
G LO S S A RY

Professional Certificate in Islamic Financial Planning Quantitative Finance

Quantitative Analysis for Islamic Finance

Amanah – A principle of trust and honesty in financial dealings; related terms: Wakala, Mudaraba. In Islamic
finance, an Amanah arrangement obliges the custodian to safeguard assets on behalf of the principal.
Example: A trustee bank holds deposits in an Amanah account, ensuring compliance with Shariah.
Challenges include monitoring fiduciary behavior and aligning profit‑sharing with risk exposure.

Arbitrage – The practice of exploiting price differentities between markets; related terms: Shariah‑compliant
arbitrage, Islamic arbitrage. Quantitative models identify mispricings in sukuk versus conventional bonds.
Practical application: A trader buys undervalued sukuk and sells overvalued comparable assets. Challenges
arise from limited liquidity in Islamic markets and prohibitions on speculative transactions.

Barakah Index – A composite measure of ethical and economic performance of Islamic assets; related terms:
Socially responsible investing, Halal index. Calculated using weighted averages of compliance scores and
financial ratios. Example: An asset manager uses the Barakah Index to benchmark a Shariah‑compliant
portfolio. Challenges include data availability and differing interpretations of “ethical” criteria.

Basel III – International banking regulations emphasizing capital adequacy; related terms: Capital adequacy
ratio, Liquidity coverage ratio. Islamic banks adapt Basel III metrics while respecting profit‑and‑loss sharing
structures. Practical use: Stress‑testing an Islamic bank’s equity under Basel III scenarios. Challenges include
reconciling risk‑weighted assets with non‑interest‑bearing financing.

Black‑Scholes Model – A mathematical framework for pricing options; related terms: European option,
Implied volatility. Direct application is prohibited in Islamic finance because conventional options involve
speculation (gharar). Scholars develop modified models using profit‑rate swaps or wakala contracts.
Example: A sukuk with embedded call feature is priced using a Shariah‑compliant adaptation. Challenges
involve ensuring the contract remains free of uncertainty.

Capital Adequacy Ratio (CAR) – Ratio of capital to risk‑weighted assets; related terms: Tier 1 capital, Tier 2
capital. Islamic banks calculate CAR by assigning risk weights that reflect asset‑backed financing rather than
interest‑bearing loans. Practical application: Regulators assess whether an Islamic bank meets the minimum
12 % CAR. Challenges include standardizing risk‑weighting across diverse Shariah‑compliant products.

Cash‑Flow Matching – Technique of aligning cash inflows from assets with outflows of liabilities; related
terms: Duration matching, Liquidity management. In sukuk structures, cash‑flow matching ensures that
periodic profit distributions meet the obligations to investors. Example: A sukuk portfolio is constructed so
that rental income from underlying assets covers profit payments. Challenges involve forecasting asset cash
flows under market volatility.

Chartered Islamic Financial Analyst (CIFA) – Professional designation for expertise in Islamic finance; related
terms: Professional certification, Continuing education. The curriculum includes quantitative methods, risk
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management, and Shariah compliance. Practical relevance: Holders can lead quantitative analysis teams in
Islamic banks. Challenges include keeping the curriculum updated with evolving market practices.

Chatterjee Method – A statistical approach for estimating default probabilities; related terms: Logit model,
Probit model. Adapted for Islamic finance to assess credit risk of murabaha contracts where collateral may
be non‑standard. Example: A bank uses the Chatterjee Method to set provisioning levels for trade‑finance
financing. Challenges include limited historical default data for Shariah‑compliant products.

Closed‑End Fund – Investment vehicle with a fixed number of shares; related terms: Net asset value,
Liquidity premium. Islamic closed‑end funds invest in sukuk, equities, and real‑estate while adhering to
Shariah screens. Practical use: Investors gain exposure to diversified halal assets without daily trading.
Challenges involve pricing discounts or premiums to NAV and ensuring ongoing compliance.

Commodity Murabaha – A financing arrangement using commodity trade to achieve cash financing; related
terms: Islamic window, Trade‑based financing. The bank purchases a commodity on behalf of the client and
sells it at a markup, delivering cash to the client. Example: A corporate obtains working‑capital funding via a
commodity murabaha structure. Challenges include regulatory scrutiny over “shariah‑compliant cash
equivalents” and documenting genuine trade.

