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COMMENT 

Islamic Banking: Claims and Practices 
"Islamic banks, though thriving 
on Islamic sentiments of their 
clients, do not seem to be abiding 
by the basic requirements of the 
Shariah with regards to the prohi
bition of interest, claims Mr 
Abdul Wadood Khan, a scholar on 
Islamic banking. 

He states that "Dr Ahmed 
Mohammed Al i , President of the 
Islamic Development Bank, has 
claimed 'The bank has presented 
to the entire world conclusive and 
crystal clear evidence that it is 
possible to establish an interna
tional institution which takes the 
principles of Islamic Shariah as 
the basis of its operations, not 
only to assert its position, but also 
has developed methods, instru
ments and products which has 
been a model that is being fol
lowed by others'. 

The banks have been able to 
develop a number of financing 
modes that do not only meet the 
requirements of the Shariah, but 
also the growing and developing 
needs of member countries, which 
are all considered 'developing 
countries. 

Mr Wadood disagrees with Dr 
All's statement regarding the 
Shariah compliance of IDB and 
cited the following example. "In 
1998, due to the financial crises 
faced by Pakistan an IDB member 
country, IDB along with other 
Islamic banks offered a loan on 
interest at 5% above LIBOR to 
Pakistan. This was not only ironic 
but also in violation of the objec
tives of IDB, which was founded 
in 1975 to foster economic devel
opment and social progress of 
member countries according to 
the principles of the Shariah". 

The case of Islamic banking 
cannot be advanced unless a 
strong system of inter-bank trans
actions based on Islamic princi
ples is developed. The lack of such 
a system forces the Islamic bank 
to turn to conventional banks for 
their short term needs of liquidity 

which the conventional banks do 
not provide without either an 
open or camouflaged interest. 

It appears that IDB too has 
acknowledged this unfortunate 
situation as Dr Wadood quotes "In 
an IDB Research and Training 
Institute seminar publication enti
tled Islamic Financial 
Instruments, it was stated that"... 
But what i f the Government needs 
cash (to pay salaries or buy ser
vices) and needs it urgently; the 
option available, so far, is bor
rowing from the public or the 

'The bank has presented to the entire 
world conclusive and crystal clear evidence 
that it is possible to establish an interna
tional institution which takes the principles 
of Islamic Shariah as the basis of its 
operations, not only to assert its position, 
but also has developed methods, instruments 
and products which has been a model that is 
being followed by others' 

banking sector with interest. It is 
no accident that while great 
advances have been taking place 
in the Islamisation of the private 
financial transactions in many 
Muslim countries, very little has 
been done in the public sector. 
Almost all Islamic governments 
borrow on interest." 

Mr Wadood continues "While 
Islamic banks and investment 
funds have so far mobilised huge 
financial resources, a large part of 
these resources have found its 
way into western financial mar
kets. Likewise, the same thing has 
happened with resources 
mobilised with conventional 
banks. There are no Islamic (or for 
that matter, conventional indige
nous) financial institutions which 
have been able to channel savings 
from western countries into 
Muslim countries in spite of the 
great demand for such resources 
in the latter countries. This is 
another challenge for Islamic 
banks with very important impli

cations for Muslim countries." 
"Islamic banks have succeed

ed in mobilising large amounts 
of funds. However it wi l l require 
much more strenuous efforts to 
maintain a reasonable rate of 
growth in future. There are sev
eral reasons for that. Firstly, it 
must be realised that much of the 
deposits now with the Islamic 
banks came not due to the 
attraction of higher returns or 
better services but because of 
religious commitments of the 
clients ... Most of this money has 
already found its way into the 
coffers of Islamic banks, there
fore this source has almost dried 
up. Secondly, so far Islamic 
banks had a fairly large degree of 
'monopoly' over the financial 
resources of Islamic motivated 
public. This situation is changing 
fast. Islamic banks are now fac
ing ever increasing competition." 

In Pakistan, the Supreme 
Court has ordered the elimina
tion of interest from its financial 
system, but advocates of interest 
are propagating that there is no 
alternative to interest and that 
even Islamic banks cannot do 
without interest. One of them has 
even challenged the opponents 
of interest to answer several 
awkward questions three of 
which are - (i) Is there any single 
bank in the Islamic or non 
Islamic world which is truly run 
on an interest free basis? (ii) 
Does the IDB as the model 
Islamic bank operate on an inter
est free basis? I f that is the case 
why did it offer to extend its 
loan to the Government of 
Pakistan after the nuclear deto
nation incident at an interest rate 
above LIBOR? (iii) By what 
mechanism can Islamic banks 
undertake financial intermedia
tion, which is the primary func
tion of all commercial banks 
throughout the world? 

Can Islamic banks accept the 
challenge? • 
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FEATURE 

Seeds of Islamic Banking in Australia 
Introduction 
In recent years, a branch of 
banking and accounting li tera
ture has emerged that high
lights the differences between 
Western and Muslim business 
environments. In Islamic soci
eties, the use of interest is dis
allowed. I t is argued that owing 
to the prohibi t ion on the use of 
interest and usury, a system of 
banking and accounting is 
needed that is different from 
the Western banking system. 

A number of Muslim soci
eties (e.g., Saudi Arabia, Iran, 
Pakistan, Malaysia and Brunei) 
follow the Shariah closely in 
many areas of life. There is an 
emerging concern in Islamic 
societies w i th the relationship 
between religion and banking, 
finance and insurance practices 
and, i n particular, w i th the 
issue of what is proper Islamic 
business practice. 

A major difference between 
Western and Islamic business is 
in the use of Mudaraba and 
other investments. Another is 
the practice of g iving Zakat 
and Qard. Zakat is an obliga
tion to pay to the poor and 
Qard is a non-interest-bearing 
loan made for charitable objec
tives, e.g., the award of schol
arships to poor and deserving 
students. 

Islamic banking is a rela
t ively new concept, and has 
grown enormously worldwide 
since the la te l960s . Today 
Islamic banking has been 
adopted in more than 50 coun
tries, many of which are 
Western. Islamic f inanc ia l 
institutions are governed by a 
set of Islamic laws known as 
the Shariah, and by wri t ings in 
the holy Qur'an. 

The purpose of this paper is 
to report on a recent phenome
non in Australian society. It 
also gives an overview of 
Islamic banking. 

The arrival and growth 
of Islamic banking 
The Muslim population in Australia 
has grown substantially in the last 
decade, owing particularly to 
immigration from South East Asia 
and the Middle East. According to 
the Australian Bureau of Statistics, 
in 1991, there were 147,500 
Muslims, and in 1996, this grew to 
200,900. This is because about 80 
per cent of Muslims arrived in 
Australia after 1980. They are still 
establishing themselves in business 
or buying houses, rather than sav
ing, which suggests a latent home-
loan demand. There is potential for 
Islamic banking among corporate, 
as well as individual, customers. 

In response to the needs of this 
large and growing community, 
the Muslim Community Co-opera
tive of Australia (MCCA) was 
established in 1989 by ten young 
Muslims, with a capital of a mere 
$22,000. In 10 years they have 
close to 4000 member investors 
with over $20 million of total cap
ital. The MCCA caters for the needs 
of Muslims looking for banking 
services based on religious princi
ples. The head office is located in 
Burwood, Victoria, with a smaller 
office in Lakemba, New South 
Wales. 

The Co-operative has been 
operating in Australia for a very 
short time, is targeting a particular 
community, attracting an impres
sive customer base and recording 
impressive profits. 

The major trait of an Islamic bank 
is that the returns made by these 
institutions are channelled back to 
customers. This concept is vastly dif
ferent from that of Australia's con
ventional banks. An Islamic bank 
focuses primarily on serving the 
needs of a particular group. 

The financial performance of 
Australia's Islamic financial institu
tion - the MCCA - has been impres
sive, particularly in the last three 
years. The profits are shared with 
the bank and its community. 

ABDEL KARIM HALABI ft ABDUL MALIK MIRZA 

Growth has occurred in member
ship numbers, revenue and divi
dends. As at February 1999, the 
MCCA had over 3,400 members (at 
March 1998 the number was 
2,700). Approximately 100 new 
members are joining per month. 

The MCCA had a share capital 
of over $16 million to February 
1999, up from $12 million in 
March 1998 and $8 miUion in 
March 1997. In terms of profit-
sharing arrangements, the MCCA's 
dividend in 1997/8 was 7%, keep
ing the 3-year average around 
7.1%, results that compare 
favourably with returns made from 
investments in traditional banks 
over the same time period (Muslim 
Community Co-operative 
(Australia) Ltd, 1998 Annual 
Report). 

To circumvent the interest pro
hibition, the MCCA operates on a 
"diminishing partnership" arrange
ment. The MCCA buys the asset on 
behalf of the customer and the cus
tomer, who also may have an in i 
t ial stake, pays rent on the 
unowned portion. The customer 
eventually builds up equity until 
an agreed purchase price is 
reached. The process is far more 
customer-friendly than a tradition
al loan. As a joint partner, the 
lender is unable to sell the proper
ty abruptly to recover the debt. The 
bank shares the profits and the 
losses if, in an extreme case, the 
property is to be sold. A partner
ship gives more scope to sit on the 
property rather than to sell it at a 
depressed price. 
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As with loans, interest cannot 
be paid on deposits either. 
Instead, the MCCA depositors 
receive a de facto dividend, based 
on the distribution of profits. 
Muslims are obliged to contribute 
2.5 per cent of their net worth to 
a Zafcat (literally "good loan") 
fund. 

The MCCA acts as a trustee of 
such a fund, which provides 
interest-free loans to the needy. 
The loan protects the needy from 
being exploited. 

The MCCA hopes to promote 
its services to the wider commu
nity and already claims a small 
number of non-Muslim cus
tomers. It is now proposing to 
become a Credit Union. This 
structure would enable the MCCA 
to meet members' growing 
demands and to service them 
more efficiently. Credit Union 
status would extend the range of 
services available to depositors 
and lenders, while retaining 
strong Islamic doctrines. 

Another banking institution, 
the Arab Bank, plans to start an 
Islamic banking operation in a 
matter of months. A n online 
Islamic banking site launched last 
month, IslamiQ.com, w i l l also be 
available locally. 

The Arab Bank plans to use a 
similar cost-plus financing 
method. This may involve the 
bank, for example, buying a taxi 
licence for $200,000 and selling 
it to the owner for $250,000 over 
five years. 

This technique can be applied 
to commercial property, home 
loans, taxi plates, and to a broad 
spectrum of commodities, the 
Arab Bank managing director. 
Jack Baton, says. 

In addition to the MCCA and 
the Arab Bank, the ANZ Bank 
also offers Islamic banking to 
wealthy individuals from its 
London-based private banking 
operation. The three operations 
are aiming at a target base of 
Australia's Muslim population 
that needs interest-free financing 
products. 

