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ISLAMIC FINANCE

The UK aims to scale the 
heights of Islamic finance

 Ȗ The origins of the Islamic 
finance industry are rooted in the 
recent past – 1975 to be precise, 
with the creation of Dubai Islamic 
Bank in the United Arab Emirates. 
It was the brainchild of visionary 
businessman Haj Saeed Ahmed 
Lootah, who convinced the then 
emir of Dubai, Sheikh Rashid bin 
Saeed Al Maktoum, that a new 
form of finance was needed. 

But it is a financial system that 
is deeply tied to the basic tenets 
of Islam, going back hundreds 
of years. Unlike conventional 
finance, Islamic finance prohibits 
all forms of interest, as well as 
investments in industries such 
as gambling, pork, pornography, 
alcohol and drugs. 

“Essential concepts in Islamic 
finance, such as the ban on usury 
and speculation, are rooted in the 
very early days of the religion,” 
says Hamed Ali, acting chief 
executive of NASDAQ Dubai. “The 
belief that parties should deal with 
each other equitably and without 

exploitation was as strong then as 
it is now.”

According to the theory, Islamic 
finance would serve as a pure eco-
nomic system that would see peo-
ple treat each other like respected 
brothers rather than as gullible 
consumers to be exploited – a 
common criticism of conventional 
finance today. 

Estimates vary on its true size. 
A recent report by Ernst & Young 
suggests that growth of Islamic 
financial holdings will slow in 2013 
to 11 per cent or $1.8 trillion. That 
is down from an average annual 
growth of 19 per cent over the past 
four years. Still, supporters believe 
that the financial crisis highlighted 
the failings of the conventional 
system, leading to more interest in 
Islamic finance.

From its early days in Dubai, the 
Islamic retail banking industry 
grew slowly throughout the Gulf 
Co-operation Council states and 
parts of North Africa. It emerged in 
other Muslim-majority countries, 
including Malaysia, Indonesia, 
Brunei and Pakistan. Islamic retail 
finance offerings can now be found 
in most countries, even China, 
North America and the UK.

As Islamic retail finance grew, so 
did Islamic investment, or whole-
sale, banking, with Bahrain serving 
as a hub. The twin body blows of 
the global financial crisis and the 
Arab Spring, however, forced a re-
evaluation of the previous business 
model, which relied heavily on real 
estate or property as an asset class. 
The private equity model also took 
a beating as the cost of borrowing 
rose in the face of spiraling global 
risk profiles and debt defaults.

It is in the sphere of Islamic 
investment banking that the UK 
has had greatest success in assert-
ing itself as a serious contender 
for the crown of leading Islamic 

finance centre of the world. Bank of 
London and the Middle East jostles 
with Gatehouse Bank; QIB UK sur-
vives alongside European Islamic 
Investment Bank. And many global 
investment banks, such as Deutsche 
Bank, Goldman Sachs and Standard 
Chartered have dabbled in Sharia-
compliant business.

The retail Islamic banking scene 
in the UK, however, continues 
to look thin ever since HSBC 
Amanah, the Sharia-compliant 
arm of HSBC, withdrew its retail 
offering from the UK and several 
other international markets in 
October 2012. This leaves only 
the Islamic Bank of Britain (IBB) 
to service the roughly 2.7 million 
Muslims living in Britain.

IBB reported a loss of £8.99 
million for 2011, the last year for 
which figures are available, which 
followed a £8.1-million deficit in 
2010 and a loss of £9.5 million in 
2009. Indeed the bank, launched 
in 2004, has yet to close a year 
in profit.

London recently launched a 
campaign to promote itself as 
an international hub for Islamic 
finance. But it faces significant 
global challengers. Malaysia domi-
nates the global Islamic bond, or 
sukuk, market and NASDAQ Dubai 
has avowed its aim of becoming the 
global platform for the trading of 
Islamic securities. 

Elsewhere in the world, Islamic 
finance is putting down new, 
stronger and deeper roots in places 
as far flung as Azerbaijan, Kazakh-
stan, Nigeria and South Africa, as 
well as less predictable jurisdic-
tions such as Australia and Japan. 

The fillip the industry hoped 
for, as investors and savers in the 
West showed an increasing dis-
like of conventional banking “fat 
cats”, has not yet materialised, but 
nevertheless it has grown apace. 

In the wake of the global financial crisis, Islamic finance has 
gathered momentum with Sharia-compliant principles, as 
Paul McNamara reports
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ALTERNATIVE FUNDING FOR
CASH-STARVED UK FIRMS
Islamic finance 
could help smaller 
UK companies 
bridge the high-
street funding 
gap, as Christian 
Doherty discovers

 Ȗ Raising finance has become a 
struggle for British businesses 
in recent years as the financial 
crisis sapped enthusiasm among 
high-street lenders. Burned by 
defaults, the housing slump 
and the need to rebuild balance 
sheets, traditional banks have 
tightened lending criteria to 
such an extent it can seem they 
only lend to the biggest and saf-
est bets.  

It is little wonder that against 
this backdrop, alternative finance 
sources have emerged. While 
options from crowdfunding 
platforms to retail bonds have 
gained in popularity among small 
and medium-sized enterprises 
(SMEs) on the hunt for financing, 
there is one source of funding 
that remains relatively untapped 
– Islamic finance.  

London is no stranger to Middle-
East oil dollars. Qatar, in particu-
lar, has been aggressively putting 
its capital to work with high-profile 
investments, such as its 20 per cent 
stake in London Heathrow opera-
tor BAA. But Sharia-compliant 
financing for UK SMEs has taken 
a more circuitous route.

“It’s true that there has been a 
large amount of the money com-
ing in from the Middle East,” says 
Massoud Janekeh, director, head 
of Islamic Capital Markets at Bank 
of London and the Middle East 
(BLME). “But that is mainly being 
invested in real estate, especially 
in London. But it has also been 
invested in Islamic banking in the 
UK, in particular BLME, where 
we have a mandate to serve the 
mid-caps.” 

Mid-market investment has 
so far taken the form of Islamic 
investment funds, which follow a 
Western investment model, albeit 
with a Sharia element, says Tarek 
El Diwany, a partner at London-
based Zest Advisory.

“A small amount of Islamic 
finance does involve the investor 
taking a risk on the profitability of 
the client, but that’s a tiny amount 
of the total,” he says. “That little 
niche is the Islamic funds busi-
ness, which will invest in company 
shares, and those funds are in the 
low hundreds, with maybe 50 reg-
istered in Western jurisdictions. 
Some of those invest in equities 
of businesses traded on Western 
stock exchanges.” 

In order to access that capital, 
non-Muslim companies would 
need to become Sharia-compliant, 
a process that involves rigorous 
legal work as well as engaging a 
religious scholar. It’s a costly busi-
ness and size matters. “You need to 
be looking at raising a significant 
amount,” Mr El Diwany says.

“Given the cost of the legal fees 
and the Sharia advice and so on, 
there’s no point doing all that for 
a £1-million deal. A £50-million 
real-estate financing? Yes, abso-
lutely, there will be an audience, 
but otherwise forget it.”

Part of the challenge for UK 
businesses is understanding the 
intricacies of a Sharia-compliant 
document that differs from the 
standard documentation that has 
been in the conventional system 
for decades, says Mr Janekeh.

Without standardised docu-
ments, legal costs can pile up. 
“The majority of clients will use 
lawyers that aren’t used to this, so 
the cost can escalate,” he says. “So 
typically it is more expensive than 
conventional finance and that is a 
disadvantage, and we have to bear 
the cost of that.” 

Despite these barriers, there 
are potential avenues for Islamic-
finance providers to work with UK 

SMEs. Working capital finance, 
in the form of commercial, asset 
or trade finance, where banks 
play the role of intermediary in a 
transaction, is actually very close 
to the Sharia model. This may 
provide a ready-made route of 
financing smaller UK companies, 
says Cordoba Capital’s Harris 
Irfan, a seasoned Islamic finance 
professional. 

