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Abstract 

Sub-Saharan African states have developed rather slowly due to unstructured 

urban development and lack of adequate long-term funds to achieve such 

development. History and market failures have certainly affected urbanization 

patterns. Overall predatory governance and conventional financial models 

have not helped achieve urban regeneration either which has negatively 

obstructed socio-economic development. Financing such urban renewal then 

requires a more dynamic approach. It is in this vein that a unique capital 

market instrument is analyzed using Lagos Island as a typical case. Sukuk or 

Islamic certificates within the overall context of public-private partnership (PPP) 

securitization and learnings from state-led development embedded 

autonomy through a pilot agency is then being considered.   

 

Keywords: Sukuk, public-private-partnerships (PPP), Islamic finance, urban 

regeneration 

 

1.0     THE TRAJECTORY OF URBAN ECONOMICS 

1.1     Introduction 

Sukuk are investment certificates with underlying assets and they have been 

identified as an appropriate source of long-term project funding by investment 

experts. Globally, In the last decade, there have been cases of 

oversubscription to Sukuk instruments.  In cognisance of the capital-intensive 

nature of urban regeneration projects and the dearth of cheap long-term 

funding for such projects for developing countries like Nigeria, Sukuk offers a 

possible alternative for funding the massive backlog of urban regeneration 

projects in cities like Lagos, Nigeria. The Lagos State Government initiative 

towards the renewal of Lagos Island starting with the Marina, the light rail 

entering the city, multi-level car park and residential/commercial high-rise 

structures can be easily achieved within reasonable timeframe with the use of 

Sukuk instruments. This mode of finance can then be repeated until the 

emerging mega city is completely actualized.  

Funding urban regeneration has been a major challenge in Nigeria even 

though Lagos State has enjoyed a more inclusive development pattern than 

other parts of the country. As the 4th largest economy in Africa, Lagos still looks 

like an aged city when compared to mega cities around the world. Lagos 

Island and neighboring islands house the head offices of virtually all the 

commercial banks in Nigeria aside the corporate offices of other blue-chip 

companies and homes of the wealthy, however, Lagos Island is still exposed to 

structures that are aesthetically unfit for such a commercial capital. Islamic 

finance mode gradually emerges as a solution to urban regeneration and 
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revitalization because of its unique equity and debt structures. These varying 

financial models can be crafted in such creative manner through sukuk 

structures and aligned with other contemporary finance options. On their own, 

contemporary financial options do not offer this flexibility.   

Conventional financial models are largely debt-based and structured around 

interest as the rewards for parting with capital. More so, time becomes such 

an important factor which prevents financial institutions in Nigeria from 

embarking on such long-term project finance on the supply side of housing 

delivery.  This also prevents contemporary financial institutions from displaying 

much flexibility in financial engineering. In the same vein, the investment 

financial institutions see much of their strength in the organized short-term 

financial instruments while Private Equity firms focus on cash-cow project 

transactions.   

It is then clear that the contemporary financial system and bond may not 

quickly deliver the expected result in this renewal exercise. 

A call for neo-modern mix of foreign and local funds in both money market 

and capital market are further explored. The expected result is integral 

development where organized physical environments aid socio-economic 

development. A cohesive capitalist island is then recreated through the 

learnings of embedded autonomy towards overall social impact. 

Increasingly, there has emerged several relationships between economic 

growth and the overall urban spatial structure. Great economies have had to 

develop urban settlements in such manner that economic activities grow 

consistently. Thus, a system that perfectly integrate facilities that promotes the 

efficient interplay of goods and services while minimizing the negatives of 

crime and insecurity can be termed as urban economics. It then means that 

the trajectory towards the forming, functioning and further development of 

cities is worthy of analysis. Increased coordination of state and markets in 

advanced economies and rapidly growing economies have created such 

immense wealth which has culminated into smart urban cities. A country’s 

ability to grow wealth gives the need for serious consideration for the renewal 

of aging cities. 

In developing countries, the combination of predatory governance and 

market failures has produced too little wealth, thus regeneration of urban 

settlements become, more often a secondary agenda. These economies 

pursue the most basic elements for a sustaining life – manageable health 

facilities, limited power supply, poor educational institutions and overall lack of 

tradable goods.  

This article proffers a workable solution despite the challenges while limiting the 

scope of the study to Lagos Island in Lagos State, Nigeria. From a village 

structure at the beginning of the 20th century to a mega city in 2018, the 
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efficiency of the city of Lagos certainly requires profound attention. Solution to 

its current level of urban decay can be found in a unique asset-backed form 

of securitization which allows communipreneurship (Adeojo and Oshodi 2018) 

or several ownerships of assets, more so, infrastructural utilities to be acquired. 

The mode of securitization as a form of mobilizing capital for urban upgrade is 

sukuk or asset-backed certificate of equal shares.  

