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GLOSSARY

AAOIFI Standards

AH (After Hijrah)

Ajir

‘Alayhis Salam

Amanah

Aqd

Aqd al-Mu’awadah

Aqd al-Tabarru’

‘Ariyah

Classical schools

Fatwa

Figh

Gharar

Hadith

Halal

Hanafi School
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The Arabic for Sallalahu ‘alayhi wasallam (may Allah’s peace and blessings be upon
him). A supplication that Muslims make every time they mention or write the
blessed name of the final Prophet, Muhammad .

Accounting and Auditing Organization for Islamic Financial Institutions Standards.
Global standard-setting body that issues standards for the Islamic finance industry.

AH stands for After Hijrah and refers to the Islamic calendar era that begins with
Prophet Muhammad's # Hijrah (emigration) from Mecca to Medina in 622 CE.

Employee

Peace be upon him. A supplication made in reverence and respect for all the
Prophets of God.

Trust, loyalty, honesty and owing a duty of care to others.

Contract, agreement, transaction.

A contract of exchange and bilateral transfer of ownership.

A gratuitous contract with a unilateral transfer of ownership.

Borrowing

The four mainstream schools of Islamic law.

An edict issued by a Mufti in relation to a question related to Islamic matters.

Islamic jurisprudence and law.

Prohibited ambiguity, uncertainty or deception in contracts. Prevalent in
conventional derivatives.

Verbal sayings, actions, practices and tacit approvals narrated from the Prophet
Muhammad .

Lawful

The school of thought based on the understanding of Imam Abu Hanifah and his
students that was formed in Kufa in the second century after Hijrah.
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GLOSSARY

Hanbali School

Hibah

Huqtiq

ljarah

Imam

Istisna’

Kitabah

LGPS

Maliki School

Manfa‘ah

Milktyyah

Mufti

Mugayadah

Non-Sharrah Compliant

Qabd

Qur’an

Rahn

AMANAH ADVISORS

The school of thought based on the understanding of Imam Ahmed ibn Hanbal

Gift

Rights

An employment agreement

A title for a leader or learned scholar.

Manufacturing contract

A contract with a servant in earlier times

Local Government Pension Scheme

The school of thought based on the methodology and principles of Imam Malik ibn
Anas.

Services or usufruct - this is the subject matter of sale in a services agreement or
employment agreement.

Ownership

A qualified Islamic jurist that has been authorised and certified to issue Fatwa.

Barter exchange

An investment or transaction that does not comply with Islamic rules.

Possession

The final revelation of God to the final Prophet, Muhammad #z.

Collateral



GLOSSARY

Riba

Salam

Sarf

Shafi’i School

SharTah compliant

Sukuk

Sunnah

Takaful

Ujrah

Wadr'ah

Wakalah

Wasiyyah
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Interest payments.

A sale with advance payment and deferred delivery of sale item which is not in the
ownership of the seller at the time of sale.

An exchange of gold and silver.

The school of thought based on the methodology and principles of Imam al-Shafi’i.

An investment or transaction that does comply with Islamic rules and principles.

Shartah-compliant trust certificates issued in the capital markets as alternative to
bonds.

The teachings and practices of the Prophet Muhammad &&.

A SharTah compliant alternative to insurance.

Wage, salary and fees.

Safekeeping

Agency

Bequest




This report provides a detailed SharTah analysis of the pension benefits
received by Muslim members of the Local Government Pension Scheme

(LGPS). The primary inquiries are:

1. Is it acceptable from a Sharrah standpoint for a Muslim employee of the
Local Government to take part and benefit from the pension scheme

benefits provided by the LGPS?

2. Does the LGPS conform to Shartah principles?

The essence of the analysis focuses on the contractual relationship
between the employees and their employers instead of the role of
administering authorities. In Shariah terms, the administering authority
serves as an agent for the employer; it is the employer who assumes the
investment risk. The response to the first query above lies in the
contractual relationship between the employer and employee. Thus, the
report investigates this relationship, and the obligations of this

relationship in great detail.

The Findings

The findings of this report are as follows:

1. Overview of the LGPS

The LGPS is a defined benefit pension scheme tailored for local

—XECUTIVE SUMMARY

government employees, benefitting over six million members. It is funded
by contributions from employees, employers, and investment income,

and is managed by eighty-six local pension funds.
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2. The nature of the contract between the scheme employer and

employee from a Shartah lens

The pension members are employees, and the contract from a Shariah
perspective is that of an /jGrah contract, where the employee provides a

service in return for wages from a scheme employer.

The pension benefits payable to employees/members upon retirement
are considered deferred salaries. Once earned, this salary transitions into a
debt obligation upon the employer. The deferred pension contribution is
essentially a postponed salary, which the employee consents to receive at
a later time. Consequently, the employee holds a claim against the

employer.

The risk associated with the investment in the LGPS Funds are borne by
the scheme's employers. The scheme employers have legal ownership of
the monies in the Funds. This arrangement isolates Muslim members from
any direct involvement or association with the investment activities

carried out within the Funds.

3. A Shartah interpretation of pension contributions

Key distinctions are made between ownership, possession, and debt as
viewed through the lens of Islamic jurisprudence. The report establishes
that employees are owed a debt by their employers in the form of salary
and pension contributions, but do not technically "own" the specific

monies channelled into the Funds. Therefore, they bear no Sharrah

—XECUTIVE SUMMARY

responsibility for how these monies are invested by the administering
authority on behalf of the scheme employers. Ownership and risk transfer
are a requirement before any investment activity can be ascribed to the
pension members. These findings have significant implications for the

Shari'ah compliance of pension benefits.
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4. Uncertainty in pay-outs

The report delves into the ambiguity surrounding deferred pension
payments in employment (/jGgrah) contracts and the potential Shariah
implications. Drawing upon key Islamic legal texts and the insights of
contemporary Islamic scholars, the report finds that the uncertainty in the
total benefits to be received does not invalidate the employment contract
from a Shartah perspective. Such ambiguity is deemed immaterial and
unlikely to lead to disputes, given that it is based on standardised
calculations and customary practice. The report also highlights that the
LGPS provide multiple tools for members to calculate estimated benefits,

further reducing any ambiguity.

5. Fund investments

The LGPS Fund assets were screened through a Shartah lens. The asset
classes included Fixed Income and Bonds, Equities, Property, Cash,

Private Equity, Infrastructure, and Others.

The Shariah status of the assets was as follows:

» Fixed Income/Bonds: Not Shariah compliant as they involve interest
payments.

e Equities: These require Sharfah screening. In the absence of such
screening and review, they cannot be deemed Shariah compliant.

e Property: Although property is a valid and Sharfah compliant asset

class, the investment contract and investment strategy must be

—XECUTIVE SUMMARY

reviewed to ensure Shariah compliance. In addition, lease contracts
and financing must adhere to Shariah principles.
e Cash: Holding cash in accounts that accrue interest is not Shari'ah

compliant.

AMANAH ADVISORS 8



» Private Equity: Requires extensive Shariah screening, especially of the
business model and operations.

 Infrastructure: This is Shariah compliant if the funding and operations
align with Islamic principles.

e Other: Includes a range of non-traditional assets. Shariah compliance
varies widely depending on the specific asset or strategy.
Commodities’ trading and hedge funds in the financial markets are

typically not Shari'ah compliant.

6. The origin of benefits for retired members

In the context of LGPS, questions regarding the Sharrah compliance of
pension benefits for Muslim retirees have been thoroughly examined. Our
opinion, based on Islamic jurisprudence, affirms that pension benefits are
acceptable to receive by Muslim retirees. The monies are derived from
multiple sources, such as local government funding, private-sector
revenue, as well as investment income. The classical Islamic scholars state
that Muslims may accept debt repayments from non-Muslims, even if
generated from non-compliant sources. However, a cautionary note is
sounded for macro-level funding strategies that rely significantly on non-
Shar'ah compliant industries. While individual acceptance is permissible,

such systemic reliance challenges broader Sharrah objectives.

7. The LGPS Funds are not Shari'ah compliant

The LGPS is not based on Shariah principles and does not claim that it is.

It contains asset classes and investments that would not be deemed

acceptable from a SharTah perspective. Whilst pension members can

—XECUTIVE SUMMARY

receive pension benefits due to the technicalities of obligations from an
employment contract, the overall LGPS investments are not Shariah
compliant, and do not align with the values of members in terms of the
macro-vision for an economy. Muslim members would feel uncomfortable
in the long-term knowing that contributions are being made in

investments that do not align with their ethical principles and values.

AMANAH ADVISORS 9



The Sharrah provides comprehensive guidance for structuring an ethical,
equitable and sustainable economic system that balances free markets
with moral responsibility. Key principles include sound monetary policy,
asset-backed transactions, sustainable development, promoting virtuous
industries, equitable wealth distribution, lowering barriers to entry,
preventing monopolies, strong governance institutions, and prohibiting
exploitative practices like interest (RibG). The overall vision is of an
economy that fosters innovation and competition within an ethical
framework that serves the interests of the broader community and
environment. The Shariah aims to achieve the dual goals of economic

prosperity and social justice.

8. Our opinion & recommendations

In our evaluation of the LGPS in relation to Sharrah compliance, we find a
complex landscape. On one hand, Muslim members can technically
accept the pension benefits from a Shariah perspective, since the
contractual relationship between them and their employers aligns with the
principles of a sound /jarah agreement. This means the employees are not
directly involved in the investment of pension contributions, which are
managed by the scheme's administering authority. However, at the
Fund’s level, the LGPS invests in assets that are non-Sharfah compliant,
such as conventional bonds and interest-earning cash holdings, rendering

the overall fund inconsistent with Sharrah principles.

We recommend a multi-tiered approach to resolving these complexities.
In the present, Muslim members may continue their LGPS membership

and receipt of benefits. For long-term alignment with Shar'ah compliance

—XECUTIVE SUMMARY

and broader ethical considerations, we propose that the LGPS diversify its
investment portfolio to include sub-funds that are Shariah-compliant,
ESG-focused, or otherwise, aligned with the values of its diverse
membership of Muslim, non-Muslim, and other representatives with an

interest in different values-based frameworks.
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A special Sharfah-compliant fund could be created, making up about
6.5% of the total fund to reflect the Muslim population in the UK. Muslim
members can then move across to this fund over the medium-to-long
term. This will not only address the concerns of Muslim members but also
position the LGPS as an inclusive and responsive scheme. The LGPS has a
duty to be reflective of the diverse needs and values of its members as
well as to ensure its members’ pension monies are supporting investment
strategies its members would wish to support. A number of Sharrah
compliant fund opportunities exist both in the public and private markets

that the LGPS may choose from.

—XECUTIVE SUMMARY
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FOCUS OF THE SHARI‘AH
RESEARCH AND STUDY

1. In this analysis on the Sharfah compliance of the pension contributions and pension
earnings, the spotlight is on the contractual and relational dynamics between
employees and their employers, rather than the administering authority. From a
Shartah viewpoint, the administering authority is considered an agent acting on
behalf of the scheme employer. The pension benefits for local government
employees originates from the contractual agreement between the employer and
the employee, making it a critical element in determining its Sharrah compliance.
Furthermore, the scheme employer carries the investment risk, while the
administering authority has a fiduciary duty and assumes the role of managing
responsibilities on behalf of others. Thus, the relationship between the scheme
employer and the employee, and the obligations and liabilities of the scheme

employer are crucial in answering the questions responded to in this opinion paper.

OVERVIEW OF THE LOCAL
GOVERNMENT PENSION SCHEME

What is the LGPS?

2. The LGPS is one of the largest pension schemes in the UK. It is a defined benefit pension
scheme which means that the retirement benefits are defined and based on formulae that
reflect the length of membership and other factors. The LGPS provides members with a
secure and guaranteed income every year upon retirement. Unlike the other main public
service pension schemes which operate on a pay-as-you-go basis (meaning that
contributions are paid to the sponsoring government department which meets the costs of
pensions in payment) it is funded (meaning that contributions are paid to a fund which is
invested and from which benefits are paid at retirement). The pension benefit paid to

retirees is not affected by how well the investments perform.
3. The LGPS is administered locally by eighty-six local pension funds in England and Wales.
Based on the Scheme’s Annual Report 2022, the LGPS has currently just under 6.4 million

members across England and Wales with a breakdown as follows:
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e 2 million people are currently paying into the LGPS.

e 2 million people are being paid a pension from the
LGPS.

e 2.4 million have a pension with the LGPS that they

have not taken yet.

The total number of Scheme employers with active
contributing members was 14,992 based on the Annual

Report 2022.

The chart shows how the average number of Scheme
employers differs between the types of administering
authority. County council administered funds typically
have more participating employers compared with
London boroughs. The 'Other' category comprises the
London Pension Fund Authority and the Environment
Agency Funds (for the purpose of administration, City of

London is included in London Boroughs).

The Mechanics of the LGPS

Fund administering Count Average

authority type of number of
funds active
employers per
fund
Metropolitan
: .p 6 485
Districts
Count
e 263
CouncilsfUnitaries
London Boroughs 31 50
Wales 8 46
Other 4 34

Employee contributions are deducted via payroll and must be paid over to the fund

by the 19th of the month following deduction. The employer holds the risk and

responsibility for deducting and paying over the contributions at this point and the

contributions are held in the employer's bank account.

The amount the employee pays is determined by their salary. Employees are

allocated a contribution band between 5.5% and 12.5% of pay. Employer

contributions are determined by an actuarial valuation every three years and for the

coming valuation period are expressed as a percentage of the member’s pay,

where the fund actuary calculates employer contribution rates based on assets and

liabilities, using a set of agreed assumptions, and based on the fund’s investment

return.

AMANAH ADVISORS
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8. Once the fund has received payment of the employee and employer contributions
into the bank account, the monies are transferred to the fund. Those monies are
then held in an account that is entirely ring-fenced from the rest of the administering
authority’s resources. They can be used to pay benefits, administer the pension
scheme, be invested or reinvested, but only in the members best interests to help

pay future benefits.

9. Regulation 6 of the LGPS Investment Regulations 2016 states:
6.—
(1) An authority must hold in a separate account kept by it with a deposit-taker all
fund money.
(2) “Deposit-taker” for the purposes of paragraph (1) means—
(a) a person who has permission under Part 4A of the 2000 Act (permission to carry
on regulated activities) to carry on the activities specified by article 5 of the
Financial Services and Markets Act 2000 (Regulated Activities) Order 2001
(accepting deposits)(15);
(b) the Bank of England or the central bank of an EEA state other than the United
Kingdom; or

(c) the National Savings Bank.

(3) An authority must secure that the deposit-taker may not exercise a right of set-
off in relation to the account referred to in paragraph (1) in respect of any other
account held by the authority or any party connected to the authority.

Under Regulation 5 of the 2016 Regulations, the administering authority cannot
borrow against that pension fund account (except for very short-term loans to

manage cashflow).

