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Motive to develop Islamic Finance
Islamic Finance in Europe

• More than 20 million Muslims in the EU
• Strong demand from Muslim population
• Muslims deposits are forecasted to expand in the coming 

years
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Internal Demand

• European countries are looking for new sources of liquidity 
and financing

• Increasing business relationships between Europe
and Islamic countries

Attracting Muslim 
Investors

• The need for alternative Finance
• The growing demand on Social Responsible investmentsAlternative 

Finance
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Full Support

Support

No Support

The share of the Muslim population in Europe
is expected to increase during the next decades

Sources: PEW Research 2010
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Muslim population by country EU Countries Muslims
in 2010

Estimated 
in 2030

Cyprus 22,7% 22,7%
Bulgaria 13,4% 15,7%
France 7,5% 10,3%
Belgium 6,0% 10,2%
Austria 5,7% 9,3%
Netherlands 5,5% 7,8%
Germany 5,0% 7,1%
Sweden 4,9% 9,9%
Greece 4,7% 6,9%
United Kingdom 4,6% 8,2%
Denmark 4,1% 5,6%
Italy 2,6% 5,4%
Slovenia 2,4% 2,4%
Luxembourg 2,3% 2,3%
Spain 2,3% 3,7%
Croatia 1,3% 1,3%
Ireland 0,9% 2,2%
Finland 0,8% 1,9%
Portugal 0,6% 0,6%
Hungary 0,3% 0,3%
Malta 0,3% 0,3%
Romania 0,3% 0,4%
Czech Republic 0,1% 0,1%
Estonia 0,1% 0,1%
Latvia 0,1% 0,1%
Lithuania 0,1% 0,1%
Poland 0,1% 0,1%
Slovakia 0,1% 0,1%

Government Support
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Bilateral trade between the EU and MENA 
countries is growing overall

Sources:  WTO World Trade Organization International Trade Statistics 2012
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Several European countries have a strong  
culture of ethical investing
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1. Socially Responsible Investment, June 2013
Sources:  Vigeo Rating
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SRI1 retail funds by country by  AuM (€M, 2013)

SRI1 retail funds by country by number (2013)
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Instrument Direct Tax Indirect Tax

Sukuk • Debt / Equity
• Qualification of the yield on 

Sukuk (tax deductibility)

• Underlying asset
• Qualification of the yield on Sukuk

Murabaha • Qualification of the margin (CG / 
Financing cost)

• Period of taxation 

• Indirect tax treatment relating to 
the buying and selling of the 
underlying asset

Mudaraba • Qualification of the remuneration
• The tax deductibility of the 

remuneration

• Indirect tax consequences depend
on the terms and conditions of the 
agreement

Musharaka • PE issues
• Distribution of profits should 

comply with the local 
requirements

• Indirect tax consequences depend 
on the terms of the partnership 
agreement and the nature of the 
underlying transaction

Ijara • Qualification of the remuneration 
(specially when there is a 
financing component)

• Qualification of the leasing 
operation (specially when there is 
a financing component)

• Nature of the underlying asset  to 
be considered

Taxation of Islamic Financial instruments
Issues and challenges
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Advanced Islamic financial market in Europe

• Islamic financial activities started in 1980s

• First fully fledged Shari’ah compliant retail
bank in Europe (currently five)

• Major global provider of the specialist legal
expertise required for Islamic finance

Strong government support

• Government Islamic Finance Task Force

• Abolition of double taxations in 2004

• The whole Islamic financial sector operates under
a single piece of legislation (Financial Services
and Market Act 2000)

• Initiatives to ensure consistent regulatory 
treatment
of Islamic finance with its statutory objectives and 
principles

Islamic finance in Europe
Focus on United Kingdom
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UK 

Sukuk
Treated as debt – interest 
treatment for remuneration 
paid on Sukuk

Murabahah
Treated as debt - Cost plus 
margin taxed on instalments 
and treated as interest on the 
borrower side

