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Introduction to Sukuk
⁻ Sukuk are tradable Sharia-compliant fixed income securities. 

⁻ Sukuk are certificates representing an un-divided proportionate ownership interest in 
tangible assets (usufruct and services or in the ownership of project assets or special 
investment activity), with the corresponding right to the Islamically acceptable income 
stream generated by the assets 

⁻ These periodic income streams are established with the ownership of the Sukuk which 
translate into tradable securities which can be traded at prevailing prices  

⁻ The periodic income streams, along with the Sukuk principal are the liabilities of the 
Sukuk issuer and carry the credit risk of the underlying Obligor 

Introduction to Sukuk



Developments in the Sukuk Market
The Sukuk has established itself as a source of financing for Islamic and
conventional issues

General Acceptability

♦ The general acceptability of, and demand for Sukuk, following Malaysia’s US$600 million debut 
international Sukuk in 2002, has surged dramatically amongst both Islamic and conventional 
investors.

♦ After a spate of sovereign issues by Qatar, Pakistan and Bahrain, in December 2004 Sarawak 
Economic Development Corporation (Malaysia), issued the first internationally rated corporate 
Sukuk. The highly successful issue was managed by UBS and was nearly 3.5 times over-
subscribed. The issue was a landmark transaction as it opened the doors of the Sukuk market 
to corporate borrowers

♦ In 2006, Khazanah Exchangeable sukuk into Telekom Malaysia with a face value of US$750 
million attracted over $3.2blyn in demand . This was the first world’s Exchangeable sukuk and 
the biggest equity linked transaction from Malaysia. UBS was appointed Global Coordinator for 
this issue

♦ The Sukuk has established itself as a Sharia compliant financing alternative for both Islamic 
and conventional issuers and exhibit a very high level of acceptability amongst both Islamic 
and conventional investors 

Growth in Islamic 
Finance

♦ The global Islamic financial services industry (including investment companies), consists of 
more than 270 players with total assets of more than US$300 billion, total deposits of over 
US$200 billion and total financing and investments exceeding US$160 billion based on 
estimates of the General Council for Islamic Banks and Financial institutions (“GCIBFI”). The 
global Islamic finance market has emerged as a valuable source of funding, which will 
complement demand from conventional investors.

Market Size
♦ The international Sukuk market currently comprises of over 65 issues  with a face value of 

approximately US$ 17.9 billion*

• * Source: Liquidity Management Center, Bahrain



Fixed Income: Sukuks

– The sukuk is gradually becoming  more sophisticated. The recent acquisition of P&O by 
Dubai Port was financed through the first-ever sukuk linked to an IPO. The total value of the 
transaction was USD 3.5bn and demand by investors was very large. 

– Equity linked Sukuk inovation continued with the issuance of Khazanah Sukuk exchangeable 
into Telekom Malaysia. This was the biggest equity linked issue from Malaysia at $ 750myn 
with demands in excess of $ 3 Billion.

– The potential for growth is strong. Another bumper year is expected based on the number of 
Sukuk in the pipeline that are likely to come out this year
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Sukuk Market Dynamics
Islamic investors in addition to conventional investors, including pensions 
and fixed income funds, are now accustomed to various Sukuk structures, 
resulting in widespread acceptability of the Sukuk and high absorption of 
Sukuk issue in the market

•The greatest activity in the Sukuk market is currently out 
of Malaysia, with the UAE as a close second

•The Sukuk market has grown exponentially over the last 
few years with an average growth of approximately 80% 
per annum.

Sukuk issuance over regions Growth in Sukuk Market

• Source: Liquidity Management Center, Bahrain •Source: Liquidity Management Center, Bahrain



Commodity Investment

♦ The Outlook for Commodities
– The performance of commodity prices in recent years may be attributed to favourable 

demand conditions for raw materials and, in most cases, inelastic supply responses due 
to years of under-investment in production capacity

– Geopolitical uncertainties continue to intensify and are expected to continue supporting 
commodity prices through 2007

– During the 20th century there were three major commodity bull markets—each lasted an 
average of 15 years

– At current price levels we are still far from highs expressed in real terms that were seen 
in the last commodity bull market



