
MALAYSIAN JOURNAL OF CONSUMER AND FAMILY ECONOMICS 

 
Green Sukuk: Malaysia Taking the Lead  

 

J.S. Keshmindera, Gurmit Kaur Bariam Singhb, Zainora AB. Wahid, 
Mohammad Syafiq Abdullahd 

 

aCorresponding Author. Faculty of Business and Management, 
University Teknologi MARA, Puncak Alam Campus 42300 Selangor, 

Malaysia. keshm967@salam.uitm.edu.my 
bFaculty of Business and Management, University Teknologi MARA, 

Puncak Alam Campus 42300 Selangor, Malaysia. 
gurmit601@salam.uitm.edu.my 

cFaculty of Business and Management, University Teknologi MARA, 
Puncak Alam Campus 42300 Selangor, Malaysia. 

zainora@salam.uitm.edu.my 
dFaculty of Business and Management, University Teknologi MARA, 

Puncak Alam Campus 42300 Selangor, Malaysia. 
mohdsyafiqabd@gmail.com 

 
Abstract 

Green Sukuk serves as an alternative form of finance which is equipped with both 
climate mitigation and Shariah compliance features compared to conventional finance. 
Acknowledging the superiority of green Sukuk to raise funds to mitigate climate 
change, the World Bank took the lead to promote it globally by making Malaysia the 
premier green Sukuk hub. This study seeks to assess the development of green Sukuk 
from the aspect of issuance and Shariah principle used in Malaysia since its inception 
in 2014. The study reveals that the development in the green Sukuk market is slow but 
is robust in moving from the energy industry to the building industry, while Shariah 
contracts used are based on the issuers' underlying assets. The study concludes that 
the green Sukuk market is still small and liquidity constraint makes it difficult for 
investors to gain access. For the government to increase green Sukuk issuance, 
information about the performance, challenges, risks, and opportunities in the realm of 
green Sukuk must be made available to both issuers and investors.    

 
Keywords: Green Sukuk, green energy, socially responsible investment, Sukuk 
structure  

 

Introduction 

Inevitably, climate change has profoundly influenced the economic way of 

thinking. This global phenomenon has transformed the landscape of resource allocation 

and distorted the function of the market mechanism. To stave off climate change, the 

world is pressured to embrace the principle of cradle to grave sustainability. The start is 

often by shifting to eco-friendly energy sources. The International Energy Agency (IEA) 

has reported that about USD44 trillion is needed to support the global energy supply (El 

Tahir et al., 2017). Thus, the biggest challenge faced by economies around the world is 

to have access to such a huge amount of capital and investment. Furthermore, with 
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pressure from environmental treaties like the Paris Agreement, the focus of the 

investments has to be on the clean energy development to limit the rise in world 

temperature by 2o from now till 2050 (Irvine, Grifferty, & Cowman, 2014). To counter 

this problem, the World Bank has promoted the use of green bonds since 2008. This 

financing mechanism has managed to raise USD6.4 billion to fund clean energy 

development projects worldwide.  

With the growing environmental awareness and increasing demand for clean 

energy, issues about the financing of clean energy sources have taken centre stage. 

Comparable to green bonds, green Sukuk is also being applauded as an effective 

financing instrument to finance green (Dey, Hussain, & Hauman, 2016). The 

certification of Climate Bond Standards has defined the eligible assets for green Sukuk 

to include ambitious energy efficiency and renewable transmission and infrastructure, 

electric vehicles and infrastructure, solar parks, biogas plants and wind energy 

(Obaidullah, 2017). Taking into consideration the growing Islamic financing needs in the 

Islamic and OECD countries, green Sukuk is deemed as the most suitable financing 

instrument (Kidney, 2015). This is because green Sukuk is seen as an excellent 

investment choice for Islamic investors who are looking for both Shariah and 

environmental protection features in their investments. 

Malaysia, being hailed as a vital Islamic-finance hub and committed to the United 

Nations’ (UN) Sustainable Development Goals together with their endearing 

commitment to solve climate change issues according to the Paris Climate Agreement, 

charted her green strategy under the 11th Malaysia Plan (2016 - 2020) (i.e., Chapter 6: 

Pursuing Green Growth for Sustainability and Resilience) (Economic Planning Unit 

Prime Minister’s Department, 2015). To pursue this strategy, the Securities 

Commission of Malaysia's (SC) Sustainable and Responsible Investment Sukuk 

Framework was launched in 2014 to assist in promoting the green Sukuk market and 

Malaysia has been championing the green Sukuk market ever since.  

This paper explores the development of the green Sukuk market in Malaysia. The 

study has two objectives. The first is to trace the development in the green Sukuk arena 

that has taken place in Malaysia primarily between 2014 and 2018. The second is to 

explain the different types of Shariah principles and structures that Sukuk issuers have 

deployed. 

