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o |FN Global Awards - Best Islamic Bank in Sri Lanka 2017, 2018, 2019 o |FN Global Awards - Best Islamic Leasing Provider (Global) 2018, 2019, 2020
e SLIBFI Awards (Sri Lanka) - Islamic Entity of the year 2016, SriLanka e IFFSA Awards (South Asia) - Social Upliftment Award (CSR) 2016, Gold Award

o IFN Global Awards - Deal of the Year for Sukuk ljarah 2016, SriLanka e SLIBFI Awards (Sri Lanka) - Deal of the Year for Sukuk ljarah 2016, Sri Lanka
e ARC Global Awards - "Values Generate Value’ Annual Report 2012 e |FN Best Islamic Leasing Provider of the Year 2020
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Brave New World: Islamic Finance in Sri Lanka

Panelists:

Shabnam Mokhtar — Group Executive
Vice-President, SHAPE Knowledge
Services (Moderator)

Dr Aishath Muneeza — Chairman, Ayady Takaful
Shariah Board and Chairman, Shariah Board of Allied
Investment

Krishan Thilakaratne — Group Head
— Alternate Financial Services, LOLC
Group

Muhammad Ikram Thowfeek — Founder and Managing
Director, MIT Global Group

Rifka Ziyard — Secretary, Association
of Alternate Finance Institutes of Sri
Lanka

Suresh R.I. Perera — Principal - Tax and Regulatory,
KPMG Sri Lanka

IEN returns to Sri Lanka once more after the last IFN Sri Lanka Forum in 2014, as there is an inclination toward trajectory
growth in the Islamic finance landscape in the country. There has been a steady rise in demand for Shariah compliant financial
products in the country, a demand supported by around 10% of its Muslim population.

Greater government support and regulations are much desired to be the foundational support of Islamic finance in the
country. The Association of Alternative Financial Institutions, also known as the Islamic Finance Association of Sri Lanka,
was established by market players in 2015 to push for regulatory developments and further reforms to the Banking Act to
accommodate a wider range of products and to support more complex transactions.

With its strategic location and diverse population, as well as an Islamic finance ecosystem already in place, Sri Lanka has
the potential to be a regional hub for Shariah finance. However, the country still needs more work in terms of regulations,
governance and standards to move to the next level.
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The formation of the Association of Alternate »
Financial Institutions (AAFI) is a key
landmark in the Islamic finance industry .3
in Sri Lanka. The creation of a formal
association was much needed to make a
collective representation to the relevant <
policymakers and regulatory authorities
to facilitate accounting, tax and legal
changes needed for the furtherance of the
alternate finance industry in Sri Lanka.
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The challenge continues to be the lack of awareness on the industry
especially in the public sector. Hence, it is an obstacle to introducing
Islamic finance instruments to attract the much-needed foreign
direct investments (FDIs).

Further to the representation made by AAFI and industry players,
a reference was made in the National Budget speech of 2016 on
the introduction of Sukuk (alternate long-term investment bonds);
however, no further steps were taken thereafter.

The UK issued a GBP500 million (US$708 million) sovereign Sukuk
facility early this year and was able to attract investments from

the Middle East and Asia. A sovereign Sukuk issuance should be
explored by the Sri Lankan government to attract FDIs.

Rifka Ziyard is the secretary of the Association of Alternate Financial
Institutions of Sri Lanka.

Political support and support from the key
stakeholders of the Islamic finance industry
are required to further develop the local

Islamic finance industry to the next level.
There is scope for the government of Sri
Lanka to issue sovereign Sukuk to raise
finance in the midst of the COVID-19
pandemic by following what countries in
the region like the Maldives and Bangladesh
have done.
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It is imperative for the Takaful sector to rethink their product and
service strategies and to offer humanized and socially impactful
products and services. Innovation in this regard is important. For
instance, if Takaful participants are unable to pay their Takaful
contributions, Takaful operators could create a special fund to

assist them by allowing interested parties to pay the contribution

on behalf of the Takaful participants. Likewise, social Takaful funds
can be initiated to provide social Takaful assistance to those who are
adversely affected by the pandemic.

Key changes in the industry in terms of the regulatory framework
have been happening and from 2015 onwards after the formation

of the Association of Alternative Financial Institutions of Sri Lanka,
the stakeholders together have been lobbying for the changes that
are required for the further development of Islamic finance in the
country. It was highlighted that due to a change in the inland revenue
laws, a level playing field has been created between conventional and
Islamic finance. Section 32 of the Inland Revenue Act, No 24 of 2017
states that: “Income arising from any Islamic financial transaction
shall be subject to tax in a similar manner as equivalent in substance
to non-Islamic financial transactions”
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In terms of Value Added Tax Act No 14 of 2002, the threshold of
value-added tax (VAT) has been increased up to LKR300 million
(US$1.51 million) giving an opportunity for small players in the
market to engage in Islamic finance transactions without paying VAT.

