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ABSTRACT

Sukuk (singular Sakk) are Islamic certificates of investment. They are tied to an
underlying physical asset. Depending on select factors (such as legal, jurisdictional
concerns and the preference of market participants), this link to the underlying asset may
vary in terms of its legal and accounting treatment. While it is true for conventional
securitization, the role of Special Purpose Vehicles (SPVs) is equally crucial in Sukuk
structuring; other parallels with conventional securitization may be drawn readily. There
are, however, defining Shariah characteristics (mainly in the shape of prohibitions),
which distinguish Sukuk from securitization. Various ways to classify Sukuk are
discussed with the main focus on the bifurcation into Asset-based and Asset-backed
Sukuk. The difference between the two is highlighted by the discussion on ownership of
the underlying Sukuk asset, ability of the investor to dispose of this asset and right of
recourse in the event of default or insolvency. The Shariah validity of equity-based asset-
based Sukuk is called into question by renowned scholars such as Sheikh Mufti Taqi
Usmani and others. Accordingly, the AAOIFI Sukuk clarification (issued in 2008) and its
implication for market participants is elaborated upon. A change is evidenced in the
market in the wake of the clarification, with equity-based Sukuk registering a negative
growth for a 4 year period hence. Challenges to the overall growth and acceptability of
Sukuk are discussed; legal and jurisdictional inadequacies and Shariah ruling

heterogeneity are some of the obstacles to be overcome moving forward.
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