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[bookmark: _Toc532326931]Introduction:
Worldwide there is an enthusiasm around the topic of Islamic finance and recent studies have evaluated that an aggregate total asset of about $2 trillion is currently coursing through the Islamic finance system. With growing rates of 13% - 22%, it is currently the fastest developing segment in the finance industry (AIMS, 2018). With the growing rates that are currently going through the Islamic finance system, the purpose of this report is to critically evaluate Islamic finance and to see whether it is a beneficial means to financial institutions to adopt its practice particularly in the western hemisphere.
[bookmark: _Toc532326932]Main findings:
What is Islamic finance?

Islamic finance is a type of financing that must comply with Sharia law, and even the investments can be referred to as permissible under Sharia. The main difference of this financing activity and the most of the current financing practices and principles that are currently used in the west is that some aspects of it are against Sharia law and are strictly prohibited. (Islamic Finance, 2018) 
Unlike western banks one of its main principles is that it promotes financial justice, due to its focus on Islam’s Holy Book the Quran, which for Muslims is the word of God. The main key issue sharia law has with the western type of conventional banking is that of loaning. However, there are many advantages for financial institutions in the west to adopt fully or partly into Islamic finance.
Islamic banking tries to create a balance for the net profit or loss between the lender and the beneficiary rather than giving it all on the entrepreneur or company. If a project is financed by the bank using Islamic finance, the output of the project will be equally distributed amongst both parties. If the financier is expecting to receive profits for a certain project, he should also agree to carry a share of the loss (AIMS, 2018). This provides the borrower with an even share when it comes to both financial increase and loss, reducing the financial risk of the project if it fails however losing a percentage of the increase in exchange creating a safe system for both parties.
“Islamic banking adheres to the principles of Sharia law, with the main characteristics being the prevention of applying interest on loans and limiting excessive financial speculation”. (World Finance, 2012)


The growth in the western hemisphere:

During the economic struggles that was around globally knows as the “credit crunch”, Islamic finance in London continued its growth while banks around it struggled. The mayor of London at the time even said “Despite the current global financial crisis, Islamic finance continues its growth as an increasingly viable alternative banking system for both Muslims and non-Muslims. It will be a vital component of the new global financial infrastructure”. (Islamic Finance Expert, 2010)
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(Statista, 2016)
The graph above shows the increase of banks in London fully compliant and using Islamic finance and banks that have just started to incorporate Islamic finance into their practice. Since 2009 there has been a steady and consistent number of banks adopting the practice in the London area until 2012. After then there was a slight dip, however was an equal number of banks that incorporated Islamic finance than didn’t in 2016.
Some banks are shown to only partly serving Islamic finance rather than being fully compliant with Sharia law. This allows the financial institutions to provide other companies with money that they already have rather then relying on money gathered through debt retrieval or other means. This could also show however banks hesitating with being fully compliant with Sharia however that could be due to several different reasons that could be covered at a later date.
According to Islamic Finance Expert; Some financial institutions find that shariah-compliant investments are less volatile than conventional ones and these stable features have helped it gain popularity. (Islamic Finance Expert, 2010) As an example of this, two Shariah-compliant mutual funds operated by Washington-based Amana Mutual Funds Trust have seen their assets under management surge in recent years to US$2.8 billion. Even though the funds are designed to be compliant with the principles of Islamic faith, while only a small proportion of their investors are Muslim. (Harman, 2010)
Stephen Ranzini, president and CEO of Michigan-based University Bank said, “The results were so compelling that the business found them, and so today, 90% of the customers are non-Muslim.” (Harman, 2010)


Could Islamic banks help avoid crisis?

