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What is syndicated financing?

Syndicate loans, also referred to as syndicated 
bank facilities or syndicated financing, are debts 
issued by a group of lenders to a single borrower. 
The loan can be for a fixed amount, a credit line 
or a combination of both. Under a syndicated 
loan, lenders are typically big banks, though 
financial institutions such as mutual funds and 
insurance companies sometimes also fill these 
roles. There is a single lender appointed as the 
lead, and they are responsible for arranging the 
syndicate group. They also have further duties 
beyond funding a portion of the loan, such as 
facilitation and allocation of the cash flows to 
the other lenders. The syndicate manager also 
works with the borrower to arrive at interest 
rates, payment terms, and other details described 
in a term sheet. Facility agreements contain 
boilerplate provisions such as:

•	 Triggers	that	need	to	be	complied	with	for	
the disbursement of funds. It is common for 
the funds available in a syndicated loan to be 
divided into several tranches, each having its 
own specific set of disbursement conditions.

•	 Voluntary	and	mandatory	prepayment	
provisions such as in the event of change of 
control.

•	 Financial	covenants	that	are	tested	throughout	
the lifetime of the facility which enable the 
lenders to check the borrower’s financial 
condition.

•	 Undertakings	(such	as:	limitations	on	
acquisitions, disposals, loans/guarantees 
to third parties and members of the group, 
negative pledge, limitations on indebtedness, 
distributions/payment of dividends, share 
issuance, hedging requirements, pari passu 
ranking and information undertakings).

•	 Events	of	default	provisions	(cross	default,	
litigation thresholds, material adverse effect 
clauses and insolvency).

•	 Rights	and	obligations	of	the	agent.

The primary objective of a syndicated loan is to 
spread the risk that would ordinarily be present 
with a single borrower. Since the value of these 
types of credit facilities far exceeds regular loans, 
the risk is that default by the borrower could have 
a catastrophically crippling effect on a single 
lender.

Lenders include large financial institutions such 
as banks and finance companies, as well as 
institutional investors who want to earn interest 
by participating in syndicates. In some cases, the 
lenders sell their interests or assign the loan to 
other investors so they can replenish cash and 
reduce their exposure to any individual borrower. 
This is usually performed through novation, 
whereby a lender transfers all or part of its 
commitment to other lenders.



Major Characteristics of Syndicated Loans

1. Principle of Independent

Obligation

Banks disburse and collect their loans in 
accordance with the same loan agreement 
based on the independent relationships with the 
borrower	(there	is	no	joint	legal	liability	between	
banks). This principle comprises three aspects: 

•	 Lenders	are	subject	to	their	own	obligations	
on the disbursement of loans to the borrower. 
A lender’s failure to disburse its loan in 
accordance with the loan agreement will not 
influence the disbursement obligations of other 
lenders, and lenders do not act as guarantors of 
each other’s disbursement obligations.

•	 Under	the	Loan	Agreement,	creditors’	rights	
and obligations are separate and independent, 
and the borrower’s debts to each bank are also 
separate and independent.

•	 Unless	otherwise	provided	in	the	Loan	
Agreement, all creditors are entitled to exercise 
their rights independently.

2. Principle of Democratic 

Decision-Making:

Interest sharing conflicts can easily arise among 
members of a consortium. To operate effectively, 
a consortium adopts the principle of democratic 
centralism in its management. Consequently, 
the Loan Agreement usually provides that certain 
terms must be approved by all consortium 
members and others that must be adopted by 
a	majority	(or	supermajority)	of	loan	shares.	
Some model syndicated loan agreements require 

approval by consortium members holding no less 
than 2/3 of the total loan shares. With respect 
to terms that must be approved by a majority 
of loan shares, the banks holding those shares 
restrict the banks holding minority shares. With 
respect to items that must be passed unanimously, 
each member has veto power over the entire 
consortium. Terms that can only be revised or 
eliminated with unanimous consent usually 
include matters concerning the currency of loan 
commitments, amounts, repayment dates or 
changes in maturity dates. Terms that require 
a majority or a supermajority vote include 
declarations of default, repayment acceleration, 
loan termination, and revision or termination of 
certain contract clauses.