Interest and Usury 
Prohibition of interest is the central 
feature that distinguishes the 
Islamic economic system from its 
Western counterpart. The Qur'an 
forcefully prohibits the payment 
and receipt of interest (riba). The 
term riba refers to the addition to 
the amount of principal of a loan 
on the basis of the time for which 
it is loaned, or of the time for 
which the payment is deferred. 

According to the Sharia, interest 
is strictly forbidden on the ground 
that it leads to a concentration of 
wealth in the hands of a few. 
"Those that live on riba shall rise up 
before God like men whom Satan 
has demented by his touch; for they 
claim that riba is like trading, but 
God has permitted trading and for
bidden riba" (Qur'an, 2:275). 

Ibn Masud said: 
"The Apostle of God cursed the 

one who collected usury, the one 
who paid it, the two witnesses to 
the transaction and the one who 
recorded it." 

In Islam, all rewards must be 
the result of effort, whereas inter
est-based transactions lead to 
rewarding people without their 
making an effort. 

The Role of Trade and 
Business in Islam 
Islam exalts work and considers it 
as an inseparable dimension of 
faith itself Al l persons are exhort
ed to work in order to earn their 
living, and no one who is physical
ly and mentally able is allowed to 
become a liability to their family or 
the state through idleness and vol
untary unemployment. 

Wealth itself is considered to be 
an important means by which man 
can pave the way for the attain
ment of his ultimate objective. It is 
considered to be among the highest 
blessings bestowed on man and 
everyone is encouraged to strive 
for it. However, the Sharia defines 
the methods of earning, possession 
and disposition. 

Trade in a Muslim society is 
conducted, as elsewhere, through 
contracts, sometimes implied, often 
explicit. The freedom to enter into 
contracts designed within the 
framework of the Sharia, and the 
obligation to remain faithful to 
their stipulations has been deeply 
emphasised in Islam. 

Irrespective of what is prohibit
ed in Islam, the religion encour
ages business firms to run effi
ciently and profitably and trade 
wi th the rest of the world. 
Commerce and merchants are 
afforded a highly honoured place 
in a Muslim society. "Oh you who 
believe!... let there be amongst you 
traffic and trade by mutual good
will." (The Qur'an, al-Nisa 4: 33). 

The Prophet Muhammed (PBH) 
referred to the honour bestowed 
upon traders by saying, "The truth
ful, honest merchant is with the 
prophet, the truthful ones and the 
martyrs in the hereafter" (Tirmidhi 
12:4) and "You ought to be engaged 
in commerce because ninety-nine 
per cent of the bounties of God are 
contained therein". 

Islam places great emphasis on 
the market and its efficient opera
tion, and the Sharia has provided a 
set of ethical and moral rules of 
behaviour which cover all market 
participants. 

The use of interest-related 
transactions is forbidden. Several 
financing arrangements are used 
that avoid interest. The three major 
arrangements are the mudaraba, 
musharaka and murabaha. In addi
tion, deferred-payment sales or 
"mark-up", and bai' salam (pur
chase with deferred delivery) are 
also used. The banks play a signif
icant role in facilitating business in 
an Islamic society. 

The modus operandi 
of banking in Islamic 
Societies 
According to the International 
Association of Islamic Banks, at the 
end of 1996, the number of Islamic 
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financial institutions totalled 166 (up 
fi-om 133 in 1994) worldwide. These 
institutions had a total of US $137 
billion in assets (up from US $101 bil
lion in 1994) and produced profits of 
$1,683 million. In 1997, the Islamic 
banking market was estimated to be 
growing at an average rate of 15%. 

Interest-free banking is intended 
to operate within an Islamic eco
nomic system. The principal restric
tion under which the financial sys
tem must work is the injunction 
against interest. However, what is 
forbidden is the fixed or predeter
mined return on financial transac
tions and not an uncertain rate of 
return, represented, for example, by 
profits. The essential feature of 
Islamic banking is that deposits are 
interest-free. 

There are three major sources of 
funds for an Islamic bank. Besides 
the bank's own capital and equity, 
the main sources of funds are like
ly to be two forms of deposits -
transaction deposits and invest
ment deposits. Transaction deposits 
are guaranteed the nominal value; 
the bank pays no return on this 
type of liability. Generally speak
ing, funds mobilised through this 
source cannot be used for prof
itable investment by banks. For 
this reason, banks are likely to levy 
a service charge on deposit-holders 
to cover the cost of administering 
this type of account. 

Investment deposits constitute 
the principal source of funds for 
banks and they more closely resem
ble shares in a firm, rather than 
time- and saving deposits of the 
customary sort. The bank offering 
investment deposits provides no 
guarantee on their nominal value, 
and does not pay a fixed rate of 
return. Depositors, instead, are 
treated as i f they were shareholders 
and therefore entitied to a share of 
the profits or losses made by the 
bank. The only contractual agree
ment between the depositors and 
the bank is the proportion in which 
profits and losses are to be distrib
uted. The profit-or-loss-sharing 
ratio has to be agreed in advance of 
the transaction between the bank 
and the depositor and cannot be 

altered during the life of the con
tract, except by mutual consent. 

As far as the lending operations 
of Islamic banks are concerned, here 
also the banks are required by the 
Sharia to apply the principles of 
profit-or-loss-sharing in their loan 
operations. The two methods that 
fully satisfy the requirements of the 
law on the lending side are mudara
ba and musharaka arrangements. 

A mudaraba contract is a 
trustee financing contract, where 
one party, the financier, entrusts 
funds to the other party, the entre
preneur, for undertaking an activi
ty. In mudaraba contracts, the 
agent (e.g. a bank) receives a spec
ified share of the profit' arising 
from investing the funds provided. 
Under mudaraba arrangements, 
surplus funds are made available 
by the owner to the entrepreneur to 
be invested in a productive eco
nomic activity in return for a pre
determined share of the profits 
earned. Financial losses are borne 
exclusively by the lender. The bor
rower, as such, loses only the time 
and effort invested in the venture. 
This arrangement, therefore, effec
tively places human capital on a 
par with financial capital. 

Investments are considered 
restricted i f the supplier of funds 
restricts the use to which the funds 
can be put; otherwise the invest
ments are considered unrestricted. 
The profit is divided between the 
investor and the agent in a ratio 
agreed upon at the time the con
tract is negotiated. Some scholars 
claim that in an unlimited-mandate 
mudaraba contract, often extremely 
wide latitude is afforded to the 
agent. The agents are able to mix 
invested capital with their own, 
reinvest either or both in a mudara
ba or partnership with third parties, 
and employ virtually any technique 
of commerce variously used in the 
pursuit of profitable trade. 

A musharaka transaction is one 
in which there is more than a sin
gle contributor of funds. Al l parties 
invest in varying proportions and 
the profits and losses are shared 
strictly in relation to their respec
tive capital contributions. The 

essential difference between the 
two forms of financing is the num
ber of parties involved in the trans
action and, indeed, musharaka 
financing corresponds closely to 
an equity market in which the pub
lic, banks, and even the Central 
Bank and the government can 
acquire shares. For example, firms 
desiring to raise funds for invest
ment could use this mechanism 
and offer musharaka certificates in 
the market. Such certificates would 
be, in effect, transferable corporate 
instruments secured by the assets 
of the company. The market would 
determine their price and the 
implicit rate of return. 

Another financing arrange
ments is called the murabaha (cost-
plus financing). Here the Islamic 
bank purchases the goods (for 
example a house) from the deposi
tor's accumulated funds, takes title 
of the asset and then re-sells it to 
the member at a mark-up, as 
agreed to by both parties. 

There are further financing 
arrangements available in Islamic 
banking. In cases where profit-
and-loss-sharing cannot be imple
mented, for example, in the case of 
small-scale borrowers or for con
sumption loans, a number of alter
native instruments for investment 
and financing are available to 
banks. These include deferred-pay
ment sales (mark-up), purchase 
with deferred delivery (bai' salam), 
lease-purchase, beneficence loans, 
and the levying of a service charge. 

Conclusion 
In conclusion, an Islamic bank is 
based on profit-sharing and can 
play a significant role in the eco
nomic development of its commu
nity. The bank serves the needs of 
the Muslim community and stress
es community involvement and 
profit-sharing. Importantly, the 
institution is growing in populari
ty. The number of investors, asset 
base and profitability of Islamic 
banks in Australia are growing 
rapidly. Islamic banking in 
Australia clearly has egalitarian 
notions that would make a Western 
bank feel quite uncomfortable. • 
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ADVERTISEMENT 

THE COMPENDIUM 
OF LEGAL 

OPINIONS ON THE 
OPERATIONS OF 
ISLAMIC BANKS 

volume II 

The Compendium of Legal 
Opinions on the Operations of 
Islamic Banks, volume II 
is edited and translated by 
Sheikh Yusuf Talal Delorenzo -
an outstanding Islamic scholar 
wi th mastery of both the English 
and Arabic languages. 

A unique subject-wise collection 
I of 'Fatwas' (legal opinions), relat

ing to the operations of Islamic 
banks. The Compendium is based on Fatwas issued by the reli
gious boards of Islamic banks. It is a 272 page publication, 
Arabic and English texts appear in the Compendium side by side. 
It will become a unique form of reference for Islamic banks, 
lawyers, accountants, researchers, academic and business organi 
sations on this topic. 
The main topics which have been comprehensively covered are : 
• Ijara (leasing) • Sarf (exchange) • Riba (interest). 

Price: £200.00 
Post a Package: 
UK, £5.00; Europe £7.00; RoW, £12.00 
Hard back: 272 pages 
ISBN: 1 898 420 35 1 

Publishers: 
Institute of Islamic Banking and Insurance, London 

ANTHOLOGY OF 
ISLAMIC BANKING 

Anthology of Islamic Banking 
Edited by Asma Siddiql 

Introduction by Stella Cox 

edited by 
Asma Siddiqi 

introduction by 
Stella Cox 

The Anthology of Islamic Banking is 
the first major publication of its 
kind and it is a treasure house of 
information, 670 pages, in which 
writers from all over the world have 
contributed to define the concept 
and operations of Islamic banking 
and finance. 

The publication is divided into 16 chapters subject wise: 
• Islamic banking - concepts and values 
• Development of Islamic banking 
• Islamic Economics and Monetary system 
• Islamic financial markets 
• Islamic financial products 
• Accounting and Taxation 
• Islamic Insurance 
• Zakat 

Sharia and Supervision 
• Research and Development 

• Reflections 
• Possible problems and future challenges. 

