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About CIBAFI
General Council for Islamic Banks and Financial Institutions (CIBAFI) is

a nonprofit institution that represents

Islamic financial institutions (IFIs) worldwide. It was founded by the Islamic Development Bank (IDB) and a
number of leading Islamic financial institutions. CIBAF]I is affiliated with the Organisation of Islamic Cooperation
(OIC). Established on 16 May 2001 by an Emiri special decree, in the Kingdom of Bahrain, today with nearly 120
members from over 30 jurisdictions, CIBAFI is recognized as a key component of the international architecture of

the Islamic finance industry.

Its mission is to support the Islamic financial services industry in the form of a leading industry voice in advocating
regulatory, financial and economic policies which are in the broad interest of CIBAFI’s members and which foster
the development of the Islamic financial services industry and sound industry practices.

CIBAFI's members vary from Islamic banks, multilateral banks, international standard setting organizations,

regulators and other professional service firms.

Policy, Regulatory Advocacy
* Balanced dialog with the International standard setting organisations
» Establishing a dialog with the Financial Regulators and Supervisors
* Create working relationships with other Stakeholders such as
multilateral banks

Research and Publications
» Develop & publish periodical newsletter
» Publication of specific reports
* Develop technical market related research

Awareness and Information Sharing
*  Organise periodic regional events
» Create arena for dialog - Roundtables
» Establish discussion platform

Professional Development
* Executive Programme
*  Technical Workshops
» Professional Certifications

Internationald
for Islamic Fis

g

Stay tuned on CIBAFI activities:
Facebook.com/CIBAFI
Linkedin.com/CIBAFI
Twitter.com/CIBAFI
Youtube.com/CIBAFI.ORG

OCES®

General Council for Islamic Banks
and Financial Institutions (CIBAFI)

Manama, Kingdom of Bahrain.
P.O. Box No. 24456

Email: cibafi@cibafi.org
Telephone No.: +973 1735 7300
Fax No.: +973 1732 4902
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Opening for the June edition
of the Global Islamic Economics Magazine (GIEM)

Abdelilah Belatik
Secretary General

CIBAFI

Welcome to the 51° edition of the Global Islamic Economics Magazine (GIEM). As
always, it is our pleasure to keep you updated with the recent developments, current
challenges and opportunities for the global Islamic finance industry. The GIEM also
serves as the platform for CIBAFI to keep its stakeholders abreast of its activities and
initiatives, and inform about important areas of development impacting the Islamic
banking and finance industry.

With increasing prominence of Islamic banks in and outside of the Islamic world, this
month CIBAFI would like to highlight the importance of stress testing in maintaining
stability of Islamic financial institutions (IFls) and the overall financial system.

In the aftermath of the Global Financial Crisis, the banking and financial regulators
have started implementing stringent and close controls over their financial
institutions. The global regulatory bodies felt a strong need for the banks to undertake
regular checks for their resilience and their ability to withstand adverse economic
situations. Basel Ill regulation has also stressed on liquidity stress testing of the
banking institutions to be carried out at regular intervals. With revised global
regulations, especially after the financial crises, many jurisdictions use stress testing as
an important tool to test the strength of their institution/s under hypothetical adverse
economic scenarios. Islamic financial stakeholders also devise strategies to partake in
stress testing as one of the major exercises to take stock of their financial strength and
their capacity to withstand any future crisis.

Stress tests are considered important both from micro and macro prudential
perspectives. For instance, these tests can be designed for particular financial
institutions to test if they hold enough capital and determine their risk exposures
(micro perspective), and also to measure specific risks that are important to the

www.giem.info 11 | iadadl
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banking system on the whole (macro perspective). Since Islamic financial institutions
are characterised by specific risks (such as Shariah non-compliance risk) and different
nature of other risks such as credit, market or liquidity risks, it is important that the
governance framework for stress testing for Islamic financial institutions be carefully
tailored to measure and assess their respective risks. Stress testing may involve IFls to
run a simulation of how they would cope under various distressing conditions, such as
abrupt rise in profit rates or unemployment, big crash in equity markets, steep drop in
oil prices, etc.

