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Sukuk - Overview

Accounting and Auditing Organization for Islamic Financial Institutions
(AAOIFI) issued a Shariah standards on “investment Sukuk” in May
2003, which became effective from 1% January 2004

*  Sukuk repressnts a cornmon share in the ownership of the
assets mads available far investment, whether these are non-
monetary asssts, usufructs, services or a mixture of all these
plus tangible rights, debts and monetary assets

.

The wide application-parameters enabls the Sukuk to be issusd
both on existing as well as spacific assets that may bacoms
available at a future dste.
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[+ Providing tax nautrality platform
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axpatriats & sroploymants

= Wtimately raspansibls to
protact tha intarsst of
investors

Sources: Central Bank of Malagsia (Sank Negara Malaysta),

Walzysia,
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kuk Market in Malaysia. c
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« 34 fargest capital market in Asia {after Japan & Korez)

Qutstanding Private Debt Securitias
{as at June 2009}

capital markst

« Malaysia's autstznding Sukilk (public & privatel: USDBB billion {end June 2009)
+ 62% of total outstanding Sukik globally ~ global leader in Sukik

* 58% of outstanding corporate bonds ara Sukik
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Sukuk Structures
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® Sukiicis & Sherl'sh compliant capitsl market inetrumant

# By azture, it is enslegous to sconvsnilanal assst backed escuritios {wih severs

axcoptions|
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ioslessets thet would be eed 26 underlying asests backing tha Sukuk

would naed to ho Sherl'sh-comptent. The pracesds of the Sukik mus bs veed for
Sharl'shampliant purposss only

© Governmant of Behrain {20011, Governmant of Maleysie {2002 & 2010}, Stats of Qatsr
{2003}, Dspertmant of Civil Aviation, Dubai (2004), Govermment af Pakistan (20051,
Governmant of Brunsl {2006) end Res Al Kheimeh fnvsstmont Authority {2007}
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ST inavanc:

Key Legal Considerations

% Taxation
* applicable to underlying structures and issuers
direct tax
stamp duty lend tax
capital gains tax
withholding tax

value added tax

3

% Regulatory classification of Sukik
® impact of stabilisati flity and selling

% Avatlability of identifisbls zsssts to back the Sukik issuance

#*  Locel law issues relating to trusts, property faws, etc.

property

% SPV issuerfrustee — delsgation

+*  Rating criteria

o

SharT'sh compliznce

Trends and Challenges

* Challangss

“need to mobilize excess Istamic funds ta cash deficits sconomic
unite in 2 Shariah compliant manner”™

{3 The tack of standardization and homogeneity i.e. Sharish &
accounting convergance

* No singls interpretation of Istamic law, each financial
institution has 2 board of religious scholars who
detennine which products are Islamic, and what cne
bank e Shariah iant may bs
to anather

® Adaption of accounting standards set by AACIFl as
mandatory is not widespread i.e. only some msmber
countries of the lslamic Development Bank whereas in
other markets, the banks tend to follow the standards
set by local regulators instead
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Trends and Challenges ..{(cont'd)

¢ Challengss {cont'd)

O critical mass
® Nesd for divarsity in the type and maturity of sukuk

® Creation of more secondary trading platfarm/market

(1 Regulation and legat framawarks

 Huge number of Istamic financial institutions in tha
market but many Muslim countries still do not have
enabing lsgistation in place covering the issuance of
sukuk, establishment of trusts and Spaciat Purpose
Vehicle

Conclusion

Charactaristics of an Effactive Legal and Regulatory
Framewaork for Islamic Finsnce

i} An bling i 1t that and
facilitates the development of the industry;

il A clear and efficient system that preserves the
enforceability of Islamic financial contracts;

i} A credible and refiable farum for settlement of legal
disputes arising from Islamic finance transactions.
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