Price; £150.00 ISBN 1 898 420 40 8 
P a P: UK, £5.00; Europe £7.00; RoW, £12.00 

Publishers: 
Institute of Islamic banking and Insurance, London 
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ISLAMIC FINANCIAL MARKET INDICES 
DOW JONES PRESS R E L E A S E ~ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ H 

DOW JONES CHANGES METHODOLOGY OF 
ITS ISLAMIC MARKET INDEXES: INDEXES TO 
BE "FREE-FLOAT WEIGHTED7WEIGHTS OF 
COMPONENTS ARE LIMITED TO 1 0 % 

Dow Jones Indexes has announced two 
changes affecting the Dow Jones Islamic 
Market Indexes. Both changes wi l l 
become effective atthe start of trading 
on Monday, September 18 2000. First, 
the Dow Jones Islamic Market Index and 
its eight sub-indexes, the Dow Jones 
Islamic Market U.S. Index, -Canada 
Index, -Asia/Pacific Index, -Japan 
Index, -Europe Index, -U.K. Index, -
Extra Liquid Index and -Technology 
Index wi l l be weighted by "free-
floafmarket capitalization. Second, the 
maximum weighting of any single stock 
in fivesub-indexes (Japan, Asia/ Pacific, 
Europe, U.K. and Technology) will be 
capped at 10%. 

"Free-float" weighting means that 
each component stock's weighting in 
the indexes wil l be based on the number 
of shares that are available to investors 
in the market, rather than on the total 
number of shares issued. Excluded from 
the total shares to arrive at a free-float 
number are block holdings of individu
als, other companies or governments 
that exceed 5 % each. As a result some 
companies in these indexes will have 
smaller weights following the change 
than they currently do. However, some 
companies whose issued shares are 
entirely available to investors - that is, 
have no deductions for free-float calcu
lation - will have larger weights than 
they currently have in the indexes. 

The new rule capping a stock's index 
weight at 10% prevents the indexes 
from being dominated by large stocks. 

Dow Jones 
Islamic .Market Ind< 
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Dow Jones Indexes is a family of equity indexes 
for people who wish to invest according to 
Islamic investment guidelines. The Dow Jones 
Islamic Market Indexes track Shari'ah Law com
pliant stocks from around the world, providing 
Islamic investors with comprehensive tools based 
on a truly global investing perspective. 

The 10% cap wil l be applied individual
ly to the Islamic market and sub-group 
indexes. "These timely changes are our 
response to market demand," said 
Michael A. Petronella, managing direc
tor of Dow Jones Indexes. "Moreover, 
Dow Jones Islamic Market Index 
weighting methodology wil l be uniform 
with the Dow Jones Global Titans and 
Dow Jones Global Index family." The 
Dow Jones Islamic Market Index con
tains 636 stocks, with 234 in the Dow 
Jones Islamic Market U.S. Index, 32 in 
the Dow Jones Islamic Market Canada 
Index, 218 in the Dow Jones Islamic 

The DJIM currently include -
DJ Islamic Market Index (DJIM), 
DJ Islamic Market US Index (IMUS), 
DJ Islamic Market Technology Index (IMTEC), 
DJ Islamic Market Extra Liquid Index (IMXL), 
DJ Islamic Market Canadian Index (IMCAN), 
DJ Islamic Market UK Index (IMUK), 
DJ Islamic Market Europe Index (IMEU), and 
DJ Islamic Market Asia/Pacific Index (IMAP). 

Market Asia/Pacific Index, 117 in the 
Dow Jones Islamic Market Japan Index, 
127 in the Dow Jones Islamic Market 
Europe Index, 43 in the Dow Jones 
Islamic Market U.K. Index, 100 in the 
Dow Jones Islamic Market ExtraLiquid 
Index and 57 in the Dow Jones Islamic 
Market Technology Index. The Dow 
Jones Islamic Market Index represents 
companies that follows Shariah Law 
investment guidelines. The Dow Jones 
Islamic Market Index tracks 636 Shariah 
Law-compliant stocks from 34 countries 
with total market capitalization of near
ly $10 trilhon. 

FTSE 
III FTSE 
GLOBAL 
ISLAMIC 
INDICES 

175 

150 

125 

100 

S. Africa 

Pacific 

n • ° USA 
Global 

i 1 I I I I I 

Europe 

o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o o 
ooooooooooooooooooooooooooo^o^o^o^o^_o_oo^_o 
"̂5" "̂D"'cD "^5" '^S ' ' ^D' '^D' 'CD'"^5""r^"r^ '^v" '^v^ 03 co co co co 

CNrNrMCNcNrslrNOJiTJOOOOO'-'-'-'-'-'-'-'-rMcNCNtNtNrscNrOOOOOO 

NewHORIZON September 2 0 0 0 Jumada al Thani 1421 7 



SHARIAH QUESTIONS 

Is it ok to invest in the stock mar
ket (not options) by actually buy
ing and selling stocks for compa
nies that are NOT involved in 
haram deallings? And under what 
conditions? 

Mohammed Abdeen 

Modern scholars of Islamic law 
have determined that, when cer
tain conditions are met, it is lawful 
to invest in the stock market, and 
that the earnings which result, i f 
any, wi l l be halal. In fact, when 
you purchase shares in a company 
you actually acquire an equity 
interest, which means that you, as 
a shareholder, are actually a part
ner in the business. Then, as a 
partner, your equity is exposed to 
risk so that you actually share in 
either profits or losses. Al l of this 
equates to the Islamic concept of 
musharakah and is clearly halal. 

Even so, there are several con
ditions that must be satisfied 
before one may invest in stocks. 
To begin with, one must be sure 
that the business of the corpora
tion offering the stock must be 
halal. This means that the corpora
tion must not be involved in any 
of the "sin" industries like enter
tainment, alcohol, pork, conven
tional finance, and so on. Of 
course, this is a vast subject with 
many details. In general, however, 
the broad guidelines are self-evi
dent. 

Scholars have developed 
another set of criteria for stocks, 
and these have to do with the cap
ital structure of the corporation. 
These criteria are three, and their 
purpose is to determine the extent 
to which a corporation is involved 
in riba. In other words, these crite

ria represent tolerance levels for 
eligibility; companies that stay 
within the prescribed criteria, or 
screens, may be invested in by 
Muslim investors. On the other 
hand, i f a company's capital struc
ture is such that it goes beyond the 
tolerance levels, or falls outside of 
them, then it wi l l not be lawful to 
invest in that company. Again, 
without going into details, the 
three financial screens are: 

1. total debt divided by total 
assets must be less than 33% 

2. accounts receivable divided 
by total assets is equal to or greater 
than 470/0 (where receivables = cur
rent + long term receivables) 

3. non-operating interest 
income must be less than 10% 

Of course, these criteria are the 
results of modern fiqh scholarship 
and should be understood to repre
sent the current state of thinking 
on the subject. As such then, they 
represent interim tolerance para
meters and not the last word on 
the subject. In recognition of the 
sensitivity of the subject, it is rec
ommended that Muslim investors 
place their money in Islamic mutu
al funds that are professionally 
managed and have the added 
guarantee of a qualified Shari'ah 
Supervisory Board. 

In fact, the importance of such 
a Board cannot be underestimated. 
Obviously, there is the matter of 
determining which stocks qualify 
on the basis of the criteria outlined 
above; and such decisions wi l l best 
be made by a Shari'ah Board. 
Oftentimes, Shari'ah Suprevisory 
Boards wil l work hand in hand 
with money managers on issues 
related to these criteria. But 
beyond that there are several other 

areas of importance for Muslim 
investors. Perhaps most impor
tantly, there is the matter of purifi
cation. Erom the balance sheets of 
corporations, i f it is determined 
that the company has non-operat
ing interest income (though less 
than 10%), then this must purified. 
The Shari'ah Supervisory Board 
wi l l ensure that this is being done; 
it wi l l also advise management as 
to what should be done with the 
funds collected through the purifi
cation process. Likewise, the 
Shari'ah Supervisory Board wil l 
ensure that the management of the 
fund wil l manage cash reserves in 
a manner that complies wi th 
Shari'ah teachings, and that the 
strategies of the fund, and its poli
cies as well, are Shari'ah compli
ant. Eor example, many funds 
have defensive strategies which 
require that when the stock market 
is underperforming, or volatile, 
holdings there wi l l be liquidated in 
favor of more stable instruments 
like treasury bills, or commercial 
paper, or bonds, or the like. A 
Shari'ah Board wi l l see to it that 
such steps are avoided, and that 
only halal alternatives are chosen. 

In short, i f a Muslim investor is 
comtemplating a substantial 
investment in the stock market, 
s/he must be careful to do so pru
dently; both in terms of profitabil
ity and in terms of Shari'ah com
pliance. To ensure profitability, 
particularly in the long run, pru
dence dictates that the investor 
seeks out a reliable and established 
Islamic mutual fund. And to 
ensure Shari'ah compliance, the 
investor should be sure that the 
fund is supervised by a reputable 
board of Islamic scholars, i.e., 
scholars who combine knowledge 
of the Shari'ah sciences with a 
practical understanding of modern 
finance. A l hamdu lillah, the num
ber of such funds is on the 
increase; and with the tawfiq 
granted by Allah, it is hoped that a 
variety of Shari'ah-compliant 
alternatives wi l l soon be available 
to Muslims in need of financial 
services, including banking, insur
ance, and investments. 
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People in western countries buy 
homes by means of mortgages. 
My question concerns the lawful
ness of buying a home in cash (no 
mortagage) from an owner who 
originally bought the home with a 
mortgage, and for which there is 
still an outstanding amount owed 
to the bank? Once the home is 
sold, the previous owner will pay 
off the mortgage with the pro
ceeds of the sale and keep the 
rest. Secondly, if I own a home, 
can I sell it to a person who will 
finance his/her purchase of the 
home by means of a mortgage? 
Should I care where the money I 
receive as payment for the home 
is coming from? 

Mohammed Abdeen 

This question brings up some 
important issues. To begin with, it 
is clear that conventional home 
financing in most western coun
tries is based on the idea of mort
gaging which, in turn, is based on 
riba and thus repellent in the 
extreme to all Muslims. Even so, a 
number of reputable Muslim schol
ars have written fatwas which 
allow, on the basis of legal neces
sity (darurah), the purchase of 
homes in the west through mort
gages. These fatwas are based on 
the assumption, however, that no 
Shari'ah-compliant alternative is 
available. Should such alternatives 
become available, however, the 
legal necessity will no longer exist, 
and the fatwas wil l no longer be 
valid. Allah willing, in the near 
future, Shari'ah-compliant alterna
tives to mortgages wil l become 
available to Muslims worldwide. 
None of this, however, changes the 
question above. 

The first part (a) of the question 
asks whether or not it is lawful to 
purchase, for cash, a home 
financed by the seller through a 
mortgage which, at the time of 
sale, has not matured (i.e., the sell
er has not finished paying off the 
mortgage and plans to use the cash 
from the sale to do so). Thus, the 
concern of the questioner in this 
instance would appear to be in 
regard to hadith prohibiting one's 

direct and indirect participation in 
riba. In the case mentioned in the 
question, a part of the cash pay
ment advanced by the questioner 
would undoubtedly be used by the 
seller to pay off a mortgage. In this 
manner it would appear that the 
buyer is indirectly involved in the 
payment of riba. 

The second part (b) of the ques
tion is similarly concerned with 
indirect involvement in riba, but 
from another perspective. 