1.2     Financing urban renewal through securitization 

While bonds are long-term debts, sukuk can be a long-term secondary market 

instrument that allows investors to own a part of the asset while holding to 

maturity. Whereas, securitization is a rather large field of study, sukuk is a 

securitization instrument that operates where a real asset is present. Urban 

decay in a jurisdiction that produces such little wealth coupled with huge 

poverty, inequality and unemployment requires a system that allows the tiny 

rich segment to take equity position in urban infrastructures. In part two, this 

study examines the political and economic history of Lagos in relation to how 

other old cities urbanize leading to economic growth and development. Part 

three breaks down the alternative capital market instruments in property 

development; the performance of the global sukuk market; the broad 

variations of sukuk; and the Nigerian regulatory framework in a bid to apply it 

to Lagos Island. Sukuk itself is further characterised by a variation of debt and 

equity instruments which are set loose in part 4 within the realistic context of 

public-private partnership arrangements and further sum up the study by 

setting forth the propositional path towards achieving urban renewal in Lagos 

Island. 

1.3     Aim and objectives of study 

The core aim of the study is to achieve better economic growth in Lagos 

through urbanization using sukuk as the catalysing instrument. This is achieved 

through two core objectives. The first is to create income-generating 

infrastructure using sukuk. The second is to give authority to a pilot agency that 

will drive the urban renewal process in Lagos. 

 

2.0     HISTORY, URBANIZATION AND FINANCE 

2.1     The political and economic history of Lagos 

The Portuguese started trading in ‘Eko’ since 1472 and named it Lagos 

thereafter. Eko or Lagos Island(s) became a re-enforced part of the Benin 

Empire when King Ado became Oba of Lagos from 1630-1669. Eko served as 

a major slave centre for over four centuries until 1841 when Oba Akitoye  

sought to ban such human trade which led to his being disposed. While on 

exile in Europe, his nephew, Oba Kosoko was installed.  
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The strong Navy of the British Empire fought Chief Oshodi Tapa who was the 

head of Oba Kosoko’s army which led Oshodi and Kosoko to go on exile to 

Epe in 1851. Soon after, the British authorities who had banned slave-trading 

since 1807 reinstalled Akitoye as Oba in 1851 and ceded the Island to the British 

Empire in 1861 which was then known as ‘British crown colony’ while the 

remaining of the Benin Empire was seized in 1887. Before this time, Lagos was 

part of the United Kingdom’s West African Settlements from 1866 to 1874 where 

the illegal slave trade grew. The Lagos colony and protectorate became part 

of Southern Nigeria in February 1906 and thereafter became the capital of 

Nigeria between January 1914 and 1991. However, Lagos remains the 

economic capital of Nigeria or even Africa. The collapse of the regional form 

of government led to the creation of 12 states in 27 May 1967 in which Lagos 

State was created based on the promulgation of the State Creation and 

Transitional Provision Decree No 14 of 1967. Meanwhile, financial activities and 

urbanization grew rather fast. From the 1940s into the 1970s, mortgages were 

already being created in Lagos and financial activities increasingly grew. 

During British rule, the Olofin families or white cap chiefs in Lagos Island were 

given Crown Grant on their land as legitimate title. Their followers and slaves 

using such land can however not mortgage or alienate such lands but only 

hold in trust for their principal. Any subject claiming ownership will have to 

forfeit their right to use the land.      

The British allocated the strip of land along the Marina, Broad Street and 

adjoining land for administrative purposes while some land was given to the 

missionaries to build churches and schools. As trade and entrepreneurial 

activities expanded, the missionaries established long-term lease contracts 

with corporates which helped developed that part of Lagos Island more 

rapidly. The remaining areas in Lagos Island were controlled by the Idejo 

families and remain hardly developed thereby creating a huge slum on the 

Island. This further limited the ability of the State to produce greater wealth and 

achieve modern urbanization in these urban slums.   

2.2     The pattern of urban economics  

Readings show that urbanization and economic growth have a direct 

relationship (Spence, Annez, Buckley 2009; Hartwick 2015; UN Habitat 2016; 

Collier and Venables 2014). Development economists have then focused on 

the causes and effect of urbanization on growth and stressed so much on the 

effect of inequality and poverty. This was evident in 18th and 19th century 

Europe. Paris experienced such explosion in population which killed 20,000 

people or 3 percent of the population in 1832. This further led to the 1848 

revolution caused by urban uprising against crowded, miserable housing, and 

high rents. Emperor Louis Napoleon appointed George Haussman to 

modernize Paris and laws were passed allowing the expropriation of large 

areas. With over two thirds of the population unable to pay tax, Haussman had 
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to evolve innovate ways to generate finance to renew the layout and 

infrastructure of Paris. He resold any surplus from such land expropriation. New 

laws unfavourable to his pattern of raising finance lead him to explore the 

capital market and frim his suppliers (Marchand 1993; Pinkney 1957 in Spence, 

Annez, and Buckley 2009).  

