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Definition: Financial services that comply with Islamic
law (Sharia).

Importance: Promotes ethical, interest-free financial
systems.

"Islamic finance operates under principles that prohibit
interest (riba), excessive uncertainty (gharax-.and
investments in certain industries, thereby promoting
ethical and socially respc ble financial practices."

With a growing Muslim population and increasing interest from non-
Muslim investors, Islamic finance is gaining significant traction in the US
financial landscape."
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Introduction to Islamic
Finance in the USA

Initial developments in Islamic Finance in US, were focused
on retail financial products, like mutual funds and Sharia-
compliant alternatives to conventional mortgage products.

Wholesale investment products are recently evolving to cater
the needs of institutional investors mostly located in the Gulf
Cooperation Council (GCC) countries in the Middle East.

In this presentation, we talk about:

a review of legal,
regulatory and taxation
issues for Islamic finance

in US

a few thoughts about
the future of Islamic
finance in US

summary of Islamic
retail investment
products in US

history of sharia’h
compliant capital
inflows into US

early entrants in US with
Islamic products
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1. History of Capital Flow
in USA

 Early sharia’h compliant investments was
primarily in form of real estate investment
by international investors, like:

Gulf Investment House/Key Global
Capital

Maconda Park (TX) and
Truman Park (MD) Projects

New construction of apartment
buildings

Maconda Park (Austin, TX, June 2000)
Truman Park (Largo, MD, April 2001)



Growth of Islamic Finance in the USA

Growth Drivers - Increasing Muslim population, interest in ethical investments.

e The Islamic finance market in the USA is estimated to
reach $239 billion in 2024, growing at an annual rate of

Estimated Size of US Islamic Muslim Population in the approximately 7%. This growth is fueled by a Muslim
Finance Market: $239 USA: 3.5 million in 2023, . . ] .
billion in 2024 (Source: projected to reach 8 million population of 3.5 million in 2023, projected to expand to
Global Islamic Finance by 2050 (Source: Pew 8 million by 2050, alongside increasing interest from non-
Report 2024). Research Center). Muslim investors seeking ethical investment
" " opportunities.

Market Size ($ Billion) projected

2024 2024 2050
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Annual Growth Rate: 30
Approximately 7% (Source: 20
Financial Times o I l l l

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
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Key Players in US Islamic Finance

Major Banks and Financial Institutions: Offering Islamic financial products.

Investment Firms and Conventional Banks: With Islamic windows.

Banks

University Islamic Financial: Offers home and
business financing.

Devon Bank: Provides personal loans and
investment services.

Investment Firms Conventional Banks with Islamic
Windows
Saturna Capital: Specializes in Islamic HSBC Amanah: Provides Sharia-compliant
investment solutions. financial products within a conventional banking

Azzad Asset Management: Focuses on Sharia- framework.

compliant investment strategies.

10/15/2024
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Islamic
Financial

Products in
the USA
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Home Financing: Murabaha and ljara.

Investment Funds: Sharia-compliant
mutual funds and ETFs.

Sukuk: Islamic bonds.

Takaful: Islamic insurance.

Home Financing:

Murabaha: Cost-plus financing where the bank
purchases the property and sells it to the client at a
marked-up price.

* ljara: Leasing agreements where the bank leases the
property to the client for a fixed period.

Investment Funds: Sharia-compliant mutual
funds and ETFs that avoid prohibited
industries and ensure ethical investment.

Sukuk: Islamic bonds structured to comply
with Sharia, providing investors with returns
without interest.

Takaful: Islamic insurance based on mutual
cooperation, where participants contribute to
a pool to cover losses.



2. Islamic
Finance
Conceptual
framework

10/15/2024

The modern application of Islamic finance generally deals with the two
prohibitions namely, Riba (interest or usury), and Gharar (uncertainty or
excessive risk).

