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This booklet is the first cultural product of a special public awareness programme on Islamic finance 

organized by Abu Dhabi Commercial Bank (ADCB) for the benefit of its highly valued clients. ADCB is 

proud to take the lead in this cultural campaign, the first of its kind in the Emirates, with the objective 

to enlighten the public on the ethical and practical appeal of Islamic banking and investment ser vices. 

Believing that public awareness is necessar y for the breaking of new grounds in the provision of Islamic 

finance, the ADCB is already committed to the gradual but steady introduction of authentic Islamic 

banking products. We believe that public awareness on the principles of Islamic finance leads to better 

customer relationships, and hence augurs for brighter and wider horizons vis-à-vis the growth of Islamic 

finance. 

As the title implies, the Master Key to Islamic Banking and Finance – 1 is intended to set the scene for 

its readers to appreciate the potential capacity of Islamic finance in terms of accommodating modern 

banking needs. At this stage, basic questions are addressed about Islamic finance, why it is needed, 

and how it fundamentally dif fers from conventional banking. This is done in terms of five basic questions 

which are carefully chosen to address the most common queries which tend to be publicly raised about 

the case for Islamic banking. This preliminar y background will, then, be supplemented by the Master 

Key to Islamic Banking and Finance – 2 which is intended to lay down the basic foundation of Islamic 

modes of financing. 

Having set the scene and laid the basic foundation of Islamic finance, the programme will proceed to 

more practical questions of how banking needs can be provided in the Islamic way. It is the objective 

of for thcoming booklets, to be produced later this year, to handle more technical issues in relation to 

retail, corporate, and investment banking. The programme is addressed to a wide spectrum of potential 

audience who wish to understand the relevance of Islamic finance to the ever rising challenges of the 

modern world. Retail banking clients, corporate executive managers, institutional investors, professional 

bankers, government of ficials, and academic students may all benefit from ADCB’s planned series. 

Introduction (1) Why Islamic banking and finance?

It is the mechanism of lending and borrowing at the interest-rate which triggered Muslims’ search for 

an alternative financial order. Islamic finance owes its driving force to a solid consensus amongst 

contemporar y Shari’ah scholars that the charging of interest on borrowed money is a breach of the 

Quranic prohibition of usur y (riba). It is well known that similar prohibition existed in the earlier scriptures 

of Judaism and Christianity. 

In the Quran, it is stated that “God has permitted trade and prohibited usur y” (Quran 2:275). The 

prohibition of usur y is stated in the strongest terms whereby Muslims are warned of “war from God 

and His Messenger” if they fail to abide by this order (Quran 2:279). The tradition (Sunnah) of the 

Prophet (peace be upon him) came to reasser t this Quranic prohibition and to elaborate on various 

manifestations of usur y.

Money lending at a (fixed) price was practiced in many ancient civilizations though under severe ethical 

criticisms by philosophers and religious leaders. The famous Greek Philosopher, Aristotle, developed the 

argument that ‘money is sterile’ and therefore it should not command a return for its own sake. In other 

words, money can only function as a medium of exchange, to facilitate trade in goods and ser vices.

 

It is notewor thy that the contemporar y Western banking system emerged from a historical battle against 

the Christian Church on the issue of usur y. It eventually benefited from a groundbreaking verdict by the 

Protestant Bishop, John Calvin, who argued that money lending for productive activities was permissible 

since it dif fered from the biblical usur y. Yet, when related to the Quran and the Prophet’s Sunnah, this 

verdict was not shared by the majority of Muslim scholars. It explains why Muslims have conscientiously 

shouldered the responsibility of reviving the human ethics of interest-free financing. 
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nThis is the fifth cultural product of ADCB’s public awareness programme which 

aims at portraying the ethical and practical dimensions of Islamic finance. 

It comes after three successive ADCB’s introductory booklets: 

(a) ADCB Master Key to Islamic Banking and Finance - 1, which addressed 

preliminary questions: Why Islamic finance is needed and how it fundamentally 

differs from Conventional banking. (b) ADCB Master Key to Islamic Banking 

and Finance - 2, which demonstrated alternative Islamic financing modes. 