In terms of taxation, the most critical issue facing the Islamic finance
industry is the double taxation issue caused by the stamp duty
ordinance. So far, this issue has not been resolved, impacting certain
Shariah compliant products, for example diminishing Musharakah
products which will be expensive if offered.

The Annual Report 2020 of the Central Bank of Sri Lanka states that
the Sri Lankan economy contracted in 2020, reflecting the effects of
the COVID-19 pandemic and according to the provisional national
account estimates of the Department of Census and Statistics,

the Sri Lankan economy contracted by 3.6% in 2020, compared
with the 2.3% growth recorded in the preceding year. As such,

the government has to tap into alternative financing products and
Islamic finance has the potential to provide solutions.

Overall, what is important is that the Sri Lankan Islamic finance
industry needs to be re-strategized in the light of the pandemic.

The industry needs to adopt technology in an escalated manner,
there is an immediate need to embrace fintech and at the same time,
humanizing of products and services offered is required. Further,
Islamic social finance needs to be institutionalized parallel to Islamic
commercial modes of finance with the hope that Islamic finance
could be aligned with its objectives derived from Maqasid Shariah.

Yasmina Francke is CEO of SANZAF.

The COVID 19 pandemic has adversely
affected both the conventional and Islamic

banking sectors in Sri Lanka, and it §
is a challenge to rebuild, revisit and §
reinvigorate the industry in this decade.
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The Takaful industry is becoming more
humanized and customer-centric in some
countries in the region, and it is the need of
the hour, given these unprecedented challenging

times, to look at other players. Also, it is important to introduce
entrepreneurial Takaful, like General Takaful, Family Takaful,
medical Takaful, automotive Takaful, marine Takaful, etc, to support
the SMEs and budding entrepreneurs.

There is still appetite for Islamic finance in the global financial
market amid these challenging times of COVID-19. Recent examples
to share are: Bangladesh Bank (the central bank of Bangladesh)
raised funds via Sukuk to support the government’s budget deficit.
Similarly, London raised GBP500 million (US$708 million) via
Sukuk too. These are benchmarks and global trends; the Sri Lankan
government and the central bank along with the banking sector

can look forward to bringing Islamic finance funding to support

the country’s revenue-generating and infrastructure development
projects.

Since 2005, with the introduction of Islamic finance in the country,
lots of regulatory changes have been made to strengthen the Islamic
finance industry in the country, although there are still many

more changes to happen, including the stamp duty regulations,
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etc, in order to get the full benefit from the industry from a global
perspective.

The Association of Alternative Financial Institutions can be a
catalyst in bringing together all the stakeholders of the Islamic
finance industry to work toward supporting the industry both at

the corporate and government levels. Introductions of product
knowledge on gold pawning, financing farmers, etc, are great
initiatives by the association and much more can be initiated to raise
the bar.

The challenge for Sri Lanka is to bring global best practices in the
field of Islamic finance to the local markets to attract foreign direct
investments from Islamic finance propositions.

The local Islamic banking and finance sector has introduced and
promoted corporate social responsibility initiatives for orphans and
is also promoting entrepreneurship for ladies.

Farmers are one of the most affected groups of people during

this pandemic and they are looking for financial support to help
them with their crops and produce. Islamic finance has a viable
alternative funding arrangement for farmers/MSMEs called Salam.
Unfortunately, this product has not been introduced or capitalized on
to bring the much-needed support to them. It is high time to look at
this product positively.

Islamic banking is continuously evolving, while new product
development, educating the masses and awareness among the
government sectors can trigger a boost to look into this industry
positively.

Finally, support is needed from the government, the central bank and
other regulatory authorities to take this industry to yet another level,
mainly with the objective of attracting the much-needed foreign
direct investments for the development of the nation, irrespective of
any religious bias but with the objective of bringing benefits to all.

Muhammad Ikram Thowfeek is the founder and managing director of
MIT Global Group.

It was an honor to moderate the IFN
OnAir Roadshow Sri Lanka 2021 on
the 17" May. Although the growth of
Islamic finance in Sri Lanka has been
slow after the 2019 Easter bombings
and the COVID-19 pandemic, there
were interesting developments and
opportunities shared by the panel of

..

speakers:

1. Regulatory and tax law issues:
e 2011-18: changes in the Income Tax Act provided a level
playing field for Islamic financial institutions.

e 2018 — abolishment of indirect taxes (effective in 2020). This
was another boost for Islamic financial institutions as the
multiple steps in Islamic finance transactions attract many of
these indirect taxes.

o The value-added tax limit was increased to LKR300 million
(US$1.51 million), providing benefits to smaller players.
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o The challenge for Islamic financial institutions is stamp duty
because this is in the hands of the provinces, not the federal
government. However, the Shariah scholars have allowed
Islamic financial institutions to take a mortgage instead of the
title to properties in diminishing Musharakah for example to
manage this issue.