“Trade finance is a perfect oppor-
tunity for Islamic banks to bring 
the real economy closer to the 
financial economy and to benefit 
UK firms,” he says. “It fits neatly 
into the Sharia system because, 
rather than providing a loan and 
charging interest on it, the bank 
effectively buys the asset and then 
sells it to an end-buyer, with the 
mark-up being the profit. And 
that’s an ethical deal – it’s a solid 
asset being sold.”

Using that logic, Islamic banks 
could begin to offer a whole range 
of financing tools that would 
comfortably comply with Sharia 
law. Invoice discounting, asset 
or inventory finance and other 
working capital products now 
form part of the funding mix for 
a growing number of UK SMEs, 
and Mr Irfan believes this type 
of finance, which offers a fixed 
return for the bank and cash-
flow solutions for companies, 
can deliver real benefits to both 
banks and clients.  

“We’re looking at helping busi-
nesses finance their activities and 
it’s easier because they wouldn’t 

 FINANCING UK BUSINESS 

Will Islamic 
finance kick-start 
spending on UK 
infrastructure?

Page 10

Trade finance is a perfect opportunity 
for Islamic banks to bring the real 
economy closer to the financial 
economy and to benefit UK firms

need to be Sharia-compliant since 
the bank isn’t buying into the busi-
ness, but is developing a trading 
relationship, and making a profit 
that way,” he says.

Mr Irfan explains that, given 
the goods are tangible and ready 
to be traded, there is no due dili-
gence needed. Rather than a bank 
financing the business itself, 
there is a buying and selling of 
a commodity.  “For banks with 
maturity mismatches on their 
balance sheets, trade finance’s 
short-dated nature actually helps 
them manage the liquidity on 
their balance sheet,” he adds.

Zest’s Mr El Diwany agrees that 
commercial finance is a good way 
for Islamic banks to work with 
UK SMEs. “The two go hand in 
hand,” he says. “They fit well 
together, albeit a little bit clunky 
as the bank has to intermediate 
the trade but, because they don’t 
charge interest, they can make a 
profit on the trade.”

The challenge now, however, is 
to bridge the gap that still exists 
between bank and customer. 
Mr Irfan says he’d like to see 
Islamic banks partnering with 
established UK lenders to deliver 
this type of service to businesses 
– Muslim and non-Muslim alike 
– in need of finance. Whether 
that happens remains to be seen 
but, for the far-sighted bank, it 
is a potentially rewarding future 
revenue stream. 

in sukuk Islamic 
bonds have been 
issued through 
the London Stock 
Exchange

Source:  Reuters

Smaller businesses in the 
UK may yet benefit from 

Islamic finance

$34bn
£
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COMMERCIAL FEATURE

Offering an alternative way of doing business
Islamic banking is attracting interest from outside the Muslim world. Here, in a Q&A, chief executive  
of Abu Dhabi Islamic Bank Tirad Mahmoud addresses the strengths of ethical finance

How do you think the Islamic finance 
industry is performing today?

I am anticipating a positive outlook 
for Sharia-compliant banking as a 
viable, resilient and ethical business 
model particularly for the retail 
and smaller business (SME) bank-
ing sectors. I believe that there is 
enormous demand for ethical bank-
ing, especially in the aftermath of 
the global financial crisis, as global 
consumers want a bank they can 
trust to manage their wealth in a 

fair and transparent manner with 
no hidden charges. Islamic banks 
are well suited to cater to these cli-
ents’ requirements and we believe 
that the demand for this $1.3 trillion 
industry will not only increase, but 
eventually outpace that of conven-
tional banks.

To what do you attribute the relative 
resilience seen in the Islamic finan-
cial services sector in the wake of 
the global economic slowdown?

Islamic banks comply with a number 
of laws in the countries in which they 
operate as well as with the regula-
tions and values based in religion. 
Generally speaking, Sharia-com-
pliant banks have targeted busi-
nesses that are connected to the 
real economy. These include trade, 
development, housing programmes, 
infrastructure and other assets 
that are part of the long-term eco-
nomic development cycle. The risks 
Islamic banks take are reduced or 
lessened because they are attached 
to normal economic activity; they 

are not part of speculative activities. 
Islamic banks steer clear of these 
activities and thus avoid some of the 
troubles conventional institutions 
have faced recently.

What do you see as the key oppor-
tunities and the key challenges 
facing the global Islamic finance 
industry today? And what is your 
outlook for the industry in five 
years' time?

Islamic banking has witnessed 
significant growth in the past few 
years, especially after the global 
financial crisis, where customers 
are increasingly demanding more 
ethical products and morally sound 
business models and practices. 
Islamic banks are well suited to 
cater to this demand. If this busi-
ness model is more successfully 
publicised, with Islamic banks high-
lighting their added value of ethical 
banking, then the global demand for 
Sharia-compliant banks and their 
services will increase dramatically 
and eventually outpace conventional 

banks. Customers, regardless of 
their religion, are now interested 
in aligning themselves with banks 
whose values, culture and business 
do not conflict with their personal 
values. In Abu Dhabi Islamic Bank 
(ADIB), while our core customer 
base is still predominantly Muslim, 
we are seeing more non-Muslim 
expatriates opting for Islamic bank-
ing services. Customers appreci-
ate our operational transparency, 
and our aim to protect their best 
interests through our specifically 
designed features and services.

As for the challenges, I believe we 
need to focus on the following areas:

- We need to introduce more 
liquidity management instruments 
issued by sovereign parties where 
Islamic banks can invest in a less 
risky way;

- We need to develop experienced 
bankers who are subject-matter 
experts in our business model;

- We need to develop more com-
petitive solutions in the area of 
working capital finance.

The bank's issuance of the world's 
first hybrid perpetual tier-1 sukuk 
[bond] is a key development for the 
industry? Do you think it could trig-
ger a new trend in the sukuk market?

We are delighted that ADIB and the 
world’s first Sharia-compliant hybrid 
tier-1 issue received such strong 
demand from global investors, evi-
denced by the US$15-billion book. 
This highly innovative transaction 
marks a key milestone not only for 
ADIB, but for the global Islamic bank-
ing industry. For the first time, Islamic 
banks are able to raise alternative 
tier-1 capital according to Basel stand-
ards to boost growth. The fact that an 
Islamic bank, as opposed to estab-
lished conventional banks, issued 
the first hybrid tier-1 instrument is 
significant. We believe that ADIB has 
paved the way for other entities and 
institutions to raise capital through 
similar simple and investor-friendly 
instruments. With the creation of this 
instrument, I believe we have set a real 
example of innovation in the field of 
Islamic finance.

chairman of law firm Tods Murray 
and a board member of the Islamic 
Finance Council UK, points to 
the growth of the Co-operative 
Bank, which saw primary current 
accounts increase 8.2 per cent last 
year, as a sign that things are mov-
ing in an ethical direction.

The emergence of Triodos Bank, 
the self-proclaimed “world’s lead-
ing sustainable bank”, may also 
hint at what the future holds in 
store. Triodos posted a 31 per cent 

 Ȗ As the conventional financial 
system takes blows to its credibil-
ity, the question arises whether 
there is a better financial system 
waiting to be found.

Many believe the answer lies in 
some form of ethical finance with 
a philosophy that is underpinned 
by moral tenets or religious beliefs. 
While Islamic finance scores high-
est in this area in terms of the 
number of headlines it secures, 
other religious groups can find 
themselves in lockstep with these 
same views.

Ethical finance encompasses a 
wide range of issues from sustain-
ability to firearms, exploitation of 
people and resources to environ-
mental concerns. Investors who 
require an ethical overlay to their 
money management want to look 
after the world they live in and this 

can mean investing in companies 
which have business models that 
are sustainable in an ecological, 
social, economic and political way. 