 UN Habitat (2016) observed that the urban growth rate of Africa is almost 11 

times more rapid than that of Europe. The reality in Africa and more so Nigeria 

is that urbanization may have led to the growth of development variables but 

not reduction in poverty, employment and income equality (Oshodi 2014, 

2015, 2016a). Very poor housing and infrastructure is normal in Nigerian cities 

including Lagos. Collier and Venables (2014) have focused a lot of their work 

on urbanization and growth in Africa and observed that private provision of 

formal sector mass housing is largely absent. They identified policy failure 

around five key issues. These include inflated cost resulting from “inappropriate 

building regulations and inefficient construction sector; building regulations 

and inefficient construction sectors; lack of clarity in land titling and legal 

enforcement; lack of innovation in supply of housing finance; failure to supply 

supporting infrastructure and to capture development gains to finance this; 

and failure to plan cities in a manner conducive to employment creation” 

(Collier and Venables 2014). Hoff and Stiglitz (2008) identified overall economic 

failure in developing countries to poor government impediments to the market 

stressing on institutions, the distribution of wealth, history and ecology. Rima  

(2012) stress on need for ethical capital in his Spiritual Capital Theory. Oshodi 

2014a) identified state, market, spiritual and people coordination gap as major 

weakness to development. The experience in Lagos, more so, Lagos Island has 

exhibited the scenarios demonstrated in the works of Collier and Venables. This 

then calls for learning from several jurisdictions, theories, and financial models. 

Financial engineering, in this case, of urban regeneration in Lagos Island need 

to be viewed in such integral unison.   

2.3     Mobilizing finance for urban regeneration in Lagos 

The levels of economic activities in many developing countries are too scanty 

and have not generated adequate wealth for capital projects. Private sector 

finances short-term transactions and are too eager to produce profits thus can 

hardly be used for such urban upgrade. On the other hand, international 

facility come with high pricing to accommodate country risk and other 

guarantees to make up for non-performance risk. Honohan and Thorsten 

(2007) asserted that, though Africa needs funds, it is however more important 

to have effective and inclusive means of channeling funds and financial 

services to more productive use. They asserted that national savings have 

greatly contributed to sustained rapid generational growth in East Asia. This 

raises a question as to whether sub-Saharan African countries with poor 

performance of good governance variables can achieve long periods of 
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national savings for urban regeneration. Horrod-Domar Growth Model worked 

further on Solow’s model and place so much importance on increased savings 

and investments in a certain proportion of GDP as precondition for economic 

growth and development (Rima 2009; Todaro and Smith 2009: Oshodi 2014). 

The traditional economic theories on savings and investment have indeed 

failed in Africa (Lessem and Schieffer 2010; Oshodi 2014a; Hoff and Stiglitz 2008; 

Mookherjee 2005; Banerjree et al 2005). This then means Lagos as the 4th largest 

economy in Africa needs to explore alternative economic and financial 

models.  

2.4     Financing urban renewal through the money market 

The Nigerian financial sector is one of the most developed in Africa and this 

industry has heavily contributed to Nigeria’s economic growth pattern. More 

so, the sector has placed Lagos as a leading African commercial territory. 

More than 50 percent of total money market leading is in Lagos alone. Over 

80 percent of foreign funds are lodged in Lagos while almost all commercial 

banks in Nigeria have their head offices in Lagos. Banking liabilities are 

however mainly from demand deposit followed by tenured deposit. Term 

deposit maturities are generally less than 365 days. In reality, most huge funds 

are from corporates and they are usually for 30 days, 60 days and 90 days. This 

keeps total commercial, mortgage and micro-finance bank liability to be 

rather too short for any developmental project. Commercial banks on the 

other hand need to remain profitable in the short-term meaning they prefer to 

keep a large portion of their liability in liquid investments while extending rather 

short-term facility or risk assets to customers. Thus, they prefer revolving trade 

transactions especially commodities, issuing letters of credit (LCs), purchase 

orders , consumer lending, asset finance and sometimes contract finance and 

short-term real estate development deals.  

The banks’ cost of funds in also closely associated with the prevailing rate of 

inflation, Central Bank of Nigeria’s (CBN) monetary policy rate (MPR), industry 

risk and risk associated with companies or individuals. Other determinants of 

lending rate include Asset Management Corporation of Nigeria (AMCON) and 

Nigeria Deposit Insurance Corporation (NDIC) annual charges. The ‘interest or 

profit expense’ from the tenured accounts vis a vis the ratio of cheap demand 

deposit also determines interest rate charged by banks. Practically, this can be 

from 25 to 32 percent per annum except in cases of intervention funds from 

the CBN which could be below 10 percent. Rating agency would ordinarily 

consider good rating for those banks that are able to appropriately secure 

their facilities, thus banks would usually insist on collateral of up to 120 percent 

to cover their exposures. This then makes it quite difficult for commercial banks 

to lend to ‘income generating’ infrastructural project except, perhaps, a 

syndication is considered. Infrastructural projects that are ‘non-income 

generating’ are generally seen as unbankable except government provides 
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some sort of guarantee or Irrevocable Standing Payment Order (ISPO). 

Commercial banks also prefer to lend on the back of ‘cash-flow’ even where 

collateral exist. In other words, there is huge disincentive to lend where such 

projects seek for moratoriums. 

