amount was USD250 million and classified based on Sukuk Al ljarah, with a maturity

of 5 years and fixed rental payment (Tariq & Dar, 2007). T
Islamic finance has been a phenomenon in the world market, especi@hh the
economic crisis of 2008. Many governmental and private institutions s izing in the

financial sector have given importance to this industry that has a growth of 10 to 20
percent and created new markets around the world. This phepnome has resulted in
egh

considerable research and studies through the institutiona o[ universities or

finance centres, or institutions of the Islamic financial s , to de‘Vd.Qde stability
L
o N3
and growth of the Islamic financial industry. l _f)
Islamic finance was born in the Arabian d the Mi ast.'@-f’ﬁe sixties

and seventies and then expanded around W d.

ncial%es of Islamic

finance in 2015 reached USD1451 Billion )\/ith 480 pIetO amic banks and

conventional banks with Islamic v@dsws in Zﬁ\m‘rie a(\he world. The CCG,
S
ASEAN, GCC, and South Asia%a mi @nce sector in the world,

with the Islamic finance assets. in

and Oman) reaching U% illionin ‘1'5 F@'is why the Islamic Bank of Saudi

Arabia Al Rajhi Bank,is classiil \th larg guslamic bank in the world and in the

GCC area, Withﬁet f 82 i '
¢
Iran,Jorda@and udan) or&tit{ts e second most active area of Islamic finance
N
with U% 5 bilfian. P is Ied?by Iran with the largest Islamic bank, GCC Bank

Mel ith assets of USD52 Z@’Dillion, and which ranks as the largest bank in Iran

N
a \he largest Islamic bank in the world. The ASEAN Islamic finance assets
aysia, Indonesia, Brunei, Thailand, the Philippines, Singapore) do not exceed
87,610 billion dollars and are led by Malaysia, with the largest market for that industry

in the area, followed by the South Asian countries (Bangladesh and Pakistan), which
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are the fifth largest market in the world in the Islamic finance industry with bank assets

g
0

The fundamental intensity of Malaysia is to implement the tagks in the most

of USD41,059 billion led by Bangladesh (Staff Writer, 2018).
2.2.2 Sukuk Development in Malaysia

practical and accountable way that would promote resolvin Mrelevant issues
encountered by the community. The religious schola gi.be‘en unceasingly
preventing the community from the forbidding of riba, anethe obligati avoid any
icious activi ofri_%—)%ile

a f% nd @'lfn Hajj!

ilgrims Fqu a Mana@ggnt Board is
known as the PFMB and is one of thwanificam ic fi@%’ial institutions in

the nation. It not only has large S?ﬁg’.’ﬂw-comp \as?e q&' vestments, but also
N
arranges the Hajj pilgrims effici ukmgna & assim@w).

&/

Sukuk development i@!ia r attern fo@tcess story that has begun to
be an essential tool an% e requ E%ﬂal@‘the public and corporate sectors.

participation in financial transactions that include an
riba was not effortlessly avoided, the necessity

has become a considerable challenge. Th

’ &
In fact, Malaysia b to be th‘e i |ssugi13ukuk in the world. Malaysia led the
development ow Suk 't Wi@ﬂé launch of the Supreme 5-year global
¢
Sukuk with G@ of USD mﬁli in 2002. The Sukuk market has encountered

N
improv% ith Malaysi ictiveﬁ&orming one of the biggest issuers of Sukuk for

man&s. The development{gﬁe market of Sukuk in Malaysia is maintained by an

e \be infrastructure development that incorporated the reporting and commercial

3 ments, and accounted for the dynamic primary market of Sukuk (Ahmad, 2014).

! Hajj is in Islamic rite that is an annual religious event and is performed by Muslims who meet the
requirements of visiting the holy city Makkah and can afford to do so.
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Malaysia proposes one of the best vital alternatives for involvement in this rapidly
increasing asset category. Malaysia has more than thirty years of experience inw
finance and a comprehensive and extensive conventional domestic indust@ysia
proposes many appealing and worthwhile proposals for domestic a al Sukuk
issuers and investors. The issuance of Sukuk is adjusted by the Secu@ommission
Malaysia in accordance with the infrastructure provided by the Guidelines on Sukuk.

Sukuk is designed in accordance with a strict Shari’ Xli.an' asset exchange
agreement. This agreement can be formed by the sale acqu siWn asset in

ssets. Thu u#uf{s;\‘gnce

accordance with deferred profit and the leasing of ce

able t6 s slam.jgg:-bmpliant

ompaéb‘g, like Bai’

us@ a, which allow

IS not a money-for-money swap with interest; it

Bithaman Ajil (BBA), Murabaha, IR@daraba a
investors to make profit from tr@stions. }Gg e ijs\a thriving business
d.%m 8 e pidvic o
&

environment to encourage the al market, especially for

Sukuk issuance (Salah, 201§:%rati£ e Stukuk @t by Malaysia has paved the

way for other Islamic%l , suc‘u vS.Jg‘n‘esi&audi Arabian, Pakistan, United
Arab Emirates, Tur and E@u to a@e Malaysian experience.

\ ¢ '8.)0

2.2.3 Suk evelopment i hJG

T% regigh Pes 21=Countries as listed by the International Monetary

Fun F) (IMF, 2015), the ‘ﬂgﬁld Bank (WB, 2018), and the office of the United
N

xrade Representative (USTR, 2018). These countries are “Algeria, Bahrain,

jibouti, Egypt, Iran, Irag, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco,

man, Qatar, Saudi Arabia, Somalia, Sudan, Syria, Tunisia, the United Arab Emirates,

and Yemen.” The GCC is simply considered as a group of countries that share the same
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region, or to be more specific, countries sharing the same borders. The GCC countries
are located in Asia (Middle East) and North Africa. Most of the GCC natl