According to Khan (2015), Malaysia first entered the Sukuk market through the 

issuance of Sukuk by Shell MDS (Malaysia) in 1990. The Sukuk market in Malaysia 



MALAYSIAN JOURNAL OF CONSUMER AND FAMILY ECONOMICS 

 

3 
 

grew rapidly with an average annual growth rate of 21% between 2001 and 2008. The 

prime issuers of Sukuk in Malaysia are the government, quasi-government and 

corporate sectors. In 2016, Malaysia was the main driver for the Sukuk market with an 

issuance of USD34.7 billion and a global market share of 46.4% (Malaysia International 

Islamic Financial Centre, 2017)., The Islamic finance market was confident that the 

green Sukuk was the best instrument to finance green projects in Malaysia based on 

the Sukuk performance track record. Since then the government of Malaysia has 

partnered with the World Bank to develop the green Sukuk market.   

On the Shariah principle front, generally, Sukuk is categorized based on its 

underlying Shariah contracts. Commonly used contracts are wakalah, mudarabah, 

musharakah, ijarah, istisna, salam, murabahah, and BBA. The Shariah principles that 

are designated depending on the characteristics of the Sukuk. For example a perpetual 

Sukuk or plain vanilla Sukuk. Hence, the type of Shariah contract that is selected by the 

issuer depends on several factors such as company assets and level of debt, the credit 

rating, the tax effect of a structure, the legal framework, and the economic objectives of 

the issuer (International Shari’ah Research Academy for Islamic Finance, 2016).  

This study is first of its kind to provide a holistic view of the development in the 

Malaysian Sukuk market and the underlying Shariah principles used by issuers. The 

findings of this study will be significant to potential green Sukuk issuers who will be able 

to evaluate and select the type of Shariah contracts that are available and suitable for 

their companies based on their underlying assets. Additionally, this study will fill the 

knowledge gap in the academia that is lacking especially in terms of the development in 

the green Sukuk market, the types of Shariah principles used and the institutions that 

are involved in progressing green Sukuk in Malaysia. Lastly, this study will also 

highlight the challenges facing the green Sukuk market in Malaysia and this will provide 

a future direction for research in the area of green Sukuk. 

Information and academic studies related to green Sukuk is relatively scarce. 

Therefore, three complementary information retrieval strategies were used to gather 

information about green Sukuk. Scopus search, issue-by-issue search and skimming 

the reference list were among the three information retrieval strategies deployed in this 

research. The remainder of the paper is organized as follows: Section 2 explains the 

research methodology, Section 3 presents the green Sukuk development encapsulating 

the green Sukuk issuance and Shariah principles used, while section 4 discusses the 

challenges faced by the green Sukuk market and the last section concludes the study. 
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Research Methodology  

A complementary strategy approach that encompasses a Scopus search, issue-

by-issue search and skimming the reference list was used to retrieve information about 

green Sukuk and green financing policies in Malaysia (see Figure 1) (Del Río, Peñasco, 

& Romero-Jordán, 2015). First, a Scopus search was executed to ascertain the latest 

articles related to green Sukuk in general and for the Malaysian scenario specifically. 

Next, an issue-by-issue search was conducted by thoroughly analyzing variously 

printed and online materials, such as information memo of each Sukuk issuance from 

the Securities Commission of Malaysia, articles published by the World Bank, 

newspaper articles and various other pertinent resources. Lastly, the reference list of 

the materials and articles identified in the earlier two stages was explored in-depth to 

detect emerging issues in the green Sukuk arena. 

 
 

 

 

 

 

 

 

 

 
Figure 1: Research Strategy 

 

1. Green Sukuk Development 

Malaysia first entered the Sukuk market through the issuance of Sukuk by Shell 

MDS (Malaysia) in 1990. However, more deliberate development of green Sukuk in 

Malaysia took place in August 2014 when the SC launched the Socially Responsible 

Investment (SRI) Sukuk Framework. The primary objective of the framework was to 

facilitate the financing of SRI initiatives. Among the highlights of the framework included 

the utilization of proceeds, eligible projects, disclosure of requirements, the appointment 

of independent parties and reporting requirements. The framework was intended to 

synchronize initiatives under the 2nd Malaysia Capital Market Master Plan, which largely 

focused on promoting socially responsible financing and investments. According to the 

SC (2014), the SRI Sukuk framework is a platform to boost Malaysia's value proposition 
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as Islamic finance and sustainable investment hub, besides facilitating the creation of a 

favourable environment for SRI stakeholders. Figure 2 provides a snapshot of the 

development is the Sukuk market between 2014 and 2018. 
 

 

Figure 2: Green Sukuk Development 

Source: Author’s Own 
 

In 2016, green Sukuk was given a serious treatment with the setting up of the 

Technical Working Group championed by the World Bank Global Knowledge and 

Research Hub, Bank Negara Malaysia and SC. The Technical Working Group aimed to 

explore options to encourage investments in green or sustainable projects by 

developing the green Islamic finance market. Knowledge about green Sukuk has vastly 

expanded in Malaysia since the inception of the Technical Working Group through 

talks, conferences, and sharing of experiences. These efforts by the Technical Working 

Group contributed to the launch of the first green Sukuk in 2017 (Hadad-Zervos, 2017). 