2.5     International fund for infrastructural development  

International funds are mainly lodged in multilateral institutions, large private 

financial institutions and wealthy families. Others are lodged in tax havens 

through trust companies and law firms. Companies without international rating 

usually get these funds at a very high cost aside the cost of funds, country risk 

and other fees. The organized private sector especially financial institutions 

may get cheaper funds within the Nigerian space. This however looks so 

expensive when compared to the easy and cheap cost from more politically 

stable and economically advanced economies. Getting cheap long-term 

patient capital for infrastructural development into developing countries from 

private institution may therefore be quite challenging. However, multilateral 

agencies would prefer to relate with sovereigns for such funds. A major risk for 

foreign funds is the foreign exchange risk the country faces. Figure 1 compares 

foreign exchange to local currency stability in Nigeria and South Africa over a 

29-year period. While the South African Rand remained stable from 1986 to 

2014, the Nigerian Naira was very unstable within the study period. This means 

South Africa is largely prone to less foreign exchange risk than Nigeria. An 

innovative way to mitigate this risk is to transfer such risk to a much bigger 

financial institution like the CBN. This is further practically demonstrated under 

the Islamic finance modes. 

Figure 1 comparing  29 yeasr official exchange rates in Nigeria and South 

Africa 

 

Source: Oshodi 2016a 
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2.6     Financing modernization of Lagos Island through the capital market 

The capital market is able to mobilize long-term capital through bonds and 

sukuk. Bonds are debt and coupon is paid usually every quarter. Sukuk on the 

other hand are certificates of equal value in a specific underlying asset. This 

means sukuk must always be tied to a project or projects. Mortgage-backed 

bond and mortgage-backed sukuk are however tied to a collection of 

mortgages. Another capital market instrument is Real Estate Investment Trust 

(REITs) which allows income-generating assets to be bundled into the stock 

market. These assets may be industrial, commercial or residential and has 

performed effectively in the US, Europe, Hong Kong and South Africa amongst 

other jurisdictions. In Nigeria, projects executed using bonds are hardly visible 

while the mortgage-backed ones are showing prospects especially as the 

Nigeria Mortgage Refinance Company (NMRC) has successfully launched a 

couple in 2016 and 2018. NMRC is expected to launch the first mortgage-

backed sukuk early in 2018/2019. The NGN11.4 billion Osun State sukuk in 2014; 

the USD150 million African Finance Corporation (AFC) sukuk in January 2017; 

and the NGN100 billion Federal Government of Nigeria (FGN) sukuk in 

September 2017 have demonstrated success. It is in this light that sukuk is being 

explored further as a viable long-term instrument for urban renewal starting 

with Lagos Island. It then becomes necessary to understand the overall 

concept of sukuk contracts and structures within the realm of integral Islamic 

finance application.  

 

3.0     THE NATURE OF NON-INTEREST FINANCE  

Non-interest finance or banking is generally termed as Islamic banking or a 

financial model based on Islamic commercial jurisprudence. This system 

prohibits interest, avoids uncertainty, gambling and unethical concerns. It 

prefers to have an underlying asset in its transactions. Interest under this 

scheme is defined as money earned or money received from money itself. 

Thus, money is not seen as a commodity that should earn or produce more 

money. In lieu of this, non-interest finance engages in variations of partnership 

transactions or equity based transaction. On the debt side, non-interest 

finance uses variation of sale contracts and variation of lease contracts. The 

diagram below summarises Islamic finance by showing basic assets and liability 

contracts. It also shows the broad types of partnership, sale and lease 

contracts.  

3.1     Risk Asset Contracts 

3.1.1     Partnership contract – Equity mode 

Partnership contracts are of two main types. In the Mudarabah Partnership 

model, a party brings capital and another is the expert in a business venture. 
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They share profit based on agreed ratio and in the case of a loss, the owner of 

capital loses the funds while the entrepreneur would have lost time and 

reputation. The second type of partnership contract is a co-ownership 

structure (musharakah) where parties pool funds and expertise together. Profit 

is shared as agreed while loses are borne based on the ratio of capital 

provided.  

Figure 2 showing the forms of non-interest banking contracts 

 

Source: Sterling Bank 2015; Oshodi 2017 

 

3.1.2     The concept of sale – Debt mode 

Non-interest finance disallows interest or usury but allows buying and selling at 

a profit margin. The non-interest finance institution is able to buy any type of 

asset, keep and sale in the future (murabaha or mark-up sale). The bank is also 

able to buy the assets for its customers, pay the vendor and resell to the 

customer at a defined mark-up price that is not subject to change or review. 

Default does not attract interest payment but penalty charge may be 

considered if the customer exhibit negligence. However, such charges are 

given to charity and cannot constitute income to the non-interest financial 

institution. Security deposit, collateral, cash-flow, experience and capacity are 

usually required to conclude such transactions. 

Another variation of the sale contract is buying and selling off-plan. That is, a 

non-interest bank may buy assets that are yet to be built off-plan for itself or for 

customers. This is termed as build-to-order, construction sale, or off-plan sale 
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(istisna).  Another type of sale is used for agricultural production and mining 

and not applicable to this theme.  

3.1.3     The flexibility of leases – Debt mode 

The lease structure may be seen as one of the most fluid contracts in non-

interest banking and finance. It can be structured as operating or finance 

lease. A form of lease leads to ownership (ijarah wa iktina) where the 

underlying asset exit as the time of the contract. The other variation is a forward 

lease (ijara mawsofa fi zima) where the underlying asset does not exist at the 

time of creating the asset. This is most common for such structures globally and 

in Nigeria. The NMRC mortgage-backed sukuk will however be based on the 

ijarah wa iktina mode. There are other variations of leases that may not be 

applicable to real estate or infrastructural development.  