Riba is prohibited mainly since it results into exploitation of rich by the poor
and it keep poor people as poor and rich people as rich, and that makes it

against the Islamic finance principle of social justice and equitable distribution
of income

Gharar includes prohibition of selling something which is not owned by the
seller, or the products that doesn’t exist. There can be various classifications of
Gharar, it includes pure speculation where the outcome of an event depends
on chance or gambling, an uncertainty even if the counter value is not certain
or not realized, an unknown or highly uncertain future of the subject matter



3. Legislative and Legal framework

Federal and State Regulations: Impact on Islamic

finance.
Challenges: Integrating Sharia-compliant products

within US law.

States Most Welcoming to Islamic Finance:
Texas, California, New York.

Approximately 50 Sharia-compliant Financial Products
Available (Source: US Islamic Finance Association,
2024).

Ownership
of the real
esatte

Complying
AML and
BSA

Insurance Securitisati Sharia
regulation on of assets compliance

10/15/2024



3.1 Ownership of the real estate

To avoid speculation, banks in the US are not allowed to take partnership or equity in real estate. But, in case of Islamic banking the banks must
assume formal ownership of the property to sell or finance the property to the customers. In Islamic finance business, the home finance is
generally based on the Diminishing Musharaka contract where customers and Islamic banks buy the property in joint ownership and with each

instalment payment by the customers to bank the subsequent ownership of the bank diminishes and ownership is transferred fully to the
customers after the last instalment payment.

Complying with the provisions of Anti-money Laundering (AML) and

Concerns were raised after the 9/11 attack that the Islamic banks are vulnerable to terrorism
Bank Secrecy Act (BSA).

funding and money laundering activities. Simple argument can be provided in this regard
that the Islamic banks and financial institutions work on the principles of sharia and if found
in such activities they cease to be the sharia compliant institutions. Sharia laws are strict and
have no compromise in this regard.

10/15/2024 10



-Regulatory
requirement
for the
Insurance

-Securitization
of assets
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* Insurance is a mandatory

requirement and US
regulators require the
purchase of insurance in the
following cases. First, in case
of real estate lending as the
parties enter the contract
minimum 20% down
payment is to be made or
mortgage insurance is
required by the regulator.
Second, Insurance is implicit
in the deposit with the banks
in the US as these deposits
are insured by the FDIC.

 Another challenge posed
with the regulators in the
US i1s that it limits the
mechanism available to the
Islamic financial
Institutions to securitize
their assets. Freddie Mac
and Fennie Mae are the
only investors in the
Islamic mortgages in the
US that securitize Islamic
mortgages.

11



3.2 Sharia regulation

Islamic financial institutions
across the globe are
governed and regulated by
the sharia law imposed
through the sharia
compliance board.

The Sharia compliance
board is responsible for
evaluating any financial
innovation before it is
offered to the public.

In countries such as, GCC
and MENA countries,
United Kingdom, US, and
Pakistan there is an
independent sharia board
in Islamic financial
institutions.

This brings a conflict of
interest between the
religious objective and
financial objectives and
makes it difficult for the
government regulators to
recognize these boards.
Predominantly those
working within the
parameters of the
establishment clause. For
the Islamic financial

institutions, the sharia non-
compliance risk is very high

that amounts to the
business risk.

If an IFI fails to comply with
the provisions of Sharia
law, it will lose the
confidence of customers
and stakeholders and, on a
larger scale, put the Islamic
finance industry in danger.



4. Common structure of

Ssetonomy I wion T v
US economy

Home Guidance
[ 2002
Financing Residential High 00
e Islamic financial system is broad term Busi University
. . i usiness _ _
encompassing the Islamic banking Loans Islamic Medium 2005
industry, Takaful, Islamic capital Financial
market, Islamic money market etc. A'uto | I'_arlba Medium 1987
Some of the most common structures Financing Finance
of financial services used by the IFIs in Takaful Takaful USA Low 2014
the US economy are discussed below. lslamic
Investment Satu.rna Medium 2010
Capital
Funds
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ljara-istisna’a structure (1)

€ $ HHHE fl

Investors and developer SPV1 uses this to purchase SPV1 will lease land + SPV1 retains liabilities,
invest equity portion into the land for the project and development from Funding including environmental
an SPV (SPV1) leases the land to the SPV, making payments liabilities as lessor
Funding SPV, which makes from rental income on
rental payments to SPV1 apartments

ljara-istisna’a structure (2)