(c) ADCB Key to Islamic Retail Banking - 3, which explained the nature of assets 

and deposits of a typical Retail Islamic bank. It also furnished a historical 

background of a vibrant Islamic banking experience in the early centuries of 

Muslims’ civilisation and lately (d) ADCB Key to Islamic Retail Banking - 4, 

which explained how Islamic Retail financing services may satisfy personal, 

household, professional and entrepreneurial needs. It also explained the main 

governing principles of fee income in relation to Islamic ancillary banking 

services.  

To further proceed with the objectives of ADCB’s public awareness programme, 

the present booklet, ADCB Key to Islamic Corporate Banking - 5, aims to 

shed light on the Corporate banking services which Islamic banks offer to 

the Corporate sector. Islamic banking emerged predominantly as a retail 

activity, with limited corporate financing services since the 1970’s, but a 

remarkable shift towards more sophisticted Corporate banking services took 

off in the Islamic banking industry during the late 1990’s. This is partly due 

to the growth of huge financial and investment synergies of Islamic banks 

with Western banks whereby complex issues of Corporate banking invoked 

innovative Shari’ah compliant solutions; and partly to the unprecedented 

growth of Corporate sector in the Muslim world over the last two decades 

hence accounting for greater emphasis on corporate financing by leading 

Islamic banks.

 The current trend of Islamic Corporate Banking is further accentuated by two 

forces at work: the globalization and deregulation process in the World economy 

that opened up worldwide competitive horizons for the banking industry; and 

the late emergence of a well integrated international financial market for Islamic 

securities through Bahrain, United Arab Emirates and Malaysia. Nonetheless, 

Islamic Corporate Banking is still emerging and there are many important 

issues that remain to be resolved from the Islamic perspective. It is rightly 

recognised by Islamic bankers, economists and Shari’ah scholars that more 

innovative efforts are called for to develop genuine and fully fledged Islamic 

alternatives to the prevailing Conventional Corporate banking services.  

As part of ADCB’s public awareness programme, the present booklet sets out 

to introduce notable Islamic solutions for corporate banking and finance. 

The purpose of the public awareness programme is to benefit a wide spectrum 

of individuals wishing to understand the relevance of Islamic finance upon the 

ever rising challenges of the modern world. Retail banking clients, corporate 

executive managers, institutional investors, professional bankers, government 

officials and academic students may all benefit from ADCB’s planned series. 

ADCB is already committed to the gradual and steady introduction of authentic 

Islamic banking products. We believe that public awareness of the principles 

of Islamic finance will lead to better customer relationships, and eventually 

brighter growth prospects. 



Sharikah is the Arabic word for ‘company’ as well as the jurist root of the 

modern Islamic Corporate concept. From a purely jurist perspective, the 

Mudaraba and Musharakah contracts, as previously introduced in ADCB 

Master Key to Islamic Banking and Finance - 2, are typical jurist forms of 

profit-geared Sharikah. More generally, the jurist Sharikah is any partnership 

involving two or more parties that can take a wide range of possible purposes 

and contractual forms. 

Mudaraba, in particular, is known to have played a remarkable role in the 

financing of voluminous trade flows between the Muslim East and Christian 

Europe during the middle ages. As it was mentioned in ADCB Key to Islamic 

Retail Banking - 3, Mudaraba was well received in medieval Europe for being 

financially versatile, and was acknowledged as being conducive to Europe’s 

economic recovery from the Dark Ages. It came to be known in Western Europe 

as commendo, the very concept which was later developed into the modern 

corporation. 

The modern corporate entity has thus been defined with two fundamental 

characteristics: 1. being an independent legal personality independent from 

its partners (i.e. shareholders) and 2. ensuring limited liability of shareholders 

towards the debts of the company. Obviously the traditional Mudaraba in the 

received jurisprudence did not embody the limited liability property but the 

majority of the contemporary Muslim scholars have approved of limited liability 

in the structuring of a modern Islamic company. 