Muslim with the exception of some countries that have a variety of rehg(%bch as
Djibouti. In the majority of GCC countries, there is a lack of politic conomic
stability (Belkhir, Boubakri, & Grira, 2017). Some of the GCC countries were ruled

under communist regimes, such as Egypt, Jordan, Libya, and S and some were

ruled under capitalist regimes, such as Yemen, Algeria, S and'Sudan (Naceur,

ill to yWnce sector

controls all the GCC countries’ financial systems. In the capita arI(e GCC

Casu, & Ben-Khedhiri, 2011; Turk Ariss, 2008). Howev

countries are not proficient or well developed th{ ank\'g~ the GCC

rege%(;«i~ 6).
rke@%uples the largest

countries are in full control of the fmanmalg@ (C

According to Tables 2.1 and 2: caJdl Suku

domestic Sukuk issuances in the G termﬁt tal %nt issued from 2001-
% 5

2019, with a percentage of 10 the tgtal damestic ance during this period,

&
b@‘ percentage of 23.39%. The

and the third largest intern }Suk

United Arab Emlrates as prelrre to 'ta@mternatlonal domination rather
than the domestic %and |]s \ma 1onal issuance of Sukuk formed 33.08% of the
total internatlo is e p@' 2001-2019, while its domestic Sukuk

issuances reii nly 97% ﬂ']e @R period. Other countries, such as Qatar and
stied

Indone 5.729 7 70 or the international market, respectively, while
thel stlc issuance for t ec@'fiod 2001-2019 only reached 2.30% for Qatar and
r Indonesia.

N
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Table 2.1: International Sukuk Issuance (January 2001- December 2019)

No. of Value
Country o (USD %% e
issuances

millions)
Indonesia 21 18,703 7.70%
Malaysia 138 73,183 12%
Qatar 22 13,895 Y'sjz%
Saudi Arabia 68 56,8 23.39%
United Arab Emirates 125 80,36 33.08%

Total 374 24&5 100
Source: The International Islamic Financial Mar ) q2020)

Country

Indonesia \;69 h 0,205%  9.34%

Malaysia c’) 6,952 66@ 76.96%

Qatar \ 31 19 2.30%

saudi Arabia (,) \T ,4@7,465 10.42%
o

United Arab Emirates y A®8,324 0.97%
Total 6 4 ) 858331 100
Source: The Internatio ial @rket (IIFM) (2020)

' s
2.24 Global Trew kl‘ \ %C}'
Since the\éwing e conod:ﬁs* crisis, in 2008, Islamic finance has
!
experienced n% gro th,‘a id'enéa%y the fact that from 2008 to 2012 its assets

doubled#fr kSDYjOvM}n in ?@}to USD1,814 billion at the end of 2014, and 2
trillwlars at the end of 2@%& The Islamic banks reached USD1346 billion in
\
fi \d assets of the Islamic financial industry in 2014, followed by Islamic bonds
uk) with USD295 billion, Islamic investment funds with USD56 billion, and
QI

amic mutual insurance services (Takaful) with 33 billion dollars (Thomson Reuters,

2016). Takaful leads the annual growth with 12% and a growth of 10%, respectively,
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while the Sukuk and the Islamic funds experienced a growth of 6% and 7%,
respectively. However, there was a 45% increase in the reported number of nemwm;
from 645 thousand in 2013 to 934 thousand in 2014. According to the sa@rt of
Thomson Reuters 2015 — 2016, the total Islamic financial assets are p to reach
USD3247 billion by 2020, while the Islamic bank hopes to get its ncial assets to
reach USD2610 billion in 2020, Sukuk to reach USD395 billign, takaful to USD47.38
billion, and the Islamic investment funds to USD88.58 billi ?:niiderable growth
of the Islamic financial industry in recent years, especial slamic w has been

AR
a phenomenon in the global economy, in which majo ventional s'nz@arted

offering financial services that comply with S)v”an su% che Bank, HSBC
Bank, and Standard Chartered Bank. \, 0\ g
Recently, the new era of the ca ma

et has wi ed @‘mendous demand

for debt instruments. Furthermore, G%Obal tﬁrﬁet ag. e ched around 50% of
N,
\% af

the total capital market global ulkar & H oock% 4). The rapid growth of

debt market reflects the ad XOf ll ing the businesS needs from debt. Despite the
t

rapid growth of Sukui% S dur'i‘

witnessed a moder &@Iinj@ gi.mon in 2012 to USD60.69 hillion in
2015, or by 55.86%; asrshown. in-Ei 're ZéQ

he i.s{ ds@e, the global issuance of Sukuk

29



160,000
140,000
120,000
100,000
80,000
60,000
40,000
20,000

0

> ©
S
DT D

\2) A
> > 2
Q ,9

v

S 3
So;ce: IFM kdatqbase

N

Figure 2.1: Total Global Sukuk Issuance (Ja 001 - December 261-7%. Il
Tenors, All Currencies, in USDrMilliofi \/‘Z‘

\fhe glwonomy, the
pec'ng for the counties

)i\the oil prices. Despite

this sharp decline in the global @ereﬂ the ysi@‘nancial market of Sukuk
)

is still considered to be the IargNam' glo@y (refer to Figure 2.2) (BNM,

2015b). It is noted thatghe co%rate SL[uk issuan e‘%ominated by 49% compared to
b g '3

the sovereign issuer and baek erei 16%, as of 4Q 2015 (Figure 2.3).

S5

As a result of the link between the financial¥mar

huge decline in oil prices has caused @n situati

issuing Sukuk, in that most of thesegeountries a e?ti
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Figure 2.2: Sukuk Issuances by Cauntry (4Q2 7) Y’
Furthermore, as shown in figure (2.3), the I Sukuk arket can b§~d|V|ded
into four categories based on the type of issue e S M ukuk %ﬁe primary

c:\of
type comes in second place with 19. 3%%!he sukr?

entities by 15.2% and 12.5%, Iyﬂ%g Y, H:t;s\thems is motivated to
type i

concentrate on the corporate

towards the corporate ukWs?ﬁance'

volatility, as well as determining thefs cahtqw’ferences due to the type of Sukuk

structure. '&\ '

issuer with a share of 53% from the total globalNSsua uk, white the corporate

al Qovernment related
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Figure 2.3: Sukuk Issuances by I@pe (4(33) ' _\C’}
\/‘Z'
&

2.3 Sukuk vs. Conventional Bonds Q\

Although there are only a few funda tal ffer

93 be Q conventional and
ag) e per@ﬁ?}} the Islamic financial

ce'the Si&k instrument was placed in

the financial market, se raI S att mpte t |d the main differences between
the Sukuk and the conventlaal bondS s@aﬁ)@a illustrates the main criteria of the
two instruments i Xnte tl)f ow rshlp fitability base, profit source, Shari’ah

compliance, p@ase a%t?lgu ee; as illustrated in Table 2.3:
4*(’

F
§‘<x
S

Islamic bonds, these dlfferenc

institution according to the Ia arl

*

$
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Table 2.3: Sukuk and Conventional Bond Comparison

Criteria Sukuk Conventional Bo?v
Sukuk is considered as an asset Bond refers to \
ownership obligation of g")
e

Profitability Fixed income guaranteed

base Profit sharing by the iss wY..