Funding SPV receives Shari'ah-compliant debt equivalent from Key
Bank, N.A. affiliate

Funding SPV enters into an istisna’a contract with a general
contractor with specific project development details and payment
schedule mirroring conventional financing schedule

During the construction, Funding SPV makes payments to the
general contractor according to schedule

14
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ljara-istisna’a structure (3)

il o ¥
Once the building Funding SPV retains all SPV1 makes lease

becomes usable, SPV1 responsibility for payments structured to be
enters into an ijara with maintenance and equivalent to the
Funding SPV and rents out insurance as lessor repayment schedule of
units. the Shari’ah-compliant
debt-equivalent

ljara-istisna’a structure (4)

Two additional features added to make transaction similar to
conventional construction financing:

Call option: SPV1 can purchase the building from the Funding SPV to
effect a voluntary pre-payment

Put option: Funding SPV can put the project to SPV1 in a default to
accelerate repayment

Purchase and sale created by these options are not part of the ijara
transactions between SPV1 and the Funding SPV

15



Basic Transaction Structure

Modifications

Investors Bank

call Opti Shari’ah-complaint

aloption debt equivalent
ljara (Land) l Funding - Orphan
SPVA - SPV ) SPV

ljara (Bldg) Istisna’a

Put Option
General General
Contractor Coitrzctor

Note: Modifications are indicated in bold



* The basic diagram shows what was used in
the Maconda Park project

« The Truman Park project was converted into a
Shari‘ah-compliant from a conventional project

Modifications

« The general contractor also wanted to use AIA
documents, which were not Shari‘ah-compliant

 To incorporate this, an orphan SPV was
inserted with parallel istisna’a structure
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Key drivers of the Islamic economy and
integration benefits.

Consumers Governments Business Investors
Ethical Economic Growth of Return on
consumerism diversification and multinational Investment (ROI)

Increasing
affluence
Digital
connectivitv

Growing
population

Increasing religious
affinity

3

development corporations

Halal trade

Halal regulation

for the investors

18



5. State of global Halal economy

* Halal consumer spending in the USA: $25 billion in 2023 (updated from $20 billion in
2022).Sector growth rate: 8% annually (Source: Thomson Reuters, 2023).

Halal Market 2018 data 2024 projection

Halal food 1369 1972
Halal fashion 283 402
Halal Media and 220 309
recreation

Halal Tourism and 189 274
hospitality

Halal pharmaceutical 92 134
Halal cosmetics 64 95
Islamic finance (assets) 2,524 3472
Total 4,741 6,658

10/15/2024

Halal Industry curent landscape and future
projection

Islamic finance (assets)

Halal cosmetics

Halal pharmaceutical

Halal Tourism and hospitality

Halal Media and recreation

uuuu“‘

Halal fashion

Halal food

0 500 1000 1500 2000 2500 3000 3500

2024 projection ® 2018 data 19



The scale of Halal Industry in the US Cont..

* The halal industry in the USA spans various

sectors including food, finance, cosmetics,
Traditional Evolution of Integrating and travel, with a total consumer spending
Halal food SEIE] Halal of $25 billion in 2023.

‘Islamlc_ industry with
finance in

and beverage
market in 19605 Islamic Ecosystem * The halal finance sector alone is projected
1960s. ' finance to grow at an annual rate of 8%, driven by
increasing demand for ethical and Sharia-
compliant financial products.

10/15/2024 20



6. Existence of Islamic economic institutions

in the US

Types of Institutions

* Full-fledged Islamic banks, Sharia-
compliant windows in conventional
banks, investment advisory firms.

* Collaborations: Partnerships between
institutions and communities.

* American Finance House — LARIBA

* University Bank (University Islamic Financial —
Subsidiary).

e Harvard Islamic Finance Project.

