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30" November 2020

DISCUSSION INTRODUCTION

HERE AND NOW: THE OPPORTUNITY ON OFFER FOR UK
ISLAMIC FINANCIAL SERVICES

The world has changed. How the UK Islamic financial services industry chooses to respond to these changes may

be a generation-defining moment. How can we use this opportunity to leverage our ethical lead and strengthen our
position and service proposition in the wider UK market? How can Islamic finance mobilize to address the imminent
challenges of the real economy and provide not just liquidity support, but solvency support to the vital SME and
corporate sector? How can the wider community be enticed to take advantage of the Islamic financial services
proposition based on our core values of responsibility, ethicality and inclusivity? Does technology and innovation play
a key role in such a proposition? What opportunities do the UN Principles for Responsible Banking offer UK Islamic
financial institutions, and what obligations and responsibilities to their stakeholders are placed on those institutions?
Lastly, how can the core values of Islamic finance be further applied to socially responsible finance and investment

strategies?

YOUR PANEL

WAYNE EVANS AHSAN ALI

Senior Advisor Head of Islamic AMIR FIRDAUS
International Strategy, Origination, Standard Chief Financial Officer,
TheCityUK Chartered Bank Al Rayan Bank

LAURIE MAYERS

Associate DR USMAN
Managing Director, STELLA COXCBE CHAUDRY
Financial Institutions Group, =~ Managing Director, Chief Risk Officer,
Moody’s Investors Service DDCAP Group Gatehouse Bank
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30" November 2020

IFN UK: FAITH INTHE FUTURE

As the UK prepares to leave the EU for good, the political atmosphere in the country might be
uncertain — but one thing is for sure: its commitment to building Islamic financial alternatives
remains strong. Returning to the UK for yet another exceptional event supported by regulators at
the highest level, the IFN UK OnAir Forum 2020 explored the most exciting domestic opportunities
and inward investment avenues within a market that continues to grow from strength to strength.
LAUREN MCAUGHTRY details the discussions that took place.

With four licensed Islamic banks and
over 20 international banks offering
Shariah compliant financial products,
the UK’s Islamic finance industry is

a favorite destination for foreign
investors, particularly within its
flourishing real estate sector. Alongside
its thriving banking industry, the
London Stock Exchange (LSE) is also
one of the most active Sukuk listing
destinations in the world, with 67 listed
Sukuk and three Islamic exchange-
traded funds to date. On top of this,
Brexit has focused attention on the
country’s international trade and
financial relationships with existing
non-EU trade partners, especially

with key Islamic finance markets

from the regions of the Middle East
and Southeast Asia.

IFN was delighted this year to
welcome three distinguished

www.redmoneyevents.com
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keynote speakers across the vibrant

and content-heavy event week, each of
whom brought a different perspective and
diverse expertise to the table.

Opening the event was John Glen MP, the
economic secretary to the treasury and
city minister and an old friend of IFN, who
joined us for the third time to express

the UK's support for the Islamic finance
sector.

“We in government are entirely

committed to not just ensuring that the

UK remains a world leader in Islamic
finance, but to building on this

position,” he stressed. “The
world is in a very different
place to when we last met.
The coronavirus pandemic

has transformed all our

enormous public

health and financial challenges to the
global community.” He highlighted the
important role that Islamic finance would
play in driving the economic recovery
from the pandemic, as well as identifying
the fast-approaching conclusion of Brexit
talks. “This is a significant moment for the
UK, and we believe it opens a new chapter
for financial services... as a forward- and
outward-looking economy,” he noted.
“And | know that the UK’s Islamic finance
sector will have a big part to play in
shaping that vision and seizing the
opportunities that stem from this pivotal
time.”
& Continuing on the second day, the
“ .} Lord Mayor of the City of London
@wfw 9 William Russell, emphasized this
)

——;°  commitment. "We live in complicated
times,” he said. "But there is
‘ . nothing complicated about

the UK'’s resolve and focus on
Russell

IFN UK ONAIR POST-EVENT REPORT 2020 | 3



Islamic finance. We have a longstanding
tradition of financial innovation, open to
new ideas and ways of working: which is
why the UK offers more Islamic finance
services than any other western
country. These mechanisms have
helped finance some of the most

facility, the first such account ever from
a western central bank, set for the first
quarter of 2021. Click here to read more
about the Alternative Liquidity Facility.

'”'"@5&%5 “The core principles of Islamic finance
are strikingly well-suited to responding

iconic London projects: including to some of the biggest challenges we

The Shard, the Olympic Village, 3 will all face in rebuilding our economy

and Battersea Power Station. Just B ! once COVID has passed, he said.

to look over the London skyline P '/;L\ “Prioritizing equity-like risk-

is to appreciate Islamic finance. sharing over debt; factoring

And it is a market that continues ethical and environmental

to develop... Put simply, we are home to considerations into investment decisions;

much of the development and innovation and embracing innovative financial

in Islamic finance.” solutions beyond traditional banking. And

that lies four-square within the Bank of

England’s mission to promote the good

of the people in the UK, Muslim and non-

Muslim alike.”

Here and now

The first panel session of the event
focused on exploring the broader
opportunities on offer for UK Islamic
financial services, especially as the

world adapts and evolves in response

to the current crises of COVID-19 and
climate change. Hosted by Wayne Evans,
the senior advisor for international
strategy at TheCityUK, a panel of highly
experienced and expert speakers debated
the various ways in which the UK could
mobilize Islamic finance to address both
opportunities and obstacles within its
current financial landscape.