Concentration Risk – Risk arising from exposure to a single borrower or sector; related terms: Portfolio
diversification, Sector limits. Quantitative models calculate concentration metrics for Islamic banks, taking
into account profit‑and‑loss sharing exposures. Practical application: Risk managers set limits on sukuk
issuances from a particular industry. Challenges stem from limited diversification opportunities in niche halal
markets.

Co‑integration – Statistical relationship where two series move together over time; related terms: Vector
error correction model, Spurious regression. Used to test whether Islamic asset returns co‑integrate with
conventional benchmarks, informing hedging strategies. Example: A fund manager identifies a long‑run
equilibrium between a Shariah index and a MSCI index. Challenges include structural breaks caused by
regulatory changes.

Cost‑Benefit Analysis (CBA) – Evaluation of economic efficiency; related terms: Net present value, Internal
rate of return. In Islamic project finance, CBA incorporates Shariah compliance costs alongside financial
returns. Practical use: A developer assesses whether a murabaha‑financed construction project yields
sufficient halal profit. Challenges include quantifying non‑monetary Shariah benefits.

Credit Scoring – Statistical model assigning probability of default; related terms: Logistic regression,
Machine learning. Islamic banks develop credit scoring models that exclude interest‑based variables,
focusing on cash‑flow stability and asset quality. Example: A bank uses a credit score to approve a
musharakah partnership. Challenges involve limited data on historical defaults for Shariah‑compliant
contracts.

Cross‑Currency Swaps – Agreements to exchange principal and interest in different currencies; related
terms: Currency hedging, Islamic swap. Since conventional interest payments are prohibited, Islamic banks
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employ profit‑rate swaps or wakala structures to achieve similar risk mitigation. Practical application: An
exporter hedges foreign‑exchange exposure without violating Shariah. Challenges include structuring swaps
that avoid riba and ensuring regulatory acceptance.

Debt‑to‑Equity Ratio – Measure of leverage; related terms: Financial leverage, Capital structure. In Islamic
finance, the ratio is interpreted through the lens of permissible financing (e.G., Murabaha counted as debt,
mudaraba as equity). Example: A bank monitors its debt‑to‑equity ratio to stay within Shariah‑approved
leverage limits. Challenges include consistent classification of hybrid contracts.

Default Probability (PD) – Likelihood that a borrower fails to meet obligations; related terms: Loss given
default, Exposure at default. Models such as logistic regression are calibrated for Islamic products,
incorporating profit‑sharing performance indicators. Practical use: Setting risk‑adjusted pricing for a wakala
agreement. Challenges involve scarce default histories for non‑interest‑bearing financing.

Discounted Cash Flow (DCF) – Valuation method projecting future cash flows; related terms: Terminal value,
Weighted average cost of capital. Islamic analysts apply DCF using a profit‑rate discount rate derived from
market‑based benchmarks that exclude interest. Example: Valuing a ijarah lease asset with projected rental
income. Challenges include selecting an appropriate Shariah‑compliant discount rate.

Durational Analysis – Assessment of interest‑rate sensitivity; related terms: Modified duration, Convexity. For
Islamic bonds, duration is measured against profit‑rate changes rather than interest rates. Practical
application: A portfolio manager gauges sensitivity of a sukuk portfolio to shifts in benchmark profit rates.
Challenges arise from limited benchmark data and differing contract structures.

Efficient Frontier – Set of optimal portfolios offering highest expected return for a given risk; related terms:
Mean‑variance optimization, Markowitz model. Islamic portfolio construction imposes Shariah screens,
altering the feasible set. Example: An asset allocator builds a halal equity‑sukuk mix along the efficient
frontier. Challenges include reduced asset universe and higher tracking error.

Equity‑Linked Sukuk – Sukuk whose returns are tied to equity performance; related terms:
Performance‑linked sukuk, Profit‑rate benchmark. Investors receive profit distributions linked to a stock
index while the underlying asset remains halal. Practical use: A sovereign issues equity‑linked sukuk to raise
capital without direct equity issuance. Challenges involve ensuring the linkage does not introduce excessive
uncertainty (gharar).

Ex‑ante Risk Assessment – Forward‑looking analysis of potential risks; related terms: Scenario analysis,
Stress testing. Islamic banks perform ex‑ante assessments for murabaha, ijara, and musharakah exposures,
incorporating Shariah compliance risk. Example: A bank models the impact of oil‑price shock on its Islamic
mortgage portfolio. Challenges include integrating qualitative Shariah risk with quantitative metrics.