AMANAH ADVISORS 14



10. The fund aims to manage cash flow in the most efficient way possible and so it is
likely to use the monies paid in each year to pay the pension liabilities currently due
(i.e. to current pensioners, dependents and to pay transfers out) and to cover fund
running costs. Cash flow surplus can then be invested over the longer term, to make
use of any illiquidity premium. All funds must publish their accounts and custodians
in their annual report. Because of this, employee and employer contributions (unlike
in a defined contribution scheme) are not directly invested or allocated specifically to
the employee or employer when invested - everything is accounted for at fund level,
with only notional allocations between scheme employers so that future
contributions can be calculated based on the pension liabilities of the employer
membership profile. Benefits are built-up and calculated using a set calculation

defined by the LGPS and wider regulations.

The Funds’ Cash Flows

1.

Pensioners are
paid each month

Your pension
contributions Any money left over

are paid into has to be invested

the fund

The investment
returns go back to
the pension fund
and are used to
pay pensions

The pension fund
uses fund managers
to buy assets, like
company shares
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How does the LGPS work?
12.  The LGPS Fund performs various tasks, as follows:

e |t administers the pension system.

e Collects contributions.

e Pays pensions.

e Hires investment managers.

e Invests surplus cash and buys assets - the returns on these investments go

toward paying pensions.
LGPS Rules

13. The Scheme rules can only be changed with the approval of Parliament. Changes to

the rules are discussed at a national level by employer and employee representatives.

14. The LGPS is a qualifying scheme that meets the Government’s standards for
automatic enrolment. If an employee has chosen to opt out of the LGPS, the
employer is required to bring the employee into the Scheme every three years,

depending on their age and earnings.

15. If the employee is employed by an LGPS employer, the employee will generally join
the LGPS on the first day of employment. If the employee contract is for less than
three months, or if the employee has chosen to opt out of LGPS membership, the

employer may bring the employee into the scheme under automatic enrolment rules.
16. An employee does not need to wait for their employer to automatically enrol them

into the LGPS. If the employee is eligible for membership, they can elect to join at

any time before age 75.
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What is automatic enrolment?

17.  Automatic enrolment is a government initiative to help more people save for later life
through a pension scheme at work. It requires scheme employers to enrol their
eligible workers into a pension scheme automatically and to pay towards their
pensions. Automatic enrolment was rolled out in stages between October 2012 and
February 2018. All scheme employers have been required to offer a workplace
pension to eligible workers since February 2018. For the purpose of automatic
enrolment, workers are put into three different categories depending on how much
they earn and their age. The categories are eligible jobholders, non-eligible
jobholders and entitled workers. Your employer will tell you which category you
belong to and what this means for you. Automatic enrolment will mainly affect

eligible jobholders.
Funding and investment

18.  The rules of the LGPS are set nationally under the Public Service Pensions Act 2013
by the Secretary of State for Levelling-Up, Housing and Communities in the case of
LGPS in England and Wales (E&W), and the Scottish Government for LGPS Scotland.
In Northern Ireland regulations for LGPS (NI) are made under the Public Service
Pensions Act (Northern Ireland) by the Department for Communities. Decisions on
the investment of LGPS funds are made locally by administering authorities, in
accordance with general legal principles (fiduciary duties and public law principles)

and LGPS legislation. [1]

19. Scheme members pay contributions to the LGPS. Scheme employers pay the
balance of the cost of providing pension benefits. Employees contribute roughly one
third of the scheme’s costs and scheme employers pay the rest. Every three years an
independent actuary calculates how much scheme employers should pay into the
Scheme. The actuary takes investment returns into account when setting how much

scheme employers must pay.

[1] https://commonslibrary.parliament.uk/research-briefings/cbp-7309/
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20. Shariah refers to that path which leads to a
source of water, typically where water is scarce,
such as a desert. Hence, linguistically, Shartah is
that path to water which would only sustain life,
but will facilitate an onward journey. Without
water, one would almost certainly perish.

Without this path, one would not have a path to

safety, nor the ability to advance successfully
ahead.

N
=

Technically, Shartah refers to the guidance from God -
Allah - which He has revealed to mankind. This guidance
encompasses all aspects of life, including belief,
practice, and character. Hence, the word Shariah
encompasses all aspects of Islam: belief, actions, and
morals [al-Mawsu’ah al-Fighiyyah al-Kuwaitiyyah].
Sharfah involves guidance on worship, personal
conduct, family relationships, business, economic

affairs, justice, medicine and more. It’'s the code by

which Muslims live their lives, covering a wide range of

topics like prayers, food, and financial affairs.

N
N

lon al-Qayyim (d.751 AH/1350 CE) said, “Verily, the

SHARIAH PRINCIPLES

Shartah is founded upon wisdom and welfare for the
people in this life and the afterlife. In its entirety it is
justice, mercy, benefit, and wisdom. Every matter which
abandons justice for tyranny, mercy for cruelty, benefit

for corruption, and wisdom for foolishness is not part of

the SharTah, even if it was introduced therein by an

INTRODUCTION TO

interpretation.” [I'1am al-Muwaqqin]
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23. [slam provides holistic guidance to humanity, and the guidance on financial and
economic matters are firmly rooted in the moral and ethical guidelines provided by
the Qur'an and the Sunnah. This framework offers an alternative to conventional
economic systems, emphasising social justice, wealth distribution, and prohibition of
exploitative practices. Let's explore ten foundational Islamic economic principles to

gain a clearer understanding of this intricate financial philosophy.

24. The key principles of Sharah in relation to economic and financial matters can be

summarised as follows:
1. Prohibition of Riba (Usury or Interest)

25. Riba is an Arabic term that translates to "increase" or "addition." In Islam, it refers to
unjustified increment in borrowing or lending money, paid in kind or in money above

the original amount. Thus, interest payments are prohibited in Islam.

26. Implications:

» Prohibiting Riba ensures that gain is not merely from money lending, but from
actual trade of assets, and business activities.

|t discourages all exploitative practices and products that involve lending on an
interest basis.

o The prohibition eliminates the potential for wealth accumulation at the expense of
the poor.

e This prohibition ensures that that the society is not polarised by the wealthy

earning from borrowers who are needy.
2. Avoidance of Gharar (Excessive Uncertainty)
27. Gharar signifies excessive uncertainty and ambiguity in the terms of a contract or the

subject matter of a trade, that lead to a potential dispute and discord due to the

uncertainty in the obligations of a contract.
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28. Implications:
e Financial instruments where the rights and obligations of the parties are uncertain
are avoided, ensuring transparency and fairness in trade.
e Any activity that has contractual uncertainties has the potential to be non-

compliant with Shartah principles.

3. Prohibition of Investments in Prohibited (Haram) Sectors, Instruments, and

Activities

29. Hardm refers to actions forbidden in Islam, such as consuming alcohol, pork, or
engaging in gambling. All such matters that Shariah has deemed harmful for people,
society and the economy is prohibited. Harm involves personal, spiritual, mental,

societal, economic and physiological harm.
30. |mplications:
» Any business or trade involved in Hardm activities is not permitted.
e This principle ensures that investments are directed to ethically sound ventures
that contribute positively to society.

4. Risk-bearing activities

31.  Financial gain can only be permitted and lawful if a person has ownership and bears

the risk of the assets they are profiting from.
32. Implications:
e This setup ensures more equitable financial relationships between the involved
parties.

5. Sanctity of Contracts

33. Islam emphasises the need to adhere strictly to contractual obligations, ensuring

promises and agreements are always honoured.
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34. Implications:
e Encourages transparency, mutual consent, and clarity in transactions.

e |t promotes trust in the economic system and discourages fraudulent practices.
6. Right to Property and Wealth

35. Islam acknowledges the right to private ownership and wealth, provided it is acquired

ethically and lawfully.

36. Implications:
e Encourages economic activity and entrepreneurship.
o Also stresses the responsibility of wealth: wealth is seen as a trust from God and
should be used for good.
e This principle ensures individual needs are met, so that individuals can truly fulfil

their existential purpose in life.
7. Wealth Redistribution and Circulation through Charity and Philanthropy

37. Islam encourages several activities of charity and philanthropy including Zakat, Waqf

and Sadagah of various forms.
38. Implications:
e Ensures a form of wealth distribution, helping to bridge the economic disparity.
e Promotes social welfare and reduces poverty.

8. Emphasis on Real Assets and Tangible Transactions

39. Financial transactions should be rooted in tangible assets and real business activities.
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40.

41.

42.

43.

44.

Implications:
» Discourages speculative trading and emphasises the real economy.
e Ensures stability in the economic system, as transactions are backed by actual

goods or services.

9. Prohibition of Monopolistic Practices

Islam discourages hoarding and monopolistic practices that can harm the public or

manipulate market prices.

Implications:
e Ensures fair pricing and availability of goods for everyone.

e Promotes healthy competition and discourages market manipulation.

10. Ethical Considerations and Social Responsibility

Businesses and individuals are encouraged to act ethically, ensuring their actions

benefit society at large.

Implications:

e Promotes business practices that consider externalities, rights of others, and
community development.

e Encourages businesses to think beyond profits and focus positive implications

and impact.
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SHARI'AH ANALYSIS

45. To determine whether pension benefits are acceptable for members to receive from

a Shartah perspective, the following will be addressed:

1. The nature of the contract between the scheme employer and employee from a
SharTah lens.

2. An interpretation of pension contributions from Shariah principles.

3. The impact of minor uncertainty in the final pension benefits.

4. The structure and composition of the LGPS funds.

5. A review of the assets in the LGPS from a Sharfah-compliance perspective.

6. What constitutes a Sharr'ah-compliant portfolio.

7. The origin of benefits for retired members.

1. The nature of the contract between the scheme employer and employee from a

Shariah lens

46. Contracts are known as ‘Aqd in the SharTah. Islamic jurists have classified contracts

based on the presence or absence of consideration into the following types:

a. Contract of Exchange (Aqd al-Mu‘awadah)
b. Gratuitous contract (Aqgd al-Tabarru’)

47. A contract of exchange involves a bilateral exchange, whilst a gratuitous contract is
unilateral. The contract of exchange includes all types of sales and exchanges, like
barter (Mugéyadah), deferred-delivery agreements (Salam), money exchange (Sarf),

lease and employment (/jarah), manufacturing (/stisng’) and the like.
48. A gratuitous contract includes gifting (Hibah), borrowing for use without compensation

(‘Ariyah), custodial services and safekeeping (Wadiah), agency (Wakdlah), guarantee
(Katfalah), pledge (Rahn), bequest (Wasiyyah), and the like.

AMANAH ADVISORS 23



49. An employment contract is an /jarah contract from a Shariah perspective. The term
"ljarah" in Arabic translates to "lease" and "hire." In its essence, the /jarah contract
pertains to hiring benefits or services in return for a consideration, typically a
monetary payment. This contract revolves around the concept of gaining a specific
benefit or service for a predetermined period and price. When it comes to
employment, the /jdrah contract outlines the relationship wherein the employer
(Mustaljir) acquires the services or skills (Manfa‘ah) of an employee (A4jir) in return
for wages or a salary, thereby leasing the services of the employee. Thus, the work
done by the employee and the time they commit can be viewed as a service that the

employer hires.
50. The above is documented by Imam al-Kasani (d.587 AH/1191 CE), who mentions:

"As for the meaning of /jdrah, it is the sale of a benefit linguistically. That is why the
people of Madinah called it a sale, intending by it the sale of the benefit.” [Bada‘i al-

Sana’i]

51. Al Haidar (d.1353 AH/1934 CE) expounds on an /jarah agreement in his book, Durar

al-Hukkam:

"The wisdom behind hiring is to meet a significant need in exchange for a little
compensation, similar to how those with less wealth benefits from renting a bathing
facility. Ordinary people benefit from this by paying a small amount, while the

landlord and owner initially spends a larger sum to obtain the facility.

52. Hiring is established by the Qur’an, Sunnah, and the consensus of the scholars.
However, it may seem contrary to analogy since the subject of the lease is the
'benefit' which is intangible. According to legal reasoning (Qiyds), leasing might
seem impermissible, but it's allowed due to the need. This is because a person may
need the benefits of certain items which they cannot afford to buy outright. Not
everyone can afford to buy a house they need to live in, a bathing facility they need
for washing, or an animal for carrying their burdens, but they can easily rent them

and obtain their benefits.
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53. The permissibility of leasing is one of the reasons for urban development and the
well-being of people. You might find a company spending hundreds of thousands to
build railways and ships, making it easier for people to travel between countries and

transport their goods and burdens for a fee they charge.

54. Both the employee and the employer need leasing. The employee needs money,
while the employer needs services. This establishes the need for hiring, which is a
contract based on mutual benefit. If leasing was not permissible, it would create
difficulty and hardship for people. The noble Qur’an indicates to leasing as follows, 'l
intend to wed one of these my two daughters to you, on condition that you serve me
for eight years' [Quran 28:27], spoken by Prophet Shu‘ayb (Alayhis Salam). The law
of the nations before us is also applicable to us unless there is something that
abrogates it, especially if it is mentioned without any condemnation. The noble
Quran also says, 'So give them their due' [Quran 4:24] and 'If you wished, you could
have charged him a fee' [Quran 18:77]. These noble verses indicate that leasing is
permissible. As for the Sunnah, it has been reported in an authentic Hadith: 'Pay the
employee their earnings before their sweat dries' and 'Whoever hires an employee
should give him his wages.! Commanding the payment of wages indicates the

validity of leasing.

55. As for the consensus of the scholars, it has been established in every era that leasing

is valid.” [Durar al-Hukkam Fi Sharh Majallat al-Ahkam]
56. Applying this analysis to the subject of this report, it is clear that local government

employees are offering their services in lieu of wages. Hence, the contract between

the employer and employee is governed by the principles of /jarah.
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2. An interpretation of pension contributions from Shari‘ah principles

57. It has been established that the contracts of local government employees fall under
the concept of /jarah. It follows that salaries are then governed by the principles of

Ujrah, which refers to salary in Shariah.

58. Imam al-Sughdi (d.461 AH/1069 CE) and others have categorised salaries into four
types:

1. Immediate salaries (Mu'gjjalah) are where the payment is immediate, and the

employer does not have right to defer it.

2. Deferred salaries (Mu’ajjalah) are where payment is deferred, and the employee

does not have the right to demand it before the stipulated time.

3. Periodic salaries (Munajjamah) are where wages are spread across time and the
period of employment, neither party has the right to delay or hasten beyond this

stipulation.

