Lloyds TSB Launches Islamic Mortgage in UK

Mushtak Parker, Arab News

LONDON, 21 March 2005 — UK High Street bank, Lloyds TSB this week launched its debut Shariah-compliant Islamic home finance scheme at five branches in London, Luton and Birmingham, all cities with large Muslim populations. 
Lloyds TSB, one of the top three banking groups in the country, instead of developing its own standalone Islamic mortgage product, is utilizing and co-branding a product off-the-shelf, the Alburaq Home Financing Scheme which is based on the pioneering diminishing Musharaka contract (a declining equity participation scheme between buyer and lender), which was pioneered last year by ABC International Bank and Bristol & West, a subsidiary of the Bank of Ireland Group in London.
The Lloyds TSB scheme will be initially test-marketed by selected branches of the High Street bank. The added value which Lloyds TSB bring, stresses a spokesman, is our bespoke service elements. We only offer Islamic home finance from a single provider. The Alburaq home finance product is a registered trade mark of ABC International Bank. 
Last month Lloyds TSB launched its debut Islamic banking current account, a move which signaled the first step of introducing a dedicated suite of Islamic financial products in the UK market. 
The Muslim community, stresses Gordon Rankin, current accounts director at Lloyds TSB, is one of the fastest growing in the UK and is very much part of the fabric of British life. However, until now their banking needs have been largely uncatered for, and many British Muslims have often had to bank in a way against their principles. Our research shows that over three-quarters of British Muslims want banking services that fit in with their faith -and that’s exactly what we aim to provide, beginning with our new current account.
The Lloyds TSB launch follows two further developments for Islamic banking in the UK. Last week, the British government, through the Office of the Deputy Prime Minister (ODPM), launched a consultation paper on proposals to help council tenants in the UK wishing to use non-standard mortgage products such as Islamic Murabaha (Mark-up), Ijara (leasing), or diminishing Musharaka mortgages (co-ownership) to purchase their homes but cannot do so under current Right to Buy rules.
In his 2005 budget last week, Chancellor Gordon Brown once again referred to further legal reforms to facilitating Islamic home financing schemes in the UK. The aim is to bring the Ijara and diminishing Musharaka mortgages on par with the Murabaha one in terms of regulatory and tax treatment. Unlike the Murabaha mortgage, the other two involve transitional ownership by a third party (the lender). The Lloyds TSB Alburaq Islamic Home Financing Scheme carries the same consumer and mortgage protection provisions as conventional mortgages.
Lloyds TSB will market and distribute their co-branded version of Alburaq. Any applications will then be passed on to ABC International Bank which will underwrite all the mortgages, with Bristol & West providing the back-office administration services.
According to UK banking sources, several other banks are looking to co-branding with Alburaq rather than going down the expensive route of developing their own product which will eventually be based on the same contract and documentation. Indeed, the Alburaq home financing scheme brings together the best of British financial engineering and expertise and Islamic financial principles, which prohibit the charging and giving of interest. 
The Alburaq product has been approved for Shariah compliance by the Shariah Board of ABC International Bank headed by Sheikh Nizam Yaquby, a noted Bahraini Shariah adviser to several Islamic financial institutions and to Dow Jones Indexes in New York; and including two home-bred British Islamic scholars, Mufti Abdul Kadir Barakatulla, Imam of the Finchley Mosque and Islamic Cultural Center; and Mufti Mohammad Nurullah Shikdar, Imam of the Tunbridge Wells Mosque. In this way they bring together international experience and reputation; and knowledge with a local understanding.
According to Sheikh Nizam Yaquby, “the diminishing Musharaka offers the most viable solution for housing finance. This particular contract has been successfully implemented by mortgage providers in the US, the UK, and Pakistan.” 
Under this mode, the financial institution and client jointly purchase the house. The ownership of the house is split between the bank and the customer; and it is agreed that the customer will purchase the share of the bank in the house gradually, thus increasing his own share until all the share of the bank is purchased by him so as to make him the sole owner of the asset after a specified period. But during the financing period, the bank’s share is leased to the customer who pays rent for using the bank’s share in the asset. 
The Alburaq home financing scheme, which typically has a tenor of up to 25 years, offers two payment options to the customer. In the first option, the rent is fixed for an initial period of six months, and is then reviewed every six months. In the second option, the rent is fixed for two years, and is then reviewed every six months.