3.2     Liability contracts 

The most common type of liability or deposit contracts include – interest-free 

loan (qard) used for current account which is like a reversed loan where the 

customers lend money to the bank and the bank gives back the money on 

demand. The partnership (mudarabah) is also reversed in the sense that the 

customers keep their funds with the bank in order to earn profit. This means the 

non-interest financial institution must use the money for business transaction 

and share profit with the customer on agreed ratio or percentage. The third is 

an agency (wakala) deposit where the funds from depositors are tied to 

specific project and income is shared with the customer at the end of the 

business venture. This is usually off-balance sheet. In fact, the wakala type of 

deposit looks so much like a sukuk except that the sukuk is more of a capital 

market instrument aside its other features. 

3.3     The global sukuk market 

The singular of sukuk is sakk. It is from this that the word ‘cheque’ was derived. 

It means a legal instrument, deed, cheque or to have a seal on a paper 

document (Paldi 2014; Oshodi 2014; Oshodi 2016b). Sukuk then is certificates 

of equal value in a given asset. In other words, “sukuk is certificates of equal 

value representing undivided shares in ownership of tangible assets, usufruct 

and services, assets of particular projects or special investment activity” 

(AAOIFI Shariah Standard 17 (2). Like securitization, sukuk is aggregating assets 

and bonding them into marketable securities such that holders have shares in 

the asset. 
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Figure 3 showing the sukuk framework 

 

The practice of the concept emerged from Malaysia after successfully 

experimenting with a real estate backed bond. Thereafter in 1990, the 

Malaysia Shell MDS Sdn Bhd issued a lease (ijarah) sukuk worth RM 125 million. 

Issuance grew to 145% in 2006. This market hit USD47 billion in 2007 and dropped 

by 55% to USD21 billion in 2008. It rose again in 2009 to USD 31 billion and 

reached USD110 billion in 2012.   

The US issued the East Cameron Gas Sukuk using the partnership mode 

(musharakah) backed by oil and gas assets while General Electric issued sukuk 

backed by aircraft leases (ijarah). Global sukuk issuance by domicile and share 

in 2014 left Malaysia at 65.4% of market share; Saudi Arabia had11.2%; while 

Indonesia had 6.0%. UAE, Qatar, Turkey, Bahrain and Hong Kong had 4.3%, 4%, 

3%, 1.4% and 1% respectively while others had 3.8%. (KFRA in IFSB 2015). June 

2014 and September 2014 witnessed the UK and Hong Kong sukuk. The UK 

GBP200 million sukuk raised GBP2.3 billion while the Hong Kong USD1 billion 

sukuk raised USD4.7 billion. 

Sukuk issuance by sector shows government having 61.4% in 2014 while 

financial services had 21.5%, real estate had 4.38% and construction had 1.8%.  

Total sukuk demand is expected to hit USD538.4 billion in 2018 and USD649.2 

billion in 2020 (Toronto Financial Services Alliance 2016).  

In September 2014, South Africa issued USD dominated sukuk of USD500 million 

while Senegal’s 4-year sukuk of USD 168 million was concluded in June 2014. 

Other sukuk emerged in Egypt, Nigeria, Kenya, Cote d’ Ivoire and Tunisia. 

Oshodi (2016b) argued that sovereign sukuk is a perfect replacement for selling 

national asset since it allows such assets to be placed in an SPV and sold to 

certificates holders for a defined period after which such assets reverse to the 

federal government with improved value. It then becomes necessary to review 
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partnership sukuk, sale sukuk and lease sukuk while also appraising the 

characteristics of mortgage-backed sukuk. 

3.4     A typical partnership (mudarabah) sukuk 

This is a partnership sukuk where one party is an expert (mudarib) (for instance, 

a developer of a car park along the Marina) while the other parties are the 

certificate holders (rabb al mal). Capital is raised through a special purpose 

vehicle (SPV) which invests such funds in the project. After the completion of 

the project the income/revenue is being shared between the developer and 

the investors or certificate holders in an agreed ratio. If the project becomes 

unsuccessful, the investors bear the loss. Practically, partnership sukuk holders 

insist on minimum benchmark profit as an incentive for their risk in such 

partnership venture. 

Figure 4 showing the structure of a partnership sukuk 

 

Source: Referred to in The Islamic Security (Sukuk) Market, Kuala Lumpur Malaysia, LexisNexis 

Malaysia Sdn Bhd (2009). 
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3.5     Sale sukuk structure – the istisna mode 

Figure 5 showing a sale sukuk 

 

Source: Referred to in The Islamic Security (Sukuk) Market, Kuala Lumpur Malaysia, LexisNexis 

Malaysia Sdn Bhd (2009). 