Sukuk gains its value from its
associated asset, if asset value Fix guaranteed by
n

Ownership

Principal value . . .
P increases, Sukuk value increases i

return

Shari’ah Compliance with the provisions of
compliance Islamic Shari’ah law
Capital No guarantee for getting back t Princi
uarantee rincipal value in case of | th
g princip \,5?' e
2.4 Islamic Sukuk Structure \)

Structuring Sukuk refers to t}% of Smugo
Q i

N
that the structure must complyswith“Islamic laws> The zilﬂ;{uring mechanism has a

variety of options due to the?_ incL ort fis@mains. This section relies on
S h

the AAOIFI classifica i c!;\t zed Sukuk structure into seven

,égThg into consideration

7 5 &
types. Table 2.4 he m?s popular typéol Sukuk in the financial market.

§ Suk@/&ﬁassifications
S m bdse ( TJ Sukuk types
N4

- ljarah

- lIstisna
Debt- - Salam

Q.
AV =
‘%\ urabaha
S

. - Mudarabah
Equity-based - Musharakah

Agency-based - Wakala
Source: AAOIFI
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2.4.1 ljarah Sukuk

Sukuk ljarah represents a lease contract involving two parties — Sukukw
and obligatory lessee. Sukuk holders in this structure are considere(%k the
transaction financers, those providing the required capital to purchase a sset from
party A the seller obligator, which is the same party (the seller obligMat agreed to

Neturn from this

lease the asset once the selling transaction of the asset is done

transaction to the Sukuk holders is the periodical renta

predetermined the transaction. Figure 2.7 illustrates the

N
C—)
Sukuk holders ’Yh'\
(Elliott et al., 2020) f
— D N

Capital amount distribution
Sukuk proceeds

Determined periodic rentals

] .
Seller obligator SPV & Obligatory lessee
i S S K o

Title to assets Lease contract

¥ Y &

Same party v

A T NN"' O

Figure 2.4: ljarah Sukuk Transaction Structure

N \? (}Q
2.4.2 Istlsn%u 1 b 4 O

Is@ is ‘albﬁw a@uk al-istisna’a and is useful for financing large
infrﬁur projects. Sukuk i%%eﬁ-\v/ed from Istisna’a, which is the lease of a financial

\

S N A certificate carries the equal value and is issued with the aim of mobilizing
0 s required, like producing products that are owned by the certificate holders. A

anufacturer/builder agrees to build a well described good or building at a given price
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on a given date in the future. Istisna is also a contractual agreement for manufacturing

goods allowing cash payment in advance or future payment and future dellveer.'
Sukuk holders (Elliott, %\
Fanning, & Peecher, 2020) *
Money Y.
D

Monthly payment

Sukuk proceeds

<

Contractor/builder End buyer
73 | &
- - - h
Figure 2.5: Istisna Sukuk Transaction Structure
s iy k}\‘
This is how Istisna Sukuk transactl dur. sﬁxre implemented as illustrated

in Figure 2.5: O
\ Ay
1. SPV isthe way to issu u cgr als /\hds for the project.
q
2. Sukuk proceeds areﬁe\ us ay/the cﬁ(actor or builder for them to
build and del'iverwmure [#ojec ¥ -%\

3. Assigned asse S s they" n@f d to the SPV.

an \
4. The m m@the a in end buyer are the property/project

tha s r sol buyer The end buyer will pay monthly

nts ty
f%returns a dlélbut‘qramong the Sukuk holders.

Salam Sukuk

0 This is considered to be a certificate of equal value that is issued for the purpose

of mobilizing Salam capital; it is the goods to be delivered on the basis that Salam comes
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to the ownership of the certificate holders. The issuer of certificates is a seller of the
goods of Salam. The buyers of goods will be the subscribers, and the holders ow
goods will be sold through a parallel Salam. Salam focuses on the base s@ that
may be created and sold by an SPV under the funds mobilized from in and paid
in advance to the company SPV in return for delivering a commodity\at a future date.
SPV can be appointed as an agent in the market. The promlsem‘Yhe~ ality at the time

of delivery at the same time is the higher price. The Sala q 'remfnts include full

payment by the buyer at the time of affecting the sale, ¢ numerat uallty, the
quality and standard nature of the underlying asse e Sal uI‘ t@ctlon
\y*

structure is shown in Figure 2.6. Y.
F N

Sukuk holders

(Elliott et al., 6&

2020)

RS ;*

B. Commodity sales proceeds

Sukuk proceeds

—

Undertaking Commodity

A. Obligator F E é E ’ T B. Obligator

B Commodity sales proceeds

(__\': ¢ D

Figure 2.6: Salam Sukuk Transaction Structure

Salam proceeds

f sign anb'n/eﬁaklr’g'wuh an obligatory. The obligator undertakes the

uture sale of the c\:%odlty for the investors. In the box of A. Obligator

A. Obligator is the way contracts are bought on behalf of the end Sukuk

§ shows the arrow sign that means to source both commaodities and buyers. The
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holders/investor, and now the commodity is the key to sell for the profit of

the Sukuk holder or investor. Yv

2. The Sukuk proceeds are the receiver of the Salam cerﬂﬂcates@ll be

issued to the investors and SPV.

3. The Salam proceeds are passed on the B. obligator that se Ighe commodity

on a Salam basis.

4. SPV will now receive the commodities from the

5. The A. commodity sale proceeds onto the A. ob ho, half.of the

o | S
Sukuk holders/investors, will sell the ¢ dities profit. =\
.' X
6. Then Sukuk holders/investors will re e c y sale@dceeds.
(,}' L Q
2.4.4 Murabaha Sukuk \ O
AN
Sukuk Al-Murabaha repres II| t f a&et that is financed by
Sukuk holders. The financer aéo the 'SPV, hICh s an agreement with the

borrower (mostly financial WOns)'o pu set set and re-distribute it to other

potential buyers. Suk%ers gaip fro tm on actadetermlned profit plus the

principal. Flgure r he Muraba%Sukuk transaction.