He highlighted two particular
opportunities that he believed could

help Islamic finance become even more
substantial. “The first is fintech. There

are 150 active, certified Islamic fintechs
globally. The UK boasts the largest
number at 26 (second is Malaysia with 18,
and the UAE with 15). We have already
proved we have the expertise, products,
and regulation in place to cater for Islamic
fintech innovation.” The second major
trend is green finance, a field in which the
UK is already a world leader. “Finance and
sustainability are huge priorities for our
government. Let me make it clear. The
City, London, and the whole of the UK
wants to work with you to make Islamic
finance green by default.”

Islamic financial system, and London has

Cox, the managing director of DDCAP
Group, who pointed out the numerous
areas in which the UK excelled: including
asset management, investment, real
estate, domestic banking and financial
inclusion, service providers, and more.
“The co-existence of so much Islamic
financial sector capacity and capability
within the UK has created additional

and significant benefits for us here. It's
made the UK an attractive destination
for Shariah compliant investment, and a
lot of flows have been inbound from the
GCC and Southeast Asia. The investment
flows have traditionally been deployed
to real estate and certain assets within
infrastructure development, but they
are now also serving to support

our own Halal economy and its
development. That encompasses
Shariah compliant firms in

areas such as fashion, food and
pharmaceuticals, and many of

those are injecting still greater

The event concluded on the third day with
a detailed address from Andrew Hauser,
the executive director for markets at the
Bank of England, who gave a detailed
rundown of the Bank of England’s work
on Islamic finance, and announced

the official launch date for its Shariah
compliant non-interest based deposit

www.redmoneyevents.com

“The UK has a prominent role in the global

been one of its leading hubs,” noted Stella

30" November 2020

momentum into our diverse and exciting
new technology businesses.”

Dr Usman Chaudry, the chief risk officer
at Gatehouse Bank, emphasized the
growing demand that he was seeing
among customers both for Shariah and
ethical-based finance. “"Much of our focus
from customers is on ESG [environmental,
social and governance], which is near

the top of their reasons for choosing

a finance provider. ESG hasrisen in
prevalence only recently, but it has high
levels of correlation with the principles
that underpin Shariah compliant finance,
and that’s been in place for a lot longer.
What we see is that the focus is very much
on education and communication, and
the need to engage with our customers
and explain to the wider community the
ethical approach that Islamic finance
stands for. Clearly as an industry, we need
to work harder together so that our voices
are louder than just one single firm.”

Laurie Mayers, the associate managing
director of the financial institutions group
at Moody's Investors Service, gave an
honest and unvarnished view of the
operating environment from a regulatory
and ratings perspective.

“Islamic banks operating in the UK
are subject to the same regulatory
environment as other financial
institutions, and must carry on
their business and compete in the
same operating environment as
non-Islamic finance providers,” she
noted. “For this reason, it's important

IFN UK ONAIR POST-EVENT REPORT 2020 | 4
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to remind ourselves what that operating
environment was, leading up to 2019,
as well as how the current crisis has
impacted the banking sector.”

"Despite the pandemic,
UK banks have
continued to invest

to address
regulatory

change"
—Laurie
Mayers

She pointed out a number of trends that
have pressured the UK's banking sector

in recent years, including pressure on net
interest margins due to lower rates and
stiff competition in the mortgage and
home finance market; as well as concerns
about deteriorating asset quality due to a
weakening of the operating environment
ahead of Brexit. “Our outlook for the UK
banking system as a whole was negative,”
she said. “We revisited that in March
when the pandemic onset, and confirmed
that outlook due to increasing pressure on
UK banks’ asset quality and profitability.
Fast forward to 2020 and if anything, the
current crisis has accelerated these
trends and challenges.” She pointed
out that Islamic banks face higher
funding costs and greater pressure
on margins. “Despite the pandemic,
UK banks have continued to invest
to address regulatory change,

and in addition they must

www.redmoneyevents.com
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continue to invest to meetincreasing
competition from banks and fintechs... for
this reason, there is pressure to achieve
greater cost efficiencies to create profits.”

“In terms of recovery,
we’ve seen a huge pent-
up demand for Islamic
finance, coming not
only from Muslims in
the UK but from other
investors,
including the
non-Muslim

sector"
—Amir
Firdaus

It's not all bad though, and Amir Firdaus,
the chief financial officer at Al Rayan
Bank, presented a more optimistic
viewpoint. “We've been very successful
in growing our retail book together with
our commercial financing book and also
our premium offerings,” he commented.
“The bank continues to develop very well
in the market, and COVID has brought
a very unique view on how we see the
quality of the assets. What we’ve seen
so far is that the asset class we are
dealing with, based on real estate,
has shown itself to be very resilient
in the coronavirus situation. Yes,
there are some issues on the retail
side where retail shops etc
are facing some issues, but

in general, the Islamic finance book has
been very resilient across the industry —
losses are very low, defaults have been
very low, and | think that is unique to
Islamic finance. In the UK there is a lot
more family values placed on Islamic
finance, and that strengthens the book.
We've not seen the level of losses we saw
in 2007-08, for example, and we expect
this to continue. In terms of recovery,
we've seen a huge pent-up demand

for Islamic finance, coming not only

from Muslims in the UK but from other
investors, including the non-Muslim
sector. A lot of the high street banks have
exited the market, while Islamic banks
have been a lot more nimble. The Islamic
finance industry in the UK is still very
profitable, and very investor-friendly.”

Ahsan Ali, the head of Islamic origination
at Standard Chartered Bank, discussed
developments in the global Islamic finance
market, and especially the potential of
Sukuk and sustainable finance to support
further growth. He also stressed the
acceleration of digitization across Islamic
financial services, and the importance of
this trend.

