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Advanced Certificate in Sukuk Market Development

Issuance Process of Sukuk

Issuance Process of Sukuk:

Sukuk, often referred to as Islamic bonds, are financial certificates that comply with Shariah (Islamic law)
principles. The issuance process of Sukuk involves several key terms and vocabulary that are essential to
understand in order to participate in the Sukuk market. Let's delve into these terms and concepts to gain a
comprehensive understanding of how Sukuk are issued.

Sukuk:

Sukuk are certificates of equal value representing undivided shares in ownership of tangible assets,
usufructs, or services or in the assets of particular projects or investment activities. They are structured to
generate returns to investors without infringing Islamic prohibitions on interest (riba) and speculative
transactions (gharar).

Shariah Compliance:

Shariah compliance is a fundamental requirement for Sukuk issuance. It ensures that the Sukuk structure
and underlying assets are in accordance with Islamic principles. Shariah compliance is overseen by a Shariah
board, which consists of Islamic scholars who assess the structure of Sukuk to ensure they are compliant
with Shariah principles.

[ssuer:

The issuer is the entity that offers Sukuk to investors in the market. This could be a government,
corporation, or financial institution seeking to raise funds through Sukuk issuance. The issuer is responsible
for structuring the Sukuk, identifying the underlying assets, and ensuring compliance with Shariah
principles.

Originator:

The originator is the entity that transfers the ownership of underlying assets to the issuer for the purpose of
Sukuk issuance. The originator could be the same entity as the issuer or a separate entity that contributes
assets to back the Sukuk.

Investors:

Investors are individuals or institutions that purchase Sukuk from the issuer. They receive periodic returns
based on the performance of the underlying assets. Investors in Sukuk can include Islamic banks, asset
management companies, pension funds, and retail investors seeking Shariah-compliant investment
opportunities.

Underlying Assets:

The underlying assets are the tangible assets, usufructs, or services that back the Sukuk issuance. These
assets generate the returns distributed to Sukuk holders. Examples of underlying assets include real estate,
infrastructure projects, commodities, and lease contracts.
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Trustee:

The trustee is a third-party entity appointed to safeguard the interests of Sukuk holders. The trustee holds
the legal title to the underlying assets on behalf of Sukuk holders and ensures that the issuer complies with
the terms and conditions of the Sukuk.

Structure:

The structure of Sukuk refers to the legal and financial framework that governs the issuance and operation
of Sukuk. Sukuk can be structured in various ways, such as Mudarabah, Musharakah, ljara, Wakala, or Istisna,
each with its own set of rules and conditions.

Mudarabah:

Mudarabah is a partnership-based contract where one party provides capital (rab al-mal) to another party
(mudarib) for investment purposes. Profits generated from the investment are shared between the parties
based on a pre-agreed ratio, while losses are borne by the capital provider.

Musharakah:

Musharakah is a joint venture partnership where two or more parties contribute capital to a business
venture. Profits and losses are shared based on the partners' capital contributions, and all partners have the
right to participate in the management of the business.

ljara:

ljara is a leasing contract where one party (lessor) leases an asset to another party (lessee) in exchange for
periodic rental payments. In Sukuk structures, ljara is commonly used to generate returns for Sukuk holders
by leasing out underlying assets.

Wakala:

Wakala is an agency contract where one party (principal) appoints another party (agent) to act on its behalf
to manage a specific task or investment. In Sukuk structures, Wakala is often used to manage the
investment of Sukuk proceeds on behalf of Sukuk holders.

Istisna:

Istisna is a contract for the manufacture or construction of goods or assets where one party (manufacturer)
agrees to produce a specified item for another party (buyer) at a predetermined price and time. In Sukuk
structures, Istisna can be used to finance construction projects or manufacturing activities.

Documentation:

The documentation for Sukuk issuance includes the Sukuk prospectus, offering memorandum, trust deed,
and subscription agreement. These documents outline the terms and conditions of the Sukuk, rights and
obligations of parties, and the structure of the Sukuk transaction.

Rating:

Sukuk issuers often seek credit ratings from rating agencies to assess the creditworthiness of the Sukuk and
provide investors with an indication of the risk associated with the investment. Higher-rated Sukuk are
perceived as lower risk and may attract a larger pool of investors.
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Listing:

Sukuk can be listed on stock exchanges to provide liquidity to investors and enable trading of Sukuk in the
secondary market. Listing requirements vary by exchange and may include disclosure, compliance, and
reporting obligations for issuers.

Distribution:

The distribution of Sukuk involves marketing the Sukuk to potential investors through roadshows, investor
presentations, and meetings. Issuers work with underwriters, arrangers, and placement agents to distribute
Sukuk to a wide range of investors globally.

Subscription:

Investors subscribe to Sukuk issuance by submitting subscription forms and committing to purchase a
specified amount of Sukuk at a predetermined price. Subscription periods are often limited, and investors
may need to meet eligibility criteria to participate in the issuance.

Allocation:

After the subscription period ends, the issuer allocates Sukuk to investors based on their subscription
amounts and preferences. Allocation decisions are typically made by the issuer or underwriters to ensure a
fair distribution of Sukuk among investors.

Settlement:

Settlement of Sukuk involves the transfer of funds from investors to the issuer in exchange for Sukuk
certificates. Settlement processes may vary depending on the jurisdiction and market practices, but typically
involve the delivery of Sukuk certificates to investors upon payment.

Secondary Market:

The secondary market for Sukuk enables investors to trade Sukuk certificates after the initial issuance.
Investors can buy and sell Sukuk on stock exchanges or over-the-counter markets to realize capital gains or
adjust their investment portfolios based on market conditions.

Defaults and Remedies:

In the event of a default by the issuer or failure to meet obligations under the Sukuk, remedies may include
restructuring the Sukuk, accelerating payment, or enforcing security over underlying assets. Default
provisions are outlined in the Sukuk documentation to protect the interests of investors.

Regulatory Framework:

The regulatory framework for Sukuk issuance varies by jurisdiction and is governed by regulatory authorities
that oversee the issuance, listing, and trading of Sukuk. Regulatory requirements may include disclosure,
reporting, and compliance with Shariah principles to ensure investor protection and market integrity.

Challenges:

The issuance process of Sukuk faces several challenges, including regulatory complexity, market volatility,
liquidity constraints, and structural issues. Overcoming these challenges requires collaboration among
issuers, investors, regulators, and market participants to promote the growth and development of the Sukuk
market.
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In conclusion, the issuance process of Sukuk involves a series of key terms and concepts that are essential
for understanding how Sukuk are structured, marketed, and traded in the global market. By familiarizing
oneself with these terms and vocabulary, participants can navigate the complexities of Sukuk issuance and
contribute to the growth and development of the Sukuk market.
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