In order to have an effective stress-testing, the governance framework for stress
testing should constitute clear objective/s, selection of appropriate stress scenarios,
and a strategy to interpret test results into meaningful and actionable terms. If the
required data is unavailable or is insufficient, Islamic banks and the regulator may
explore appropriate data proxies for the purpose of stress testing.

From the regulators’ perspective developing stress-testing capacity for IFls is a crucial
exercise under the governance of stress tests. This would require suitable capacity
building and enhancing the ability to test IFIs’ risks under stress. As Islamic financial
instruments do not match precisely with those of conventional counterparts in their
credit, market and operational risk profiles, there will be a need to assign closest
match and tweak the test to the objectives of the stress test, and supplementing it
with additional tools for financial stability analysis for IFls. There may be numerous
models for the stress tests which can be used by IFls and the supervisors. These
models may further be developed for a variety of reasons, depending on the
jurisdiction’s macro and micro economic situations and other factors, and may be
carried out across difference levels, such as at a portfolio level, institutional level or
system-wide level.

The Islamic Financial Services Board (IFSB) which issued IFSB-13 on guiding principles
on stress testing for IFls in March 2012 has recently issued an Exposure Draft of a
Technical Note to update and enhance stress testing practices among the IFls. The
Technical Note, which is expected to be issued in the coming months, will provide
technical guidance on how to conduct the stress tests in practice. This technical note
among others includes the design and simulation of solvency and liquidity stress tests

www.giem.info 12 | iadall
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or IFls, with the risk specificities of Shariah compliant contracts, stress test templates,
running scenarios of various assumptions and stress parameters.

Stakeholders of Islamic financial industry can take advantage from other jurisdictions
such as European Union wherein the European Banking Authority (EBA) conducted
and published in July 2016 EU-wide stress test of 51 banks from 15 countries covering
around 70% of banking assets in each jurisdiction. This was done with an objective to
provide supervisors, banks and other market participants with a common analytical
framework to reliably compare and evaluate the stability of large EU banks to adverse
economic situations. In these times of uncertain and volatile economic conditions,
Islamic banks are encouraged to have regular rounds of stress testing simulations to
assess their resilience and capacity to stand to economic shocks and changing market
climate.

CIBAFI as an umbrella of Islamic financial institutions continues to monitor the
financial industry with a view to bring synergy among various stakeholders of the
industry, address areas of challenges and identify opportunities in developing Islamic
finance globally through its four Strategic Objectives. Stay tuned!

General Council for Islamic cJgisll plell yulagll
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Green Technology
In The Context Of The Knowledge Economy
And lts Role In The Sustainable Development Process

Ibrahim Alnafrah
BSTU University

Environmental issue considered the most contemporary issue in the recent period,
where the climate changes taking place on the Earth call for strict and quick action by
all countries in the world. So the makers of development policies in most countries of
the developed world became takes into account the environmental aspect when they
put development policies, and the Sustainable development has also become the
main objective of the economies of those countries. This means that the economic
and social strategies are no longer concerned with issues such as growth and
productivity and income level only, but are also becoming concerned with the
environmental impacts of economic activities in the community and work to achieve
environmental sustainability of the economy.

The attention to the environmental problem coincided with the rise of a new type of
economy, based on the using, distributing and producing knowledge by using
information and communication technology. This new style of economy-called
knowledge economy.

It can be said that the emergence of the knowledge economy was in the sixties of the
twentieth century by the world economic Fritz Machlup! who noted an increasing
proportion of knowledge in the American national budget as he worked on the social
benefits of knowledge measurement in addition to the strong correlation between
knowledge and information and communications technology. The emergence of the
knowledge economy accompanied with the information revolution and the dramatic
increase in the innovations growth rate.