Mudarabah
Remuniration is qualified as 
an interest if the Mudarib is 
Fiancial Institution

Ijarah
Treated as leasing agreement 
– payment under Ijarah
agreement tax deductible

© 2014 Deloitte Tax & Consulting

Presenter
Presentation Notes
The UK has one of the most advanced Islamic financial markets in the western world and is quickly becoming a key destination for foreign Shari’ah-compliant institutions. The country is home to the west’s first fully fledged Shari’ah-compliant retail bank and currently has five true Islamic banks.
London in particular is an important financial centre, with major international firms and the Middle East’s biggest traditional banks offering Islamic products in this city. Islamic financing activities started in the UK in the 1980s when the London Metal Exchange provided Shari’ah-compliant overnight deposit facilities based on the murabahah principle.

In 2005, the Sanctuary Building Sukuk was launched; the first corporate sukuk in Europe and the first from the UK. Based on the same structure, the second corporate sukuk was issued by International Innovative Technologies (IIT) Ltd in 2010.
The British government undertook a consultation on the legislative framework for alternative finance investment bonds or sukuk that are structured to have similar economic characteristics to conventional debt instruments. Following the consultation, the government introduced measures clarifying the regulatory treatment of corporate sukuk, which reduced the legal costs for this type of investment and removed unnecessary obstacles to their issuance. In March 2013, the UK
Government established a first Islamic Finance Task Force.
The UK is a major global provider of the specialist legal expertise required for Islamic finance, with around 25 major law firms providing legal services in this area. Specialist services are also available for advice on tax, listings, transactions, regulations, compliance, management, operations and information technology systems.
Islamic banking began in the UK in the 1990s when corporations from the GCC introduced Islamic mortgages (based on the murabahah principle) and offered mortgage fi nancing (based on the ijarah principle) shortly thereafter. However, these instruments were perceived to be very expensive due to the double stamp duty applicable (i.e. fi rst, when a bank purchases a house, and, second, when a buyer/client purchases this house from the bank concerned). The abolition of the double taxation regime in 2004 paved the way for increased demand for Islamic home fi nancing. 
The Bank of England and the Financial Services Authority (FSA), the two banking regulators, have been open to the development of Islamic fi nance in the UK. The Islamic fi nance sector operates under a single piece of legislation that applies to all sectors, namely the Financial Services and Markets Act 2000. Hence, there is a level playing fi eld for Islamic and conventional fi nancial products; allowing the market to cater to the needs of ethnic minority consumers.



Strong support from authorities have led to a friendly 
environment
• Investments funds and sukuk allowed in 2007
Parity of tax treatment is guaranteed
• Compensation paid by sukuk is deductible from 

taxable income
• Non-resident sukuk investors are exempt from 

withholding tax in France
• No double stamp duties on sukuk issuances
Plan to pursue Islamic friendly approach 
• Launch of Shari’ah compliant deposit schemes
• Tax regulation for musharakah and mudarabah
Good potential
• Asset under management of USD 147.2 million
• High trade flow with Islamic countries
• Population originating from Islamic countries

Islamic finance in Europe
Focus on France
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France

Sukuk
Treated as debt – interest 
treatment for remuneration 
paid on Sukuk

Murabahah
Treated as debt - Cost plus 
margin taxed on instalments 
and treated as interest on the 
borrower side

Ijarah
Treated as leasing agreement 
– payment under Ijarah
agreement tax deductible