Fama‑French Three‑Factor Model – Asset pricing model adding size and value factors; related terms: Alpha,
Beta. Researchers test whether Islamic equities exhibit similar factor sensitivities as conventional stocks.
Practical application: A fund manager evaluates the abnormal return (alpha) of a halal equity fund.
Challenges include limited data for small‑cap halal stocks and potential factor mis‑specification.
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Financial Inclusion Index – Metric measuring access to Islamic financial services; related terms: Access to
finance, Micro‑finance. Quantitative analysis combines demographic data with product availability to assess
inclusion gaps. Example: Policymakers use the index to target underserved regions with micro‑sukuk
offerings. Challenges involve reliable data collection and aligning inclusion goals with Shariah standards.

Forward Rate Agreement (FRA) – Contract to lock in a future interest rate; related terms: Islamic forward
rate, Profit‑rate swap. In Islamic finance, FRAs are replaced by profit‑rate agreements where the bank
receives a predetermined profit margin instead of interest. Practical use: A corporation hedges future
financing costs without riba. Challenges include structuring contracts that avoid speculative elements.

GAP Analysis – Comparison of current performance against desired standards; related terms: Compliance
gap, Strategic gap. Islamic banks conduct GAP analysis to identify shortfalls in Shariah compliance, risk
metrics, and profitability. Example: A bank discovers a GAP in its profit‑sharing ratio for mudaraba accounts.
Challenges include quantifying qualitative compliance gaps.

Garantie – A guarantee provided by a third party; related terms: Surety, Islamic guarantee. In Islamic finance,
guarantees must avoid interest and uncertainty, often structured as a wakala agreement where the
guarantor earns a fixed fee. Practical application: A supplier obtains a guarantee for a murabaha purchase.
Challenges include ensuring the fee is not deemed riba.

Generalized Autoregressive Conditional Heteroskedasticity (GARCH) – Model for time‑varying volatility;
related terms: Volatility clustering, ARCH. Applied to Islamic asset returns to forecast risk and determine
capital buffers. Example: A risk manager fits a GARCH(1,1) model to sukuk price series. Challenges include
limited historical price data for newly issued sukuk.

Halal Index – Benchmark tracking performance of Shariah‑compliant securities; related terms: Shariah index,
Islamic equity index. Calculated using market‑cap weighting of screened stocks. Practical use: Investors
compare fund performance against the Halal Index. Challenges involve periodic re‑screening and handling
corporate actions that affect compliance status.

Hedging Ratio – Proportion of exposure offset by hedges; related terms: Delta hedging, Islamic hedge.
Islamic banks compute hedging ratios using profit‑rate swaps or commodity‑based structures to mitigate
currency risk without interest. Example: A sukuk issuer hedges 70 % of foreign‑currency exposure.
Challenges include limited availability of Shariah‑compliant hedging instruments.

Implied Profit Rate – Rate derived from market prices of Islamic securities; related terms: Yield to maturity,
Discount rate. Calculated by solving the present value of future profit payments. Practical application:
Analysts use the implied profit rate to compare sukuk with conventional bonds. Challenges involve
adjusting for differing cash‑flow structures and ensuring no hidden interest.

Islamic Banking Window – Separate unit within a conventional bank offering Shariah‑compliant services;
related terms: Dual‑banking model, Islamic window. Quantitative analysis assesses profitability, risk, and
capital allocation of the window versus the conventional core. Example: A bank evaluates the cost‑benefit of
expanding its Islamic window. Challenges include internal governance, segregation of assets, and regulatory
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reporting.

Islamic Capital Market (ICM) – Market for Shariah‑compliant securities; related terms: Sukuk, Islamic
equities. Quantitative research studies liquidity, depth, and price discovery in the ICM. Practical use:
Policymakers monitor market efficiency to attract foreign halal investors. Challenges include fragmented
market infrastructure and varying national Shariah standards.

Islamic Credit Scoring Model (ICSM) – Tailored model for assessing creditworthiness of Islamic borrowers;
related terms: Profit‑rate risk, Asset quality. Incorporates variables such as cash‑flow coverage, asset
tangibility, and Shariah compliance history. Example: A bank deploys the ICSM to approve a musharakah
partnership. Challenges involve data scarcity and model validation under Shariah constraints.