In fact, there is no involvement 
in either case, neither direct nor 
indirect. The most that can be said 
is that there is an appearance of 
involvement, but appearance and 
reality are two different matters. 

In the first part of the question, 
the transaction of sale is compliant 
in every aspect with the teachings 
of the Shari'ah. It takes place 
between two compentent parties, 
there is an offer and its acceptance, 
the object of the sale (a home) is 
itself halal, and the purchase price 
is paid by halal means, or cash. The 
subsequent uses to which the seller 
may put that cash is of no legal 
consequence to the sale. The seller 
may give it to the poor, or he may 
spend it on sin. In either case, the 
sale of the house is valid, and the 
buyer may rest assured that s/he 
has done nothing wrong. The same 
is true in regard to the second part 
of the question because there, 
again, the sale is completely 
Shari'ah-compliant. Even though 
the buyer has financed his end of 
the deal by means of a mortgage, 
the bank with which he has con
tracted, or the mortgage company, 
wil l pay cash to the seller. In this 
manner, then, the transaction 
described in the second part of the 
question wil l be perfectly halal. 

While the caution on the part of 
the questioner is to be admired, it 
must be understood that a Muslim 
is responsible for ensuring that his 
or her transactions are halal. 
Beyond that, money w i l l pass 
through the hands of all manner of 
people, honest and dishonest, just 
and unjust, and for all manners of 
purposes, halal and haram. In his 
work entitled The Book of the Halal 

and the Haram, Imam Abu Hamid 
al Ghazali wrote: 

One who knows for a certainty 
that the wealth of the worid has 
definitely had the Haram inter
mixed with it need not abstain 
from buying and selling, or from 
eating, because that would be an 
undue burden. And Islam is not a 
burden. This is attested to by the 
fact that in the time of the Prophet 
of Allah, Allah bless him and grant 
him peace, when a shield was 
stolen, and when an abba was mis
appropriated from among the 
spoils of war, no one refrained 
from buying shields or abbas. The 
same applies to anything stolen. 
Likewise, it was known at that time 
that certain people were making 
usurious transactions in dinars and 
dirhams, yet neither the Prophet of 
God, upon him be peace, nor his 
Companions refrained from deal
ing wi th dinars and dirhams. 
Essentially, then, the worid wil l be 
free of the Haram only when peo
ple stop doing wrong, and that is 
impossible. 

The Purchase and Sale 
of Services 
What is the Shariah ruling with 
regards to the purchase of a cer
tain service and then its resale to 
a client? For example, if the bank 
were to pay a contractor to finish 
a building, and then sell the ser
vice to its client by means of 
murabaha payable in installments? 

Abdul Malik Ali, Kuwait 

The sale of services by means of 
murabahah as envisioned in the 
question is not lawful. Rather, 
what is lawful is for the bank to 
complete the transaction as a con
tractor itself, or by entering into a 
contract of manufacture (istisna). 

Finally, in this matter, as in 

all other matters, it is Allah 

(SWT) Who knows best. 
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IIBI GUEST COLUMN 

Insurance and Takaful 
MOHAMMAD AJMAL BHATTY is the Chief Executive of Takaful 
International Co. which is a company that is run in accordance with the 
Islamic principles of co-operation and mutual help. Mr. Bhatty has over 
25 years of experience in the financial services industry covering 
diverse areas such as setting up new insurance company in the United 
Kingdom, to resolving strategic issues for insurance companies in the 
Middle East and development of Islamic insurance or Takaful. Previously 
he was with Arab Insurance Group from 1992 to 1998. He is an actu
ary, a Chartered Insurer and is registered in Bahrain as an actuary 
under the Bahrain insurance legislation. 

He is active in research in insurance related issues working closely 
with some of the Arab insurance bodies such as Federation of Afro-
Asian Insurers and Reinsurers, Bahrain Insurance Association (BIA), and 
Bahrain Institute of Banking and Finance (BIBF). He is on the Training 
Committee of BIBF and Director Research a Development of BIA, work
ing closely with the Insurance Regulator of Bahrain and the 
Government Actuaries' Department, UK, to strengthen the country's 
technical insurance regulations. He is a regular speaker at international 
conferences on insurance and takaful and has written numerous 
research papers. 

r I 1 akaful is simply insurance conduct-
I ed in line with Islamic principles. In 

-1- Islam, as in fact in most other reli
gions, we observe differences between the 
good and the bad, between the allowed 
and the prohibited, between halal and 
haram. If you feel that it is important to 
draw such distinctions between the good 
and the bad in your every day practical life 
then there are certain aspects in insurance 
that ought to be in line with the accepted 
principles. In the case of Islamic insurance 
the accepted principles happen to be those 
in line with the Islamic Sharia. 

There would have been no need to 
develop Takaful products had it not been 
for the objections found in traditional 
insurance system. Some bad practices 
were found to be related to such contracts, 
such as the following: 
• charging unreasonably high premiums 
• charging different premiums for identi

cal risks without valid reasons 
• false declaration of age, health, finan

cial status, insurable value, etc. 
• selling products not understood by the 

customer etc. 
Premiums charged by the companies 
reflect expenses for managing insurance 
operations and cost of the risk to cover the 
insured. To that extent the premiums 
charged may differ between companies. 
However, this feature ought to be trans
parent and easily understood by the cus
tomer. 

The nature of insurance benefits is 
such that certain over-estimation in 
charging premiums is inevitable. In con
ventional insurance there may be an ele
ment of exploitation where this over-esti
mation may become shareholders' gain, 
especially on those products that are sold 
on non-profit basis. Nevertheless, over
charging cannot be excessive as it would 
be difficult to sell products with very high 
premiums in a competitive market. In 

Takaful over-charging is self-correcting. 
The system of profit sharing in takaful 
ensures that over charged amounts, that 
contribute to insurance surplus, be 
reserved for the participants or distributed 
back them. A correctly drawn legal con
tract ensures that any insurance transac
tion is free from fraud and deception. To a 
great extent such practices are discour
aged through various safety nets such as 
the state supervisory control, insurance 
company's own self regulation on selling 
practices and stringent financial and med
ical underwriting policies, and in case of 
takaful companies, the additional supervi
sion by its Sharia Board. 

Transperacy of information 
Transperacy of information is improtant. 
Uncertainty of terms leads to deception 
(al-Gharar). This can happen in a sale 
where the buyer is not sure of what is 
being bought or the exact specification of 
the goods is or benefits. There could be an 
element of deception on the seller's part. 
In an Islamic financial contract all such 
deals are prohibited that involve excep
tional risk that cannot be reasonably esti
mated. A reasonable level of risk that may 
be scientifically quantifiable is permissi
ble. Most Islamic scholars concur that the 
Sharia does not forbid transactions that 
fulfill genuine need. These are needs that 
are indispensable for meeting certain 
socially desirable ends but cannot always 
be altogether freed from indeterminacy or 
hazard. 

The act of taking out a takaful policy is 
an intention to provide security and peace of 
mind. Policy rules and the underwriting 
screening process ensure that this intention, 
resulting in participating in a takaful 
scheme, is unconnected to the event where 
the insured eventually finds himself in cir
cumstances warranting payment of claim. 
But if and when the claim does become 

payable, the insured is much more financial
ly able to face the impact and consequences 
of trauma and accident than a person or a 
corporation that is not insured. 

Gambling and Insurance 
Gambling and insurance are two distinct 
and different operations. Gambling is spec
ulative in its risk assessment whereas insur
ance is a pure risk and is non-speculative. 

In gambling, one may win or lose by 
creating that risk. In insurance, the risk is 
already there and one is trying to mini
mize the financial effects of that risk. 
Insurance shifts the impact of that risk to 
someone else and relieves the person of 
risk. The risk nevertheless still remains. 

While gambling promotes dissension, 
ruin and hatred, insurance based on coop
erative principles, enables the insured to 
lessen the financial impact without which 
it could drive the individual and his 
dependents to poverty, thereby weaken
ing their place in the society. There is 
nothing in Islam that prevents an individ
ual from making a provision for his 
dependents. Seen collectively for large 
groups of insured population, insurance 
strengthens the financial base of the soci
ety. 

Allama Yusuf Ali, in his translation of 
Holy Quran, comments on Sura Baqara, 
ayat 219, "Insurance is not gambling, 
when conducted on business principles. 
Here the basis for calculation is statistics 
on a large scale, from which mere chance 
is eliminated. The insurers charge premi
um in proportion to the risks, exactly and 
scientifically calculated". 

Law of large numbers and probability 
theory - its scientific use 
The law of large numbers can indicate the 
outcome of an event without having to 
perform the experiment many times due to 
logic and reasoning related to that event. 
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TAKAFUL VERSUS CONVENTIONAL INSURANCE 
This is a brief comparison. There are variations to this depending on products and operational characteristics of each Islamic Company. 

TAKAFUL CONVENTIONAL 

Contract Participants own the insurance funds, managed by the 
company. Participant give up individual rights to gain 
collective rights over contributions and benefits. 

Insurance is a buy - sell contract. 

Policies are sold and buyers are the policyholders. 

Guarantees No contractual guarantees given by the company. 
Joint indemnity between participants is a pre-requisite 
of participating in a takaful scheme. 

The company guarantees benefits, especially the death 
benefits. 

Company 
Company acts as a trustee and entrepreneur. Relationship between the company and the policyhold

ers is on one to one basis. 
Profits 

Insurance surplus belongs to the participants. Share
holder returns are out of margins in management fees 
for insurance and investment activities of takaful fund. 

Legally insurance surplus belongs to shareholders 

Funds 
Funds belong to the participants on collective basis and 
managed by the company for a fee. 

Funds belong to the company, though separation of assets 
is maintained between shareholders and policyholders. 

Benefits 
Paid from defined funds under joint indemnity borne by 
participants. 

Paid from funds legally belonging to the company. 

Sales 
Distribution Sales normally through salaried staff is preferred. Sales on both commission and salaried basis. 

Regulations 
a. Statutory, b. Islamic principles through Sharia Committee Statutory only 

Investments 
In accordance with the guidelines of the Sharia. 
Investment returns must not be driven by interest and 
by unethical commercial activities. 

Invests freely in interest based assets and other activi
ties prohibited under Sharia. 

Accounting 
Cash accounting is preferred mostly. Several methods used, i.e., cash, deferred, embedded 

values, etc. 

For example on throwing a coin there is 
50% chance that it will be "heads." 
However, if we throw a coin ten times, we 
may not find that heads came up five times, 
but if it was thrown hundred times or thou
sand times, the chances are that "heads" 
would come up half the time. We already 
knew the probability of heads was 50% and 
there was no need to throw the coin so 
many times. 

In terms of insurance and Takaful, 
the concept of large numbers is extend
ed to include several companies under 
the collective umbrella to achieve bene
fits of the law of large numbers. This 
minimizes the concentration of risk to 
one fund or one company and protects 
the financial strength of each pool of 
contributions or groups of people. 

