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Abstract: Over the past decade, Islamic finance has been growing at an average rate of more than 30 
percent per year. This impressive performance has greatly benefited many national economies, 
irrespective of faith or race by fostering significant growth and increased employment opportunities. 
No doubt, Islamic finance has been identified as one of the important growth areas for the National 
Key Economic Activities. Today, sukuk ( Islamic bond ) is among the most successful Islamic financial 
product in the industry and be one of the fastest-growing sectors in the global financial landscape. But, 
this sufficient operation are still new in the market, only a few research have been undertaken on this 
topic. In view of this limitation, this article aims to explore the practice and prospect of sukuk market 
in Malaysia. The application and mechanics of sukuk market will be discussed. It is also aims to look at 
the differences between the sukuk market and the conventional market. Subsequently, understanding of 
it among the investors were also examined and opportunities and challenges that need to be addressed 
will be reviewed. As will be evident in this article, this system has its own advantages and value added 
which would make it the system of choice in meeting specific investment interests and needs. 
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INTRODUCTION 
 
 Years ago Islamic finance was considered a wishful thinking. However, serious research and development 
of Islamic products shown that the Islamic finance is not only feasible and viable but it is also efficient and 
productive way of financial intermediation. The development of the sukuk market has accompanied the 
transformation of the economy that has now become more diversified and private sector driven. The market, 
initially dominated by the Government debt securities, now reflects the growing demand for the long term 
financing requirements of the private sector. In this highly competitive environment, the presence of a deep and 
liquid of sukuk market thus contributes towards the stability of the financial system. 
 Sukuk also proved to be implemented during the economic downturn, or seeks to develop an economy. For 
example sukuk or Islamic bond is issuanced by the World Bank in 2005 for the redevelopment of Acheh 
following the tsunami and The Kuala Lumpur International Airport in Sepang, Malaysia through which many 
foreign delegates arrived here today, was financed by sukuk in 1996. (Zeti Akhtar, 2007) 
 Nowadays sukuk or Islamic fixed-income securities that have emerged over the past 15 years become as an 
increasingly important asset class. These products have a number of objectives which is to enable organisations 
to raise capital in a Shariah-compliant fashion, whilst at the same time expanding the investor base and offering 
investment opportunities to new groups. Considering their relative infancy, Islamic securities can be structured 
in a number of increasingly complex ways. Indeed, new products are being consistently developed and 
introduced. Therefore, it is essential to remain conversant with the important principles of structuring Islamic 
securities. 
 Sukuk may be defined as certificates of equal value that represent an undivided interest (proportional to the 
investor’s interest) in the ownership of an underlying asset (both tangible and intangible), usufruct, services or 
investments in particular projects or special investment activities. Through this concept, sukuk enjoy the benefit 
of being backed by assets, thereby affording the sukuk holder or investor a level of protection which may not be 
available from conventional debt securities. Furthermore, unlike conventional debt securities that mirror debts or 
loans on which interest is paid, sukuk can be structured based on innovative applications of Islamic principles 
and concepts. Nonetheless, sukuk share some similarities with conventional debt securities, in that they are 
similarly structured based on assets that generate revenue. The underlying revenue from these assets represents 
the source of income for the payment of profit on the sukuk. (Malaysia Debt Securities and Sukuk Market, 
2009) 
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MATERIALS AND METHODS 
 
Regulations Framework of Sukuk: 
 (Al-Jarhi and Abozaid, 2010) impose rules and conditions (ahkam) related to the tradability of the sukuk in 
primary and secondary markets. To begin with, sukuk must be issued against some tangible assets and not 
against cash or debts. Therefore the tradability of sukuk at the time of issuance (primary market) as well as in 
the secondary market must follow these rules: 
1. If sukuk are issued against specific assets (‘ayn) or services, then this issuance implies the sale of these assets 
to the sukuk holders in return for cash money based on current values of assets or services, and therefore the 
sukuk becomes tradable. 
2. If sukuk are issued against described assets or services to be manufactured or constructed in the future 
(mausuf fii zimmah), then this issuance implies the sale of these assets to the sukuk holders in return for cash 
money, and these sukuk are not tradable until the deliverability of assets or services. 
3. If sukuk are not issued against assets or services, but for the purpose of utilising the proceeds to acquire some 
assets, then sukuk do not become tradable until the stage at which those assets or services are purchased. This is 
because the sukuk up to that point represent liquid proceeds, i.e. cash money and money cannot be sold against 
money unless the Shariah rules of sarf are observed. 
4. If there is any mixture between ‘ayn and dayn then ‘ayn must dominate dayn in sukuk issuance. 
 
