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Abstract

Based on philosophy of sharing risk the BOT model of infrastructure projects
financing is a natural fit for Islamic finance. The asset-backed nature of Islamic finance
makes it more appropriate for fulfilling massive infrastructure project investments.
Moreover, Islamic finance promotes social and economic development by creating real
assets, not just by generating transactions that are merely financial.

In this context, this article briefly highlights the philosophy of development in
Islamic economic system, as well as throws lights on the growing new trend of mobilizing
Islamic finance in BOT contracts for Infrastructure projects globally and locally, in
Pakistan and other countries as well. An estimate of global infrastructure needs has been
studied in the light of some steamed reports. The potential of Islamic finance, and its
flexible building blocks and instruments has been described along with their practical
methods, to present an alternative model of Islamic BOT project financing. Some
proposed modes has presented in the end that may be applicable to mobilize Islamic
finance in Infrastructure projects, concluding that a wide variety of Islamic finance
structures are available to provide sufficient flexibility to practitioners to select
appropriate financing vehicles for establishing a system of financing infrastructure
projects in developing countries like Pakistan and Afghanistan etc.
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“Islamic finance is based on a philosophy of sharing risk,.. Moreover, Islamic finance
should promote social and economic development by creating real assets, not just by
generating transactions that are merely financial .In this context, infrastructure PPP
projects are a natural fit for Islamic finance.Financing these projects entails certain level
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of risks sharing with other project parties, and the projects serve the large purpose of
social and economic development by creating essential assets in the public interest™
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“Over the past decades, Islamic finance has emerged as one of the important
sources for a wide variety of infrastructure projects, through both public sector and PPP
schemes. Amidst the dearth of conventional infrastructure financing, Islamic finance
offers the prospect of widening the sources of financing needed to meet the massive
infrastructure investments in developing countries, including but not limited to Muslim-
majority countries™
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The asset-backed nature of Islamic finance structures and their emphasis on
shared risks make them a natural fit for infrastructure PPPs. A wide variety of Islamic
finance structures are available to provide sufficient flexibility to practitioners to select
appropriate financing vehicles.*”
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Islamic finance structures are flexible enough to finance different infrastructure PPP
projects.—. This flexibility of Islamic finance structure allows Islamic finance and
conventional finance to coexist seamlessly in the same infrastructure project, on an equal
footing basis. Although the two facilities will be documented separately.*
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“The success of PPPs in using Islamic finance has motivated project sponsors (equity
investors) in countries such as Bangladesh, Indonesia, Kazakhstan, Malaysia, Mall,
Morocco, Nigeria, Pakistan, Saudi Arabia, Turkey, and Uzbekistan to continue to seek
Islamic finance”.”
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“Islamic finance can provide a complementary source of financing to these efforts, given
the flexibility in Islamic finance instruments.””
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B.O.T is the terminology for a model or structure that uses private investment to

undertake the infrastructure development that has historically been the preserve of the
public sector."®
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“Unfortunately this concept is not very popular in Pakistan. Apart from benefits, BOT
contracts may be complicated due to its long term contractual obligations and multi-party
involvement.”
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Generally, where the contracting authority provides the land or facility required to
execute the project, it is advisable for the project agreement to specify, as appropriate,
which assets will remain public property and which will become the private property of
the concessionaire. The concessionaire may either receive title to such land or facilities or
be granted only a leasehold interest or the right to use the land or facilities and build upon
it, in particular where the land remains public property."!**
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In some countries, the contracting authority is authorized to make arrangements for
assisting the concessionaire to repair or rebuild infrastructure facilities damaged by
natural disasters or similar occurrences defined in the project agreement, provided that
the possibility of such assistance was contemplated in the request for proposals.
Sometimes the contracting authority is authorized to agree to pay compensation to the
concessionaire in case of an interruption of the work for more than a certain number of
days up to a maximum time limit, if the interruption is caused by an event for which the
concessionaire is not responsible.*?
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