The theory of probability in conjunc
tion with our understanding of law of 
large numbers is an application of scien

tific thought taking into account the 
knowledge of the past. It is applied 
extensively in calculations of all sectors 
of modern day developments in medi
cine, engineering, defense, spacepro-
grams, nuclear energy programs, indus
try and commerce. 

By applying this theory the chances 
of certain events happening in practice 
are calculated such as of accident, con
tracting certain illness, death etc. These 
chances become closer to the ones 
assumed in insurance calculations pro
vided that the numbers are sufficiently 
large. Mortality rates, when applied to a 
large pool of policyholders, are therefore 
extrapolat ion of past experience to 
future outcome within the context of the 
theory of large numbers. This is unlike a 
transaction based on al-gharar of which 
gambling is an example in terms of an 
individual event or an outcome. 

Insurable interest 
An insurance contract cannot be valid if 
there was no pre-existing financial inter
est that otherwise would affect the hap
pening of an insured event unfavorably. 
For example an individual has an insur
able interest in one's own life or the life of 
spouse, a trust can be created where a life 
policy can be used for the benefit of oth
ers etc. Two brothers or friends do not 
have an insurable interest in each other 
unless it is in relation to say a business 
partnership where each has to protect his 
or her share of equity. 

An insurable interest means that there 
must exist some liability or financial 
obligation related to life or physical asset 
and the insured has a demonstrable inter
est in it. Insurance is null and void if there 
is no insurable interest. This is another 
feature that separates insurance from 
gambling. • 
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IIBI RATINGS 

ISLAMIC BANKS/FINANCIAL INSTITUTIONS 

0 July 2000 

Banks 

CURRENT RATING 

FOREIGN CURRENCY 
LONG 
TERM 

SHORT 
TERM 

DOMESTIC 
STRENGTH 

SUPPORT OUTLOOK SINCE 

BAHRAIN 
• Albaraka Islamic Investment Bank BB+ A3 
• Bahrain Islamic Bank BB+ A3 
• Faysal Islamic Bank of Bahrain BB+ A3 
JORDAN 
• Jordan Islamic Bank for Finance BB- B 
KUWAIT 
• Kuwait Finance House BBB+ A3 
• Investment Dar Kuwait NA NA 
QATAR 
• Qatar International BB+ B 
• Qatar Islamic Bank BB+ AS 
SAUDI ARABIA 
• Al-Rajhi Banking ft BBB+ A3 
UAE 
• Dubai Islamic Bank BB+ A3 
MALAYSIA 
• Bank Islam Malaysia BB+ A3 
PAKISTAN 
• Allied Bank of Pakistan C C 
• Askari Commercial Bank C C 
• Faysal Bank C C 
• HabibBank C C 
• Muslim Commercial Bank C C 
• National Bank of Pakistan C C 
• Union Bank C C 
• United Bank C C 

KEY 5 [STABLE] P [POSITIVE] N [NEGATIVE] 

NA 
BBB-
BB+ 

BB 

BBB+ 
BB 

BB+ 
BB+ 

A-

BBB-

BB+ 

C+ 
BB 
B+ 
C+ 
B+ 
B+ 
B 
B+ 

2 
3 

3 
3 

3 

2 

4 
3 
2 
2 
4 
2 
4 
2 

Stable 
Stable 
Stable 

Stable 

Stable 
Positive 

Stable 
Stable 

Stable 

Stable 

Stable 

Stable 
Stable 
Stable 
Stable 
Stable 
Stable 
Stable 
Stable 

Sep-1999 
Dec-1999 
Dec-1999 

Sep-1999 

Jun-2000 
July-2000 

July-2000 
Oct-1999 

July-2000 

Jul-1999 

Feb-2000 

May-2000 
Apr-2000 
Apr-2000 
June-2000 
Apr-2000 
May-2000 
Apr-2000 
Apr-2000 

ALL RATINGS ARE REVIEWED ON A REGULAR BASIS 

CAPITAL INTELLIGENCE RAISES THE RATING OF NATIONAL BANK OF FUJAIRAH 

Capital Intelligence, the leading international emerging 
market bank rating agency, announced that it has 
upgraded the long-term foreign currency rating of 
National Bank of Fujairah (NBF) to BBS- from BB+. 
The short-term foreign currency rating is retained at 
A3, and the domestic strength rating at BBB-. As a 
national bank, NBF can expect to receive the support of 
the local government, which holds a 3 8 % stake in the 
bank, but the emirate's resources are limited and it is 
largely dependent on federal funds. However, there are 
compensating factors. These include the government's 
long-standing cordial relations with the ruling family of 
Abu Dhabi and the importance of the emirate's strategic 
location at the mouth of the Gulf. It seems very likely 
that the UAE's largest emirate will extend support to 
the government of Fujairah if required. 

NBF has built a strong reputation in the trade finance 
area and its management is well regarded in domestic 
financial circles. Its conservative credit policies, strong 
capitalisation and good internal controls offset its lack 
of sectoral diversification. The economic downturn in 
the country had encouraged the bank to adopt a cau 
tious attitude and business growth was slow over the 
last few years. However, the first quarter results are 
believed to be better and the prognosis for the full year 
is good. The bank's ratings are supported by its overall 
sound financials, good management and prudent poli
cies. The ratings are constrained by the bank's small 
size and limited operations. 
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PRESS RELEASE 

Financing of First US Multi-Family 
Real Estate Project Compliant with 
1̂ 1̂  m IP PKPOPII'I"^ M I C H A E L M c M I L L E N , esq. - k ing a S P A L D I N G a n d 
I 3 I C I I I I I \  I  I  V , V , \  ^  L 3 J A M E S M. G O D E C , M A N A G I N G D I R E C T O R , K E Y G L O B A L C A P I T A L 

Key Global Capital and KeyBank, 
N.A have participated in financing 
what is believed to be the first 
Islamically acceptable, Shariah 
compliant, construction and mini-
perm financing of a multi-family 
real estate project in the US. the 
mode of financing used is Istisna'a 
Ijara. The project, the 235 unit 
Maconda Park Apartments located 
in Austin, Texas is being developed 
by Fairfield Residenfial LLC, one of 
the largest muhi-family developers 
in the US. The King ft Spalding Law 
firm's Islamic finance and Project 
finance team in New York city and 
Key Global Capital developed the 
financing structure that enabled the 
financing to be in compliance with 
Islamic Shariah precepts. 

The Shariah derived from the 
Quran, the foundation of Islam, 
prohibits the charging or paying of 
interest and requires the sharing of 
project risks between the lessee and 
lessor of a property. Lenders must 
share in the risks and rewards of 
their customers and have their 
remuneration tied into the success 
of the project being financed. Both 
King a Spalding and Key Global 
Capital have developed a number of 
financial instruments which allow 
investors and bank financiers to be 
compensated for their participafion 
in such projects, foregoing the col
lection and payment of interest. 

An insight into the Istisna'a 
Ijara Transaction 
The affiliate of KeyBank holds title 
to the project in accordance with 
certain bank regulatory require
ments and prudent financing prac
tices and provides financing for the 
project. The KeyBank affiliate 
entered into a construction agree
ment with an affiliate of Fairfield 
Residential LLC, which includes 

Fairfield Residential LLC, as general 
partner and Gulf Investment House, 
the largest equity investor in the 
project, and affiliate of Key Global 
Capital as limited partners. A put 
option agreement allows the 
KeyBank to exit the transaction 
under certain circumstances. There 
is also a call option agreement that 
allows the limited partnership to exit 
the transaction. 

Under Islamic Shariah precepts, 
the lessor and owner of the project 
(the KeyBank affiliate) must retain 
financial risks that would not typi
cally be retained by a lender in a 
conventional construction or per
manent financing. These risks were 
eliminated by entering into a man
aging contractor agreement, and a 
unique general contractor's consent 
agreement. The project structure not 
only preserves the transaction as an 
ownership lease financing for 
Islamic Shariah purposes, but also 
allows the transaction to be treated 
as a loan financing for US and state 
law purposes. 

The Players involved 
James Godec, Managing Director of 
Key Global Capital, orchestrated the 
investment by the primary investor 
in the project. Gulf Investment 
House, a Kuwaiti investment group. 
Mr Godec has significant expertise 
in working with Middle Eastern 
based investor groups and in struc
turing their investments in compli
ance with the Shariah. Laird 
Fairchild, director of investment 
originations. Key Global Capital 
originated the construction and mini 
perm product. 

King a Spalding, led by Partner 
Michael McMillen, acted as Counsel 
to Key Global Capital, KeyBank and 
the Gulf Investment House. The law 
firm Squire, Sanders ft Dempsey, led 

by Partner Michael Saad, acted as 
co-counsel to KeyBank with respect 
to bank regulatory and collateral 
security matters. The Maconda Park 
Project is the first of several such 
financings currently being adminis
tered by Key Global Capital, 
KeyBank, King a Spalding and 
Squire, Sanders a Dempsey. 

Key Global Capital is an invest
ment advisory firm specialising in 
the representation of non-investors 
in the US real estate and leasing 
markets. Key Global Capital 
arranges equity and mezzanine 
fiinancings for new construction 
and existing projects, acquisitions 
and rehabilitations of existing prop
erties, equipment lease investments 
and other US investments. Key 
Global Capital is a division of Key 
Commercial Real Estate, the nation's 
sixth largest commercial real estate 
lender with approximately $7.5 bi l 
lion in annual real estate financings. 
Key Global Capital, KeyBank NA 
and Key Commercial Real Estate are 
subsidiaries of Cleveland based Key 
Corp (NYSE: KEY), one of the 
nation's largest multi-line financial 
services companies with assets of 
approximately $85 billion. 

King a Spalding was founded in 
1885 and has more than 550 
lawyers, located offices in New 
York, Atlanta, Houston and 
Washington DC. The firm was 
recently ranked by an American 
Lawyer survey as one of the top-50 
law firms in the world. King a 
Spalding represents over 250 public 
companies, including over half of 
the Fortune 100 companies. 

Squire, Sanders a Dempsey was 
founded in 1890 and is one of the 
largest law firms in the world, with 
more than 675 attorneys in 25 
offices strategically located in the 
United States, Europe and Asia. • 
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A B C Islamic Bank (e.c.) 

1999 Financial & Business Analysis 

"A most successful year, in terms of financial performance, achievement 
of strategic initiatives and development of operational infrastructure" 

Ownership and Legal Status 

ABC Islamic Bank (E.C.) is an exempt joint stock company incorporated in Bahrain in 
1985, and is a wholly owned subsidiary of Arab Banking Corporation (B.S.C.). It 
operated as an investment bank up to 31 December 1997. The Company now engages 
exclusively in Islamic banking activities. Authorised share capital at 31 December 1999 
was US$52.5 million, of which US$42.5 million is issued, subscribed and fully paid. 

