. 
The rating agencies will support an improved 
understanding of the credit risks and market 
trends in this rapidly expanding sector.

1. Total includes short-term sukuk paper with maturity of 
less than 1 year.
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Reza Zain Jaufeerally
   
God grant me the serenity
to accept the things I cannot change; 
courage to change the things I can; 
and wisdom to know the difference.

Serenity Prayer - Reinhold Niebuhr (1892-1971)

The parameters of Socially Responsible 
Investment in Islamic Finance have changed 
dramatically. This is due to the creation of a new 
financial instrument called Social Impact Bonds 
and more specifically the possibility of having 
Shari’a-compliant Social Impact Bonds. In this 
article, the author proposes to explore Social 
Impact Bonds and Shari’a-compliant Social 
Impact Bonds. We shall begin with definitions 
of Social Impact Bonds followed by insights 
from Sir Ronald Cohen; a founding father of 
the financial instrument. This will be followed 
by a discussion on the feasibility of Shari’a-
compliant Social Impact Bonds. We shall also 
analyse a recent European event which is a 
cause for concern. We shall try to conclude on a 
cautiously optimistic note.

SOCIAL IMPACT BONDS 
DEFINITIONS
There are numerous definitions to Social 
Impact Bonds, amongst which 

Social Finance UK describes Social Impact 
Bonds as:

‘Social Impact Bonds are based on a 
commitment from government to use a 
proportion of the savings that result from 
improved social outcomes to reward non-
government investors that fund the early 
intervention activities.’

Whereas Social Finance US describes Social 
Impact Bonds as:

'A Social Impact Bond (SIB) is a specific type 
of social impact financing in which funds are 
raised from Investors to provide Social Service 
Provider(s) with the working capital to deliver 

their services. For example, a government may 
enter into a Pay for Success contract with an 
Intermediary and its Social Service Provider 
partners in which the government only pays if 
youth employment increases. The Intermediary 
would raise the working capital that the Social 
Service Providers need to operate the program 
from Investors. If the services are successful 
in improving youth employment rate, then the 
Government would repay Investors for the 
successful outcomes. If youth employment 
does not improve, then the Government does 
not pay and Investors risk losing their capital.' 

The Young Foundation describes Social Impact 
Bonds as:

‘a range of financial assets that entail raising 
money from third parties and making 
repayments according to the social impacts 
achieved.'

In a recent interview by the Harvard Business 
School official podcast1, Sir Ronald Cohen used 
this definition:

‘Social impact investing is seeking to achieve 

1. Harvard Business School- Philanthropy 2.0: Investing 
with a Purpose (http://www.hbs.edu/news/articles/Pages/
philanthropy-2.0.aspx?cid=sf35809830+sf35809830)

a social objective as well as a financial return 
at the same time, and to measure both. The 
concept, of course, has existed forever: that 
you can invest and achieve good. But that 
would be called investment with impact, in 
our terms. Impact investment is when you 
set out an objective that is just as important 
as the financial one, but is a social one (social, 
for us, includes environmental) and you 
seek to achieve both. And what it does is it 
gives the key to the capital markets to social 
entrepreneurs by linking the achievement of a 
social return to a financial return. So it's actually 
very significant for the funding of not-for-
profits, just as it’s significant for the funding 
of social entrepreneurs who want profit-with-
purpose businesses, and to lock-in a social 
mission, and set social objectives for for-profit 
businesses. It's a huge change of mindset, but it 
is an idea, in my view, whose time has come, and 
I see a lot of evidence of that through the work 
of the task force.’

HOW A SOCIAL IMPACT BOND 
WORKS
The following exhibit summarises how a Social 
Impact Bond works. This diagram was compiled 
by McKinsey & Company. 

SOCIALLY RESPONSIBLE 
INVESTMENTS IN ISLAMIC FINANCE
Have the Parameters Changed?
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A social impact bond is a partnership in which philanthropic funders and impact investors 
— not governments — take on the financial risk of expanding proven social programs.

Constituents

Intermediary

Independent assessor
Independent assessor decides whether 
predetermined performance targets are 
met; if targets are achieved, government 
repays investors with a return and pays 
a success bonus to intermediary and 
service providers.