“In terms of the Sukuk market, things
froze up a little between March and May
due to COVID-19, but we've seen a fully-
fledged jump in line with the conventional
debt capital markets, due to the liquidity
surge coming in, the government

support, and the low interest rates,” he
noted. “This has led to a debt frenzy in
the conventional markets, and that's
translated to the Islamic markets as well.
There is market momentum out there,
driven by liquidity and demand. | think the
Sukuk market is back and we have already
seen record issuance levels this year.” 17
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KEY TAKEAWAYS

The UK enjoys a prominent role in global Islamic finance, with London among its leading hubs. One reason that the UK has achieved it prominence is
due to supportive government policy. Our founding domestic market premise was financial inclusion and our UK business outreach has historically been
focused on other leading industry hubs in the Middle East and Asia, with whom we sometimes compete but have also collaborated to best effect.

The existence of evolved Islamic financial sector capability within the UK has created significant benefits for us. Britain is an attractive -
destination for Shariah compliant investment. Traditionally deployed to real estate, it now supports our Halal economy encompass- Y 4
ing fashion, food and pharmaceuticals plus our unique fintech capability, within which another market ecosystem is evolving. i & "
&y - -
A

Post Brexit, UK will maintain our global reputation for Islamic professional advisory services and development of market standards ]
that ensure best financial practice. This may be particularly apparent with regard to sustainable and responsible financial ap- . 4
proaches, where our Islamic financial firms are already included among global stakeholders.

WS

—

Stella Cox, Managing Director, DDCAP Group

On behalf of TheCityUK, | was honoured to host the opening panel of the IFN UK OnAir Forum 2020. Following the keynote speech of John Glen MP, the
Economic Secretary to HM Treasury and City Minister, the panel of highly experienced and expert speakers set the tone for the whole event.

UK Islamic finance has been accused of resting on its laurels. But speaker after speaker confirmed the depth, strength and expertise of
the sector and the commitment from Government and industry to maintain the UK’s place as the leading western hub for Islamic
finance. There are global challenges for Islamic finance and while events such as the IFN OnAir Forum series should raise these

issues they also offer opportunities for them to be addressed and overcome. The IFN UK OnAir Forum 2020 successfully proved

that.

Wayne Evans, Senior Advisor International Strategy, TheCityUK

OVERALL EVALUATION OF THE EVENT

20%

Excellent

45% Good | 3 5% Average

DELEGATES WHO WOULD LIKETO ATTEND IFN UK FORUM 2021 DELEGATE BREAKDOWN

Delegates

g

Speakers

81% 19%

4% 96%
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OVERVIEW

DELEGATE JOBTITLE BREAKDOWN

13% ‘24% ‘ 34%’ 20%’ ‘ 9% ’

Board Level Management Senior Management Management Executive Others

DELEGATE BREAKDOWN (INTERNATIONAL & LOCAL)

International

SESSION EVALUATION

HERE AND NOW:THE OPPORTUNITY ON OFFER FOR UK
ISLAMIC FINANCIAL SERVICES

26% 52% 22%

www.redmoneyevents.com IFN UK ONAIR POST-EVENT REPORT 2020 |7




1%t December 2020

DISCUSSION INTRODUCTION

PUTTING ISLAMIC FINANCE TO WORK: ISLAMIC CAPITAL
MARKETS, SUSTAINABLE & GREEN FINANCE

In times of stress do Sukuk offer some semblance of stability? What is the likely timetable and structure of the second
UK Sovereign Sukuk and what will this mean for UK Islamic wholesale markets? What funding options do UK Islamic
financial institutions have for satisfying requlatory capital and liquidity requirements, particularly in a stressed
environment? What is the status of the Bank of England facility and what will it do? Where and how are technology
and innovation disrupting traditional capital-raising channels? What do social, pandemic and disaster recovery bonds
offer and how can Islamic finance solutions feature? Beyond credit, what vehicles and structures will feature in the
financing of responsible, social and humanitarian projects and where does commodity Murabahah play a role? How
can SDG3 - promoting health and wellbeing - be prioritized and what do SDG bonds and Sukuk offer? How significant
are developments in ESG ratings, screening technologies and disclosure requirements and how has sustainable
finance responded? Finally, where will we see examples of overlap and cooperation between Islamic finance and
green and sustainable finance initiatives? We seek the views of an expert panel.

YOUR PANEL

ot B

RAZVAN DUMITRESCU
Principal, Local Currency and

FARMIDA BI DR MOHAMMED R. KROESSIN Capital Markets Development,
Chair, Europe, Middle East and ARSHADUR RAHMAN Head of Islamic Microfinance, European Bank for Reconstruction
Asia, Norton Rose Fulbright Manager, Bank of England Islamic Relief Worldwide and Development

SAMINA AKRAM
Managing Partner, Samak Ethical SCOTT LEVY SIMON MELDRUM
Finance CEO, Bedford Row Capital Investment Specialist, British Red Cross
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PUTTING ISLAMIC FINANCE TO WORK

The second day
focused on the
twin avenues
of capital
markets and
sustainable
finance,
particularly in the
light of the LSE’s
strength in the fields of both Islamic and
green debt.

Farmida

The speakers explored the likelihood
of a new sovereign Sukuk from the
UK, and what it could mean for
Islamic wholesale markets, as well
as discussing the funding options
available to UK Islamic financial
institutions for satisfying
regulatory capital and liquidity

www.redmoneyevents.com

Arshadur

2

Dr Mohammed

requirements, particularly in a
stressed environment, and the
status of the Bank of England

panel also discussed how
technology and innovation
are disrupting traditional capital-raising
channels, the role that Islamic solutions
could play in developing social, pandemic
and disaster recovery bonds, and the
vehicles and structures that could feature
in the financing of responsible, social and
humanitarian projects.