2. There is a need to link Islamic social finance products to
the Islamic commercial products. For example, the Takaful
companies enjoyed a higher surplus during COVID-19 as there
were fewer claims. However, should profit be the only measure
of success for Islamic financial institutions? Or should Takaful
players create a COVID-19 relief fund to include COVID-19
related coverage as well? This approach (looking at commercial
and social impacts) is in line with the impact investment
development in the global financial market.

3. One could approach innovation with add-on features if we are
not ready to go for a full-blown change. Here are some of the
examples that the panel shared:

i. ‘Wakaful’ which stands for Wakalah + Takaful. In this
approach, if Takaful participants have difficulty making a
contribution due to the pandemic or other life challenges,
Takaful operators can take the opportunity to bring in social
funding elements. Others can also donate (crowdfunding)
to help the people in difficulty so that their Takaful coverage
doesn’t lapse.

ii. In the Sukuk market, if the government is having difficulty
selling national assets, it could issue a Sukuk Mudarabah
facility where the proceeds will be channeled to state-owned
enterprises that have Shariah compliant activities. The
Maldives has done this.

4. Collaboration is also another approach for countries to solve
the problems of adverse ratings and high government debt. It is
important to leverage on working with multilateral development
financial institutions like the IsDB, Asian Development Bank, etc.
The Maldives, which was facing these difficult situations, worked
with the Islamic Corporation for the Development of the Private
Sector and successfully raised funding during difficult economic
conditions.

5. Last but not the least, knowledge and familiarity of Islamic
finance for the public sector are keys to developing the legal
and regulatory framework, as well as sovereign Sukuk issuance.
While there is buy-in and support from the top government
officials, there is a knowledge gap with the middle-tier officers in
the government who are in charge of implementation but with a
different vision. The panel recommended allocating a few slots
for government officers to join Islamic finance training programs.

There were many interesting learning points raised by the panel.

I have selected a few for us to ponder and take action on. Social
finance, add-on features for innovation, collaboration and knowledge
are keys to take Sri Lanka to the next level.

Shabnam Mokhtar is the group executive vice-president of SHAPE
Knowledge Services.
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Sri Lanka: Slowly but steadily
building Islamic finance

After a spate of negative, anti-Muslim sentiments in Sri Lanka following the
2019 Easter Sunday attack that rocked the country and slowed down business,
the Islamic finance industry has bounced back on its feet. NESSREEN TAMANO
writes an overview of the Shariah finance and banking industry in the island
nation.

Regulatory landscape

Sri Lanka’s Banking Act No 30 of 1988, amended in 2005, allows commercial and specialized
banks to offer Islamic finance products. The Central Bank of Sri Lanka requires these banks
to maintain separate books of accounts and to comply with the same regulations imposed on
conventional banks.

The regulatory infrastructure is, however, not equipped to support more complex
transactions. The Association of Alternative Financial Institutions, also known as the Islamic
Finance Association of Sri Lanka, was established by market players in 2015 to push for
regulatory developments and further reforms to the Banking Act to accommodate a wider
range of products. The organization also highlights and addresses all other issues faced by the
Islamic banking and finance industry with the relevant authorities.

In 2018, the Inland Revenue Act No 10 of 2006 was amended in 2018 so that both Islamic
and conventional finance deals are subject to the same tax treatment. In the same year, Sri
Lanka started its application to become a member country of the IsDB, which, if approved,
would pave the way for more updates on regulations as well as Shariah compliant activities in
the South Asian island nation.

Banking and finance

With about 9% of the total population of Sri Lanka being Muslim (according to the
Department of Census and Statistics’s last report published in 2013), there is a demand for
Shariah compliant financial products in the country.

There is one fully-fledged Islamic bank — Amana Bank — for which the IsDB is the principal
shareholder, with a 29.97% stake. In 2020, the bank recorded total assets of LKR100 billion
(US$505 million).

At least seven conventional banks have Islamic windows, including Pakistan-headquartered
MCB, Hatton National Bank, NDB Bank and the Commercial Bank of Ceylon. Leasing
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firm LOLC Finance runs Al-Falaah Islamic
Financial Services, its Shariah compliant
arm. In late 2020, CLC Islamic Finance, the
Islamic banking division of Commercial
Leasing and Finance, expanded with six new
service centers dedicated island-wide.