Evaluation advisor
Investors provide upfront capital to 
intermediary to pay for preventive 
programs; investors are repaid their 
capital plus a return only if preventive 
programs meet predetermined 
performance targets.

Investors
Evaluation adviser monitors ongoing 

progress of preventive program, working 
with intermediary and service providers 

to refine program based on interim 
results.

Remedial programs
Government currently provides costly 
remedial programs for constituents

Preventive programs
Service providers receive multiyear 
funding from intermediary to deliver 
evidence-based preventive programs to 
constituent-treatment group.

Non-profit service providers
Intermediary raises capital from 
investors' selects and manages 
nonprofit direct-service providers, 
retains evaluation adviser and selects 
independent assessor; and provides 
overall SIB project management.

Government
Government contracts with 
intermediary for delivery of preventive 
programs to improve constituents' 
lives, reducing their demand for 
remedial programs.
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GEOGRAPHIC SPREAD
Social Impact Bonds have become a global phenomenon. The following map compiled by Instiglio2 gives an overview of their geographic spread.

2. http://www.instiglio.org/en/sibs-worldwide/

GLOSSARY OF TERMS
Remedial Services: Government programs that address negative social outcomes after they 've occurred (e.g., incarceration for criminals, emergency 
room access for the chronically homeless). 

Preventive Interventions: Social-service programs that focus an avoiding negative social outcomes (e.g., alternatives to incarceration, permanent 
supportive housing for the chronically homeless). 

Consitutent Treatment Group: Those individuals who benefit from the preventive intervention and whose results are compared to others who did not 
receive similar services. 

Canada

• National government 
exploring SIB 
applications in 
criminal justice and 
unemployment

• Nova Scotia exploring 
SIB development

USA

• Federal Govt. designing 
3 SIBs

• MA designing 2 SIBs 
in recidivism and 
homelessness

• CT, CA, MN exploring 
SIB

Israel

• Social Finance 
Israel developing 
3 SIBs

South Africa

• An NGO is designing 
a criminal justice SIB 
in Cape Town

Mozambique

• Dalberg is developing a 
malaria SIB to be funded 
by mining companies

Uganda

• Social finance UK is 
developing a sleeping 
sickness SIB with DFID

India

• Instiglio is 
developing an 
education SIB in 
Rajasthan

Australia

• New South Wales 
designing 3 SIBs 
in recidivism and 
foster care

Scotland

• National 
government 
exploring SIBs 
in at least two 
areas

Ireland

• National 
government 
exploring SIBs 
in at least five 
areas

Germany

• Initial interest in 
SIBs

UK

• 14 SIBs including 
in recidivism, 
workforce 
development, 
foster care, 
homelessness, at-
risk youth
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SIR RONALD COHEN ON IMPACT 
INVESTING & SOCIAL IMPACT 
BONDS
In the aforementioned interview, Sir Ronald 
Cohen, the venture capital & private equity 
legend gave a number of insights on social 
impact bonds. Sir Ronald Cohen was 
instrumental in the creation of this innovative 
financial instrument in the UK. In blue are 
selected excerpts from the interview transcript. 
My own comments are in black.

Sir Ronald Cohen: If in the 19th century, 
people spoke in terms of financial return 
alone, and the 20th century we brought 
the dimension of risk and return, in the 21st 
century, we've already brought the third 
dimension of impact. So risk, return, and impact 
is what it's going to be about.

The term triple bottom-line is traditionally 
associated with people, planet & profit. 
Nonetheless, the new triple bottom-line would 
be risk, return and impact.

Sir Ronald is the chairman of the Social 
Investment Task Force, which was formed by 
the G-8 countries. Last fall, the Task Force 
released a report that found, among other 
things, that "the financial crash of 2008 
highlighted the need for a renewed effort 
to ensure that finance helps build a healthy 
society."

