AAOIFI Shariah Committee Statement on Sukuk

Accounting and Auditing Organization for
Islamic Financial Institutions (AAOIFD)

Bahrain,

Asto whatfollows

nviewof the expandmg apphcatwn of

Sukuk (Islamic asset-backed certifi-

- cates) worldwide, the publie interest

in them, and the observations and
‘questions raised about them, ‘the
Shariah Committee of the Accounting and
Auditing Organization for Islamic Financial

Institutions (AAOIFI) studied the subject of

- Sukuk issuanice‘in three sessions: firstly, at
- Madinah in Sandi Arabia on 12 Jumadah Al-
- Akhirah, 1428 AH {35 31me, 2007); secnnmy

‘Manasa in Bahdain ff‘?andSSafar i429AH:

(13 amd 14 Febmary, 2008) respectively. : »
: Foﬂuwfngthe eeﬁngeﬁhework:nggmup

January, 200%)in Bahram whiehwas attend- i
edbya significant number of representatives y
from various Islamic banks and financial insti-
tutions; the said werking group presented its ‘

L ,Ori'aunh.'-?jlt ishe‘t\pémi'ss’ible:ff)r the
" Mudarib ‘(investinent - manager), Sharik
_(partner), or Wakil (investment agent) to
- agreeto purchase assetsfrom Sukuk holders,
“or frofa whoever represents them, for a nom-
inal value of those assets at the tm;e thef‘

. report to the ShariahCommxttee;

OWNEBSHIP OF Asssts

Follomng its consideration of what took
place at these meetmgs, and efthe papels and”
studies - presented there, - the:: Shariah -

® Second: 1t is not permissible for trad-
able Sukuk to represent either revenue
streams or debt except in the case of a trad-
ing or financial entity that is selling all of its
assets, or a portfolio which includes a stand-
ing financial obligation such that debt was
ineurred indirectly, incidental to a physieal
asset or a osufruet in aceordance with the
guidelines mentioned in Shariah Standard
(21) on the subject of Financial Paper. .

@ Third: It is not permissible for the man-

ager of Sukuk, regardless of whether the man-"
 ager actsas a Mudarib (investment manager),

or a Sharik (partner), or a Wakil (an invest-

ment agent), to undertake to offer loans'to
~-Sukuk holderswhen actual earnings fail shnrt
i of expected eazmngs

GUARANTEE OF anclm.
His pemussibie, ‘hewever, to establish a
reserve forthepmwseofcavermgsnch short-

. Talls to the extent possible, on conditien that
-the same be mentioned in the prospecms.

- Thereis no impediment to the distributienof
‘expected earnings on aceotmt, in accordance.
-with Shariah Standard (18) on the subject of
“Mudaraba, Article (8/8), or to obtaining project
finartcing on the account.of the Sukuk helders.
* the investment of Sukuk proceeds and what
“those proceeds are converted to takes place -

Comxmttee wlule em;ahasmng all that!h ‘s 8

ftmns and Shauah ssupemsery 'boards.
v adhere o wha ‘Howswhemssmngsmaﬂe

- & First: Tradable Sukuk must represent
‘ownership for Suknk- hielders, with all of the .-
‘tights and ebligations that. a;eeempmyowm :
ership; in real assets; whether tangible'or

usufructs or services, ithat ray be possessed
~~and disposed of legally andin. accotdancemth
*the Shamh All of this shnuld be 1n: accor

If, however, the assets of a Sukuk al-
Musharaka, or Mudarabah, or Wakalah, are of
lesser value than assets leased by means of a
lease ending in possession (Ijarah Muntahiya
Bi't-tamlik), then it will be permissible for the
Sukuk manager to agree to purchase those

_ assets at the time the Sukuk are extinguished

for the remaining lease payments on the
assets, by considering these payments to be
the net value of those assets.

SHARIAH ADVISORY CYCLE

@ Fifth: 1t is permissible for the lessee in

a Sukuk al-Tjarah to agree to purchase the
leased assets when the Spkuk are extin-
guished for their nominal value, as long as the
lessee. is not -also an investment: partner,

‘Madarib, or agent. -

e Sixtb Sh:mah supmwsory beards must

rot consider their responsibility to be over
.~ whn they issue a fatwa on the strueture of
' Snlmk,,ﬂather,theymust review all eontracts
“and documentition related to.the actual

transaction, and then oversee the ways that
“ these are implemented in order to be certain
-that the operation comphes at every.stage

- 'with Shariah guidelines and requirements as

specified in the Shariah Standards, and that

in accordance with one (or another) of the

“approved Shatiah methods of investment as

 stated in Shariah Standard (17)-on the sub-
ject'of Investment Sukuk, Aticle (5/1/8/5).
: In addmon o ail ﬁﬁs, the “Shariah

! 1 tutmns to deerease their exp@sma To-debt-

chase the assets for the netva]ne,nrmarketr
lue; o for z price: tn :
‘ shaxmgefnskmld rewardmld{herebyaelneve
5 the mgherpmpesesoftheShanah A

alué; or fair market

'agreed ‘to-at-the time of their purchase;in

Laceord:mce with Shamh*Standard {12) on=
- the'subjeetof Partnership and moderpart:
nerships, Article (2/6/ 1/3) and with Shariah-
.~Standard {5 on the-subject: af Guarantees,,
~Articles (1/2/2y and (2/2/2):: - 4
TR (- should be understood that the. Suk

' Ed:tors Note: This zsaveryslmhtlyahmiyedm—* :
' sion. of the original statement on Sikuk from the -
" Shariah Committee of AAOIFY, to fit in-with the
= edztorial style qﬁhe ma_qazzne Madersmnget Y

related operatm I and to mcreasethelroperf
ations based on rships ar

such assets it it books, and must not retamiff ,
‘ ) Mudanb (mvestment manager)

themas: 1ts own assets

ager isa Shank (partner}, Wa1dl (agent), or
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