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COMMENT 

I s lamic M o r t g a g e s 
This months New Horizon covers Islamic Mortgage issues in UK 

'There is nothing in principle to stop 
fully fledged Islamic financial institutions 
setting up in UK' declared Sir Edward 
George the Governor - Bank of England. 

This indeed is heartening to the Muslims 
in general and those seeking mortgages 
in particular in the UK. The Chancellor 
of the Exchequer, Gordon Brown in his 
Budget 2003 recently aimounced important 
changes to the stamp duty tax levied on 
property transactions. This has great 
significance to the development of 
Islamic property finance products by 
banks and building societies. The new 
law comes into effect from 1st. December 
2003 and makes the tax payable on 
transactions rather than on documents 
affecting the transfer of property. 

The passing of the Finance Bil l also 
raises the prospect of new entrants into 
the Islamic finance market where 
institutions such as HSBC and Barclays 
have been examining whether to offer 
Shariah compliant mortgages. This in 
turn could lead to other products 
including savings, family insurance, 

pension products and also perhaps 
Shariah compliant Isa (Individual 
Savings Accounts) being introduced. In 
the UK we have a very active housing 
market and the chance to bring in 
instruments to cater to those in the 
Mushm community who wish to refrain 
from interest related finance was a 
serious handicap. At last we may see a 
more competitive market and richer 
offerings to all, not necessarily to the 
Muslim conrmiunity itself. 

With the success that has been achieved 
with the authorities it now becomes 
imperative to maintain the momentum 
and continue the dialogue on other 
fronts. One such area has to do with the 
Shariah interpretations. This has to be 
worked on towards standardisation not 
withstanding the individual viewpoints 
of the many notable scholars themselves. 
Religious interpretation has always had 
its different schools of thought, which 
has resulted in the many sects that exist 
today. I f we go by past experience we 
are likely to go down the same route. 

We already hear about the Malaysian 
school or the Saudi school of thought on 
various issues. This has to be sorted out. 

Clearly the only ones to take up the 
cudgel and bring all the stakeholders 
together (scholars, jurists, economists, 
bankers etc) should be the Central Bank 
Governors- as they have the clout. The 
forum for this already exists in the 
shape of the IFSB. They wil l have to 
provide the enabling environment to 
bring out Shariah compliant products 
that people can accept and are generally 
competitive. I f these are to be durable 
and meet the wide-ranging requirements 
of the diverse sections of the community, 
then a broad choice of products has to 
be on offer but with clear indications of 
its intrinsic content. The successful players 
will be the innovative institutions, simply 
because they have to exist in a very 
competitive world and are looking for 
new products and fresh ideas - all backed 
by the necessary resources that are at 
their disposal - from expert manpower to 
the infrastructure that is a must for success. 
This is an opportunity for the Central 
Bankers not to miss in providing the 
leadership to further this goal and Sir 
Edward George has shown it can be done. 
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ISLAMIC BANKING 

I s l amic H o m e F i n a n c e S e m i n a r 
speech by the Rt Hon Sir Edward George The Governor of 

Bank of England on 27 March 2003 in London 

It's a real pleasure to be here for this 
conference, and I am absolutely 
delighted that we -or I should say you -
have reached the stage in what has been 
a long and arduous process, where there 
is a real possibility of developing a 
broader market in Islamic mortgages in 
this country, to the point that it is really 
useful to share the results of your work 
with a wider circle of home finance 
practitioners. 

I don't pretend to any technical expertise 
in the area of Islamic finance -you have 
others on your program today who 
know far more about it than I do. But I 
became interested in it more than a 
decade ago when] met a very lovely, 
deeply religious, Muslim couple who 
were living in this country with their 
family, and who had recently brought a 
house on the back of a conventional 
mortgage. They told me of their delight 
in their home, but then they explained to 
me -not at all in an aggressive way, in 
fact in sorrow rather than in anger -their 
regret that they had had to go against 
their religious principles to finance it. 
That made a big impression on me. It 
was clearly troubling their conscience. 
And that seemed to me to be 
particularly sad because it struck me as 
totally unnecessary. Surely, I thought, 
our very inventive financial system 
could find ways of meeting the needs of 
the different sectors of our society in 
ways where this kind of problem need 
not arise. 

