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SUKUK IN NIGERIA
An alternative pathway for infrastructure finance and capital market deepening

1. Introduction

Nigeria’s capital market continues to evolve in response to the need for more diversified and resilient funding
channels. As the government and private sector seek long-term capital for infrastructure, housing, business
expansion, and other productive investments, sukuk has emerged as an important alternative within the
domestic debt capital market.

The market now has meaningful scale. Since the Federal Government’s debut sovereign sukuk in 2017,
successive offers have mobilised hundreds of billions of naira for road and bridge projects, and the 2025 %300
billion Forward ljarah offer due May 2032 attracted very strong demand. That scale has helped move sukuk
from a niche product to a recurring feature of Nigeria’s domestic debt market.

Although often discussed primarily within the context of Islamic finance, sukuk has broader relevance in
Nigeria. It provides a means of mobilising capital from investors who prefer Shariah-compliant instruments,
while also appealing to conventional investors seeking diversified products linked to identifiable assets,
projects, or cash flows. In that sense, sukuk contribute to market deepening.

At Intelligence Africa Ratings (“IA”), the analysis of sukuk extends beyond form and structure to the underlying
credit quality of the issuer, transaction, and supporting cash flows. This includes an assessment of the issuer’s
capacity to meet its financial obligations, the legal and structural protections available to investors, the quality
of the underlying assets or projects, and the predictability of payment flows over the life of the instrument.
Accordingly, while sukuk differs in form from a conventional bond, its credit analysis remains anchored on the
ability of the structure to deliver timely and full payments to investors.

2. What sukuk is and how it differs from conventional bonds

Sukuk (plural of Sakk) are investment certificates that give investors an ownership interest in identified assets
or the cash flows arising from them. Unlike a conventional bond, which is fundamentally a debt claim that
pays interest, sukuk are structured through Shariah-permissible contracts so that investors earn returns
through lease rentals, sale profits, partnership income, or similar approved mechanisms.

Sukuk vs conventional bonds

[Aspect Jsukuk [ Conventional Bonds

VBV BT e S ESTE e Ownership/beneficial interest in assets  Debt claim
or project cash flows

Investor return Rental, profit share or other Shariah- Interest/Coupon
compliant distributions

m Usually linked to identifiable assets No direct asset link required
Shariah governance Requires Shariah review and ongoing No Shariah requirements
compliance

3. Why sukuk matter in Nigeria

The relevance of sukuk in Nigeria is not only religious or technical, it is fundamentally rooted in capital market
development. Nigeria has significant long-term financing needs, especially in transport infrastructure,
housing, energy, social infrastructure, and enterprise growth. Meeting these needs requires instruments that
can mobilise patient capital at scale.
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Sukuk matter because they can broaden the funding toolkit available to issuers. They can draw participation from faith-sensitive
investors who may not otherwise invest in conventional fixed-income bonds, while also appealing to institutional investors that value
diversification, use-of-proceeds discipline, and identifiable asset backing. In this way, sukuk can expand the investable universe
without displacing conventional debt instruments.

The instruments also encourage stronger project linkage. Because sukuk is usually tied to assets, rights, or specific financing purposes,
issuers are pushed toward clearer transaction structuring, more explicit governance over proceeds, and stronger disclosure on how
funds are used. For example, a road sukuk can identify the road or bridge projects to be financed, ring-fence the use of proceeds for
those projects, and support periodic reporting on project progress. For infrastructure-focused borrowing in particular, that discipline
can be an advantage.

4. Common sukuk structures

The structure chosen for a sukuk should reflect the economic reality of the financing need. The following forms are among the most
common in market practice.

Sukuk Structure Basic form Typical use in Nigeria

ljarah / Forward ljarah Lease-based  structure;  rental Widely used for sovereign infrastructure
payments financing

W ETELE]] / Partnership or profit-sharing Used where returns are linked to
Mudarabah structure business/project performance

Murabahah Cost-plus sale structure Used for asset-based financing

Construction or manufacturing Common in project and infrastructure
contract financing

In Nigeria’s sovereign market, ljarah and Forward ljarah have been especially practical because they fit infrastructure financing needs
and provide a relatively intuitive cash flow structure for investors. For corporate issuers, the choice of structure would depend on
the asset base, project profile, legal and regulatory considerations, and investor appetite.

5. Evolution of the Nigerian sukuk market

The Nigerian sukuk market has evolved gradually, moving from early demonstration issuances to a more established segment of the
domestic capital market. Initial visibility came from subnational issuance, most notably Osun State’s landmark transaction, which
showed that sukuk could be adapted to local financing needs within Nigeria’s existing capital-market framework. The market’s more
significant expansion, however, has been driven by the Federal Government’s sovereign sukuk programme.

Successive sovereign issuances, particularly those linked to road and bridge development, have played an important role in
mainstreaming sukuk within Nigeria’s debt capital market. They have improved public awareness of the instrument, broadened
investor participation, and demonstrated that sukuk can be used to finance visible infrastructure while remaining fully integrated
within Nigeria’s mainstream capital-market architecture. In this respect, sovereign issuance has served not only as a funding tool,
but also as a mechanism for market development.

The evolution of the market has not been confined entirely to the public sector. Nigeria has also recorded non-government sukuk
transactions, including issuances by Family Homes and TAJ Bank, which illustrate the adaptability of the instrument across different
institutional settings and financing objectives. Although activity outside the sovereign segment remains relatively limited, these
transactions are important because they demonstrate that sukuk can be applied beyond government funding to development-
oriented and private-sector financing needs.