Products of Sukuk: 
 In theory sukuk are certificates of equal value representing undivided pro-rata ownership of tangible assets, 
usufruct or services. Although sukuk are in principle nonrecourse asset-backed instruments the Originator 
typically undertakes to repurchase the underlying assets at either a fixed or referenced price, rendering the sukuk 
asset-based and giving certificate holders exposure to the credit risk of the Originator. (Simmons and Simmons, 
2010). 
 Although in principle, sukuk are required to represent underlying assets that are tangible (‘ayn) as opposed 
to a debt (dayn), there have been sukuk issuances in which the underlying assets are a mix of cash and tangible 
assets. There have also been issuances of convertible and exchangeable sukuk. 
 Sukuk can be structured alongside different techniques. While a conventional bond is a promise to repay a 
loan, sukuk constitutes partial ownership in a debt (Murabahah sukuk) asset (Al Ijarah sukuk), project (Al 
Istisna’a sukuk), business (Al Musyarakah sukuk) or investment (Al Istithmar sukuk). Recently, there is one 
type of sukuk are introduced the hybrid sukuk. 
 
1. Ijarah Sukuk: 
 It is divided into Purchase agreement, lease agreement, servicing agreement and purchase undertaking. It is 
based on letting property rights to any other benefits based on the agreed price. Al Ijarah sukuk are issued on a 
sale and leaseback arrangement (Ijarah) of real estate and have been a popular structure for sovereign issuers in 
particular. The issuer applies the sukuk proceeds to purchase real estate from the Originator and then leases it 
back to the Originator. The Originator undertakes to repurchase the real estate at maturity or upon early 
settlement at the original purchase price. The Issuer is required by Shariah law to undertake the major 
maintenance of the asset but will often appoint the Obligor to carry out such activity on its behalf. 
 
2. Mudharabah Sukuk: 
 It is divided into Mudharabah agreement and purchase undertaking. It is a cooperation agreement between 
two parties that investors and managers of capital. Mudharabah sukuk are investment sukuk that represent 
common ownership of units of equal value in the Mudharabah equity; the holders of Mudharabah sukuk are the 
suppliers of capital (Rabb al-mal) and own shares in the Mudharabah equity and its returns according to the 
percentage of ownership share. Mudharabah sukuk holders have the right to transfer the ownership by selling 
the deeds in the securities market. Mudharabah sukuk also should not contain a guarantee from the issuer or the 
manager for the fund, for the capital or a fixed profit, or a profit based on any percentage of the capital. 
 
3. Musyarakah Sukuk: 
 It is divided into Musyarakah agreement, management agreement, purchase undertaking. Its involves 
cooperation of two parties to incorporate a capital for a motivation. Al-Musyarakah sukuk was a popular 
structure among corporate issuers until the Accounting and Auditing Organisation for Islamic Financial 
Institutions (AAOIFI) ruling on sukuk at the beginning of 2008 clarified the prohibition of the use of nominal 
value Purchase Undertakings in such sukuk. In an al-Musyarakah sukuk, the Issuer contributes the subscription 
proceeds to enter into a joint venture with the Originator who contributes either his own capital/asset or makes a 
contribution in kind. The Issuer and the Originator share the profits according to an agreed ratio but Shariah 
requires that any losses must be shared according to the ratio of capital contributed. Besides that, the AAOIFI 
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ruling confirmed that while it is permissible in an al Ijarah sukuk for the lessee to undertake to purchase the 
sukuk assets at nominal value upon redemption, it is not permissible for a Sharik (partner) in an al Musyarakah 
sukuk or a Wakil (agent) in a sukuk al Wakalah bil Istithmar to undertake to do so. The Shariah considers such 
undertakings to effective guarantees of principal which are not permitted by Shariah in partnership and agency 
contracts. The AAOIFI ruling created a significant dent in the issuance of al Musyarakah sukuk and al 
Mudharabah sukuk. 
 