Moderated by Farmida Bi,
the chair of Europe, Middle
East and Asia at Norton
Rose Fulbright, speakers
included Arshadur Rahman,

a manager at the Bank of

;O

:ﬁ. 7 RKroessin, the head of
Sl

liquidity facility. The A\ /L

Dumitrescu

] England; Dr Mohammed
Islamic microfinance
at Islamic Relief
Worldwide; Razvan
Dumitrescu,
the principal of local
currency and capital
markets development at the
European Bank for Reconstruction and
Development; Samina Akram, the
managing partner of Samak
Ethical Finance; Scott Levy, CEO
at Bedford Row Capital; and
Simon Meldrum, an investment
specialist at the British Red

Levy

-
Cross. 5

Meldrum
Samina
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KEY TAKEAWAYS

KEY TAKEAWAYS

Globally the need for humanitarian assistance is growing. Five times more humanitarian assistance is required today than in the previous decade, with
projected requirements set to double to USs$5o billion per year by 2030, according to the World Economic Forum.

The Red Cross and Red Crescent (RCRC) Movement is the world’s largest independent humanitarian network, comprising more than 17 million volunteers
across 191 national societies.

RCRC is exploring new sources of funding and financing for humanitarian action and to enable the movement’s mission including private capital, public
markets and Islamic finance.

As an ethical and values-based financing approach and one that support financial inclusion of communities, Islamic finance is
consistent with the movement’s fundamental principles of universality, impartiality, and neutrality.

Innovative humanitarian finance refers to a range of strategies to make effective use of, and/or generate, financial resources to
achieve sustainable development goals or humanitarian goals.

Simon Meldrum, Innovative Finance, Red Cross

The UK government has always been a very strong supporter of the Islamic finance industry. To cement its commitment further, on the 24" June 2014,
the UK government sent a very strong message to the finance sector by becoming the first country outside of the Islamic world to issue a sovereign
Sukuk.

The UK's first sovereign Sukuk received very strong demand with orders totalling around US$2.3 billion.

Allocations were made to a wide range of investors including sovereign wealth funds, central banks, domestic and international financial institutions
from the Middle East, Asia and here in the UK.

From what we are seeing, the market is reacting very positively to the announcement to the second Sukuk. This further highlights that the UK govern-
ment is serious with its commitment to the industry. We also feel this news will attract further issuance to the UK. London Stock Exchange remains a
key global venue for Sukuk listings. To date, more than USs$5o billion has been raised through 68 Sukuk issues on the London Stock Exchange.

With regards to the likely timetable and structure of the Sukuk offering, very little is known at this stage.

We heard from John Glen, the economic secretary to the Treasury, who during his keynote address at the IFN UK OnAir Forum
confirmed that the UK government is fully committed to issuing the second sovereign Sukuk. This is very positive news for our
UK Islamic finance industry and | wouldn’t be surprised if it's not 11 times oversubscribed again. Sukuk are a valuable instru-
ment, both for issuers and investors. They are a liquidity management tool for Islamic banks and institutions and can act as a
source of portfolio diversification for conventional institutions.

Samina Akram, Managing Partner, Samak Ethical Finance

Islamic social finance assets such as Zakat or Waqf should be seen as a critical and integral part of Islamic finance. Estimates range from USs5o billion

to USs500 billion, even to USsa1 trillion of Zakat that can be mobilized every year. If we looked at Zakat through the eyes of financial intermediation
rather than just charity, it could be a game changer. And that is exactly what we need, given the challenges of our time — climate change or COVID-19 or
rebuilding Syria.

Of course, Zakat is for the poor and the needy etc and their established methods for collection and distribution but that is not say
that we couldn’t or shouldn’t find a way to utilize Zakat with the highest possible impact.

Zakat flows could, for example, be used as the capital based against which we could secure a Sukuk offering creating a size-
able impact investment fund.

Dr Mohammed R. Kroessin, Head of Islamic Microfinance, Islamic Relief Worldwide

The main takeaway has been that there is a common understanding that Islamic finance has deeply ethical and sustainable rooted aspect in their way
of doing business. With this ‘code of conduct’, it should not be difficult to bring together the aspects of Islamic finance and environmental, social and
governance (ESG) on the conventional side. This can have a deep impact on society; not just the commercial side, microfinance
and charitable activities all can benefit from a closer alignment of the global ESG push. Islamic finance is a natural beneficiary of
this trend but work needs to be done to ride the current waves.

T
Y

Innovation can come from anywhere and it is important to draw as much knowledge and insight from the deep pool of expertise
in the market (from the Bank of England through liquidity management, down to grassroots funding mechanisms). The outlook d »,,,_// 1
is positive and impact can be real. Py 5

Scott Levy, CEQ, Bedford Row Capital
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OVERVIEW

KEY TAKEAWAYS

Islamic finance has a key role to play in supporting the post-COVID-1g recovery and the IFN UK OnAir Forum proved an excellent platform to explore
joint opportunities as well as critical issues such as converging standards.

It is now clear that the Sukuk market would benefit from positioning itself as a core element of the sustainable finance toolkit. It is
encouraging to witness first-hand the latest developments commitment to the product from our long-term partners at the Bank
of England through launching their new Alternative Liquidity Facility and promoting the risk-sharing merits of GDP-linked
instruments which can be structured in Sukuk form.