Islamic finance, through its 
investment filters, provides one 
means of doing so. In 2009, the 
Vatican’s official voice piece, 
the newspaper L’Osservatore 
Romano, came out in favour of 
Sharia financing saying: “The ethi-
cal principles on which Islamic 
finance is based may bring banks 
closer to their clients and to the 
true spirit which should mark 
every financial service.” 

In the UK, there has been a push 
towards ethical finance. Cam-
paigns, such as Move Your Money, 
launched last year urging consum-
ers to shift funds from mainstream 
banks to ethical alternatives. 

Graham Burnside, partner and 

Discontent is on the rise among Western banking 
customers faced with abuses such as Libor rigging, mis-
selling of financial products, hidden trading losses and 
sloppy anti-money laundering, writes Paul McNamara

DOING THE RIGHT THING
CAN BE PROFITABLE

 ETHICS AND RELIGION 

Other religious groups can find 
themselves in lockstep with 
these same views

rise in 2012 net profits and a 23 
per cent rise in its customer base 
in the year. Such growth may be 
impressive, but it is coming off a 
very low base.

Mr Burnside suggests that while 
there is some “thought and dis-
cussion around other faith-based 
finance initiatives” in the UK – the 
Church of Scotland has a commit-
tee devoted to it, for instance – “it 
is still some way from turning into 
an offering in the market”.

For ethical finance to take 
firm root, it must appear to be 
as competitive as conventional 
finance. Customers, after all, may 
not be willing to pay a premium 
for their beliefs. However, for 
investors cynical about the cash 
value of “doing the right thing”, 
a quick look at the DAXglobal 
Sarasin Sustainability Germany 
Index, which tracks German and 
Swiss companies that meet sus-
tainability criteria, should give 

pause for thought. The index has 
been known to outperform the 
DAX index by 100 per cent over 
extended periods.

In many markets, Islamic banks 
are very keen to promote that they 
are open to non-Muslims and Mus-
lims alike. Indeed, in Malaysia it is 
not uncommon for an Islamic retail 
bank to have more Chinese non-
Muslim customers than Muslims.

Throughout the Gulf, many 
Islamic banks focus their promo-
tional message on the fact that 
their roots are in ethical finance 
first and foremost. “The ethos of 
Islamic finance is universal and 
is really coming to the fore of 
how people want to conduct busi-
ness,” says Saadat Khan, chief 
executive of Sharia-compliant 
firm Ethical Asset Management. 
“If we take away the Islamic 
finance label and present it as 
ethical financing, which is what 
it is, there is a lot of demand.”   

Islamic banking is 
consistent with the 
principles of Sharia
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 Ȗ With roughly 2.7 million Mus-
lims in the UK, Islamic retail bank-
ing appears at first glance to have 
a ready-made market. But appear-
ances can be deceiving. The Islamic 
retail banking industry continues 
to struggle to gain traction in the 
UK, a situation exacerbated by the 
relative lack of options and aware-
ness of the Shariah banking model 
among Muslims. 

The withdrawal of global giant 
HSBC from the Islamic finance 
market in the UK six months ago, 
highlights that challenge. HSBC’s 
Islamic banking offshoot, HSBC 
Amanah,  had been operating in 
the UK for more than ten years 
and accounted for the bulk of the 
$19 billion in Islamic financial 
assets held in the UK, according 
to a report by the UK Islamic 
Finance Secretariat.

Its decision to limit its role in 
Islamic banking primarily to Saudi 
Arabia and Malaysia was seen by 
many analysts as a sign that the 
sector’s low level of profitability 
did not warrant HSBC’s operat-
ing costs and staffing levels in this 
specialist area as it restructured its 
global business. 

As a burgeoning industry, there 
are a number of challenges to over-
come. The Islamic Bank of Britain 
(IBB), the UK’s first standalone 
Islamic retail bank, has faced 

financial difficulties in the wake 
of the financial crisis that erupted 
in 2008. IBB, which is reported to 
have attracted more than 50,000 
loyal customers among the Muslim 
population in the UK, has been re-
capitalised by its majority share-
holder, the Qatar International 
Islamic Bank, following a period of 
restructuring, staff reductions and 
operating losses. 

Imran Pasha, head of sales and 
services at IBB, says the bank has 
seen strength in the past year. 
For the first three quarters of 
2012, home financing increased 
by 63 per cent and long-term sav-

ings deposits increased by 43 per 
cent.  But more has to be done to 
give the industry the boost it needs. 

A lack of education on how 
Islamic products work is one of 
the main challenges. “Our main 
competitor is still conventional 
banking and the lack of education 
about Islamic finance among con-
sumers is the hurdle we all need to 
overcome,” Mr Pasha says.

Raising awareness is very much 
on the UK’s radar as the govern-
ment bolsters support of the 
industry through its recently 
announced Islamic Finance Task 

Force. But it falls to Islamic 
banks to focus more on address-
ing customers’ needs, as well as 
their profit models, says Shelina 
Janmohamed, vice president of 
the branding consultancy agency, 
Ogilvy Noor.  

Their research, she explains, 
shows that “more than 90 per cent 
of Muslims say that faith affects 
their consumption”.  Principles, 
such as charitable giving – the 
payment of zakat – and corporate 
giving, particularly to social and 
community enterprises and organ-
isations, as well as the avoidance 
of interest and speculation, need 

to be taken more into account, 
she says.  

In essence, Islamic banks need to 
show how they differ from tradi-
tional banks, which many Muslims 
associate with the financial ills cur-
rently facing the economy. Part of 
that is improving efforts to explain 
why their offerings are Sharia-
compliant in a much simpler way 
to avoid the present confusion and 
scepticism that exists in the minds 
of many of their potential Muslim 
customers in the UK.

Still, there are pockets of 
strength in Islamic banking 
which highlight the potential 
for the overall industry. Bank 
of London and the Middle East 
(BLME) and Gatehouse Bank, for 
instance, are thriving and poised 
to grow significantly despite 
the overall weakness of the UK 
economy and the rise of stiff new 
banking regulations. Their focus, 

 RETAIL BANKING 

 REACHING OUT TO UK  
 CUSTOMERS BY DARING  
 TO BE DIFFERENT 
 Islamic banks must demonstrate how they  
 differ from discredited sections of the banking  
 industry if they are to thrive in the UK, as  
 Pamela Ann Smith reports 

 RETAIL BANKING 

The way is open for Islamic banks to 
connect with UK clients

Share and discuss online at theraconteur.co.uk

Lack of education about Islamic 
finance among consumers is the 
hurdle we all need to overcome
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and retail premises in the UK out-
side London, where cash yields are 
seen as particularly strong, as well 
as a prime office development in 
the City of London. 

Its latest focus highlights the 
continuing attraction of UK real 
estate for Muslim investors, both 
in the UK and Europe, not to men-
tion the Arab world and Asia. Ernst 
& Young estimates that there is 
around $360 billion (£197 billion) 
to $400 billion (£263 billion) of 
individual and institutional sav-
ings globally waiting to be tapped 
by the industry. 

But for Islamic retail banking, 
in its purest sense, to really take 
off in the UK, more needs to be 
done to attract business from 
Muslims and non-Muslims alike. 
Creating competitive products 
will go a long way in accom-
plishing that goal, says IBB’s Mr 
Pasha. At IBB, for instance, 79 
per cent of applications for its 
24-month fixed-term deposit 
product were from non-Muslim 
customers between December 
and February 2013. 

Omar Shaikh, executive board 
member of the Islamic Finance 

For Islamic retail banking 
to really take off in the 
UK, more needs to be 
done to attract business 
from Muslims and non-
Muslims alike

however, tends to be on whole-
sale banking.