3. Sharing Clauses:
 
In a syndicated loan, the lead bank is always a 
deposit bank of the borrower and is in possession 
of a large quantity of the borrowers’ funds. If 
the borrower defaults, an issue of fairness will 
arise if the lead bank exploits its possession of 
the borrower’s deposits and thereby imposes a 
disproportionate share of the risk of default on 
other consortium members. Sharing clauses are 
drafted in the loan agreement for the purpose of 
ensuring that all consortium members are fairly 
compensated, and to coordinate relationships 
among consortium members. Such clauses 
are drafted to ensure that lending banks are 
compensated in proportion to the amount they 
lent. A lending bank that received more than its 
pro rata share of returns from a borrower must 
share its returns with other consortium members 
through offset, litigation, disposal of collateral, 
return of the borrower’s principal or interest, or 
other methods. 
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Parties in a Syndicate Finance

Those who participate in syndicate finance may vary from one deal to another, but the typical 
participants include the following1 :

1. Arranger/lead bank

This is the brainstorming phase where the 
idea is worked upon to develop a minimum 
viable product. This stage involves creating the 
business concept for the project. A whitepaper 
is usually drafted to capture the value-adding 
elements of the project. 

2. Facility Agent

The agent in a syndicated loan serves as a link 
between the borrower and the lenders and owes 
a contractual obligation to both the borrower 
and the lenders. The role of the agent to the 
lenders is to provide them with information 
that allows them to exercise their rights under 
the syndicated loan agreement. However, the 
agent has no fiduciary duty and is not required 
to advise the borrower or the lenders. The 
agent’s duty is mainly administrative in nature.

3. Security Trustee

The trustee is responsible for holding the 
security of the assets of the borrower on behalf 
of the lenders. Syndicated loan structures avoid 
granting the security to the individual lenders 

separately since the practice would be costly 
to the syndicate. In the event of default, the 
trustee is responsible for enforcing the security 
under instructions by the lenders. Therefore, 
the trustee only has a fiduciary duty to the 
lenders in the syndicate.

4. Participating banks/lenders

Participating banks lend a fraction of the total 
amount required.

5. Underwriting bank

The underwriting bank guarantees that the 
entire loan amount will be made available to 
the borrower.

6. Borrowers

The party that seeks the loan and is responsible 
for repayment of principal and interests.
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Advantages of a Syndicate Loan

The following are the main advantages of a syndicated loan:

1. Less time and effort involved

The borrower is not required to meet all the 
lenders in the syndicate to negotiate the terms 
of	the	loan.	Rather,	the	borrower	only	needs	to	
meet with the arranging bank to negotiate and 
agree on the terms of the loan. The arranger 
then does the bigger work of establishing the 
syndicate, bringing other lenders on board, 
and discussing the loan terms with them to 
determine how much credit each lender will 
contribute.

 2. Diversification of loan terms

Since a syndicated loan is contributed by 
multiple lenders, it can be structured in 
different types of loans and securities. The 
varying loan types offer different types of 
interest, such as fixed or floating interest rates, 
which makes it more flexible for the borrower. 
Also, borrowing in different currencies protects 
the borrower from currency risks resulting 
from external factors such as inflation and 
government laws and policies.

3. Large amount

Loan syndication allows borrowers to borrow 
large amounts to finance capital-intensive 
projects. A large corporation or government can 
borrow a huge loan to finance large equipment 
leasing, mergers, and financing transactions in 
telecommunications, petrochemical, mining, 
energy, transportation, etc. A single lender 
would be unable to raise funds to finance such 
projects, and therefore, bringing several lenders 
to provide the financing makes it easy to carry 
out such projects.

4. Positive reputation

The participation of multiple lenders to finance 
a borrower’s project is a reinforcement of the 
borrower’s good market image. Borrowers that 
have successfully paid syndicated loans in the 
past elicit a positive reputation among lenders, 
which makes it easier for them to access credit 
facilities from financial institutions in the 
future.

General benefits for borrowers:

• The total cost of borrowing is less.
• Funding from multiple sources.
• New banking relationships.
• Ease of documentation.
• Flexible terms and conditions.
• Access to multiple resources
•	 Ability	to	deal	with	Special	Purpose	Vehicles	

creating bankruptcy remoteness and off-
balance sheet treatments.

• Ease of dealing with other parties under 
harmonised documentation.

• Fewer disclosure requirements.
• Competitive fees and margins due to multi 

bank involvement.
• Single and uniform security for all lenders.
• Entry and exit of lenders without the need to 

transfer security.
• Safeguarding of the Borrower’s residual 

interest where a Security Trustee is involved.
•	 Liaising	with	intermediaries	(Arranger,	

Facility Agent and Security Trustee) who 
serve as the interface between Borrower and 
lenders.