While the European Bank for Reconstruction and Development is primarily a conventional Islamic finance institutional investor,
we will support our clients to tap the Sukuk market especially in Turkey, North Africa and Central Asia.

p \:yL

Razvan Dumitrescu, Principal, Local Currency and Capital Markets Development, European Bank for Reconstruction and
Development

OVERALL EVALUATION OF THE EVENT

31%

Excellent

46% Good | 23% Average

DELEGATES WHO WOULD LIKE TO ATTEND IFN UK FORUM 2021 DELEGATE BREAKDOWN

Delegates

Speakers

7% 93%
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DELEGATE JOBTITLE BREAKDOWN

<15%) <23% (29%> 25%> <8%>

Board Level Management Senior Management Management Executive Others

DELEGATE BREAKDOWN (INTERNATIONAL & LOCAL)

o
=N

51%

International

SESSION EVALUATION

PUTTING ISLAMIC FINANCE TO WORK: ISLAMIC CAPITAL
MARKETS, SUSTAINABLE & GREEN FINANCE

Good

Average

Excellent

26% 52% 22%
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KEYNOTE ADDRESS

WHY ISLAMIC FINANCE HAS AN IMPORTANT ROLETO PLAY IN
SUPPORTINGTHE RECOVERY FROM COVID —AND HOW THE BANK
OF ENGLAND’S NEW ALTERNATIVE LIQUIDITY FACILITY CAN HELP

By Andrew Hauser, the executive director of markets

It's a privilege to be with you today to
talk about the Bank of England’s work
on Islamic finance — and to announce
the launch date for our new Shariah
compliant non-interest based deposit
facility, the first such account from a
western central bank.

The facility, in which deposits from
Islamic banks will be backed by a return-
generating fund of high-quality Shariah
compliant assets, will further strengthen
the UK's role as the leading international
financial center for Islamic finance outside
the Muslim world.

But it also goes deeper — because the
core principles of Islamic finance are
strikingly well suited to responding
to some of the biggest challenges we

will all face in rebuilding our economy
once COVID has passed. Prioritizing
equity-like risk-sharing over debt.
Factoring ethical and environmental
considerations into investment
decisions. And embracing innovative
financial solutions beyond traditional
banking.

And that lies four square within the Bank

of England’s mission to promote the good
of the people of the UK, Muslim and non-
Muslim alike.

Global growth in Islamic
finance

Islamic finance is a global success story,
with assets of US$2.4 trillion in 2019

Table 1: Size and composition of the Islamic financial services Industry (in US$

billion, 2019)

Region Banking | Sukuk Islamic | Takaful Total Share

assets outstanding | assets | contribution

fund

GCC 851 201.5 36.1 11.7 1,106.6 | 45.4%
South East 210.5 303.3 26.7 3.02 573.5 23.5%
Asia
Middle East 581.3 19.1 16.5 11.36 631.3 25.9%
and South
Asia
Africa 33.9 1.8 1.6 0.55 37.9 1.6%
Others 53.1 11.7 21.1 0.11 89.3 3.7%
Total 1,765.8 543.4 102.3 27.07 2,438.6 | 100%
Sjhare 72.4% 22.3% 4.2% 1.1% 100%
*GCC (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the UAE). Source: Islamic

Financial Services Industry Stability Report 20202

Chart 1: Global Sukuk issuance and stock outstanding
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Source: Islamic Financial Services Industry Stability Report 2020
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(Table 1). That's 11% higher than a year
earlier, and fully a third bigger than in
2015.

Three quarters of those Islamic finance
assets are held by banks —and are large
enough to play a systemic role in 13
countries. There's also a nascent Islamic
insurance industry (Takaful) —and a
much larger capital market, anchored
around the growing stock of Sukuk
issued by companies and governments
(Chart 1), and over 1,500 Shariah
compliant investment funds.

The role of the UK and the
Bank of England in supporting
Islamic finance

So far, so impressive. But what, you might
ask, does all this have to do with the UK
or the bank of England, when the center
of gravity for Islamic finance lies in the
Middle East, North Africa, South and
Southeast Asia?

Well, the fact is that, outside those
regions, the UK is the pre-eminent

center for Islamic finance. And that
reflects its significant, well-established
domestic Muslim population; its strong
relationships with the wider Muslim world;
and its deep expertise in financial market
origination and distribution, embedded in
a mature legal and regulatory framework.

Indeed, Islamic finance in the UK goes
back many decades (Table 2): from
commodity-based short-term liquidity
management and trade finance in the
1970s, to the first UK Islamic bank,
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Chart 2: Green Sukuk issuance
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investment funds and Takaful in the early
1980s.

I am proud to say that the Bank of
England has been involved throughout
those developments.

A key moment, which some of you will
recall first-hand, came in 2003 when

our then governor, the late Sir Edward
George, delivered a speech in which he
talked about being touched by the plight
of Muslim neighbors who had had to use
a conventional interest-bearing mortgage
to purchase their home, reluctantly and
against their principles. He reflected on
how sad and unnecessary this seemed,
given the UK financial system’s capacity
for innovation in meeting the needs of
different parts of society.

To put that right, the Bank asked a senior
working group drawn from the public

and the private sectors to identify the
changes needed to legal, tax and regulatory
arrangements. Those changes formed the
foundations of the system we have today.
They were subsequently reinforced by a
2007 FSA [Financial Services Authority]
paper articulating how Islamic finance could
be fairly and consistently supervised within
a secular regulatory framework. Thirteen
years later, one of the co-authors of that
paper —Arshadur (Ash) Rahman, known to
many attending Islamic Finance Week —is
the driving force behind our new facility.