BLME reported a 67 per cent rise 
in net operating profits for 2012 
to £7.3 million due to strength in 
asset-based lending, acquisition 
finance and commodity trade 
finance, as well as to the ongoing 
success of its core businesses, leas-
ing and property finance.

London-based Gatehouse Bank 
sees opportunity in wealth man-
agement and wholesale invest-
ment offerings in the UK and US 
property markets. These include 
corporate headquarters, factories 

Natquiae volupta eperitati 
cus di custem que volest

The Islamic Finance Council 
UK (IFC) is a not-for-profit body 
established to promote and develop 
the Islamic finance industry. It has 
been appointed to advise a number 
of governments and pioneered the 
development of a global educational 
programme for Sharia scholars, 
which has received endorsement 
from government agencies in the 
UK, Bahrain, Dubai and Malaysia. 
IFC board members represent a 
unique group of highly qualified pro-
fessionals spanning the banking, 
legal and financial advisory sectors.

Key areas of expertise are: 
government advisory and policy 
development; Sharia governance, 
continuing professional develop-
ment (CPD) and developing Sharia 
audit frameworks; thought leader-
ship, and education and awareness 
campaigns; and ethical finance, 
promoting better co-ordination and 
an enhanced understanding of the 
shared values among operators 
in Islamic finance and the broader 
ethical finance arena.

AREAS OF EXPERTISE

of Muslims say 
faith affects their 
consumption

rise to £7.3m in 
Bank of London and 
the Middle East’s 
net operating profit 
in 2012

rise in home 
financing by the 
Islamic Bank of 
Britain in first nine 
months of 2012

Source: Ogilvy Noor

Source: BLME

Source: IBB

90% 

67% 

63% 

Council, says he is encouraged 
by the fact that many British 
consumers are increasingly look-
ing to see some of their money 
invested in a more ethical way. 
“If Islamic finance focuses on 
the moral and social impact ele-
ment, then it can appeal to non-
Muslims, thereby expanding the 
market penetration of Islamic 
banks,” he says.   
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GLOBAL RISE  
OF ISLAMIC FINANCE

ISLAMIC FINANCE BY COUNTRY
BANKINg, TAKAFUl [ISlAmIC INSUrANCE] & FUNd ASSETS, $BN, ENd-2010 $1,086BNWORLD BANKING, TAKAFUL  

& FUND ASSETS END-2010 

SUKUK LISTINGS ON LONDON STOCK EXCHANGE RATE OF RETURN ON ASSETS WORLDWIDE

Sources:
The Banker 
London Stock Exchange
Eurekahedge,  
MSCI, Barclays 
Ernst & Young based on 
Zawya and Eurekahedge 
The Banker, Ernst & Young
Ernst & Young

*
**

*** 

**** 

*****
******

IRAN

2007 2008 2009 2010 2011 2000

0%

2002 2004 2006 2010JAN-FEB 
2012

SAUDI ARABIA MALAYSIA UAE KUWAIT BAHRAIN QATAR TURKEY UK OTHERS

388 151 133 94 80 58 83

NUmBEr 
oF ISSUES

The Islamic finance industry is 
expanding beyond its core markets 
in the Middle East and Malaysia. 
Shaheen Pasha  examines the trends 
and potential hot spots

2008

30%

15%

-15%

-30%

-45%

ISlAmIC 
FUNdS
EqUITIES

BoNdS

*****

*
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ASSETS MANAGED BY ISLAMIC FUNDS

GLOBAL ASSETS OF ISLAMIC FINANCE *****

******

AE F G

BCD

EQUITY

A

22.6

REAL 
ESTATE

E

5.7
FIXED INCOME

D

6.8

COMMODITIES

B

8.7

MONEY 
MARKET

F

5.3

OTHER FUNDS

C

7.8

BALANCED

G

1.1

Assets under 
management 
worldwide, 
$bn, end-2010

  Includes 
alternative 
investments and 
feeder funds

Malaysia has earned praise in the 
Islamic finance industry for its 
established regulatory frame-
work and robust Islamic banking 
system. Central bank data shows 
Islamic assets make up an impres-
sive 19 per cent of its banking 
system. The country has a national 
Sharia council that sets rules 
for Islamic financial institutions, 
creating a standardised approach 
that is lacking in other Islamic 

markets. Currently Malaysia leads 
the global market in sukuk [Islamic 
bond] issuances, accounting for 64 
per cent globally in 2012, according 
to Zawya Sukuk Monitor. That’s 
due in large part to its supportive 
central bank, Bank Negara. The 
country has been at the forefront 
of innovation in the industry, but its 
more liberal interpretation of Sha-
ria puts it at odds with conservative 
Islamic markets such as Saudi 

Arabia. Malaysia, for instance, 
allows for tawarruq, in which an 
asset is sold to a purchaser with 
deferred payment terms and the 
purchaser then sells the asset to a 
third party to get funds. Tawarruq 
was deemed impermissible by 
Saudi Arabia’s International Coun-
cil of Fiqh Academy in 2009, but is 
still widely used in Malaysia. 

Turkey, the eighth most populous 
Muslim nation in the world, long 
prided itself on its secular stance 
towards finance and politics. Its 
four Islamic banks operate under 
the moniker of participation banks 
to avoid political sensitivities. But 
over the past few years, Turkey 
has made strides in embracing 
Islamic finance and is seen as 
a potential powerhouse in the 
industry. It is a calculated strategy 

as Turkey aims to strengthen its 
ties with the oil-rich Middle East 
and North African markets, while 
Western economies struggle. 
Ernst & Young estimates that the 
Islamic banking sector will triple in 
ten years reaching $100 billion by 
2023. Additional financial instru-
ments, such as sukuk, will add 
to its appeal. Turkey has already 
revamped its tax laws to allow for 
the issuance of certain types of 

sukuk with double taxation. The 
country issued its first $1.5-billion 
sovereign sukuk in September 
2012, which held wide appeal 
among global investors. So far, 
only one participation bank has 
tapped the Islamic market, but 
Turkey expects that the sovereign 
sukuk will serve as a benchmark 
for future issuances.

Oman is a relative newcomer to the 
Islamic finance industry, but is one 
that is being watched closely. Until 
May 2011 the sultanate refused 
to offer Islamic finance, saying 
that it preferred a more universal 
approach to banking. But steady 
outflows of capital into Islamic 
banks within neighbouring Gulf 
countries made Oman rethink its 
strategy. In January, Oman issued 

new Islamic banking rules that were 
decidedly stricter and included pro-
visions which limited Islamic schol-
ars to three-year terms on Sharia 
boards. Islamic finance has been 
plagued with criticism that only a 
handful of scholars sit on a high 
number of boards for long periods, 
creating concerns over governance. 
Market observers see Oman’s rules 
as a potential template for scholar 

reform in the industry. To date, 
Oman has issued licences for two 
standalone Islamic banks – Bank Al 
Izz and Nizwa Bank – but conven-
tional banks are already lining up 
to open Islamic windows. Ernst & 
Young predicts that Oman will add 
$6 billion in Islamic assets over the 
next few years. Total banking assets 
in 2010 were around $42 billion, 
Ernst &Young report.

Islamic finance within the UK 
remains a niche industry, but it is 
one that is increasingly garner-
ing attention. In March, the 
government launched an Islamic 
Finance Task Force aimed at 
strengthening the UK’s stance 
as an Islamic finance hub in the 
West, while attracting more 
inward investment from oil-rich 
Middle-East countries. The task 
force, supported by government 

ministers from a number of 
Whitehall departments, includes 
major industry figures to ensure 
that the UK’s bid is promoted at 
home and abroad by both the 
public and private sectors. It 
is a timely initiative given that 
the World Islamic Economic 
Forum, a conference of Islamic 
financiers, will take place in 
London this October – the first 
time this forum has been held in 

a non-Muslim country. The UK 
has revamped its legislation to 
accommodate sukuk issuance, 
although attempts to launch a 
sovereign sukuk in 2009 were 
abandoned in difficult market 
conditions. Still, London is a 
significant player in the sukuk 
market. The London Stock 
Exchange reports that more than 
£22.3 billion has been raised 
there through 49 sukuk issues. 