We can define the knowledge economy as “an advanced stage of development of the
post-industrial economy, which is synonymous to the concept of the innovative
economy. As the main factor in the construction of development is knowledge and

'E. Machlup (1962), the Production and Distribution of Knowledge in the United States, Princeton: Princeton
University Press.
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human capital”l. While green knowledge economy is “greening of the existing
economy through product and process innovations that are used to tackle climate
change, reduce greenhouse gas emissions, improve resource efficiency and conserve
ecosystems and biodiversity 2.

There was a belief that these high levels of growth in the level of technology will
support the economies of the developed countries, this technology has achieved high
levels of economic growth, and has also led to a rise in productivity. But with the
emergence of the environmental problem and climate change on Earth, emerged a
more serious question, it is related to the achievement of this new technology for
environmental sustainability in the knowledge societies. Therefore, a new issue has
emerged in response to this challenge is in how to answer the following question:

How can we make this technology is environmentally friendly or Green Technology?
Hence appeared the so-called "Green Technology". Which is considered a key factor in
reaching the green economy, which he United Nations defines it as “process of
reconfiguring businesses and infrastructure to deliver better returns on natural, human
and economic capital investments, while at the same time reducing greenhouse gas
emissions, extracting and using less natural resources, creating less waste and
reducing social disparities"3.

Achieving to a green economy is part of the goal of sustainable development, and
therefore we need to environmental innovations, (Eco-innovation). Which means
“Innovations which are able to attract green rents on the market — they create value to
users while progressively reducing net environmental impacts”4.

These green innovations are the embodiment of green technology that reflects the
“technology that can create products, which can be fully reclaimed or reused">.
Green technology designed to achieve the following objectives® :

eSustainability - meeting the needs of society in ways that can continue indefinitely
into the future without damaging or depleting natural resources. In short, meeting
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present needs without compromising the ability of future generations to meet their
own needs.

e Source reduction - reducing waste and pollution by changing patterns of production
and consumption.

e Innovation - developing alternatives to technologies - whether fossil fuel or
chemical intensive agriculture - that have been demonstrated to damage health and
the environment.

e Viability - creating a center of economic activity around technologies and products
that benefit the environment, Speeding their implementation and creating new
careers that truly protect the planet.

In Europe has been the adoption of the agenda under the title (Europe 2020) Includes
development strategies gives EU countries the possibility to achieve environmental
sustainability and sustainable development. Agenda shows that application green
technology can contribute to reduce energy consumption in industrial processes and

Telecommuting/
teleconference

360 Mn tons
Optimised freight
Energy efficient logistics & transport
buildings 2.3Bn tons.
1.7 Bn tons /
\ Reduced

paper
130Mn tons

A7

Smart Grid for Process efficiency
energy in manufacture
2.4 Bn tons @70 Mn tons
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he distribution of emissions from vehicles, monitor and control building...and others
as in the following figurel.

In another study conducted by the (Claudia Ghisetti and Francesco Quatraro)?,
researchers found that areas with green technology are characterized by significantly
improved environmental performance, and the introduction of green technology plays
an important and positive role on economic performance.

The application of green technology will help the economy to get the following points
of strength3:

e Ability to meet strict product specifications in foreign markets: Manufacturers in
developing countries typically need to meet stricter environmental requirements and
specifications to export their products to industrialized countries than vice versa. The
adoption of green technologies can help exporting companies to gain advantage and
market share over competitors.

e Reduction of input costs: Green technology can improve production efficiency
through the reduction of input costs, energy costs and operating and maintenance
costs, which can improve a company’s competitive position.

e Environmental image: Adopting green technology can improve a company’s
environmental reputation, which is crucial if other competitors and consumers are
becoming more environmentally conscious.

e Ability to meet stricter environmental regulations in the future: Companies that
invest in green technology are more likely to be better equipped and ready for stricter
environmental regulations as well as product specifications that are expected to be
imposed on them in the future.

From the above, we find that the environmental situation needs to be improved, by
using green technology in the context of the process of transition towards a
knowledge economy.