Commodity Investment

♦ The strong strategic case for commodities as part of a balanced multi-asset 
portfolio continues to be supported by the positive outlook for commodity 
prices

– Long-term diversification benefits and relatively low-cost tactical reallocation 
opportunities

– Low correlation of commodity returns with equity and bond returns are not easily 
replicated through other investment alternatives
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Asset Class Returns, 2004–present
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The strong strategic case for commodities in balanced investment
portfolios is supported by the positive outlook for commodity prices

♦ portfolio diversification benefits due to low correlation of commodity returns with 
equity and bond returns are not easily replicated through other investment 
alternatives
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Portfolio Management through commodities investments



Putting the Investor at the Centre

♦ UBS Sharia Compliant Commodity Structured Products
– The investor can customize their product to suit their investment outlook:

Tailor made 
commodity 

linked 
certificates

Underlying

♦ Oil
♦ Natural Gas
♦ Heating Oil
♦ Copper
♦ Aluminum
♦ Zinc
♦ Nickel
♦ Lead

Weightings

♦ Equal
♦ Best of structure

Tenor ♦ 1 –10 yearsCoupon 
frequency

♦ Zero coupon
♦ Coupon Paying



UBS Sharia Commodity Linked Investment Certificates 

• The investor is looking for a conservative investment 
strategy with capital protection

• Investor expects that the price of the commodities in the 
commodity basket will appreciate over the short to 
medium-term

• Protection of principal and 
profit at maturity

• Tailor-made solutions with 
a high degree of flexibility 
in choice of investment 
currency and maturity

• The product may be 
partially or fully capital 
protected

• Upside potential may be 
limited depending on the 
return profile

• UBS Sharia Compliant Commodity Linked Investment 
Certificates are fixed term investments, the 
performance of which is linked to a basket of 
commodities.  An investor can choose the profile of the 
Investment Certificates including the commodities to 
which the Investment Certificates are linked, their term, 
whether and the extent to which they are principal 
protected, their currency and whether coupon or zero-
coupon.

Fixed Term Islamic Commodity Linked Investment Certificates

Minimum USD 10,000

G7 Currencies and Singapore $

Languages:

English

Benefits Risks

Usually one to ten years

Amounts Term Sheets Tenor

Investor Profile Investor Profile



Other Assets Classes As Part of An Overall Portfolio

Equities

♦ Global Stocks

♦ Regional

♦ Country Specific

♦ Sector Specific

♦ Theme – Emerging Market 

Real Estate

♦ One of the most favoured asset class with middle east investors and general Sharia
compliant investors across the globe

♦ Most popular sectors for income and growth :-Global Offices & Logistics

♦ Most popular sector for Capital Gains – Speculative Developments

♦ Medium to Long term investment time horizon with limited liquidity

Private Equities
♦ An interesting and growing sector not only around the globe but now there are 

specific GCC Private equity initiatives.

♦ Limited liquidity and long term investment time horizon

•

Most Balanced Investment will have Equities and Real Estate in their overall allocation



There are many areas were Islamic Finance needs to explore and sound out 
good investment opportunities while adding value to our society 

•

♦ Local commercial Banks need to consider setting up such Fund under a Mudarabah
structure and let the public put some funds to provide someone a hope .This fund 
should be considered not as a pure investment but more of a social responsibility. The 
fund aim must be to assist while also generating returns so that funds could be 
ploughed back 

Micro 
Financing

♦ Wind Farming

♦ Solar

♦ Hydro

Alternative 
Energy

♦ Transportation – Airports, Roads, Rail Network, Light Railways, Ports

♦ Telecomunication

♦ Utilities

♦ Electricity. Gas, Water, to corporate borrowers

Infrastructure

Alternative
Real Estate

♦ Hospitals, 
♦ Schools 
♦ Retirement Homes 
♦ Low cost housing developments

Thoughts toward Investments with Social Benefit 



Future Biggest Impact on Islamic Finance Market

♦Funding & Liquidity Management

REPO   REPO REPO REPO REPO REPO

♦Risk Management – Cross Currency Hedge, Fix / Floating Profit Rate
Hedge

Swaps    Swaps Swaps Swaps Swaps Swaps



Contacts 

UBS AG – Dubai Branch
Level 5, Building 6
DIFC – The Gate District
Dubai - UAE

Tel: +9714-365-7100

www.ubs.com

UBS Investment Bank is a business group of UBS AG

Ismail Dadabhoy
Head of Islamic Finance 
Distribution
+9714-365-7121
Ismail.dadabhoy@ubs.com



Disclaimer
– This material has been prepared by UBS AG, or an affiliate thereof ("UBS"). In certain countries UBS AG is referred to as UBS SA.