SRC: But actually, there are 26 social impact 
bonds across the world. They cover a dozen 
social issues, including homelessness, adoption, 
foster parentage, teenage unemployment, and 
dropout rates for school for girls in Rajasthan. 
Chicago just announced a $17 million social 
impact bond to deal with four-year-old children 
who come from less privileged backgrounds, 
to make sure they get the sort of training that's 
going to help them stay in school. So you're 
beginning to realize that, while not everything 
that counts can be counted, there are many 
things that can be counted, can be measured. 
And to the extent that you can measure, you 
can link it to a financial return and you can raise 
capital for it.

The crux of Social Impact Bonds is that all 
parties must agree to use a metric. In the 
absence of enough independently compiled 
data and useable metrics, it can be difficult to 
calculate the return of the social impact bond. 
Absence of reliable data also makes the design 
of the bond problematic.

BK: Can you make as good a return on a social 
impact bond as you can if you were investing in 
other types of organizations?

SRC: You can on a risk-adjusted basis. What 
do I mean by that? These are investments that 
are capturing a new set of opportunities. So if 
you get a 7% return from improving literacy 
in Africa, or preventing people from getting 
diabetes? These are not investment returns 
that go up and down with the stock market, or 
even with interest rates, because there's a wide 
band of interest rates according to the success 
which is achieved. So, effectively, it gives you 
diversification in your portfolio. Social impact 
bonds and development impact bonds are 
what are being categorized today as absolute 
return instruments, which is what everybody is 
looking for.

The holy grail of asset managers are finding 
uncorrelated asset classes. In the era of high-
frequency trading, finding asset classes that 
deliver predictable returns regardless of the 
whims of the market is greatly valued. The moot 
question is how predictable are Social Impact 
Bonds.

BK: It takes an ecosystem to make this work. 
Do you have to build that ecosystem with each 
one of these?

SRC: Governments have begun to do that. 
In the U.K., we already have tax incentives 
for investing in social impact bonds. As I've 
mentioned, we already have information on the 
web about the cost of social issues. The Law 
Commission has already looked at the fiduciary 
duties of the trustees of foundations and said, 
“You know, you’ve got an obligation to achieve 
an acceptable return.” But that doesn’t say just 
financial. It's financial and social return. So, 
you're beginning to change the ecosystem to 
enable impact investment to get to scale.

The UK deserves kudos for being a world 
leader in this field. The greatest strength of the 
UK is the rule of law. From this backbone a lot 
of highly innovative financial initiatives can be 
devised. In the absence of properly enforced 
contracts, I question the feasibility or existence 
of Social Impact Bonds. 

BK: So that can work in places where there's a 
solid infrastructure, and there's a functioning 
government. A lot of the change that needs 
to happen has to happen in parts of the world 
where that doesn’t exist. Do you see it moving 
in that direction? Do you see the opportunity 
for that to become maybe the next phase of 
this?

SRC: When you look at developing countries, 
they have been dependent on aid for a 
period of time. Now remittances are much 
more important than aid. They're four 
or five times, perhaps, the size of official 
aid. Direct investment is probably two or 
three times official aid. And there's a real 

opportunity for governments to begin to use 
their official aid through instruments like 
development impact bonds. So if you want 
to help literacy, are you better off just giving 
grants to non-governmental organizations, 
NGOs as they're called, or are you better off 
creating a development impact bond where 
certain governments would pay when certain 
improvements have been achieved in the level 
of literacy? The answer is, of course, that if 
you're backing social entrepreneurs to achieve 
an improvement in literacy, you stand a much 
better chance than if you're just giving grants 
to people.

Sir Ronald Cohen champions transforming 
official aid through development impact bonds. 
While this makes sense from an optimization 
point of view, I question how politically feasible 
this is. It is unlikely that this would be well-
received by corrupt politicians of third-world 
countries. Nonetheless, it could become a 
sine qua non for aid from donor countries. 
This would ensure that the aid is no longer 
squandered or embezzled; it would also 
encourage donors to give more especially 
against milestones achieved.