In this sense, the modern Islamic company combines important features of 

Musharakah and Mudaraba within the limited liability set up of the modern 

corporation. The Musharakah element relates to the existence of shareholders 

who collectively contribute to the company’s capital and share profit/loss on 

a pro rata basis. The Mudaraba element lies in the contractual relationship 

between shareholders, on the one hand as Rabb al-Mal, and management,  

Mudarib on the other hand as long as the company’s management share in 

the company’s profits. Alternatively, if the company’s management is paid 

fixed salaries, it will still be an acceptable form of human Ijara, even though 

it is not Mudaraba.  

There are the two main factors which distinguish an Islamic company from 

a Conventional one: 1. The financing of capital or business operations of 

the company and 2. the legitimacy of its economic activity. In a nutshell, the 

Islamic Corporate concept is one which satisfies two basic conditions: 

1. Shareholders’ capital is raised through the Profit & Loss Sharing principle 

as explained in ADCB Master Key to Islamic Banking and Finance - 2 and 

2. that the economic activity is halal. 

In other words, a company will deviate from the above definition of the Islamic 

concept whenever capital or business operations are partly financed through 

borrowing at the interest rate, or whenever economic activities include the 

utilisation or production of illegitimate goods or services (e.g. wine, pig meat, 

pornographic material etc.). This booklet addresses the financial dimension 

of how the Islamic company can be legitimately financed or serviced in order 

to carry out its legitimate business and satisfy its growth targets. There are 

still other diagnostic features of an Islamic company which are more suitably 

discussed in the next booklet, ADCB Key to Islamic Investment services - 6. 

The Corporate concept: 

Islamic versus Conventional



It is noteworthy however, that the term ‘Corporate banking’ refers to wholesale 

banking as opposed to Retail banking. Thus, in the current practice, it covers 

all forms of companies so long as wholesale demand of financial services 

is involved, including sole proprietors, limited private companies, unlimited 

partnerships, or other alternative forms, not only public corporations. 

The term ‘wholesale banking’ is particularly relevant in the British financial 

system to distinguish between the commonly known deposit-taking ‘high 

street’ Retail banks and the non-deposit-taking Investment banks that are 

devoted to providing banking services to the Corporate sector.

 

The financing of corporate capital or current business operations is the primary 

Corporate banking service. This booklet, ADCB Key to Islamic Corporate 

Banking - 5, is deliberately planned to demonstrate the fundamental capacity 

of Islamic Banking to satisfy the needs of Corporate clients, whether in financing 

or other services. The modern corporate environment encompasses a much 

broader range of banking services that can be offered by the banking sector, 

apart from capital and business financing. It is, nonetheless, appropriate to 

start with Corporate finance in this section, focusing mainly on capital and 

business operational finance, and leaving other Corporate services to the last 

section of the booklet.  

However, it is not only the mode of financing (Islamic versus Conventional) 

that matters in Corporate financing, but also the careful structuring of finance 

to suit various objectives, like arranging mergers and acquisitions (M&A),  

building global investment syndications, developing hedge funds, structuring 

project financing and many others. 

 

‘Structured finance’ is particularly sensitive from the Islamic perspective since 

it involves a complex set of contracts and covenants bringing together a wide 

range of institutional parties, Islamic as well as Conventional. Admittedly, 

Islamic Corporate Finance is still a nascent phenomenon, although it is 

breaking new grounds in the area of structured finance, which is apparent from 

the current innovative activity within the Islamic financial industry.

Furthermore, ‘structured finance’ is a highly specialised area, and therefore 

beyond the scope of this booklet. Capital and business operational finance 

are the basic banking requirements of companies, whether sole proprietors, 

unlimited partnerships, private limited companies, public corporations or any 

other conceivable legal entities.  Companies need financing, either for the sake of 

raising capital, or for the sake of achieving some business operations. 

The raising of capital might be needed at the initial stage of forming the company 

or later on for expanding the company during its normal operation. 