In that year, the government of Malaysia also announced a five-year tax deduction on 

the issuance costs of SRI Sukuk to further encourage the development of the Sukuk 

market. Figure 3 exhibits a promotional infographic used by the World Bank to educate 

the public on green Sukuk. 
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Figure 3: World Bank Green Sukuk Awareness Campaign 

Source: The World Bank (2017) 
 

Tadau Energy Sdn Bhd, a solar energy company and a unit of Kagayaki Energy 

Sdn Bhd and Edra Solar Sdn Bhd, issued the first green Sukuk on 27th July 2017 

(Securities Commission Malaysia, n.d.). The parent company, Kagayaki Energy Sdn 

Bhd was also the main sponsor of the project. The green Sukuk called ‘Green SRI 

Sukuk Tadau' was worth RM250 million in nominal value. Affin Hwang Investment Bank 

Berhad was the sole principal adviser, lead arranger, and manager of the Sukuk. The 

Shariah principle used by the Sukuk was Istisna' (purchase order), Ijarah (leasing) and 

Ijarah Mawsufah fi Zimmah (forward lease). RAM Rating Services Bhd awarded the 

green Sukuk an AA3 rating with a stable outlook. The facility tenure was between 2 and 

16 years and the proceeds were used for Shariah-compliant purposes about payment 

of project costs based on the finance-to-equity ratio of 80:20. 

The project undertaken by Tadau Energy involved financing, designing, 

engineering, procuring, constructing, installing, testing, commissioning, ownership, 

operating and maintaining the 50MWac Solar PV Plants located in Kudat, Sabah.  The 

project was divided into two units. Unit 1 was located in Site Yong East covering 17.72 

acres with the capacity of 2MWac. Unit 2, on the other hand, consisted of three other 

power plants. The first plant was located at the same area of Unit 1 but with a capacity 

of 1.5MWac; the second plant with a capacity of 12.6MWac was located in Site Bak 

Bak covering 35 acres, and the last plant with a capacity of 33.9MWac in Site Yong 

West covered 117.16 acres.  The lands were leased for 23/24 years.  The project was 

secured with two 21-year power purchase agreements (PPAs) with Sabah Electricity 

Sdn Bhd (SESB) in December 2016 (Tadau Energy Sdn Bhd, 2017). Table 1 exhibits 
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the key milestones and construction schedule of the solar PV plants. The SRI Sukuk 

Tadau structure during inception and during construction of assets by using principal of 

Istisna' and Ijarah Mawsuffah fi Zimmah is presented in Figure 4 and explained via 

Table 2, while the SRI Sukuk Tadau structure during post-completion of the asset and 

at maturity of Sukuk by using principle of Ijarah is presented in Figure 5 and explained 

via Table 3. 

 

Table 1: The Key Milestones and Construction Schedule of Solar PV Plants 

Source: Information Memorandum Tadau Energy Sdn Bhd (2017) 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: The SRI Sukuk Tadau Structure during Inception and during the 
Construction of Assets by using the Principal of Istisna' and Ijarah Mawsuffah 

 Fi Zimmah 
Source: Information Memorandum Tadau Energy Sdn Bhd (2017) 

Milestone/Schedule Unit 1 Unit 2 

The effective date of the Power Purchase 

Agreement 
14/03/2017 14/03/2017 

Commencement of construction 28/04/2017 30/06/2017 

Guaranteed completion date 28/05/2017 06/11/2017 

Initial operation date 19/06/2017 15/02/2018 

Scheduled Commercial Operation Date (COD) 30/06/2017 31/03/2018 
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Table 2: The SRI Sukuk Tadau Structure during Inception and during the 
Construction of Assets by using the Principal of Istisna' and Ijarah Mawsuffah Fi 

Zimmah 

The flow of the Contract  

1. The Sukuk Trustee enters into a Trust Deed agreement with Sukukholders that Sukuk Trustee 

shall act for and on behalf of the Sukuk holders.    

 The Trust Assets include the right, interest, and benefit in, to and under the Istisna' 
Agreement, the completed Assets, the Ijarah Agreement, Service Agency Agreement 
and the Purchase Undertaking.  

2. The Sukuk Trustee enters into an Istisna’ Agreement with Tadau Energy Sdn Bhd (as the 

Contactor).   

 The Contactor in this contract will build, construct and deliver the Assets for the 
respective Istisna' Price, that was determined before the first issuance of SRI Sukuk 
Tadau and paid in instalments as agreed in the contract.     

 However, the Contactor can appoint sub-contractors to construct and deliver the 
assets.   

 The Contractor should notify the Sukuk Trustee upon the completion and delivery of the 
relevant Asset and the Istisna' Agreement will be completed following the terms.  

3. The Sukuk Trustee enters into another contract, an Ijarah Agreement with Tadau Energy Sdn 

Bhd (as Lessee) where the Lessee agreed to take on the lease of relevant Asset (under the 

principle of Ijarah Mawsufah fi Zimmah.   

 The Lessee will pay a pre-determined advance rental amount, that is equivalent to the 
Periodic Distribution Amount that later will be channelled to Sukukholders.   

4. Tadau Energy Sdn Bhd issues SRI Sukuk Tadau that represents the Sukukholders' interest, 

rights, and entitlements under and to the Trust Assets.    

 The proceeds should be utilized for the Istisna’ Price under the Istisna’ Agreement. 