SRC: Because you begin to focus on an 
objective and when you focus on an objective, 
you wake up in the morning wondering how 
you're going to achieve it, and you go to bed 
at night worried about the fact that you might 
not. That releases tremendous innovation 
and energy. So I believe that in the area of 
international development, we're going to find 
enlightened governments in Africa, and Asia, 
and elsewhere, that begin to prioritize areas 
where impact investment can really help them. 
And I think those areas are going to be areas 
like literacy, like sickness. There's already a 
sleeping sickness development impact bond 
that is being worked on in Uganda. There's a 
malaria social impact bond being worked on in 
Mozambique. There's an attainment level on 
a school social impact bond or development 
impact bond that's being worked on in Rwanda. 
The difference between one and the other, by 
the way, is that a social impact bond is typically 
paid for by a government. A development 
impact bond has an outcomes payer, a 
development organization of a government or a 
foundation, you know, or even a corporation.

In third world countries, Development Impact 
Bonds are more likely to be used than Social 
Impact Bonds. This is legitimate. Very few 
governments of third world countries have the 
wherewithal to foster and subscribe to Social 
Impact Bonds. Pragmatically, this might be best 
left global donors, international foundations 
and NGOs who possess the necessary 
sophistication to harness the powers of the 
capital markets. 
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SRC: The next big thing is social 
entrepreneurship and investment in my view, 
and it reflects itself here at the B-school in 
the number of students who are taking social 
entrepreneur courses of one kind or another. 
It reflects itself in the number of people 
who come to see me. Every day, I see young 
people who say to me, “You know, I want to do 
something that has more meaning than just 
making money.” After all, the characteristic of 
a bright, young person is to want to change 
the world. And just as we developed venture 
capital as a response to the needs of startups 
and young companies that wanted to take 
risk to achieve technological innovation then, 
so, today, impact investment is a response 
to the needs of social entrepreneurs to have 
risk capital to change the world for the better 
(Amen to that).

SHARI’A-COMPLIANT SOCIAL 
IMPACT BONDS
In an article titled “Social Impact Bonds: A new 
tool for Islamic Finance?” (dated 14th May 
2014), the Islamic Finance news evaluated the 
potential of Social Impact Bonds. The news 
article refers to the excellent journal article by 
Michael S. Bennett & Zamir Iqbal of the World 
Bank : “How Socially responsible investing 
can help bridge the gap between Islamic 
and conventional financial markets”. What is 
obvious is that Shari’a-compliant Social Impact 
Bonds and/or Social Impact Sukuk are both 
desirable from a Capital markets perspective 
and feasible from Shari’a point of view. There 
is some discussion as to whether an Ijarah or 
Jualah3 structure should be used. Thus, if it 
is both desirable and feasible why are we not 
seeing issuances? The logical answer is that 
there is currently no premium for any Islamic 
asset allocator to take the plunge on a financial 
instrument which is currently unproven. There 
is of course a solution to this dilemma. The 
author was working on an implementable 
solution when disaster struck:

3. A Jualah structure is a contract of service based on the 
successful completion of a diffi cult task. One party (the 
off error or Ja’il) offers specific compensation to anyone 
(worker, or Amil) in return for achieving a specifi c task, 
target or result within a (not necessarily predetermined) 
period of time.

CHARLIE HEBDO
As a rule, one must always acknowledge the 
elephant in the room. The events of Charlie 
Hebdo are unfortunately causing a huge 
backlash against Islam and Muslims (especially 
those living like the author in Western 
countries). Factually, these events have very 
detrimental effect on Islamic Finance and 
its development in Western countries. For 
instance, the author was recently working with 
an outstanding impact investment firm on the 
creation of a Shari’a-Compliant Social Impact 
Bond. This bond would have provided relief to 
hundreds if not thousands of persons annually 
in the Muslim world.

Also amongst the partners was a global top-tier 
NGO with impeccable credentials. Suffice to 
say that the unfortunate events of Charlie 
Hebdo and its aftermath have poisoned the 
well. 

Out of transparency and integrity, the author is 
compelled to disclose his position on the Charlie 
Hebdo affair. The author concurs whole-
heartedly with the stance of the journalist 
Mehdi Hasan4 The author recommends reading 
Mehdi Hasan’s well-argued article5 in The 
Huffington Post.