In the Shariah compliant insurance sector,
Amana Takaful, which is also present in the
Maldives, is the only fully-fledged Takaful
operator in Sri Lanka. Early this year,

the company secured approval from the
Securities and Exchange Commission (SEC)
for its convertible debenture issue worth
LKR300 million (US$1.52 million) — a first
from a non-bank, non-financing and non-
capital market institution in the country.

Conventional players HNB Assurance,
People’s Insurance and LOLC Insurance offer
Takaful on a window basis.

In July 2020, the Colombo Stock Exchange
and the SEC introduced and placed into
effect a framework of REITs, followed a few
months later by the launch of the country’s
first REITSs, seen as an area of interest for
Islamic investors.

Sukuk

Sri Lanka’s debut Sukuk facility was issued by
LOLC Finance’s Al Falaah Islamic Business
Unit in August 2016, a LKR500 million
(US$2.53 million) Sukuk Ijarah paper. The
company had planned a sophomore issuance
— a dollar-denominated Sukuk facility — in
2018 which has yet to materialize.

In August 2018, Citizens Development
Business Finance issued various tranches
of Sukuk Jjarah worth a total of LKR290
million (US$1.46 million), which received a
lukewarm response.

A sovereign Sukuk issuance has been in the
works since 2016. In 2019, the central bank
confirmed with IFN that a facility worth
LKR310 billion (US$1.57 billion) is in the
pipeline as the government is looking to
diversify its foreign funding sources with
Sukuk facilities, Samurai bonds and Panda
bonds. While a few international banks were
reported to have submitted proposals for the
Sukuk in 2020, there has been no further
update on the status of the planned Sukuk
issuance.

Outlook

With its strategic location and diverse
population, as well as an Islamic finance
ecosystem already in place, Sri Lanka

has the potential to be a regional hub for
Shariah finance. However, the country still
needs more work in terms of regulations,
governance and standards to move to the
next level.
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Session Evaluation
Brave New World: Islamic Finance in Sri Lanka
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Excellent Good

Delegates Who Would Like to Attend IFN Sri Lanka OnAir Roadshow 2022

Viewership
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TESTIMONIALS

SARIMAH AHMAD EAMONN SWEENEY
Kolej Universiti Islam Melaka, Malaysia & Huriya Gold
“It’s such a great discussion.” {\J “The forum was educational and thought-
provoking”

MD ABDUL HAMID

Social Islami Bank @?
()

“Excellent presentation”
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Ableace Raakin

Academic

Adl Capital

Agricom Lanka

Alami Sharia

All Ceylon Jamiyyathul Ulama
Alliott Hadi Shahid

Aluthgama Development Foundation
Alwaseet Travel

Amana Bank

Association of Alternate Finance Institutes of Sri Lanka
Bait Al-Mashura

Bakht Asset Management

Bank Islam Brunei Darulsalam (BIBD)
Bank Negara Malaysia

Banwo & Ighodalo

Be Unique Group

Bedford Row Capital

BIMB Investment Management
Blida 2 University

BML Istisharat SAL

Bursa Malaysia

Bylur GmbH

Cardiff Metropolitan University
CESAG, Senegal

CIEFSA

Commercial Bank of Ceylon
DDCap

Dentons (UK & Middle East)
Deshbandhu Group

Development Interplan Ceylon (DICL)
Dialog Axiata

Dickoya Dairy Products

DigiAlly

Dynamic Marine Logistics

Eiger Trading Advisors

Emind Consultancy

Equitativa Group

Finepolis Consulting

Gatehous Bank

Global Compact Network Malaysia
Huriya Gold

ICD

IIBE

ITUM

Islamic Development Bank ICIEC
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JS Global Capital

Kolej Universiti Islam Melaka, Malaysia
KPMG

Kuveyt Turk Participation Bank
Labuan IBFC

Lion Global Investors

LOLC Al Falaah

LOLC Al-Falaah Alternate Financial Services
LOLC Holdings

Maldives Islamic Bank

Marmara University

Masryef Management House
Maxima Markets

MBT Consulting

MCB Bank

MIT Global Group

M]J Wealth

Muslim Ladies College

Muslims School Proprietors Association
myBIZ

Noor Bank

NumberTree

Prince Sultan University

Psalm Fiduciary

PwC

QIB

Sakeenah Group

SAL Group

Salim Megatama Group

Seylan Bank

SHAPE Knowledge Services
Shariah Board of Allied Investment
SIT and DINE

Social Islami Bank

SR Holdings

SRB

Standard Bank

TAIF Digital Institute

Treasury Department Kwara State, Ministry of Finance
Unipak Trading

UzbekLeasing International
Ventureskey

Youth Economic Group

Zahira College

Zaryah Investment Company
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