Global banking is not traditionally linked closely with cultural attitudes, it has been allowed to roam relatively free in the pursuit of growth and profit. This has caused in the past harm to economies in the form of the “credit crunch” that started back in 2007 and still haunts banks today. (BBC, 2009)
Islamic banks on the other hand consider their cultural makeup and the performance of those banks have been relatively strong.  NCB or Ali–Ahli Bank is Saudi Arabia’s first bank and the largest in the country (NCB, 2018) and has operated since 1953  after Appointing, Abdulkareem Abu al Nasr as CEO in 2006, he has “overseen a period of relative stabil
ity compared to many other banks in the Middle East, with profits increasing nearly 14 percent in 2011”. (World Finance, 2012)
Abdulkareem Abu al Nasr said the global financial crisis happened because of “excessive use of structured debt and securitisation which drove unsustainable levels of financial leverage.” This would not happen under Islamic banking. “The fundamentals of Islamic banking prohibit this,” (World Finance, 2012)
There are many different areas of Islamic finance that financial institutions can use and companies also to potentially improve their respective organisations and hopefully avoid crises in the future. 

[bookmark: _Toc532326933]Sukuk finance:
What is Sukuk Finance? 

Surkuk are defined by the Accounting and Auditing Organisation for Islamic Financial institutions (AAOFI) as: ‘certificates of equal value representing undivided shares in the ownership of tangible assets, usufructs and services or (in the ownership of) the assets of particular projects or special investment activity’ (Norton Rose Fulbright, 2008).
Emirates have made close to $600 million that will be repaid in 2028, from a successful execution of sukuk (Emirates, 2018). Prior to this the company used their first sukuk with a seven-year term in 2005. Then in 2012 provided then with the full repayment of $550m.
Nirmal Govindadas, Emirates Senior Vice President, Corporate Treasury said: “We are pleased with the level and quality of interest in this Sukuk issuance. Emirates continues to take a diversified approach to our long-term financing strategy and today’s issuance confirms the confidence of international and regional investors in our strong track record as well as resilient and profitable business model” (Emirates, 2018).

Asset-based sukuk and Asset-backed sukuk:

They way Asset-Based sukuk works is as follows;
Asset-based sukuk is based on sukuk holders subscribing by paying an issue price to a companies product. In return, the company issues certificates and verafacation that indicates the surkuk holders now own a percantage of that product. The company then uses funds raised and purchases the asset from the obligator. Legal ownership is passed back to the company under an Ijarah agreement. The obligator than pays rentals to the company as they are the owner and the lessor of the asset. The company then make periodic distributions as rent and capital to the sukuk holders. (ACCA, 2018)
By doing suruk It essensially eliminatetes the need for debt allowing companies to build on their profit rather than the building of their capital. This also helps financial institutions have money that they can use rather then just an assurance that they will provide the neccecery investment through loans. 
Asset-backed sukukis slightly different. In the example given above, rather then the company providing certificates that shows the sukuk holders the percentage that they own in the company. Instead the company purchace a protfolio of assets which are already generating an income stream. The company obtains the tiltle deeds to the leasing portfolio. This portfolio will be earning positive returns that are now (due to the ownership of the title of the deed) being paid into the company. With this income the company makes periodic distributions to the holders. (ACCA, 2018)
All the risk and ownership is passed to the company hence if the returns fail the sukuk holders suffer the losses instead.
[bookmark: _Toc532326934]Conclusion/Recommendations: 
There are many benefits for financial institutions to use Islamic finance. The main benefit is the idealism that debt is eliminated. Institutions will be able to provide and invest money or products that they both have instead of needing to borrow money with the chance of financial growth with the potential of causing one or both partners to suffer a loss of some kind. This also allows companies to build on their actual profit rather than on their capital.
Another benefit is that the lender and the borrower both split the risk of the project, minimalizing the fallout risk from the investment failing by providing a buffer between the two benefactors of the deed. This type of sukuk provides increments of profit over time when done correctly allowing a steady, sustainable source of income over a period.
Finally, the last recommendation for finance institutions is that they have the option to offer the option of Islamic finance services. This enables companies to gradually move over to fully incorporating Islamic finance if the initially find it beneficial for their company. This allows companies to spend money incrementally changing rather than spending a huge amount all at once. 
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