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Decision number 178 (19/4)
regarding
sukuk, its contemporary applications and its circulation

The International Council of Figh Academy (the Council), which is an offshoot of the
Organization of Islamic Conferences (OIC), in its 19™ session which was held in Sharjah, United
Arab Emirates, from 1 - 5 of Jamadil Ula 1430 AH, corresponding to 26 — 30 April 2009,
decided on the following:

Having reviewed the research papers that were presented to the Council regarding the topic of
sukuk, its contemporary applications and its circulation, and after listening to the related

discussions, the following were proposed:

First: Traditionally, sukuk is issued to convert debts into a monetary paper (documents), in which
its value is equal to the value that can be circulated. Sukuk represents a debt, in which the present
sukuk holder is accorded the same rights as the original owner. (It is the decision of the Council)
that it is impermissible for this type of sukuk to be issued and circulated.

However, a sukuk that is Shari’ah-compliant is defined as a document or monetary certificate
that is issued, in which it represents common share in the ownership of property (real property,
benefit from property, rights or a mix of real property + benefit from property + money + debts)
that are in existence or founded from the return of subscription, that are issued according in a

Shari’ah-compliant manner.

Second: Characteristics of sukuk:
(1) Sukuk represents common share in a true ownership.
(2) Sukuk is issued based on the Shari’ah.
(3) Absence of the issuer’s guarantee (the mudarib or the agent or the partner).
(4) Sukuk must be accompanied with a right to profit with a limited ratio, and to bear the loss
with the amount of share that the sukuk represents. It is prohibited for the returns accruing
to the sukuk holder to be guaranteed.

(5) The risks of investment are borne completely.



(6) The consequences of owning the sukuk, either in terms of the investment expenses or
decline in the value of the sukuk or maintenance expenses or insurance contribution must

be borne.

Third: Rulings on sukuk:

(1) The sukuk issuer is not allowed to write an undertaking to lend the sukuk or make good
the variance, i.e. if the real profit is less than the expected profit (before the actual
financial results are known). However, after the financial results are known, the issuer
can make good the difference or to lend it, and whatever has become custom will be
considered the undertaking.

(2) The issuer is the trustee, and will not be held responsible, except if it transgresses or is
negligent or does not comply with the stipulations of the mudarabah or partnership or
agency in the investment.

(3) The commitment to the stipulated criteria is considered in the sukuk, according to its
circulation, based on the decision of the Council number 30 (3/4), as follows:

(a) If the components of sukuk are still debts, the ruling of exchange will be applied on
them.

(b) If the existing sukuk become debts, as in murabahah, the the rulings of debts will be
applied on the circulation of the sukuk.

(c) If the sukuk is a mixture of money and debts, real property and beneficial property,
then the circulation of the sukuk is allowed, provided that most of the properties are
real and beneficial properties. But if most of the properties are money or debts, then
certain Shari’ah rulings need to be considered, i.e. with respect to the circulation of

the sukuk. This shall be explained in the next session.
In all situations, the circulation of the sukuk must be recorded.
Fourth: It is not allowed to say that circulation is allowed as a reason or deceit (hilah) to convert

a debt into sukuk and then to circulate it, as is the conversion of real economic activities to debt

trading that is based on real commodities.



Recommendations:

Verily, the Shari’ah is able to settle new issues and give ruling to every new issue. Verily, the
Shari’ah-compliant sukuk is considered a modification of existing Shari’ah-compliant financial
tools, and has enormous economic potential. The ways of utilizing sukuk are numerous, such as
for financing the development of a country, financing the operations of Islamic banks, improving

endowed properties, financing governmental projects and so on and so forth.

The Council recommends the following:

(1) Islamic banking institutions must commit themselves to research, to meet the economic
needs of the ummah, with due regard to ensuring compliance with the Shari’ah;

(2) The Shari’ah framework for the process of documentation is one of the major factors that
play a vital role in the success of documentation operations. That role can be actualized
by the existence of Shari’ah authorities in member countries, in which those authorities
create the suitable framework and the suitable Shari’ah environment that will assess the
documentation (taskik) during its issuance. Naturally, the taskik (documentation) differs
(depending on the type of sukuk), and each will contribute towards realizing economic

ability, while complying to the Shari’ah.

Allah Knows best.

Translated and edited by:
Ibrahim Ali and Mohammad Ashadi Mohd. Zaini (ashadi@isra.my)
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