 

This build-to-order or construction sale (istisna) sukuk allows the awarder of an 

independent power project (IPP) aimed at supplying power to the whole of 

Lagos Island to issue a sukuk through an SPV. The SPV or issuer then raise money 

from certificate holders/financiers meaning that the financiers buys the assets 

from the SPV and sell to the obligor or originator at a mark-up price. The issuer 

then issues a forward sale sukuk to evidence the debt obligation of the 

deferred price. Global experience has shown that non-interest finance 

principle does not allow the sale of receivables which discourages secondary 

market trading in a sale sukuk structure. This then means that holders of such 

sukuk hold it to maturity.   
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3.6     The dynamism of the lease and forward lease sukuk 

 Figure 6 showing a forward lease sukuk  

 

Source: Sterling Bank, Centre for Housing Studies/University of Lagos 2015; Oshodi 2017 

The lease sukuk is one of the most widely used sukuk globally. Figure 6 shows 

the structure of a forward lease sukuk for urban renewal. ABC Construction 

Company appoints an SPV who mobilizes investors or certificate holders. These 

investors lease undeveloped structures from the SPV even though they are yet 

to exist at the time of signing the contract. The SPV then embark on the 

construction or renovation of new buildings by fulfilling the supply side. On the 

demand side, the SPV will arrange home finance facilities for off-takers based 

on lease, sale or diminishing partnership model or even interest based 

mortgages. The repayment on the demand side will be used to pay coupon 

to certificate holders. Over the construction period where there is hardly cash 

flow, the SPV can create a sinking fund where such monies are invested in 

more liquid investment in order to pay periodic returns. Sukuk usually attract 

good rating where they have guarantee from a reputable sovereign, 

multilateral institution or blue-chip companies. It is also important for the sukuk 

originator to be well rated. 
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Figure 7 showing a lease sukuk where the property already exists before the 

issuance  

 

 

Source: Sterling Bank, Centre for Housing Studies/University of Lagos 2015; Oshodi 2017 

Figure 7 shows a lease sukuk that has features of a Real Estate Investment Trust 

(REIT). Lagos State Government (LSG) leases its existing buildings or 

infrastructures to an SPV and pays periodic rentals. The SPV mobilizes investors 

who would buy or lease the asset from the Lagos State Government in bulk. 

This simply gives fund to the government to embark on other urban 

regeneration projects. 

Figure 8 shows another typical real estate lease sukuk which can be used to 

renew a large urban space. The Lagos State Government can issue such sukuk 

periodically in order to have long-term patient capital of urban renewal.  

Figure 9 shows a lease sukuk being used for several uses such as commercial 

and residential assets. An integral part of this sukuk is to identify off-takers and 

sign purchase/lease agreements that will make the project attractive and 

eliminate repayment risk. The structure can also be adapted for a regular 

project such as commercial high-rise building which may be mixed with 

residential, commercial and hospitality use. Jetties and multi-level car park can 

also be built using this model. This allows easy renewal of the Marina axis, Broad 

Street and the high streets in Lagos Island thereby increasing local and foreign 

investment activities and therefore, economic growth of Lagos. 
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Figure 8 showing a real estate forward lease sukuk  

 

 

 

Figure 9 showing a forward lease sukuk mix development  

 

 

Source: Oshodi 2014b 
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Figure 10  showing the NMRC bond model  

 

 

Source: NMRC 

The NMRC model in figure 10 has been used to refinance mortgages via a 

bond. A similar model is presently being designed for mortgage-backed sukuk 

where Sterling Bank mortgages (under the non-interest home finance mode) 

that has met the NMRC conditions or underwriting standards are refinanced 

for 7 years at a coupon of 14.5%. The model gives cash back to financial 

institutions that have invested in NMRC to create more mortgages. The 

essence of having this is to allow mortgages created through the urban 

regeneration drive to be utilized in the creation of new mortgages in Lagos 

Island. A value-chain process is then created from the symbiotic relation 

between several sukuk structures and real urbanization. 

3.7     Differentiating asset-backed and asset-based sukuk 

Sukuk analysts and financial experts found a need to differentiate projects that 

generate their own cash flow from projects that do not generate their own 

cash flow. For instance, un-tolled road as the underlying asset for sukuk is asset-

based since it does not have its cash flow and depends on other repayment 

sources. It is usually structured as being on the balance sheet of the obligor.  A 

residential or commercial building that is unable to have a cash flow from the 

asset is also termed as asset-based. Where the project is to supply power to 

the city with well-defined power purchasing agreement (PPA) then such asset 

is an asset-backed sukuk and may be on or off the balance sheet of the 

obligor. Mortgage-backed sukuk are also asset-backed since the main source 

of repayment is the revenue from the mortgages. The credit rating of the state 

determines its ability to issue asset-based sukuk while the market performance 
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of an underlying asset or project gives additional comfort to investors and they 

can have recourse to the asset where the SPV defaults. Certificate holders do 

not have recourse to the underlying asset where it is a public building or road. 

Asset-based and asset-backed sukuk may also be mixed in a manner that 

allows dynamic balance. There are however arguments by analysts that there 

really should not be any difference between asset-backed and asset-based 

sukuk. 