5. Tadau Energy Sdn Bhd is appointed as the Servicing Agent throughout the lease period.   

 The Servicing Agent shall manage all maintenance works and pay ownership 
expenses. Besides that, the Servicing Agent is responsible to procure takaful/insurance 
that provides sufficient proceeds to cover the Total Loss Event. 

Source: Information Memorandum Tadau Energy Sdn Bhd (2017) 
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Figure 5: The SRI Sukuk Tadau Structure during Post-completion of the Asset 
and at Maturity of Sukuk by using the Principle of Ijarah 

Source: Information Memorandum Tadau Energy Sdn Bhd (2017) 
 

 
Table 3: The SRI Sukuk Tadau Structure during post-completion of the Asset and 

at Maturity of Sukuk by using the Principle of Ijarah 

The flow of the Contract 

1. Upon completion of construction and delivery of the relevant Asset, Tadau Energy Sdn Bhd as 

Contractor should notify the Sukuk Trustee according to the Istisna' Agreement.  
2. Tadau Energy Sdn Bhd as Lessee pays the periodic lease rentals to Sukuk Trustee that later will 

be channelled as Periodic Distribution Amount to Sukukholders.    
  The final lease rental shall be the aggregate of last periodic distribution amount, the 

nominal value of SRI Sukuk Tadau and the ownership expenses.    

 To avoid any doubt, the final lease rental is not payable if the nominal value and accrued 
but unpaid Periodic Distribution Amount is paid in Exercise Price.  

 On the maturity date, the Sukukholders shall transfer their ownership in the relevant 
Asset by conditional hibah to the Lessee accordance to the Ijarah Agreement. 

3. Upon the declaration of any Dissolution Event at the relevant Exercise price via a sale 

agreement, Tadau Energy Sdn Bhd as the Purchaser enters into a Purchase Undertaking, 

whereby the Purchaser purchases the proportionate undivided ownership of the relevant Asset 
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from the Sukuk Trustee (acting on behalf of Sukukholders). 

Source: Information Memorandum Tadau Energy Sdn Bhd (2017) 
 

After Tadau successfully issued the first Sukuk, Quantum Solar Park 

(Semenanjung) Sdn Bhd issued the second Sukuk on 6th October 2017 (Securities 

Commission Malaysia, n.d.). This was the largest Sukuk issued in the world, worth RM1 

billion. Quantum Solar Park (Semenanjung) Sdn Bhd is fully owned by Quantum Solar 

Park Malaysia Sdn Bhd (QSPM), while Cam-Lite, ItraMas Tech, and Maltech jointly own 

QSPM. Scatec Solar Malaysia B.V, which is owned by Scatec Solar Netherlands B.V as 

the equity provider for the project which will gain 49% of shares of QSP after 5 years to 

the project's commercial operation date.   

The underlying Shariah contract for the QSPM Green SRI Sukuk was according to 

the Murabahah (cost-plus sale) and Tawarruq (tripartite sale) principle. CIMB 

Investment Bank Berhad was appointed as the principal adviser, lead arranger, and 

lead manager; and Maybank Investment Bank Berhad joined as the other lead arranger 

and lead manager. The Malaysian Rating Corporation Berhad rated the Sukuk 

comprising of an 18-year tenure with AA-IS. The solar power project was the largest in 

Southeast Asia, covering approximately 600 acres of land, with an aggregate capacity 

of 150MWac. Annually, the solar power plant was expected to generate and supply 

282,000 MWh of electricity (Islamic Finance News, n.d.). The project’s scheduled 

commercial operation date was on 31st December 2017. 

The project was undertaken by Quantum Solar Park (Semenanjung) Sdn Bhd 

involved financing, designing, engineering, procuring, constructing, installing, testing, 

commissioning, ownership, operating and maintaining the three solar power plants, 

sites, Meteorological Measuring Facilities, SPP Interconnection Facility, SPP works, 

SPP Interconnector and associated facilities. Three companies were assigned power 

plant projects. First, Quantum Solar Park (Kedah) Sdn Bhd was to handle the 50MWac 

solar power plant in Mukim Ayer Puteh, Daerah Pendang, Kedah covering 

approximately 183 acres. Second, Quantum Solar Park (Melaka) Sdn Bhd was to 

handle the 50MWac solar power plant in Mukim Ayer Panas, Daerah Jasin, Melaka 

covering approximately 207 acres. Lastly, Quantum Solar Park (Terengganu) Sdn Bhd 

was to handle the 50MWac solar power plant in Paya Tok Using, Mukim Merchang, 
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Daerah Merang, Terengganu covering approximately 200 acres (Quantum Solar Park 

(Semenanjung) Sdn Bhd, 2017). The QSPM Green SRI Sukuk structure that utilizes the 

principle of Murabahah and Tawarruq is explained through Figure 6 and Table 4. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 6: The QSPM Green SRI Sukuk Structure 
Source: Information Memorandum Quantum Solar Park (Semenanjung) Sdn Bhd (2017) 

 