Capital formation involves long term commitment of funds in the company and 

therefore it is conventionally acquired either through the provision of new equity in 

the company – that is, by admitting new shareholders in the company, or through 

borrowing funds on a long-term basis. The financing of business operations on 

the other hand, does not involve more than short-to-medium-term commitment 

of funds, and therefore they are conventionally acquired through borrowing and 

banking overdraft facilities. We shall start with capital financing by refering to 

counter Conventional alternatives. This will then be followed by a similar treatment 

of business financing.    

Corporate banking finance



In order for an entrepreneur to build up the needed capital, it is often the case that 

the entrepreneur has to raise more funds than what it can afford through its own 

resources. Conventionally, this can be done either by inviting more funds from others, 

thus extending the company’s ownership, or by borrowing at interest more funds from 

banks and other external sources. The former is the commonly known equity capital, 

while the latter is a kind of long-term debt aimed at leveraging the firm’s capital.  

Compared to selling equity, there is sometimes an obvious plus point for the owners 

of the company to borrowing money. If the business succeeds the owner should be 

able to meet the loan repayments as promised, and reap all future profits without the 

need to share them. In short, if the entrepreneur is confident about the prospects 

of his/her business, and has the opportunity to borrow money, a loan is a more 

attractive source of money than getting it from an equity investor, who will own a piece 

of the business and receive a share of the profits. 

As the name implies, debt is Conventionally believed to provide leverage to the 

company’s capital structure in the sense of achieving a better value of the company’s 

equity in the secondary market, but this viewpoint is often challenged. At any rate, it 

is impermissible from the Shari’ah perspective to borrow funds at the interest rate or 

to issue bonds that are based on interest rate financing. Of course, there are Islamic 

alternatives for Conventional bonds, namely the Sukuk, but these are used more 

often in the raising of Islamic investment funds than the leverage of equity capital. 

The study of Sukuk will be handled in the next booklet, ADCB Key to Islamic Investment 

services - 6, but it can be asserted here that pure equity is the general norm of 

Islamic Corporate firms.  

In public corporations, equity capital is raised through the issuance of 

‘shares’ while the debt leverage is raised through the issuance of ‘bonds’, 

thus accounting to the capital structure of Conventional business firms which 

consists of both equity and debt. Obviously, the borrowing at interest is not 

allowed in the Islamic perspective. 

There are different ways of raising equity capital, depending on the different 

legal structures of companies.  As it is beyond the scope of this booklet to give 

a comprehensive review on how equity capital is raised, it suffices to mention 

IPOs (Initial Public Offerings) in the initial formation of public corporations,  

secondary public offerings for expanding the existing public corporations, 

private equity placements in the formation or expansion of limited private 

companies, and similarly the raising of capital for the formation or expansion 

of existing unlimited partnerships. Equity capital, which is also called share 

capital, can therefore be generated through various legal corporate structures, 

even though the trading of share capital in the stock exchange is only open for 

public corporation structure. 

What is common about ‘equity’ across all the different Corporate forms is 

that it represents a shareholder’s ‘right of ownership’ in the company. Hence, 

to the extent the company possesses real assets, and the legal charter of 

the company permits the entry and exit of shareholders, there is no Shari’ah 

objection for the trading of such company shares in principle. In this case, 

the process of equity trading is basically a process of selling a shareholder’s 

common share of real assets in a company to another legal person. 

It is noteworthy, however, that the trading of company shares was not a 

generally accepted practice in the received jurisprudence. Traditionally, a 

Sharikah would automatically be liquidated if an existing partner wished to exit, 

or a new shareholder wished to join, even though shareholders may agree to 

form a new Sharikah contract afterwards, but the contemporary scholars have 

Financing the Corporate 
Capital structure



rightly acknowledged the right of shareholders to agree on different terms and 

conditions as regards to the trading or otherwise of their company shares. 

Furthermore, the risk of profit or loss is totally born by equity holders since they 

are owners of the company and obligors towards all production costs and fixed 

liabilities; a provision which conforms to the jurisprudence of Musharakah as 

explained in ADCB Master Key to Islamic Banking and Finance - 2. 

