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Overview of Islamic Finance Market



Overview

� The central principle of Islamic finance is the prohibition against interest

� Whilst interest is prohibited, a return on capital is permitted provided it is earned through an underlying Shari’a 
compliant asset transaction

� Islamic financing transactions are structured so that investors’ capital is invested in an asset based transaction 
with the obligor (typically a sale or a lease) that replicates the cash flow and risk profile of a conventional 
financing arrangement

� The asset used for structuring the financing does not secure the financing. It is used purely as a means of 
manufacturing the stream of cash flows which will repay investors

In this presentation, we describe the principles of Islamic finance and present an overview of the 
Sukuk market and Sukuk product.

manufacturing the stream of cash flows which will repay investors

� The asset classes suitable for Islamic structuring include any physical asset or – in a development pioneered by 
Citi – an intangible asset (such as minutes of airtime for a telecom operator, an entitlement to seats for an airline, 
rights of passage under road toll gates)
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Evolution of the International Islamic Finance Market

1970s 1980s 1990s Early 2000s 2006-08 2009-11

Industry Milestones

First Islamic Banks:

� Dubai Islamic Bank, 
UAE (1975)

� Kuwait Finance House 
(1977)

� Faisal Islamic Bank of 
Egypt (1979)

An Islamic Multilateral:

� Islamic Development 
Bank (1973)

� Conventional Banks 
start Islamic banking 
windows:

–Citi starts Islamic 
Banking in London 
(1981)

� Development of Bahrain 
as the hub of Islamic 
banking

� Establishment of the 
Accounting and Auditing 
Organization for Islamic 
Financial Institutions 
(AAOIFI) in Bahrain

� Incorporation of Citi’s 
Islamic Bank in Bahrain 
(1996)

� First Islamic equity 
market index

� Establishment of the Int’l 
Islamic Financial Market 
(IIFM) in Bahrain

� Establishment of the 
Liquidity Management 
Centre in Bahrain

� Establishment of the 
Islamic Financial 
Services Board in 
Malaysia.

� Issuance of the first 
International Sukuk by 

� New Islamic Banks:

– Islamic Bank of 
Britain (UK)

– European Islamic 
Investment Bank

– Noor Islamic Bank 
(UAE)

– Al Hilal Bank (UAE)

– Al Inma Bank (Saudi 
Arabia)

� Rapid growth in 
Malaysian Sukuk 

� Market consolidation 
after financial crisis of 
2008

� Renewed focus on 
Islamic finance 

� First Sukuk from Turkey

� First Sukuk from the 
United States

� Oman, Japan introduce 
Islamic finance laws

Bank (1973)
International Sukuk by 
the Government of 
Malaysia

Malaysian Sukuk 
markets � Introduction of Islamic 

Interbank Benchmark 
Rate

� 36 International Sukuk 
transactions in 2009-
2011 (US$ 22 bn)

Product Development

� Commodity Murabaha 
placements and 
financings

� Introduction of Islamic 
Corporate and 
Consumer Banking

� Islamic syndications, 
project financings, 
mutual funds

� Greater range of retail 
products including 
mortgage, personal 
finance, and credit card 
products

� Introduction of Islamic 
Finance under UCITS

� Islamic risk 
management solutions 
(derivatives)

� Islamic structured 
products

� Development of Islamic 
REIT

� Development of the 
ISDA Master Tahawut 
Agreement (equivalent 
of ISDA Master 
Agreement)

� Introduction of Shari'a 
Income Mutual Fund 
under UCITS
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Key Milestones in Sukuk Evolution