Islamic Derivatives – Financial contracts structured to comply with Shariah; related terms: Waqar,
Sukuk‑based futures. Quantitative pricing uses profit‑rate benchmarks and asset‑backed structures.
Practical application: A commodity‑linked sukuk futures contract allows hedging without interest.
Challenges include limited market depth, regulatory uncertainty, and ensuring contracts avoid excessive
uncertainty.

Islamic Equity Index (IEI) – Benchmark representing performance of Shariah‑screened equities; related
terms: Halal index, Shariah screening. Constructed using sector exclusions (e.G., Alcohol, gambling) and
financial ratio screens. Example: Fund managers track the IEI to gauge sectoral trends. Challenges involve
frequent re‑screening and reconciling divergent screening methodologies across jurisdictions.

Islamic Hedge Fund – Investment vehicle employing active strategies while adhering to Shariah; related
terms: Active management, Shariah compliance. Quantitative techniques include statistical arbitrage,
momentum, and factor investing, all structured with halal contracts. Practical use: A hedge fund pursues
long‑short positions using wakala agreements for short exposure. Challenges consist of designing
short‑selling mechanisms that avoid prohibited practices.

Islamic Index Futures – Futures contracts on a Shariah‑compliant index; related terms: Futures contract,
Profit‑rate futures. Used for hedging and speculation within halal parameters. Example: A portfolio manager
hedges exposure to a halal equity index using futures. Challenges include ensuring the underlying contract’s
cash‑settlement does not involve interest.

Islamic Investment Fund – Pooled vehicle investing in Shariah‑compliant assets; related terms: Mutual fund,
ETF. Quantitative analysis evaluates fund performance using risk‑adjusted metrics like Sharpe ratio, adapted
for profit‑rate returns. Practical application: An investor selects a fund based on its tracking error relative to
a halal benchmark. Challenges involve limited fund options and higher expense ratios.

Islamic Leasing (Ijarah) – Lease contract where the lessor retains ownership; related terms: Operating lease,
Finance lease. Quantitative models calculate lease payments using profit‑rate discounting. Example: A
company finances equipment through an ijarah arrangement, paying periodic profit. Challenges include
asset valuation, residual risk, and regulatory treatment of lease liabilities.

Islamic Micro‑Finance – Small‑scale financing compliant with Shariah; related terms: Murabaha
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micro‑finance, Qard al‑Hasan. Quantitative tools assess portfolio risk, repayment rates, and social impact.
Practical use: A micro‑finance institution offers murabaha loans to low‑income entrepreneurs. Challenges
involve high operational costs, limited collateral, and ensuring true profit‑and‑loss sharing.

Islamic Portfolio Optimization – Process of selecting assets to maximize return for a given risk while
respecting Shariah; related terms: Mean‑variance, Shariah constraints. Uses linear programming to enforce
sector exclusions and asset‑screening constraints. Example: An optimizer selects a mix of sukuk, halal
equities, and real estate. Challenges include reduced diversification and higher transaction costs.

Islamic Profit‑Rate Swap (PRS) – Contract exchanging fixed profit margin for variable profit rate; related
terms: Swap, Profit‑rate derivative. Provides hedging similar to interest rate swaps without riba. Practical
application: A corporation hedges exposure to fluctuating benchmark profit rates. Challenges include
valuation complexity, lack of market quotes, and ensuring the fee structure is not deemed interest.

Islamic Real Estate Investment Trust (iREIT) – REIT structured under Shariah; related terms: Halal REIT,
Asset‑backed securities. Quantitative analysis evaluates dividend yields, NAV, and occupancy rates. Example:
Investors receive periodic profit distributions from rental income. Challenges involve property valuation,
rent‑control regulations, and maintaining compliance across multiple jurisdictions.

Islamic Risk Management Framework (IRMF) – Structured approach to identify, assess, and mitigate risks in
Islamic finance; related terms: Shariah audit, Operational risk. Incorporates quantitative risk metrics (VaR,
CVaR) alongside Shariah compliance checks. Practical use: A bank implements IRMF to satisfy both
regulatory and Shariah oversight. Challenges include integrating qualitative compliance with quantitative
risk models.

Islamic Savings Account – Deposit account offering profit participation; related terms: Qard al‑Hasan,
Wadiah. Quantitative analysis tracks profit distribution rates, liquidity, and asset allocation. Example: A bank
allocates deposited funds to low‑risk sukuk to generate profit for account holders. Challenges involve
managing liquidity while meeting profit expectations and avoiding prohibited interest.