LIBERAL APPROACH BY GLOBAL BOND LEADER

POTENTIAL POWERHOUSE TAKES SECULAR STANCE

NEWCOMER BANKS ON FINANCIAL REFORMS

GOVERNMENT BID TO WIN ISLAMIC BUSINESS

2006

ISLAMIC FUNDS WORLDWIDE
2004

2007

2005

2008

2006

2009

2007

2010

2008

2011

2009
2010

$509BN
$677BN

$861BN
$933BN

$1,130BN
$1,289BN

$58BN
$53.9BN

$51.4BN
$48.7BN

$39.5BN
$34.1BN

$29.2BN

ASSETS ENd-yEAr

****
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 Ȗ Having identified infrastruc-
ture projects as a chance to revive 
a flatlining economy, the gov-
ernment has made a bold reas-
sessment of Islamic finance’s 
worth as a means to unlock 
inward investment from sover-
eign wealth funds.

The Treasury’s revised National 
Infrastructure Plan 2012 identifies 
more than 550 projects worth £310 
billion running up to 2015 and 
beyond. This is a big increase from 
the UK’s previous yearly average – 
and a big shift in strategy.  

“At the beginning, the govern-
ment left money in its current 
budget and cut capital spending,” 
says Nigel Denison, head of mar-
kets and wealth management at 

Bank of London and the Middle 
East (BLME). “More recently, 
however, it has realised that it 
should spend money on infra-
structure and create jobs.”

This means more inward 
investment must be found and 
Islamic finance offers another 
means of access. 

The World Islamic Economic 
Forum (WIEF) visits London 
for the first time in October, giv-
ing the UK a prime opportunity 
to reassert its credentials as an 
Islamic finance hub. Moreover, 
the government believes it can 
use the event to showcase Chan-
cellor George Osborne’s message 
from the March 21 Budget that 
the country is “open for busi-

ness”, with exciting opportuni-
ties for investors. 

Still, there is no guarantee that 
major players in Islamic finance, 
like Saudi Arabia and Malaysia, 
will hand over their sovereign 
wealth on a plate. 

However, the government is 
eager to promote its inclusive 
stance. “We want the UK to be 
the best place to invest in infra-
structure in the world,” accord-
ing to Commercial Secretary to 
the Treasury Lord Deighton, in 
an address to the International 
Project Finance Association. “The 
UK already attracts more foreign 
direct investment than any other 
European country, generating 
more than a thousand new jobs 
each week.” 

As part of its initiatives, the UK 
aims to work with a variety of 
institutional investors to provide 

more capital-raising options for 
infrastructure projects. With the 
government’s launch last month of 
an Islamic Finance Task Force, the 
industry is clearly a priority.

The unit, which will be co-
chaired by Treasury Minister Greg 
Clark and Baroness Sayeeda Warsi, 
Senior Minister of State at the For-
eign and Commonwealth Office, 
aims to support the development 
of the sector in the UK as a means 
of strengthening investment and 
the economy.

Infrastructure will play a major 
role. Projects started since 2011 
include road and rail networks, 
energy reform and setting up the 
Green Investment Bank, with up 
to £3 billion of funding to invest 
in sustainable projects. These 
kinds of investments fit well 
with Islamic principles, although 
other methods may fit better.

“The Middle East is drawn to 
income producing assets, which 
tends to mean property,” says 
BLME’s Mr Denison. “However, 
the bond markets are looking 
quite high so have downside risk. 
Infrastructure could potentially 
act as a proxy for that market, but 
a lot of accounts would look at this 
whether Islamic or not. You also 
need to have a big balance sheet. 
That makes it difficult for banks 
of our size to get involved, but we 
could certainly lend our experience 
as advisers on structuring sukuk 
[Islamic bonds] for infrastructure.”

It may prove a tall order to lure 
Middle-East and Malaysian sov-

 UK INFRASTRUCTURE 

A national infrastructure 
bank could jump- 
start immediate 
infrastructure projects

PUBLIC WORKS 
NEED FINANCIAL
KICK-START in global sukuk 

deals in 2012

in more than 550 
UK infrastructure 
projects

funding available 
from Green 
Investment Bank

The government is making a bid for Islamic 
finance to prime major infrastructure 
projects, writes Dan Alderson 

ereign wealth funds, banks and 
pension funds when hundreds 
of billions-worth of projects are 
closer to home. Some might want 
to diversify outside their own 
countries, however. The sukuk 
market also has very deep pockets, 
with a record £95 billion ($144 
billion) of deals issued last year, 
according to EuroWeek’s Islamic 
Finance Information Service.

One suggestion is to create an 
infrastructure bank – perhaps 
similar to the Green Investment 
Bank – to fund the early, non-rev-
enue generating stages of projects.

“The UK has pumped billions 
into quantitative easing that has 
failed to translate into lending to 
small businesses thus stagnating 
the economy,” says Fazl Syed, 
an Islamic finance consultant. 
“A better idea would instead be 
to put money into creating a 
national infrastructure bank to 
jump-start immediate infrastruc-
ture project construction activi-
ties, with sukuk issuances backed 
by such projects as a potentially 
attractive exit mechanism at the 
end of their construction phase.”

The funds raised could be rolled 
into another project and so on, 
creating a ripple effect in the 
economy. This, Mr Syed says, 
would spur new jobs, homes and 
more retail spending. The bank 
would not need to be Sharia-
compliant as long as the assets 
were. “The sukuk mechanism can 
ensure the sustainability of such 
activities,” he adds.    

Source:  EuroWeek’s 
Islamic Finance 
Information Service

Source:  National 
Infrastructure Plan 
2012

Source:  Department 
for Business, 
Innovation & Skills

95bn

310bn

3bn

£

£

£
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 Ȗ In the wake of the sub-prime 
mortgage debacle, which precipi-
tated the global financial crisis, 
hopeful homebuyers in the UK 
have found it difficult to bor-
row from chastened banks. Since 
then, the lessons learnt have led 
to greater interest in alternative 
ways of financing home ownership 
that doesn’t involve irresponsible 
lending and borrowers overloading 
themselves with debt. 

Sharia-compliant mortgages have 
been touted by a number of Islamic 
banks as a more ethical, less-risky 
proposition for home purchases. 
Common forms of Islamic mort-
gages include ijara, in which a 
homebuyer pays rent until they 
purchase the property outright 
by a given period, and diminish-
ing musharaka, which is an equity 
partnership where the homebuyer 

and mortgage-provider share own-
ership of the property until it is 
bought back in monthly instal-
ments. Proponents say this leasing 
back form prevents the sort of 
debt spiral that plunged the global 
economies into recession.

They currently make up some £500 million of the £1.1-trillion 
UK mortgage market, so can Islamic home loans make a 
breakthrough? Christian Doherty investigates

 REAL ESTATE 

But Islamic mortgages in the UK 
are facing challenges. Global banking 
titan HSBC was the main provider of 
UK Islamic mortgages through its 
Amanah arm. The bank, however, 
shuttered its Islamic bank in the 
UK as part of a global restructuring. 
Research firm Data Monitor esti-
mates that HSBC Amanah accounted 
for 60 per cent of UK Islamic mort-
gages, leaving a vacuum in supply. 

“Islamic banks in the UK are too 
small and they’re not operating on a 
level playing field when it comes to 
mortgage and other lending,” says 
Harris Irfan of Cordoba Capital. 
“They have FSA [Financial Services 
Authority] and Sharia regulations 
to contend with, and that does leave 
them at a disadvantage. But there’s 
a lack of awareness of how Islamic 
mortgages might offer an alterna-
tive way of getting home finance.”    