General benefits for lenders: 

• Diversified customer base.
•	 Risk	allocation	among	different	companies.
• Optimize risk and returns.
• Limits exposure to a particular corporate 

group.
• Share risks collectively
• Collective access to security
• Participation in transaction even in small 

proportions
• Formal process to finalise deals in place
• Assured that security is not vested in other 

lenders where there is Security Trustee 
involved

• Lenders are confident that their interests in 
security are protected

• The lenders are freed of time and resources 
which would otherwise have been deployed 
to perfect the security where a Security 
Trustee is involved
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Types of Loans in Syndicate Deals

2. Term Loans

These provide one-time financing that 
borrowers typically pay off gradually with 
fixed payments. Some term loans feature a 
large balloon payment at maturity instead of 
amortizing payments. 

3. Letter of Credits

These banks guarantee to provide security to 
somebody the borrower is working with. For 
example, a standby letter of credit might protect 
a municipality that pays millions of dollars for 

Loans come in a variety of forms, and a single loan might have several different types of debt:  

1.	Revolving	Debt

This allows borrowers to take only what they need when they need it, and come back for more later. 
Lenders	set	a	maximum	credit	limit,	and	borrowers	may	be	able	to	borrow	and	repay	repeatedly	(or	
“revolve” the debt) against a line of credit. A line of credit is a pool of money that can be borrowed 
as and when required. A line of credit gives a set amount of money that has been approved to spend, 
but the customer does not need to borrow it or pay interest on it until they need the funds. A line of 
credit usually comes with a “draw period” and a “repayment period”. The draw period is when the 
customer has access to the credit and can last for a number of years. The repayment period is where 
the principal and interest is repaid.

an infrastructure project, but the contractor fails 
to complete the project. The LOC would provide 
funds	to	the	municipality	(at	the	contractor’s	
expense), enabling them to pay other contractors 
or fix the problem in other ways. 

4. Delayed-Draw Lines

These are approved funding lines that 
borrowers use over a period of time for planned 
expenditures. 
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Types of Underwriting in Syndications

• Offering an underwritten loan can be a competitive tool to win mandates.
• Underwritten loans usually require more lucrative fees because the agent has more risk.

2. Club Deal

This type of syndication deals typically entails a smaller amount, usually in the region of 25-100 
million USD. The lead agent and other syndication members share equal, or nearly equal, parts of 
the fees earned from the loan.

3. Best-Efforts Syndication Deal

The lead agent does not commit or guarantee the entire loan amount. Any undersubscribed 
portion of the loan will be filled up by taking advantage of the changes in market conditions. If the 
loan continues to be undersubscribed, the borrower may be forced to accept a lower loan amount 
or the loan will be cancelled entirely. Club deal and best-efforts are also known as partially 
underwritten deal.  

Internationally, there are three types of underwriting in syndications: an underwritten deal, a club 
deal and a best-efforts syndication. Most European syndicate loans are underwritten deals, whilst the 
US market is generally more of best-efforts2:

1. Underwritten Deal 

The lead agent or underwriter syndicates the entire loan. If the full deal is not subscribed, the 
underwriter	can	absorb	the	part	of	the	loan	that	isn’t	subscribed.	In	this	case,	the	lead	bank	(also	
referred to as the arranger) commits to fund 100 percent of the loan whether or not it is able to 
syndicate part of the loan to other lenders. Thus, the arranger guarantees the entire commitment, 
thereafter, syndicate the loan. If the arranger cannot fully subscribe the loan, they are forced to 
absorb the difference, which they may sell to investors later on. Arrangers underwrite loans for 
several reasons, such as:
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Shariah concerns of conventional 
syndicated finance

1.	Riba

All	conventional	syndicate	financing	involves	Riba	as	the	underlying	product	is	a	loan	with	interest	
repayments. 