Therefore equity holders are justly authorised to set down the company’s 

policy, appoint a management to implement such policy on their behalf, and 

hold it accountable for achieving the company’s goals. 

Conventionally, equity holders are authorised to leverage the company’s 

capital by borrowing long-term funds at interest or by issuing long-term bonds 

which guarantee the principal plus interest income. Also, management is 

authorised to run overdraft accounts with banks for the financing of short-

term operations, borrow short-to-medium-terms funds, or issue short-to-

medium-term bonds for the financing of company’s operations. Obviously, 

this is impermissible in an Islamic company so long as it is based on the 

interest rate. Again, it is impermissible to guarantee profit to any class of 

equity holders on pure preferential grounds, as maybe Conventionally provided 

to the class of ‘preference shareholders’. This point brings us to consider the 

Islamic alternatives. Islamic Corporate modes of financing are best approached 

through the usual classification of finance into short-term, medium-term and 

long-term as these terms have been defined in the previous booklet ADCB Key 

to Islamic Retail Banking - 4. 

Short-term financing is most common for assets that turn over quickly such as 

accounts receivable and inventories. Short-term financing is needed for generating 

working capital, i.e. the money for the day-to-day running of an enterprise. 

Ranging from less than a month to less than a year, short-term financing is usually 

needed due to the fact that receivables from the sale of a company’s products are 

often not well synchronised with payables to workers or creditors.  

Corporate clients can acquire Islamic short-term financing either directly through 

Murabaha financing, or indirectly through a Shari’ah compliant overdraft facility. 

The simplest situation is where the company wishes to purchase some inputs or 

raw material for the running of its production process. In this case, Murabaha is 

a suitable financing mode where the bank can buy the required material and sell 

it to the company on Murabaha basis. Alternatively, the company might require a 

running overdraft account with a bank to finance a complex set of operational costs 

that cannot be easily identified in terms of material requirements. Conventionally, an 

Overdraft facility is the agreed amount that a bank will permit a company to borrow 

without notice, and in turn, the company will pay interest on the sum borrowed. It is a 

versatile and flexible source of working capital as the amount needed may fluctuate 

at different stages of the month or quarter.

In this regard, Islamic banks have developed sound alternatives to the Conventional 

Overdraft facility by engaging with their Corporate clients on profit and loss sharing 

agreements that are ear-marked to specific operations or projects for which the funds 

are required. The requisite for providing such a financing service is to ensure the 

company’s ability to generate a feasible expected return on particular short-term 

operations, or short-term projects, thereby making it possible to assess the 

profitability of such internal opportunities over the short-term.     

Short-term 
Corporate Finance 



Medium-term finance is designed to fund medium-term investment needs of 

a company. Ranging from a year to five years, medium-term loans can also be 

used to buy fixed assets. Unlike short-term financing which seeks to synchronize 

outflows and inflows in the short-term, medium-term financing is particularly 

addressed to production financing decisions of the company. It mostly arises 

when the investment horizon of a company makes it possible to borrow funds 

against the future revenue expected from production growth.  

Conventionally, a company can borrow liquid funds at fixed or floating interest rates 

to finance medium-term production financing requirements, but we know that this 

is not the Islamic banks’ way to finance its Corporate clients. Alternatively, an 

Islamic bank can make use of Mudaraba, Musharaka, Istisnaa, Salam or Ijara as 

modes of medium term financing to Corporate clients. 

These methods have already been explained in ADCB Master Key to Islamic 

Banking and Finance - 2 so it remains to show how Corporate clients can utilize 

these methods.

Islamic banks are most willing to offer production financing for Corporate clients 

with reliable customer bases and credible track records in terms of profit rates 

and turn-over rates. While these are basic characteristics of efficient companies, 

they are also indicative of low risk investments. Financing risk is further reduced 

when the company seeks to finance existing customer orders, thereby setting pre-

specified volumes of production to meet pre-specified demand. Yet the risk of profit 

can never vanish in trade transactions. Even if marketing risk is controlled through 

placement of customer orders, default risk will remain. This will be the case with 

corporate customers who are offered deferred payment packages, thus in most 

practical situations causing an element of default risk into the expectations of 

profit. 

