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Abstract  

Small and medium enterprises (SMEs) are vital for economic development, 

growth in production, and employment expansion. One of their key challenges 

is the financing gap. Therefore, offering alternative financing solutions can aid 

in their growth and development. This study aims to propose an efficient way 

to finance SMEs through the issuance of sukuk. At first, we identified 
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challenges in financing SMEs by interviewing experts. Then based on 

challenges we propose two assumptions in designing a Sukuk model for 

financing SMEs and based on them, we designed 7 models. We use an 

intermediary in all models and we propose to finance a portfolio of SMEs 

instead of financing a single SME and, also we use contracts that originator 

could use them for any purpose. These models were based on Tawaruq, Ijarah, 

Musharaka, Manfaat, Salam, Wakalah and Bay' al-dayn. Then we ranked 

models using the TOPSIS method based on 6 criteria, and the wakalah sukuk 

model was chosen for SME financing from the capital market. Subsequently, a 

model based on wakalah sukuk was developed, addressing aspects such as 

parties involved in Wakalah Sukuk for financing SMEs, profit management in 

SEE Waaahhh S,,,,, , alll '  eee, ctttt +++iinn    s ssss sssssssso by Walll , 
and reporting and monitoring the performance of the originator. 

 Keywords: SME, SME financing, Wakalah sukuk, Capital market. 

Introduction                                                                          

To improve SME finance in Iran, it is necessary to pay attention to the capacity 

of the capital market as a complementary solution alongside the banking 

system. Developing SME finance through the capital market requires an 

appropriate model based on the needs and requirements of its beneficiaries 

including SMEs, investors, financial institutions, and the capital market 

supervisory (Yazdi et al, 2022, p 182). 

SMEs are considered the backbone of the economy because they play a 

prominent role in creating employment, economic growth, innovation, and 

creativity in developing countries. Generally, SMEs play the most important 

role in creating new jobs (Kuruwitaarachch et al., 2019). Zafar & Mustafa 

(2017), stated that in developed economies on average, 55% and 65% of the 

total gross domestic product and employment (high-income countries) are 

allocated to SMEs. In developing countries (middle-income countries), this 

ratio is on average 70% of GDP and 95% of total employment Simila rly, in 

low-income economies, they contribute 60% to GDP and 70% to total 

employment. Also, SMEs impact the sustainable development of countries 

through job creation, innovation, and reducing the income gap (Bartolacci et al, 

2020). In Iran, more than 85% of companies are small and medium, which 

contributes 93% of total employment and creates around 30% of added value 

(Esmailpoor et al., 2017). Various research has shown that the issue of 

financing in the fastest time and at the lowest cost is the most important 

problem for SMEs (Baker et al, 2020; Moscalu et al, 2020). SMEs usually face 
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restrictions in accessing financial resources and, as a result, have a large 

financing gap because these businesses have less chance of obtaining financial 

resources compared to large companies (Abraham and Schmukler, 2017, p 1). 

Sukuk can be an alternative solution for financing small and medium 

businesses and provide access to financial resources in the capital market. 

Sukuk can also foster economic growth by empowering entrepreneurs and 

encouraging innovation within the SME sector. By diversifying funding 

options, sukuk helps mitigate reliance on traditional bank loans, which may not 

always be accessible for smaller enterprises. This unique financial instrument 

allows businesses to tap into the capital market, promoting transparency and 

reducing risk for investors. Furthermore, the adherence to Islamic finance 

principles ensures that the funds are utilized in ethical projects that benefit 

society. Ultimately, integrating sukuk into the financing landscape can 

significantly enhance the resilience and sustainability of small and medium 

enterprises, driving them toward a more prosperous future. 

The current framework of financing instruments in Iran's sukuk market is 

inadequate for funding small and medium-sized enterprises. This article will 

address the challenges of financing SMEs and propose a solution to overcome 

the existing obstacles. In the proposed model, we will discuss various aspects 

of an appropriate instrument, including the type of sukuk, its underlying assets, 

and credit risk management.  

Literature Review 

Bongini et al. (2019) conducted a study on SMEs' access to market-based 

financing. They developed an index to illustrate the ease with which potential 

companies can access financial resources through market-oriented methods. 

The study revealed that, despite the recognition of capital market financing 

potential in several Eurozone countries, many SMEs struggle to secure funding 

through this channel. Furthermore, the research concludes that general business 

conditions, including GDP growth, the level of domestic financial market 

development, and the quality of the legal and judicial enforcement system, 

significantly impact the ability of these firms to obtain financing through the 

market. 

Several studies have examined financing options for SMEs in the capital 

market. The International Organization of Securities Commissions (2014) 

introduced innovative tools in equity and debt markets, such as securitization 

and pooled investment vehicles, to address SMEs' financing challenges. Annas 

(2014) identified key obstacles like information transparency and adverse 
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selection, advocating for asset-based sukuk as a potential solution, specifically 

examining Mudharabah sukuk for financing SMEs in France. The World Bank 

(2020) evaluated global market-based solutions to improve SME finance, 

focusing on prerequisites and challenges, including capital market solutions 

and SME loan securitization. Nassr and Wehinger (2014) discussed alternative 

banking methods for SMEs. They provided an in-depth analysis of various 

market-based financing tools, including securitization and covered bonds. The 

study by Rupika Apoga and Saksonova (2018) explores how companies in EU 

countries finance their operations. The study notes that despite proposals, SME 

financing in Europe still heavily relies on banks. However, alternative 

financing methods are rapidly gaining traction and competing with traditional 

approaches. The most common non-bank financing options include assistance 

from friends and acquaintances, government support programs, venture capital 

investments, and angel investments. 

There are advantages and disadvantages to SME financing via capital 

markets. Gupta and Gregorio (2017) found that listed SMEs are less likely to 

experience bankruptcy than unlisted ones, concluding that going public reduces 

financing restrictions and lowers failure risks. The OECD (2015) reported on 

the pros and cons of market-based SME financing, discussing methods like 

securitization and public equity listings. Bongi et al. (2019) created an index to 

measure the accessibility of market-based finance for SMEs in the Eurozone, 

noting that many SMEs are unable to utilize capital market financing despite 

recognizing its potential. 

Research on challenges related to sukuk issuance for SMEs in Iran 

highlighted economic and political barriers (Majlis Research Center, 2015). 