When I looked into it a bit more, it 
seemed to me that in fact many of the 
financial products commonly used in 
this country -for example current 
accounts and savings products, such as 

investment funds or unit trusts, or 
borrowing through leasing or hire 
purchase products - already had some, 
at least, of the characteristics consistent 
with the teachings of the Quran; i f only 
we could come to a better and more 
precise understanding of the Islamic 
financial products that were being talked 
about at that time - i f only we could 
encourage the Islamic community to 
develop a more consistent -and 
desirably more standardised-
specification of the products they 
wished to introduce -then, with a litde 
imagination, we could surely find ways 
of fitting them in to our legal and 
regulatory framework in this country, on 
a par with our more traditional financial 
instruments. I couldn't see how our 
essential legal framework needed to be 
disturbed or why our economic or social 
objectives needed to be adversely 
affected on this basis, and it seemed to 
me, in that case, that the principle of 
live and let live should apply in an open 
and tolerant society. Indeed it seemed to 
me also that, as a matter of general 
principle, a wider range of financial 
products would benefit the whole of our 
community and that Islamic products 
could prove to be attractive beyond the 
purely Muslim sector. 
Against that background I didn't take 
much persuading when, following a 
meeting to launch the Heart of the City 
campaign some 2 1/2 years ago, Dr 
Pasha, General Secretary of The Union 
of Muslim Organisadons of the UK and 
Ireland -who I'm happy to see is with us 
here this morning- approached me on 
the specific subject of Islamic 
mortgages. And, having discussed it 
with the Chancellor, I invited Andrew 

Buxton, as Chairman of the Heart of the 
City campaign, and indeed who I knew 
also had an interest in Islamic finance, i f 
he would convene a working group to 
investigate the obstacles to the wider 
use of Islamic mortgages in this country. 
I cannot thank you, Andrew, enough for 
the way that you - and the very 
enthusiastic group that you managed to 
bring together- have carried the work 
forward. 

The working party, which includes 
representatives of the Treasury and the 
FSA as well as the CML, a number of 
banks -including Ahli United Bank, 
HSBC and Barclays -lawyers including 
Mr Paracha of Norton Rose -and 
representatives from the Muslim 
community, identified a number of 
obstacles to the wider use of Islamic 
"mortgages". They include: 
First, Treatment under Stamp Duty, 
where, because of the nature of the 
transaction, involving initial ownership 
by the financier, stamp duty may need 
to be paid twice (or even more often i f 
the financier changes), or it may be 
payable at a higher rate than on a 
conventional mortgage. 

Secondly, Higher regulatory capital 
charges where conventional mortgages -
and indeed Murabaha mortgages -attract 
a capital risk weighting of 50% but 
some Islamic mortgages -Ijara 
mortgages -attract a higher rate of 
100%. 

Thirdly, disadvantages under the various 
public sector home ownership schemes -
such as Right to Buy or Rent to 
Mortgage, where, because of the 
involvement of the financier as the 
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owner of the property the purchaser may 
be unable to take advantage of the 
benefits offered under the schemes and 
Fourthly, disadvantages in terms of the 
housing cost element of Income Support 
or income-based Jobseekers Allowances 
compared with that which applies in the 
case of a conventional mortgage, with 
that cost element based upon interest 
rates on conventional mortgages. 
There are also questions relating to legal 
costs where it has not been clear whether 
a single solicitor can advise both the 
financier and the purchaser in the case 
of an Islamic product - again because of 
the ownership role of the financier. 

The Working Party I have to say has 
been doing a very commendable, 
thoroughly professional, job in 
identifying, and then explaining to and 
following up all of these issues with the 
many different authorities involved in 
them -the Treasury and Inland Revenue 
in the case of Stamp Duty, the FSA in 
the case of regulatory capital 
requirements, the Office of the Deputy 
Prime Minister on Right to Buy, the 
Ministry of Work and Pensions on the 
Social Security issues, and the Law 
Society on the conflict of interest point. 
What is -or ought to be- a relatively 
straight -forward issue in principle 
inevitably, in our complex society, 
becomes highly involved in practice. 
That's not a veiled complaint against 
bureaucracy- though I'm sure we all 
yearn for less bureaucracy at times -it's 
simply a fact that accommodating novel 
forms of anything within our legal and 
regulatory framework typically involves 
careful consideration of all the 
implications, to ensure that the changes 
don't either open up unintended 
loopholes on the one hand, or lead to 
hugely cumbersome arrangements to 
prevent them, which themselves add 
unjustifiably to bureaucratic constraints, 
on the other. Making progress requires 

very careful and comprehensive analysis 
and presentation -it also requires a good 
deal of patience. And the approach that 
has been adopted by the Working Party 
has been exemplary in every respect. 
And this has paid off. The good news is 
that, I think without exception, the 
reaction of all the different authorities 
involved has been generally very 
positive. They have been willing to 
listen, and to understand the positive 
purpose of what was being proposed, 
and they have been constructive in their 
approach to trying to find solutions. 

The Treasury has certainly been actively 
looking into the question of Stamp Duty 
-which is perhaps the most immediate 
concern in relation to Islamic 
mortgages, and I am hopeful that a way 
forward can be found at some point, 
though I dare not speculate on whether 
it wi l l be covered by the Chancellor's 
Budget next month. 