&

fo

..,l),;@
\c}'
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Sukuk holders
(Elliott et al., 2020)

Sale price + profit \z

Sukuk proceeds (
Payment
SPV [ Asset seller

1<
@ <
= \4
3 - = Asset
o 2 2
= a sse
2 v .|
=

b A
Borrower Asset buyer
| —— g

Payment ’ ' “t')

TE—— > o )

Figure 2.7: Murabaha Sukuk Transaction Structure

(,}/' 1 <:<
2.45 Musharaka Sukuk \ o

Musharaka Sukuk represents %ure con\om)r i@d loss sharing. Sukuk
lﬂg’ N
holders in this contract have%t toﬂparti ipate i<|§anaging the Musharaka

transaction. Sukuk holders gain a pred

losses are broken dow% danc:e‘
&
of the Musharaka ws to fir N i g.project or establish a new one. Figure
2.8 illustrates tw rak 'rans 10nN.
¢
(s / ’

<k. N\~

A\ 4
S

N
N

0 ofit from the venture, while

<>

&ap@ proportions. The main purpose
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Corporate

Asset Periodic profit + incentive fee c\:
)

Musharaka

¢
b \
<
<
<
<
H
<

Issues Sukuk Musharaka + periodic

SPV ' ﬁ Asset buyer

f———"
N
Sukuk proceeds I oY X

1P % -
Figure 2.8: Musharaka Sukuk Transaction Structure

¥
2.5 Sukuk Issuance \,

The Islamic finance is run l\ %e}ommon

fundamentals of the religious belie%Shari’a \an ia
N

Shari’ah law prohibits the sa quisll‘tion debz?&&%ements, earnings taken

without actual economic p h{ce, e per@nces that are not considered

to be Halal, or Shari’ah; iant. Only i ter{es@e patterns of finance related to

's ¢ &

investments that Kﬁf\incorp‘) invo ent with pork, alcohol, firearms, or
adult pleasure% i
G ofe <

nsi
! (__%
fundamenta sure that co ac{Jalc_(}o fidence and a reciprocally advantageous

Periodic
Profit
Issue

Obligation to buy Musharaka on a periodic

ontracts and transactions.

missi 44’in Islamic finance. Islamic finance

3
balance @re supportedtb ‘gthe Ie@ers and borrowers. Inasmuch as Islamic law does

not a&wledge the time eIe@( of money as occurs in standard finance, payment

liabilities are fixed and cannot be varied after an agreement has been completed (Yatim,

Q ). The framework of Sukuk has to be reaffirmed and accepted by a Shari’ah adviser,
h

0 is assigned by the issuer. A Shari’ah adviser may be an individual Shari’ah adviser

maintained by the Shari’ah Committee linked with a financial organization that

39



performs Islamic finance activities and accepted by Bank Negara Malaysia (Ariff &
Safari, 2012). T

The contractual connections between financiers and borrowers are n@olled
by capital-based investment benefits but share the business risk from th reneurial
investment in terms of legitimate performance. Any financial transactiod under Shari’ah
law indicates direct involvement in asset activity and appoi tleanciers clearly
distinguishable rights and responsibilities for which th ma ified to accept
equivalent earnings in the shape of state-conventional remunerati ns‘,.\lb#r’nings are
be assure -4nt@Y;nly
: O{ ick%‘zﬁcreasing

pularmé}? Sukuk. The
ly 1@%ver the last three

made in line with Shari’ah instructions and are not a

arise from if the investment itself concedes

ies, which has been filled
&

ith Mégs?lc law (Soon, 2021).
Recently, more than

projects known as tak%J al fur} , an I;I‘arrﬂ.affiliates of standards banks. The
i Tinahce

&

most WeII-known,@of Isi:; i%ﬂ(uk, which is a wholesale, asset-built

capital market Kte n. 'ars h V%’evidenced a rush in Sukuk issuance by
¢

corporative lic séctor ofganizations due to the increasing need for disjunctive
t &uk

investrr%

pro ring. Although Su esigned in accordance with the corresponding
fi ing. Although Sukuk3i$ designed i d ith th di

N
do j)ay im§est but makes a profit via real transactions, like

%for standard asset-backed securities, it has a remarkable variety of basic forms
ndesupplies. Most significantly, Sukuk, similar to other Islamic financial tools, needs
0 abide by Shari’ah, which bans the invoice and remuneration of interest and

determines that earnings should be obtained from a primary actual business risk rather
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than as assured profits from a loan. Therefore, Sukuk does not provide obvious earnings
assurance. Intrinsically, investors possess the primary assets through a Special

Vehicle (SPV), which finances unprotected remunerations to investors@irect
investment, in fact, religiously authorized economic performance. T K issuers
replace capital market investors for traditional lenders as the source\of financing by
transforming the anticipated profits from reciprocal risk sharing bétween lenders and
borrowers in Shari’ah-compliant finance agreements, such %ic'ns, into tradable
protection. Consequently, Sukuk refinances the objects of,three owatterns of

" X
Islamic fund — Murabaha, ljara, or Musharaka (Godl b, Turk,/& Illzg@
4 b 3§

2.6 Sukuk Issuance Process \,: 0\\ éf/

The Sukuk issuance process i %)fferent com@%ﬂnal bonds. The
Sukuk issuance process is conside&sore C %i m@ved to the process of
issuing conventional bonds (Jr%wzel, Syq?%a}%). The Sukuk issuance
process takes a longer tim }bnv @ch results from the multiple
parties involved in theqeﬁocej Thé Sharizali advisor is considered to be one

’ 4 ¢ &
of the most invo@iesw UKUSBS they ensure full compliance of the
ith i )

Sukuk structure& mi 'ch d ot feature in issuing conventional bonds.
C) d

ﬁe 2.5 illustrates the @rﬁain parties involved in the Sukuk issuance process
a%\ﬂied by the Bank Negara Malaysia (BNM), the Securities Commission Malaysia
SCM) and the Central Bank of Indonesia, while the Saudi regulator represented by the

Qudi Ministry of Finance does not have the Shari’ah advisor.
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Table 2.5: Parties Involved in Sukuk Issuance

No Parties Task description
1 Originator A firm that seeks to get financing source to deﬂo\ an
existing project, or to establish a new one. O)
2 SPV The Sukuk issuer on behalf of the sponsor. :'

Trustee The observer of the timeline of Sukuk issuancesfrom the
beginning to the redemption phase (on be the Sukuk
holders).