© 2014 Deloitte Tax & Consulting

Presenter
Presentation Notes
In July 2010, the French government made certain amendments to its laws in order to facilitate sukuk issuances. The amendments removed double stamp duty, the payment of a capital gains tax on property and streamlined the regulations governing estate agents. In June 2011, France witnessed the introduction of the first Islamic deposit scheme operated via the Islamic window of an existing conventional bank. Following this successful launch, an Islamic home finance product, a 10-year murabahah contract, was introduced. This was met with strong demand due to the fact that home financing has been a key expectation of French retail clients. Currently, there are plans to launch a similar Shari’ah-compliant deposit scheme aimed at small and medium-sized enterprises. The French tax authorities are also planning to issue additional guidelines dealing with other Islamic fi nance concepts, including musharakah and mudarabah, in the near future.
There are presently six Shari’ah-compliant funds in France with total assets under management of USD 147.2 million, which are split relatively evenly between money market (47%) and equity (53%) assets.
Going forward, Islamic finance appears to have good potential to develop further in France. Over the years, the country has established favourable trade flows with a number of close neighbours with large Muslim populations, including Morocco, Algeria and Tunisia. A significant proportion of the French population originates from North Africa, and this has been driving domestic demand for Islamic finance.



First Western country to tap into the Islamic 
capital market in 2004 (Saxony-Anhalt sukuk)

In 2009 the regulator accepted a Shari’ah
compliant banking operation request

• Limited scope of offering

Development of Islamic finance has solid 
prospects

• Largest Economy in Europe

• Strong demand for alternative sources of 
funding

• Trading partnership with Islamic countries 
(Turkey)

Islamic finance in Europe
Focus on Germany
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Germany

Sukuk
Debt or equity depending on 
the structure and the 
underlying asset

Murabahah
Likely to be treated as 
financing arrangement, 
accordingly the remuneration 
should be treated as an interest

Mudarabah Likely to be treated as equity, 

Ijarah
Treated as leasing agreement 
– payment under Ijarah
agreement tax deductible

© 2014 Deloitte Tax & Consulting

Presenter
Presentation Notes
Germany was the first Western country to tap the Islamic capital market when the federal state of Saxony-Anhalt issued the country’s first Islamic bond (sukuk) in 2004. The paper attracted strong demand and was fully subscribed, with 60% of the issue going to investors in Bahrain and the UAE and the remaining 40% to investors in Europe, particularly those in France and Germany. 
The €100 million ijarah sukuk (Islamic sale-and-leaseback debt instrument) was fully redeemed in 2009.
In 2009, Germany’s Federal Financial Supervisory Authority (BaFin) accepted a request from a foreign institution to conduct banking operations within the country in accordance with Islamic principles. However, without a full banking licence, the range of offerings remained limited. A follow-up conference on Islamic finance was organised by BaFin in May 2012, which had a special focus on Shari’ah-compliant capital market products (Islamic funds, sukuk and asset-backed securities).
The German market has also witnessed the offering of a new Shari’ah-compliant investment product that is benchmarked to the WestLB Islamic Deutschland Index. This is comprised of shares in ten German firms whose business activities are conducted in line with the Shari’ah.
German financial institutions also actively participate in the Islamic fi nance industry via their subsidiaries in London, Dubai and Kuala Lumpur. These institutions could play a key role in attracting Shari’ah-compliant funds to Germany through their established networks and expertise.

The prospects for the further development of Islamic finance in Germany are rather solid. First, Germany is the largest economy in Europe and it features the largest Muslim population (4.1 million people, against 3.5 million in France and 2.9 million in the UK). Second, German exporters could use institutions offering Islamic financing solutions as alternative sources of funding and thereby further enhance their funding profiles. Third, Islamic trade finance products offer the potential to strengthen trade ties with countries such as Turkey; a country which is an active trading partner of Germany and that has a budding Islamic finance sector.