Islamic Structured Product – Tailored investment with Shariah‑compliant cash flows; related terms:
Sukuk‑linked note, Islamic swap. Quantitative pricing uses Monte Carlo simulation of underlying asset
returns and profit‑rate scenarios. Practical application: A wealth manager offers a structured note tied to
commodity prices with profit‑rate caps. Challenges include product complexity, disclosure, and ensuring no
speculative elements.

Juristic Compliance Score (JCS) – Metric rating the degree of Shariah adherence; related terms: Compliance
rating, Shariah audit. Calculated using weighted criteria such as sector screening, financial ratio compliance,
and governance. Example: An asset manager uses JCS to select securities for a halal fund. Challenges
involve subjective weighting and differing scholarly opinions.

K‑Factor Model – Multi‑factor model incorporating macroeconomic variables; related terms: Factor analysis,
Econometric modeling. Applied to Islamic equities to capture sensitivities to oil prices, inflation, and Islamic
financing growth. Practical use: A fund manager adjusts exposure based on K‑factor forecasts. Challenges
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include data availability for niche markets and model over‑fitting.

Liquidity Coverage Ratio (LCR) – Measure of high‑quality liquid assets to cover short‑term cash outflows;
related terms: Liquidity risk, Regulatory capital. Islamic banks compute LCR using assets that are
Shariah‑compliant, such as cash‑backed sukuk. Example: A bank maintains an LCR above 100 % to meet
Basel III requirements. Challenges involve limited availability of liquid halal assets and differing
risk‑weighting.

Long‑Short Portfolio – Strategy taking long positions in expected winners and short positions in expected
losers; related terms: Hedging, Active management. In Islamic finance, short exposure is achieved via wakala
contracts or Islamic derivatives. Practical application: A hedge fund constructs a halal long‑short equity
portfolio. Challenges include structuring short sales without violating prohibition on selling what one does
not own.

Loss Given Default (LGD) – Portion of exposure lost when default occurs; related terms: Recovery rate, Credit
risk. Islamic LGD models consider asset‑backed nature of financing, often resulting in higher recoveries.
Example: A bank estimates LGD for a murabaha loan based on collateral liquidation value. Challenges
include valuation of illiquid assets and legal enforcement in Shariah‑compliant jurisdictions.

Mark‑to‑Market (MTM) – Valuation of positions at current market prices; related terms: Fair value,
Accounting valuation. Islamic banks apply MTM to sukuk and halal equities while ensuring the pricing
methodology respects Shariah (e.G., No implied interest). Practical use: Daily MTM informs risk‑adjusted
capital requirements. Challenges involve sparse market quotes for niche halal instruments.

Monte Carlo Simulation – Technique for modeling uncertainty through random sampling; related terms:
Stochastic modeling, Scenario analysis. Used to price complex Islamic derivatives and assess portfolio risk
under multiple profit‑rate paths. Example: A risk analyst simulates 10,000 profit‑rate scenarios for a sukuk
portfolio. Challenges include computational intensity and calibrating models to limited historical data.

Mudaraba – Profit‑and‑loss sharing partnership where one party provides capital and the other provides
expertise; related terms: Equity financing, Shariah partnership. Quantitative analysis tracks expected profit
rates, variance of returns, and capital allocation efficiency. Practical application: An investment firm enters a
mudaraba to fund a halal startup. Challenges include measuring contribution of expertise, monitoring profit
distribution, and handling disputes.

Murabaha – Cost‑plus sale contract used for financing; related terms: Trade‑based financing, Deferred
payment. Quantitative models calculate markup rates, repayment schedules, and internal rate of return.
Example: A bank finances inventory purchase through murabaha, earning a predetermined profit margin.
Challenges involve avoiding hidden interest, ensuring genuine trade, and regulatory scrutiny of markup
levels.

Net Asset Value (NAV) – Value per share of a fund’s assets minus liabilities; related terms: Fund valuation,
Unit price. Islamic funds compute NAV using Shariah‑compliant assets only. Practical use: Investors buy or
redeem units based on NAV. Challenges include accurate pricing of illiquid sukuk and reconciling periodic
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compliance re‑screening.