4 Manager/lead Party that manages and arranges isslance process
arranger (usually a financial institution).
5 Paying Agent Is responsible for arranging thesflo payments between

the issuer and the Sukuk holde
of issuance).
6 Shari’ah advisor?> A party that verifies the comp
with Shari’ah law (appoi by the issuer)! o\
7 legal counsel A party that takes c rafting a rr‘an fﬁ@ the
required documents for the,issuance (repr ented‘%yateam

of solicitors. appoin the issuer NV
8 Chartered A party that verifies tg audit Ie}mucial %{ﬁents of the

ly tff: lead arranger

e ofithe gtructure

accountant originator. ‘1
9  Sukuk holder Investor who invest the apita{{n ukuk.
10 Credit Rating A party tha des an independe sessment of the
d 2N

Agency relatedcé it risk of-thesissuer.

S \' 7 A
2.6.2 Issuance Process Flo %
W\ A\

The issuance of Sukul?us thriugh veral process steps. Figure 2.9 illustrates

(
twelve of the steps con the isspanc f‘s%s In Malaysia and Indonesia, while

the sixth step is e&tﬁb@in th¢ iss\e prgggcﬁjin Saudi, the UAE, and Qatar as the

regulator does er al;l’a isor @e twelve steps are conducted within four
% z .5
ro

ss, as fol (J
0 S
L

O
S

2 Shari’ah advisor must be approved by the authority. In the case of Malaysia, the Shari’ah advisor must
be approved by the National Shari’ah Advisory Council. In this regard, Datuk Dr Mohd Daud Bakar is
one of the top Shari’ah advisors and has verified almost 349 Sukuk issuance over the period 2001-2014.
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1 Project proposal to get finance

A 4

Originator 2
SPV »| Lead manager \

1
al

2 Arranging the Sukuk structure and other related details

Sukuk circulation

Verify the financial
statements of the issuer

Issuance approval

Chartered accountant

> 1
5
Draft the required
documeﬂts Securlty commission (SC)
Legal counsel Py Y'
| —
Ll
Y1 N
Letter of Shari’ah 6 Applying for the issuance
compliance approval approval
Shari’ah advisor T
; —] Y.
Rating the issuer’s é

credit risk

Prowdlng all the reqmred
Credit rating agency documents by the lead manager

Appointing multiple parties that require for the issuance process proceeding

A 4

g e [ Cmy A\T )7

The first stKhe pr pr \mq'f.a sug,aroposal which comprises two steps:
tep,

Inthi efi 'or a f@‘fo finance a new project/asset or develop
aE &@rg pr Jec a et%reejr?s a proposal, which clarifies all the related
to thie project or a@ The proposal will then be delegated to a Special

APurpose Vehicle (SPY@that facilitates the issuance process transaction.

&

%\ The originator is a point manager for the issuance process transaction.
0 According to the Malaysian Securities Commission (SC); three types of

managers can handle the Sukuk proposal and submit it to the commission —

investment banks, Islamic banks, or international brokers.
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The second stage is preparing the required documents. These are undertaken in
steps three to eight: T
3. This step involves completing all the required documents t@}t be
prepared. The lead manager of the transaction on behalf riginator
appoints five parties, in which each party prepares a spechument that
is required for the issuance process transaction. \,
4. A chartered accountant or audit firm will be app K.ve'ify the financial
statement of the issuer. The financial statem larifi swntial risk
issue | .\‘v}

to% ith'the @ manager
e isuianc roces;é\v.

Su 4ﬁructure complies

that may result from the financial position

5. The legal counsel or a team of lawy

in drafting the legal documentatiw

6. A Shari’ah advisor is app to/verify tha

with Islamic law. If the @as’ah advi %si
& N
compliance, the Su ture mustsbes revi to follow the Shari’ah
A‘"
S

1;5\ at there is a lack of

requirements. \ l
7. The credit r%ccﬁ p"r vid ;§ opﬁ'on in regard to the credit risk of

the issu N’ h or

methadology in i

\f'&tl g a follows a specific and accepted

the tial risk related to the issuance and the

2 9

e
ﬁ@ade.
% &
8% usteg”i ‘party ointed by the lead manager and who takes the

X

Aresponsibility to pr@ﬂ‘ue Sukuk holder’s interests. The trustee verifies the

\ compliance of the Sukuk issuance with the Sukuk holder’s interests.

3Most of the Sukuk issuers have to rate their issuances by an authorized agency. In Malaysia, there are
wo credit rating agencies: Rating Agency Malaysia (RAM) and Malaysia Rating Corporation (MARC).
In the United Arab Emirates, the Dubai chamber recognizes the credit rating for the Sukuk issuances. In
Indonesia, Kasnic Credit Rating Indonesia (KCR), PEFINDO Credit Rating Indonesia, and the latest
entrant into the market is the ICRA Indonesia.
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The third stage is applying for SC approval, which follows three steps:

9. AIll the required documents prepared in the previous phases nw'!e

submitted to the SC. The lead manager on behalf of the issuer the
responsibility for applying for the SC approval and attacheﬂ& required
documents according to the SC guidelines. Q

10. From one to a few months will be taken by the SC owthe decision. In
case of the failure of providing the required doc tsc, he I'ad manager has

to fulfil the requirements to meet the approva ditions.

"X
11. The SC takes the decision to approve o@ve applicati I .\‘-'}
? 4

The final stage is sukuk circulation: \ \T

12. Once the lead manager gets the Jo-vaw‘the d ma.@e?proceeds to
the Sukuk circulation. No\% most o Sul@“underwriters are
financial institutions th(ﬁdged t\oirgul q(\'n earlier phases of

N
appointing the Ieade%r. o 4 <§)

X
|7 S
2.7 Sukuk lIssuance cemen '0’
&

The Islamic Wnd b(i \fk t drivers/ the positive responses hypothesized

as coming after.the Islamic i 'nce ncements are as follows:
¢
1.1 nsive financi ﬁic@eater liquidity of Islamic debt protection
N

% se of ‘5 investor base compared to standard debts disputably

Aaccounts for the tra s%ﬁon costs of issuing Islamic securities and the price

\ of debt becoming lower than corresponding prices of regular obligations.