Institution Name

University Islamic
Financial

Devon Bank

Amana Mutual Funds

Saturna Capital

Takaful USA

Type Services Offered

Full-fledged Islamic Home Financing,
Bank Business Loans

Sharia Window in Personal Loans,
Conventional Bank Investment Services

Islamic Investment Mutual Funds, Ethical
Advisor Investments

Islamic Investment Sharia-compliant
Firm investment strategies

Islamic Insurance  Takaful (Islamic
Provider Insurance)



University Islamic Bank
(UIF Corporation).

* Itis a Michigan based home financing company
providing residential and commercial financing
based on the sharia principles.

e Itis a subsidiary of university bank and founded
in the year 2007.

* UIF is the first faith based financial institution

giving loans based on Murabaha and ljarah
programs. Partnering to Provide Faith-Based Banking

* Itis voted as the number one Islamic financial
institution in the country as the real estate
financer by the Islamic finance news magazine.

10/15/2024 22
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LARIBA
Is fully Sharia compliant

According to Audit Firm Ragaba

READ REPORT

« Devon bank in Chicago has been offering

Islamic products and financial services
since 2003 onwards for the home loans
purchase and refinancing through the
traditional loans.

Guidance residential Virginia based sharia
compliant interest-free home financing
company started its operation in the year
2002. It specializes in home financing and
works on the principle of diminishing
Mushraka where the share of one home
buyer increases over the period and
becomes full owner after the payment of
last instalment.

American Finance House LARIBA is
California based Riba-free sharia
compliant home financing company.
LARIBA also specializes in business
financing.

23



/. Comparison between existing Islamic

Financial institutions in the US

POINTS OF COMPARISON

BACKGROUND

GUIDANCE RESIDENTIAL LLC.

Guidance residential is a home financing
company operating in about 20 states of the
us.

UNIVERSITY ISLAMIC FINANCIAL
CORPORATION (UFC CORPORATION)

It is the first Islamic subsidiary working entirely
on the sharia principles. It also offers bank
deposit schemes under the principle of sharia.

AMERICAN FINANCE HOUSE - LARIBA

The first Islamic financial institution in the
country serving the nation since 1987. It
provides services such as home financing,
trade finance, auto finance, equipment
financing and interest free banking services.

BUSINESS MODEL

It works on the business model of Islamic
financial contract ‘Diminishing Musharaka’.

The business model of UFC Corporation
includes cost plus financing (Murabaha) and
redeemable lease (ljara wa Igtina).

It works on the business model of Islamic
financial contract ‘Diminishing Musharaka’ and
redeemable lease (ljara wa Igtina).

MARKETING STRATEGY

The marketing startgies of Guidance
residential includes its presence at the large
Islamic conferences.

Attractive website with extensive section of
frequently asked questions focusing on Islamic
mortgage differs from the conventional
mortgage.

LARIBA does not do any marketing or
promotion and it also does not use the Islamic
centers and organizations for promotion of its
business.

10/15/2024
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Comparison between existing Islamic Financial
institutions in the US

Institution Name Market Share (%) Products Available Customer Base

Guidance Residential 35 Home Financing, Refinance Residential Customers

Business Loans, Personal

University Islamic Financial 20 Businesses and Individuals

Financing
Lariba Finance ‘ 15 ‘ Home & Auto Loans ‘ Mixed Market
Devon Bank 10 :z:f/?cr:l Loans, Investment Individual Investors
Saturna Capital ‘ 10 Islamic Investment Funds Institutional and Individual Investors

10/15/2024 25



8. Wholesale Islamic finance within US...

Shariah Capital, based in The idea was to create a
Connecticut, is one of the Shari’ah-compliant platform
earliest wholesale financial for hedge funds that use
institutions founded by Eric both long-only as well as
Meyer. long-short strategies.

Started in 2001,
development process took

several years to complete
and receive approval.

In 2007, Shariah Capital Shariah Capital, through a
launched the Al Safi subsidiary in the Cayman
platform, which provides a Islands, offers: Shari’ah

system for investment screening and Shari’ah-
managers to launch Shari’ah- compliant short sale using
compliant hedge funds. arboon

10/15/2024
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Wholesale Islamic finance within US...