Riba	is	categorically	prohibited	in	the	Qur’an.	The	Qur’an	says:

“O	you	who	believe!	Remain	conscious	of	Allah,	and	give	up	all	outstanding	gains	from	usury,	if	you	
are [truly] believers; for if you do it not, then know that you are at war with Allah and His Messenger. 
But	if	you	repent,	then	you	shall	be	entitled	to	[the	return	of]	your	principal.	You	will	do	no	wrong,	
and neither will you be wronged. [Surat Al-Baqarah, 278-279]

Prophet	Muhammad	(peace	be	upon	him)	said:

“Cursed is the one who takes interest, and the one who pays it, the one who records it, and the two who 
(accept to be the) witnesses for signing it.” [Muslim]

Any	debt-based	crowdfunding	which	involves	Riba	is	not	Shari’ah-compliant.	In	Islam,	a	loan	
(Qardh)	is	a	gratuitous	contract.	Lending	to	people	in	need	is	a	commendable	practice.	Both	the	
Qur’an	and	Sunnah	promise	reward	to	a	lender	who	provides	a	loan	to	a	person	in	need.	The	
fact that the Shari’ah prohibits the lender to derive any conditional benefit from the loan further 
emphasises its gratuitous nature. It also implies that a loan contract that is designed for profit 
should not be used; it is a form of social assistance to keep the community together through hard 
times. Thus, any profit or additional return in lieu of the loan is impermissible and non-Shari’ah-
compliant.	Interest	is	explicitly	prohibited	in	the	Qur’an	and	the	Sunnah.	We	are	told:
 
“Do you who believe! Fear God, and give up what remains of your demand for usury, if you are indeed 
believers. If you do it not, take notice of war from God and His Messenger. But if you turn back, you shall 
have your capital sums: Deal not unjustly, and you shall not be dealt with unjustly” (al-Qur’an, 2:278-
279).

A	famous	juristic	maxim	states:	“Any	loan	which	draws	an	increment	is	Riba”	(Ibn	Abi	Shaybah).
Riba	is	more	than	just	simple	interest	and	compound	interest;	Riba	is	any	unjustified	excess	
in a bilateral contract which is stipulated for one of the two transacting parties and is without 
consideration.	Scholars	outline	two	types	of	Riba:

1.	 Riba	al-Nasi’ah	is	the	advantage	and	excess	gained	without	consideration	by	deferring	delivery	
of any homogenous counter exchange. This excess manifests upon default or delay in payment 
where time is factored as a consideration.

2.	 Riba	al-Fadhl	is	a	contractually	agreed	excess	in	units	without	any	consideration	in	an	exchange	
of homogeneous goods.

Shari’ah has not considered money to be a commodity, but a medium of exchange. When money 
of the same genus is exchanged, it must be on spot and in equal quantity. Exchanging different 
amounts	at	different	times	brings	into	effect	both	forms	of	Riba:	Riba al-Nasi`ah and Riba al-Fadhl.
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2. Trading of Debt 

The trading of debt is referred to as Bay’ al-Dayn. It is a sale of payable right or receivable 
debt either to the debtor himself, or to any third party and it could be paid immediately or for 
deferred	payment.	There	are	divergent	rulings	among	the	classical	jurists	(fuqaha) relating to 
the permissibility of the sale of debt. As far as the issue of the sale of debt to the debtor himself, 
the majority of jurists unanimously agree that the sale of debt to the debtor himself is valid. For 
example, a creditor can purchase an item from the debtor in lieu of the debt owed to the creditor. 
The	debt	would	be	exchanged	for	the	item.	However,	this	must	ensure	the	principles	of	Riba	are	
not breached. For example, a creditor cannot sell his debt of £100 to the debtor in lieu of £110 spot. 
Likewise, a creditor cannot exchange a debt of £100 owed to him for £110 payable in six months3. 
This is also referred to as Faskh al-Dayn in the terminology of the jurists.  

One of the principles mentioned by the jurists is the prohibition of Bay’ al-Kali’ bil Kali’ as mentioned 
in the Hadith reported in al-Mustadrak, al-Tahawi, al-Daraqutni, al-Bayhaqi and Ibn Abi Shaybah. 
Although some scholars have debated the strength of this hadith, the jurists have accepted the 
principles conveyed by this text. Bay’ al-Kali’ bil Kali’ refers to a scenario where both counter-values 
are deferred and in essence, it is an exchange of one debt for another. The deferral of both counter-
values results in a deferred transaction. This has been prohibited due to the presence of uncertainty 
(Gharar). The counterparties are exchanging something they do not have and are not guaranteed 
to take possession of it themselves ever. Thus, it is prohibited to exchange debt in such a manner. 
Further, this prohibition ensures that debt products are not continuously sold in the financial 
markets with all the parties in the chain relying on one party to make good on the payments. This 
exposes multiple parties to risk and can cause systemic issues as witnessed in the global financial 
crisis in 2008. In the context of syndicate financing, the arranger can sell the debt to investors on 
discount.	This	results	in	Riba	and	the	sale	of	debt.