Non‑Performing Financing (NPF) – Financing that is overdue or in default; related terms: Credit risk,
Provisioning. Islamic banks calculate NPF ratios for murabaha, ijarah, and mudaraba exposures. Example: A
bank reports an NPF ratio of 2 % for its Islamic mortgage portfolio. Challenges include appropriate
provisioning under Shariah and managing reputational risk.

Option‑Adjusted Spread (OAS) – Yield spread after removing embedded option value; related terms: Yield
spread, Credit spread. For sukuk with call features, OAS reflects pure credit risk. Practical application:
Investors compare OAS of halal bonds to conventional counterparts. Challenges involve modeling
profit‑rate option features without violating prohibition on speculation.

Performance Attribution – Decomposition of portfolio returns into source effects; related terms: Active
return, Benchmark comparison. Islamic portfolio managers attribute excess returns to sector allocation,
security selection, and Shariah compliance decisions. Example: A fund’s outperformance is traced to higher
allocation to halal commodities. Challenges include limited benchmark data and adjusting for
compliance‑driven tilts.

Probability‑Weighted Cash Flow (PWCF) – Technique that discounts cash flows using scenario probabilities;
related terms: Scenario analysis, Weighted average. Used for valuation of Islamic projects where profit rates
may vary. Practical use: A developer assesses the expected NPV of a musharakah project. Challenges involve
assigning realistic probabilities and avoiding speculative assumptions.

Profit‑Rate Swap (PRS) – Contract exchanging fixed profit margin for floating profit rate; related terms:
Swap, Hedging instrument. Provides interest‑rate risk mitigation while complying with Shariah. Example: An
exporter hedges exposure to benchmark profit rate fluctuations using a PRS. Challenges include lack of
standardized market conventions and valuation transparency.

Quantitative Shariah Screening (QSS) – Data‑driven approach to filter securities; related terms: Screening
algorithm, Compliance engine. Utilizes financial ratios, sector classification, and governance metrics to
automate halal selection. Practical use: A fund manager deploys QSS to maintain real‑time compliance for a
large equity portfolio. Challenges involve updating screens for corporate actions and reconciling divergent
scholarly rulings.

Real‑Option Valuation – Method valuing managerial flexibility; related terms: Option theory, Strategic
investment. Applied to Islamic projects where profit‑rate uncertainty provides strategic choices, such as
early termination of a murabaha contract. Example: A firm estimates the value of an optional extension in an
ijarah lease. Challenges include ensuring the optionality does not introduce prohibited uncertainty.

Regulatory Capital Adequacy (RCA) – Minimum capital required by regulators; related terms: Basel III,
Shariah capital. Islamic banks calculate RCA using risk‑weighted assets that reflect profit‑and‑loss sharing
risk. Practical use: A bank reports its RCA to the central bank. Challenges include harmonizing international
standards with local Shariah guidelines.

Risk‑Adjusted Return on Capital (RAROC) – Ratio of risk‑adjusted profit to capital; related terms: Economic
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capital, Performance metric. Islamic institutions compute RAROC by incorporating profit‑rate risk and
compliance risk. Example: A sukuk issuer evaluates RAROC to decide on issuing a new tranche. Challenges
involve quantifying Shariah compliance risk in monetary terms.

Sharpe Ratio – Measure of risk‑adjusted return; related terms: Excess return, Standard deviation. For Islamic
portfolios, the risk‑free rate is replaced by a Shariah‑compliant benchmark profit rate. Practical application:
Investors compare the Sharpe ratio of a halal equity fund to a conventional fund. Challenges include
selecting an appropriate benchmark and adjusting for compliance‑driven constraints.

Shariah Governance Framework (SGF) – Structure ensuring adherence to Islamic principles; related terms:
Shariah board, Compliance monitoring. Quantitative tools track compliance metrics, audit findings, and
remediation actions. Example: A bank implements SGF to oversee profit‑rate calculations. Challenges
involve aligning governance across subsidiaries and maintaining transparency.

Shariah‑Compliant Yield Curve (SCYC) – Term structure of profit rates derived from sukuk; related terms:
Yield curve, Benchmark profit rate. Constructed using bootstrapping of market prices of halal bonds.
Practical use: Analysts derive forward profit rates for pricing Islamic derivatives. Challenges include sparse
data points and varying contract specifications.