Issuer Issue Year Comments

Malaysia 2002 First Sukuk 

Islamic Development Bank 2003 First Supranational to Issue Sukuk

Kingdom of Bahrain 2004 First Middle Eastern Sovereign Sukuk

Saxony Anhalt 2004 First Sukuk from Europe

Government of Dubai 2005 First US$ 1Bn Sukuk

Dubai Ports, Customs and Free Zone Corp 2006 First Pre-IPO Convertible Sukuk

The Sukuk product has seen substantial innovation over the past decade

Dubai Ports, Customs and Free Zone Corp 2006 First Pre-IPO Convertible Sukuk

DP World 2007 First 10-Year 144A Sukuk

Sorouh Real Estate 2008 First Sukuk Securitization

GE Capital 2009 First US Sukuk

IFC 2009 First Sukuk by a Washington Supranational

Kuveyt Turk 2010 First Turkish Sukuk

Ras Al Khaimah 2010 First Sukuk Liability Management

HSBC 2011 First Sukuk by a Global Bank

Government of Malaysia 2011 First 10 year Sovereign Sukuk

Republic of Turkey 2012 Largest Non-Investment Grade Sukuk, Largest International 
Non-Middle East Sukuk*, Largest Debut Sovereign Suk uk

*Together with Petronas ’14
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The US$ Sukuk market has been extremely active: The total volume of Sukuk issuance in 2012 is US$13.85bn,
the highest in any calendar year.

Sukuk Market Overview
Source:  Citi and Bloomberg, as of 23rd September 2012

US$ Sukuk Issuance – Past 12 Months (Total: US$17.25  billion)

Issuer Issue Date
Rating

(M / SP / F)
Amount 

($mn)
Launch Pricing

Kuveyt Turk ’16 Oct-11 - / - / BBB- 350 MS + 448 bps
Republic of Indonesia ’18 Nov-11 Ba1 / BB+ / BB+ 1,000 4.000%
ADCB ’16 Nov-11 A1 / A / A+ 500 MS + 275 bps
Kingdom of Bahrain ’18 Nov-11 - / BBB / BBB 750 MS + 450 bps
ADIB ’16 Nov-11 A2 / - / A+ 500 MS + 245 bps 
GIB ’14 Dec-11 - / - / - 300 6M LIBOR + 130 bps 
Emirates Islamic Bank ’17 Jan-12 A3 / A+ / - 500 MS + 350 bps
First Gulf Bank ’17 Jan-12 A2 / - / A+ 500 MS + 287.5 bps
TAMWEEL Funding III Ltd. ’17 Jan-12 - / Baa1 / A 300 MS + 400 bps
MAF Sukuk Ltd ’17 Jan-12 - / BBB / BBB 400 MS + 482 bps
SEC ’17
SEC ’22

Mar-12
Mar-12

A1 / AA- / AA-
A1 / AA- / AA-

500
1,250

MS + 140 bps
MS + 195 bps

Dubai ’17
Dubai ’22

Apr-12
Apr-12

NR
NR

600
650

4.900%
6.450%

Banque Saudi Fransi ’17 May-12 Aa3 / A / 750 MS + 185 bps
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Banque Saudi Fransi ’17 May-12 Aa3 / A / 750 MS + 185 bps
Dubai Islamic Bank ’17 May-12 Baa1 / -- / A 500 MS + 365 bps
JAFZ ’19 Jun-12 B1 / -- / B 650 7.000%
Islamic Development Bank ’17 Jun-12 Aaa / AAA / AAA 750 MS + 40 bps
EIB ’17 Jul-12 A3 / -- / A+ 500 MS+310 bps
State of Qatar ’18
State of Qatar ’23

Jul-12
Jul-12

Aa2 / AA / --
Aa2 / AA / --

2,000
2,000

MS+115 bps
MS+155 bps

Emaar Properties ‘19 Jul-12 B1 / BB / -- 500 6.400%
Republic of Turkey ‘18 Sep-12 Ba1 / BB / -- 1,500 MS + 185 bps

� The Sukuk market in 2012, has so far seen a total of US$ 13.85 billion of US$ international Sukuk 

– On the 18 th September, the Republic of Turkey priced the larges t non-investment grade Sukuk, largest non-Middle Ea st international Sukuk 
(together with Petronas 2014s) and the largest debu t sovereign Sukuk

� Although the sweet spot for Sukuk issues remains at 5 years, there is clearly appetite amongst investors for longer tenors given the recent 7-year Sukuk 
offerings by Emaar and JAFZ. Other noteworthy transactions that corroborate this point include:

– Dubai’s dual-tranche (5 and 10-year) US$ 1.25 billion RegS transaction, with an orderbook exceeding US$4.6 billion