4. Salaries without a reference or measure as to when payment will occur (Maskat

‘anhd). There are four types of this:

a. Distance-Based Salary: Payment is calculated and due based on the distance
travelled during the work period.

b. Time-Based Salary: Payment is calculated and due based on the amount of time
spent on the job.

c. Partial Completion Salary: If the work can yield benefits even when partially
completed, payment is calculated and due based on the portion of work completed.
d. Completion-Dependent Salary: If the work only yields benefits when fully

completed, no payment is due until the entire task is finished. [al-Nutaf Fi al-Fatawa]
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59. The classical schools of Islamic law have debated the moment when a salary
becomes binding. The Hanafi and Maliki schools are of the view that a salary does not
becomes binding by merely signing an employment agreement, rather it will only
become binding upon executing the employment agreement if an advance payment
was stipulated or by delivering the service immediately. In the absence of any such

scenario, the salary crystalises and accrues gradually as the service is delivered. [2]

60. The ShafiTand Hanbali schools are of the view that once the contract is executed, the
salary becomes binding. If the /jarah is for a task or service, then the salary is due by
virtue of the contract. It becomes a debt on the employer merely through the
contract. However, the salary does not need to be delivered until the task is
completed or delivered, or the duration has passed, especially if the employee is

specifically hired for that duration. [3]

61. In the context of local government employees, salaries become due at stipulated
times monthly. Hence, employees have a receivable owed to them. From a Shariah
perspective, the employee has a claim and receivable owed to them. This right and
claim is against the employer, and not to any specific money or item as such. This
means that employees do not own any specified monies in the accounts of the
scheme employers; instead the employer is responsible for delivering to them an

amount equalling the outstanding debt.
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62. The above is explicitly discussed and stated in Islamic legal works. Imam al-Sarakhsi
(d.483 AH/1090 CE) states that wages become a debt obligation on the employer
that is payable to an employee [al-Mabslt]. [4] As such, the employee has a claim
and receivable due to him or her. Imam al-Shilbt (d.1021 AH/1612 CE) in his
commentary on the famous Tabyin al-Hag3d’iq states that wages become a debt
obligation due to the employee if the salary was to be paid at a particular time and

the time has passed [Hashiyah al-Shilbi]. [5]

63. Based on the above principles, the classical Islamic jurists have discussed how
employees are not permitted to use or expend salaries that are owed to them but
have not been received or delivered. This is because they do not assume the risk
associated with that outstanding salary, and do not have actual ownership of the

monies with the employer.

64. I|bn Mazah al-Bukhari (d.616 AH/1219 CE) mentions that service providers and
employees are not permitted to use and spend their payment until it comes in their
possession [al-Muhit al-Burhani]. [6] Imam al-Kasani (d.587 AH/1191 CE) highlights
that wages, which are owed but not yet received, are governed by the same
principles as debts arising from the sale of an item [Bada‘i al-Sana’i]. [7] Thus, just as
the payment from the sale item is a debt owed to the seller, and the seller cannot use
that amount before delivery and nor does the seller own any specific money with the
buyer, the employee is also owed a debt and does not own any specific money that

is with the employer and simply has a claim against the employer.
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65. The above establishes that once a salary has been earned, it becomes a debt
obligation. In the case of salary that is paid, the debt is settled, and the employee
takes possession of the money equalling the outstanding debt in their bank accounts.
The banks operate as an agent to take possession of such payments on behalf of the

employee. This is straightforward and there are no issues here.

66. In the context of the LGPS, the pension members and employees are owed a debt
that has accrued due to their service in their employment contracts. Pension
members do not own the monies in employer accounts. They merely have a claim

against the employers for the outstanding pension benefits.

67. In regard to pension contributions from pension members and contributions from
scheme employers, they are deducted at source from the employee’s gross pay, and
as such, are actually part of their salary. The deduction and deferral are based on
prior agreement as part of the employment agreement. The scheme employer
promises to remunerate the employee in the future based on a particular formula.
This deferred salary becomes a and claim owed to the employee, as the employee
has worked and delivered services in lieu of that salary. However, unlike their net pay,
employees agree to have this portion of their pay deferred. By this agreement, the

employer owes a deferred debt to the employees.

68. From a Shartah perspective, it is acceptable to have deferred salary. It is also
acceptable to have a different amount of salary based on when the salary will be
paid, as long as this is agreed and known when executing the employment

agreement and pension enrolment.

69. The authors of authoritative Islamic legal texts like Majma’ al-Anhur and Tabyin al-
Haga’iq write, “It is permissible to stipulate wages in two or three different ways
based on work, worker, load, distance, time, and location. The wage must be given
according to the condition that actually occurs. For example, if a tailor is told, "If you
stitch finely, you will get this much, and if you stitch coarsely, you will get this much,"

Such a tailor will be paid based on the type of stitching he actually performs.
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70.  Similarly, if a shop is rented with the condition that if it is used for a pharmacy, the
rent will be a certain amount, and if it is used for blacksmithing, the rent will be
different, then the rent will be based on the actual use of the shop. The same applies
if an animal is rented for carrying wheat or iron; the rent will be based on what it
actually carries. It is permissible to stipulate wages in eight different aspects:

1. In work

In the worker

In the load

In the distance

In the location

In the time

In types of agriculture

©® N O 0 p~ W N

In the transfer of the load

71. It is permissible to stipulate wages in two or three different ways and to name a
different wage for each condition. All of these are considered as fulfilling the need,

and since renting is the sale of benefits, it is measured against the sale of goods.

72. |t is permissible to stipulate work by agreement because he has the choice between
two valid, different contracts, and the wage may become obligatory by the work, and

ignorance is lifted when the work is done [Majma' al-Anhur].
73. As for the worker, Imam Abd Hanifah has said it is permissible because he has the

choice between two valid, different contracts, and ignorance about the work is lifted

when the work is started. [Majma' al-Anhur].
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74. Similarly, it is permissible for the employer to say to the tailor, "If you stitch the robe
today, you will get fifty, and if you stitch it tomorrow, you will get thirty." The
condition is considered valid. So, if he stitches it today, he takes fifty, and if he

stitches it tomorrow, he takes thirty [Tabyin al-Haga’iq].

75. As for stitching it on the third or fourth day or later, he is entitled to a similar wage,
provided that it does not exceed the specified wage. That is, he takes a similar wage
if it is thirty or less. If it is more, he is not entitled to more than thirty, because the
employer refused to increase it to more than thirty on the second day. It is even more
appropriate that he should not increase it for what is delayed beyond that [al-
Hindiyyah, al-Durr al-Muntaqgal.

76. The above shows that it is acceptable from a Shariah perspective to have a different

quantum for a deferred salary.

77. It is crucial to note that the employee is not lending this contribution to the
employer, as the employee never takes possession of these monies in the first place.
Therefore, any claim that pension benefits are Ribg (interest) are erroneous. In the
absence of possession, the claim is in lieu of the services, and not in lieu of any

money lent to the employer.

78. Possession is not realised for the employee in the pension contributions. It is the
absence of possession (Qabd) that is pivotal to the broader conversation because it
essentially separates the employees from the investments of the LGPS. If the
employee gains control over their wages and then gives that money back to the
employer with the promise of a guaranteed return and extra profit, this would be
considered Ribd, which is not permitted in SharTah. In simple terms, you can't give
your wages in your account back to your employer and say, "Invest this for me and
guarantee me a profit and return," as that will be deemed unjustified gain as per
Shartah principles. The investor must bear risk and cannot have a guaranteed return

whilst the risk of those funds rests with the counterparty.
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79. If employees were to take possession of their wages and then invest directly in the
LGPS, whilst taking on the risk of that investment, then the employees would be fully
responsible on the Sharfah compliance of the LGPS and how those funds are

managed.

80. Possession in Sharfah is known as Qabd. Ownership (Milkiyyah) and possession
(Qabd) are two different legal concepts in Sharrfah. In his commentary on the
renowned Tabyin al-Hag3’ig, Imam al-Shilbi (d. 1021 AH/1612 CE) pointed out that
when services are rendered, an employee gains the right to claim payment; That is
what ownership represents whilst it is a claim. It is similar to the legal concept to
rights in personam. This type of ownership exists before any possession takes place.
At this stage, the employee does not own any of the employer's assets, and therefore
has no say in how those assets are managed or invested; When the employee does
not own any of the assets of the employer, what happens with those assets and how

they are invested cannot be ascribed and linked to the employee.

81.  When it comes to the issue of wages, we have just expounded upon how the Islamic
jurists assert that the rules governing possession are the same as those that apply to
payment in sales transactions. Once possession is established from a Sharrah
standpoint, the employee becomes both accountable and liable, assuming all the
responsibilities, governance requirements, Sharfah requirements, risks and benefits

associated with those assets.

82. Imam al-Haddadi al-Zabidi (d.800 AH/1398 CE) states that liability and risk are
realised with possession [al-Jawharah al-Nayyirah]. [8] According to Sharfah
principles, mere ownership rights do not lead to risk transfer. Risk isn't transferred
until possession is realised. Thus, possession fundamentally involves risk transfer, as
well as the ability to use the possessed item without any restriction. Once risk transfer
occurs and the beneficiary is able to use the monies unrestrictedly, possession is
typically acknowledged. Until an employee does not take possession of the salary, it

merely stands as a claim against the employer.
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83. The monies that are used to make pension contributions are not owned or controlled
by the employee, so they do not own the specific monies being used to pay the
pension or that are invested in the LGPS. Rather, the risk and ownership of the actual
pension contributions reside with the employer. The employee is merely entitled to a
sum. The pension contribution amount deducted from one’s wage slip is just a
promise from the employer, that monies that have not been paid now, and will be
paid in the future. Even though a member is making a ‘contribution’, in reality, the
employer is making a deduction, and has retained this amount and will use these

monies to invest in the LGPS.
84. According to Shariah principles, possession is of two types:

1. Actual possession: this refers to physically taking possession of something along
with its risk and ability to control and use.
2. Constructive possession: this refers to receiving the risk, benefit, and ability to

control an asset without having to physically take hold of it.
85. The AAOIFI Standards state:

“Actual possession is realised in immovable property through relinquishment and

enabling transactions in it.

86. 3/3 Actual possession takes place in movables through physical corporeal delivery.
Constructive possession, in ascertained movables as well as in those established as a
liability by description, takes place -after their ascertainment by means of one of the
methods known for their ascertainment- by relinquishing (releasing) the thing for the
person entitled to it enabling him to deliver it without any obstacle even when no
transportation or transmission has taken place. This takes place irrespective of the
thing being one that is acquired by hand in practice or is one in which delivery
(transmission) is stipulated through one of the customary units of measure -cubic
measure, weight or linear measure- or it is a commodity to which these measures do
not apply due to their inapplicability or with the possibility of their applicability, but

the measures are not applied, as in the case of sale by estimate.
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87. 3/4 Constructive possession includes the registration of a mortgage of immovables
and (hypothecation) of mobile movables like cars, trains, steamers and airplanes
through registration that is valid under the law. Registration stands in place of actual

possession with respect to its rules and legal effects.

88. 3/5 The possession of documents, like bills of lading and warehouse receipts, issued
in the name of the possessor or acknowledging his interest therein is deemed
constructive possession of what the documents represent if the ascertainment of
commodities, goods and appliances is attained through them along with the ability of

the possessor to undertake transactions in them.

89. 3/6 Prior possession of a tangible thing stands in place of subsequent lawful
possession due to a cause acknowledged by the Shari’ah irrespective of the
possession of the prior possessor being on the basis of the liability to bear loss
(Daman) or one of trust (Amanah) and irrespective of the subsequent constructive
possession entailing liability for loss or a burden of trust (Amanah).” [SharTah
Standard No.18 Possession (Qabd)]

90. The classical jurists have discussed the principles of possession similar to above.

Imam al-Kasani (d.587 AH/1191 CE) states:

91. "Delivering wealth to a person means handing it over to him. God says, 'Indeed, Allah
commands you to render trusts to whom they are due' [Quran 4:58], meaning: hand
them over. And He also mentions, narrating about Moses (‘Alayhi al-Salam), 'Return
to me the servants of Allah' [Quran 44:18], meaning: deliver them. Handing over
something means making it completely free and clear so that no one contests it. This
is achieved through relinquishment (4lxu1). Hence, relinquishing all rights to use, and
handing complete control over to another is considered possession in the contract of

Kitabah, and the same is the case in all other contracts of exchange.
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92. There is no need for physical possession in it, just as there is no need for it in the
contract of Kitdbah and in other contracts of exchanges, even though the
relinquishing all rights encompasses possession. This is because it signifies the ability
to control, which is the interpretation of possession, and not necessarily taking hold

of it physically with one’s hands [Bada‘i al-Sana’i].” [9]

93. From the above, it follows that the monies invested into the LGPS are not owned by
the employees, not from a legal perspective and neither from a Shariah perspective.
Hence, where and how the monies are invested cannot be attributed to the pension
members and employees, as the employees never takes control and risk of the
deferred salary. Possession of the deferred salary is not realised for the employee. As
a consequence, the activities of the funds and the investments are not ascribed to
the employees and nor is that considered ‘their money’ technically. The pension
members are not accountable from a Sharfah perspective on how and where the

LGPS is invested.
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3. The impact of minor uncertainty in the final pension benefits

94. From among the conditions for the validity of the /jarah contract is that the salary

must be known. The Majallat al-Ahkam al-‘Adallyyah states:

“[Article 450] It is a requirement for the validity of /jGrah that the payment is known.”
[10]

95. A question arises: Does ambiguity in the amount of pension benefits after retirement

render the /jarah contract voidable?

Mufti Muhammad Taqi Uthmani addresses this query in Figh al-Buyd* as follows:

“If the deferred pension payments upon retirement are deemed deferred salary, then
it is unknown; the employee does not know how much he will gain precisely upon
retirement. This can be responded to and answered by the fact that this type of
ambiguity does not lead to dispute as this has been calculated and based on
calculations. This is now a widespread customary practice and does not cause any
dispute. Such ambiguity can be overlooked and is not considered material. This is
similar to issue in the books of Figh relating to paying a fee to use a public bath,
where there is ambiguity in the length and amount of water that will be used, yet it is

permitted.

96. This can be supported by what Imam al-Bukhari narrated from Nafi, that Abdullah ibn

Umar (may Allah be pleased with them both) informed him that the Prophet & made

a deal regarding Khaybar. He would take half of whatever came out of it in terms of

fruits and crops. He used to give his wives 100 $G° (a unit of measure) which

consisted of 80 §G° of dates, and twenty SG‘ of barley. Then Umar (may Allah be

pleased with him) divided Khaybar, and he gave the Prophet's & wives the option to

take a share from its water and land or continue with their usual share. Some of them
chose the land, and others chose the Sa-
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97. The honourable lady Aisha (may Allah be pleased with her) chose the land. The
mothers of the believers had a rightful entitlement throughout their lives to the
produce of Khaybar after the passing of the noble Prophet &&. Similarly, retirement

pensions are a rightful entitlement for employees throughout their lives."

98. Thus, the preciseness of how much one will accumulate in their pension and how
much they will eventually receive as deferred salary is immaterial from a Shariah
perspective. This minor ambiguity is inconsequential as it never leads to dispute.
Although, in practice, the pension scheme member can calculate their own quotation
upon retirement, based on their current pay and estimated pay in the future and
using the defined benefit LGPS regulations (1/49th accrual rate for service from 1st
April 2014). The scheme member can do this themselves (if they understand the
scheme rules correctly), or it is more likely for the member to contact their individual
fund for a benefit quotation as it is a more complex calculation if the scheme member

has service in the final salary scheme which ceased on 31 March 2014.

99. Individual funds are also required, by the 31 August each year, to provide an annual
benefit statement to scheme members giving the current (as of 31 March) and future
estimated annual pension and lump sum (if relevant). Most funds also now offer
online modellers so members can perform their own benefit calculations for early,
normal, and late retirements on a specific date, using the data that funds hold on
their records. Any projections are based on estimated future pay, if a members pay
goes up or down, this will affect the pension amount quoted. The LGPS member
website also has an online modeller, so non-scheme members could undertake a
calculation before deciding to join the LGPS. Hence, the ambiguity is further reduced

from a Shari'ah perspective.
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100.