The Year in Brief 

Gross operating income rose by 13.9% to US$11.84 million (1998: US$10.39 million). 
This income was derived from Murabaha contracts (US$7.48 million), Ijara contracts 
(US$2.58 million) and Investments (US$1.42 million). Total assets increased by 38.1% 
to US$232.26 million (1998: US$I68.2 million), while net profit increased by 29.5% to 
US$4.93 million (1998: US$3.81 million). Return on total assets was marginally lower at 
2.1% (1998: 2.3%), while return on average equity rose to 9.7% (1998: 8.2%). 

Out of gross income, US$6.46 million was distributed to unrestricted investment account 
holders in accordance with contribution of their investment (1998: US$6.64 million). 

Total operating expenses rose by 6.5% to US$3,404 million (1998: US3.195 million) 
reflecting additional recruitment expenses incurred during the year. The ratio of 
operating expense to operating income was 40.8% (1998: 45.6%), reflecting careful 
expense management. 

Business Highlights 

Strategically, the Bank focused its activities on markets within the Arab world -
particularly the GCC States, and continued to implement the three core strategies defined 
in 1998: 
1. Product development: feasibility studies were completed and Shari'a Board approval 

received for the introduction of the world's first Islamic credit card. 
2. Opening new markets: using the parent company's extensive international network, 

the Bank traded with countries as diverse as Algeria, Brazil, Hong Kong, Lebanon 
and Libya. 

3. Providing access: this strategy is being implemented by establishing strategically 
located Islamic desks in ABC offices, thus allowing the Bank to operate 
internationally while complementing the local and regional activities of other Islamic 
financial institutions. 

Financing under Murabaha contracts increased by 13.7% to US$114.1 million, divided 
into commercial financing of US$109.2 million (1998: US$66.1 million) and conmiodity 
financing of US$8.29 million (1998: US$36.02 million). Diversification by industrial 
sector was financial (US$68.8 million) and trade (US$37.6 million). 

Ijara financing at a closing level of US$43.06 million was similar to 1998. Such 
transactions are mainly backed by assets like plant and equipment (US$20.56 million) 
and land and buildings (US$22.5 million). 

During the year, the Bank was able to arrange several transactions in the form of 
syndication and club deals. Typical transactions were: 

° An Ijara Wa Iktina US$56 million facility for Sharjah Electricity & Water Authority 
° Lead syndication of US$60 million Murabaha facility to Pakistan State Oil 
° Mudarib for US$50 million Murabaha favoring First Islamic Investment Bank 
° Joint responsibility for US$75 million revolving Murabaha facility for Investcorp 

Financial Trends 
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ALBARAKA TURKISH 
F I N A N C E H O U S E 
1999 Financial & Business Analysis 

"A reasonable performance achieved in a highly inflationary 
economic environment" 

Ownership and Legal Status 

Albaraka Turkish Finance House (ATFH) was established pursuant to the 
decision of Council of Ministers No. 83/7506 dated 16 December 1983, and 
commenced operations on 21 January 1985. Issued capital of Turkish Lira (TRL) 
9,000 Billion (US$16,589 million) is fully paid up and owned by 276 individual 
and institutional shareholders of whom 78% are resident in the Gulf. The 
Company has six branches in Istanbul, two in Ankara and thirteen in other major 
Turkish cities. 

The Year in Brief 

Despite a real contraction in the Turkish economy during 1999, ATFH performed 
reasonably well in 1999. In a year when GNP performance was one of the two 
worst for 20 years, there was real growth in the deposit base (over the inflation 
rate). Total deposits increased by 73% from T R L 193,795 billion in 1998 to T R L 
335,525 billion in 1999. Only 10% of these deposits are denominated in T R L , the 
balance being in USD and DEM. Total Assets grew by 70% from T R L 219,945 
billion in 1998 to T R L 373,569 billion in 1999 of which amount advances were 
T R L 309,940 billion in 1999 (1998: T R L 181,577 billion). Profit for 1999 was 
TRL 5,908 billion (US$10.89 million), up 36% from the 1998 figure of T R L 
4,354 billion. Expenses (other than profit sharing) were higher at T R L 8,027 
billion, up 66% (1998: T R L 4,834 billion). Ratio of Expenses to Net Profit was 
53.33% (1998: 49.84%). 

At the end of 1999, interest-free banking institutions in Turkey became subject to 
the Banks Act, acquiring stionger legal status and leading to the need for 
additional capital. ATFH will therefore raise paid-up capital from T T L 9 trillion 
to TRL 20 trillion over the next two years 

Business Highlights 
Funds under Management 
Two distinct types of account are available. Current accounts, without payment of 
interest provide a basis for a number of conventional banking products, while 
Participation accounts, with terms of 30, 90, 180, 360 days or longer can be 
general-purpose, utilised in tiade finance, financial leasing or project financing or 
specific purpose, used to finance a specific project or transaction. 

In 1999, all funds under management were allocated directiy to productive 
activities of companies in the economy. Balance of placements was T R L 309,940 
billion, with 51% placed in trade financing (Murabaha placements), 30% in profit 
and loss sharing projects and 19% in leasing activities. Murabaha placements 
increased by 59% to T R L 158,085 billion, profit and loss sharing projects by 30% 
to TRL 93,999 billion and leasing ti-ansactions by 40.4% to T R L 57,856 billion. 

Foreign Exchange Transactions 
ATFH operates 55 accounts with foreign banks in 13 different currencies. Foreign 
currency transactions during the year totalled US$1,304 million, 6.9% up from 
1998 (US$1,220 million). Of the 1999 total, US$596 million related to ti-ade and 
placement transactions, the balance to dealing room activities. 

Profit Distribution to Depositors 
A weighted index 'unit value' is calculated for each participation pool each week. 
This is determined by dividing the total value of assets in each participation pool 
to the total account value of the preceding week. 

Exchange Rate 31 Dec 1999 
1 US$ = 542,500 Turkish Lira 

Financial Trends 

DeposHs 

I 
400.00 
300.00 
200.00 
100.00 

0.00 

193.80 

1998 1999 

P l a c e m e n t s 

c 400 o 

1 200 
_i 
EC 

181.60 181.60 

1998 1999 

A s s e t s 

^ 400.00 
I 300.00 
5 200.00 
^ 100.00 

0.00 

373.60 

01Q QO 

Wm Wm Wm Wm 

1998 1999 

P ro-T ax P rof it 

8.00 
c 
o 6.00 

5 4.00 
_i 
tr 2.00 
1-

0.00 

4 fi7 

mm, 

• 

mm, 

• 

mm, 

• 

mm, 

• 

1998 1999 

Earn ings Per Share 

114.60 
1 5 0 % 

1 0 0 % 

5 0 % 

0 % 

cc cno/. 

1998 1999 

c 20.00 o 
1 10.00 
- I 

E 0.00 

S h a r e h o l d e r s ' Equtty 

18.05 

10.18 

1998 1999 



WHO IS WHO IN ISLAMIC FINANCE 
The International Investor (Til), Kuwait 

"Our corporate goal is to remain at 
the fore front of the fast growing 
Islamic capital market by continually 
embracing change and approaching 
potential business opportunities in a 
creative and innovative manner" 

The International Investor (Til) is a Kuwaiti shareholding company which was formed in 
1992 by institutional and private investors with a capital of US$ 55.5 million. Til is a 
premier wholesale Islamic Investment bank, with head quarters in Kuwait and branches in 
Bahrain, Qatar, Dubai and UK. Its services includes providing Islamically approved prod
ucts, Islamic structured finance, Islamic financial advice on mergers and take over deals, 
raising debt and equity, and arranging Istisna and Ijara leasing. A key element of Til's 
advisory services strategy is the provision of Islamic index constituents and benchmarks. 

Adnan Abdul Aziz Af Bahar 
Chairman and Managing Director 
Mr Abdul Aziz Al-Bahar is the Chair
man and Managing Director of The 
International Investor (Til). He has a 
BA in International Business from the 
American College in Switzerland and 
a Banking diploma from the Institute 
of Banking Studies, Kuwait. Before 
founding The International Investor, 
in 1992, he was Managing Director of 
the A l Rajhi Company for Islamic 
Investments, in London, and General 
Manager of the Kuwait Finance 
House, in Kuwait. He holds a number 
of Directorships and is also a member 
of the Higher Planning Board, Kuwait, 
as well as on the Executive Committee 
of the Islamic Development Bank -
Unit Investment Fund, and a member 
of the Kuwait Stock Exchange. 

Najeeb Abdulla Al-Mulla 
Deputy Chairman 
Chairman of the A l Mulla Group, 
one of Kuwait's leading compa
nies, Najeeb Abdulla Al-Mulla is 
also a member of the Board of 
Investcorp's Strategic Ownership 
Group and on the Board of 
Directors of the Kuwait Chamber 
of Commerce and Industry. A 
Kuwaiti national, Najeeb Abdulla 
was educated in England, 
Switzerland and Lebanon. 

Abdulatif Youssef Al Hamad 
Director 
Mr Abdulatif Youssef A l Hamad is 
Director General and Chairman of the 
Board of the Arab Fund for Economic 
and Social Development. A past 
Finance and Planning Minister of the 
Government of Kuwait, he holds 
numerous directorships. Abdulatif 
Youssef is a Kuwaiti national and was 
educated in the United States at the 
Harvard Graduate School for Arts and 
Sciences. 

Khaled Rashed Al-Hajerl 
Director 
Deputy Secretary General for Invest
ment at the Kuwait Awqaf Public 
Foundation, Mr Khaled is also Chairman 
of the International Leasing and 
Investment Company, and a Director of 
First Islamic Investment Bank. Early, he 
was Vice Chairman of International 
Investment Group (IIG). A Kuwaiti 
national with an MBA in Business 
Administration from the USA and a PhD 
in Accounting from the UK. 

Fahad Mazyad Al-Rajaan 
Director 
Director General of Kuwait's Public 
Institution for Social Security since 
1984, Fahad is also Chairman of the 
United Bank of Kuwait in London and 
of Saif Limited and Wafra Investment 
Advisory Group in New York. Before, 
he was with Kuwait Investment Company. 
A Kuwaiti national, he holds a BA in 
Business Administration from the 
American University in Washington DC. 

Ahmed Bazai'a Al Yaseen 
Chairman of TH Shariah Supervisory Board 
A Kuwaiti national, Mr A l Yaseen is a 
founder of the Kuwait Finance House, 
where he is also a member of the Board 
of Directors and Head of the Sharia 
Board. He is also a shareholder and 
Head of the Sharia Board of the Dubai 
Islamic Bank. 

Sayer Bader Al-Sayer 
Director 
Sayer is a Director of the Al-Sayer Group 
and holds numerous other directorships 
including Computers and Communica
tions Concepts Company in Kuwait, 
Europhenk Management Company in Luxem
bourg, ACFIT Ltd in South Africa and 
Jersey, FIMBANK in Malta, and Lebanon 
Invest in Beirut. A Kuwaiti national, 
Sayer was educated in Scotland and at 
Stanford University in the USA. 