In a way, arboon is similar to In an arboon contract, the
an option, as it has a fixed buyer specifies a good for

Arboon replicates a short
sale, but does not identically s
replicate it.

length of time before the purchase and makes a down
transaction concludes payment to the seller.

Buyer makes rest of the

payment at a future date and The contract did not

necessarily have a set end

date for the buyer to either

pay the remaining price or
walk away.

if he decides not to purchase
the good, then seller
reclaims title to the good and
keeps the down payment.

10/15/2024 27



Wholesale Islamic finance within US...

In the Shariah Capital arboon
contract, instead of a physical
asset, a stock is the asset
involved. Prime Broker acts as
the agent by which the
transaction occurs.

Fund manager wishing to short
sell the stock

pays a portion of the stock value, equal
to the margin requirementin a
conventional short sale and

receives title to the stock and a fixed
period in which to replace the total
shares minus the down payment

Fund manager then sells the
stock to another buyer at the
current market price.

At the end of the fixed period,
the fund manager purchases
the remaining shares owed and
returns them to the lender.
Risk and return profile from
the arboon is similar to a
conventional short sale.



Wholesale Islamic finance within US...

Shariah Capital used the arboon short
sale to attract external managers of
several funds it launched through its Al
Safi Trust.

With the launch of the first four hedge
funds, as well as the fund-of-funds,
DSAM Kauthar launched an index of
Shari’ah-compliant hedge funds in
early 2009.

10/15/2024 29



Wholesale Islamic finance within US...

10/15/2024

The Dubai Shariah Hedge Fund Index, tracks the value of the DSAM Kauthar Commodity Fund,
Ltd., which is the fund-of-funds invested equally in the four commodity hedge funds.

In 2009, the Dubai Gold Securities was launched under advisory of Sharia’h Capital.

Dubai Gold Securities is an ETF similar to the GLD available in the U.S., but is slightly altered to
be Shari’ah-compliant.

Later some new US companies started working in the Islamic whole sale market

30



Wholesale Islamic finance within US...

Other whole sale financial
institutions in US

Anchor Finance Group [New York
City based] launched in 2005,
provides financial consulting for
structured finance, syndication,
product development and trade
finance.

IdealRatings [San Francisco based]
started in 2006, provides a
technology platform to Shari’ah-
compliant fund managers to assist
in the screening of investments to
ensure they are and remain
Shari’ah-compliant.

Zeus Capital Advisers [2007],

another firm started offering

Shari’ah-compliant financial
advisory services

10/15/2024

Zayan Finance [2007] provides
commercial real estate financing
using a musharaka mutanagisa
(diminishing musharaka)

31



Wholesale Islamic finance within US...

In 2008, Codexa Capital began operations offering Shari’ah-compliant
structuring services

In 2008, two Islamic ethicists, Taha Abdul Basser and Faraz Rabbani,
started the StraightWay Ethical Advisory that provides Shari’ah advisory
services to the first Islamic ETF in US named as the Javelin JETS Islamic

Market International Index Fund.

In 2009, the trade finance firm Delphi Trade, announced that it would
launch a Shari’ah-compliant trade finance fund with $100 million in

investments.

10/15/2024 32



9. Retail Finance: Mutual Funds and ETF ....

Exchange-traded funds 02 largest Islamic First Islamic mutual In 1987, they started In 1994, Amana Growth
(ETFs) represent an mutual funds by net fund in US started Amana Income Fund Fund was launched.
even smaller area assets are: operation with a small with $3.2 million
within the Islamic investment pool formed investment.

. . Amana Growth Fund (NAV: . .
finance industry $1.46 billion) by Muslims in the

Amana Income Fund (NAV: Indlapapol|s, Indiana

$991 million) area in 1984. Later they
higher Nicholas Kaiser, a
local fund manager

10/15/2024 33



9. Retail Finance: Mutual Funds and ETF ....

After Dow Jones Islamic Market Indexes

was created in 1998, the Dow Jones As a result, Azzad lowered the expenses
Islamic Fund (now known as the Iman on the Mid-Cap Fund and eliminated the Javelin Exchange Traded Series (2009), the
Fund) was launched by Allied Asset Ethical Income Fund altogether in June first Islamic ETF, tracks the Dow Jones
Advisors in 2000. 2009. Islamic International Titans 100 Index.
2000 2009
1998 June 2009 2009