Table 4: The QSPM Green SRI Sukuk structure 
The flow of the Contract 

1. i. Sukuk Trustee (on behalf of Sukukholders) enters into an agency agreement with 
Quantum Solar Park (Semenanjung) Sdn Bhd (appointed as Agent).  

ii. The Agent then enters into a ‘Sub-Agency Agreement’ to appoint Sukuk Trustee as Sub-
Agent. 

iii. Sukuk Trustee (on behalf of Sukukholders) enters into an agency agreement with 
Quantum Solar Park (Semenanjung) Sdn Bhd (appointed as Agent).   

iv. The Agent then enters into a ‘Sub-Agency Agreement’ to appoint Sukuk Trustee as Sub-
Agent.    

v. Besides that, Quantum Solar Park (Semenanjung) Sdn Bhd (as Buyer) enters into a 
‘Sale Agency Agreement’ with Sukuk Trustee and appoints Sukuk Trustee as Sale 
Agent. 
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2. The Buyer issues a purchase order to the Agent and Sub-Agent with an irrevocable undertaking 

to buy the commodities from the Sukukholders via the Sub-Agent at a deferred sale price. 
3. The Sub-agent purchases the commodities on a spot basis from Commodity Suppliers in Bursa 

Suq Al-Sila’ or other independent commodity platform determined by Shariah Adviser. The 

purchase price is equivalent to the Green SRI Sukuk proceeds (commodity purchase price). 
4. Quantum Solar Park (Semenanjung) Sdn Bhd (as Issuer) issues the Green SRI Sukuk to the 

Sukukholders and the proceeds are used to pay the commodity purchase price.   
5. i. The Green SRI Sukuk is the evidence for the ownership of the commodities and the 

entitlement in receiving deferred sale price after selling the commodities to the Buyer. 

ii. After receiving the commodities, the Sub-Agent sells the commodities to the Buyer for a 

deferred payment basis at the price of the commodity purchase price plus the 

discounted amount and the profit margin of the Green SRI Sukuk. 

6. The Sale Agent (acts on behalf of the Buyer) immediately sells the commodities to the 

Commodity Buyer on a spot basis for cash that is equivalent to the commodity purchase price. 
7. The Buyer pays the periodic profit payments to the Sukukholders until the maturity date of the 

Green SRI Sukuk. Upon the maturity date, the Issuer shall pay the redemption amount. 
8. Each of the project companies is provided with an unconditional and irrevocable guarantee 

under the principle of Kafalah to the Security Agent (acts on behalf of Sukukholders) to 

guarantee the payment of nominal value and periodic profit payments of the Green SRI Sukuk. 

Source: Information Memorandum Quantum Solar Park (Semenanjung) Sdn Bhd 

(2017) 
 

Another milestone in the development of the green Sukuk market was achieved in 

November 2017 with the launch of ASEAN Green Bond Standards (ASEAN GBS). The 

ASEAN Green Bond Standards launched by the ASEN Capital Market Forum (ACMF) 

consisted of strategic guidelines to issue green bonds and Sukuk. The ASEAN GBS 

was formulated based on the International Capital Market Association's (ICMA) Green 

Bond Principle (GBP). The AGEAN GBS is specific to the ASEAN region, unlike the 

GBP which is structured for the global bond market. The primary aim of the ACMF is to 

improve the transparency, consistency, and uniformity of the green bonds and Sukuk to 

develop the ASEAN GBS. ASEAN GBS explains four main aspects, namely (1) ways to 

allocate the Sukuk proceeds into eligible green projects, (2) project evaluation and 

selection process, (3) management of the Sukuk proceeds for the entire project, and (4) 

periodic project reporting procedures (ASEAN Capital Markets Forum, 2017). The 

essential requirements set under the ASEAN GBS are summarized in Table 5. 
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Table 5: ASEAN Green Bond Standards 
ASEAN Green Bond Standards 

1. Eligible issuers are the ones that have a geographical or economic connection to the region.  
2. Fossil fuel generation projects are ineligible. 
3. Investors can access information continuously by requiring issuers to disclose information and 

such information should be published on the website. 
4. Issuers are required to do frequent periodic reporting. 
5. External reviewers for consultant review, verification, certification or rating are voluntary. 

Source: ASEAN Green Bond Standards, ASEAN Capital Markets Forum (2017) 
 

Permodalan Nasional Bhd, via its Special Purpose Vehicle, PNB Merdeka 

Ventures Sdn Bhd issued its green Sukuk which complied with the Asean Green Bond 

Standards (The Edge Markets, 2017). The project undertaken by PNB Merdeka 

Ventures Sdn Bhd was the construction of the Merdeka PNB118 Tower that would be 

located at Warisan Merdeka Precinct on Jalan Stadium. Being the only one of its kind, 

the Merdeka PNB118 building is the first to comply with the triple green building 

platinum accreditations. The accreditations are from the aspects of (1) green building 

index, (2) green real estate and (3) leadership in energy and environmental design. 