HOME TRUTHS FOR
ISLAMIC MORTGAGES

Sharia-compliant 
mortgages have been 
touted as a more ethical, 
less-risky proposition for 
home purchases

 Ȗ The growing need for lower-cost 
housing poses a conundrum for the 
UK, but Islamic finance could pro-
vide a solution. 

Successive governments have 
struggled to attract finance for 
such schemes. Islamic finance 
institutional investors may forego 
higher returns for a safe invest-
ment in which there is perceived 
social benefit, however.

“They are prepared to accept 
returns of between 4 to 5 per cent,” 
says Saadat Khan, founder and chief 
executive of UK-based Ethical Asset 
Management. “They also seem to 
like the idea of government or quasi-
government income streams.” 

Sharia-compliant inward invest-
ment is already coming from the 
Middle East. In January, Bahrain’s 
Tadhamon Capital joined the UK’s 
Landspeed and Apache Capital 
in a deal to fund 1,500 affordable 
shared-equity homes.

But Sharia compliance alone 
will not guarantee investment 
for projects.

“Infrastructure is a natural fit for 
Islamic finance and it’s possible 
that Middle-East governments 
and banks might want to diversify 
their investments geographically, 
but they need attractive projects,” 
says Debashis Dey, a partner at 
Clifford Chance.

Every transaction that includes 
affordable housing is different 
and therefore each has to be 
looked at on its individual mer-
its, says Nigel Denison, head of 
markets at Bank of London and 
the Middle East which is already 
lending £465 million to the mid-
market sector.

“Some of the different issues 
include where the development 
is located, which housing associa-
tion or local authority is involved, 
and what is the mix of affordable 

Lower returns may attract Islamic finance if the 
investment is sound, as Dan Alderson discovers

 SOCIAL HOUSING 

housing and accommodation for 
the open market,” he says.

Key issues from a banker’s 
point of view include the loan-
to-value ratio being sought by the 
borrower, the valuations being 
ascribed to the development and 
how the repayment schedule will 
be met.     

FUNDING FOR AFFORDABLE
BRICKS AND MORTAR

Islamic finance institutional 
investors may forego higher returns 
for a safe investment in which there 
is perceived social benefit
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 Ȗ The tendency of the modern-
day Islamic finance (IF) indus-
try has been to retrain personnel 
recruited from the mainstream 
financial sector, but increasingly 
this approach is being questioned 
by industry professionals.

“An integrated and comprehen-
sive programme of education is 
required, one that connects tra-
ditional Islamic principles with 
the challenges of modernity,” says 
Tarek El-Diwany at Zest Advisory. 
“Without this, the Islamic financial 
services industry will not achieve 
the paradigm shift that it often 
claims for itself.”

Shaban Siddik, from EdUK8 
Trust, a charity dedicated to helping 
graduates into IF and other profes-
sional careers, explains that cur-
rently Islamic finance professionals 
can pursue two main career tracks.

“Individuals aiming to specialise 
in Sharia compliance must obtain 
training in Islamic law. This can 
either take place at universities 
or independent seminaries,” says 
Dr Mehmet Asutay, of Durham 
University.

“The industry also requires a self-
regulating professional authorisa-
tion body for Sharia scholars to 
recommend best practices and 
conduct codes similar to those for 
other professionals,” says Sheikh 
Faizal Manjoo, of the Hannover Re 
Sharia Supervisory Board.

The second track is that of an IF 
practitioner who must obtain a 
rudimentary grounding in Islamic 

commercial law and jurisprudence. 
Major London-based professional 
services firms, such as Linklaters, are 
investing heavily in recruiting both 
Sharia scholars and practitioners.

Professional qualifications and 
extensive individual research will 
help practitioners and Sharia schol-
ars develop their understanding of 
the IF sector, while those wishing 
to focus on academia will find post-
graduate courses more appropriate.

Despite the blossoming num-
bers of academic IF courses, Dr 
Omneya Abdelsalam, of Aston 
Business School, points out that 
“those who obtain a Masters in 
Islamic finance need to look out-
side the banking sector for jobs”.

Umer Suleman, from the Islamic 
Finance Council UK, adds: “The UK 
IF space is great for developing your 
financial acumen, but there are a 
limited number of jobs due to the 
shortage of market participants.”

With growing international com-
petition from dedicated IF institu-
tions, such as INCEIF in Malaysia, 
many academic course developers 
in the UK may decide to rethink 
their strategy.

Of the professional qualifica-
tions currently available in the 
Western world, the internationally 
recognised CIMA Islamic Finance 
Diploma is widely respected by 
employers for its flexibility and 
focus on market practice. There 
are also numerous private train-
ing providers, such as DC Gardner 
and Ethica.

Meanwhile, a new approach to 
IF education is being pioneered 
by Dome Advisory, an IF social 
enterprise based in London. Here, 
an integrated programme for IF 
professionals and Sharia scholars 
combines a classical training in 
Arabic language and Islamic juris-
prudence with modern profes-
sional qualifications.

The objective is to provide a 
holistic understanding of the 
various elements that make up 
the Islamic financial system. 
Saadat Khan, of Ethical Asset 
Management, concludes that 
what is needed for the industry to 
grow further is “an understanding 
of the ethos of Islamic finance, 
which ultimately revolves around 
socially responsible and sustain-
able ethical finance”.       

 FINDING A WAY TO TRAIN 
 FUTURE PROFESSIONALS 

Sharia scholars Sheikh Bilal Khan 
and Sheikh Badrul Hasan signpost 
pathways for training the next generation 
of UK Islamic finance professionals

 EDUCATION, TRAINING AND QUALIFICATIONS 

An integrated and comprehensive 
programme of education is 
required, one that connects 
traditional Islamic principles with 
the challenges of modernity

1. Part-time Arabic language and 
Sharia courses such as the inten-
sive online and on-site courses at 
Ibn Jabal Institute can be under-
taken at any stage but, in general, 
the earlier the better. 
2. Undergraduate degree at a UK 
university. 
3. Postgraduate professional 
qualification in accounting, finance, 
law and so on.
4. Distance-learning diploma.
5. Ongoing personal research, 
publishing and conference pres-
entations.

1. Recognised Sharia scholar 
programme through traditional 
seminaries in the UK. 
2. Undergraduate degree at a UK 
university. Some Sharia graduates 
may prefer flexible distance-learn-
ing programmes such as the Open 
University.
3. Distance-learning diploma.
4. Certified Sharia Adviser and 
Auditor (CSAA) qualification with 
the leading standard setting body, 
AAOIFI.
5. Ongoing personal research, 
publishing and conference pres-
entations.

TWO CAREER PATHS IN 
ISLAMIC FINANCE

practitioner Sharia Scholar

  International Islamic Fiqh    
Academy Council
  AAOIFI Annual Sharia  

 Conference
  Al Baraka Symposium  

 (Jeddah)
  IDB Global Forum on 

 Islamic Finance
  IFSB Summit 

 Harvard University Forum

RECOMMENDED CONFERENCES RECOMMENDED LEARNING 
RESOURCES

  Introduction to Islamic Finance   
by Sheikh Taqi Usmani
  The Problem With Interest by  

 Tarek El-Diwany
  Financial Transactions in 

 Islamic Jurisprudence  
 (Volumes 1 and 2)  
 by Dr Wahba al-Zuhayli
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of 19 per cent between 2007 and 
2011 and that assets will reach $1.8 
trillion in 2013. The industry fore-
casts that by 2015 it will be worth 
nearly $2.5 trillion.

As global demand increases from 
sovereign wealth funds, large private 
wealth investors and institutions, the 
further development of compatible 
regulatory frameworks will follow, 
and we expect London to be at the 
heart of the industry’s growth.