Islamic retail banking deposits are planned to 
rapidly increase
• USD 5.8 billion by 2015; 33.4 billion by 2050
Generate significant revenues
• USD 218 million by 2015; 1.2 billion by 2050
Plan to launch a “Mediterranean Partnership Fund”
• Part of which would be Shari’ah compliant
• In collaboration with Arab governments and 

Islamic development bank
Good future prospects
• Some institutions are active on Islamic capital 

market (trade finance)
• Italian banks are active in the GCC region
• Bilateral trade ties covered by Islamic 

insurances are in place

Islamic finance in Europe
Focus on Italy
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Italy

Sukuk
Likely to be treated as debt, 
accordingly the 
remuneration should be 
treated as an interest

Murabahah

Likely to be treated as 
financing arrangement, 
accordingly the 
remuneration should be 
treated as an interest

Mudarabah
Likely to be treated as 
equity, 

Ijarah
Likely to be treated as debt
(leasing investment)

© 2014 Deloitte Tax & Consulting

Presenter
Presentation Notes
Italy is one of the most rapidly developing markets in Europe. A number of initiatives have been taken by Italian authorities to study the issues related to an expanded presence of Islamic finance.
The Banca d’Italia, for example, has hosted a number of conferences on the subject. ABI, the Italian Banking Association, is currently coordinating a working group related to the issuance of a corporate or sovereign sukuk.
Meanwhile, SIMEST (a financial institution supporting the development and promotion of Italian enterprises abroad) is working on the possibility of launching a “Mediterranean Partnership Fund”, part of which would be Shari’ah-compliant. This initiative, dedicated to promoting small and medium-sized enterprises in the MENA region through equity or semi-equity instruments, may involve the Union of Arab Banks, several Arab governments and Islamic multilateral development banks – hence the proposal to introduce a Shari’ah-compliant component to this fund.
According to market estimates, Islamic retail banking deposits among Italy’s diverse Muslim community could reach USD 5.8 billion and generate revenues of USD 218.6 million by 2015, with these figures rising to USD 33.4 billion and USD 1.2 billion respectively by 2050. Meanwhile, efforts have also been made by a local bank to set up a working group on the introduction of a Shari’ah-compliant home fi nance product.
In the wholesale banking area, a number of institutions are active in the Islamic capital market (mostly in terms of trade finance, murabahah and participation in syndication facilities) via foreign offices or wholly-owned foreign subsidiaries. Italian banks have also been active in the GCC region, more specifically in private-public partnerships. In addition, there are a number of bilateral trade ties between Italy and GCC-based institutions that have been successful in introducing Islamic
insurance products for group employee benefit purposes.



Strong foundation for the Islamic
finance industry 
• Comprehensive tax treaty network
• Specific tax code for Islamic instruments
Highly supportive to Islamic finance
development
• Dedicated FSA  team to deal with the

establishment of Shari’ah compliant
investments funds

Optimal market and economical conditions
• Home to more than 50 world-class fund

service providers
• Home to 20% of Islamic funds 

outside Middle East
• Easy access to European market

Islamic finance in Europe
Focus on Ireland
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Ireland

Sukuk
Treated as debt – interest 
treatment for remuneration 
paid on Sukuk 

Murabahah
Treated as debt - Cost plus 
margin taxed on instalments 
and treated as interest on 
the borrower side

Mudarabah
Remuniration is qualified as 
an interest if the Mudarib is 
Fiancial Institution

Ijarah
Treated as leasing 
agreement – payment under 
Ijarah agreement tax 
deductible