Sukuk – Islamic bond representing ownership in an underlying asset; related terms: Ijarah sukuk, Mudaraba
sukuk. Quantitative analysis evaluates coupon (profit) payments, maturity, and credit spread. Example: A
government issues a 10‑year sukuk to finance infrastructure. Challenges involve structuring profit
distribution, ensuring asset‑backing, and maintaining secondary‑market liquidity.

Sukuk‑Backed Securities (SBS) – Structured products collateralized by sukuk assets; related terms:
Asset‑backed securities, Islamic securitization. Valuation uses cash‑flow models adjusted for profit‑rate
expectations. Practical application: A bank securitizes a pool of ijarah leases into SBS. Challenges include
rating agency acceptance and regulatory compliance.

Sukuk Index Futures – Futures contracts on a sukuk index; related terms: Futures contract, Hedging tool.
Provide market participants with a way to hedge interest‑rate exposure using profit‑rate benchmarks.
Example: A portfolio manager hedges a long position in sukuk with index futures. Challenges involve
contract specifications that avoid prohibited speculation.

Sukuk Yield Spread Analysis – Comparison of sukuk yields to benchmark rates; related terms: Credit spread,
Liquidity premium. Quantitative analysts compute spreads to assess relative value and credit risk. Practical
use: Investors identify undervalued sukuk by analyzing spread compression. Challenges include adjusting
for differing cash‑flow structures and limited benchmark data.

Swap‑Based Hedging – Use of swaps to manage risk; related terms: Profit‑rate swap, Islamic swap. In Islamic
finance, swaps are structured as wakala or profit‑rate agreements. Example: A corporation hedges future
financing costs via a profit‑rate swap. Challenges include legal documentation, valuation, and regulatory
acceptance.

Technical Analysis (Halal) – Study of price patterns; related terms: Charting, Trend analysis. Applied to halal
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equities, ensuring that analysis does not involve prohibited speculation. Practical application: Traders use
moving averages to time entry into a halal stock. Challenges involve reconciling technical signals with
Shariah‑compliant investment philosophy.

Time‑Series Forecasting – Predicting future values based on historical data; related terms: ARIMA,
Exponential smoothing. Used to forecast profit‑rate movements, sukuk yields, and demand for Islamic
banking products. Example: A bank forecasts demand for murabaha financing over the next twelve months.
Challenges include structural breaks due to regulatory changes and limited historical series.

Value‑at‑Risk (VaR) – Statistical measure of potential loss; related terms: Confidence interval, Risk horizon.
Islamic institutions compute VaR using profit‑rate return distributions, ensuring models exclude prohibited
risk‑enhancing techniques. Practical use: A risk manager reports daily VaR for a sukuk portfolio. Challenges
involve model risk, data scarcity, and ensuring compliance with both regulatory and Shariah standards.

Variable Profit‑Rate (VPR) – Profit rate that changes over time, often linked to benchmark indexes; related
terms: Floating profit rate, Benchmark linkage. Quantitative models project VPR paths to price Islamic
floating‑rate notes. Example: A corporation issues a VPR sukuk tied to the average profit rate of a regional
Islamic bank. Challenges include modeling correlation with macroeconomic variables and ensuring
transparency.

Wakala – Agency contract where an agent acts on behalf of a principal; related terms: Agency agreement,
Commission. Used in Islamic banking to manage deposits, investments, and guarantee services. Quantitative
analysis assesses agent performance, fee structures, and risk exposure. Example: A bank offers a wakala
savings account, paying a fixed commission to the agent. Challenges involve monitoring agency risk and
ensuring fees are not deemed interest.

Weighted Average Cost of Capital (WACC) – Average cost of financing sources; related terms: Cost of equity,
Cost of debt. In Islamic finance, WACC substitutes debt cost with profit‑rate cost of murabaha or sukuk
financing. Practical use: A firm evaluates a new project’s feasibility using Islamic WACC. Challenges include
determining appropriate profit‑rate inputs and reconciling equity‑based returns with profit‑and‑loss sharing
principles.

Z‑Score Model – Statistical indicator for bankruptcy prediction; related terms: Altman Z‑Score, Credit risk.
Adapted for Islamic firms by modifying variables to reflect asset‑backed financing and profit‑rate metrics.
Example: Analysts apply an Islamic Z‑Score to assess default risk of a halal manufacturing company.
Challenges involve calibrating the model for non‑interest‑bearing balance sheets and limited default data.
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