3.8     Features of sukuk documents 

There are two major types of documentations in sukuk issuance. One is the 

generic issuance documents while the other is the specific non-interest finance 

or Shariah contract. The sukuk issuance documents are very similar to a 

conventional bond and include facility/programme agreement, trust deed, 

depository and paying agency agreement, and security documents if 

necessarily. The sukuk ones depend on whether it is a partnership, sale or lease 

sukuk. 

3.8.1     Issuance documents 

Facility/programme agreement looks like the master agreement where most 

of the parties are signatories and they include the issuer, the intermediaries 

such as the facility agent, arrangers, primary subscribers, the issuing and 

paying agents and other players. The clauses in this document include the 

following: condition precedent; condition of issue; terms of appointment of 

intermediaries; availability period; description of the deal and its purpose; 

agreement to subscribe; payment by primary subscribers; utilization of 

proceeds; security and guarantees; issuance and redemption of the sukuk; 

representations and warranties; affirmative and negative covenants; events of 

default or dissolution event; the governing law (Securities Commission Malaysia 

2009; ISRA 2013). 

Trust deeds are also very important to a sukuk issuance. The main parties are 

the issuer and the trustees while the beneficiaries of the trust are the investors 

or sukuk holders. The content of the trust deed includes: declaration of trust; 

terms relating to the obligation of the issuer; terms relating to the administration 

of the trust which includes scope of duties by the trustees; event of default or 

dissolution event clause; reference can also be made to the Shariah contract 

(partnership, sale or lease) used for the sukuk (Securities Commission Malaysia 

2009; ISRA 2013; Oshodi 2016b). 

Depository and paying agency agreement is between the issuer, the arranger, 

the trustee and the depository and paying agent. In this agreement, the issuer 

appoints an agent that carries out the function of registering the issue, 

automating the profit payment at maturity and holding certificate till maturity 

on behalf of certificate holders. The terms in this document includes depository 

arrangement, paying agency arrangement, and obligation of the issuer and 
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trustee. The Central Bank may play the role of the depository and paying 

agent. 

Security documents are signed between the security provider, the issuer and 

the trustee who act on behalf of the sukuk holders. Under non-interest finance, 

security is mainly acceptable for debt contracts such as sale-based and lease-

based contracts. The equity or partnership-based contracts do not quite 

accept collateral or guarantee on capital or profit except, perhaps where 

limited security is taken to cover breaches, negligence or non-performance of 

the non-interest finance terms agreed by parties (ISRA 2013; Oshodi 2014).  

3.8.2     Non-interest finance specific documents 

The non-interest finance specific documents will be restricted here to a typical 

sale contract, lease contract and partnership contract.  

The sale-based contract will require the ‘asset purchase agreement’ and the 

‘asset sale agreement’. The ‘asset purchase agreement’ shows that the sukuk 

holders purchased the asset from the issuer. Basically, the primary sukuk holders 

must first buy the asset from the issuer before selling in the second transaction. 

This document describes the asset; the buyer and the seller; the agreement to 

buy and sell; the purchase price; and the manner of payment of the purchase 

price. The second document is the asset sale agreement which allows the 

primary sukuk holders to sell the asset back to the issuer. This sale is at cost plus 

mark-up with a deferred payment of the sale amount. This agreement must be 

independent of the asset purchase agreement. 

The lease-based contract also has ‘asset purchase agreement’ which is almost 

the same as the one described in a sale-based transaction. This simply allows 

the sukuk holders to own the asset before leasing it out. The second document 

is the ‘asset lease finance’ agreement which allows primary sukuk holders to 

lease the asset to the obligor or lessee. The sukuk holders remain the owner of 

the asset throughout the life of the asset while enjoying rent over time. The asset 

lease agreement describes the asset; the lessor and lease; the agreement to 

let; the lease period; and the rental amount and payment structure. Other 

terms include matters around sublease, termination, representation and 

warrantee amongst others.  Sukuk holders as lessors in this case would need to 

appoint an agent to manage the asset thereby signing the ‘service agency’ 

or ‘management agreement’. This should contain appointment and fees; 

scope of management which includes major maintenance, taxes, records 

and inspection; duties of insurance/takaful companies; and other 

management expenses. The last agreement is the ‘sale/purchase 

undertaking’ which allows the sukuk holders to sell the asset back to the issuer 

at the end of the lease contract. This looks like a ‘put option’ for the sukuk 

holders and ‘call option’ for the issuer. The exercise price, dissolution event and 

maturity are contained in this document.  
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The partnership-based contract here only looks at the co-ownership 

(musharakah) type of agreement. This contract shows the co-partners and 

their agreement; capital contribution of parties; specification of the co-

ownership venture; profit-sharing ratio; dissolution of the co-ownership; 

frequency of profit distribution; appointment of a project manager with scope 

of work and remuneration; and arrangement for sharing excess profit. 

Purchase undertaking may be signed where the issuer undertakes to buy the 

asset from the primary sukuk holders when certain circumstances such as 

dissolution event, event of default or maturity of the sukuk occurs. There may 

also be security document or third-party guarantee to only cover breach, 

negligence or mismanagement in case of losses. 