Additionally, with an approximate height of 630 meters, the tower will be the tallest 

building in South East Asia and the fifth tallest building in the world. The known 

Merdeka Asean Green SRI Sukuk worth up to RM2 billion was issued on 29 th 

December 2017 (Securities Commission Malaysia, n.d.). The 15-year tenure secured 

green Sukuk was based on the Murabahah and Tawarruq principle (Soo & Burhan, 

2017). The unrated Sukuk will be managed by the MIDF Amanah Investment Bank Bhd 

as the principal adviser and lead arranger (The Star Online, 2017a). The proceeds from 

the Sukuk will be channelled to fund an 83-story office space in the Merdeka PNB118 

Tower. The Merdeka Asean Green SRI Sukuk will see a shift in the types of green 

projects financed through the green Sukuk as compared to earlier issuers, moving from 

solar projects to green buildings. Figure 7 and Table 6 illustrates and explains the PNB 

Sukuk structure.     
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Figure 7: The Merdeka Asean Green SRI Sukuk Structure 

Source: Transaction Structure and Explanatory Notes for Merdeka ASEAN Green SRI 
Sukuk Program, PNB Merdeka Ventures Sdn Bhd (2017) 

 

 

Table 6: The Merdeka Asean Green SRI Sukuk Structure 
The flow of the Contract 

1. Amanah Raya Trustees Berhad (acting on behalf of Sukukholders) agrees and appoints MIDF 

Amanah Investment Bank Berhad as Wakeel (agent) of the Sukukholders for trading Shariah-

compliant commodities (excluding ribawi items in the medium of exchange category). 
2. PNB Merdeka Ventures Sdn Bhd (acting as the Purchaser) issues a Purchase Order 

requesting the Wakeel to purchase the commodities and then irrevocably purchase them from 

the Wakeel at a deferred sale price, equivalent to the cost price plus profit margin (based on 

the principle of Wa'd Muizim). 
3. Sukuk holders pay the purchase price through the Sukuk Trustee and channel the fund to the 

Wakeel. 
4. Upon receiving the fund, the Wakeel purchases the commodities on a spot basis from Bursa 

Suq As-Sila’ through the Commodity Trading Participant. 
5. Upon completion of the purchasing commodities process, the Wakeel sells the commodities to 

the Purchaser via deferred sale price. 
6. PNB Merdeka Ventures Sdn Bhd (as Issuer) issues the Merdeka ASEAN Green SRI Sukuk 

that will be subscribed by Sukukholders to represent the entitlement to receive a deferred sale 
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price. 

7. The Issuer via Commodity Trading Participant sells the commodities to Bursa Malaysia Islamic 

Services Sdn Bhd on a spot basis equivalent to the purchase price. 
8. Permodalan Nasional Berhad provides unconditional and irrevocable completion guarantee for 

the Sukuk program. 
9. The Issuer makes periodic payments based on the agreed fixed profit rate. On the maturity or 

in the event of default or upon early redemption of the Sukuk (whichever is earlier), all amount 

outstanding on the deferred sale price will be paid by Issuer as the final settlement of the 

Sukuk program. 

Source: Transaction Structure and Explanatory Notes for Merdeka ASEAN Green SRI 
Sukuk Program, PNB Merdeka Ventures Sdn Bhd (2017) 

In 2018, Malaysia witnessed another greater momentum in the Sukuk market as 

several other companies launched their Sukuk in that year. Sinar Kamiri Sdn Bhd, a 

subsidiary of Mudajaya Group Bhd issued a green Sukuk on 30 th January 2018 (PNB 

Merdeka Ventures Sdn Bhd, 2017). Sinar Kamiri is developing a huge photovoltaic 

energy generating facility (Ying, 2017). The 49MWac solar energy facility is located in 

Sungai Siput, Kuala Kangsar, Perak (The Sun Daily, 2017), and the expected 

commercial operation date is on 31st August 2018. The RM245 million worth green 

Sukuk adopts the Wakalah principle (The Star Online, 2017b). Am Investment Bank 

Bhd is the principal adviser and partners with United Overseas Bank (M) Bhd as joint 

lead arrangers and joint lead managers. With a tenure of 18 years, the Malaysian 

Rating Corporation Berhad has rated the green Sukuk as AA-IS. Figure 8 and Table 7 

illustrates and explains the Sinar Kamiri Sukuk structure. 
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Figure 8: Green SRI Sukuk Wakalah Structure 

Source:  Flow Chart of the Description of the Transaction Structure: Green SRI Sukuk 
Wakalah Transaction Structure, Sinar Kamiri Sdn Bhd (2018) 

 

Table 7: Green SRI Sukuk Wakalah Structure 
The flow of the contract 

1. MTrustee Berhad (Sukuk Trustee) appoints Sinar Kamiri Sdn Bhd as the Investment Wakeel 

accordance to the Wakalah Agreement to perform services including investing the Sukuk 

proceeds in Wakalah Investment on behalf of the Sukuk holders. 
2. Sinar Kamiri Sdn Bhd (as Issuer) issues the Green SRI Sukuk Wakalah and the Sukukholders 

subscribe by paying the Sukuk proceeds. The Green SRI Sukuk Wakalah represents an 

undivided and proportionate beneficial interest in the Trust Assets (comprising of Sukuk 

proceeds, Wakalah Investments, and the rights, title, interest, entitlement and benefit in, to 

and under the Transaction Documents). 
3. The Sukuk proceeds paid through Sukuk Trustees is channelled to the Investment Wakeel. 