4. The structure and composition of the funds in the LGPS

To understand the Sharfah compliance of the underlying funds, it is imperative to

analyse the assets of the funds. We looked at the aggregated allocation in all eighty-

six funds taken from the Scheme Advisory Board’s (SAB) Annual Report for 21/22,

which aggregates information supplied in the eighty-six fund annual reports, as of

31st March 2022.

Asset class
Bonds
Equities

PIV

Property RIV
Property direct
Other

Total

Asset type £000s % £000s %

Bonds [ | 12,329,845 3.4% 12,329,845 34%

Equities [ | 43,588,165 1.9% 43,588,165 11.9%

PIV [ ] 247569745  67.3% 247,569,745 67.3%

Property ] 18,943,222 5.2% 28,441,612 7.7%
[ | 9,498,390 26%

Other 35,851,433 97% 35,861,433 97%

Total asset allocation

Other asset allocation

Assetclass Asset type

Other

Total

Cash Deposits

Private equity

Other balances

Other (including aggregated private equityfinfrastructurefother)
Infrastructure

Derivatives
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367,780,800  100.0%

£000s Yo
783,412 21.0%
15,565,161 43.4%
938,863 28%
39923177 MNMa%
6638581 18.5%
1,185,092 3.3%
35,851,433 100.0%

38



2022 Actual Asset Allocation

m Fixed Income / Bonds 15.4%

® Equities 50.2%

3.2% ® Property 8.3%

4.9%
2.3%

® Cash Deposits 2.3%

© Private Equity 4.9%
0,

8.3% Infrastructure 3.2%

Other/Uncategorised 15.7%

5. Areview of the assets in the LGPS from a Shari'ah-compliance perspective

101.  In a recent survey conducted by Islamic Finance Guru [see Annex 1], the importance
of Sharrah compliance for Muslim pension members is clearly visible. From the
participants of the survey, 78.1% did not have a pension, and explicitly stated the
reason being concerns around Sharfah compliance, whilst the remaining 21.9%
believed that they do not need one. Of the 69.6% who did have a pension, 39.5%
reported that their employer does not have an Islamic pension option. Islamic
Finance Guru’s survey reveals a significant requirement to address the Muslim
perception of pensions, given that 30.4% of respondents who are entitled to a
pension, do not have one in place. This can be attributed to either a lack in Halal
options, or because they had insufficient knowledge to be able to determine whether

a pension is SharTah compliant.
102. Given that Muslim members of pensions are overwhelmingly concerned about

Shart'ah compliance, the LGPS fund assets are reviewed from a Shari'ah-compliance

perspective below.
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1. Fixed Income/Bonds

103. Bonds are issued by governments and corporations when they want to raise money.
By buying a bond, an investor is giving the issuer a loan, and the issuer agrees to pay
back the face value of the loan on a specific date, and to pay a coupon or a periodic
interest payment along the way, usually twice a year. There are several types of
bonds and money market securities, which in essence, irrespective of their name, are
loans with interest payments. Bonds are part of fixed income securities. UK

government issued fixed income securities are known as gilts.

104. According to Shariah principles, a loan (Qard) is considered a gratuitous contract
and charitable act; loans cannot be monetised. They are a form of financial support
where the lender genuinely assists another for the sake of God with no stipulated
tangible or intangible gain in this world. The Qur’an and Sunnah promise rewards to a
lender who provides an interest-free loan to a person in need. The Qur’an and the
Sunnah have prohibited the lender from receiving any stipulated or customary

benefit from the borrower, whether that is tangible or intangible.
2. Equities
The AAOIFI Shartah Standards define shares as follows:

105. “A share represents an undivided share in the capital of a corporation, just as it
represents an undivided share in its assets and the rights associated with it upon
conversion of the capital into tangible things, benefits, debts and so on. The subject-

matter of the contract at the time of trading of shares is this undivided share.”

106. Shares are not simply slices of ownership in assets of a company. From the lens of
the law, shareholders are not considered owners of the assets in the company. The
Court of Appeal declared in 1948 that “shareholders are not, in the eyes of the law,
part owners of the company”. In 2003, the House of Lords reaffirmed that ruling, in

unequivocal terms.
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107. “Ownership” of shares is not the same as owning your freehold property. Shares do
not give legal ownership of the underlying assets of a firm. Instead, shares are a
bundle of rights, and the shareholders have a claim on the assets of the company

after other senior claims are fulfilled.

108. Although a Sharfah ruling is not entirely premised on legal and accounting
classifications, there is certainly an overlap and several parallels in the way these
realities are understood. However, each subject works within a framework and
operates with set rules. Hence, whilst we take support from legal and accounting
principles, Shariah has its own framework, its own principles, its own processes, and

tools to ultimately analyse and conclude on a matter.

109. Shares are a recent phenomenon and an exact parallel or precedent is not found in
the classical works of Islamic law. Although some scholars have compared
companies limited by shares or limited by guarantee to Islamic structures of Waqf

and Bayt al-Mal (public treasury), there are still differences between them.

10. Ownership (Milkiyyah) in the legal sense and in the SharTah is not a simple concept;
it really refers to a relationship between a person and a thing. Like friendship,
ownership has many properties, rights, and manifestations. If a relationship has
enough of these properties, we can describe it as ownership. Arguably, shares grant
sufficient rights to distinguish shares from other assets, such as debts and derivatives.
This allows shares to be classed as equity, albeit different to the equity one owns in

their freehold property.

111.  Shares are clearly different from debt obligations as there are no obliged repayments,
nor is the capital guaranteed, and nor are shareholders ranked pari-passu with
creditors. Further, shares are treated as equity from an accounting perspective. Thus,

shares are different to debt obligations.

12. Shares are different to derivatives as shareholders have more rights than derivative

holders and there are actual underlying, recognised assets represented by the shares.
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M3. Further, shareholders’ rights arise in the Companies Act 2006 whilst derivatives
enjoy no such position. Shareholders generally have the rights to attend general

meetings and vote.

14. Shares also grant the shareholder rights to dividends, however there is no obligation

on the directors to pay dividends. Of course, derivatives do not hold such rights.

115. Although shares give their holders no right of possession and no right of use of the
underlying assets, it is understandable that these rights are not key nor sought by
shareholders. Shares are financial assets and are benefited from financially. If a
company was set up to grant rights to possess, or rights of use to hundreds of
shareholders, the firm could simply never function as any shareholder at any time
would want to benefit from the assets! While shares do not give similar rights to
equity in freehold nor the same level of ownership (Milkiyyah), they still harness
relationships and features sufficient to classify the shares as a type of Milkiyyah

granting rights (Hugdg) in an entity from a Shartah perspective.

116. In fact, a company is just a legal framework for a group of investors (i.e. the
shareholders) to organise their investment. Ultimately, people own things, not
companies. All the assets of a company are effectively owed to someone, whether it
be employees, suppliers, banks or shareholders. Someone has a claim over each and
every one of the assets. Hence, the accounting equation is as follows:

Assets = Claims

117. As such, shares are essentially a bundle of rights and give shareholders an “interest”
in the firm. These rights are sufficient for the shareholder to be considered a Malik
(owner) of shares in an entity. Although shares do not have a direct parallel to
classical structures and investments and are not symmetrical to traditional
understandings of ownership, they are still a valid form of investment and they do

grant a novel type of ownership (Milkiyyah) and interest to shareholders.
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18. From a Sharfah compliance perspective, equities must pass Sharrah screening filters
before they can be deemed Shariah compliant. These filters are composed of
reviewing the core business activity of the company and assessing the financials of
the company to ensure it falls within the minor thresholds of exposure. The Shariah

screening includes:

119. The core business, objective or focus of any investment, whether it is a company,

fund or business must not be involved primarily in:

1. Companies in the financial services industry that are involved in interest-based
lending and/or distribution of interest-based products. This includes financial
intermediaries such as conventional banks, conventional insurance, interest-based
lending;

2. Manufacturing or distribution of alcohol and tobacco;

3. Companies operating in betting and gambling operations like casinos or

manufacturers and providers of slot/gambling machines;

4. The production, packaging, processing, or any other activity related to pork, non-

halal food and beverages;

5. Bio-technological companies involved in human genetic manipulation, alteration,

mutation and cloning, excluding those that are involved in medical research;

6. Shartah non-compliant content that deals with pornography or any other non-

compliant content; and

7. Weapons and defence.
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120. If an equity passes the above screen, it will be subject to the following financial

screening:
a. Revenue Screening

i) Revenues from non-Sharfah compliant activities must be less than 5% of the

company's total revenue.
b. Non-compliant company capital structure:

i) Non-Sharfah compliant receivables must be less than 30% of the company’s

market capitalisation.

i) Non-Sharfah compliant borrowings must be less than 30% of the company's

market capitalisation.
3. Property

121. Investment in property can be direct or indirect. Direct property investment refers to
investing in brick and mortar directly. Indirect property investment refers to
investment in the equity of companies which own, manage, or develop property.
Most of the UK’s largest property companies have become what is known as a REIT
since they were launched in this country in 2007. To become a REIT, at least 75% of
a company’s profits must come from property rental, and 75% of its assets must be
involved in property rental. REITs also have to pay out 90% of their property rental
income to their shareholders as dividends. Property in the investment world generally

refers to commercial property, which is property used for business.

122. From a Sharfah perspective, property, as an asset class, is Sharfah compliant.
However, the contractual terms of the lease must be reviewed to ensure that the
contract is Sharrah compliant, and where a REIT is excessively leveraged that too

would pose Shari'ah compliance issues.
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4. Cash

124. Cash funds are held in bank accounts, savings accounts, money market funds, cash
ISAs and cash deposits. A typical cash holding would be in a bank account, earning
interest. Savings accounts, cash ISAs, money market funds are all non-Shariah
compliant investments. Such holdings accrue interest, and therefore are not Shariah
compliant. That does not preclude Muslims from holding monies in a bank account -

they just may not take the interest.
5. Private Equity

125. Private equity pertains to direct investments into private companies, or the buyout of
public companies with the intention of taking them private, thereby delisting them
from the stock exchange. These investments are usually long-term and aim to secure
an influential stake, if not complete ownership, in a company. Private equity funds
often target companies with high growth potential, work to enhance their value, and
subsequently exit through selling their stake, often through a new public offering, to
another business or back to the original owners. Due to its nature, private equity is
inherently riskier, but with the potential for higher returns compared to traditional

stock market investments.

126. From the perspective of Shariah compliance, private equity investments must
undergo rigorous Sharfah screening. Like equities, the business model and
operations of the target company should be evaluated to ensure they don't fall under
prohibited sectors like interest-based financial services, alcohol, gambling, non-halal
food and beverages, impermissible biotechnology practices, and non-compliant
content. The financials of the company should be assessed in a similar manner,
ensuring that revenues from non-Shari'ah compliant activities are minimal and that
the company's capital structure does not heavily rely on non-Sharfah compliant
borrowings or receivables. Additional scrutiny might be required for the terms of the

private equity investment agreement to ensure it adheres to Shariah principles.
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6. Infrastructure

127. Infrastructure investments revolve around assets that are fundamental to the
functioning of a community or economy. These include transportation systems like
roads, bridges, airports, as well as utilities like water, electricity, and
telecommunications systems. Infrastructure investments often come with longer time
horizons, providing stable, predictable cash flows due to the essential nature of the

services they offer.

128. For an infrastructure investment to be deemed Shariah compliant, the project's
funding and operations must be in line with Sharfah principles. Just as with other
asset types, any form of impermissible interest or activities, like those mentioned for
equities, must be absent. Moreover, infrastructure projects funded through

conventional interest-based loans would not be Shari'ah compliant.
7. Other

129. The 'Other' asset category encompasses a diverse range of investment vehicles and
strategies that do not fit neatly into traditional categories. This can include
commodities, collectibles, hedge funds or even innovative financial instruments and
strategies. The risk and return profile can vary widely within this category, depending

on the specific asset or strategy.

130. The term “commodities” captures any bulk good traded on an exchange. These
commodities are usually traded on the futures markets in derivative contracts. Private
equity is subject to Shariah screening tests. The core business activity and financial

ratios must be screened to ensure Shari'ah compliance.
131. Conventional hedge funds deploy a number of investment strategies such as long-

short, distressed debt, direct lending, global macro, merger arbitrage and many

others, the majority of which are non-Shari'ah compliant.
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132. Commodity trading generally takes place via futures contracts. The majority of
Shariah scholars are of the view that conventional futures and forward contracts are
not Sharfah compliant. This was the resolution of the International Islamic Figh
Academy as well as the Islamic Figh Academy of Muslim World League. The AAOIFI
Standards explicitly state the non-compliance of such contracts. Forwards and
Futures are prone to the Sharrah prohibition of trading before possession. As such,
these contracts contain Gharar (gross uncertainty). Shariah scholars argue that these
contracts contain elements of Qimar in that they are zero-sum games. A further non-
compliance factor in futures and forwards is the existence of a debt-for-debt trade

where parties offset and close their positions before delivery of the underlying assets.
6. What constitutes a Shari'ah-compliant portfolio?

133. Since many of the asset classes above are non-Sharifah compliant, a Sharrah-
compliant portfolio would include only Sharrah-compliant assets, which are reviewed

and certified as compliant by the respective Shari'ah boards. These assets include:
1. Shariah-compliant equity

134. Equity found in Shariah-compliant portfolios are those which have passed the
SharTah-screening tests. These equities can be public or private, hail from all regions
across the world and span a number of sectors. The common sectors include
information technology, health care, communications, industrials, energy, and

materials.
2. Property

135. Generally, investments in property take place through Shariah-compliant REITs
which are referred to as Islamic REITs (I-REITs). Islamic REITs are collective

investment vehicles that pool money from many investors to buy, manage and sell

commercial properties.
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136. The main difference between |-REITs and conventional REITs lies in the fact that I-
REITs must only include Shari'ah-compliant activities and Shariah-compliant finance.
The other main differences are that an |-REIT has a Shariah board, the tenants must
be delivering Shari'ah-compliant services, Takaful is the default form of insurance for
such investments when available and the financing of such REITs must be done using

Shari'ah-compliant products.
3. Sukuk

137. The AAOIFI Sharfah Standard No.21 describes Sukuk as alternatives to bonds by
stating: “The Shari’ah substitute for bonds is investment Sukuk.” The overall risk
profile and economic return for a Sukuk investor has some similarities albeit

differences to a conventional bond where the bondholder is a debtor of the issuer.

138. AAOIFI defines Sukuk as being: “Certificates of equal value representing undivided
shares in the ownership of tangible assets, usufructs and services or (in the
ownership of) the assets of particular projects or special investment activities.” Unlike
a conventional bond (secured or unsecured), which represents the debt obligation of
the issuer, a Sukuk technically represents an interest in an underlying funding
arrangement structured according to Shariah, entitling the holder to a proportionate
share of the returns generated by such arrangement and, at a defined future date,
the return of the capital. Sukuk is a financial instrument that shares characteristics
with bond and stock which are issued to finance trade or the production of tangible
assets. Similar to a bond, Sukuk has a maturity date and in some of them the holder
will receive a regular income over the period and a final payment at the maturity
date. While the conventional bonds price is determined only by the creditworthiness
of the issuer, Sukuk price is determined by the creditworthiness of the issuer and the
value of the asset. Sukuk is also similar to stocks in the sense that it represents
ownership and no guarantee of a fixed return but stocks have no maturity date.