Their 2018 report delved into challenges of debt security issuance, including 

Sukuk financing costs and the roles of credit ratings. 

Sukuk issuance should complement, not replace, bank loans. Expanding 

capital market financing for SMEs should enhance their connection to the 

banking system rather than substitute it. Some of the advantages of market-

based financing for SMEs are mentioned below; 

Increasing the resilience of SMEs against economic shocks: SMEs suffer 

severely in times of financial crises. Because they face the consequences of the 

recession, and on the other hand, due to the risky nature of these businesses, 

banks restrict the allocation of resources to them (Bezmer et al, 2018, p 5). 

Market-based SME finance can reduce the SME's vulnerability to recession 

and economic crises by unlocking the available financial resources and 

reducing the reliance of these enterprises on bank loans (OECD, 2015, p 5). 
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Market-based financing offers several advantages for SMEs: 

1. Enhancing Resilience to Economic Shocks: SMEs are particularly 

vulnerable during financial crises due to their inherent risks and limited access 

to bank loans. Market-based financing can mitigate this vulnerability by 

unlocking financial resources and reducing reliance on traditional bank 

financing (Bezmer et al., 2018; OECD, 2015). 

2. Reducing Dependence on Bank Loans: SMEs often face challenges due to 

their reliance on banks. Market-based financing helps bridge the financing gap, 

particularly for businesses lacking sufficient collateral or turnover records. 

3. Increasing Financing Opportunities: Directing financial resources toward 

production is a key goal for economic policymakers. Market-based financing 

creates efficient investment tools for SMEs, attracting more investors and 

channeling funds into this vital sector. 

4. Portfolio Diversification: Market-based financing allows investors to 

diversify their portfolios through various financial instruments with unique risk 

and return profiles, such as Sukuks, which offer distinct characteristics 

advantageous for portfolio management. 

5. Strengthening the Relationship between the Financial and Real Sectors: The 

disconnect between these sectors often contributes to economic crises. 

Utilizing market-based financing can enhance the connection between financial 

sector development and real economic activity, fostering risk-sharing among 

SMEs and bolstering macroeconomic stability and financial system 

performance. 

Research Methodology 

This research aims to develop a suitable model for issuing Sukuk to finance 

SMEs. We began by identifying the challenges faced by SMEs in capital 

market financing through a review of existing studies and expert interviews, 

followed by a thematic analysis. This analysis, informed by Guest et al. (2012), 

identified themes reflecting specific experiences or ideas related to our research 

questions. We categorized themes into three levels: basic themes (codes and 

key points), organized themes (combinations of basic themes), and 

comprehensive themes (overarching principles), as outlined by Kamali (2017, 

p. 192). This process yielded insights into the challenges of SME financing. 

Considering the inherent characteristics of SMEs and the identified 

themes, we established two assumptions: the need for an intermediary between 

investors and SMEs and the flexibility of contracts for fund usage. Based on 
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these assumptions, we developed seven models: Bay' al-dayn, Murabaha, 

Tawar,,,, , aaa,,,, ,,,,,, , aa, aa naa’a,�Sa,,,,  add Saee add aaaee-back. We 

then applied the TOPSIS technique, a multi-criteria decision-making model 

introduced by Hwang and Yoon in 1981, to evaluate the models against six 

criteria derived from our prior analysis. This method involves normalizing the 

decision matrix and identifying the best positive and negative solutions to rank 

the options (Çelikbilek and Tüysüz, 2020). Finally, we outlined the key 

features of the selected model. 

Results 

Challenges of hMEs for issuing Sukuk 

Credit risk management of Islamic securities 

To ensure the supervisory organization understands the risks of Islamic 

securities, the originator of Sukuk in Iran must provide a guarantor or pledge 

securities if they lack a proper rating. Banks, which are seen as reliable 

guarantors, often refuse to support SME Sukuk due to the high risk associated 

with these businesses and the low income generated from small issuance 

volumes. Consequently, banks prefer to guarantee larger companies in the 

Sukuk market. Although SMEs can use various securities, including shares, 

Sukuk, investment units, and bank deposits, most do not possess significant 

financial assets. 

Additionally, obtaining a good credit rating is challenging for SMEs 

because evaluating their financial statements is complicated by low 

transparency, insufficient financial records, and the high fixed costs associated 

with credit rating processes. 

SMEs Default risk 

The financing risk for SMEs can be categorized into two types: Moral Hazard 

and Adverse Selection. Adverse Selection occurs due to information 

asymmetry before a transaction, where loans may be given to borrowers with a 

high probability of default, especially when SMEs submit false documents or 

transactions (Mishkin, 2019). 

Moral Hazard arises from information asymmetry after the transaction 

(Nazarpur and Olad, 2016). The lender struggles to monitor SME performance 

due to its ambiguity, and the small volume of SME Sukuk makes close 

supervision economically unfeasible for monitoring institutions. 
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Imbalance in risk-return characteristics of SMEs in Iran's Sukuk market 
The tradeoff between risk and return is an important factor in the success of 

financing securities for small and medium-sized enterprises (SMEs) in Iran. 

SMEs generally carry higher risk compared to large enterprises, so investors 

exeect a ii geer aaee ff eennnn nnn vvveiiigg nn tee.. wwweee,,  Irasss ceaaaal 
bank imposes an interest rate ceiling that prevents SMEs from issuing high-

yield Sukuk. 

The strictness of Islamic securities issuance resolution 

The issuance of sukuk in Islamic securities is subject to stringent regulations 

established by the Securities and Exchanges of Iran. These regulations aim to 

protect investors from various risks, particularly default risk. However, small 

and medium-sized enterprises (SMEs) often find it difficult to meet these 

requirements, such as demonstrating positive cash flow and fulfilling 

information disclosure criteria. 

Internal management problems of SMEs 

The majority of small and medium enterprise (SME) managers are not well-

acquainted with the Sukuk market and typically depend on bank financing. 

Another issue is the time deviations and delays in implementing and 

developing projects within these companies, which in turn increases the risk of 

default. 

The high cost of issuing�Sukuk 

Issuing Islamic securities will involve heavy costs for the originator, among 

which we can mention the SPV's fee, the underwriting fee, the market making 

fee, and the guarantee fee. The increase in the cost of financing from Sukuk 

compared to bank loans reduces the attractiveness of this type of financing for 

SMEs. 