Over the past ten years the UK 
has sought to create a practical 
and convenient environment for 
Islamic finance, introducing a 
series of reforms with the aim to 
provide a level playing field on tax 
and regulations. These policies 
broaden the market for Islamic 
products both for Islamic institu-
tions and conventional firms offer-

ing Islamic finance services, most 
recently under this Government’s 
Finance Bill 2012. The task force 
will keep the regulatory framework 
under review to make sure we have 
done all we can.

The City and the numerous 
regional hubs are some of the UK’s 
core assets, and Islamic finance is 
playing an increasing part of that. 
This Government’s priority is to 
make sure that Britain is not only 
open for business, but that we 
retain our competitiveness. The 
Budget last month lowered the 
main rate of corporation tax to 20 
per cent from 2015, making the UK 
tax system the most competitive in 
the G20, and introduced a targeted 
package of measures to improve 
the competitiveness of the UK as a 
location for investment funds.

The creation of a new Financial 
Services Trade and Investment 
Board in the Budget is a further 
example of the Government’s 
ambition to promote our industry. 
This board will have the authority 
and expertise to identify trade and 
investment priorities, and to sup-
port UK firms in pursuing these 
vigorously across the globe.

 Ȗ On March 11, the Government 
launched the UK’s first Islamic 
Finance Task Force. The work of 
the task force will be to cement the 
UK’s status as the Western hub for 
Islamic finance and further enhance 
London’s position as the world’s 
leading financial centre, just as we 
are reaping the benefits of our work 
to develop London’s market for the 
Chinese currency renminbi.

London offers world-class 
financial and associated services, 
including accountancy, law and 
arbitration, fully geared to the 
requirements of Islamic finance, 
enabling every stage of a deal to be 
completed in one financial centre.

The UK is also home to leading 
innovators, thinkers and education 
practitioners, and the task force 
will promote the services provided 
by UK universities and other edu-
cation, training and qualification 
providers abroad.

Since the financial crisis in 2008, 
the global market for Islamic 
financial services has experienced 
significant growth. Ernst & Young 
estimate that the global market for 
Islamic banking assets grew to $1.3 
trillion in 2011, an annual growth 

 OPINION 

Government ministers Greg Clark and 
Baroness Warsi, who co-chair the Islamic 
Finance Task Force, explain its aims

There are also major opportu-
nities to attract investment into 
the UK as demand for Islamic 
finance increases and we will look 
at ways the Islamic Finance Task 
Force can mobilise funding, for 
example in to the top 40 priority 
infrastructure projects identified 
in the National Infrastructure 
Plan – a key part of the Govern-
ment’s economic strategy.

The Islamic Finance Task Force 
will also seek to increase aware-
ness and showcase our industry 
by engaging with leading players 
and institutions on the inter-
national Islamic finance stage. 
These will include working with 
the governor of the Central 
Bank of Malaysia, INCEIF, the 
Islamic Financial Standards 
Board, UKIFS and a multitude of 
other leading organisations.

 Importantly, the task force will 
also champion the World Islamic 
Economic Forum (WIEF) in 
London from October 29 to 31. 
We are delighted that for the first 
time the WIEF is being held out-
side the Muslim world and that 
London has been selected as the 
host city.    

There are major opportunities to attract 
investment into the UK as demand for 
Islamic finance increases

Greg Clark is Financial Secretary to the Treasury and 
former director of policy for the Conservative Party

TASK FORCE SET TO 
SHOW UK IS OPEN 
FOR BUSINESS

Baroness Warsi, a Conservative member of the 
House of Lords, is Senior Minister of State at the 
Foreign and Commonwealth Office, and former 
chairman of the Conservative Party

london has its 
sights on the Islamic 
finance industry

For more information please visit: 
www.ibfc.eu
Contact Akmal Hanuk
+44 (0)29 20487667 ext 220 akmal@ibfc.eu

For more information please visit:
www.cardiffmet.ac.uk
Contact Chris Parry, Programme Director
+44 (0)29 20416378  cparry@cardiffmet.ac.uk

Cardiff Metropolitan University in collaboration with IBFC UK offer the following 
professional training programmes in Islamic Finance for public and private 
sector organizations worldwide:

Centres of Excellence for Professional Training

*Train the Trainer Programme

*Advisory and Consultancy

*Executive Programme

*Research & Development 

*Regulatory Programme

*IBFC Investment Fund

*Cardiff School of Management: MSc Financial Management (Islamic Finance)

www.ethicalcorp.com/rbs

7TH–8TH MAY 2013  THE NOVOTEL WEST, LONDON, UK

INNOVATION  BEST PRACTICE  INTERACTIVITY  FOCUSED DEBATE

The Responsible Business
Summit 2013

12TH ANNUAL

V

� Corporate Focus

� Build Key Relationships
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ISLAMIC FINANCE

“The Islamic finance world hasn’t 
made up its mind what it wants,” 
says Mr Hijazi. “But if IFRS was to 
be replaced by the Islamic account-
ing standards of AAOIFI, then com-
parability with the rest of the world 
goes out of the window.” 

While differences in Islamic 
reporting are common, they are 
not necessarily a show-stopper for 
the industry, Mr Hijazi believes.

“Islamic finance has come a long 
way,” he says. “Adopting standards 
is a way of banks communicating 
with their shareholders – the indus-
try can just get a bit smarter and 
snappier about how it does that.”

Adherence to IFRS and a glob-
ally recognised legal framework 
benefits UK Sharia banks, but 
post-crisis financial regulations 
have added challenges. One is 
that the banks’ religious prohibi-
tion on holding interest-bearing 
debt securities makes fulfilling 

Basel III’s liquid coverage ratios 
all but insurmountable. 

The Basel Committee’s Group of 
Governors and Heads of Supervi-
sion (GHOS) has taken note and 
says national supervisors have 
the discretion to define Sharia-
compliant products, such as 
sukuk [Islamic bonds], as suitable 
high-quality liquid assets, but 
only for Islamic banks.  

“We welcome the recognition 
of these compliance issues by the 
GHOS as this is a positive step 
towards bringing Sharia banks 
into the Basel framework,” says 
Brandon Davies, chairman of the 
audit, risk and compliance com-
mittee at Gatehouse Bank in Lon-
don. “However, full compliance 
with many jurisdictions' liquidity 
frameworks is not sufficient on 
its own; we hope that we will also 
be allowed Sharia-compliant 
central bank deposits.”     

Lack of standardisation in financial 
reporting, legal frameworks and Sharia 
supervision are all commonly blamed 
for stifling the growth of Islamic 
banking. Yet it is precisely the industry’s 
fast acceleration and increasing 
interconnectivity that has drawn 
attention to these discrepancies, writes 
Dan Alderson

 STANDARDISATION 

 Ȗ Differences in the three main 
Islamic banking hubs – Malaysia, 
the Gulf and the UK – often owe less 
to Sharia than they do to cultural 
idiosyncrasies. However, some can 
be material and make it difficult to 
compare financial institutions. Even 
highly regulated UK Islamic banks 
must prove they are standardised. 

“One of the challenges of being a 
Sharia-compliant bank is that you 
are perceived to be very different 
to conventional institutions,” says 
Richard Williams, finance direc-
tor at Bank of London and the 
Middle East (BLME).

“Yet BLME is a UK authorised 
institution and our accounts are 
drawn up under IFRS [Interna-
tional Financial Reporting Stand-
ards], so they look much the same 
as any other UK bank.”

IFRS are permitted in more than 
100 countries, but were designed 
with conventional finance in 

mind. IFRS’s compatibility with 
Sharia runs into trouble due to its 
calculation of money’s time-value 
with interest rates. Interest is for-
bidden under Islam.

The Bahrain-based Account-
ing and Auditing Organisation 
for Islamic Finance Institutions 
(AAOIFI) has pursued a specialised 
alternative, but not achieved uni-
versal application. Kuala Lumpur’s 
Islamic Financial Services Board’s 
(IFSB) standards are applied more 
often in South-East Asia.

