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The Rationale for Stock Screening
 Muslims are encouraged to undertake economic

activities and to invest.
 In the modern days investing in public companies
(buying shares) has several benefits. However many of
these companies violate Shariah principles in their
activities:
- The main business may not be lawful (e.g. pork,
liquor, gambling …)
- The company may borrow money on interest or keep
its surplus in an interest bearing account.
 Hence there is a need to select the stocks of those
companies which do not contradict fundamentally
Islamic values.

The Rationale for Stock Screening
 Islamic principles on equity investment:

-Prohibition of riba (no guaranteed fixed return)
-Prohibition of gharar (unnecessary risk) and
maysir (gambling)
-Primary business activity must be in line with
Shari’ah
-Majority of assets must be illiquid
-Non-permissible income must be below a
specified benchmark

The Screening Process
 The Screening Process can be divided into 2 main

steps:
- The core screening: Here a stock is declared
permissible when the issuing company produces
output that are free from elements prohibited by
Shariah.
- The financial screening: Computation of a set
of financial ratios & compare them against specified
benchmarks..

Comparison of various stock selection criteria

Comparison of various stock selection criteria

SUKUK
 “Sukuk” or “  ” صكوكis the plural of “sakk” or “ صك

”, an Arabic word which means "legal instrument,
deed“.
 Investment sukuk are certificates of equal value
representing- after closing subscription, receipt of
the value of the certificates and putting it to use as
planned- common title to shares and rights in
tangible assets, usufructs and services, or equity of
a given project or equity of a special investment
activity. (AAOIFI, 2004).
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Potential benefits of Sukuk for governments.
Sukuk can be used to raise fund for development expenditure
(building schools, hospitals, roads...)
Sukuk can be used as tool for macroeconomic management.
Potential benefits of Sukuk in the private sector.
Project-specific: fund is raised by selling the ownership rights
of a project to a group of investors who will be entitled to the
cash flow thereof during specified period.
Asset-specific: fund is raised by selling the ownership rights of
an existing asset to a group of investors who will be entitled to
the cash flow thereof during specified period.
Balance Sheet-Specific: with Sukuk it is possible to create
immediate funding, long term assets can be used to back it.
Potential benefits of Sukuk for investors.
Sukuk can be seen as a vehicle for Shariah compliant
investment.
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