Designing SME Sukuk model 
In addressing the challenges of financing SMEs, it is crucial to establish a 

financial intermediary between investors and SMEs. This intermediary would 

issue Sukuk on behalf of the SMEs. However, it is important to note that 

financing through issuing Sukuk carries a high cost, and the amounts required 

to finance each SME are lower compared to larger companies. As a result, in 

the current model, the Sukuk is issued to finance a portfolio of businesses. 

Implementing this model allows for the economy-of-scale feature of funding of 
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a portfolio of businesses, thereby reducing issuance costs. The use of an 

intermediary in this Sukuk model addresses some of the aforementioned 

problems. Next, we will outline the benefits of having an intermediary for 

issuing Sukuk for a portfolio. 

1. Access to a Guarantor: The intermediary can be selected from financial 

institutions, which typically have relationships with banks, alleviating SMEs' 

difficulties in securing a guarantor for their Sukuk. 

2. Using Intermediary Assets as Collateral: SMEs often struggle with collateral 

limitations for issuing Sukuk. Financial institutions possess significant assets, 

such as shares and Islamic securities, which can be utilized as collateral. 

3. Simplified Credit Rating Assessment: SMEs face challenges due to limited 

financial histories and lack of transparency. In this model, the originator is a 

financial institution with reliable and transparent financial statements, making 

credit rating assessments more straightforward. 

4. Ease of Meeting Sukuk Issuance Requirements: The stringent requirements 

for Sukuk issuance can be difficult for SMEs to meet due to factors like 

inadequate management and limited tangible assets. Since the originator in this 

model is a financial institution, compliance with these requirements becomes 

much simpler. 

5. Cost-Effectiveness for Sukuk Issuance: Issuing Sukuk in small amounts is 

often not economically viable for financing SMEs. This model allows the 

intermediary to issue Sukuk to fund a portfolio of SMEs, enhancing cost-

efficiency.  

Choosing the appropriate Sukuk model for financing SMEs 

Considering that businesses have diverse needs (such as paying salaries, 

settling debts, etc) this model should be able to respond to their diverse needs. 

Because of that, we left out the Istisna and Murabahah structure. Because in 

these two types of sukuk, funds should be allocated to specific needs. Other 

models that will be examined include; Murabahah, Ijarah, Musharaka, 

Manfaat, Salam, Wakalah, and Bay' al-dayn. 

According to the mentioned themes, the following components were 

selected as the criteria for choosing the best type of SME Sukuk. It should be 

noted that these criteria were approved by 3 financial experts. 
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1. Compatibility with the medium-term to long-term time horizon of the 
applicants: Csss rrrr ggg tttt t sss  aa y need gggg-eemm mmmmmmmmtt�rrr  
aaaa a aiittt iiii ii i i ii aaaasss ss sssss  Sllll llll l ll g-eeaa aa aaaaaaa..� 

2. Uncomplicated Sukuk structure: eee  uuuuceeee ff Skkkk kdd eesssssss 
eeeeeen eeeeeeeeeess lllll l ttt ee cllll aaa.... . o ii mmmize eee cttt of 
aaaaaaciiaaaa aaa aa aaaa ett t ee cccccssee ealll y. 

3. Flexibility in using the proceeds: Ssss aave fffeerett aaaancnng eeed.. 
Ssss eeess oo nnnacce rrrrr  rrr nnng cattt al add xxxed cattt a.. So hhe�
lllll lllll l ll ee ppp ppppplll tty ee ee eeee ee eeeeereee eeeeee  

4. No need for underlying assets: Ssss haee eew a...... .n eee appppppppee 
eeeee eee eeeeoooooo oooooo ooo oooo oo oooo o ii cccccccxx xxxxa a......  

5. . ossibility of extending Sukuk maturity: uu e oo eee eciiiii i  iiiiii ii 
Ssss rreeee lll y eccnnnrrr iiee eeaays eee n mmeeeee eeegg ..... . ... ss a 
eetttt , eee dddd ddddcrrr e eeess oo ee eeexlll e add ealll y eecccccccee to 
accmmmaaaee eeeee eeeeeeeaa aaaaa..  

6. Possibility to use the model in different types of companies: Ciiii eennng 
tttt t ach ff eee ecmmmmcc errrr eeeeee nn eee fffff fffo aas fffeeeett eeess  
accnnnnnn oo eee type ff sssss ssy add eee connnn yss cttttt ttttt ttt 
appppppppee lllll lllll l aaee gggh eeexiii iity nn eee aa y ff reaaytttt  and 
www wwy aa aaaccaiigg nnn...  

Based on these criteria, we asked the experts to give points from 1 to 10 

regarding the methods of financing SMEs. The job positions of the respondents 

are described in the table below. 

Table 1.  Characteristics of the interviewees 

rrrr rrrr y of the Jurssprudnntaal 
Commeeeee ef hhe Sookk Exchange 

rr gnnooooooo 

aaa d of hhe ii nnnclll Insrrumnnss and aa rkooo oo 
hhe Sookk Exchnnge rr gnntttt oon 

aaaau uund dvvooopmend dpputy 
Exprro of hhe ii nanee ppp rrmmnno of the aa jsss 

Rrrrrr rr  Cnnrrr 
The sccrrrrr y of the jurssprudenllll  

sub-oommeeeee ef hhe sookk�xxhhnnge 
orgnnooooooo 

nnnanii ng exprro o. ee IIII II vttt menB Bnnk 
Compnny 

nnnanllll l xprro of oo vvrr  nnvttt ment 
fund 

ee mbrr  of hhe cccutty of Imam dddqq nn ivrr stty 
(AS) 

oo -foundrr  nnd Charrman of the Borrd 
of Rosha Innovoooon vvv ooopmnnt 

Compnny 

Exprr ss of Isaamcc tt udaaa aad vvv ooo. ment 
Rrrrrr rr  Cnnrrr of oookk Exchnnge rr ganooooooo 

oouree 1:  Rrrrrr rr �findnngs 
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Implementation of TSSS IS to rank methods 

Based on the steps outlined in the research method section, the decision-

making matrix needs to be scaled according to positive and negative criteria. 

Then, the balanced decision-making matrix should be calculated. The table 

below presents the results of these calculations. The average answers of the 

experts are presented in the table below. 