Sukuk also have to relate to a specific asset, project or service.
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139. Among the benefits of Sukuk are that most Sukuk are a tradable capital market
product providing medium to long-term fixed or variable rates of return. It is
assessed and rated by international rating agencies, which investors use as a
guideline to assess risk/return parameters of a Sukuk issue. It has regular periodic
income streams during the investment period with easy and efficient settlement and
a possibility of capital appreciation of the Sukuk. Finally, most Sukuk are liquid

instruments and tradable in secondary market.
4. Shart'ah-compliant savings accounts

140. Cash is held in either non-interest-bearing accounts or held in Sharfah-compliant
savings accounts. Such accounts typically use Wakalah bi al-Istithmar (investment
agency) or Muddrabah structure to invest the funds. Commodity Murdabahah is also

used in the money market for liquidity management.
7. The origin of benefits for retired members

141. A question can be raised on the lawfulness for Muslim employees to take their
pension benefits from the fund if the underlying fund is not Sharr'ah compliant. The

response to this is as follows:

142. 1. Pension benefits are not necessarily all paid from investment income, rather the
ultimate source of these benefits is either tax allocated to the local government to
pay for expenses and overheads, or revenue generated by the private sector

employees who are part of the LGPS.

143. 2. Secondly, the way in which the LGPS technically works is that the contributions of
the current members are used to pay retired members at present. Those funds were
earned in a lawful manner given that the services are typically lawful, or paid through

taxation.

144. 3. Even if the administering authority - on behalf of the scheme employer - used the
revenue generated from the fund to pay pension benefits to retired members, it is

acceptable for the retired employees to accept this payment from their employers.
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145. As previously discussed, the Muslim employee is simply owed their salary from their

employer. It is the scheme employer who bears the investment risk of the monies.

146. From a technical and Figh (Islamic jurisprudence) perspective, the money owed to
employees is a debt on the scheme employers. Receiving payments from non-
Muslims to fulfil debt obligations is permitted regardless of where they earned the
money. Imam al-Quddiri (d.428 AH/1037 CE) states that if a Muslim sold alcohol, and
thereafter settled a debt owed to another with the income earned, it would be
severely disliked for that Muslim to accept those funds from that Muslim. However, if
the seller was a non-Muslim who owed a debt to a Muslim, and he earned an income
selling alcohol, there is no issue for a Muslim to accept the payment despite the

source of funds [Sharh Mukhtasar al-Kharki]. [11]

147. Imam al-Sarakhsi (d.483 AH/1090 CE) states a similar ruling and elaborates that
alcohol is lawful wealth for a non-Muslim and their transaction in that is valid. Since
the non-Muslim owed a debt to the Muslim, it makes no difference whether the non-

Muslim paid from these funds or other funds. [Sharh al-Jami’ al-Saghir]

148. Imam Ibn ‘Abidin (d.1252 AH/1836 CE) also records the above position in his

renowned commentary, Hashiyah ibn ‘Abidin.
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Imam al-Sarakhsi (d.483 AH/1090 CE) states:

149. "There is no dispute that the Shari'ah rulings pertaining to transactions also applies to
non-Muslims because what is required in these transactions has a worldly rationale
and benefit, and this is more suitable for them, as they do not believe in the hereafter,
so have prioritised this world! And (in Muslim lands) they are obliged to follow the
SharTah rulings due to their covenant with the authority (iltizdm), this covenant binds
them to the rulings of Muslims in matters related to transactions. Therefore, the
Shartah rulings are applied to them just as they are applied for the Muslims due to
the existence of the covenant. However, this commitment and obligation will not be
due if there is evidence present that there is no covenant from non-Muslims to adopt

Shartah principles." [12]

150. Imam al-Sarakhsi (d.483 AH/1090 CE) indicates to the concept that a non-Muslim in
non-Muslim lands has no obligation to adhere to SharT'ah principles, and that they will
not be regulated according to Sharrah principles when it comes to transactions. The
same idea is strengthened by Imam al-Marghinani (d.593 AH/1197 CE) who presents
the evidence and argument of Imam AbU Hanifah (d.150 AH/767 CE) at the end of
the discussion on whether a non-Muslim’s marriage without witnesses is acceptable
after the couple revert and accept Islam. Imam AbG Hanifah (d.150 AH/767 CE)
reasoned that the couple were not subject to Shariah principles of marriage with
witnesses, and therefore the marriage could be accepted if that was the way they

married among themselves (without witnesses)[al-Hidayah]. [13]
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151. Shaykh Zafar Ahmad al-Uthmani (d.1394 AH/1974 CE) also issued an edict (Fatwa)
on the same principle, that non-Muslims are not governed by the Shariah principles
of transactions as there is no covenant or agreement to adopt such Shari‘ah principles
by them, therefore, in whichever manner they have earned their income - be it Riba

or even unlawful appropriation, it will be acceptable for a Muslim to accept them.

[14]

As can be seen, in any instance when a non-Muslim pays off a debt to a Muslim, it
will be acceptable for a Muslim to accept that debt repayment without investigating

or considering the source of funds in Shariah.

152. However, where a circumstance develops such that, a significant debt owed to the
broader Muslim community was being entirely funded from unlawful sources and
based on the growth of unlawful industries over several decades and it is organised
at a macro-level - which is the LGPS context - then despite the permissibility of
accepting the payment at a micro-level, the macro-level cannot simply be
overlooked. Such a construct does not sit well with the broader objectives of Shartah

and macro-guidance for the markets and economy that Shart'ah envisions.
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8. The Shartah vision for the economy

153. Just as there is guidance in SharTah in regard to the construct of the contract of
members, there is also guidance on how monies ought to be deployed in the LGPS
funds. This is all within a larger framework and vision that the Sharfah has for the

economic system.

154. The SharTah is just not a code of compliance, rather it is a way of being, behaving and
growing. Imam al-Raghib (d.502 AH/1108 CE) expounds on Shariah as the path that
leads to benefits for people (Masdlih al-1bad) and the development of the civilisation
(!mérat al-Bilad). lon Taymiyyah (d. 728 AH/1327 CE) said: “All elements that are
beneficial for people’s welfare are encapsulated within the Shariah, encompassing
both significant and minor matters, all circumstances and actions, and interactions

with others. We express our gratitude to Allah, the Lord of all worlds.”

155. Technically, Shariah refers to the guidance from Allah which He has revealed to
mankind. This guidance encompasses belief, practice, and character. Hence, the
word Sharfah encompasses all aspects of Islam: belief, actions, and morals [al-
Mawsu’ah al-Fighiyyah al-Kuwaitiyyah]. Shariah involves guidance on worship,
personal conduct, family relationships, business, economic affairs, justice, medicine

and more.

156. Hence, Shariah is belief, practice, and character. Shariah incorporates strategy,
vision, values, operations, behaviour, culture, morals, conduct and most importantly,
an entire way of being and organising. A word which | have coined to reflect this
complete end-to-end phenomenon is ‘Sharrah-powered’. Shariah has guidance for
the micro and macro, markets and communities, profit and charity, wealth
accumulation and wealth distribution, material and spiritual, short-term and long-

term.
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157. The principles of finance under Shariah are universally beneficial, transcending
religious boundaries. Each Shariah policy and principle is rooted in rational,
intelligible benefits, offering more than just ritualistic or spiritual guidance. These
principles provide practical, value-adding frameworks that enhance the operation of
economic and financial systems. Every aspect of Sharr'ah guidance in finance and
economics is underpinned by clear, real-world rationale, making it applicable and
beneficial for all, not just Muslims. While Sharrah is inherently a faith-based and
values-driven framework, its full significance is best appreciated within its intended
context and through a lens of faith. Nonetheless, the Sharrah vision for an economy
offers insights that are crucial for understanding its broader impact, especially for
Muslim members of the LGPS. This vision emphasises the importance of the macro-
picture, showcasing how SharTah's comprehensive guidance can shape a robust and

inclusive economic system.
A. Sound Monetary Policy

158. In a Sharrah-powered economic system, sound monetary policy is of paramount
importance. The Islamic-economic model discourages the use of money as a
commodity and focuses on its role as a medium of exchange. This means that the
creation and supply of money should be carefully regulated to prevent inflation or
deflation, both of which can have detrimental effects on an economy. The central
bank, in a Sharrah-powered setting, would be responsible for ensuring that the
money supply aligns with the real assets and productive capacities of the economy,
thereby maintaining its intrinsic value. Money ought to be hard money, something

that cannot be created easily and over supplied.

159. Riba as a charge, system and ideal is strictly prohibited in Sharrah, which has
implications for monetary policy. Traditional central banking mechanisms often
involve interest rate adjustments to control money supply, a practice not permissible
in SharTah. Alternative tools must be developed to manage liquidity in the market
that align with Islamic principles. These instruments can serve as the basis for a
monetary policy that not only ensures economic stability but also adheres to ethical

standards.
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160. Sound monetary policy in a Sharfah-powered framework also emphasises
transparency and accountability. The central bank should operate in a manner that is
transparent to the public and accountable to a higher ethical and legal standard. This
fosters trust in the financial system and ensures that the monetary policy is
implemented for the greater good of society, rather than for the benefit of a select

few.
B. Asset-Backed and Less Financialisation

161. Shariah advocates for asset-backed transactions, steering clear of the excessive
financialisation that characterises many modern economies. In conventional systems,
financial derivatives and complex instruments often become so detached from real
assets that they contribute to economic instability, as seen in the 2008 financial
crisis. In contrast, Sharah principles insist that every financial transaction must be
tied to a tangible asset or a specific service, adding a layer of security and reducing

systemic risk.

162. The focus on asset-backed transactions also encourages real, productive economic
activities. When financial transactions are tied to real assets, it ensures that capital is
being used for creating value in the economy, whether it's through goods, services,
or employment. This is in stark contrast to speculative activities that may not
necessarily add value to the economy but can lead to volatile market conditions.

Less financialisation in a Sharrah-powered economic model also means less income
inequality. When finance serves real economic activities, the wealth generated is
more likely to be distributed across various sectors and communities. This aligns well
with the Islamic principles of social justice and equitable distribution of wealth,

making the economy more inclusive and resilient.
C. Sustainable Development

163. The Qur’an and Prophetic narrations emphasise the importance of stewardship of the
Earth, making environmental consciousness integral to Islamic economic principles.
Businesses and industries are encouraged to adopt sustainable practices, not just to

comply with international standards but also to fulfil religious obligations.
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164. Muslims are always encouraged to adopt /hsdn (excellence) in their affairs, which is a
station and rank far greater than merely permissible and Haldl. This guidance should
push everyone to incorporate the best standards for ethical and sustainable business
practices. Companies are encouraged to look beyond short-term profits and
consider the long-term impact of their actions on the community and the
environment. This could manifest in various ways, from ethical sourcing of materials
to responsible waste management, and even to the kind of projects that are deemed

worthy of investment.

165. Environmental concern is already embedded within the Sharrah principles. Shartah
can play a pivotal role in promoting sustainable through financial instruments that
help mobilise the significant capital needed to invest in renewable energy,
sustainable agriculture, and other projects that contribute to environmental
sustainability. By aligning financial incentives with sustainable development goals, a
Shari'ah-powered economic system can be a driving force in solving some of the

world's most pressing environmental issues.
D. Virtuous Industries

166. In a SharTah-powered economic system, the focus is not just on profit-making but
also on the ethical implications of business activities. A business that harms in any
way, shape or form should not operate in the eco-system. Sharrah advocates that
only ethical businesses should operate in an economy and be invested in. A business
must prioritise ethical practices that are committed to enhancing the well-being of
people and the communities they are a part of. This involves steering clear of any
actions that could negatively impact them spiritually, financially, mentally, morally,
socially, physically, or physiologically. Industries that are considered Hardm
(forbidden) such as gambling, alcohol, and those that exploit human vulnerabilities
are all banned in a Shariah eco-system, as they clearly are harmful to individuals and
communities. Instead, the emphasis is on virtuous industries that add value to

peoples’ lives in this world and the next, as healthcare, education, and social welfare.
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167. The concept of "Maslahah" (public interest) is often invoked to determine the virtue
of an industry. Industries that serve the public good and contribute to the well-being
of the community are highly valued in a Shariah-powered economic system. This
encourages entrepreneurs and investors to channel their resources into sectors that
have a positive social impact, thereby aligning economic incentives with moral and

ethical considerations.

168. Moreover, virtuous industries often go hand-in-hand with sustainable practices. For
example, an industry focused on renewable energy not only aligns with Islamic
principles of stewardship of the Earth but also serves the public interest by
addressing climate-related matters. By promoting virtuous industries, a Shariah-
powered economic system can achieve a harmonious balance between economic

growth, social welfare, and environmental sustainability.
E. No Riba

169. The prohibition of Riba is one of the most distinguishing features of a Shariah-
powered economic system. The Qur’an explicitly forbids transactions that involve
interest, as they are considered exploitative and lead to unjust enrichment. In a world
where debt cycles and interest payments can trap individuals and nations in poverty,
the Islamic model offers an alternative focused on equity, non-tradable and non-
compounding debt, and social justice. The absence of interest in Sharrah finance
leads to innovative financial products based on risk-bearing and asset-backed
transactions. For example, instead of interest-based loans, Islamic financial
institutions offer profit-sharing schemes where both the financier and the customer
share the risks and rewards. This creates a more equitable financial system where the

focus is on mutual benefit rather than exploitation.

170. The prohibition of Ribd also has macro-economic benefits. It discourages speculative
behaviour and promotes a stable and resilient financial system. When financial
transactions are based on real assets, it creates a buffer against economic downturns
and financial crises. This makes the Islamic financial system inherently more stable

and less prone to the boom-and-bust cycles seen in conventional economies.
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F. Less Barriers to Entry

170. One of the goals of a Sharrah-powered economic system is to make the market
accessible to everyone, regardless of their financial status. High entry barriers,
whether in the form of hefty fees, complex regulations, or the need for collateral, are

discouraged.

171. Lowering barriers also fosters innovation and competition, essential elements for a
thriving economy. When more people can participate in the market, it leads to a
diversity of products and services, benefiting consumers and driving economic
growth. This is particularly important in developing countries where access to

financial services can be limited.