Nonetheless, it is fair to say that the more it becomes possible to structure 

production financing of a company in accordance with specific customer orders, 

the smaller will be the marketing risk, and the wider will be the profitable scope 

for Islamic finance methods. This is now shown by reference to five Islamic 

concepts of finance: Mudaraba, Musharaka, Istisnaa, Salam and Ijara.

Mudaraba financing can be offered to the Corporate client as Mudarib and 

the Islamic Bank as Rabb al-Mal, such that when the expected profit from the 

sale of pre-specified production volumes will be shared between the Bank 

as provider of capital and the Corporate client as manager of production and 

marketing stages. The profit-sharing ratio has to be decided within the contract 

as well as all matters that relate to the activities of the Mudaraba and possibly 

even the quality and quantity of the goods to be produced, but the Bank as 

Rabb al-Mal cannot interfere in the management process.   

Musharaka can also be adopted to finance the production and marketing of 

pre-specified volumes, such that capital is contributed, not only by the Bank, 

but also partly by the client. As we know from ADCB Master Key to Islamic 

Banking and Finance - 2, the Bank will now have the right to engage in the 

whole management process whether it relates to production or marketing, 

though this right can be delegated by the Bank to the Corporate client. In this 

case, the profit sharing ratio may not necessarily be set on a  pro rata basis, 

but the sharing of loss, in case it happens,  must be at all circumstances on 

pro rata basis. 

Alternatively, an Istisnaa contract can be signed between the Corporate client 

as ‘Sani’ (i.e. product maker) of pre-specified volume and quality of production, 

and the Bank as ‘Mustasni’ (i.e. product demander) for the same volume and 

quality. The Islamic bank would then pay for the targeted production, while 

appointing the client as agent to sell the same output to the company’s own 

clients as ordered. Istisnaa is a particularly appealing mode of production 

finance for companies with good track records and existing client orders, 

though it is not without risk.  

Medium-term 
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And since the Istisnaa capital need not be submitted to the client all at one, 

the Bank may find it most appropriate to stage the payment of such capital 

over the production period.  

A similar procedure of production finance can be adopted on the basis of Salam 

financing except that Salam is most suited to the production of agricultural and 

natural output. In this case, the Bank will finance the targeted Salam production 

as buyer (al-Musalem) while the Corporate client is the Salam seller (Musalam 

ilaihi) who is obliged to make delivery of the targeted volume of production at a 

specified date and per a specified quality and specification.  Note that the problem 

of selling Salam goods before delivery, as explained in ADCB Master Key Islamic 

Banking and Finance - 2 will not arise here since the ‘existing customer orders’ 

are not usually of parallel Salam type. In other words, customers’ orders will be 

satisfied at the time of the goods delivery through ordinary sale contracts with the 

possible deference of price as outlined above.   

Ijara is yet a fifth alternative for medium-term financing. Conventionally, the hire 

purchase financing facility is offered to Corporate clients to finance their purchase 

of physical assets such as a new equipment or computer system. Under a hire 

purchase agreement, the client can make use of equipment while still paying for it 

and take ownership of the item with the last payment of the agreement. 

Put simply, the physical asset itself is the security for the finance availed to buy it. 

When all the repayments have been made, the client will fully own the asset. 

The Islamic alternative to hire purchase agreements is the Ijara wa Iqtinaa as 

outlined in ADCB Master Key to Islamic Banking and Finance - 2. But rather than 

being a bank loan secured by an asset, Ijara wa Iqtinaa is a genuine Islamic lease 

agreement with bank as owner and lessor and client as lessee, with an added 

document giving the client the option to buy the asset after a few years at an 

indicated price.   

  

Long-term financing is normally associated with project finance or the need 

for fixed assets such as property, manufacturing plant and equipment 

which will be used in the business for more than five years. 