© 2014 Deloitte Tax & Consulting

Presenter
Presentation Notes
Ireland has developed a strong foundation for the Islamic finance industry, including a comprehensive tax treaty network with Muslim nations and a provision in its tax code specifically for Islamic financial instruments, such as those involving ijarah (leasing), murabahah (sale on the basis of cost plus mark-up) and Islamic insurance (takaful). 
Ireland is home to more than 50 world-class fund service providers, which are all supported by over 11,000 industry professionals, and it offers the widest range of expertise in fund domiciling and servicing. The industry managed assets worth more than €180 trillion in 2010. It is a significant location for Islamic funds, with an estimated 20% of the Islamic funds market outside of the Middle East being located in Ireland.
The Irish Government has supported the development of Islamic finance here. For example, the Irish Financial Regulator has set up a dedicated team to deal with the establishment of Shari’ah compliant investment funds.
A supportive tax and legal environment, easy access to the European market, a skilled workforce, an investor-friendly transfer pricing regime, supportive infrastructure, business friendly policies and a stable regulatory environment make Ireland well positioned for further development of Shari’ah-compliant
business.
Of the total Islamic funds in Ireland, 63.8% have a global geographical focus; 23.4% the United States, 6.4% MENA, 4.3% Asia Pacifi c and 2.1% Europe.
As a leading centre for internationally distributed Undertakings for Collective Investment in Transferable Securities (UCITS) funds, Ireland was one of the fi rst countries to introduce the UCITS IV Directive into national legislation. UCITS established in Ireland can be traded throughout the 27 Member States of the EU.



Islamic finance and mainly Islamic 
mortgages had been the topic of discussion 
within the Dutch government from 2004 to 
2008. 
Different financial institutions interested in 
the development of these kind of mortgages 
but the financial institutions have ended 
studies due to e.o. institutional obstacles. 
Currently, poor implication of the 
government to promote such initiative 
however a high degrees of Muslim 
population.  

Islamic finance in Europe
Focus on the Netherlands
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Netherlands

Sukuk No clear guidance / 
analysed case by case

Murabahah No clear guidance / 
analysed case by case

Mudarabah No clear guidance / 
analysed case by case

Ijarah No clear guidance / 
analysed case by case

© 2014 Deloitte Tax & Consulting

Presenter
Presentation Notes
Ireland has developed a strong foundation for the Islamic finance industry, including a comprehensive tax treaty network with Muslim nations and a provision in its tax code specifically for Islamic financial instruments, such as those involving ijarah (leasing), murabahah (sale on the basis of cost plus mark-up) and Islamic insurance (takaful). 
Ireland is home to more than 50 world-class fund service providers, which are all supported by over 11,000 industry professionals, and it offers the widest range of expertise in fund domiciling and servicing. The industry managed assets worth more than €180 trillion in 2010. It is a significant location for Islamic funds, with an estimated 20% of the Islamic funds market outside of the Middle East being located in Ireland.
The Irish Government has supported the development of Islamic finance here. For example, the Irish Financial Regulator has set up a dedicated team to deal with the establishment of Shari’ah compliant investment funds.
A supportive tax and legal environment, easy access to the European market, a skilled workforce, an investor-friendly transfer pricing regime, supportive infrastructure, business friendly policies and a stable regulatory environment make Ireland well positioned for further development of Shari’ah-compliant
business.
Of the total Islamic funds in Ireland, 63.8% have a global geographical focus; 23.4% the United States, 6.4% MENA, 4.3% Asia Pacifi c and 2.1% Europe.
As a leading centre for internationally distributed Undertakings for Collective Investment in Transferable Securities (UCITS) funds, Ireland was one of the fi rst countries to introduce the UCITS IV Directive into national legislation. UCITS established in Ireland can be traded throughout the 27 Member States of the EU.



Advanced Islamic financial market
• First European country to list a Sukuk (2002)
• 16 Sukuk have been listed
• Strong government promotion to attract

Islamic funds
• First EU country to adopt UCITS IV

(first mover advantage)
Best market conditions
• Flexible and efficient regime for securitization 

vehicles
• Second largest investment fund center in the 

world
• Regulated Islamic funds reaching USD 5 

billion AuM
• Competitive pricing, incentives and access to 

European market

Islamic finance in Europe
Focus on Luxembourg
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Luxembourg

Sukuk
Treated as debt – interest 
treatment for remuneration 
paid on Sukkuk

Murabahah
Treated as debt - Cost plus 
margin taxed on instalments 
and treated as interest

Mudarabah Management agreement

Ijarah
Treated as leasing 
agreement – payment under 
Ijarah agreement tax 
deductible
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