The Investment Wakeel declares a trust over proceeds and returns acquired by the proceeds.  
4.  The Investment Wakeel invests the proceeds into the relevant investment portfolio. 

The portfolio comprises of the design, construction, ownership, operation, and 
maintenance of solar photovoltaic energy generating facility of 49MWac in Sungai 
Siput, Perak and Commodity Murabahah Investment.  

 The generated returns from the Wakalah Investment are channelled to the Investment 
Wakeel to be distributed to Sukukholders. 

5. In respect to Green SRI Sukuk Wakalah with Periodic Distributions, returns up to expected 
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periodic distribution amounts are distributed periodically to the Sukuk holders. 
In respect to Green SRI Sukuk Wakalah without Periodic Distributions, returns up to expected 

periodic distribution amounts are distributed upon the maturity date of Green SRI Sukuk 

Wakalah. 
Any excess returns exceeding the expected distribution amount on each periodic distribution 

date, scheduled dissolution date or dissolution declaration date will be retained by the 

Investment Wakeel as an incentive fee for its services. To avoid doubt, the Investment Wakeel 

is not entitled to incentive fee until all amounts due and payable under the Green SRI Sukuk 

Wakalah have been fully settled. 
6. Sinar Kamiri Sdn Bhd (as Obligor) shall purchase the Sukukholders’ undivided and 

proportionate beneficial interests in the solar photovoltaic energy generating facility at the 

exercise price by entering into a sale agreement with Sukuk Trustee. 

Source: Flow Chart of the Description of the Transaction Structure: Green SRI Sukuk 
Wakalah Transaction Structure, Sinar Kamiri Sdn Bhd (2018) 

 

Besides Sinar Kamiri, Universiti Teknologi Mara (UiTM) through its special 

purpose vehicle (SPV), UiTM Solar Power Sdn Bhd, issued a green SRI Sukuk on 27th 

April 2018 to fund its solar project in Kuantan. UiTM is the first university in the world to 

issue a green Sukuk (Bernama, 2018). UiTM Solar Power Sdn Bhd was set up through 

the consortium of UiTM Energy & Facilities Sdn Bhd (98%), BJ Power Co Ltd (1%) and 

Perwira Al-Syura Consulting Engineers Sdn Bhd (1%). The project undertaken is a 

50MWac solar power plant in Gambang, Kuantan. UiTM owns the project land with a 

total area of 290.34 acres. Northwest Electric Power Design Institute Co. Ltd is the 

supplier for the project. The project is currently under the 21 years power purchase 

agreement with Tenaga Nasional Berhad. The expected commercial operation date of 

the project is on 1st November 2018.   

The project worth RM290 million is funded through the equity-to-financing ratio of 

80:20. The green SRI Sukuk of RM240 million is based on the Murabahah principle via 

Tawarruq arrangement with an 18-year tenure. Malaysian Rating Corporation Berhad 

awarded the Sukuk with an AA-IS rating, while the RAM Rating Services Bhd awarded 

the Sukuk with an ‘AA3' rating. Affin Hwang Capital is the principal adviser, lead 

arranger and lead manager for the green Sukuk (UiTM Solar Power Sdn Bhd, 2018). 

Figure 9 and Table 8 illustrates and explains the UiTM Solar Sukuk structure.    
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Figure 9: UiTM Green SRI Sukuk Structure 

Source: Information Memorandum UiTM Solar Power Sdn Bhd (2018) 
 

Table 8: UiTM Green SRI Sukuk Structure 
The flow of the Contract 

1. Malaysian Trustees Bhd (as the Sukuk Trustee) enters into an agency agreement with UiTM 

Solar Power Sdn Bhd and appoints the latter to be the agent of the Sukuk holders. 
UiTM Solar Power Sdn Bhd (Agent) then enters into a sub-agency agreement with Affin Hwang 

Investment Bank and appoints the latter to be the sub-agent (Sub-Agent). 
UiTM Solar Power acting as the buyer (Buyer) then enters into a sale agency agreement with 

Affin Hwang Investment Bank and appoints the latter as the sale agent (Sale Agent). 
2. The Buyer issues a purchase order, where the Buyer requests the Agent and Sub-Agent to 

purchase commodities. The Buyer will then irrevocably undertake to purchase of the 

commodities from the Sub-Agent (acting on behalf of Sukukholders) with the purchase price 

equivalent to Sukuk proceeds plus the profit margin, paid on a deferred payment basis. 
3. The Sub-Agent purchases the commodities from the commodity vendor(s) in the Bursa Suq Al-

SIla’ on a spot basis at the commodity purchase price (Green SRI Sukuk proceeds). 
4. The Issuer issues a Green SRI Sukuk to the Sukuk holders. The proceeds are used to pay the 

commodity purchase price. The Sukuk is the evidence of commodities' ownership and when 

the commodities are sold to the Buyer, the Sukuk holders are entitled to receive deferred 

payment (explain in 2) 
5. The Sub-Agent sells the commodities to the Buyer upon acquiring them at the deferred sale 

price. 
6. The Buyer via the Sale Agent sells the commodities to a commodity buyer at Bursa Suq Al-Sila’ 

on a spot basis for cash (equivalent to commodity purchase price). 
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7. The Buyer makes periodic payments to the Sukukholders equivalent to the deferred sale price 

according to the tenure of the Green SRI Sukuk. The Buyer will pay the outstanding deferred 

sale price upon the maturity dates of the Sukuk. 
8. UiTM Holdings provides the completion guarantee where the Guarantor agrees to cover, inter 

alia, the periodic payment shortfall under the Green SRI Sukuk up to the project completion 

date. 