In certain circumstances the case may arise for the use of long-term 

finance as a practical alternative, when short-term financing requirements 

recur on a regular basis. In these cases long-term finance should eliminate 

the short-term needs and any possible crisis which may occur if capital was 

not available to meet these short-term needs. However, in this introductory 

booklet attention will be focused on fixed asset financing.

Conventionally, a ‘fixed asset loan’ can allow a company to buy plant or 

machinery, re-finance existing buildings, invest in property, and pay for 

these over the period of their useful life that may extend up to twenty 

years or more. This is normally provided through business mortgages 

which serve to release funds and make them available to finance growth 

in the business. A business mortgage may be made available either with 

fixed or floating interest rates, such that the loan will be repaid in monthly or 

quarterly installments and the total repayment will include the principal sum 

plus interest on the loan. 

Fixed-rate mortgages are often promoted as means to allow companies 

to budget accurately on the basis of future repayments which they have 

to make for servicing the debt. Variable Rate Mortgages allow companies 

to take advantage of low interest rates but also leave them susceptible to 

rate increases. Again, it should be asserted that such long-term business 

Long-term
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mortgages are non-Shari’ah compliant even though they are presented as 

asset-based mortgages for the financing of fixed assets. The best alternative 

for fixed asset loans is the Ijara-based Islamic financing as it has already been 

mentioned above as an alternative to hire purchase financing.  

The special merits of Ijara financing in the long-term have already been 

outlined in the booklet ADCB Master Key to Islamic Banking and Finance - 2.  

In particular,  the provision of asset-ownership in Ijara financing makes it 

possible for the Bank (as lessor and owner of the asset) to enter into a 

long term Ijara agreement subject to the condition that the Ijara contract 

be renewed every given number of months/years (e.g. three months/a 

year) whereby the Ijara rate can be re-negotiated. 

Thus, the long-term Ijara agreement can accommodate floating Ijara rates 

which is often regarded as a powerful hedge against unexpected future 

movement in prices. However, it should be kept in mind that the long-term 

Ijara contract differs fundamentally from Conventional financial leasing. 

This is refelcted in two main points: Firstly, that the Bank, as lessor and 

owner of the leased asset, bears the obligation of all possible structural 

repairs in the asset (i.e. repairs that relate to recovering the ability of the 

asset to yield usufruct as agreed), while the client, as lessee, may only 

be held liable for the minor (preventive) maintenance which is necessary 

for routine operation of the asset (e.g. cleaning, lubricating, oil changing, 

regular spare part replacement etc…). 

The agreement must specify clearly the extent of the above two liabilities 

for the asset in question. First, the usual way of Islamic banks to satisfy 

this condition is through the service of Islamic co-operative insurance. 

Second, it should be noted that the adjustment in the Ijara rate does not 

arise automatically as it happens in floating interest rates. Rather, it is a 

negotiation process which has to start well before the entry into a new 

Ijara contract. 

Unlike the way they are treated in Retail banking, Corporate banking 

services, other than financing, are hard core services rather than ancillary 

ones. The above emphasis on the financing service is deliberately 

intended to reflect the present emerging stage of development in the 

Islamic Banking, though recent trends are indicative of a more specialized 

Corporate banking phenomenon in the Muslim world. 

It goes without saying that Corporate finance is much more sophisticated 

than that of Retail financing. Apart from financing, Corporate banking 

services include asset management, issuance of letters of credit or letters 

of guarantee, international investment advice, agency broking, custodian 

services as well as market making. This section however, is focused 

mainly upon three main services that are commonly demanded by Islamic 

companies: Asset Management, Letters of Guarantee and Letters of Credit 

services. 

Conventionally, ‘Asset Management’ covers a broad range of portfolio 

management services offered by commercial banks to companies. 

Companies’ financial assets include money market treasury management 

as well as capital market security management. The former includes the 

management of short term money market instruments, like government 

treasury bills and banks’ negotiable certificates of deposits. The latter, 

includes medium-to-long-term investment portfolios of the company.  