Table 2.  Balanced scale-free decision matrix 

Type of 
Sukuk 

oo mpaiiblltty 
wtth hhe 

meduum-rrrm oo 
oong-mmmm iime 
hooooon of hhe 

appiicanss 

nn compiicaddd 
uukuk 

uuuucuuee 

Fxxxbblltty 
nn uiing 

hhe 
pooceeds 

oo  need 
for 

undeyyynng�
assess 

nncuuooon 
nn uee for 
dffferent 
yypeo of 

compansss 

hhe 
possbbiiiyy 

of 
exnnndnng 

uukuk 

Twwrr uq 6.9 4.6 6.9 6.4 6.6 3.3 
Ijrrhh 6.9 6.2 7.2 4.6 2.6 6.4 

uu shrrkka 7.2 6.1 4.7 5.4 6.2 7 
aa nfaat 6.6 6.1 6.6 5 4.1 6.3 
aaaam 4 6.1 6.9 4.8 3.7 2.8 

Wkkhhhh 7.8 7.4 7.9 8 7.4 7.3 
Byy' ll -

dyyn 
4.3 6.5 7.2 5.5 5.7 2.4 

oouree 2s sss ss rhh findnngs 

The following table shows the values related to ideal and non-ideal 

options, which can be used to calculate the distance of each financing tool from 

these options. The results of the calculations are reported in the table below. 

Table 3.  Determining the ideal and Non-ideal options in the TOPSIS method 

Type 
of 

Sukuk 

oo mpaiiblltty 
wtth hhe 

meduum-rrrm oo 
oong-mmmm iime 
hooooon of hhe 

appiicanss 

nn compiicaddd 
uukuk uuuucuuee 

Fxxxbblltty 
nn uiing 

hhe 
pooceeds 

oo  nee.  for 
undeyyynng 

assess 

nncuuooon in 
uee for 

dffferent 
yypeo of 

compansss 

The 
possbbiiiyy 

of 
exnnndnng 

uukuk 

The 
ddaal 

opooon 
0.061895 0.019436 0.022627 0.04866 0.133559 0.212284 

Non-
ideal 

option 
0.031799 0.011961 0.013454 0.027805 0.047516 0.070761 

oouree 3:  Rrrrrr rr  findnngs 
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Table ..  The distance of sukuk types from the ideal option and calculating its 
sum 

Type of Sukuk The dssnnnee oo hhe ddaao opooon sss aanee oo hhe oo n-ddaao opooon 

Twwrr uq 0.118418 0.079512 

Ijrrhh 0.092903 0.117107 

uu shrrkka 0.03036 0.150187 

aa nfaat 0.069131 0.1177 

aaaam 0.151521 0.023193 

Wkkhhhh 0 0.170038 

Byy' ll -dayn 0.148304 0.056239 

oouree 4:  Rrrrrr rr  findnngs 

In the last step, the similarity index is calculated and financing instruments 

are ranked. 

Table 4.  Final ranking of credit risk management tools with TOPSIS method 

Ty. e of Sukuk simrrrrtty indxx rnnk 
Twwrr uq 0.401719 5 

Ijrrhh 0.557626 4 
uu shrrkka 0.831844 2 

aa nfaat 0.629983 3 
aaaam 0.132747 7 

Wkkhhhh 1 1 
Byy' ll -dayn 0.27495 6 

oouree 5:  Rrrrrr rr  findnngs 

The results of this questionnaire show that wakalah sukuk is the most 

suitable type of sukuk for financing small and medium businesses. Therefore, 

the wakalah sukuk model for financing SMEs will be discussed in the 

following. 

Designing Wakalah sukuk to finance SMEs 

In Iran's Civil law (Article 656), Wakalah is described as a contract in which 

one party appoints the other as a representative to carry out a specific task. 

According to AAOIFI's Sharia Standard No. 23, Wakalah is defined as an act 

in which one party assigns another to act on their behalf and delegates the 

authority to perform a specific task. 

According to the SEO resolution, wakalah sukuk is a transferable security 

signifying joint ownership of assets, goods, services, specific projects, or the 

rights and benefits arising from specific economic activities. It is issued based 

on the Wakalah (Board of SEO, 2018). The IIFM report in 2022 reveals that 
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short-term wakalah sukuk (with maturity of less than 12 months) accounted for 

approximately 30% of the total volume of sukuk issuance from 2010 to 2021 

(IIFM, 2022, p 46). Additionally, in 2022, the volume of Wakalah sukuk 

issuance constituted 41% of the total international sukuk issuance volume 

(IIFM, 2022, p 66). The flexible structure, ability to utilize resources in various 

fields, and the lack of significant differences among Islamic religions in the 

Wakalah contract have attracted companies and governments to increasingly 

issue Wakalah sukuk. In fact, in 2021, the majority of new sukuk issuance at 

both domestic and global levels was wakalah sukuk (IIFM, 2022, p 41-73). 

The issuance of wakalah sukuk offers significant advantages, as outlined in 

the following scenarios: 

1. eee  ggggrrrrrr  eoooys rr earrr cllllll lll r eee uu,,,, ,,, gggg oo mmeeeeee 
eeeaaiiaaae efcccnnncy ane effeciieeeeii i t tttttt tttt t tt tt tttttt  

2. t xxxiii iity nn eeccciigg tee eeee rlynng assess rrr  sssgggg aa aahhh kkkkk 
kllsss rrr  eee ceeaiinn ff a rrrrr rrrrrr rrrr rr a,,,,,, ,,,,,,,,,  nnnglll e, 
eeccc ccc cc;;;  

3. Waaahhh kkkkk kkkkkkkksss aee ee ..-tttt ed rrr  iiii sssssss ssss  uuuuuuu 
eeeeee  ttt ooo ccck a caaar mmmmmmmmtt aaaagggy rr aace mmmmmmmm. t 
iiii sssssss (s lllll l a aSS Saaaally7 77777 7 777-7..).  

Additionally, the diagram below depicts the model of wakalah sukuk for 

SME financing. 