Q 2. Appeal to investors: the Shari’ah-compliant stocks have a broader investor

base encircling both ordinary and Islamic investors. The massive

development of Islamic stocks in Malaysia in recent years confirms the
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greater need for Shari’ah-compliant funds compared to non-Shari’ah funds.

This interprets why 85% of total securities in Bursa Malaysia are S -
compliant (Jobst et al., 2008). ('}

The funds brought up from the Islamic debt proposals are utiliﬁégfund new

projects. According to the earlier discussion, the stock market value isfaffected by the

Sukuk announcements due to several aspects of the issuer. CWIO the previous

debates, it is assumed that everything else being equal:

1. The scale of the issuer is negatively relate he firms ave a less
| ]
- - N
asymmetrical data issue. I .f)
2. The scale of the issue is positively r the stdc et reaction when

providing much information connq@ he isiuan g
The higher the potential i tmat, the hi pos@f’ity of a positive

market reaction. (,) \T ¢<\

N
4. The free cash flows ésuerﬁre pasi 'velzélﬂated to the stock market

reaction since th@the [ ca ro& greater the decrease in the
agency cost %} ished via the t‘l.llza&bf of debt funding.

s &
5. The Ie% the@ gati\g.lelated to the stock market reaction —

higrf‘rsﬁ‘fe likelihood that the organization could

oﬁo inteérest on tax.
Ny
A

2.8 uk Secondary Mar@iﬁ Malaysia

é*cg
D
'iéﬁ
9 =S
T2
(o}

E e secondary market has been defined by the BNM as the financial market for
heMrading of bonds that have already been issued in the primary market. The retail
vestors have the right to buy or sell both corporate and government bonds from/to any

principal dealer or bank. The secondary market operations in Malaysia comprise two
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types of Sukuk, listed and unlisted Sukuk. Listed Sukuk is traded by the Securities

Commission (SC), while unlisted Sukuk is largely traded Over the Counter (O

following sections provide more explanation for the secondary market@

supervisory, development, and trading activities process by the EI Trading

Platform (ETP). ?

2.8.1 Secondary Market Emergence z '

The Malaysian government developed a secondar ket f rWslamlc or
L

the defnan rlgg@ment
y. n thi d, thjﬁalaysian

conventional — to achieve two objectives; first, to

securities, and, secondly, to improve the marketgli

government, represented by Bank Nationaw

Dealer (Gunathilaka, Smart, Fleming, ) system™i
government initiative to boost the debtsrﬁ_u)2 . 'éNM has approved 12
financial institutions to guide t h% yrﬂarket C wtz(/ \D undertakes to perform
the secondary market activi }&erll BNM SC guidelines.

The rapid devel% Isl

driven BNM to est apar ahl

fin ncé s‘@ the late 2000s in Malaysia has

am
& e
for%&l& amic debt securities. In 2009, BNM

introduced the am 'er (I(PJ$'$ system to play an integrated role with

the PD. Th ap |n d ix’flrgjaal institutions to handle the Islamic debt
h the

SECUI‘I'[I%
NQ'

B ch include the ablll@%hese dealers to trade with large volume transactions

N
5 y mm@. The 1-PD abide by a set of criteria from the

aEF capability of managing market risk. Furthermore, a semi-annual assessment is

rmed by BNM to evaluate the I-PD and PD performance as well as their ability to

andle the secondary market activities.
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2.8.2 Secondary Market Supervisory

BNM has full authority to regulate the corporate debt securities until JUIV&.
After that, the corporate debt securities will be regulated under the SC's pu@%NM
continues to support corporate debt securities by developing t t market
infrastructure. The SC issued several guidelines for regulating the secomdary market, as

well as regulating the trading activities within the secon rMet, besides its

cooperation with BNM in inspecting the principal dealers’ tiveness.
NY.
2.8.3 Secondary Market Development I _\(—}
The secondary market of bonds has witne tab@ en@gr the last

three years, 2017-2019. According to the 4ssued, bon

Malaysia (BNM), the total trading acti |t|e9vvithin

RM1.95 trillion in 2017; corporate@sk had o\pie

N
activities, recording a growth a%ow Gzai,@mounting to RM174.34

billion. While the seconda arket’s :Il of the cczgr te Sukuk in 2018 recorded a

growth of 0.8% comp 17, which o cuby\bﬂ% of the total trading activities

within the seconc:@ket; \'/
RM2.3 trillion, w ado i
in Figure 2. % ’
£
R\
S

's &
\he otal ng in 2019 grown by 49% to reach

2.3‘Vt‘.f/%fn the overall trading activities as shown

'S
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Figure 2.10: Secondary Bond Market — Mdlaysi )
2.8.4 Electronic Trading Platform %}({cess
e

&
The Electronic Trading Platf )i i?

ondéry market pil@mhich is structured as a

/eibgtronic facility and is
considered to be one of the essentia €

real time investor based ordean plat has thé%llowing features: (1) order

N
matching, (2) trade negotiation, (3) trade rep ting§(4) information dissemination.
¢
P TP

An Electronic, Tradi ' ¢ )@" the Malaysian bond market was

launched by BurMaysi _March 20&@ line with the National Bond Market
!