172. Moreover, less restrictive entry to the market aligns with the Islamic principles of
social justice and equal opportunity. By making it easier for people to start
businesses or invest, a Sharrah-powered economic system can be a powerful tool for
poverty alleviation and social mobility. It allows for a more inclusive economy where

success is not just reserved for those with existing wealth or connections.
G. Less Monopolisation

173. The Sharfah discourages monopolistic practices and encourages a free and
competitive market. Monopolies and oligopolies often lead to unfair pricing and limit
consumer choices, which is contrary to the principles of fairness and equity in Islamic
law. Regulatory bodies in a Sharrah-powered economic system would be tasked with
ensuring that markets remain competitive and that no single entity has

disproportionate control over an industry.
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174. Less monopolisation also means more opportunities for small and medium-sized
enterprises (SMEs), which are often the backbone of an economy. When markets are
open and competitive, SMEs have a better chance of succeeding, leading to job
creation and economic diversification. SMEs can play a significant role in economic
development. Furthermore, less monopolisation fosters innovation. When companies
have to compete, they are incentivised to innovate and improve their products and
services. This not only benefits consumers but also drives economic growth and
development. In a Sharfah-powered economic system, the focus is on creating a
level playing field where businesses compete based on the quality and value they

provide, rather than their ability to dominate the market.
H. Distribution of Wealth

175. One of the fundamental objectives of a Sharfah-powered economic system is the
equitable distribution of wealth. Islamic principles like Waqf (permanent
endowments), Zakat (obligatory annual contribution) and Sadagah (voluntary
charity) are institutionalised forms of wealth redistribution. These are not just
individual acts of piety but are integrated into the financial system to ensure that the

benefits of economic growth are shared widely.

176. The focus on wealth distribution also extends to business practices. Profit-sharing
models like Mudarabah and Mushdrakah ensure that not just the business owners
but also the employees and investors get a fair share of the profits. This creates a
more balanced and just economic environment where wealth is not concentrated in

the hands of a few.

177. Moreover, the equitable distribution of wealth is not just a social good but also has
economic benefits. When wealth is distributed more evenly, it leads to higher levels
of consumer spending, better access to education, and improved healthcare, all of
which contribute to long-term economic stability and growth. A Shartah-powered
economic system aims to create a virtuous cycle where economic prosperity leads to

social welfare, and social welfare, in turn, contributes to economic prosperity.
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[. Institutions

178. Institutions play a critical role in shaping the economic landscape in a Shariah-
powered system. These range from regulatory bodies that ensure compliance with
Islamic principles to financial institutions that provide various financial services.
Further, the role of educational institutions that promote financial literacy and
awareness about good governance and best practices are crucial. The aim is to
create a robust institutional framework that can support the unique features of a
Sharfah-powered economy, such as the prohibition of interest and the focus on

asset-backed transactions.

179. Strong institutions also contribute to market confidence and stability. When there is a
trusted body ensuring compliance with Shartah principles, it attracts more
participants to the market, both Muslim and non-Muslim. This can be particularly
beneficial for attracting foreign investment and integrating the Islamic financial

market with the global economy.

180. Moreover, institutions in a Sharrah-powered economic system are not just regulatory
bodies but also serve as agents of social change. They are tasked with promoting
ethical business practices, sustainable development, and social welfare, aligning the
economic system with the broader goals of Islamic social justice. This makes

institutions not just enforcers of law but also promoters of ethical and moral values.
J. Free Markets

181. While SharTah-powered economics places several ethical and moral constraints on
business activities, it is fundamentally supportive of free markets. The idea is to
create a market environment where ethical considerations and business activities can
co-exist. Free markets encourage competition, innovation, and efficiency, all of
which are in line with Islamic principles as long as they are achieved through ethical

means.
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182. However, the concept of a "free market" in a Shariah-powered system is not an
unregulated one. While businesses are free to compete, there are ethical guidelines
that they must adhere to. This creates a unique blend of market freedom with moral
responsibility, aiming to achieve the best of both worlds: economic efficiency and

social justice.

183. In conclusion, a Sharrah-powered economic system envisions a free market that is
not just a space for capital accumulation but also a platform for achieving social
good. By balancing economic freedom with ethical constraints, it aims to create a
market that serves not just the interests of business owners but also the broader
community. This aligns well with the Islamic vision of a just, equitable, and

sustainable economic system.
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LITERARY REVIEW

184. Typically, in navigating modern financial affairs, UK Muslims seek and adhere to the
counsel provided by Muslim jurists and Islamic scholars. These experts render
judgments and insights on financial matters, ensuring alignment with Islamic
principles and jurisprudence. The following opinions have been issued in relation to
pensions in general, and in some cases, the LGPS in particular. The views of the
institutions and scholars that have been documented below would be catering a
diverse range of Muslims that are geographically spread out across the UK. Further,
the institutions and scholars below have large followings in the tens of thousands,
giving us the confidence that these views will be reflected in the Muslim LGPS
employees. The Muslim LGPS members may well be reading and practicing upon

one of the opinions expressed below.

Disclaimer: The following websites and links are for informational purposes only.
The author of this report has no affiliation with these sites and does not endorse,
approve, or assume responsibility for any other content, practices, or materials

available from these external resources.
1. Al Qalam Shariah Scholars Panel

185. Al Qalam Shariah Scholars Panel issued the following ruling in regard to LGPS in
2021
“Local government pension schemes tend to be defined benefit schemes and the
details you have provided indicate that this scheme is also a defined benefit scheme.
The pension holder does not own the investment in a defined benefit scheme but
rather agrees with the employer to receive a pension according to a certain
calculation that represents a portion of the salary or an average thereof. The pension
fund itself tends to be used to pay off current liabilities to existing pensioners.
Defined benefit pension schemes are permitted provided the job role itself is

permitted.” [15]

[15] http://algalam.org.uk/is-it-permissible-to-join-a-local-government-pension-scheme/
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2. White Thread Institute

186. Another institution, White Thread Institute, based in London, issued the following

opinion in regard to the NHS pension,

“The NHS pension scheme is a defined benefit scheme. It is permissible for you to

enter into the pension scheme.” [16]
3. Darul Uloom Azaadyville

187. As part of our literature review, we came across an opinion specifically about the
LGPS expressed by an institution in South Africa. The question and answer was as

follows:
“Question:

188. | work for the local council, and have been enrolled onto the Local Government
Pension Scheme. | have tried to find out how the fund is invested, to find if none
shariah compliant transactions are involved. Although it is not clear, given how most
transactions are based nowadays, it is highly likely interest may be involved. | found

the following passage under the Investment Income on the annual report:
“Interest income

189. Interest income is recognised in the fund account as it accrues, using the effective
interest rate of the financial instrument as at the date of acquisition or origination.
Income includes the amortisation of any discount or premium, transaction costs or
other differences between the initial carrying amount of the instrument and its

amount at maturity calculated on an effective interest rate basis”.

[16] https://fatwacentre.org/business-trade/nhs-pension-scheme/
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190. Please can you advise the permissibility of the pension scheme? Also, if it is
permissible, would you recommend on staying with a pension scheme or opting out,
(i.e. is there a chance that it could have an impact on tawakkul later on in life, or am |

indirectly hoarding wealth / preparing to live a long life)?
Answer:

191. It is not permissible to participate in the pension scheme, due to the high possibility

of the funds being invested in Haraam (sic) avenues.

192. If one is compelled by company regulations to participate in the pension scheme and
contributions to that fund is directly from the employer before your wage can reach
you, you will be regarded to have no connection with the fund. Rather it will be
between the employer and the insurance company. Hence, the profits as well as all
the other benefits accrued from the pension scheme will be permissible and

considered as a gift from the side of the company/employer.

193. However, if one is not compelled by the company to participate in the pension
scheme, then it will not be permissible to participate. This is because, you will be
actively participating in investing by making the employer your agent to invest part

of your wages on your behalf.” [17]
4. IslamQA

194. The Saudi Arabian-based organisation, IslamQA issued an opinion regarding
pensions in England, that participation in pension plans, aside from those organised
by the government, is likened to gambling due to the uncertain nature of returns.
This uncertainty may result in either gaining more money than contributed or losing
money over time. The handling of pension money is also critical, as investing in

forbidden entities like alcohol production or interest-based loans is not permissible.

[17] https://www.iftadua.co.za/pension-scheme/8496/
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195. However, the permissibility changes if participation in the pension plan is compulsory
rather than voluntary. In compulsory cases, individuals are not considered sinful. Yet,
they, along with their heirs, should only claim the amount equivalent to what was

contributed, leaving any excess or donating it to charitable causes.

196. Regarding government pension plans, they are viewed differently as the government
or treasury is tasked with public welfare, potentially altering the ruling on such

pension schemes. [18]
5. Ask Imam

197. The late Mufti Ebrahim Desai of South Africa also issued a ruling in relation to
pensions, that in the matter of pension fund subscription, two scenarios are
presented:

1.Voluntary subscription to the pension fund with premiums paid from a personal
account.
2.Forced subscription to the pension fund with premiums automatically deducted

from salary without personal possession.

198. Regarding the pay-out, it is segmented into the principal amount (actual premiums
paid) and the surplus amount (the pension fund pay-out).
1.In the case of voluntary subscription:
o The principal amount contributed will form part of the estate.
o The surplus money, distinct from the principal amount, should be given away
in Sadagah due to contamination with interest. However, if the heirs or family
are in need, the surplus will be distributed among them without the intention

of reward.

[18] https://islamqga.info/en/answers/42567/are-pensions-halal
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199. Regarding forced subscription:

o Employees are in principle entitled to their entire salary. When a company
mandates participation in a pension fund and deducts a portion from the
salary, the employee doesn't receive the full salary, which is seen as a debt
upon the employer.

o The principal amount contributed will form part of the estate.

o The surplus is regarded as a gift to the named beneficiary, regardless if the

beneficiary is a heir. [19]
6. Darul Iftaa - Institute of Islamic Jurisprudence

200. The Darul Iftaa institute based in Leicester, UK issued an opinion on pensions in
general. The opinion states that such schemes are permissible as the benefits
received are essentially the return of one's own money and the employer's
contribution, regarded as a gift. It further states that such schemes do not resemble
insurance, which relies on external events, nor does it involve gambling or interest,
provided the returns are solely from the employer's gift and investment profits. The
opinion raises a concern in how investments are managed, especially if investments
are made in impermissible sectors and businesses, such as alcohol companies. The
opinion concludes that in order to remain compliant, it's essential that the
investments are in permissible businesses. If ensuring halal investments isn't possible,
individuals are advised to only claim the sum of their own contributions and the

employer's, avoiding any extra amount generated from unlawful investments. [20]

[19] Read more at https://www.askimam.org/public/question_detail/47276

[20] https://daruliftaa.com/business-trade/are-pensions-lawful/
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7. Darul Iftaa Birmingham

201. This institution in Birmingham, issued a ruling regarding local government pension

schemes, as follows:

202. “In essence, as long as your pension scheme does not invest, or is involved in haram
industries (alcohol, interest-based banking, pornography etc.) it would be a valid
scheme. We would advise you to find a shariah complaint pension investment

program with consultation from your local scholars.” [21]

The IFG Survey regarding Pensions

203. |[slamic Finance Guru conducted a survey in to ascertain how many Muslims held a
pension and the reasons preventing those without from putting one in place. The
survey was answered by 600 members of the Islamicfinanceguru subscriber list in
2021. This indicates that the respondents were likely to be the most digitally-savvy,
financially literate, engaged and interested people in the Muslim community. The
respondents were much more likely to be employed and in reality, the results of the
survey are likely to be even worse as many of the Muslim community are not

digitally-savvy and financially literate, and some are not in employment either.

Do you have a pension?

601 out of 601 answered

]
Yes 69.6% /218 resp
————————
No 30.4% /183 resp
2
————————
[21] http://daruliftabirmingham.co.uk/ruling-of-pension-schemes/
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204. The survey revealed that 30.4% of the respondents did not have a pension. At the
time, the Muslim population stood at around 3.4m in the UK, with 20% of that in
work. So 680,000 Muslims were working and 30% of this group did not have a

pension.

205. The average UK pension pot after a lifetime of savings was £61,897, which works out
at around £12,000 per annum [22]. Based on this data - 206,720 Muslims did not
have a pension and if they did, they would collectively hold £12.8 billion.

1 | stayed away because | wasn't sure if halal 48.6% | 89 resp
———————————

5 | checked - there were no halal options 29.5% / 54 resp.

.

3 | decided | don't need a pension 21.9% /a0 resp
—

206. 78.1% of the people without a pension said that this was explicitly because of
Shartah-compliance concerns, whilst the remaining 21.9% believed that they do not

need one.

207. Of the 69.6% who did have a pension, 39.5% reported that their employer does not

have an Islamic pension option.

208. So in total, ~40% of the Muslims with a pension did so in a structure which went

against their beliefs because there was no alternative.

[22] https://slothmove.com/how-much-should-you-have-in-your-pension/
https://www.fca.org.uk/data/retirement-income-market-data-2019-20

https://investingreviews.co.uk/pensions/how-big-does-my-pension-pot-need-to-be/
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209. Islamic Finance Guru’s survey reveals a significant requirement to address the
Muslim perception of pensions, given that 30.4% of respondents who are entitled to
a pension, do not have one in place. This can be attributed to either a lack in Halal
options, or because they had insufficient knowledge to be able to determine whether

a pension is Shariah compliant.

210. The data underscores a need for increased education and awareness of this topic
among Muslims and employers. It also coheres with government-commissioned
lpsos Mori findings in a study they did in 2011 which holds that Muslims, if given the
option, would go for Sharrah-compliant funds. As such, there is an evident need for
pension providers to list an Islamic pension option to prevent individuals from being

segregated within a system which goes against their beliefs.

A summary of the potential range of views that we could expect among Muslim

employees of LGPS employers:

211. The diverse opinions from various Islamic scholarly panels and institutions as
presented in the data suggest a complex landscape of views among Muslim
employees of LGPS employers. The empirical data from Islamic Finance Guru further
supplements the anecdotal evidence. The complexity arises from the interplay of
religious, ethical, and practical considerations concerning financial planning and
adherence to Islamic principles. If we consider the above anecdotal evidence, the
potential range of views that may exist among Muslim employees of LGPS
employers, extrapolated from the provided data, could be influenced by many

factors, and views can include:
1. Acceptance of Defined Benefit Schemes
212. A segment of Muslim employees may find comfort and acceptance in the LGPS due

to its nature as a defined benefit scheme, as affirmed by the Al Qalam Shariah

Scholars Panel and White Thread Institute.
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213. The defined benefit structure, which assures a specific pay-out based on a
predetermined formula, might provide a sense of financial security and adherence to
permissible job roles. This acceptance could be underpinned by a trust in the

established religious rulings affirming the permissibility of such schemes.
2. Concerns Over Shariah Compliance

214. On the contrary, concerns over Sharfah compliance, particularly regarding the
investment strategies of LGPS, may lead to apprehension or outright rejection among
another segment of Muslim employees. The concerns raised by Darul Uloom
Azaadville and IslamQA regarding the possible involvement in interest (Riba) or other
forbidden (Haram) avenues reflect a fundamental worry over the alignment of LGPS

investments with Islamic financial principles.
3. Compulsory Versus Voluntary Participation

215. The nature of participation—whether compulsory or voluntary—may significantly
influence the range of views. As noted by several institutions, compulsory
participation, where the employer deducts contributions before wage distribution,
might be seen as more permissible since the employee has no choice in the matter.
This compulsory nature could potentially alleviate concerns over active participation

in a scheme that might have non-compliant investments.
4. Investment in Hal/al Ventures

216. The emphasis on Haldl (permissible) investment avenues by Darul Iftaa - Institute of
Islamic Jurisprudence and Darul Iftaa Birmingham underscores a proactive approach
to ensuring Sharfah compliance. This view represents a pragmatic approach where
Muslim employees might seek to engage with employers or pension scheme

administrators to ensure or advocate for Haldl investment strategies.
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5. Handling of Principal and Surplus Amounts

217. The delineation between the principal and surplus amounts by Askimam reflects a
nuanced view that may resonate with some Muslim employees. The ethical handling
of surplus amounts, especially in the context of voluntary subscription, reflects a

concern over the purity of earnings and adherence to Islamic financial ethics.
6. Consultation with Local Scholars

218. The advice to consult with local scholars, as suggested by Darul Iftaa Birmingham,
underscores the importance of contextual and localised religious guidance. This view
might lead to a culture of seeking local scholarly advice to navigate the complexities
of modern financial systems like LGPS, aligning personal financial decisions with

religious principles.
7. Impact on Trusting in God and Wealth Hoarding

219. The deeper spiritual concerns over trusting in God and wealth hoarding, as
articulated in the query to Darul Uloom AzaadVville, reflect a level of introspection and
ethical deliberation that might resonate with some Muslim employees. These
concerns extend beyond the technicalities of the pension scheme to explore the

broader spiritual and ethical implications of financial planning and dependency.