 

Figure 1.  The model of issuance of wakalah sukuk for EEE  financing 

oouree 6:  Rrrrrr rr  findnngs 
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The convertible sukuk is a type of sukuk that includes the option to 

exchange a specified number of sukuk for the common shares of the company 

at a predetermined conversion rate (Bodie et al, 2021). Converting the wakalah 

sukuk into shares is contingent upon the conditions outlined in the contract. It 

is essential to adhere to the regulations regarding the conversion of sukuk into 

shares as stipulated in the contract to prevent any fraudulent activities (IFSB, 

2021, p 9). For wakalah sukuk, SMEs offer investors the opportunity to 

exchange their sukuk for shares in one of the companies that has received 

financing, at a fixed exchange rate. This feature not only enhances the appeal 

of sukuk but also provides investors with the option to purchase shares in 

SMEs if it proves advantageous and leads to greater profits. Establishing the 

conversion rate at the outset of the sukuk issuance is critical to averting any 

potential fraudulent practices (Tohidi, 2019, p 40). 

The success or failure of issuing sukuk to finance SMEs is greatly 

influenced by the attractiveness of the rate of return in comparison to the 

associated risks (Altman et al, 2020). One of the key challenges in financing 

SMEs is the mismatch between risk and return of sukuk, particularly due to the 

mandatory determination of sukuk coupons in Iran. Enabling the conversion of 

sukuk to SME shares provides a way to align returns with risk to the greatest 

extent possible for financing SMEs. 

The parties involved in Wakalah Sukuk for financing SMEs 

According to the guidelines for issuing Wakalah sukuk in the capital 

market of Iran, the involved parties are the originator, guarantor, SPV, sales 

agent, paying agent, and trustee. As per Article 2 of the Wakalah Sukuk 

resolution, holding companies, investment firms, investment banks, non-

governmental public institutions, ministries, government institutions or 

companies, and municipalities can participate in the issuance of Wakalah 

sukuk. Therefore, potential originators of Wakalah SME Sukuk may include 

investment banks, innovation and prosperity fund firms, provincial investment 

companies, and other investment entities. 

As previously discussed, one of the significant challenges for these 

businesses is the requirement to provide a guarantor for sukuk issuance. 

According to the regulations, the guarantor must be chosen by the originator 

and approved by the organization from a specified list of financial institutions, 

including banks, credit institutions supervised by the central bank, insurance 

companies under central insurance supervision, retirement funds, investment 

companies, holding companies, non-governmental public institutions, as well 

as government companies and institutions. 
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In the prevailing model, organizations such as the parent company of the 

Small Industries and Industrial Towns Organization of Iran, the Innovation and 

Peeeeeeeey F,,,, , dd deeemmmmett aasss (ccclggggg eeee ee Saderat Ba,,, 
eeee ee aa ’annn Ba,,,  Saaaat aa aaan Ba,,, Kesaaaazzi Ba,,, aa kkan Bank) 

are identified as potential guarantors for the Sukuk. This instrument is issued 

by another institution to bolster the ecosystem for small and medium-sized 

enterprises. 

In wakalah sukuk, the originator has significant discretion in using the 

funds obtained from the issuance of Wakalah sukuk. Shariah risk is a concern 

associated with Sukuk. In this type of sukuk, once the funds are collected, the 

agent enters into separate contracts with the beneficiaries and then allocates the 

funds to those parties based on the specific contracts. It's crucial to closely 

monitor the process of finalizing contracts with SMEs to ensure compliance 

with Shariah and legal aspects of the contracts, as well as to assess the risk by 

calculating the company's funding requirements in relation to the requested 

amount and conducting an economic and financial evaluation of the 

development plan and its internal rate of return. 

Profit management in SME Wakalah Sukuk 

ss eer eee eettttt ttt ff tee aaa’’’ah�cmmmtteee ff  eee SOO, eee cauuulation 

and payment of interest in wakalah sukuk must be clearly outlined in the 

prospectus. Interest in wakalah sukuk can be calculated and paid in the 

following ways: 

1. Paytttt tt xxxed add eeeeeeee eeeeeett ff eee coaaaacss hhhh hsss aaee a 
xxxea aee ee eeette ttt eeese eee eee W. ... ’e eee ll ll ll lll l ..  

2. Paytttt tt ttt erett aoo ssss ss eee aaytttt t asss nn eee rrr m ff accuuass 
axx xxxxt ttt t eeaa (aa aay) at tee aaaaa aaa aaae.  

3. Payffff ff  acrrrr rr r fff (ff f . y) am mauuttty (Boar8 88 8888 8888)8 

If the wakil's performance in wakalah sukuk is weak, and is accompanied 

by negligence or deficiency, it is possible that the Wakalah sukukholders, in 

addition to not earning any profit, may lose all or part of their capital.  

It is not allowed for a representative (wakil) to guarantee anticipated 

profits or losses, but a third party may be used to voluntarily make such a 

commitment. In this case, the committed third party must have a better credit 

rating than the wakil, and this commitment is irrevocable and payable (IFSB, 

2021, p. 189). 
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It is impermissible to simultaneously combine Wakalah and personal 

guarantees within the same contract, as this contradicts the essence of Wakalah 

contracts. When a party acts as both a Wakil and a guarantor, the guarantee 

provided transforms the transaction into an interest-based loan (AAOIFI, 2017, 

p 617). However, there are two mechanisms available to mitigate this risk. 

Compensation for the Profit Deficit 

The Shariah Council of the Securities Commission of Malaysia has suggested 

the early payment of interest to the Sukuk holders as a loan on behalf of the 

originator, in connection with the reimbursement of the interest paid to the 

Sukuk holders. It's important to clarify that the amount paid by the originator is 

considered an advance payment to the sukukholders and should be 

distinguished from the price of the sale and purchase contract of the asset that 

the originator is obligated to pay by the sukuk's maturity (Sharia Council of the 

Securities Commission of Malaysia, 2022, p 131). 

Donation of the profit deficit by the originator to the sukukholders 

The relationship between the originator and the wakalah sukukholders is akin 

to the relationship between the bank (as a wakil) and the depositor (as a 

muwakil) in the Iranian banking system. Therefore, the existing jurisprudential 

rules concerning guaranteeing the expected profit of depositors (as muwakil) in 

the Islamic banking system in Iran can be expanded to cover the guarantee of 

profit for Sukuk holders (as muwakil) in the capital market. In this context, the 

originator agrees to cover the profit deficit from their resources if the profit 

from the asset pool is less than the expected profit. The bank (as a wakil) acts 

as an agent in the proper and correct investment of depositors' resources (as a 

muwakil). Therefore, by determining the guaranteed profit, it has given a kind 

of assurance for the good performance of its work, and if the actual profit is 

less than the guaranteed profit, the wakil will be required to compensate the 

difference from its resources. This guarantee can be stated in the form of a 

"covenant in the contract" (Bariklu, 2007, p 103). 