NEWB 
This brings me to the reason why I am 
cautiously optimistic. Belgium is currently 
seeing the creation of NewB: the first crowd-
funded ethical bank. As a background, all the 
major Belgian banks had to be bailed out by 
the Belgian state during the crisis. Countless 
minority shareholders of Fortis bank and 
Dexia bank were wiped out. Prior to the crisis, 
these banks had been considered very safe, 
conservative investments. A number of Belgian 
civil society organisations pooled forces 
and decided to prove that banking could be 
done differently; more ethically. NewB is this 
pioneering initiative to establish a new, fair 
bank. NewB is organized as a cooperative with 
12 values defining its identity. These values 

4. http://en.wikipedia.org/wiki/Mehdi_Hasan
5. http://www.huffingtonpost.co.uk/mehdi-hasan/charlie-
hebdo-free-speech_b_6462584.html

are the DNA of NewB and they are registered 
in the statutes of the cooperative:

1. Participation: the bank is looking 
for creative solutions to shape a real 
participation of the cooperative members

2. Simplicity: clients and cooperative 
members must easily understand the 
structure and the products of the bank

3. Safety: the bank will only invest in funds 
from the real economy; profit is not a goal 
in itself

4. Austerity: the operating funds of the bank 
are managed economically; no excessive 
spending

5. Transparency: in all of the bank’s activities

6. Inclusion: the bank will offer a universal 
financial services and access to credit 
adapted for everyone

7. Diversity: the bank will offer products 
and services that meet the needs of all its 
customers

8. Innovation: innovative solutions for a 
societal and ecological economy

9. Proximity: The bank will be close to 
its customers and both literally and 
figuratively

10. Sustainability: the bank will only invest in 
socially responsible projects

11. Honesty: profit is not a goal in itself, but 
the result of good management

12. Societal Context: the bank will rely on 
the active participation of dozens of 
organizations and thousands of civilians

Prima facie, this unique initiative is very close 
to the Islamic Ethos. It will be interesting to 
witness the development of this courageous 
initiative. In the words of the great French 
author Antoine de Saint-Exupéry.

"Aimer, ce n'est pas se regarder l'un l'autre, c'est 
regarder ensemble dans la même direction6"

6. This means: Love is not looking at each other but looking 
together in the same direction.
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FOUNDATIONS OF SHARI'AH 
GOVERNANCE OF ISLAMIC 
BANKS

Gone are the times when those with an 
interest in IBF had to wait for years to get an 
opportunity to receive a new book on Islamic 
banking and finance. Now, the likes of Wiley, 
Edward Elgar and even IBFIM (a specialist 
Islamic finance publisher based in Kuala Lumpur 
and featured on page 16-17 in this issue of 
ISFIRE) keep on publishing a variety of books 
on the topic. 

Out of its 43 titles related with Islamic 
economics, banking and finance, Wiley 

has already published 3 books in this field 
since the start of 2015. Since its inaugural 
publication Understanding Islamic Finance in 
2007, the publisher has regularly added to its 
list of publications on the topic. With such an 
impressive collection of books on IBF, Wiley has 
undoubtedly emerged as a leading publisher in 
this niche area. What distinguishes Wiley from 
other publishers is its aggressive approach to 
market its titles in the academia.

Wiley’s recent addition to their an already 
impressive Islamic finance titles is Foundations 
of Shari'ah Governance of Islamic Banks, written 
by two young scholars Karim Ginena and Azhar 
Hamid. The foreword is written by Tariqullah 
Khan who himself has published on the topic in 
the context of Islamic risk management and the 
related regulatory challenges. 

The book is written in two parts – the first 
written by the first author and the second 
contributed by the other author. It combines 

Reviewed by: Professor Humayon Dar
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theoretical aspects with the practitioner’s 
perspectives, and should be a good source 
of knowledge for those who are looking 
to learn theoretical foundations of Shari’a 
governance of Islamic banks. The book can 
safely be used for industry trainings as well 
as academic courses on IBF. In terms of 
the academic level, the book is suitable as a 
textbook for undergraduate courses in IBF. It is 
a comprehensive book that can also be used for 

industry trainings on Shari’a advisory function 
within Islamic financial institutions.