Source: Information Memorandum UiTM Solar Power Sdn Bhd (2018) 
 

Challenges Facing the Green Sukuk Market 

Even though the green Sukuk market has grown since its initiation in 2009, it is 

still at its infancy stage. The awareness of investors toward the green Sukuk is still 

extremely low. Investors cannot vigorously assess the performance of the green Sukuk 

market in Malaysia as it is still new and information is still relatively scarce. Besides 

that, information regarding the challenges, risks, and opportunities facing the green 

Sukuk market is not readily available to the general public. Therefore, it is difficult to 

assure investors that the proceeds from the Sukuk will be channelled into projects with 

economic value while meeting accepted and credible green standards (Malaysia 

International Islamic Financial Centre, 2016). Without proper knowledge, investors are 

not confident to invest in green Sukuk. The education and marketing of the Sukuk 

structure are seen as vital to increase the demand and liquidity of the green Sukuk 

market (Irvine et al., 2014).  

Additionally, the small market share of the green Sukuk as compared to the green 

bonds reduces its popularity. The green bonds with a net worth of USD65.9 billion are 

considered a big business in the global market (Bahari, Ahmad, Shahar, & Othman, 

2016); therefore, a credible investment option for investors. The secondary market for 

green Sukuk is small because there is a shortage of investors holding Sukuk funds 

(Malaysia International Islamic Financial Centre, 2016). On the other hand, the issue of 

liquidity constraints in green bonds due to buy-and-hold nature of investors could 

potentially happen to the green Sukuk market as well (Irvine et al., 2014). A small 

market and liquidity constraint indicate that it is difficult for investors to gain access to 

green Sukuk. 
 

Conclusion 

Increasing the demand for green projects simultaneously promoted the demand 

for green financing. The green bond was the first instrument introduced by the World 
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Bank to fulfil the needs of green financing. However, with the increase in demand for 

green financing and to tap into the capital markets, the World Bank ventured into a new 

climate finance instrument, the green Sukuk because it could offer an affordable source 

of long term financing. Banking on Malaysia's excellent track record as the leading 

Islamic financial hub, the World Bank partnered with the government of Malaysia to 

develop the green Sukuk market.  Since then, Malaysia has witnessed several 

prominent developments which have strengthened the Sukuk Market. Among the 

developments were the setting up of SRI Sukuk Framework, the launch of ASEAN 

Green Bond Standards, five years tax deduction on the issuance cost of the SRI Sukuk 

and the establishment of the Technical Working Group to increase green Sukuk 

awareness through talks, conference and knowledge sharing. 

Besides strengthening the green Sukuk platform, Malaysia has also witnessed the 

issuance of green Sukuk between 2017 and 2018, were among the green Sukuk some 

were largest in the world. The Green SRI Sukuk Tadau, worth RM250 million for a solar 

project, was the first green Sukuk. Quantum Solar Park Sdn Bhd issued the largest 

green Sukuk in the world for the year 2017, worth RM1 billion, for another solar project. 

Green projects financed using green Sukuk saw a shift from energy projects to green 

buildings with the entry of the Merdeka Asean Green SRI Sukuk by Permodalan 

Nasional Bhd, worth RM2 billion. Another historic moment for Malaysia was when 

UiTM, the first university in the world issued its green Sukuk, worth RM240 million for a 

solar project. 

The green Sukuk issuance had used various Shariah principles including the 

wakalah, mudarabah, musharakah, ijarah, istisna, and murabahah. The type of Shariah 

contract and structure adopted by the issuers were various depending on the setting up 

of their green Sukuk mechanisms while the factors that influenced the setting up of the 

green Sukuk mechanism were company assets and level of debt, the credit rating, the 

tax effect of a structure, the legal framework and the economic objectives of the issuer. 

Nevertheless, the aim of Malaysia to be the premier green Sukuk hub comes with 

significant challenges. The green Sukuk market is still raw and new. Therefore, 

information about the performance, challenges, risks, and opportunities in the realm of 

green Sukuk is still relatively scarce. This limited information becomes a barrier to 

convince investors that the Sukuk proceeds will be channelled to projects of economic 

value while meeting green standards and Shariah compliance. Additionally, the Sukuk 

market is relatively small and still inferior to the conventional green bond market that is 
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well established. The bond market, furthermore, suffers from the investor's buying and 

holding nature, affecting its liquidity. Thus, small market and liquidity constraint make it 

difficult for investors to gain access to green Sukuk. Although the efforts by the 

government of Malaysia and World Bank are applauded for the development in the 

Sukuk market, a lot more effort is required to strengthen it. 
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