Profit guarantee by a third party: 

To ensure the expected profit of the sukukholders, it is feasible to engage a 

third-party entity as a guarantor of the minimum profit. In other words, an 

external party, such as an insurance company, is tasked with ensuring profits 

for muwakils. In this scenario, the third party's guarantee does not impede the 

role of the bank's wakalah and is fully lawful and sound from a jurisprudential 

perspective (Qelich and Mosavian, 2020, p 646). The provision of a guarantee 

does not imply a contractual or enforced guarantee; rather, it entails the 
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guarantor's commitment to achieve the profit stipulated by the originator. 

Therefore, it is evident that the provision refers to an obligation to act, not a 

commitment to a specific outcome. Thus, this provision is valid (Bariklu, 2010, 

p 103). 

Obligation for the originator to purchase the underlying assets at a certain price 

It is feasible to stipulate that the originator repurchases a portion of the 

underlying assets at a predetermined price, which encompasses the profit and 

principal (ISRA, 2016, P 412). Nonetheless, this approach contradicts the 

essence of wakalah sukuk. According to AAOIFI, the use of buyback in 

Wakalah Sukuk is permissible only if the originator and buyer are not the 

same. 

Creating a profit reserve account 

The excess profit, which is the difference between the actual profit and the 

expected profit of sukukholders, is kept in the profit reserve account. This 

account is held and managed by the SPV until the sukuk reaches maturity. At 

maturity, if the originator (wakil) has managed investments well and reported 

regularly to supervisory bodies, including the trustee, Sharia supervisor, and 

risk supervisor, the excess reserve transfers to the originator. However, if the 

originator's performance does not meet these criteria, the profit reserve will be 

transferred to the sukuk holders. In Iranian capital markets, the mechanism for 

allocating excess profit to the wakil is not specified. It is also mentioned in 

standard number 46 that; "The representative (wakil) is allowed, with the 

muwakil's consent, to set aside a portion of the profits to create a reserve 

account that benefits the muwakil" (AAOIFI, 2017, p 1122). The purpose of 

creating a profit reserve account is as follows: 

Motivating Wakil to earn profit 

Wakil plays a significant role in the structure of wakalah sukuk. It is 

responsible for investments, and its performance directly affects the profit of 

the asset pool. This mechanism is used in Islamic countries and is approved by 

international standards to motivate Wakil. 

Ensuring and smoothing the periodic payment 

The profit reserve account ensures the payment of periodic profit when Wakil 

has not been able to pay the expected profit to the Sukuk holders. If Wakil fails 

to provide the expected profit, the profit will be paid from the profit reserve 

account. The figure below illustrates the operation of the profit reserve 

account. 
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Figure 2.  Mechanism and function of the profit reserve account and its allocation 

oouree 7:  Rrrrrr rr  findnngs 

Wakil's fee 

As per the Sharia Council and the Securities Commission of Malaysia, 

Wakalah sukuk holders waive their excess profit in favor of the wakil, 

considering it an incentive fee as per the "Tanazul rule." Waiving rights entails 

relinquishing legal rights in favor of another person (Sharia Council of the 

Securities Commission of Malaysia, 2022, pp 132-133; SC, 2015). 

Additionally, as per the AAIOFI standards, it is permissible to waive the excess 

profit based on the suspended donation rule (AAOIFI, 2017). However, based 

nn eee iiiii ii add avvvvvvl ff eee Saa’’’ah Cmmmtteee ff eee Irasss Secu...... 
and Exchange Organization (SEO), the wakil's fee can be either fixed or 

.. aaaeee (aaa iiaah Cmmmtteee ff SOO, 4400, p 325). According to the 

conventional model in Islamic countries and international standards, the excess 

profit is considered a reward and incentive fee for the wakil. Therefore, the 

wakil owns the excess profit. 

Construction of SME’s portfolio bW Wakil and its reporting 

In wakalah sukuk, the investment agent (originator) must inform the sukuk 

holders (Muwakils) about all the details related to the SMEs in the portfolio. 

This includes providing a technical and economic evaluation report of the 
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SMEs being financed, outlining the liquidation characteristics, specifying the 

geographic region and economic sector, and presenting the expected profit and 

the wakil's ability to liquidate the assets at maturity. Throughout the tenure of 

the sukuk, the wakil is responsible for establishing the necessary technical 

infrastructure to effectively monitor the investments (ISRA, 2017, P 417). 

Wakil is required to invest the funds in compliance with Sharia principles 

(IFSB, 2021, p 189). The asset pool may consist of various Shariah-compliant 

assets selected by the investment agent for a specified period, including stocks, 

real estate, and cars obtained through contracts such as Murabaha and Istisnaa 

(IFSB, 2021, p212). According to Sunni jurisprudence, the majority of the 

assets should be tangible, with the preferable ratio of tangible assets in the asset 

pool falling between 33% and 51% (AAOIFI, Shariah Standard No 21). 

Adhering to this ratio ensures that tangible assets remain in the majority. 

In relation to the proposed model for issuing wakalah sukuk for financing 

SMEs, it is recommended to avoid using profit-loss sharing contracts in 

allocating resources. The lack of transparency in the financial statements of 

these businesses presents significant challenges in accurately calculating real 

and actual profits when employing partnership contracts. Consequently, the 

issuance of such sukuk will encounter substantial obstacles. Furthermore, the 

use of partnership contracts poses a risk of transferring the businesses' risks to 

the sukuk holders, thereby increasing the sukuk's risk profile and diminishing 

its appeal to risk-averse investors. Conversely, such a model may be favorable 

for SMEs, as it allows the founders to retain control of the company. 

The financing requirements of SMEs can be broadly categorized into two 

groups: the need for capital assets and the need for working capital (Ross et al, 

2015). Therefore, in the current model, capital assets can be financed through 

options such as sales and leaseback, Murabaha, and Istisna, while working 

capital can be financed using Salam and Bay-aldayn contracts. 