– the Government of Malaysia’s US$2 billion dual tranche (5 and 10-year) Reg S/144A Sukuk offering, which received in excess of US$8.8 billion of orders

– the Republic of Indonesia’s US$1 billion 7-year Regs/144A Sukuk offering

2012 Year-to-Date Highlights
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Demand Patterns in International Sukuk Offerings

Republic of 
Turkey 144a / 

RegS due 2018

Participation by Geography

Jebel Ali Free 
Zone FZE RegS 
Only due 2019

Banque Saudi 
Fransi RegS 

Only due 2017

Government of 
Dubai RegS Only 

due 2017

Government of 
Dubai RegS 

Only due 2022

Kingdom of 
Bahrain RegS 
Only due 2018

Republic of 
Indonesia 144a / 
RegS due 2018
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The Sukuk product continues to benefit from strong liquidity in key GCC bank markets

UAE – Loans and Deposits Qatar – Loans and Deposits 

Source: Malaysia, UAE, Qatar and Saudi central banks
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Sukuk vs Conventional Bonds: Pricing Advantage

Dubai Dual-Tranche Sukuk – April 2012

Sukuk generally attract additional liquidity from Islamic dedicated financial institutions in the GCC and Asia, resulting
in more favourable pricing relative to their conventional peers

Qatar Dual-Tranche Sukuk – July 2012
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Sukuk Funding Alternatives
Although Sukuk are most commonly structured as senior unsecured instruments, Shari’a compliant structuring can be
used to achieve varying degrees of capital content

Tier 2 Instruments Tier 1 Instruments

Rights 
Issue

Alternative Tier 1 
(“AT1”) Capital

Senior

Equity-
Linked

True sale 
securitization

Capital Content

Equity PlacementLower tier 2 (“LT2”) 
subordinated 
Sukuk

Senior 
Unsecured
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Case Study: Republic of Turkey Debut Sukuk Offering



On September 18th 2012, the Republic of Turkey (“Turkey” or “the Republic”) priced a 5.5-year US$ benchmark
Sukuk offering. The much anticipated debut Sukuk from Turkey was extremely well received by the market, meeting
all the Republic’s objectives of investor diversification, size and price.

Republic of Turkey US$1.5 Billion 144a / RegS Debut due 2018

� Following the development of Turkey’s legal framework for
Sovereign Sukuk issuance, the Republic mandated Citi to arrange
its debut Sukuk offering. Citi had been previously advising the
Republic on how to implement the most efficient legal framework to
take advantage of the growing Islamic market

� As part of its marketing effort for the offering, the Republic held a
series of investor meetings in Saudi Arabia, the UAE, Singapore,
Malaysia and Qatar

� On September 17th, at 10:30 AM London time, initial price thoughts

Transaction Overview

Key Terms Summary

Obligor � The Republic of Turkey

Deal Highlights
• Largest non-investment grade Sukuk

• Largest non-Middle East international Sukuk*

• Largest debut sovereign Sukuk

• Largest orderbook for a Turkey US$ bond in almost 3 years 

• Lowest coupon for a US$ non-investment grade Sukuk

• Priced 8 bps inside z-spread on outstanding Global Bonds due April 2018

� On September 17th, at 10:30 AM London time, initial price thoughts
of ms+200 – 210 bps were communicated to the market

� By 4pm, strong momentum in the orderbook, which had surpassed
US$4.6billion, allowed the Republic to communicate official price
guidance at ms+190 – 200 bps

� With a high quality orderbook that grew throughout the morning of
the 18th to exceed US$7.1bn, the Republic launched its transaction
at a spread of 185 bps over Mid-Swaps, and was able to achieve its
target size of US$1.5bn

� The final pricing on the Sukuk was 8 bps inside the same-day
opening z-spread on Turkey’s outstanding Global Bonds due April
2018 with an oversubscription for the offering of 4.7x

� Through the transaction, the Republic was able to achieve its
objective of diversifying its investor base, with 58% of the Sukuk
allocated to Middle East investors, and 41% to purely Islamic
accounts