The regulatory approach set out by Ash
and his co-authors still applies today. A
preference for principles over excessively
rigid rules, able to respond to diverse
and evolving markets, and reduce the
scope for regulatory arbitrage. Avoiding
unnecessary regulatory obstacles to
Islamic finance, while giving no special
favors. And recognizing we are secular,
not religious, regulators, who cannot
opine on Shariah compliance, and equally
cannot disapply regulations either. To

www.redmoneyevents.com
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Table 2: Islamic finance in the UK — selected timeline

1970s

London market brokers offer wholesale liquidity management using
commodities

1982

Switzerland-based Dar al Mal al Islami opens London office offering
investment management services

1983

Establishment of first Islamic bank, Albaraka Bank (ceased 1993)

Establishment of first UK Islamic insurance (Takaful) company, Takaful UK

1996

Islamic mortgages offered in the UK by United Bank of Kuwait (now Ahli
United Bank)

2003

HSBC Amanah launches Islamic mortgages and bank accounts in the UK

2004

Authorization of Al Rayan Bank (formerly Islamic Bank of Britain)

Court case of Beximco vs Shamil Bank of Bahrain establishes principle
that secular authorities cannot opine on Shariah compliance

Bank ABC offers Islamic mortgages under Al Buraq brand

2005

Children's Mutual launches Shariah compliant Child Trust Fund

Lloyds TSB offers Shariah compliant current account

2006

Authorization of European Islamic Investment Bank (ceased in 2018)

First Sukuk listed on the London Stock Exchange (Tabreed, US$200
million)

2007

Authorization of Bank of London and the Middle East

Authorization of investment firm Amiri Capital (ceased 2018)

Financial Services Authority outlines regulatory approach to Islamic
finance in "Islamic finance in the UK: regulation and challenges"

2008

Authorization of QIB (UK) (formerly European Finance House)

Authorization of Gatehouse Bank

Authorization of British Islamic Insurance Holdings/Principle Insurance
(ceased 2013)

Consultation paper CPo8/22 establishes liquid asset buffer requirement
for all UK banks

2012

Authorization of ADIB (UK) Ltd (ceased 2020)

HSBC Amanah exits UK market

2013

Authorization of Cobalt Underwriting

London hosts the World Islamic Economic Forum, the first time outside
the Muslim world

2014

UK government issues its first sovereign Sukuk

Authorization of Investment firm Arabesque Asset Management

TAM Asset Management launches Shariah compliant investment funds

2015

Islamic Insurance Association of London established

Bank of England commences Shariah compliant facilities project

2017

Authorization of Shariah compliant crowdfunding firmYielders

Columbia Threadneedle Investments launches Shariah compliant global
equity fund

Authorization of Shariah compliant home finance firm Strideup Homes

2018

Al Rayan Bank issues first sterling-denominated residential mortgage-
backed Sukuk

2019

Registration of PrimaDollar Factoring, Shariah compliant trade finance
firm

2020

Authorization of Investment firm Wahed Invest

Registration of several Shariah compliant e-money and payment services
firms and agents, including: Niyah, Moneemint, Rizq

2021

Planned launch of the Bank of England's Alternative Liquidity Facility
(ALF)

Sources: Bank internal analysis and FCA Register
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deepen our international engagement
further, the Bank of England joined the
Islamic Finance Stability Board as an
associate member in 2015.

That approach has paid off. Today, the UK
is home to four exclusively Islamic banks
with assets of over GBP5 billion, more
than a dozen conventional banks offering
Shariah compliant services, a host of
investment firms, and a thriving advisory
sector.

Islamic finance and COVID

Of course, there have been many
challenges over the years — but none
perhaps quite as serious as the COVID
pandemic. The human cost has been
enormous — as has the economic impact,

particularly in parts of the Muslim world. |
know that some worry that COVID might
slow the pace of growth in Islamic finance,
as economic activity declines, and market
participants revert to more conventional
tools to meet the daunting financing
needs of the crisis.

But that needn’t be so — because key
aspects of Islamic finance make it
particularly well suited to financing the
post-COVID recovery:

e First, the philosophical focus on
equity-like sharing of risk and reward
will become increasingly relevant as
market participants get to grips with the
scale of debt accumulated in response
to COVID. The attractions of debt are
obvious when interest rates are so low
— particularly for those able to lock in
long-term fixed rates in local currencies.
But those borrowing at floating rates, at
short maturities, or in foreign currencies,
face sharp negative income shocks
when rates rise, debt rolls over, or local
currencies depreciate. Risk-sharing
contracts, including those promoted by
Islamic finance, pose materially lower
medium-term risks to stability. The
Bank of England has long advocated
the risk-sharing merits of GDP-linked
instruments, which could be packaged
in Sukuk form. And, together with the
Treasury and the FCA, we have recently
announced a high-level working group
to consider ways to foster a longer-term
financial markets culture to support
productive investment.

e Second, Islamic finance seeks to
avoid investing in socially detrimental
activities. In fact, it was pro-ESG
[environmental, social and governance]
before the term was ever invented!

www.redmoneyevents.com
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Chart 3: Number of Islamic finance fintech firms by country
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Source: Data from https://ifnfintech.com/landscape/, and Bank calculations.

Issuance of so-called ‘green Sukuk’ has
risen sharply in the past three years
(Chart 2) —and the IsDB issued an
innovative USs$1.5 billion sustainability
Sukuk in June. But these are still quite
modest numbers relative to the vast
sums of money now looking to invest in
credible ESG assets. So there's plenty of
scope for further growth.