Therefore, there is a group of the required initial actions undertaken in order to build a
Green knowledge economy:
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- Shared, sustainable procurement (e.g. broadband and local resource-based
sectors)l.

- Housing retrofit (linked to sustainable construction).

- Innovation Centre for the Green Economy.

- Investing in natural capital.

- Creating green jobs.

- increasing the enabling effects of ICTs on the development of the green economy
through improvements in the efficiency of production, distribution and consumption
of goods and services throughout the economy and society; by reducing demand for
energy and materials through the whole or partial substitution of virtual products
and services for their physical equivalents; and through the dematerialization of
human activities and interactions. Thus the largest influence of ICT is likely to be in
enabling energy efficiencies in other sectors?.

Conclusion:

In the end we can say that green technology in the context of the knowledge economy
activities is crucial in achieving sustainable development in modern societies. It also
effectively contributes to achieving environmental sustainability. This is reflected not
only in the geographical area of the country concerned, but all over the world.
Consequently green knowledge economy can be considered an important opportunity
for the Arab economies in order to improve the results of development process and
meet global environmental standards.
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Constantine, 2012, p3.

2 Rivkim. A. David, Anderson. D. lois, Wind Turbine control Systems, Jones & Brathers learning, USA,
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17,2013, usa, p2

I Claud Aclcet & Jacques Vaillant, Les Energies Renouvlable, Edition Technip, Paris, 2011, pp 153-154.
2L.R. Berg & P. H. Raven & D. M. Hassenzahb, Enveronnement,6 ed, De BOECK, Belgique,2008, p314.
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! The Renewable Energy sector in North Africa, United Nations Economic Commission for Africa North Africa
office, morocco, 2012, p16.
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3 United Nations Economic Commission for Africa North Africa office, op-cit,pp17-18.
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Council, March 2015, p11.
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I Lotfi Saidi & Farhat Fnaiech, Experiences in renewable energy and energy efficiency in tunisia, Renewable
and Sustainble energy Reviews (ELSEVIER),32(2014), P732.

2 Lily Riahi & Jhon Bryden & Roman Zissler, Mena Renewable energy report, United arab
emirates&IRENA&REN 21, FRANCE, May 2013,P19.

3 Zohra Ettaik, Renewable energy in Morocco: large-scale deployment, MEWE, Morocco, juin 2013, pp11-14.
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Introduction

Zakat is an obligation upon Muslims provided certain conditions are met, one of which
is full ownership of wealth. It is a condition agreed upon among scholars, as cited by
Ibn Rushd in Bidayat al-Mujtahid, “They [Shari’ah scholars] agreed by consensus that
zakat is obligatory on each Muslim who has freedom, maturity, sanity, and fully owns
the nisab” (1425H: 2/5). Full ownership is defined by Al-Jurjant in Al-Ta'rifat as “the
lawful relationship between a person and a thing, giving him the right to dispose of
that thing and to deter others from disposing of that” (1403H: 229).

According to the above-mentioned definition, other than what was mentioned
regarding the right of disposal of assets, Al-Jurjant also mentioned the right to deter
others from disposing of assets as a fundamental aspect of having full ownership.
Some scholars mentioned in detail that ownership is divided into two categories,
namely: (i) ownership with the right to the title, and (ii) ownership with the right to
dispose of a thing. The ownership with the right to the title refers to the event when
the ownership of a thing has been transferred in a basic manner, such as when an item
has been sold to a person but it has yet to be delivered to him. On the other hand,
when the sold item has been delivered to the purchaser, the purchaser is regarded as
the owner having the right to dispose of, thus he has full ownership of the item.

This means that full ownership occurs when the ownership has its effects entirely
through the right to own and the right to dispose of the asset as stated by Al-Kasanr in
Bada’i* al-Sana’i’.