Obligor � The Republic of Turkey

Issuer
� Hazine Müsteşarlığı Varlık Kiralama Anonim 
Şirketi

Ratings � Ba1 / BB (M / SP)

Format � 144a / Reg S

Pricing Date � September 18th, 2012

Maturity Date � March 26th, 2018

Issue Size � US$1.5 Billion

Reoffer Price � 100.0%

Profit Rate � 2.803%

Issue Spread vs. UST � UST + 211 bps

Issue Spread vs. Mid Swaps � MS + 185 bps

Structure � Sukuk Al Ijarah

Listing � Irish Stock Exchange

Joint Lead Managers � Citigroup + 2

*Jointly with Petronas US$1.5 billion 4.250% Sukuk due 2014
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Middle East investors represented the largest participants in Turkey’s inaugural Sukuk. Moreover, 41% of the final
allocations were to purely Islamic investors.

Republic of Turkey US$1.5 Billion 5.5-Year 144a / RegS Sukuk

Orderbook Development
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Sukuk Structure Overview
The Republic of Turkey Sukuk was based on an Ijara (Sale-and-Leaseback) structure with full legal title transfer. The lease assets
underlying the transaction comprised government buildings used by the Ministry of Health and the Ministry of Food, Agriculture and
Livestock.

Hazine Müsteşarlığı Varlık Kiralama Anonim Şirketi
(Undersecretariat of the Treasury Asset Leasing Co.)

3 72

Sale of leasable 
assets

Purchase 
Undertaking

Assets are 
leased to 
RoT

(As Seller) (As Lessee) (As Obligor)

6
Servicing of leasable 

assets

(As Servicing Agent)

4

Substitution of 
leasable 
assets 5

Redemption 
Undertaking

No. Description Legal Agreements

1 Investors fund the Asset Leasing Company (“ALC”) and are issued Sukuk Representative Agreement; Offering documents

2 The ALC purchases the leasable assets from the RoT Purchase and Sale Agreement

3 The ALC leases the assets to the RoT Lease Agreement

4 The RoT, as lessee, can substitute assets held by the ALC in exchange for assets of the same value Substitution Undertaking

5 Upon purchasing Sukuk for its own account, the RoT can cancel such certificates and extract a proportionate value of assets from the 
ALC

Redemption Undertaking

6 The RoT, as Servicing Agent, is responsible for ensuring the assets are serviced on behalf of the ALC Servicing Agency Agreement

7 The RoT provides an undertaking to purchase the assets from the ALC at maturity or upon the occurrence of a default Purchase Undertaking

8 The ALC distributes profit periodically and the redemption amount at maturity Representative Agreement; Offering documents

Certificate holders

1 8
Subscription to 

Sukuk
Periodic Payments 
and Dissolution 
Amount at maturity
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IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or relied upon, by you
for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction"). Accordingly, you should seek advice based
on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a financing, underwrite or
purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or regulation, you agree to keep confidential the
information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, tax and accounting
characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or accounting advice, (b)
there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior management in your organization as to
such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, you and we hereby agree that from the commencement of discussions with
respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number. We may also
request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time without notice and are
not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which represent potential future events that may or
may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof and are subject to change without any notice. We and/or our
affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or indirectly, a favorable or
negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for specific recommendations or views contained in
research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures designed to limit communications between its investment banking and
research personnel to specifically prescribed circumstances.

© 2012 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

© 2012 Citigroup Global Markets Limited. Authorized and regulated by the Financial Services Authority. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and© 2012 Citigroup Global Markets Limited. Authorized and regulated by the Financial Services Authority. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and
registered throughout the world.

© 2012 Citibank, N.A. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

© 2012 Citigroup Inc. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our own environmental
footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi’s unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position Statement, the first US financial institution to do
so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology, and other carbon-emission reduction activities; (c) committing to an
absolute reduction in GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of carbon neutral power for our operations over the last three years; (e) establishing in
2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of electric power projects; (f) producing equity research related to climate issues that helps to inform investors
on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance understanding and solutions.

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.

efficiency, renewable energy and mitigation