* Third, the prohibition on many
forms of traditional banking in
Islamic finance should naturally spur
exploration of more innovative forms of
intermediation. There's great interest
in exploring the scope for Islamic
fintech like Shariah compliant e-money
platforms and peer-to-peer lenders,
to tackle a range of issues, including
financial inclusion. The UK is a world
leader in this sector (Chart 3).

The challenges of managing
liquidity in Islamic finance
banks

As well as supporting the safe
development of new types of Islamic
finance, we also recognize some of the
challenges facing more established parts
of the sector.

Islamic banks, for instance, have long
faced profound challenges in efficiently
managing their liquidity, and it's here that
the Bank of England’s new non-interest
based central bank deposit facility is
designed to help level the playing field.

All banks need to manage expected and
unexpected outflows, eg as depositors
make payments and withdrawals.
Conventional banks hold a range of

high-quality liquid assets to meet
those obligations, including cash and
central bank reserves; government
and corporate debt; and asset-backed
securities and commercial paper.
They can also borrow in secured and
unsecured money markets and, as a
backstop, from central banks.

But Islamic banks’ prohibition on the
payment or receipt of interest means
they can’t access many of these tools.

To avoid being caught short, they have
historically had to structure their business
in inherently narrow or inefficient ways,
for example by holding large stocks of
non-interest bearing cash, or limiting their
offerings of short-term deposits.

Ironically this left them relatively well
placed to weather the Global Financial
Crisis of 2008-09: in aggregate UK Islamic
banks remained liquid, in a market where
liquidity was otherwise very scarce. But
they found it harder to adjust to the post-
crisis Basel 3 liquidity rules, which gave
center stage to the very instruments they
were prohibited from holding, including
government bonds, such as UK gilts and
US Treasuries, and remunerated central
bank reserves accounts.

To meet this challenge, the Basel liquidity
rules give national supervisors discretion
to treat Sukuk as high-quality liquid assets
(HQLA), subject to haircuts or other
conditions. The consequent increase

in demand for Sukuk from banks was

one factor boosting issuance in recent
years. But the proportion of Sukuk
classed as eligible for regulatory buffers
remains relatively modest compared to
demand. As a result, while Sukuk can
provide a reliable medium-term store
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Chart 4: How the ALF will work
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In the first instance, (1) the bank prefunds the ALF with an interest-free loan, which is used (2) to purchase eligible
Sukuk and (3) any hedges required to insulate the fund from forex risk. Islamic banks then (4) place deposits in the
ALF, the principal value of which is (5) guaranteed by the bank to ensure the facility is HQLA-compliant. In the event
the aggregate value of participating bank deposits do not reach the aggregate value of the fund, the bank will step
in as co-depositor for the residual amount. The rate of return on the deposit (6) is based on the rate of return on the
portfolio backing it, net of hedging and other operational costs; and on maturity the return from the fund is paid
over to participating banks, and the principal amount is returned or rolled over.

of value, the relative scarcity of HQLA-
eligible stock can give rise to uncertain
price movements, especially in stressed
markets, reducing the value that is readily
realizable, and making it harder for banks
to increase their holdings quickly when
required.

All of this means that Islamic banks can
face a somewhat uneven playing field
relative to conventional banks when it
comes to liquidity management. Unable
to use liquid gilts or interest- bearing
reserves accounts at the Bank of England
to meet short-term outgoings, they have
tended to hold inefficiently high stocks of
cash at zero return, or higher-yielding but
somewhat less liquid Sukuk.

The design and launch of the
Bank of England’s Alternative
Liquidity Facility

That's where our new Alternative

Liquidity Facility (ALF) should make a real
difference.

Initially we had hoped Islamic banks

might be able to use our normal reserves
accounts, by agreeing to forgo any

www.redmoneyevents.com

interest paid — as many observant

Muslim customers do on their retail bank
deposits. But on further investigation this
proved unworkable: reserves accounts
were too intimately bound up with the
concept of interest, given their core role
in implementing monetary policy. And the
disparity in return offered to Islamic and
non-Islamic banks at higher levels of bank
rate would have left a decidedly uneven
playing field.

Work therefore commenced in 2015 to
assess the feasibility of establishing a
standalone non- interest based facility.
Recognizing the limits of the bank’s
knowledge of Islamic finance, we drew
on the expertise of fellow central bankers
across the Middle East and Asia, including
those from Bahrain, Malaysia and the
UAE.

In light of that research, we triaged a
number of potential models to gauge
which might fit best with the specificities
of the UK market, legal and regulatory
environment. We consulted publicly on
those options in 2016, and again in 2017 to
fine tune our intended approach.

Today, after a long and comprehensive

KEYNOTE ADDRESS

process, I'm pleased to announce that
the Alternative Liquidity Facility will be
open for business from the first quarter
of 2021. The new facility will provide

UK Islamic banks (and indeed any other
UK banks with formal restrictions on
engaging in interest-based activity)
with greater flexibility in meeting HQLA
requirements, enabling them to hold a
reserves-like asset in a non-interest based
environment.

The ALF will be structured as a Wakalah
or fund-based facility: a commonly

used model in Islamic finance (Chart

4). In simple terms, that means that
participant deposits will be backed by a
fund of assets, the return from which,
net of hedging and operational costs, will
be passed back to depositors in lieu of
interest.

The strengths of this model include

its relative simplicity — conceptually

and practically — and its flexibility to
accommodate future changes in what is a
still fast-developing market. The ALF will
grow as the UK Islamic bank sector grows.
And it will be well placed to exploit the
growing diversification of available HQLA-
eligible Sukuk assets.