– This material is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, 
financial situation or particular needs of any recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to 
buy or sell any securities or related financial instruments. No representation or warranty, either express or implied, is provided in relation to the accuracy, 
completeness or reliability of the information contained herein, nor is it intended to be a complete statement or summary of the securities, markets or 
developments referred to in the materials.  It should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions 
expressed in this material are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as 
a result of using different assumptions and criteria. UBS is under no obligation to update or keep current the information contained herein. UBS, its directors, 
officers and employees' or clients may have or have had interests or long or short positions in the securities or other financial instruments referred to herein and 
may at any time make purchases and/or sales in them as principal or agent. UBS may act or have acted as market-maker in the securities or other financial 
instruments discussed in this material. Furthermore, UBS may have or have had a relationship with or may provide or has provided investment banking, capital 
markets and/or other financial services to the relevant companies. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, 
employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this material.

– Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Past performance is not 
necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument 
mentioned in this presentation. Prior to entering into a transaction you should consult with your own legal, regulatory, tax, financial and accounting advisers to 
the extent you deem necessary to make your own investment, hedging and trading decisions. Any transaction between you and UBS will be subject to the 
detailed provisions of the term sheet, confirmation or electronic matching systems relating to that transaction. Clients wishing to effect transactions should 
contact their local sales representative. Additional information will be made available upon request.

– United Kingdom and rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons 
who are market counterparties or intermediate customers (as detailed in the FSA Rules) and is only available to such persons.  The information contained herein 
does not apply to, and should not be relied upon by, private customers. Russia: Prepared and distributed by the Moscow Representative Office of UBS Cyprus 
Moscow Limited.  Switzerland: These materials are distributed in Switzerland by UBS AG to persons who are institutional investors only.  Italy:  Should persons 
receiving this material in Italy require additional information or wish to effect transactions in the relevant securities, they should contact UBS Italia SIM SpA. 
South Africa: UBS South Africa (Pty) Limited is a member of the JSE Limited. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. 
United States: These materials are distributed by UBS Securities LLC or UBS Financial Services Inc., subsidiaries of UBS AG, or solely to US institutional 
investors by UBS AG or a subsidiary or affiliate thereof that is not registered as a US broker-dealer (a "non-US affiliate"). Transactions resulting from materials 
distributed by a non-US affiliate must be effected through UBS Securities LLC or UBS Financial Services Inc. Canada: These materials are being distributed in 
Canada by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. Hong Kong: The materials 
relating to equities and other securities business, and related research, are being distributed in Hong Kong by UBS Securities Asia Limited. The material relating 
to corporate finance, foreign exchange, fixed income products and other banking business, and related research, are being distributed in Hong Kong by UBS 
AG, Hong Kong Branch.  Singapore: Distributed by UBS Securities Pte. Ltd or UBS AG, Singapore Branch.  Japan: The materials relating to equities, fixed 
income products, corporate finance and other securities business, and related research, are distributed in Japan by UBS Securities Japan Ltd. The materials 
relating to foreign exchange and other banking business, and related research, are distributed in Japan by UBS AG, Tokyo Branch. Australia: These materials 
are distributed in Australia by UBS AG (Holder of Australian Financial Services Licence No. 231087) and UBS Securities Australia Ltd (Holder of Australian 
Financial services Licence No. 231098).  New Zealand: These materials are distributed in New Zealand by UBS New Zealand Ltd.

– © 2006 UBS. All rights reserved. UBS specifically prohibits the redistribution of this material and accepts no liability whatsoever for the actions of third parties in 
this respect.
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