3  Uthmani,	T.	(2014),	Fiqh	al-Buyu’,	Karachi:	Maktabah	Ma’arif	al-Qur’an
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Shariah Syndicated Finance

Islamic syndicated financings are derived from 
Sharia based concepts and take into account the 
same commercial considerations and provide 
the same protections as conventional syndicated 
financings from the perspective of both the 
borrower and the participating lenders. These 
include:

• Allowing lenders to mitigate their exposure 
by sharing the borrower’s credit risk.

• Allowing lenders to participate in more 
transactions than they may have otherwise 
and thereby diversify their loan portfolios 
because they are only taking a portion of each 
loan transaction.

• Enabling the borrower to raise more capital 
than it may have otherwise if it had only one 
lender4.

The principal difference between Islamic 
and conventional syndicated loans is 
the philosophical underpinning of these 
transactions. In conventional loan syndications, 
commercial and legal considerations are 
generally the only issues that determine the 
terms and forms of these transactions and the 
rights of the parties. By contrast, Islamic loan 
syndications should ensure:

• That the underlying structure is Shariah 
compliant. Syndicated financing should be 
channelled towards investment activities that 
are permissible in Shari’ah. It should not be 
totally or partially directed.

• That the project does not contain any 
Shari’ah	prohibition	or	constitute	Riba.

• That the borrower is not a non-compliant 
business. For example, the borrower cannot 
be involved in the manufacture, production 
or sale of tobacco products, pork or alcohol 
or involved in providing gambling or 
pornographic activities or services.

• That the financing cannot be for any Shariah 
non-compliant use. The funds should not be 
to invest in products or services that are non-
compliant. 

• That the product must be reviewed and 
certified by a Shariah board.

4 		Khaleq,	A.	(2012),	Islamic	Syndicated	Financing,	PLC
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The structures of Islamic syndicate financing 

In an Islamic syndicate financing, the Islamic 
financiers will act through one Islamic financier 
and will cooperate through an agreement, 
which will describe their respective rights and 
obligations. It is often called a participation 
agreement or an investment agency agreement. 
Under this arrangement, there would be just one 
Islamic financier that interfaces with the customer 
and the parties’ respective rights and obligations 
will depend on the role of the Islamic financier 
that interfaces with the customer.

Generally, any Shari’ah-compliant structure may 
be used to document the loan. The structure used 
depends on:

•	 The	purpose	of	the	financing.
•	 The	assets	that	will	be	used	to	repay	the	

loans.
•	 The	nature	of	the	borrower’s	business.
•	 The	amount	of	flexibility	the	parties	require.
•	 The	lenders’	view	of	the	Shari’ah-compliant	

nature of the transaction.

The structures most commonly used to effect to 
an Islamic syndicated financing are:

1. Murabaha
2.	Commodity	or	reverse	Murabaha	(commonly	

referred to as Tawarruq).
3. Mudaraba
4. Musharakah
5. Ijarah
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1. Murabaha Structure

Murabaha, also referred to as cost-plus financing, 
is an Islamic financing structure in which the 
seller and buyer agree to the cost and mark-up of 
an asset. The mark-up takes the place of interest, 
which is illegal in Islamic law. As such, Murabaha 
is not an interest-bearing loan but is an acceptable 
form of credit sale under Islamic law. 

Murabaha involves the financier purchasing an 
asset and thereafter selling the asset to the end 
customer on a deferred basis with a mark-up. This 
can be used for asset finance, property finance, and 
stock finance. 

In a Murabaha-syndicated transaction, the 
investment agent holds title to the asset until it is 
sold to the borrower. Shari’ah principles require 
that a seller owns the asset at the time it is offering 
to	sell	it.	As	a	result,	the	investment	agent	(and,	
by extension, the lenders) bear the risk of loss, 
however briefly. It is this risk that the investment 
agent bears, it entitles them to a return. The mark-
up covers the fees and profit for the investment 
agents and the syndicate banks.