Over the coming months, we will

finalize legal documentation, complete
our operational testing and begin the
onboarding process for eligible applicants.
Firms should expect to commence this
work from January 2021.

Once operational, the ALF should help put
the UK Islamic finance sector on a more
level footing with the rest of the market,
giving firms here greater flexibility in
meeting their liquidity requirements,

and helping them to compete with
conventional peers while staying true to
their founding principles.

We've come a long way since Eddie
George's speech almost 20 years ago. But
one thing that remains more important
to us than ever is working with you. The
liquidity facility I've described here today
is in no small part a product of close and
committed co-operation between the
bank, industry bodies and the private
sector. It's a real step forward, but it's only
one step. Through continued engagement
and focused effort, together we can build
a more innovative, diverse and inclusive
marketplace: one which really can meet
the needs of every part of our society.

Thank you. (9
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2" December 2020

DISCUSSION INTRODUCTION

THINKING BIG: ISLAMICASSET MANAGEMENT AND REAL
ESTATE INVESTMENT

What influences the deployment of Shariah compliant capital, what do Shariah compliant institutional investors
want and where do Sukuk, Islamic private equity, real estate and trade finance funds play a role? What is Shariah
compliant capital investing into the UK real estate market demanding in terms of structure and asset class, and what
represent potential post-pandemic targets and opportunities? What does a successful UK-domiciled Islamic REIT look
like in terms of structure and mandate? Besides the use of effective endowment structures, agency arrangements
and enhanced investment screening, what is the Shariah compliant asset and investment proposition? Finally,
considering the current business and operating environment facing Shariah compliant investors and asset owners, we
take a critical look at the requlatory framework pertaining to workouts, restructurings and the resolution of disputes
involving Islamic financial structures.

YOUR PANEL

FUAD SHAKSHIR PAUL DECROOS
NATALIE SCHOON AYDA HABBOUSH Head of Structured Real Estate, Head of Real Estate Finance, Bank
Principal Consultant, Formabb Partner, Trowers & Hamlins QlB (UK) of London and The Middle East

>

TREVOR NORMAN ZAINEB SEFIANI
SOHAILALI Director — Islamic Finance and Founder and Director, Carrera
Legal Director, DLA Piper Funds Group, VG Learning
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Finally, the third
day of the event
centered around
the exceptional

EEN
> opportunities
within the

=
_— UK’s booming

Schoon  property market,
and how Islamic finance can be
utilized to leverage this appeal.

The panellists explored what

influences the deployment of

Shariah compliant capital, what

Shariah compliant institutional

investors really want, and how

Sukuk, Islamic private equity, real

estate and trade finance funds can play
arole. The discussion range across issues
such as direct investing, property REITs,
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endowment structures, agency
arrangements and investment
screening; as well as taking a
critical look at the regulatory
framework pertaining to
workouts, restructurings
and the resolution of
disputes involving Islamic
financial structures.

Ayda

Moderated by Natalie Schoon, the
principal consultant at Formabb,
speakers included Ayda
Habboush, a partner at Trowers
& Hamlins; Fuad Shakshir, the
head of structured real estate at
QIB (UK); Paul DeCroos, the
head of real estate finance at

Fuad

-

DeCroos

Bank of London and The Middle East; Sohail

Ali, the legal director at DLA Piper; Trevor

Sohail

2" December 2020

THINKING BIG: ISLAMICASSET MANAGEMENT AND REAL
ESTATE INVESTMENT

Norman, the director of
Islamic Finance and
Funds Group atVG;
and Zaineb Sefiani, the
founder and director
at Carrera
Learning.(®

To hear the full panel
sessions, and access the wealth of
expertise and detailed exploration of
the enormous opportunities
presented by the UK’s
Islamic finance industry,
you can listen to
the full event
completely free of
charge at www.

redmoneyevents.com. % > S
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OVERVIEW

The final session covered three broad subjects: real estate investments, asset management, and dispute resolution. The panellists agreed on the fact
that the impact of COVID-19 and Brexit on the UK real estate sector is hard to quantify at the moment, but noted residential real estate seems to hold
up better than commercial real estate.

KEY TAKEAWAYS

The imbalance between demand and supply is expected to continue to exist. Islamic investors continue to prefer direct investment in
real estate, but where they do invest in funds the simpler structures such as Murabahah remain prevalent. Some tentative changes
in screening methodologies are observed in the market.

The panellists agreed the industry will undoubtedly be impacted in some way by the on-going uncertainty caused by Brexit and
COVID-1g. It will be interesting to follow any legal disputes following from these events. So far, disputes have mainly focused on
the lack of Shariah compliance which is unlikely to be a strong argument in future.

Dr Natalie Schoon, Principal Consultant, Formabb

London is and will remain one of the global centers of Islamic finance. This is clear from the support that Islamic finance receives from the UK
government as well as the Bank of England.

The world we live in today is characterized by black swan events. The global financial crisis of 2008, followed by Brexit followed by
a global pandemic.

The UK is the fifth biggest economy in the world, as it and other major economies have recovered from the global financial
crisis, it will also recover from Brexit and from COVID-19.

The recovery in real estate will be at different paces: residential (outside Prime Central London), logistics, warehousing and
data centers will continue to do well. Offices will benefit if these are located in prime areas, as a result of flight to quality. The
hospitality industry will recover but will take longer. Structural issues however will remain in the non-food retail market.

Fuad Shakshir, Head of Structured Real Estate, QIB (UK)
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