Salah Mohammed Al Wazzan 
Director 
Managing Director of the Arabian 
Motors Group, Salah is also Vice 
Chairman of both the A l Wazzan 
Holding Group and the First A l Wazzan 
Group. In addition, he is Managing 
Director of A l Wazzan Family Interna
tional Investments and General Mana
ger of A l Wazzan and Partners 
Company. A Kuwaiti national, Salah 
was educated in the USA, and holds a 
BSc in Civil Engineering from North 
Carolina State University. 

Prof. Mohammed Fawzi Faidulla 
Member ofTII Shariah Supervisory Board 
A Syrian national. Professor Faidulla 
holds a Ph.D in Sharia Law and is pro
fessor of Fundamentals of Islamic Sharia 
and Fiqh at Kuwait University. He is a 
Board member of the Fatwa Committees 
of the Ministry of Awqaf and also a 
Director of Kuwait Finance House. 

Prof. Khalid Al-Madhkour 
Member of Til Shariah Supervisory Board 
A Kuwaiti national. Professor A l -
Madhkour holds a Ph.D in Sharia Law. 
He is a board member of the Fatwa 
Committee of the Ministry of Awqaf 
and the Kuwait i Higher Planning 
Commission. He is also Chairman of 
the Committee for Shariah Implemen
tation, a division of the Kuwaiti Amr i 
Court. 

Dr Md. Abdul Ghaffar Al-Sharif 
Member of Til Shariah Supervisory Board 
A Kuwaiti national, with a Ph.D in 
Islamic jurisprudence, Dr Al-Sharif is 
the Chairman of the social sub-com
mittee of the Amri Court's Supreme 
Committee for the Finalisation of the 
Introduction of Islamic Shariah in 
Kuwait. Dr Mohammed is also a mem
ber of the Shariah Board for the 
International Investment Group and the 
First Islamic Investment Company. 
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CONFERENCES 

BAHRAIN 
The 2000 World Islamic 
Banking Conference 
Global Challenges ft 
Opportunities -
IT Et Management 

28 - 29 October 2000 

Venue: Bahrain Conference Centre, 
Holiday Inn, Bahrain 

Topics: IT for the financial sector, e-
commerce Et e-banking Law ft stan
dardisation; Global Takaful Industry; 
Financial Engineering in the Islamic 
context; Management of Islamic 
Financial Institutions; Islamic Capital 
Markets; The Virtual Economy Et the 
IT industry; Asset Securitisation; 
Globalisation and Islamic banking's 
place in it ; Money Laundering; 
Shariah and Legal Perspectives on 
Islamic banking. 

Speakers from the world's major 
banking, finance and IT experts: 

H.E Abdulla Hassan Saif, Minister of 
Finance and National Economy, 
Bahrain; H.E Shaukat Aziz, Minister of 
Finance, Economic Affairs and 
Statistics, Pakistan; H.E Sheikh 
Abdulla Bin Khalifa Al Khalifa, 
Governor, Bahrain Monetary Agency; 
H.E Dr Zeti Akhtar Aziz, Governor 
Central Bank of Malaysia; Professor 
Samuel Hayes, Havard Business 
Scholl; Manuel Conthe, World Bank; 
Dr Mohamed A l i Elgari, King 
Abdulaziz University; Ghaith 
Shabsigh, International Monetary 
Fund; Wafik Grais, World Bank; Dr 
Henry Azzam, Middle East Capital 
Group. 

For further information 
please contact: 
Michael Crawley, Conference Director 
Middle East Global Advisors, 
Bahrain 
Tel: +973 827288 
Fax: +973 826920 
Email mcrawley@megaevents.net 
URL: www.megaevents.net 

MALAYSIA 
Islamic Financial Market 
Conference 
31st Oct - 1st November 2000 

Venue: Mandarin Oriental Hotel, KL 

Topics: Accelerating Growth in Global 
Islamic Banking £t Finance - A Malaysian 
Case; Tailoring the Optimal Islamic 
financing package; Understanding the 
importance of Standardisation of Shariah 
interpretations; Structuring issues arising 
from the combination of Islamic and con-

UNITED KINGDOM 
Islamic Banking a Finance: 
Facing the Challenges of a 
Globalised Financial World 

17th a 18th October 2000 

Venue: Central London 

Issues: The latest developments in 
Islamic banking; Prospects for unifor
mity of acceptable banking products 
and accounting policies; Grasping the 
key legal issues; Understanding the 
importance of partnership in Islamic 
finance; Building an Islamic finance 
business within a conventional bank; 
Managing liquidity; Evaluating the 
options available in Islamic trade 
finance; Islamic credit ratings and 
benchmarking; Comparison of Islamic 
and ethical banking; Sharia compliant 
fund management; Real estate asset 
management; Corporate Governance; 
The impact of the internet on Islamic 
finance securitisation. 

Speakers: Nasr-el-Din Ayoub Bey, 
Mushtak Parker, Prof Rifaat Abdel 
Karim, Stella Cox, Richard Thomas, Prof 
Rodney Wilson, Syed Tariq Husain, 
Youssef S. Youssef, Robert Lewin, Mark 
Andersen, John Bauer, Neil Miller, Darren 
Stubing, Mike Clark, Robbie Morrison. 

More Information: ICM Conference Ltd, 
London. Tel: +44 (020) 7436 5735, 
Fax: +44 (020) 7436 5741 
Email: icmhotels@cordex.co.uk 

ventional financing; Compensation in 
Islamic financing: Issues in late payment, 
late delivery and penalty, Credit rating of 
Islamic based financial instruments; New 
developments in Islamic insurance (takaful); 
Al-Gharar Risk sharing £t Management 
through Islamic contracts: An Islamic 
evaluation; Managing financial risks: 
Changing BLR's and their influence on 
Islamic financing; Developments in 
Islamic Asset backed finance (Sukuk). 

Further information from: 
ICM Conferences. Tel:(603) 466 0900 or 
www.icmworldwide.com 

UNITED STATES 
4th Harvard University Forum 
on Islamic Finance 

Islamic Finance: The Task Ahead 

September 30th - October 1st 
2000 

The Harvard Islamic Finance 
Information Program (HIFIP), an 
academic research program at Harvard 
University focusing on Islamic finance 
announces the fourth Harvard 
University forum Islamic finance, 
entitled "Islamic Finance: The Task 
Ahead". The fourth forum slated for 
September 30th and October 1st, 2000 
at Harvard University in Cambridge, 
Massachusetts, wi l l cover theoretical, 
current and future issues in Islamic 
economics and finance and the 
Shariah. The forum intends to focus 
on a critical evaluation of the concept 
and practice of Islamic economics 
and finance, in addition to exploring 
potential openings for and obstacles 
to the development of these fields. 

For further information 
please contact: 
Harvard Islamic Finance Information 
Program 
Tel: +1 617 496 2297 
Fax: +1 617 496 2373 
Email: hifp@fas.harvard.edu 
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NEWS IVIONITOR 

BAHRAIN 

AAOIFI to publish 
latest volume on 
Accounting Auditing 
and Governance 
Standards for Islamic 
Financial Institutions 

The Accounting and Auditing 
Organisation for Islamic and Finan
cial Institutions (AAOIFI) Bahrain 
has announced a new publication : 
AAOIFFs 1421H-2000 volume on 
Accounting, Auditing and Gover
nance Standards for Islamic Finan
cial Institutions which is available in 
both Arabic and English languages. 

Professor Rifaat Abdel Karim, 
Secretary General of AAOIFI stated 
that "The new volume includes, 
among other standards, three new 
standards: The disclosure of bases 
for determining and allocating sur
plus or deficit in Islamic insurance 
companies; Investment funds; and 
Testing by an external auditor for 
compliance with Shariah rules and 
principles." 

Professor Abdel Karim went on 
to state "AAOIFI started last year to 
prepare for the first time Shariah 
standards and Shariah require
ments for investment and financ
ing instruments". 

On another publication due out 
soon, he said " I am very pleased to 
announce that the following pro
nouncements wi l l be available very 
soon in two separate volumes and 
which wil l be sold for the price of 
one volume - Dealing in curren
cies; Debit card, charge card and 
Credit card; default in payment by 

a debtor; Murabaha to the purchase 
order; Ijarah and Ijarah Muntahia 
Bittamleek". 

The Sharia pronouncements 
wi l l be published in both Arabic 
and English languages. 

In conclusion he said, " I am 
sure that these pronouncements 
would, when implemented, enhance 
the credibility of the financial 
statements of Islamic financial 
statements as well as harmonise 
the differences in the Shariah rul
ings adopted by these institutions. 

AAOIFI Press release 

Bahrain to host 
Islamic banking 
conference 

tions to get together and exchange 
ideas and information on the chal
lenges and opportunities facing the 
industry in the 21st century," said 
Ehsan Abbas, Chairman of Middle 
East Global Advisors. 

Director of the Conference, Michael 
Crawlwey said "Building on the success 
of the previous annual conferences, this 
year's event is set to highlight the chal
lenges facing Islamic banking and insti
tutions in today's environment. The 
conference aims to provide a powerful 
and neutral platform for dialogue 
between the international Islamic finan
cial commimity, conventional financiers 
and banking institutions, government 
departments and senior officials, leading 
academics and private sector representa
tives from the finance world. 

The annual 'World Islamic Banking 
Conference, the largest event and 
the world's most influential bank
ing industry gathering wi l l be held 
in Bahrain this year. 

The 2000 Worid Islamic Banking 
Conference wil l be held at Bahrain 
Conference Centre from October 28 
to 29, 2000 and the organisers are 
expecting more than 300 delegates 
from 25 countries. The WIBC 2000 
wil l be held under the patronage of 
the Bahrain Monetary Agency. 

This event wi l l attract the pro
active support and intellectual 
engagement of the world's senior 
decision and opinion-makers rep
resenting Islamic and conventional 
banking and financial industry. 

"As the major banking and 
financial capital of the Gulf and 
the base for many of the world's 
prominent Islamic banking and 
finance institutions, Bahrain is the 
natural venue for the 2000 World 
Islamic Banking Conference, indi
cating the future direction and 
aspirations of the industry. This 
truly global event aims to provide 
an unprecedented opportunity for 
the world's key decision-makers 
from the major Islamic banking 
and conventional financial institu-

ABC posts $67 million 
profit 
Bahrain-based Arab Banking Corp 
(ABC), one of the Arab world's 
biggest banks announced that it has 
posted a net profit of $67 million for 
the first half of 2000, up 12 percent 
from $60 million a year earlier. 

"These achievements have been 
made possible because we have focused 
on the execution of a strategic initiative 
towards positioning ABC to be the lead
ing regional financial intermediary," 
ABC President and Chief Executive 
Ghazi Abdul-Jawad said in a statement. 

"Over the next two years we wil l 
continue to search for investment 
opportunities in domestic banking 
platforms in the region to complete 
our strategic initiative," he said. The 
statement said ABC's operating profit 
reached $144 million in the first six 
months of 2000 compared with $148 
million in the same period last year. 