Committee’s %\ to develo gthQe}ce'Dectronic trade reporting and trading platform

for the @mc’ bor‘xl %t. h P is operated by Bursa Malaysia. The ETP
prow e
\ Mandatory reporting of all secondary bond market transactions by taking
§ over the function from the Bond Information Dissemination system (BIDS),

condary market 'Y?he following facilities:
\

which was operated by Bank Negara Malaysia.
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2. An electronic order matching platform for the matching of bid and ask quotes

for MGS, GlI, and corporate issues. Y'

3. Anadvertisement and a negotiation platform, where the dealers @rtlse

and negotiate for ‘one-to-one’ deals for all debt securitie ukuk;

illustrated in Figure 2.11. ?
BNM BURSA T BNM

Primary Market Secondary Market 4 Settlement
Referential data

QD
[72]

FAST**

P
<

I Indicative and pre-firm prices and

post trading data

Secondary market activities:
Trade data

- Order matching, trade reporting, and negotiation

- Information dissemination to participants,

- Secondary market surveillance  Information
providers & public

A
A\ wAST
*RENTAS; Real Time nic Trqn Funds and Securities System

**EAST; Fully Autamate d ys uing/Trending
Vs im\ -

Figure 2.11: ETP Business Infrastructure — Malaysia

@,
2.9 Stw tlngfrbry?$
ZQQe it Rating \/

edit rating is an assessment opinion from the rating agency, it assesses the
agl

t risks for a particular firm or obligation in a particular time (Securities &
ommission, 2003). Usually, rating agencies use three predictors for assessing the

related default risks, the first predictor stands on the financial ratios (e.g. return on
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assets, return on equity, earnings per share, leverage, liquidity, risk solvency), the
second predictor is more related to the legislation side, which concerns the com

with the corporate governance, while the third predictor relies on t?(%mmic

indicators, such as gross domestic production, inflation rate, a rest rate

(Kamarudin, Kamaluddin, Manan, & Ghani, 2014). ?
2.9.2 Rating Agencies z '

Rating agencies are one of the information prov par 'es’;\b,jdformation
‘X

plays a major role in taking decisions by the ma articipants uch Qustee

institutions, investors, securities commission, a n enfb i .ThiKi?ﬁarmation

»The r@’g agencies are
ona@el there are three

divided into international and local a |esf>\t the inte
E‘@h. For the local level,

reputed rating agencies — Standard @Soor's,ﬁ?(%an
N
each country has one or more %atingfagen ies th% p market participants in

making their investment de '%In réspect ofi the Sg‘??east region, Malaysia, as the

largest hub of Sukuk issui s two privat raﬂng@ncies: Rating Agency Malaysia
£ &

(RAM) and thewan iﬁ&o poration/ (MARC). These two credit rating

agencies play amajorpart i i 'g an@ssment opinion about Sukuk issuers and

¢
Sukuk issuash Indanesia,

N
Kasnic % ating sia G&A) are the two licensed credit agencies for

prow’dhopinion. In respect @ﬁe GCC credit rating agencies for Sukuk, in Saudi
N
a

%Mere is only one licensed company, Saudi Credit Bureau (Yacob, Jamaluddin,

an, Mustafa, & Yusop), which was approved by the securities commission in

9

provides support for the market participantaw r deoXsio

T*’emj‘e‘r?ngkat Efek Indonesia (PEFINDO) and PT

ebruary 2017, noting that the earlier Sukuk issuances were rated by international
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agencies — Standard and Poor's, Moody's, and Fitch. In the United Arab Emirates

(UAE), the Dubai chamber provides its rating services for firms and debt issuanges:

In terms of the Sukuk context, similar to conventional bonds, uk issuer and

2.9.3 Rating Sukuk

issuance must go through a rating agency upon issuance, as well t least one time
over the tenure of Sukuk. This rating is approved by a certi ec credit rating for the
issuer and the underlying asset. Similar to the conven | bo sWhe Sukuk

, which ¢ ekv@itﬂas
raKe"v' amoqg?fﬁe credit

,%EBB, BB, B,

ranges is based on the issuer’s ability to meet its obli

stated above by several predictors. Rating th

rating agencies; for example, RAM has eig

C, and D. The highest rating range, NEB to superi ety @%ayback payment,
while the lowest rating D refers tc@ﬁfault Sl \m&)f Q%suer for the payment

N
obligation. ‘% o 9 ch
S E

2.10 Stock Marketl@) y ;‘.l S
m al in "

A stock marg;‘gdex is'a i 'ﬁakor of the movement of the price of
certain shares Ii&d he dis reb%‘sentative of a segment thereof. It serves
@

—*

== 5

!
as a referen %ealt ana mgnt enjé)serves as an underlying for certain financial
ék N
instrument first’ dice@ere created to reflect the behaviour of a set of
secukities,over a period of timK e of the oldest is the Dow Jones Industrial Average,

K \s the Dow Jones, which was created by Charles Henry Dow in conjunction with
heWVall Street Journal in the late 1800s to measure US economic and financial activity

mith, 2004). Another of the most powerful indices is S&P; this index is prepared by



Standard & Poor’s and compiles the 500 largest companies in the United States, among

them, Apple, Microsoft, and Coca Cola. T

The indices are calculated and disseminated by specialized compan@}y the

market itself, their main utility being the observation of the behaviour GFAanin series
of listed securities to serve as a reference, and, thus, use them as undeglying assets for

derivative products, thus contributing more liquidity to the ranutcliffe, 2006).

The main utility of a stock market index is that it allows t 0 tion‘)f a market as a

whole to be measured with a single number. If a stock i rises)2%; eans that,
L
_ _ : Y
on average, the shares of the companies that make u ndex have ri nfoxﬁf@ same
? 4
¥

es e@f‘regardless of the

percentage. Y_
There are usually two ways to wew ind

capitalization. The classical weighting“mterprets all com

value and number of shares. In coﬁ%, the mht\Mpit I@iﬂn weight takes into

N
account, to a large extent, the v%wum er of Shares @sted company. This type
is much more complex to c@but ee 'cien@é each company is computed
S

o,t?\»ﬂgﬂ the}orld's stock indices are made up
&
eang.me weighting is given because, in the

ility (Tj&‘ﬁaving to compare two securities with

different capit eénté,\:aors or countries in an established period of
\

time (s%kos). * /s <

study aims to iden@he stock market response to three main activities of

% Ain this regard, this study tests the stock market response within three scopes of
investi