Monitoring the performance of the originator 

In the context of the originate-to-distribute model, the incentive for the 

originator to allocate funds responsibly may be diminished, as the originator 

does not bear the risk of the portfolio (Purnanandam, 2011). Research by 

Purnanandam has indicated that aa’’’’  lending to their own portfolios 

experience lower default rates compared to those offering loans to third parties 

about whom they have little knowledge. Therefore, for this model, we propose 

several oversight solutions for the originator: 

• Immmmmmmmaa aa a aaaaaaa tt t ee gggggiing oooce;;;  
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• Cccccc ccgg atttt e ee eee ggggrrrrrr  r y dddeeeeeent ttttt tttt  

• Inceeagggg ggg oiigiaarrr 's kkkke nn hhe mmmmmmmmtt fffff fffo oo aiign iiii r 
ttt eeesss tttt t tttt  ee eee eeeeeeeeee 

• aa aaaiigg ooo ooogrrrrrr  rr rr rrrr e . efattt eS Sttt ttt t tt e eee ee 

Discussion and Conclusion  

SMEs are often seen as the driving force behind economic growth, playing 

dual roles in the economy. Firstly, these enterprises significantly contribute to 

economic expansion by boosting GDP participation. Secondly, SMEs can have 

a substantial impact on poverty reduction through job creation. Timely and 

low-cost financing is key to the growth and development of SMEs. The issue 

of financing for these companies has been a focal point for researchers and 

policymakers, resulting in various proposed solutions. This research introduces 

an innovative model for SME financing using Sukuk. To determine the optimal 

Sukuk model for financing SMEs, the study initially identified the most crucial 

challenges associated with financing SMEs through Sukuk issuance in Iran 

through literature review and expert interviews. These challenges include credit 

risk management of Islamic securities, SME default risk, mismatches in risk-

return profiles within Iran's Sukuk market, the stringency of Islamic securities 

issuance regulations, internal management issues within SMEs, and the high 

costs associated with Sukuk issuance.  

Considering the challenges associated with SME financing through Sukuk 

issuance, it has been determined that an intermediary is necessary between 

investors and SMEs in the Sukuk model. This model should be designed to 

allow SMEs to utilize funds for various needs. Based on these considerations, 

seven Sukuk models, including Tawaruq, Ijarah, Musharaka, Manfa'ah, Salam, 

Wakalah, and Bay' al-dayn, have been proposed. Six criteria were then 

established for ranking models, including medium to long-term compatibility, 

uncomplicated Sukuk structure, flexible use of proceeds, no requirement for 

underlying assets, and potential for Sukuk maturity extension, and adaptability 

to different company types. Following this, seven financing methods were 

ranked by experts using the TOPSIS technique, with the results indicating that 

the Wakalah Sukuk model is the optimal choice for financing SMEs in the 

capital market. Accordingly, the Wakalah Sukuk model was tailored to meet 

the financing needs of SMEs, taking into consideration various aspects such as 

profit management, Wakil's fee, construction of SMEs' portfolio by Wakil, and 

reporting and monitoring of the originator's performance. 
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Despite having guidelines for issuing Wakalah Sukuk, this type of Sukuk 

has not been used to finance companies. Future studies should investigate the 

reasons behind the reluctance of originators to use this type of Sukuk. 

Declaration of Conflicting Interests 

The authors declared no potential conflicts of interest concerning this article's 

research, authorship, or publication.  

Funding  

The authors received no financial support for this article's research, authorship, 

or publication. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



133 

 

Designing an innovative way for financing SMEsd  

References 

Ah p  oth (ssss) ss  rr dttt jccVddd AdditiCC AI CCCofffenn onn Ellmmic Fiaaiii al 
Ittt ittt isss a aaaaut..  

AAOIFI (7777)7 Accottt igg ddd Additigg Orgiii ztt ion frr  Illmmic Fiaaiii al 
Ittt ittt isss a aaaai'' s staaaar...  

Allll lMMM MM & iii rally7 77 (7777)k kkkkk: iii nii plss & aaatt icssI IRRA. 

Arr aaam, F, ddd mmmmkklrr, ..  .. (7777). Addressigg tee SEE finccce prbblmm. 
Wrr lB Bakk iiii ii  Rsserrch Wrr kigg eeee e. 

Altm,,, .. I,, nnnnttt ,, M,, & bbbtt ,,  G. (0000). Aseessigg the crdditwortii nsss ff  
Itll iEE EEEE Edd miii -nnni i ssrrr oo oooooo Fiaaeee Jrrr aal. ...  

. kkrr, H. K,, Kmmrr,�,,,�&�R,,,�P. (0000)0 aaaaiii gg rr ff rrccces ddd prccticss of 
Iiii oo ooooo ooo ooo Fiaanee�Juuraal. ...  

. rr ikl,,,  A. (2000). eee gggll  aaatus ff  Cddditinn ff  Caii tll 's Grrr ttt ee in the 
Ill amiw wwww Jrr ipprddccce III I IImmiw wwww w(1)1 1-...  

Brr tolccii , F,, Cuuut,, A., & vvvrrhhi,,  ..  (2220). sss taibbbility ddd finaiii al 
rrr frr mccce ff  mmll l add miii mm ii zdd ttt rrprisss: A ii blimmtt ric nnd 
yyttmmtt il l itrr aturr rvviwwB Biii eess tt rtt ggy ttt t t v vvvvrmmmttt , 99(3), 7777–
.....  

. zzemrr, D, Rynn-Cll li,,,  J, vnn ee rv,,, F. nnd Zgggg, .. (8888) Crddit whrre it’s 
::::  A ii strr icll , trrrr tt icll  ddd mmii riaal rvviww ff  rr iii t gii cccce lll iii ss in 
t00 000c cnntrr y. 

Biii e Z Keee A aa rsss  AJ. Invsstmt .. Twelfth e.. Nww York NY: cc Graw-Hill 
tttttt tnn; 222..  

Çll ikii lkk, Y,, & Tyyzzz, F. (0000). An in-tttt h reviww ff  tooory ff  tee TOSSIS 
mtt ::::  An eeeerimttt al alll yii .. rrrr lll  ff  Maaagemttt  Alll ytiss, 7(2), 111-

....  

mmmii lrrrr , ,,, Hssii ni, .. Y,, & Jff rrprrr , Y. (0088). Itttt ifictt inn of Elcctriii c 
Cmmmrree Atttt ion Brrrirr s in mmll l ddd ee dimm eeeerrr iees (Ssss) : ACsse 
yyyyy ff  tee Active Firms Bssdd in tee Ittttt tial Town ff  Bhhhrrr  City. Jorr nal 
ff  Bssisss s Ammiii stratinn Rssaareee00 00(99)9 99-...  