After the publication of Zulkifli Hasan’s 
Shari'ah Governance in Islamic Banks (published 
by Edinburgh University Press in 2012) and 
Corporate Governance in Islamic Financial 
Institutions by Hussein Elasrag (published in 
2014), the book at hand offers an extended 
coverage, especially in terms of practical 
aspects of Shari’a governance and advisory. 
Furthermore, Hasan’s is a more scholarly work 
with academic depth in analyses while Ginena 
and Hamid focus more on the practice of IBF. 
It is a definite improvement on what Elasrag 
covered in his rather short book on the topic.

Each chapter is structured in such a way that 
it starts with relatively easy concepts and 
gradually builds up to cover some advance 
topics. This makes the book an easy reading 
from a pedagogical viewpoint. The writing 
style is adequate and the language is easy to 
understand for non-native speakers of English 
and international students. The chapters are 
fairly detailed with an average length of over 
50 pages (apart from the last one, which could 
have been extended and enriched with more 
discussion).

After and introductory chapter, the authors 
discuss characteristics and objectives of Shari’a 
in a general Islamic economic framework. This 
is a general chapter that is perhaps necessary 
before going into more advanced topics. 

Chapter 2 is on corporate and Shari’a 
governance of Islamic banks, covering a range 
of topics like the history of the hisba system in 
Islam to Shari’a risk management and the roles 
and responsibilities of board of directors and 
senior management in the Shari’a assurance 
process. 

Chapter 3 focuses on legal and regulatory 
aspects of Shari’a governance. The chapter 
starts with an overview of some of the most 
widely cited examples of Shari’a risk in the 
global Islamic financial services industry. 
These include the court cases on the Islamic 
Investment Company of the Gulf (Bahamas) 
versus Symphony Gems N.V., Shamil Bank 
of Bahrain versus Beximco Pharmaceuticals, 
and a recent dispute between Investment Dar 
and Blom Developments Bank. These cases 
are used to highlight the need for harmony in 
the interpretation of Shari’a in modern legal 
contexts. The role of banking and financial 
regulators is also discussed in this chapter. 

The last chapter in Part 1 covers internal 
Shari’a control systems. The topics include 
the components of a Shari’a control system, 
internal Shari’a audit function, fit and 
proper criteria for the Shari’a personnel and 

mechanism for Shari’a governance within 
Islamic financial institutions. 

Part 2 is almost fully dedicated to Shari’a 
supervisory boards (SSBs), an institution that 
has assumed paramount importance in the 
contemporary practice of IBF. It begins with a 
chapter on SSBs, explaining the nomenclature 
and the history of SSBs in the context of IBF. 
There are sections on Accounting and Auditing 
Organisations for Islamic financial institutions 
(AAOIFI), Islamic Financial Services Board 
(IFSB) and the Fiqh Academy of Organisation 
of Islamic Cooperation (OIC). It is a detailed 
chapter covering regulation of SSBs and the 
different models used in different parts of the 
Islamic world.

Chapter 6 focuses on the qualifications and 
regulations related with the members of 
the SSBs. Chapter 7 extends the analysis to 
cover issues like authority of the SSB and 
management of conflict arising from the 
involvement of Shari’a scholars in the practice 
of IBF. Chapter 8 further explains the process 
of Shari’a supervision and the responsibilities of 
the SSB. The book ends with a brief chapter on 
the emerging role of Shari’a advisory firms. 

Overall, Foundations of Shari'ah Governance 
of Islamic Banks is a good book on the topic. 
Although it lacks academic rigour, it is yet a 
useful book for those who are looking for 
practical guidance on Shari’a matters related 
with IBF. Professor Khurshid Ahmad, a leading 
proponent of Islamic economic system, aptly 
says about the book. “[It] is a timely effort to 
bring into sharp focus this unique dimension of 
Islamic banking. It contains a well-researched, 
fully documented, fairly detailed, and authentic 
exposition of the key concepts of Shari’a, Islamic 
guidelines for banking governance and some 
of the major efforts made over the last four 
decades to develop operational mechanisms 
to make banking Shari’a compliant. This book 
is an essential read for those who want to 
understand Islamic banking, and more so, for 
those engaged in the Islamic banking industry 
anywhere in the world.”
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