4. Istisna’a Sukuk: 
 Absale and purchase agreement in order to finance a project item. Istisna’a sukuk are certificates that carry 
equal value and are issued to mobilize funds required for production of goods products that will be owned by the 
certificate holders. The issuer of these certificates is the manufacturer; the subscribers are the buyers of the 
intended product, while the funds realized from subscription are the cost of the product. The Islamic bank 
funding the manufacturer during the construction of the asset, acquires title to that asset and up on completion 
either immediately passes title to the developer on agreed deferred payment terms or, possibly, leases the asset 
to the developer under an Ijarah sukuk. Shariah prohibits these certificates to be traded in the secondary market. 
 
5. Murabahah Sukuk: 
 In the case of Murabahah sukuk, the issuer of the certificate is the seller of the Murabahah commodity the 
subscribers are the buyers of that commodity, and they are entitled to its final sale price upon the re-sale of the 
commodity. Murabahah sukuk cannot be legally traded at the secondary market, as the certificates represent a 
debt owing from the subsequent buyer of the commodity to the sukuk holders and such trading in debt on a 
deferred basis is not permitted by Shariah. 
 
6. Hybrid Sukuk: 
 The innovative structures. Based on various demands of investors, a more diversified kind of hybrid sukuk 
or mixed sukuk emerged in the market. The assets can comprise of Istisna’a Murabahah as well as Ijarah. 
Islamic Development Bank issued the first Hybrid Sukuk for US$400 million. The assets comprised 66% al-
Ijarah sukuk, 31% Murabahah and 3% al-Istisna’a sukuk.The hybrid sukuk structure represents the potential of 
new structures and benefits to the investors. 
 

RESULTS AND DISCUSSION 
 
Sukuk Market in Malaysia: 
 In this decade, greater focus was particularly given to the institutional arrangements to develop the sukuk 
market. The sukuk market now accounts for more than fifty percent of Malaysia’s bond market. The market has 
drawn the participation from a wide range of international corporations and multilateral agencies in raising 
funds and investing in the sukuk issuances out of Malaysia. More recently, there has also been continuous 
innovation and an increasing number of issuances in foreign currency. As Malaysia offers international 
participation in the Islamic financial system, also offer to be an international gateway, particularly in 
strengthening the link between the two important dynamic growth regions of Asia and the Middle East. (Zeti 
Akhtar, 2010) 
 

 
 