From an Islamic perspective, it is possible to offer such services to 

Other Corporate 
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companies against a fee provided that the underlying financial assets 

are Shari’ah compliant. Basically, the Shari’ah bearings relate to the field 

of economic activity which underlies the given security and the financial 

structure of the security. If the underlying economic activity is legitimate 

(halal) and the financial structure does not involve lending or borrowing at 

the interest rate, the security may satisfy Shari’ah compliance.  

 

While Shari’ah compliance is a necessary condition for accepting a certain 

financial security, this may not be a sufficient condition for trading in the 

same security if it represents a high degree of receivable debt from the 

sale of good. More detail will be provided in relation to investment assets 

in the forthcoming booklet, ADCB Key to Islamic Investment services - 6 

but it suffices here to recall similar points made previously in ADCB Master 

Key to Islamic Banking and Finance - 2. 

Corporate banking services include the issuance of Letter of Guarantee 

(“LG”) or Letter of Credit (“LC”) as core activities rather than ancillary 

services. Admittedly, a full coverage for the LG and LC services is far 

beyond this booklet, but the essential elements of each can be shown 

in the way of projecting their relevant Shari’ah implications. The LG has 

already been introduced in ADCB Key to Islamic Retail Banking - 4 within 

the explanatory context of fee-generating ancillary services, though as a 

matter of actual practice it is a Corporate banking facility. Islamic banks 

have developed the expertise of issuing Shari’ah compliant LGs to the 

order of a Corporate client and to the benefit of a third party against a fee 

that covers only the banking manpower cost and office material used up in 

the provision of this service.  

The LC is a widespread means of payment in international trade, particularly 

in the context of importers paying the price of goods to exporters.  

In this context, the LC would be opened by an importer with a local bank in 

favour of an exporter, such that the same bank is legally obliged to fully pay 

the exporter, through inter-bank transferences, the LC amount of the goods in 

question, as soon as the exporter presents a pre-specified set of documents, 

proving among other things the shipment of goods, as required by the importer. 

Recalling how legitimate fee-income is defined in ADCB Key to Islamic Retail 

Banking - 4, the LC is a typical fee-generating banking service since it basically 

involves no financing. 

Viewing an LC as a means of payment, it is noticeable that bank financing is not 

involved with sight LCs and deferred LCs. The former is where the client, upon 

receipt of shipment and other LC documents, pays off the whole LC amount to 

the relevant bank without delay, hence taking no credit facility from the bank. 

A deferred LC does provide a credit facility to the client to pay off the LC amount in 

a future date, but it is a credit facility provided to the client by the seller of goods, 

the exporter, not the bank.  In both cases the bank provides no financing to the 

client and therefore the LC fee is legitimately charged against the catering of a 

professional banking service to the client rather than the advancing of funds. 

It is the financing service related to LC that accounts for the primary difference 

between Islamic and Conventional LC related financing, bearing in mind it is done 

through lending money at the interest rate in the Conventional practice, as opposed 

to adopting an appropriate financing method in the Islamic practice. Viewed within 

the context of Islamic Corporate Finance, the LC service can be fitted within the 

framework of alternative financing methods, depending on whether it is short-term 

or medium-term financing. However, special care is needed in the structuring of 

LC related financing from the Islamic perspective, particularly when Conventional 

banks are involved. More complex problems arise when the LC is fitted within an 

elaborate network of contracts, as it is commonly the case in structured finance. 



In such situations a team of Shari’ah scholars (members of the Shari’ah Board) 

would be needed to assess the Islamic legitimacy of the whole arrangement.

This booklet, ADCB Key to Islamic Corporate Banking - 5, is deliberately 

planned to demonstrate the capacity of Islamic banking to satisfy the 

primary needs of Corporate clients in financing and other services.   

The booklet presented Islamic alternatives for short-term, medium-term 

and long-term Corporate financing in terms of five methods of finance, as 

well as, explaining other significant Islamic Corporate services.

Conclusion


