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Islamic Finance: Australia reacts £ oo
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Introduction

» The growth of Islamic Finance




KEY PRINCIPLES UNDERLYING ISLAMIC FINANCE

Prohibition of
tiba,
i
Prohibition of Profit sharing and
uncertainity risk sharing
Islamic Finance
Prohibition of I ——
PR Existence of an
forbidden assets \riderying assst

(e.g. alcohol, gambling)

slamic Trade' - Austrade (austrade. gov.au)
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The Shariah and finance structures = UNIVERS

» Murabaha (cost plus)




MURABAHA MECHANISM

Sale for
immediate
payment

Goods supplier

Source: PwC UK

100

Sale for deferred

Party A (customer)

(a) Goods retained for own use
Cost 110

OR
(b) Sale for immediate payment
Sale 100
Cost 110

Goods buyer

Islamic Trade' - Austrade (austrade. gov.au)



MUDARABA MECHANISM
Cash investment

>

Investor

<

Agreed share of profits
Investor bears losses

Manages Profits

Commercial

Venture

Source: Amin, M and Suleman, |, ‘Islamic Finance: The Tax Adviser's Role’, TaxAdviser, September 2008

Islamic Trade'- Austrade (austrade.gov.au)



JARA SUKUK

Issue Sukuk

Special Purpose
Vehicle (SPV)

A

Sell Pay
building price

Lease Pay rent

periodically

Source: Amin, M and Suleman. |, ‘Islamic Finance: The Tax Adviser's Role’, Tax Adviser, September 2008
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DIMINISHING MUSHARAKA TRANSACTION WITH 25 PER CENT DEPOSIT

25% Price
25% ply

Slices of
property
75% Price
75%
75%, @ Payments
for slices of
property

Source: Amin, M and Suleman, |, ‘Islamic Finance: The Tax Adviser's Role’, Tax Adviser, September 2008

Islamic Trade' - Austrade (austrade.gov.au)
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Tax implications of Islamic finance T

» Stamp duty
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Responses by other countries = CAivsn

»Malaysia
oPositive discrimination
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Islamic finance in Australia SN

» Australian tax implications of Islamic finance

» Inward Islamic foreign investment




Critique of the Australian response:
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threshold questions NIV

> In substance interest or in lieu of interest?

> Should Australia cater for Islamic finance?
oThe Islamic interest / The national interest




Critique of the Australian response:
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threshold questions (cont’d) CXIVERSITY
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» Are tax concessions a desirable policy tool?

» Acceptability of tax integrity risks?
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Conclusion = MO0k

AUSTRALIA

»Reform process failure?
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