In the Shariah Standards of Accounting and Auditing Organization for Islamic Financial
Institutions (AAOIFI) on Zakah, “The full ownership materializes when nobody else has
a right in the asset in question, the owner can dispose of the asset the way he likes,
and the owner of the asset is the sole owner of the income generated from the
asset” (AAOIFI, 2015M: 873).

In Quyud al-Milkiyyah al-Khassah, Dr. ‘Abdullah al-Muslih listed that a full ownership
leads to these criteria: (i) the owner shall have the right to make any kind of disposal
of the asset, (ii) the full ownership shall include both types of the ownership which are
the right to own and the right to benefit, and (iii) the ownership which occurs by
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natural means without any transfer from someone to other is regarded as full
ownership (1415H, 123-128).

The Ownership of Shares

In the context of shares, based on the definition of shares from a Shari‘ah perspective,
it appears that shareholders have full ownership of the assets of the company, which
lead to the obligation of paying zakat on shares. This is based on the following
justifications:

- The shareholders are the real owners of the company’s assets. It will be proven when
a company is dissolved or wound up, its assets shall be returned to the shareholders
after paying off all the liabilities (al-Qaradhaghi, Al-Tahqiq Fi Zakat al-Ashum wa al-
Sharikat: 10).

- This is in line with a legal maxim stating that “liability accompanies gain”. As the
shareholder is entitled to enjoy any benefits resulting from the shares, he is also
obliged to bear all liabilities accompanying them, among others the obligation of zakat
payment (Al-Qaradaghi, Al-Tahqiq Fi Zakat al-Ashum wa al-Sharikat: 10).

- The right and freedom of a shareholder to sell or dispose of his shares indicates his
right and freedom to dispose of the company’s assets because the shares represent
the assets of the company, hence the sale of shares mean the sale of a portion of the
assets of the company.

Thus, full ownership exists in the context of ownership of shares. The inability of a
shareholder to sell the company’s assets such as buildings does not mean there is no
full ownership, but there are some other elements hindering him from doing so, in a
manner that will not affect having full ownership. Such external elements are:

i- Partnership

Although the shareholder is the real owner of the company’s asset, his ownership is in
a form of partnership where he owns a portion of assets that cannot be divided. It is
stated in a hadith that, “He who has a partner in a dwelling or a garden, it is not lawful
for him to sell that until he is permitted by his partner. If he (the partner) agrees, he
should go in for that, and if he disapproves of that, he should abandon (the idea of
selling it)” (Muslim, al-Sahth: 3/1229, No: 1608).

In the context of shares, the shareholder is unable to sell the assets because though
there is no full ownership, it is in a form of partnership that deters each partner from
selling the assets without a mutual agreement.

ii- The sale of assets can be done through selling shares

The claim that a shareholder does not actually own the assets of the company
because he is not able to sell the assets is not accurate. This is because the
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shareholder can sell the assets when he wants to through the sale of shares, based on
the fact that the shares represent the assets of the company.

iii- Inability to dispose of does not mean not having full ownership

In the figh, there are a number of situations where the owner of the asset is deterred
from disposing of his asset freely, but at the same time, he is still regarded as the real
owner of the asset having full ownership. An example of these situations is the
inability of a child to dispose of his assets, based on a Quranic verse, “And test the
orphans until they attain puberty; then if you find in them maturity of intellect, make
over to them their property” (Al-Nisa’: 6).

Although children are prevented from disposing of their assets, but it does not deny
their full ownership of the assets and the obligation of zakat on their assets, as the
view of scholars such as Al-Nawawi in Rawdah al-Talibin, Al-Hattab in Mawahib al-Jalil
and Ibn Qudamabh in Al-Mughni.

Conclusion

Based on the definition of full ownership, and deliberation with respect to the
application of full ownership in the context of shares, it was found that a shareholder
has full ownership of the assets of the company. Thus, satisfying one of the conditions
of zakat and affirming their eligibility to pay zakat. Based on this, shareholders are
obliged to pay zakat on shares if the assets of the company are zakat-able assets.
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