In 2000, Azzad Asset Management, In 2009, Amana launched its third mutual

launched two Azzad funds, the Ethical fund, the Amana Developing World Fund,

Income fund and the Mid-Cap fund, that which invests in emerging market

grew slowly during the 2000s companies. The launch occurred at the

10/15/2024

end of the third quarter of 2009.
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9. Challenges and the ways forward for the Islamic
finance in US

« In US, Islamic finance has evolved within context of legal, tax and regulatory systems designed for
conventional financial system that creates several legal concerns:

Issues related to investments in U.S. by international investors:
 Usually, they focus on primarily real estate and tax treatment of investment is their prime concern

« most common structure used are similar to “istisna’a-ijara structure” of the Maconda Park and Truman
Park Apartment projects

« another structure is “ijara-based acquisition” where investors uses ijara to purchase properties in US
to keep segregation from the debt used in property acquisitions

10/15/2024 35



9. Challenges and the ways forward for the Islamic
finance in US

« One important distinction for U.S. tax law is whether the investment fund is the owner of the
properties it leases from the SPV,

« If the fund itself is the owner it must assume the responsibilities (e.g. maintenance) that it does not
assume under an ijara lease except under the supplementary agreement to act on behalf of the SPV.

« Another similar type of tax issue arise as foreign investors or lessors receive more favorable tax
treatment for ‘financing’ leases compared with ‘operating’ leases.

 In a financing lease, the lease payments are treated identically to payments made on a loan
comprising principal and interest and these payments are generally not subject to taxation.

10/15/2024 36



9. Challenges and the ways forward for the Islamic
finance in US

Issues related to U.S. regulations for mutual funds

« In general, mutual funds which invest in U.S. equities but are organized outside of the United States are exempt
from the Investment Company Act of 1940, which created the regulations of mutual funds.

» This exemption requires that the funds not be available to investors in the United States.

» Mutual funds offered in US, whether conventional or Islamic, are required to be registered under the Investment
Company Act.

« Investment Company Act primarily deals with investor protection and does not have a significant impact on Islamic
mutual funds compared to their conventional alternatives.

10/15/2024 37



9. Challenges and the ways forward for the Islamic
finance in the US

Issues related to Sukuk

Impact of regulations on sukuk issuers is similar to the same of conventional financial products issued by global
investors.

« Compliance of such regulations may increase the cost if the sukuk must be registered under the Securities Act of
1933.

« In general, sukuk issuers have two options: register the sukuk under the Securities Act or use one of the two safe
harbor exemptions, Regulation S or Regulation 144A.

« Most sukuk issuers opt for the Regulation S safe harbor exemption that provides an exemption for investment
products offered by offshore issuers and sold exclusively to offshore investors.

10/15/2024 38



10/15/2024

Conclusion ...

* Unlike U.K,, [5 Islamic banks: 1 retail bank and 4 wholesale
banks], in US; there is 1 retail bank (a subsidiary of a
conventional bank) and no wholesale banks.

« There is one provider of takaful, AIG, and its Islamic finance
business is headquartered outside of the United States.

» Such lack of infrastructure for Islamic finance within US may limit
the role the US can play in the Islamic finance industry as a
whole.

* As a result, the lead of Western capital of Islamic finance, seems
to be assumed by London, Singapore or Hong Kong instead of
New York.

39



Conclusion ...

10/15/2024

One area where this could have a
significant impact is on the retail

investment prospects for the 5-7

million Muslims living in US.

However, for many Muslims
saving for retirement using
Shari’ah-compliant (debt based)
investments, desired asset class is
nonexistent.

As we have described, one of the
areas where retail Islamic finance
has intersected with the capital
markets is in mutual funds and
exchange-traded funds.

So, there are good reasons for
wholesale Islamic industry to
develop to develop to cater to
these investors needs.

These funds, however, have been
entirely equity funds.

40
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Thank You
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