Breakdown of Global Sukuk Issues by Country for year 2010: 
 Malaysia's sukuk market started with a simple issue size of RM125 million by Shell MDS Sdn. Bhd.. in 
1990 and is now growing in size and increasingly sophisticated. This development is evident in the largest 
sukuk issue recently valued at RM15.4 billion (USD4.7 billion) by Binariang GSM Sdn. Bhd. Now, the sukuk 
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market in Malaysia is among the fastest growing in the world, with an average annual growth of 22% issued for 
the period 2001-2007. After introducing the first sovereign global sukuk in the world in 2002, Malaysia has 
continued it success by introducing innovative sukuk structures such as convertible musyarakah sukuk by 
Khazanah Nasional Berhad, the Malaysian government investment holding company. This is a historic issue of 
the first of its kind in the world, which combines the features of the first full convertibility is usually only used 
for conventional equity-linked transactions. (Central Bank of Malaysia, 2007) 
 In the area of capacity building, Malaysia has also given priority to two areas which is one is in human 
capital development and the second, in catalysing mutual recognition of Shariah interpretations. The 
International Centre of Education in Islamic finance (INCEIF) was established in 2006 for advanced education 
for practitioners in Islamic finance, and in 2008, the International Shariah Research Academy (ISRA) was 
established to conduct applied Shariah research on the contemporary Islamic finance issues and to provide a 
platform for active international engagement among Shariah scholars. 
 Malaysia will also continue to collaborate with other regulatory authorities to ensure financial stability in 
the Islamic financial system. This will be through Malaysia’s active involvement in the Islamic Financial 
Services Board (IFSB), the Islamic Financial Stability Forum (IFSF), the initiatives by the Islamic Development 
Bank (IDB), and finally in the newly formed International Islamic Liquidity Management Corporation (IILM). 
 Secondary trading in the Malaysian sukuk market has increased the depth and liquidity of the market with 
the participation of more companies, including foreign-owned companies continued use of this market for 
funding purposes. A large number of corporate issuance is to finance long-term funding needs. The diversity 
and size of the sukuk transaction was the increasing value proposition is attractive to investors who want to 
diversify their asset portfolios, thus creating a vibrant secondary market. 
 The Malaysian sukuk market has also grown to become more innovative and sophisticated to meet the 
diverse risk-return profiles and requirements of both issuers and investors. The proliferation of new types of 
instruments with extended maturity profiles have generated a diversified range of players, both local and foreign 
to participate in the market. This was facilitated by the liberalisation of the market in 2005 to allow for issuance 
of debt securities by foreign corporations and multilateral agencies in ringgit denominated papers. In 2007, this 
was extended to foreign currency denominated issuances. Indeed, this has attracted many foreign corporations, 
multinational corporations and multilateral agencies to raise funds and invest in issuances and origination out of 
Malaysia, hence enhancing the Malaysian market, and strengthening Malaysia’s inter-linkages with other 
international financial markets. 
 The development of the sukuk market in Malaysia has accompanied the transformation of the Malaysian 
economy that has now become more diversified and private sector driven. The market, initially dominated by 
the Government debt securities, now reflects the growing demand for the long term financing requirements of 
the private sector. The corporate sector now raises 58% of their financing requirements through the debt 
securities and sukuk market compared to about 33% ten years ago. The presence of a deep and liquid debt 
securities and sukuk market thus contributes towards the stability of the financial system. 
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Source: Islamic Finance Information Services–IFIS 
 Global sukuk industry experienced impressive growth over ten years ago in Malaysia and is now the focus 
in the development of Islamic financial system rapidly. Size of the global sukuk market, including sukuk 
denominated in local currency, has increased from USD336 million (RM1.3 billion) in 2000 to an estimated 
USD82 billion (or RM281 billion) at the end of 2007, with average annual growth rate of 40%. However, the 
total sukuk issuance for 2007 is only worth USD 47billion (or RM161 billion), an increase of 73% of the total 
issued in 2006. (Central Bank of Malaysia, 2007). Although the performance is not as estimated because of the 
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economic crisis, but the flow of sukuk issuance seen more positively and surviving. Sukuk also almost unique 
because it not only offered to Muslim investors but also to other conventional investors. 
 According to sources IFIS, in 2010 shows that the global sukuk reached US47.77 billion, an increase of 
50% compared with the year 2009, which only reached US31.93 billion in the global market. As expected, 
Malaysia continued to dominate the issuance of sukuk in 2010 and became the leading position in the global 
sukuk market, with 65% of total outstanding sukuk and 75% of primary issuance of sukuk as at December 2010. 
(IFIS, 2011) 
 Malaysia is the world's largest sukuk market with a number of Malaysia's sukuk issues by 68.9%, or USD62 
billion (or RM213 billion) of total global outstanding at the end of 2007. Number of corporate sukuk in 
Malaysia more than RM30 billion in 2007. Malaysia will not only lead the development of the sukuk market in 
terms of total sukuk issuance, even in terms of the introduction of innovative sukuk structures and competitive 
to attract more investors.  
 Moving forward, Malaysia will continue its efforts in strengthening the international linkages in the global 
Islamic financial system through collaborative partnerships and cooperation with the objective of contributing 
towards greater international financial and economic integration. No doubt, sukuk (Islamic bond) proved that it 
is among the most successful Islamic financial product in the industry and be one of the fastest-growing sectors 
in the global financial landscape. 
 