A case of Osun Sukuk 

In 2013 the Osun State Government issued the N10billion fixed rate lease sukuk as part 

of the N60billion debt issuance programme. A forward lease sukuk was used for the 

purpose of building 24 schools in the state. The sukuk was successful and N11.3billion 

was raised out of which Sterling bank directly and indirectly bought N3billion. Most of 

the investors are corporate institutions. The sukuk is for 7 years and due by 2020. 

Minimum subscription was in multiples of N1million and coupon is designed to be paid 

every quarter while the coupon rate/return rate is 14.75% per annum.  

The land used for the sukuk was valued at N1.2billion as at 2013. Like a typical sukuk, 

Lotus Capital was brought in as the lead issuing house and a special purpose vehicle 

(SPV) was created. SPVs for this purpose ordinarily have the structure of a public 

liability company with at least 20 entities thereby accommodating interest groups. As 

a form of security, a sinking fund was created and funded from the Originator’s (Osun 

State) Federal Government statutory allocation in the form of ISPO which is being 

managed by the Trustees – Sterling Asset Management & Trustee Limited. The 

Originator also created the Osun State Bond Law which ensures the creation of a 

Consolidated Debt Service Account (“CDSA”) into which monthly deductions from 

the State’s Internally Generated Revenue (IGR) is made. They also further enhanced 

the issue through additional security by leaving N4.2billion as at December 31, 2012 

into a state-owned investment funds called the Omoluabi Conservation Fund.  

The sukuk used non-income generating asset as its underlying project making it an 

asset-based sukuk. This may have negatively affected the Osun State economy from 

2015-2017 since the IRG was low and the sukuk relied on ISPO to pay investors. The 

proposal for Lagos will be to adopt a sukuk which generates its own income or asset-

backed sukuk so that there is no pressure form the IRG and state allocation. It will also 

be nice to see multilateral institutions guarantee such sukuk. CBN in 2017 released a 

guideline giving liquidity status to state sukuk. This then becomes a major attraction 

for financial institutions to invest in subsequent state sukuk.  
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4.0     SUB-NATIONAL AND SOVEREIGN SUKUK 

4.1     Adopting Public-Private Partnership (PPP) securitization 

In Nigeria, sukuk are tax exempt just like bonds making them more attractive 

to investors. Investors who would ordinarily not finance real estate 

development or urban regeneration would certainly be willing to invest in a 

bond or sukuk. Sukuk are always backed by underlying asset and having them 

enhanced through third party guarantees makes them even more attractive. 

Multilateral financial institutions then become more attracted to sukuk when it 

is linked to sub-national or sovereign infrastructural development programmes. 

State governments and federal government can also provide such 

guarantees to attract more investors. This has been demonstrated in several 

jurisdictions including the Osun State sukuk in 2014 and the FGN sukuk in 2017. 

Lagos State is the 4th largest economy in Africa and the most viable state in 

Nigeria. Renewing the whole of Lagos Island in order to attract much more 

foreign and local investment thereby achieving economic growth and 

development is then dependent on public private partnership (PPP) 

arrangement. The Lagos State government would act as the obligor, identify 

an issuing house as partner and set up the ‘integral SPV’. The SPV will have 

various investors/corporates/construction companies/estate surveyors who 

are willing and able to carry out the construction while simultaneously 

identifying off-takers or variation of off-taker arrangements for hotels, offices, 

shops, malls, residential units, power, jetty, car-park and other uses. Such 

systemic approach to urban redevelopment is then phased in such a manner 

that every sukuk issue is oversubscribed while coupon price is competitive and 

attractive. The CBN also accepts sub-national and sovereign sukuk to meet 

liquidity ratio for commercial banks. 

4.2     Recommendation and Conclusion 

Under the developmental-state approach, Japan, South Korea and Taiwan 

set up a team of their best professionals for the primary propose of 

implementing socio-economic programme in such unique fashion. Evans 

(1995) term this as embedded autonomy while Kholi (2004) described this as a 

‘cohesive capitalist state’ which allows the distortion of market force 

mechanism for certain products or industry to allow rapid development to take 

place. State-led development demonstrates effectiveness where a ‘pilot 

agency’ is granted embeddedness and autonomy while state capture, neo-

patrimonial governance and rent seeking behaviours are minimized (Evans 

1995, 2004; Johnson and Start 2001; Beeson 2004; Wade 1990; Mkandawire 

1998; O’Riain and Connell 2000; Low 2004; Fritz and Menocal 2006; Kohli 2004; 

UNCTAD 2005; Maung Than 2004; Stern 1991; Jomo 2004; Clark and Chan 2004; 

Ravenhill 2011; Ohno and Ohno 2014; Oshodi, 2014a, 2015). 
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It is therefore necessary to make the public agency in charge of urban 

regeneration in Lagos State (Lagos State Urban Renewal Agency (LASURA)) to 

be fully independent while acting as the ‘pilot agency’ that will work with 

relevant private sector actors to achieve the common goal of urban renewal 

using sukuk and other viable financial models. This PPP arrangement using 

sukuk will make it very easy to create income-generating commercial and 

recreational infrastructure on the one hand, and variation of mortgage-

backed sukuk for residential and industrial assets in Lagos Island. 
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