Q gation: stock market reaction, stock market volatility, and stock market liquidity.
is investigation involves three categories, the first category, stock market reaction,

comprises two regions Southeast Asia (including the Malaysian stock market index and
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the Indonesian stock market index), and the GCC (includes Saudi stock market index,
United Arab Emirates stock market index, and Qatar). The second category, fw
market volatility, focuses on the Malaysian stock market index and the Indc@'s tock
market index. The third category, for stock market liquidity, only invd&m case of

the Malaysian stock market index. Table 2.6 clarifies the five indexeS¢Covered by this

study. \,

Table 2.6: List of Indexes Covered by Thi dy l

g
No Stock market scope dex Sy ® X~
: N

Malaysian stock market é L I g
Indonesian security market g JK

o N \Y
Saudi security market TASIW
Qatar security market \, 0\ D@

United Arab Emirates seCligity“market A@MI

o A W N P

= 9
A
The Kuala Lumpur Composi ex (KLCI ex \/@i{lstablished in 1977. This
&

index comprises the 30 lar estmepan' sured@t market capitalization, listed
on the Main Board of t rsa MIayS| %
C&plt&hZ&thﬂ-WGlgWO \GNQ : 'IgJ arta Stock Price Index (JKSE) is a

ig It stfree-float (minimum of 15%),
major stock magéwex t @the rmance of all companies listed on the
Iti

’
¢ ! C,a
Indonesia Sto ange. rfodtf-lje capitalization-weighted index. The Jakarta

Stock Priee kx hag btyv IU@OO as of 10 August 1982. The Tadawul Saudi

4
Indms is a major stoc@_)m?a;ket index, which tracks the performance of all
N

c ies listed on the Saudi Stock Exchange. The index had a base value of 1000 as

0985, and it was reorganized on 30 June 2008. The Doha Security Market (DSM) is
major stock market index that tracks the performance of the 20 most liquid companies

traded on the Qatar stock market. It is a capitalization weighted index. The DSM index
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had a base value of 1000 as of 31 December 1999. The Abu Dhabi Securities Exchange
(ADX) is a benchmark stock market index that tracks the performance of stocl?!!d

on the Abu Dhabi securities exchange. It is a capitalization weighted inde XADX

index had a base value of 1000 as of June 2001. A
2.11 Stock Market Liquidity \,

i Ce rket with ease,
ice i W , Noe &

d, andliqui tylls.@cept

0 vnfu etthdlty IS
valued, that is, if there are predictions in sto arket Iquldl hat ar@‘pzlj';lmed by the

Sukuk liquidity (Hanafi, Hamid, &YU\%B).

Liquidity is a factor that couI(pajaluedb r t I ellqwdlty (or rather

illiquidity) is a risk that the |r%mustq‘ace en tr g a bond in the market

(Butler, Grullon, & Westo I assets wi Q}rely be more difficult to buy
ction

and sell, incurring hig%x vj bly, suffering a lag between the
r and th‘e Ion it

time of placing the Nguyen Duong, & Singh, 2016). In

conclusion, I|q ity 'of ri |t would affect the prices, spreads, and
returns of b )? 4 (J(.)
f)ne

Liquidity can be defined as the ability to trade an a

that is, expeditiously, with low transaction costs and lit

Tice, 2009). At first glance this seems to be well esta

widely used by investors worldwide. But what 1

S e Ilqm eir characteristics, since they have the possibility
of gmhng a return when s@ the market at the market value; this concept relates
t |ty Stock market liquidity refers specifically to its ability to be quickly

& formed into money (Singh, Gupta, & Sharma, 2015). The liquidity describes the

xtent to which an asset can be bought, sold quickly, and at stable prices. In simple

terms, it is a measure of how many buyers and sellers are concerned, and whether
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transactions can be carried out easily. Liquidity is normally calculated by taking the

volume of trades or the volume of trades on the market (Amihud, Mendew'&

Pedersen, 2012). (’}
High levels of stock market liquidity arise when there is a S|gAwt level of

trading history, and there is a high supply and demand for an asset singe It is easier to

find a buyer or a seller. If there are only a few market particip Mng infrequently,
'Zim

it is called an illiquid stock market. Stock market liqui p')rtant for many

i
ositi s‘ho\bdpened and
@
Yw

closed (Kahraman & Tookes, 2014). A liquid stock is general ssbc' with

reasons, but mainly because it affects the speed with whi

less risk, as there is always someone willing t other'si a gho‘rposition

This can attract speculators and mvestor stooT et, w@w adds to the

favourable stock market conditions. In&&tock mar he s@‘rwnl quickly find

a buyer without having to cut the p@g the ass ke '&ractlve Conversely, a

buyer will not have to pay a gs?une tQ;%?SEt they want (Amihud,

Hameed, Kang, & Zhang, Z§L I
The liquidity of% |salii-l;fa{ctob1 determining the margin that a
k, C

leveraged trading ider, sui er. High liquidity means that there
are a large nu ord an |n the underlying stock market. This
increases th |I|ty ha t h t price that any buyer is willing to pay and the
Iowest anySelle |II| ?accept it will come closer. In other words, the
b|d pread will narrow Ie@ﬁlza & Hamid, 2017). As asset prices derive from

t% the underlying stock market, a lower bid-offer spread will translate into lower
G ds offered on the platform. If a stock market is illiquid, it could mean that there is
uch wider margin. The liquidity of the stock market is not necessarily fixed, but it

works on a dynamic scale from high liquidity to low liquidity (Muharam, Anwar, &
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Robiyanto, 2019). The liquidity position of a stock market depends on a variety of

factors, such as the volume of economic condition, political decisions, mw

intervention decision, and the transaction timing. High stock market liqui i\k)ften

associated with large trading volumes and low spreads (or costs of saleA

N~

2.12 Concluding Remarks \,
The contrast between the conventional market and t Xc.l has led to the

emergence of the Sukuk market. The initial response fr he S kw‘t towards

as limite :{f@vu'kuk

sultedin al s@ures that

ionub\bo : Suk&ctures have

provided more diversification. The re %adevelopm ft@kuk structure has

attracted investors from different rﬁa’sus ba@\%mg. g@\mable trends of these

N
types of investors towards t ic d&)t market |2<:7 limited to the several
diversifications of Sukuk \Mt zI elevant @ lower level of risk to the

conventional instrume%ﬂ

crises. Furthermore wk has

filling the lack of conventional instruments compli

structures. The maturation of the Sukuk mark

meet the market expectation. In contrast to

&

g the latest successive financial

rable as a government instrument in

financing new infrastructure=TIhi 'apterd}& reviewed the development of Sukuk in
¢

Asia and th % regions._T Jad@cl'?ievelopment of Sukuk during the last two
étv N
decades ulted”in_di ‘grent uctures of Sukuk. These structures have been

desi@ased on many dim@hs, such as the purpose of issuing and the security

AR
N
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