Differences Between Convensional Bond and Sukuk: 
 The most prominent characteristics of conventional bonds may be summarized as follows:- sukuk and their 
contemporary applications. (Muhammad Taqi Usmani, 2009) 
1. Bonds do not represent ownership on the part of the bond holders in the commercial or industrial 
enterprises for which the bonds were issued. Rather, they document the interest-bearing debt owed to the 
holders of the bonds by the issuer, the owner of the enterprise.  
2. Regular interest payments are made to the bond holders. The amount of interest is determined as a 
percentage of the capital and not as a percentage of actual profits. Sometimes the interest is fixed, while 
oftentimes in bonds with longer tenors the rate of interest is allowed to float.  
3. Bonds guarantee the return of principal when redeemed at maturity, regardless of whether the enterprise 
was profitable or otherwise.  
 The issuer of such bonds is not required to return more than the principal and the agreed amount of interest. 
Whatever profits may have been earned by the enterprise accrue entirely and exclusively to the issuer. So the 
bond holders have no right to seek a share in the profits beyond the interest. 
 However, the main difference between sukuk with conventional bond is a claim of a conventional bond 
investors on the future flow of money to the party that issued the bond. The contract between the investor and 
the issuer is a contract of debtors and creditors. For example, an investor subscribed for bonds worth about RM 
1000 and each year will be given the benefit of RM 100 if the 10% interest rate until maturity. Upon maturity of 
the bond investors will be given the benefit of it and paid the price of the bond proceeds of RM 1000. In other 
word, for the sukuk, the method of calculating profit is similar to conventional bonds, but in the sukuk contracts, 
claims an investor rather than on cash flow alone, but claims the benefit of an investor is an asset used by the 
funds generated through sukuk financing. In the sukuk contracts, the money generated from the sukuk will be 
used to purchase an asset. Then Sukuk certificate holders have claims on the benefits generated by the asset is 
the investor. For example, if investors subscribe to RM 1000 with an agreement rate of 10% profit margin, the 
investor will receive RM 100 and RM 1100 per year at maturity. 
 The Sukuk has been structured which the issue is not the exchange of money with the certificate alone but 
is based on the exchange of assets that have been approved with a few scales, which funding will enable 
investors to receive profits from the transaction. Another aspect that distinguishes between sukuk and 
conventional bonds is in a situation where the bond issuer can not repay the debt and interest to investors / 
creditors investors will lose all the investment as the bond contract is usually no guarantee that the assets can be 
secured to recover the principal investment. In the sukuk, not sukuk are not in the contract there must be 
assurance that the money raised from investors was used to buy a property in which investors profit comes from 
the benefits of the asset. If a bad situation occurs, investors can still claim some of their investment assets to be 
secured by collateral to the contract sukuk. 
 
Challenges in Sukuk Market: 
 There are various forms of tax to be accounted for. For example, in the ECG sukuk, which was backed by 
oil and gas assets in the Gulf of Mexico, the structure utilised a funding arrangement that was heavily driven by 
US tax considerations. Legislation in some jurisdictions requires, in connection with the conveyance of title in 
real estate or property transactions (which would be required in the context of an Ijara wa iktinaa, or sale-lease-
back structure), that the sale contract and the resulting title transfer be recorded in a real estate register and that a 
transfer of title fee or tax be paid. (Ayman H. Abdel-Khaleq and Peter Young,Vinson and Elkins RLLP, 2008).  
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 Problems such as lack of uniformity in procedures that had applied the principles of shariah the lack of 
professional qualifications (lawyers, scholars and academics) are experienced in both conventional and Shariah 
standards and lack of awareness among employers and apparently the manager of the sukuk is also difficult to 
implement. As a proactive measure, ethical standards of inspection in accordance with shariah should be taken. 
 Prospects for the development of Islamic finance should contain a balanced development of the shariah and 
integrated market by the prospect of a unique Islamic finance. In addition, the products and services must also 
not limited to Muslim’s market only. But, also emphasizes acceptance and applications globally. The creation of 
many innovations and initiatives have also contributed to the advancement of Islamic financial system. 
However, the challenges can be overcome by increased effort in every cooperation, increase understanding of 
the shariah concern, mutual respect and collaboration practices. 

 
Conclusion: 
 Sukuk now has become the strongest segment in Islamic finance, are involved in the international market 
and generate significant cross-border flow of funds as may be achieved beyond domestic markets. Along with 
hard work, growth and balanced development agenda, all countries have the potential to expand the role of 
Islamic finance is increasing in contributing to global growth and financial stability. 
 Investment sukuk are the ideal investment for investors requiring a fixed investment return with low risk 
and the Shariah Compliant. Sukuk also should be issued for new commercial and industrial ventures. If they are 
issued for established businesses, then the sukuk must ensure that sukuk holders have complete ownership in 
real assets.  
 Islamic finance can also be used to establish a stronger financial flows of the entire border to contribute to 
the common agenda of improving growth and development agenda to achieve self-sustained global aspirations, 
balanced and growth, and long-lasting economic development. Sukuk instruments has become an attractive new 
asset class investors as a form of competitive businesses, thus proving the importance of Islamic finance in 
strengthening financial cooperation is increasingly real. 
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