The Federal Government’s 2025 offer, structured as a 8300 billion Forward ljarah sukuk due in May 2032, further reinforced the
instrument’s role in financing roads and bridges across the country. Strong subscription levels in prior and recent sovereign offers
have also signalled growing investor familiarity and demand.
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Selected market milestones

Issuer Year Size Structure Commentary

2013 N10 billion ljarah Early benchmark subnational issuance
that helped introduce sukuk to the
Nigerian market. It was used for
education infrastructure.

FGN Roads 2017 N100 billion ljarah Sovereign debut that established a

Sukuk practical link between sukuk and road

financing.

2018 N100 billion ljarah Follow-on sovereign issuance that
Sukuk reinforced market visibility.

2020 N162.557 billion ljarah Further expansion of the programme
Sukuk amid wider investor participation.

2021 N10 billion ljarah Raised funds for affordable housing
development in Nigeria.

FGN Roads 2022 N130 billion ljarah Upsized sovereign issue reflecting
Sukuk strong demand and broader market
acceptance.
2022 N20 billion ljarah For affordable housing development
in Nigeria.
2022 N11.36 billion Mudarabah Proceeds were used to support
growth in key sectors of the economy.
FGN Roads 2025 N300 billion Forward Seven-year issue due May 2032 for
Sukuk ljarah roads and bridges across the six
Company 1 geopolitical zones.

Plc

6. Regulatory and legal framework

For issuers, the regulatory question is practical: the structure must satisfy ordinary securities rules and also show investors that the
sukuk assets, proceeds, investor rights, and Shariah approvals are clear. In Nigeria, sukuk issuance is regulated by the Securities and
Exchange Commission (“SEC”) within the general capital-market framework. Key requirements typically include SEC registration, a
qualified Shariah adviser, trustee arrangements, offer-document disclosure, asset identification, and ongoing reporting.

Listing or quotation also affects distribution and secondary-market visibility. Nigerian Exchange operates a dedicated Non-Interest
Finance Board for sukuk and other instruments structured in accordance with Islamic finance principles. FMDQ Securities Exchange
Limited is Nigeria’s fixed-income, currencies, and derivatives market infrastructure; for sukuk, it is relevant for quotation, trading,
reporting, and secondary-market visibility, particularly where the instrument is treated alongside other fixed-income securities.

7. Credit risk perspective: how sukuk is analysed

From a credit perspective, sukuk analysis extends beyond confirming structural and Shariah compliance. The central question remains
whether the instrument is supported by a sufficiently strong credit profile and transaction structure to deliver timely and full
payments to investors.

A starting point in the analysis is the strength of the issuer or sponsor. For a sovereign sukuk, this usually points to the government’s
capacity and willingness to make rental or distribution payments. For a corporate sukuk, it points to the sponsor’s credit profile, the
enforceability of support undertakings, and the reliability of the assets or project cash flows.

Overall, while sukuk differs from a conventional bond in form and documentation, its credit quality ultimately depends on familiar
analytical pillars: repayment capacity, structural protection, cash flow reliability, governance discipline, and transparency over the
life of the instrument.

Intelligence Africa Analytics Limited is registered and regulated by the Securities and Exchange Commission, Nigeria
Reg No 7601669
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8. Challenges to wider adoption

Despite its progress, sukuk remains underutilised in Nigeria relative to its potential. One reason is that the structure can appear
complex to issuers that are more familiar with conventional debt instruments. Documentation, legal structuring, Shariah governance,
and asset-linkage requirements can increase preparation time and execution burden.

The corporate pipeline is also still relatively shallow. Sovereign issuance has created visibility, but broader corporate adoption will
depend on stronger issuer education, more structuring capability in the market, deeper investor familiarity, and a practical
demonstration that sukuk can be cost-effective outside sovereign use cases.

There is also a need for continued market development around secondary liquidity, investor research coverage, and standardisation
of market understanding.
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Credit ratings, outlooks, Unadjusted Credit Assessments (“UCAs”), scores, commentaries and related research published by Intelligence Africa
(IA) represent IA’s current opinions on the relative credit risk of an entity, issuer or obligation as at the date of publication. Credit risk refers to
the risk of default or failure to meet contractual financial obligations as they fall due. UCAs are point-in-time, model-driven assessments based
primarily on quantitative and publicly available information and do not constitute a final or committee-approved credit rating.

Credit ratings, UCAs and other opinions do not constitute statements of fact and do not address any risk other than credit risk, including but
not limited to market, liquidity, price, interest rate or currency risk. IA’s publications do not constitute investment, legal or financial advice, nor
do they represent a recommendation to buy, sell or hold any security or financial instrument. IA does not comment on the suitability of any
investment for any particular investor.

All information contained herein is obtained from sources believed by IA to be accurate and reliable. However, IA is not an auditor and does
not independently verify all information received. IA’s publications are provided without any express or implied warranty.

To the fullest extent permitted by applicable Nigerian law and regulation, including the rules of the Securities and Exchange Commission of
Nigeria, IA, its directors, officers, employees, agents and affiliates disclaim any liability for any losses or damages arising from the use of, or
reliance on, IA’s publications.

IA’s publications are not intended for use as regulatory benchmarks and must not be used in any manner that would cause them to be
considered benchmarks for regulatory purposes. All intellectual property rights in the publications are reserved and no part may be reproduced
or redistributed without prior written consent.

IA may receive fees from issuers or related parties for rating opinions and analytical services and maintains policies and procedures to manage
conflicts of interest and preserve analytical independence.

Intelligence Africa Analytics Limited is registered and regulated by the Securities and Exchange Commission, Nigeria
Reg No 7601669