Assets rose to $25.1 billion from 
$24 bill ion. Provisions for losses 
stood at $39 million compared to $48 
million. ABC is an offshore banking 
unit set up in 1980 with operations 
around the world. 

Reuters 
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B.S.C. reports strong 
advance in first half 
profits to $64.7m 
Gulf International Bank B.S.C. 
(GIB) reported Consolidated Net 
Income after Tax of $64.7 million 
for the six months ended 30th June 
2000, representing a $13.1 million 
or 25.4 per cent increase over the 
prior year half year result. The 
prior year period result included 
profit of the newly-acquired sub
sidiary, Saudi International Bank 
(SIB), for the three months since 
acquisition only. The strong 
advance in the profit for the first 
half of the year was principally 
attributable to a very substantial 
increase in other Income. 

Other Income of $75.0 million 
for the six months was almost dou
ble that recorded in the comparable 
prior year period and represented a 
little over half of gross income for 
the period. The year-on-year rise in 
Other Income reflected substantial 
profits generated by the Group's 
securities and equities trading 
activities, particularly in GIB's 
London-based investment banking 
subsidiary (SIB). 

Other Income also benefited 
from strong fee-based income 
derived from the Group's corporate 
finance and asset management 
activities. Net Income for the half 
year was net of a $20 million pro
vision for credit losses. The interim 
consolidated profit represented an 
11.3 per cent annualised return on 
average Shareholders' Equity. 

Consolidated Total Assets 
decreased slightly to $14,615.9 mil
lion following a temporary rise in 
the Balance Sheet over the 1999 year 
end due to Year 2000-related factors. 
Investment Securities increased by 
$841.3 million or 15.4% during the 
six months to $6,292.7 million while 
Loans and Advances remained rela
tively unchanged at $3,936.4 million 
at the end of June. Shareholders' 
Equity increased to $1,152.4 million 
to represent 7.9 per cent of Total 
Assets. 

KUWAIT 
Kuwait Finance 
House to acquire 
four Airbus A320-
200 
Kuwait Finance House (KFH), a 
leading Islamic financial Institution 
and the parent company of 
Aviation lease and Finance Company 
(ALAFCO) , an aircraft lessor based 
in Kuwait announced its intention 
to purchase four new A320-200s 
from Airbus Industrie. The Aircraft 
valued at approximately US$200 
million, wil l be delivered over a 
two year period commencing 2009. 
They wil l be powered by CFM56 
engines from CFM International. 

The aircraft leasing business is a 
very interesting project for our 
shareholders because of its volume 
and the structure that conforms 
with Islamic Shariah principles" 
said Jasser Al-Jasser, General 
Manager of Kuwait Finance House 
(KFH) and Vice Chairman of ALAF
CO. "We are most delighted to make 
this announcement and believe it 
wi l l open up a new era for Islamic 
financial institutions to invest in 
assets which wil l reward our share
holders and customers." He added. 

We are proud to be associated 
in this decision by one of the lead
ing Islamic financial institutions to 
purchase Airbus aircraft" said Mr 
Ahmed A. Al-Zabin, Managing 
Director and CEO of ALAFCO. "This 
decision to select the A320-200 
was made after a thorough evalua
tion of the different options and we 
believe these aircraft are a good 
investment opportunity for our 
parent company." 

Airbus CEO Noel Forgeand wel
comed the decision by the KFH 
saying "this is an important order 
for us and it reflects demand for 
our aircraft by a new type of cus

tomer whose prime objective is to 
ensure a return on investment. " 

ALAFCO has recently been 
acquired by KFH with 80% owner
ship and a new management in 
place, with a mission to grow using 
Islamic instruments in aircraft 
leasing and financing. 

Kuwait Finance House Press 
release 

NIGERIA 
Habib Nigeria Bank 
reports increase in 
profits 
Habib Bank introduced Non-
Interest banking, last year, an idea 
which had been conceived since 
1995 and ultimately approved by 
the Central Bank of Nigeria (CBN) 
on 4th March, 1998. 

Management of Habib Nigeria 
Bank Limited stressed that interest 
free Banking, like any other bank
ing system, must be viewed as an 
evolving system. 

"Within the Nigerian financial 
environment, there are about 11 
banks that have applied to the 
Central Bank of Nigeria (CBN) for 
permit to operate Interest-Free-
banking or have indicated their 
interest on the concept," it added. 

The scheme according to the 
bank has the objective of promot
ing and developing the applica
tions of Divine principles, laws and 
traditions to the transaction of 
financial banking and related busi
ness affairs. 

Habib Bank's profits before tax
ation grew from N548.62 million 
in 1998 to N879.84 million in 1999 
representing a 60.38 percent 
increase. In the same vein, profit 
before tax rose by 69.46 percent 
from N317.79 million to N630.02 
million between 1998 and 1999. 
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Other performance indices such 
as gross earnings and total assets also 
increased significantly from N1.95bn 
to N3.07bn and N10.654bn to N15.79 
bn between 1998 and 1999 respec
tively. Deposits went up from 
N7.56bn to Nl2.17bn respectively 
an increase of 60.70 percent. Also 
shareholders fund grew by 29.07 
percent from Nl.OSbn to N1.40bn 
during the years under review. 

Vanguard 

PAKISTAN 
Implementation of 
Islamic banking in 
Pakistan sought 
Implementation of Islamic banking 
in Pakistan would give access to 
potential investments of Islamic 
minded people and institutions 
which is estimated at $300 billion, 
Deputy Minister of Bahrain, Sheikh 
Ebrahim bin Khalifa AIKhalifa stated. 

Sheikh Ebrahim, Chairman of 
Al Meezan Bank added, "Pakistan 
has attractive investment opportu
nities, but should promote its image 
as an investor-friendly country and 
settle foreign investment disputes 
on priority basis. 

He expressed satisfaction over 
the financial infrastructure reforms 
instituted by the government, 
which he feels are moving in the 
right direction and would go a long 
way in building foreign investor 
confidence in Pakistan's economy. 

He thinks that the decision of 
the Supreme court are being met 
on time for the implementation of 
Islamic banking, and i f this contin
ues. Islamic banking would be a 
reality in Pakistan. The model that 
is being implemented would serve 
as an example for other countries 
to follow. Pakistan should be proud 
of rendering such an important 
service to the Ummah, Ebrahim 
said. 

85 per cent of 
Riba-based banking 
turned Islamic 

The State Bank of Pakistan's 
Committee has so far been suc
cessful in converting 85 percent 
of interest based banking into 
Islamic mode of financing. 

"The State bank's committee 
has so far devised schemes which 
wi l l replace the current interest 
based financing system" said 
Pervez Said, head of business 
development stated at a commit
tee of the Think Tank of Islamic 
finance. 

Pervez added that the conver
sion covers both import and 
export financing, agricultural 
financing, trade financing, indus
trial financing etc. Also that 
Islamic compatible models for all 
these financing could be adopted 
after the deadline imposed by the 
Supreme Court, June 30, 2001. 

Further that the interest or 
Riba based economy was inher
ently weak and has been a cause 
of various international conflicts 
of massive proportions. And that 
there wi l l always be one loser in 
the interest based economy. 

He said that the interest based 
economy also encourages specu
lative or non-asset based financ
ing which results into a build up 
of massive gambling type of 
financial trading system like 
derivatives, options and future 
trading. 

Al Baraka Islamic 
Bank to open more 
branches in Pakistan 
A l Baraka Islamic Bank plans to 
open four more branches in 
Pakistan. This was disclosed by 
Saleh A. Zainulabedun, acting 
General Manager of the Bank. 
He further stated that the bank 
has now assets of $85 mil l ion 
and its equity has increased to 
$10 mi l l ion . 

SPOT STG USD 

ALGERIAN DINAR 108.7221 73.83 

BAHRAINI DINAR 0.5550 0.3769 

DJIBOUTI FRANC 255.7906 173.7 

EGYPTIAN POUND 5.1526 3.499 

GAMBIAN DALASI 18.8493 12.8 

INDONESIAN RUPIAH 12,244.67 8,315.00 

IRANIAN DINAR 2,554.96 1,735.00 

•IRAQI DINAR 1,840.75 1,250.00 

JORDANIAN DINAR 1.0426 0.708 

KUWAITI DINAR 0.4529 0.30752 

LEBANESE POUND 2,227.31 1512.50 

•LIBYAN DINAR 0.6803 0.462 

MALAYSIAN RINGGIT 5.5957 3.7999 

MOROCCAN DIRHAM 15.8363 10.7540 

NIGERIAN NAIRA 152.19 103.35 

OMANI RIAL 0.5669 0.38498 

PAKISTANI RUPEE 80.1094 5 4 4 

QATAR RIAL 5.3595 3.6395 

SAUDI ARABIAN RIAL 5.5231 3.7506 

STERLING POUND 1.00 1.4726 

•SUDANESE DINAR 378.1637 256.8000 

SYRIAN POUND 67.7396 46.0000 

TUNISIAN DINAR 2.0597 1.3987 

TURKISH LIRA 955,482 648,840 

UAE DIRHAM 5.4084 3.6727 

UGANDAN SHILLING 2,514.38 1,707.44 

UNITED STATES DOLLAR 0.6791 1 

YEMEN RIAL 82.02 55.6947 

"Please note these currencies are estimated values 
only, as for political reasons or otherwise, are not 
readily traded. 
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Under the Patronage of 
Bahrain Monetary Agency 

28th - 29th October 2000, / 
Bahrain Conference Centre, Holiday Inn, Bahrain 

Keyndteŝ  ^ 
H.E.AbduUa Hassan Saif H.E. sEaakat Aziz 

Minister of Finance 
and National Economy, Bahrain 

H.E.Shaikh AbduUa Bin Khalifa Al Khalifa 
Governor 

Bahrain Monetary Agency 

Minister of Finance, „ 
Economic Affairs and Statistics, Pakistan 
H.E. Dr. Zeti Akhtar Aziz 
Governor 
Central Bank of Malaysia 

Distinguised panel of speakers include 
Professor Samuel Hayes, Harvard Business School - Manual Conthe, World Bank 

Ghiath Shabsigh, International Monetary Fund - Wafik Grais, World Bank 

i t 

Conference Oiganiser 

For Mote Infonnation: 
MEGA House, PO Box 21255 

1417 Hamed Garden, Mahooz Avenue 
Manama Town 334, Bahrain 

Td +973827288 
Fax +973826920 

e-mail: stizetteamegaevents.net 

The World Bank Croup 
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Wc have been rated 

The Best 
Highest entity rating 

awarded to any financial 
institution in Pakistan 

Long Term Rating AA 
Short Term Rating A l + 

Awarded by PACRA in affil iation with 
Fitch IBCA Inc., New York/London 

Al Faysal 
I n v e s t m e n t B a n k L t d 

A MEMBER OF THE DAR-AL-MAL AL-ISLAMI GROUP 

Largest Investment Bank in Pakistan 