8. Diversity of Cultural and Individual Circumstances

220. The diversity in scholarly opinions also hints at the potential diversity among Muslim
employees themselves, arising from different cultural backgrounds, levels of religious
observance, personal circumstances, and experiences. The multicultural and multi-
ethnic composition of the Muslim community could lead to a broad spectrum of

views and interpretations regarding LGPS.
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9. Engagement and Advocacy

221. The range of views might also reflect varying levels of engagement and advocacy
among Muslim employees. Some might choose to engage proactively with
employers or pension scheme administrators to advocate for Shariah-compliant
investment strategies, while others might opt for a more cautious or conservative
approach, perhaps choosing to opt-out if possible or seeking alternative financial

planning solutions.
10. Community Discussions and Collective Views

222. Community discussions within Muslim employee groups or broader community
forums might foster collective views or consensus on certain aspects of LGPS. These
collective deliberations could play a vital role in shaping the range of views and
potentially influencing employer policies or scheme administration in favour of

Shartah compliance.

223. |t is evident that a significant portion of Muslim employees would harbour concerns
regarding the Sharfah compliance of existing pension schemes like the LGPS. The
diverse scholarly opinions underscore a complex landscape where varying
interpretations of Islamic finance principles impact the acceptance of these pension
schemes. The empirical data from the Islamic Finance Guru survey further
accentuates this dilemma, showing a substantial number of Muslims abstaining from
or uneasily participating in current pension schemes due to Shariah-compliance

concerns.

224. The introduction of a Shari'ah-compliant pension scheme, coupled with educational
initiatives, could potentially bridge this gap, fostering higher participation rates and
addressing the religious concerns of Muslim employees. Moreover, the exploration of
alternative Sharrah-compliant pensions in the UK reveals a growing acceptance and

demand for such financial products.

AMANAH ADVISORS 72



225. The synergy of a well-structured Sharfah-compliant pension scheme, robust
engagement with Muslim employees, and continuous education could pave the way
for a more inclusive and religiously accommodating pension landscape for Muslim

employees within LGPS employers.

226. In conclusion, given the anecdotal and empirical evidence above, the potential range
of views among Muslim employees of LGPS employers on this issue is likely to be
vast and multifaceted. The interplay of religious rulings, personal ethics, practical
considerations, and communal discussions creates a complex tableau of opinions.
Understanding this range requires a nuanced appreciation of the religious, ethical,

and practical dimensions that influence Muslim employees’ perspectives on LGPS.

An explanation of what alternative pension schemes exist that are Sharrah-
compliant and their features, benefit structures if one assumes that contribution

levels remain as provided in the LGPS:
The alternative Shari'ah-compliant pension schemes in the UK include:

227. 1. Nest Pensions Sharrah Fund: Adheres to Islamic financial principles by avoiding
investments in companies dealing with alcohol, pornography, pork products, or any
form of interest. The investments are screened by Islamic scholars to ensure Shariah

compliance.

228. The fund invests entirely in the HSBC Life Amanah Pension Fund. HSBC Life Amanah
Pension Fund is a pooled fund that offers investors exposure to the largest 100
companies engaged in Shariah-compliant activities globally. The fund tracks the
Dow Jones Islamic Market Titans Index, which comprises Shariah-compliant
companies endorsed by the HSBC Amanah Sharfah Supervisory Committee. It has

been launched in conjunction with HSBC Amanah.
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229. The investments in this fund are screened by Islamic scholars to make sure they meet
Shartah principles. For example, it doesn’t invest in companies that make money out
of alcohol, pornography or pork products. It also avoids types of investments that
pay or receive interest, such as company or government loans. This approach means
it’s invested in just one type of market, unlike the rest of our funds, and therefore
carries higher investment risk. That means there’s more uncertainty about how much
you’ll have in your pot at the end of the day. As with all investments, there’s a chance

that you could get more or less than you put in.

230. 2. The People's Pension Shariah Fund: Similar to the Nest Shariah Fund, this pension
fund tracks the Dow Jones Islamic Market Titans Index, which comprises Shartah-
compliant companies endorsed by the HSBC Amanah Sharrah Supervisory
Committee. This fund invests in company shares from around the world and is

compliant with Shartah principles.

231. 3. Islamic Pension Trust: A fully Sharrah-compliant auto-enrolment Pension Scheme
developed by Carey Pensions UK with guidance from al Rayan Bank. The Islamic
Pension Trust is a UK registered Master Trust Occupational Defined Contribution
Scheme. The Islamic Pension Trust provides investors access to a UK equity portfolio
based on shares that have been or are expected to be included in the FTSE 350
index, offered by Praemium UK Ltd and managed by Criteria Management &
Research Ltd. The equity portfolio is blended with cash accounts provided by Al
Rayan Bank plc. The blend is in accordance with the lifestyle strategies. The fund
does not invest in interest bearing certificates or accounts, deposits at non-Islamic
banks, products from non-Islamic insurance companies business lines that deal in
alcohol, pork related substances, tobacco companies, arms, gambling, pornography

manufacturers, retailers and distributors.

232. 4. Shartah SIPP Option: In 2020, Options UK joined forces with worldwide Halal
investment specialists Wahed Invest, launching a Sharrah-compliant SIPP designed
to satisfy burgeoning demand from British Muslims, allowing them to invest without

compromising on their beliefs.
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233. This SIPP platform offers a broad range of Sharfah-compliant funds, each selected
for their adherence to Muslim values. Advised by its Shari'ah board, Wahed Invest
ensures that all returns from these funds, which include investments in Sukuk funds,

are Halal.

234. 5. Oasis Crescent Funds - Oasis offers several funds composed of different asset
classes and strategies. For instance, the Oasis Crescent Global Medium Equity Fund,
can be held in an Investment Individual Savings Account (ISA), Self-Invested

Personal Pension (SIPP), and Investment Accounts.

The extent of consensus among Muslim employees of LGPS employers on the

Shartah compliance of the alternative schemes:

235. Given the diverse opinions from various Islamic scholarly panels and institutions,
reaching a consensus among Muslim employees of LGPS employers on the Sharrah
compliance of alternative schemes may be challenging. The acceptability of these
alternative schemes might significantly depend on different analyses of Islamic
financial principles, the level of awareness and understanding of the alternative
schemes, and the endorsements from respected Islamic scholars or institutions.
Furthermore, the extent of engagement and advocacy among Muslim employees, as
well as the provision of localised religious guidance and community discussions,
could also influence the level of consensus. Lastly, the structural features, benefit
structures, and the transparency in investment strategies of the alternative Shariah-

compliant schemes would play a crucial role in forming a consensus.

236. Achieving a consensus among Muslim employees of LGPS employers on the
Sharfah-compliance of alternative pension schemes necessitates a robust
engagement strategy coupled with the establishment of a genuinely Sharrah-
compliant pension scheme. Central to this endeavour is the formation of a dedicated
Shartah board comprised of esteemed Islamic scholars well-versed in both Islamic
jurisprudence and contemporary financial systems. This board would play a pivotal
role in ensuring that the pension scheme operates within the bounds of Islamic

financial principles at every juncture.
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This would very likely resolve most issues and grant the assurance that the fund is

truly operating in a Shari‘ah-compliant manner.

237. The implementation of stringent governance mechanisms is crucial to ensure the
continual adherence to Islamic financial laws and principles. A robust Sharrah-
governance framework would encompass regular audits and reviews by the Shariah
board, ensuring that both the investment strategies and operational practices of the

pension scheme remain compliant with Shariah principles.

238. Fostering an environment of open dialogue and engagement with Muslim employees
is imperative to understand their concerns and expectations better. Engaging with
employees will not only provide valuable insights but also help in building trust and a
sense of ownership among the Muslim employee base. This engagement could take
the form of informational sessions, workshops, or forums where employees have the
opportunity to voice their concerns, seek clarifications, and obtain a deeper
understanding of the Sharrah-compliant pension scheme. The same can be
conducted with other stakeholders and those from other backgrounds who wish to
see more representation and a sense of equality in investment opportunities and

access.

239. Transparency is a critical factor in building consensus. Ensuring that the investment
strategies, fund management practices, and the performance of the Sharrah-
compliant pension scheme are transparently shared with the employees will
contribute to building trust and acceptance. Providing clear, accessible, and regular
updates on how the pension scheme is aligning with Shariah principles will go a long

way in fostering a sense of trust and assurance among employees.

240. Education and awareness campaigns aimed at elucidating the intricacies of Shartah-
compliant financial practices and how they are embodied in the pension scheme will
be beneficial. These campaigns can demystify Islamic financial principles, bridge
knowledge gaps, and help employees make informed decisions regarding their

participation in the pension scheme.
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241. Engaging with external Islamic financial institutions and seeking guidance and
endorsement from recognised Islamic scholars and institutions can also contribute to
building consensus. Such engagements can lend credibility and assurance to the

employees regarding the Sharr'ah compliance of the pension scheme.

242. Feedback loops should be established to continually gauge the level of acceptance
and any concerns among employees. This feedback will be instrumental in making
necessary adjustments to the pension scheme, ensuring it remains responsive to the

needs and concerns of employees.

243. In conclusion, a multi-faceted approach encompassing the establishment of a
Sharfah board, robust Shariah-governance mechanisms, active engagement with
Muslim employees, transparency, education, and collaborations with external Islamic
financial entities is crucial to developing a truly Shariah-compliant pension scheme

and achieving consensus among Muslim employees of LGPS employers.

The overall impact on Muslim employees of offering Muslim employees who opt

out of the LGPS an alternative pension scheme:

244. Offering a Sharrah-compliant alternative pension scheme could potentially see a
higher opt-out rate from LGPS among Muslim employees. The alternative might align
better with their ethics and values, thus being more appealing. The split between
LGPS and the alternative scheme might hinge on various factors including the level
of Sharrah compliance, financial security, and benefits offered by the alternative
scheme. However, a precise split is speculative and would require further analysis or
empirical data. The alternative’s success in attracting opt-outs could also depend on
awareness campaigns and ensuring the Muslim employees are well-informed about

the benefits and compliance of the alternative scheme.
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245, The traditional reluctance towards engaging in conventional pension schemes, as
noted by the Institute for Islamic Banking [23], hinges on a preference for Shariah-
compliant financial practices. However, the changing economic circumstances,
notably the risks associated with cash holdings and property investments, are driving

a re-evaluation of these traditional stances.

246. The fluctuation in profit rates could further exacerbate the financial challenges faced
by individuals who prefer to keep their savings in non-interest-bearing bank
accounts. This unfavourable banking environment, coupled with the diminishing
allure of the property market due to pandemic-induced rent losses and proposed
Capital Gains Tax reforms, is creating a financial conundrum for British Muslims.
These evolving dynamics are catalysing a search for alternative investment avenues
that not only preserve, but potentially grow their wealth in a manner consistent with

Islamic principles.

247. Furthermore, the broadening spectrum of Sharfah-compliant investments,
accompanied by generous tax advantages, is gradually unveiling the potential
benefits of engaging in pension schemes. The modest level of Muslim investment in
pensions, may be on the cusp of expansion as awareness grows regarding the

availability and benefits of Shari'ah-compliant pension schemes.

248. The burgeoning appetite for Islamic investment funds, underscores a pivotal shift in
financial attitudes within the British Muslim community. This shift, driven by a blend
of economic pragmatism and religious adherence, is likely to have a profound impact

on the perceptions and decisions of Muslim employees regarding pension schemes.

249. The financial landscape is increasingly becoming more diverse, catering to different
beliefs, values, and lifestyles. A trend worth noting is the growing popularity of
Shari'ah-compliant pension schemes, particularly in the United Kingdom. Not only
does this highlight the rising demand for ethical financial products that align with
Islamic principles, but it also underscores the flexibility and responsiveness of the

financial industry to meet consumer demands.

[23]https://www.optionspensions.co.uk/sipp-platform-confirms-british-muslims’-appetite-islamic-investment
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250. Over the last decade or two, we've seen an impressive surge in the supply of
Shartah-compliant pension schemes in the UK, each catering to a different set of
needs but maintaining the core tenets of Islamic finance. Some notable examples
include Nest’s Sharfah Fund, The People’s Pension Shariah Fund, Islamic Pension

Trust, Sharrah SIPP Option and Oasis Crescent Funds, to name a few.

251. The existence and proliferation of these options signify more than just variety; they
represent the growing demand for such financial products. Muslims are actively
looking for pension schemes that align with their beliefs without compromising
financial growth. The more the demand rises, the more we can expect the financial
market to evolve and adapt by introducing even more Sharrah-compliant options.
This holds especially true as Islamic finance continues to mainstream into global

markets.

252. Now, extrapolating this information to the context of LGPS and its Muslim members,
the potential offering of a Sharfah-compliant alternative pension scheme could serve
as a significant incentive for Muslim employees to reconsider their participation in
the LGPS. The juxtaposition of LGPS against a Sharfah-compliant alternative
illuminates a choice that resonates deeply with the financial ethics and religious

beliefs of Muslim employees.

253. Should an alternative Sharrah-compliant pension scheme be introduced, it might
likely see a notable opt-out rate from the LGPS among Muslim employees who seek
to align their financial planning with their religious beliefs. The extent to which this
shift occurs would significantly depend on the level of awareness, education, and
assurance provided regarding the Sharfah compliance and financial robustness of the

alternative scheme.

254. The rising demand for Sharfah-compliant pensions may also have implications for
existing systems like the LGPS. As options for Shariah-compliant pensions increase,
there could be a greater tendency among Muslims to opt out of the LGPS in favour

of financial vehicles that align better with their ethical and religious values.
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255. This would mean that conventional pension schemes might need to innovate or

adapt to retain a diverse participant base, particularly among Muslim consumers.