Syndicate of Banks and 
Financial Institutions

Goods (Immediate Delivery)

Deferred Payment (Mark-up)

Immediate Payment

Goods (Immediate Delivery)

Investment Agent

Borrower

Supplier

Syndicated Financing: A granular look at Sharia compliance
SHARIYAH	REVIEW	BUREAU12



2. Commodity Murabaha

A customer enters into a Commodity Murabaha 
transaction not to obtain a physical asset for its 
use, but to engage in a series of purchase and 
sale transactions that result in the customer 
obtaining working capital. In a basic Murabaha 
transaction, the customer receives assets in return 
for a deferred payment obligation, then employs 
those assets in their business. In a Commodity 
Murabaha transaction, the customer takes the 
additional step of selling the assets to a third party 
for	cash,	which	represents	the	working	capital	(or	
financing for an acquisition, as the case may be) 
required by the customer. Note that the customer 
would not necessarily be required to sell the assets 
to a third party; they are merely allowed to do so 
as the owner of the assets. The sale of the assets to 
a third party is not an element required to make 
the Commodity Murabaha transaction a valid 
transaction under Shari’ah. 

Commodity Murabaha is a Shari’ah-compliant 
debt product to replace conventional business 

loans and provide companies with halal finance. 
In the Commodity Murabaha, the investment 
agent uses the syndicate’s funds to purchase freely 
tradeable assets in the spot market. Thereafter, 
these assets are sold to the customer with a mark-
up on a deferred payment basis. The customer then 
sells the asset in the spot market for immediate 
payment and delivery. 

The commodity Murabaha may be used for a 
term loan or a revolver. In the case of the latter, 
the investment agent, on or before the drawdown 
dates, purchases additional assets on the spot 
market for resale to the borrower in the amount to 
be drawn down.

Syndicate of Banks 
and Financial 

Institutions

Immediate Payment

Immediate Payment

Immediate Delivery

Immediate Delivery

Immediate Delivery
Deferred Payment

Investment Agent

Borrower

Broker A

Broker B
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3. Mudarabah

Mudarabah refers to a relationship between an 
investor (Rab al Mal) and an investment manager 
(Mudarib) to establish a profit-sharing partnership 
to undertake a business or investment activity. 
Under	this	structure,	the	Rab	al	Mal	provides	
the financing and the Mudarib provides the 
professional, managerial, and technical know-
how to carry out the business or manage the 
investment. The Mudarib must invest the funds 
in a Shari’ah-compliant way. The parties share in 
any profits according to a pre-agreed ratio. In a 
Mudarabah, the Mudarib:

•	 Puts	only	their	time	and	effort	at	risk	and	does	
not contribute any capital. 

•	 Is	not	responsible	for	any	losses	of	the	venture	
unless there is misconduct, breach of terms, or 
negligence. Losses are borne by the Rab al Mal.

In a Mudarabah-based Islamic loan syndication, 
the	customer	and	the	lenders	(through	the	
investment agent) form a partnership in which 
the lenders provide the money and the borrower 
provides the investment expertise. In this 
structure, the customer and the investment agent 
share profits from the underlying investment. 
The investment agent pays the lenders their 
pro rata share of these payments as provided 
in the Mudarabah agreement. Any losses from 
the investment are solely for the account of the 
investment	agent	(and	ultimately,	the	lenders).

Syndicate of Banks and 
Financial Institutions

Provides Expertise and 
Manages Funds

Share in 
Profits and All 

Losses

Fee (Based 
on Shares of 

Profits)
Invest Funds

Investment Agent as 
Rab al Mal

Borrower as 
Mudarib

Project

Mudarabah
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4. Musharakah

A Musharakah is an investment partnership or 
joint venture compliant with Islamic principles. In 
a Musharakah, the financing party and its client 
contribute	assets	(cash	or	property)	to	a	joint	
venture and share in the profits of the joint venture 
in agreed percentages. Losses, however, are shared 
in accordance with the parties’ initial investment. 
All Musharakah parties have the right to exercise 
control over the joint venture, but it is typically 
managed by the client. 

Musharakah is similar to Mudarabah except 
that only the financing party bears the losses 
associated with the joint venture or partnership in 
a Mudarabah.

In a Musharakah syndicate, the banks, through 
the investment agent, provide financing to the 
customer for a project. The borrower makes 
contributions	in	kind	(in	the	form	of	expertise,	
property or services) and acts as the manager of 
the Musharakah. It is responsible for investing 
the Musharakah assets to earn a return for the 
Musharakah partners.