Financial services firm KPMG 
has called for the International 
Accounting Standards Board 
(IASB) and Islamic finance bodies 
to work together more closely to 
address the concerns. 

“The UK is in a good position as 
you can compare like with like,” 
says Samer Hijazi, a director at 
KPMG. “However, across the global 
industry, you are talking about 300 

institutions in 75 countries that you 
need to be able to compare.” 

AAOIFI and IFSB have under-
taken to make Islamic standards 
as close to IFRS as possible. But 
many participants think the best 
hope for banks would be if IFRS 
produced its own additional 
standard specifically for Islamic 
finance products. 

While differences in Islamic reporting 
are common, they are not necessarily a 
show-stopper for the industry

Universal standards and 
regulation will bring the 
Islamic finance industry 
closer together

kpmg.com/uk/en/industry/financialservices/pages/default.aspx

KPMG can help you explore new opportunities to access finance 
or invest your funds

Islamic finance is the fastest growing 
market in ethical finance

For an initial conversation, please contact Samer Hijazi on 020 7311 5036 or samer.hijazi@kpmg.co.uk

COMPARING STANDARDS  
IS AN INTERESTING PROBLEM
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ISLAMIC FINANCE

In a climate of increasing financial scrutiny, governance of Islamic finance 
faces a difficult challenge to ensure its transparency and compliance with 
ethical principles, as Omar Shaikh reports

to continue their professional 
development as the industry 
evolves. And they need to organ-
ise. The IFC has pioneered in this 
arena initiating the only global 
scholar continuous professional 
development programme. This is 
a good example of where the UK 
has added to the global Islamic 
finance sector within the educa-
tion and training arena.

While recent attempts have been 
made in Malaysia, the Islamic 
finance industry lacks an estab-
lished professional membership 
body for Sharia scholars. Such a 
body could play a meaningful role 
in regulating scholars and pre-
scribing continuing professional 
development (CPD) requirements 
for Sharia audit quality.

Various challenges exist in Sha-
ria auditing, but adopting certain 
practices from conventional audit 
firms could play a significant role 
in enhancing Sharia assurance 
robustness, while at the same time 
empowering individual scholars 
to ensure the direction of the 
industry remains aligned with the 
highest principles of Sharia.

A process of self-regulation by 
scholars and advisory firms by 
voluntarily adopting improved 
practices is critical to the posi-
tive progression of the sector. 
Regardless of legal requirements, 
scholars have the individual 
choice to adopt better practices, 
which indeed is encouraged and 
reflected in the Islamic philoso-
phy of the constant striving for 
ihsaan [excellence].

Due to the limited number of top-
tier scholars, adoption by even one 
can have an immense impact on 
shaping the industry and encourag-
ing other scholars to adopt similar 
improved practices.     

 Ȗ With the Islamic finance indus-
try now reported to be worth 
more than $1.3 trillion, historic 
assurance and governance prac-
tices within the industry must 
be revisited. The critical need to 
reinforce, upgrade and enhance 
Sharia assurance practices is par-
amount in meeting stakeholder 
expectations and safeguarding the 
integrity of the industry. 

Sharia audit practices remain 
an opaque area with varied 
approaches. Recent public chal-
lenges on the Islamic compliance 
of certain sukuk [Islamic bond] 

structures, exemplifies the need 
to readdress the Sharia assur-
ance, governance and certification 
processes.

Sharia compliance implies that 
a product is interest-free and in 
line with ethical principles. When 
a so-called Islamic product fails to 
meet those standards, the cred-
ibility and integrity of the indus-
try is called into question.

Demonstrating comprehensive 
compliance with Sharia principles 
provides necessary assurance to 
customers, investors and financial 
markets. Ensuring compliance 
with Sharia is critical as it pro-
vides a distinct value proposition 
that not only gives a competitive 
advantage, but is also the back-
bone of the industry.

A financial product is ultimately 

deemed Sharia-compliant by the 
Sharia Supervisory Boards (SSBs) 
at financial institutions. These 
boards typically consist of three to 
five Islamic scholars who oversee 
the merits and make-up of a prod-
uct to determine if it falls in line 
with accepted Islamic principles.

Sharia scholars serve as both 
advisers and auditors. As advis-
ers, they provide a certificate of 
Sharia authentication to a prod-
uct or deal. As auditors, the SSB 
is responsible for ensuring the 
religious opinion, or fatwa, of a 
product is properly implemented. 
In cases of a breach, the SSB must 
ensure the problem is identified 
and treated. 

But here is where the funda-
mental challenges lie. A recent 
report by the Islamic Finance 
Council UK (IFC), together 
with Malaysia’s Bank Negara 
body ISRA (International Sharia 
Research Academy for Islamic 
Finance), examined the audit-
assurance role of scholars. The 
report found a lack of robust 
external Sharia audits, which can 
compromise the independence of 
the current practices.

It is imperative for scholars to 
realise that being involved in the 
assurance process is a fiduciary-
like responsibility. In a post 
Enron-WorldCom environment, 
where the audit industry wit-
nessed the collapse of one of the 
largest accounting firms, (Arthur 
Andersen in 2002), the scrutiny 

placed on auditors has increased 
significantly, forcing changes 
within the audit industry. 

There is a creeping cynicism 
and significant aspirational 
dissatisfaction within Islamic 
finance related to the engineer-
ing of synthetic “halal” debt using 
commodity murabaha [fiduciary 
sale], the lack of true differen-
tiation to conventional products, 
minimal social impact and the 
role of paid scholars who sit on 
multiple boards. 

To address these concerns and 
maintain the integrity of the 
industry, a number of areas must 
be tackled. For one thing, scholars 
must understand the very real 
concern that, when advising on 
the design of Islamic financial 
products and then attesting on 
its ongoing compliance, they run 
the risk of reviewing their own 
design. This self-review contains 
an inherent risk that the scholar’s 
independence in the auditing pro-
cess may be impaired in practice 
or in perception.

Under the Sarbanes-Oxley leg-
islation, which emerged in 2002 
following major corporate and 
accounting scandals, there are 
severe restrictions placed on audit 
companies providing non-audit 
services to the same client in 
order to ensure auditor independ-
ence. This must apply to Sharia 
scholars as well.

To preserve their watchdog 
role, SSBs should also present 
audit opinions within a financial 
institution’s annual report. The 
use of qualified Sharia opinions 
can help enhance transparency 

and empower Sharia scholars to 
place pressure on institutions that 
are not undertaking the neces-
sary adaptations which scholars 
would like to see. External audit 
firms for Sharia compliance may 
also be used, but there remains, in 
practice, a large gap in the perfor-
mance of external Sharia audits by 
suitably qualified firms.

Enhanced disclosure in Islamic 
finance will ultimately improve 
transparency and should be 
undertaken on a voluntary basis 
in a manner that encourages self-
regulation. Alternatively, regula-
tors and/or standard-setting bod-
ies, such as the Accounting and 
Auditing Organisation for Islamic 
Financial Institutions (AAOIFI) 
or the Islamic Financial Services 
Board (IFSB), may consider set-
ting minimum disclosure require-
ments for the SSB or Sharia con-
sultancy firm that is providing the 
Sharia assurance service.

In any case, scholars should aim 

 GOVERNANCE 

Sharia governance  
is due for review

When advising on the design of Islamic 
financial products and then attesting on 
its ongoing compliance, scholars run the 
risk of reviewing their own design

 PURSUIT OF EXCELLENCE 
 MUST SWEEP AWAY  
 CONFLICT OF INTEREST 

Share and discuss online at theraconteur.co.uk 40%

20%

of respondents to a global 
financial survey said a shortage of 
industry expertise and regulatory 
harmonisation were the two main 
barriers to growth in Islamic finance

growth in Islamic finance forecast 
over the next three years by the 
majority of respondents

Source:  BDO
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