Gsss t, G,, MccQee,,, K,, & Namyy, .. (2222)2 Alll idd�Thmmtt ic Aaalyii .. nnn::::  
gggl llll laatinn..  

IIMM (2222)2 Itt rr ttt innll  Illmmic aaaa... ll  Mrrktt , A oomrr eeess ive ttyyy ff  the 
glllll  kkkkk mrrktt . 

IRRA (7777) 777kk rr inii plss ddd ddatt iee,, Kaala aa mrrr . 

. amll i, Y. (8888). ee tdddll ggy ff  Thmmtt ic Anll yii s ddd its Appliaatinn in Plll ic 



134 

  

Iranian Journal of Finance, 2024, Vol. 8, No. 4 (Tohidi, |M.) 

iiii yy iiiii ii I Iriii nn�uuurlll  of bbblil lll lyy4 4(2)1 199-....  

Krr wwitaarcch,,, N,, Yaji,, ,,, Khtt iii , A,, & Azmm, F. (9999)9 Dvvll mmmttt  ff  
eeectrnnic Cmm. rree Atttt ion Mddll  bssdd on tt rttt urll  Eaaatinn eeee ligg 
TccnniuussG Glolll  Juuraal ff  Cmmttt rr  Sii eeee ddd Tccooolggy1 1-..  

ii skki,, eeedrr ic ,,, kkki,,, aaall yy G.. (9999). Ficccc ill  mrrktt s nnd intt ittt ioss  
(tt h ...) M Mila::  Paar....  

sss cll ,, ,,, Girar,,,,, , ,, & Cll rrr ss,, R. (0000). ssss ’ grwwth ueeer finnnii gg 
ssss traitt s�ddd kkkkigg mrrktt s intggration in tee Err o .. e..�rrrr lll  of mmll l 
Biii eess aa ... mmttt , 88 (4), 777–666. 

Nzzrr rrr , .. N,, & uula,, .. (8888). Prioritizigg Iff lccccdd ccctrr s nn ddvrree 
eelett inn add mrr ll  zzzard in Urrr y eeee Bkkkigg (Csse tt ... : Bkkk ff  Ittttt ty 
MMM MMii gg)I Illmmim mmmmmmmss8 88(88)3 333-3333 

OCCD, (5555) “Oooortuii tiss nnd ssss trii nts of mrr ttt s aaeed fincccigg frr  MMss ,,  
OCCD Rrrrr t t   kkk’pr ff rr mmcee::   AAA   rr s–ral bnnk gvvrr rrr ..  

OCCD, (5555), “Unlkkking EEE ficccce trr gggh marktt -sss dd tttt : uuuuritiaatinn,,  
rr ivtt e ll ccmmttt s nnn nnnnnn nnn D Jrrr nll : ii ccccill  Mrrktt  Trddd..  

aaaaaaaaaam, A. (1111). Origittt e-oo-ii tt riuute mllll  nnd tee pppprime mrr tggg––
rr iii s. Thr rvviww ff  fincccill  tt uii e44 44(6), 1111-11111 

1 ll ich W,, sss vvi,,,  AAA,,(0000) A Jurirrr unnntial Alll yii s nn vvvvisiaaal Prff it 
Assrr aeee of Invsstmttt  Dssss its in –tt rr sst-free Bkkkigg, Juuraal ff  eeee tary 
kkk kkkkkgg Rssaar11112(42)9 999-9999 

R––ieed Cppitll  Adaaaanyy aaaaaard frr  Ittt ittt ioss Offerigg Illmmic aaaaiii al 
rrr viees (2221)I Illmmii ii cccc ill  Srrvicss Baard (ISSB)N NU....  

CC�(5555)5 Gii dll isss  nn Ull istdd Ciii tal aa rktt  cccccc cs nnrrr  tee Lggge ddd 
FFFFFF FFmmkkkkk 

kee 999th Srrr ihh Avvirrr y – iiiii i ff  t–e eerrr itiss Cmmmissinn aa lyyii a ee tt igg 
(bb bbbbaary 0000)0 

Tiii di, ... (6666), Grrr att ee nnn;;  a Nww Arrr oahh to the Dvvll mmmttt  ff  –ee 
Ill amic ccccritieM Mrrktt , Jrrr aal of Illmmif f innnee tt iii ss7 7(1)1 1-....  

Tiii di, .. (2999) An Anll yii s ff  tee rrr ipprnnnntill  Aeeett s ff  the Illmmic Tressrr y 
Bills Issddd in Ir,,, ccinntific Juuraal ff  Bgggtt  ddd aaaacce Strtt ggic Rssaarhh, 
1(4), 11-...  

Yzzii , ,,,,, ,, irmrr ii  Ammaaa,,,, , ,, Illmm J,,, A. (––22) Itttt ifying ddd 
iii oritizigg the ff fcctive Fcctors .. tee aa rktt igg of rrr teerhhip Bddds wi h a 
ii eeM Mrrktt igg Arrr ccch Uiigg tzz zzz zy Virrr  Mtt 3333 3(3)5 553-....  

Yiiii oo, N,, & Tggii zeeeh-Hssrry, F. (2555)A Aaalyii s ff  rr iii t rtt iggs for mmll l ddd 



135 

 

Designing an innovative way for financing SMEsA  

miii mm-ii zdd ttt erprisss: vvi––––e frmm Aii ..  Asinn Dvvll mmmttt  Rvviww, 
22(2)8 88-...  

Zff rr, A. & uu tt ff ,,  .. (2777). Ssss ddd its rll e in ccmmmmic add siii o-ccmmmmic 
vvvll mmmttt  ff  kkkist...  Itt rr ttt iaaal rrrr lll  ff  Aaammmic Reeearhh in 
mmmmmmmss ddd dd nggmmett  ccicccss–––(4)6 6666-66666 

 

 

 

 

 

 

 

 

Bibliographic information of this paper for citing: 

Tohidi, Mohammad; Freydooni, Mohammad Mahdi & Easaei, Milad (2024). 

Designing an innovative way for financing SMEs through Sukuk issuance. 

Iranian Journal of Finance, 8(4), 113-135. 

 

Copyright © 2024, Mohammad Tohidi, Mohammad Mahdi Freydooni and 

Milad Easaei 