256. The split between LGPS and the alternative scheme, should the latter be offered,
would encapsulate a complex interplay of individual financial circumstances, religious
beliefs, and the perceived benefits and security associated with each scheme. The
endeavour to strike a balance between religious adherence and financial security

would be at the heart of the decision-making process for Muslim employees.
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OUR OPINION

MICRO LEVEL

O/‘ 257. At a micro level, the pension benefits are acceptable to receive from a
SharTah perspective. This is based on the fact that members do not
own the underlying investment in the funds and are simply being paid
what they are owed by their employers as deferred salary. The
contractual relationship between the employer and employee is that of
an ljarah agreement, whereby the employee provides services in
exchange for wages, some of which are deferred. This deferred
element is invested by the scheme employers in the LGPS and
managed by the administering authority. The employee does not
directly own or invest the monies, rather the scheme employer
undertakes the investment via the agency of the administering
authority and it is the scheme employer that bears the risks. Hence, the
pension benefits can be accepted by retired Muslim members as they

do not have direct involvement with the investments.

FUND LEVEL
O 2 258. At Fund level, the LGPS is not Shariah compliant. There are several

non-Sharfah compliant assets in the funds. Based on the analysis
conducted on the dates recorded in this report, the Local Government
Pension Scheme invests significantly in non-Shariah compliant assets
such as conventional bonds, cash holdings earning interest, and other
instruments like commodity futures contracts. This makes the

investment funds non-compliant from a SharTah perspective.
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OUR OPINION

MACRO LEVEL

O 3 259. At a broader strategic level, the current approach of funding pension
obligations through investments that conflict with ethical values is

inconsistent with Shartah principles and the broader economic vision it
promotes. The investment strategy does not reflect Sharrah’s objective
of fostering overall economic welfare that benefits all community
members, regardless of their religious background. While Muslim
members may technically receive pension benefits in the short term
without breaching Sharfah compliance, the long-term investment
strategy of the contributions diverges from the values of the Muslim
community. This highlights a need for a more aligned investment
approach that respects the ethical guidelines of all community

members.
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OUR RECOMMENDATIONS

MUSLIMS MAY CONTINUE BEING MEMBERS

O/‘ 260. At present, Muslim members may continue being members of the

LGPS, and retired Muslim members may continue to receive pension

benefits.

HOLISTIC INVESTMENT STRATEGY
O 2 261. The LGPS is encouraged to embrace a holistic investment strategy that

considers different investment strategies that represent their members’
values and interests. There's an increasing global recognition of the
need for diversified investment portfolios that align with individual
values and principles. The current LGPS reflects a narrow investment
focus, especially given its significant investments in non-Shariah
compliant assets such as conventional bonds, cash holdings earning
interest, and instruments like commodity futures contracts. By
expanding to include specialised sub-funds like Sharrah-compliant,
ESG, SRI, Impact, and other alternative investment strategies, LGPS not
only enhances its inclusive appeal but also ensures it caters to the
unique values and beliefs of various members of the pension
community. Such a holistic approach ensures that the LGPS remains
relevant and responsive to a broader spectrum of stakeholders,
fostering trust and alignment with the diverse needs of its members.
This will, of course, increase assets under management and increase

membership.
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OUR RECOMMENDATIONS

SHARI'AH-COMPLIANT FUND

O: ; 262. The LGPS is encouraged to develop a Sharfah-compliant fund or

segregated asset allocation in the funds. A suggested portfolio
allocation can be 6.5% of the total fund, aligning up with the Muslim
population in the UK. This would address the reservation many Muslim
employees likely have regarding current pension fund investments.
This fund would invest exclusively in Sharrah-compliant instruments
like Sukuk (Islamic bonds), Halal equities, Islamic REITs, commodities
structured in a Sharfah-compliant manner, and cash holdings in non-
interest bearing Shar'ah-compliant bank accounts. The fund would
need to establish a Shartah board to provide oversight and regular
audit reviews. This would assure Muslim employees that their deferred
wages are being administered and invested in a manner compliant with

Islamic principles.
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ANNEX 1: SURVEY: MUSLIM PERCEPTIONS OF PENSIONS

263. Islamic Finance Guru conducted a survey in to ascertain how many Muslims held a
pension and the reasons preventing those without from putting one in place.
The survey was answered by 600 members of the Islamicfinanceguru subscriber list in
2021. This indicates that the respondents were likely to be the most digitally-savvy,
financially literate, engaged and interested people in the Muslim community. The
respondents were much more likely to be employed and in reality, the results of the
survey are likely to be even worse as many of the Muslim community are not digitally-

savvy and financially literate, and some are not in employment either.

Do you have a pension?

601 out of 601 answered

69.6% ;218 resp

30.4% 183 resp.

Yes
———
. No
2
I

264. The survey revealed that 30.4% of the respondents did not have a pension. At the
time, the Muslim population stood at around 3.4m in the UK, with 20% of that in work.
So 680,000 Muslims were working and 30% of this group did not have a pension.

265. The average UK pension pot after a lifetime of savings was £61,897, which works out
at around £12,000 per annum. Based on this data - 206,720 Muslims did not have a
pension and if they did, they would collectively hold £12.8 billion.

| stayed away because | wasn't sure if halal 48.6% | 59 resp

| checked - there were no halal options 29.5% / 54 resp.

| decided | don't need a pension 21.9% /40 resp
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266. 78.1% of the people without a pension said that this was explicitly because of Shariah-

compliance concerns, whilst the remaining 21.9% believed that they do not need one.

267. Of the 69.6% who did have a pension, 39.5% reported that their employer does not
have an Islamic pension option. So in total, ~40% of the Muslims with a pension did so

in a structure which went against their beliefs because there was no alternative.

268. |slamic Finance Guru’s survey reveals a significant requirement to address the Muslim
perception of pensions, given that 30.4% of respondents who are entitled to a
pension, do not have one in place. This can be attributed to either a lack in halal
options, or because they had insufficient knowledge to be able to determine whether

a pension is Sharfah-compliant.

269. The data underscores a need for increased education and awareness of this topic
among Muslims and employers. It also coheres with government-commissioned lpsos
Mori findings in a study they did in 2011 which holds that Muslims, if given the option,
would go for Sharrah-compliant funds. As such, there is an evident need for pension
providers to list an Islamic pension option to prevent individuals from being

segregated within a system which goes against their beliefs.
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ANNEX 2: TRANSLATIONS OF ARABIC TEXTS

Footnote 2, Page 26:

270. The Hanafi and Maliki schools of Islamic jurisprudence argue that wages are not
inherently guaranteed by the contract itself. Instead, wages are earned either through
explicit agreement for early payment or when the work stipulated in the contract is
completed. The Hanafi school goes a step further by emphasising that early payment

should be actively agreed upon.

271. Imam al-Kasani explains that wages can be earned through one of three ways:

1.Explicitly agreeing in the contract for early payment, as the Prophet Muhammad
has said, "Muslims are bound by their conditions."

2.Implicit agreement for early payment, drawing an analogy to buying and selling. In
a purchase, it's permissible to agree on a price before the item is delivered, and the
same principle applies here.

3.Completing the agreed-upon work. Once the work is done, both parties gain
ownership of what they have exchanged, thus fulfilling the purpose of the

contract.

272. According to the Maliki school, the default rule is to delay the payment. However,
there are four exceptions where immediate payment is mandatory:

1.1f it's explicitly stated in the contract.

2.1f it's customary practice, like in the case of renting houses or animals for travel to
the Hajj pilgrimage.

3.If a specific item is agreed upon as payment, such as a particular garment.

4.1f the benefits are guaranteed but the wage hasn't been specified. In such cases,
you can either make an immediate full payment or initiate a debt agreement.”

[Kuwaiti Jurisprudential Encyclopedia]
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Footnote 3, Page 26:

273. "The ShafiT and Hanbali schools of thought lean towards the view that once a contract
is established, the wage becomes obligatory at the very initiation of the contract. The
wage must be delivered upon the delivery of the work and the enabling of benefit,
even if actual benefit is not utilised. This is because the wage is mentioned as
compensation in the contract and becomes due upon the mere initiation of the
contract, like the price in a sales contract or the dowry in a marriage contract. Once
the benefit is realised, the wage becomes fixed.

If the contract is for labour, then ownership of the wage is established also by the
contract, and it becomes a debt on the employer immediately upon signing the
contract. However, it only becomes due for payment upon the completion of the
work, or its delivery, or the expiration of the period if the employee is specialised. The
due payment is contingent upon the completion of work because it is considered
compensation. This differs from the renting of physical items, where the delivery of
the wage follows the delivery of the benefit. When the employer receives the benefits,
or the period expires and there are no barriers to benefiting, the wage becomes fixed.
This is because what was agreed upon in the contract has been delivered, thus
stabilising the substitute payment, or because the benefits have been wasted at his
discretion.

When the rental contract is complete and is for a specified period, the employer owns
the benefits agreed upon for that period. Their occurrence falls under his ownership
because he has become the owner, capable of transacting with them, and they are

considered to exist." (Kuwaiti Encyclopedia of Jurisprudence)
Footnote 4, Page 27:

274. "Because the wage is a debt on the one who hires (the employer)." (al-Mabsut by al-
Sarakhsi, Vol 30, page 217)
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275.

276.

277.

278.

279.

Footnote 5, Page 27:

"When the wage becomes obligatory due to the passing of time and it is a debt, then
there is no harm in transferring it, gifting it, or converting it; because it is an obligatory
debt like other debts." (Tabyin al-Haqa'iq, Explanation of Kanz al-Daga'iq and the gloss
by al-Shilbi, Vol 5, page 108)

Footnote 6, Page 27:

"The lessor gains ownership of the wage through control and transactional authority."

(al-Muhtt al-Burhani, Vol 7, page 399)

Footnote 7, Page 27:

"The ruling concerning dealing with the wage before its collection, once it becomes
obligatory, is the same as the ruling for dealing with the price before its collection

when it is a debt." (Bada'i al-Sana'i, Vol 4, page 193)

Footnote 8, Page 31:

"Because the guarantee is related to the collection (of the wage)." (al-Jawharah al-

Nayyirah, Vol 1, page 237)

Footnote 9, Page 34:

"Indeed, the payment of money to a person is to hand it over to him. Allah said,
'Indeed, Allah commands you to render trusts to whom they are due,' [An-Nisa:58]
meaning, you should hand them over. And He said, in a statement about His Prophet
Moses, 'Return the servants of Allah to me,' [al-Dukhan:18] meaning, deliver them.
And handing something over means to make it secure and free, not shared by anyone.
This happens through relinquishment (Takhliyah). Therefore, relinquishment is

considered delivery in writing as well as in absolute exchanges.
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280. |t doesn't require possession as is not needed in writing and absolute exchanges even
though relinquishment includes possession; because it indicates the ability to dispose,
which is the explanation of possession, not making it unclaimed like in other places."
(Bada'i‘ al-Sana'i Vol 4, Page 59)

Footnote 10, Page 35:

281. (Article 450): It is required that the wage be known. (Majallah)
Thirdly, if the wage is not specified, i.e., a fixed debt in liability like measured items
that are required immediately or upon benefit realisation, the employer has no right to
sell it to another before taking possession, but he can sell it to the renter. And if the
money taken from the renter in exchange is specific, it is permitted according to the
first section of this article; but if it's not specific and is a debt, possession in the session
is necessary. If a separation occurs before possession, the sale is void. As narrated in

Hindiyya in the Fourth Chapter [Durar al-Hukkam].
Footnote 11, Page 49:

282. In regard to a Muslim who sells wine and takes its price, and he has a debt: "It is
detestable for the creditor to collect his debt from the funds of the wine [if he knows
that it is the price of the wine], and if the seller is a non-Muslim, then there is no harm.
Because it is not permissible for a Muslim to sell wine, if he takes its price, he takes it

wrongfully. Therefore, it is disliked for the creditor to take it from him."

283. As for the non-Muslim who sells wine, a Muslim may take their due payment from the
non-Muslim from the sale of wine. This is because it is narrated from the Prophet &
that he instructed in their covenant: "Leave usury and do not openly sell wine in
Muslim lands," which implies that they are not forbidden from selling it among

themselves.

284. And it is narrated from Umar that he said: "Even if they sell it and take a tenth from its
price," this implies that their contract on it is permissible. So if the contract is
permissible, the price is rightfully taken; thus, it is permissible for the Muslim to collect

it [Sharh Mukhtasar al-Karkht by al-Qudgiri].
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285. (In regard to a Muslim who sells wine and takes its price, and he has a debt: it is
detestable for the creditor to collect the debt from him from the price of the wine if he
knows that)... This is because the contract on wine is invalid for Muslims, and the
collected price must be returned to the seller, making it in the position of something
wrongfully taken. Therefore, it is not permissible for the creditor to take it if he knows
about it. (And if the seller is a non-Muslim, then there is no harm) because the wine is
valid property in his right, the sale is valid, and the price is his property and not
required to be returned to him. Therefore, settling a Muslim's debt with these dirhams

is the same as settling it with other dirhams he owns." [Sharh al-Jami' al-Saghir for al-

Sarakhsi]

286. "(It is permissible to take a debt from a non-Muslim from the price of wine) because
his sale is valid (unlike) a debt from (a Muslim) because it is invalid, except if a Non-
Muslim is delegated to sell it, then it is permissible according to Imam Abu Hanifah,

contrary to his two students."

287. "(His statement from the price of wine) means that the non-believer sells wine and
takes its price and settles the debt with it (his statement because the sale is valid) i.e.,
the non-believer's sale of wine, because it is valid property in his right so he owns the
price, unlike a Muslim because it is not valid property in his right so the price remains

the property of the buyer." [Hashiyah lbn ‘Abidin]
Footnote 12, page 50:

288. "There is no disagreement that they are also addressed by the directives related to
transactions because what is required here is of a worldly nature, and that is more
appropriate for them, as they have prioritised worldly benefit over the Hereafter.
Because they are obligated for that, the contract of obligation is intended to mean
adherence to the rules of Muslims in relation to transactions. Thus, the directive is
established for them in this regard just as it is for Muslims, due to the presence of the
obligation, except in what is known for having evidence that they are not obligated for

it." [Usal al-Sarakhsi]
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Footnote 13, page 50:

289. The prohibition of marriage without witnesses is disputed, and they do not commit to
our rulings in all the differences. For Abt Hanifah, may Allah have mercy on him, the
prohibition cannot be truly established by the Shar’ah because they are not
addressed by its rights, and there is no basis for obliging the 'iddah on the husband
because he does not believe in it, unlike if he was under a Muslim, because he would
believe in it. And if the marriage is valid, then the state of legal dispute and Islam is a
state of continuity, and testimony is not a condition in it, nor does the 'iddah
contradict it, like the married woman if she is consummated under doubt." [al-

Hidayah]
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Footnote 14, page 51:

290. '"The issue was whether, when non-Muslims are addressed by Islamic laws and
regulations, if they earn money in a manner contrary to Islamic law, it should be
considered Haram (forbidden). The essence of the answer is that although non-
Muslims are subject to branches of Islamic principles and transactions, the general
address of Sharr’ah is not sufficient for declaring something as Haram or void; an
obligation is also a condition. The non-Muslims have not accepted the rules of Islam.
Therefore, however they earn money, whether through lawful or unlawful means
according to their religious views, it will be considered their property. And it will be

permissible for a Muslim to take it as a salary."
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