Similar to the Mudarabah structure, the 
Musharakah has fallen out of favour as a structure 
for Islamic syndications.
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4. Ijarah

Ijarah in the context of a Shari’ah compliant 
transaction means to transfer the usufruct of a 
particular property to another person in exchange 
for a rent claimed from that person or, more 
literally, a lease. The rules related to Islamic 
leasing are similar to the rules of sale as the asset 
is transferred to another person for valuable 
consideration. The only difference is that where the 
title to the asset passes on a sale, under an ijarah 
title to the asset remains with the lessor.

The Ijarah structure is the most accepted among 
Shari’ah scholars and provides the most flexibility 
for purposes of developing a syndication strategy. 
However, it does propose some issues, including:

• The borrower must have assets of sufficient 
value to sell to the investment agent to support 
the amount it wants to borrow.

• In the case of a revolving loan transaction, 
these	assets	(and	in	the	required	amount)	must	
be sold on the drawdown dates.

• The assets must not be subject to any 
restrictions	(for	example,	lien	or	other	covenant	
restrictions) that preclude their sale to the 
investment agent.

These issues may make it difficult for borrowers 
with small asset bases or other debt obligations to 
do an Ijarah-based financing.
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Other Considerations in 
Islamic Syndicate Financing

It is not prohibited for Islamic financial 
Institutions to provide syndicated financing 
to certain parts of a project that also receives 
financing for its remaining parts from other 
sources through conventional modes. This could 
be done on condition that the accounts and 
lead manager arrangements of the two types of 
financing are kept separate. It is well known that 
usurious lending and borrowing is a Shari’ah-
impermissible practice and the responsibility 
thereof falls right on the party who commits it.

There is no Shari’ah restriction against 
participation of conventional banks and Islamic 
financial Institutions in syndicated financing, as 
long as subscription and utilization of funds are 
arranged according to Shari’ah-compliant forms.

Originally, the syndication should be led by an 
Islamic financial Institution. However, there 
is no Shari’ah restriction against appointing a 
conventional bank to lead the syndication and 
initiate, on its own or with Islamic financial 
Institutions, the mechanisms and conditions of
operation management. Assigning the role of 
the Musharakah lead manager to a conventional 
bank as indicated above is acceptable only if the 
contracts, projects financed and the modes of 
financing are all Shari’ah-compliant.

It is permissible for the leading Institution 
to receive commission for performing the 
preparatory tasks such as conducting feasibility 

studies, organization, mobilization of participatory 
funds, preparations of contracts etc. The 
commission thus obtained may be equal to, 
less or more than the actual cost the Institution 
incurs for carrying out such tasks. Furthermore, 
an Institution performing such tasks against the 
commission may or may not be a lead manager.

A specific currency should be fixed for the 
syndicated financing operation. However, the 
participating parties may pay their contributions 
in other currencies on condition of revaluating the 
contributions in terms of the syndication currency, 
and according to the prevailing exchange rate on 
the same day of contributions payment.

It is permissible for any of the participating 
Institutions to receive all its profits and 
entitlements in a currency other than the currency 
of the syndication on the condition of revaluing 
the receipts in terms of syndication currency and, 
according to the prevailing exchange rate on the 
day of receiving such amounts.

It is impermissible for the investment agent or any 
other party of the Musharakah or the Mudarabah 
to provide a commitment to safeguard any other 
party against exchange rate fluctuations5.

5  	AAOIFI	Shariah	Standards	(2017),	Shariah	Standard	No.24	Syndicated	
Financing. Bahrain: AAOIFI
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Conclusion

Syndicated financing plays an important role in 
financing large projects and the volume of funds 
far exceeds regular loans. The risk of such products 
are spread across a number of lenders, mitigating 
risk concentration on one provider. Conventional 
syndicate financing generally uses interest-based 
structures through revolving credit, term loans, 
delayed-draw lines and letters of credit. Such deals 
are underwritten by an underwriting bank either 
fully or partially; partial underwritten deals are 
known as club deal or best-efforts syndication 
deal. Conventional syndicated financing is not 
Shariah compliant as it is essentially interest-
based. Further, such syndicate financing generally 
involve the sale of debt. Shariah compliant 
syndicate financing can be structured using 
various Shariah structures including Murabaha, 
Tawarruq, Wakalah, Mudarabah, Musharakah, 
Ijarah etc. Tawarruq, Ijarah and Murabaha are very 
common structures.
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