Howard Davies, the Chairman of the 
FSA, has, in a recent speech in Bahrain, 
made it clear that he, too, positively 
welcomes diversity and innovation in 
the world of finance, and he recognised 
that we in the UK have a clear 
economic interest in trying to ensure 
that the conditions for a flourishing 
Islamic financial market are in place in 
London. In relation to the regulatory 
capital weighting of Islamic mortgages 
in particular, Howard acknowledged, in 
his Bahrain speech, the disadvantageous 
treatment of Ijarah mortgages under the 
present Basel capital accord, but held 
out the prospect of more flexible 
treatment -which would probably 
remove much of the competitive 
disadvantage -under the new Accord, 
BaseI2, which we hope to finalise by 
the end of the year. Even then the new 
Accord would not become fully 
effective until 2006 -so again we need 
to be patient. 

The other potential disadvantages of 
Islamic mortgages -while clearly 
important to those individuals who are 
potentially affected -are less general in 
their application. Nevertheless ways of 
addressing them are being considered. 
The Office of the Deputy Prime 
Minister may not need to change the 
Right-to-Buy legislation itself - which 
might open up possibilities for abuse -
but it could possibly issue revised 
guidelines to local authorities on its 
application. And, while I recognise the 
pressure of other priorities, I hope that 
the Ministry of Work and Pensions will 
find an opportunity within the 
legislative timetable at some point to 
introduce what I understand would be a 
relatively uncomplicated amendment to 
address the Social Security question. 
As far as the question of Islamic 
mortgage transactions is concerned, I 
gather that this is largely a question of 
providing solicitors who are not 
necessarily familiar with the nature of 
Islamic mortgages with appropriate 
guidance, and I believe that the Law 
Society has taken the issue on board. 
But it may also involve changes to the 
documentation of transactions - for 
example the form of the Certificate of 
Tide. 

So all in all. Chairman, I think that you 
have made tremendous progress on the 
question of Islamic mortgages over the 
past year or two -and I congratulate you. 
Given the constructive response of the 
many authorities involved- and if, with 
the help of the CML, evidenced not 
least by today's conference, we can 
maintain the momentum which you 
have built up -then I believe that with a 
little patience, we wil l overcome the 
obstacles which you have identified. 
That would be a wonderful thing for the 
peace of mind of concerned members of 
the growing Muslim community in the 
UK. It would represent both a useful 
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business opportunity for those 
companies involved in the provision of 
housing finance and a welcome 
diversification of our financial system. 
And it would demonstrate in a small, 
but significant and very practical, way a 
commitment on the part of the 
authorities in this country, working 
together with the Private Sector, 
financial and professional community 
and with representatives of our ethnic 
minority population -in this case our 
Muslim population -to accommodate 
differences of religious principle or 
tradition insofar as we can without in 
any way undermining the values or 
traditions of our indigenous society. 
And I'm bound to say. Chairman, that I 
hope that the work, which you started, 
wi l l not end with mortgage finance. 
The model that you developed of 

defining the products, identifying the 
obstacles, and entering into a properly 
informed dialogue with the relevant 
authorities to find ways in which those 
obstacles might be removed, can it 
seems to me, be usefully followed in 
relation to other Islamic financial 
products -and indeed much else besides. 
I can see no reason in principle why that 
should not lead to the establishment of 
fully-fledged Islamic financial 
institutions in this country, catering to 
our own Muslim and wider population 
but participating, too, in the rapid 
growth of Islamic finance 
internationally. Howard Davies, I know, 
shares this view, and I think you would 
find that the authorities more generally 
are willing to listen sympathetically. 
But perhaps that's running ahead. Today 
I think we can derive satisfaction from 

the progress you have undoubtedly 
made on Islamic home finance and hope 
to see that through to its conclusion. 

Sir Edward is one of Britain's most 
powerful economists, with influence 
over the cost of mortgages and 
overdrafts. He studied at Dulwich 
College, south London, and Emmanuel 
College, Cambridge. He joined the Bank 
of England in 1962, working at first on 
East European affairs. He was later 
seconded to the Bank for International 
Settlements and the International 
Monetary Eund. In 1993 he was 
appointed governor of the Bank of 
England, and last year he was made a 
privy counsellor He was dubbed a 
Knight Grand Cross of the Order of the 
British Empire (GBE)for services to the 
economy. 
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G o v e r n m e n t A c t i o n E n c o u r a g e s 
I s lamic F inance 
By Andrew Buxton, former president of t h e British Banl<£rs Association 

The Institute of Islamic Banking & 
Insurance has been represented on the 
Bank of England Working Party, chaired 
by Andrew Buxton, former Chairman of 
Barclays, which has been looking into 
the availability of Islamic mortgage 
finance in the United Kingdom. 

In the late 1990s Sir Edward George, 
the Governor of the Bank of England, 
held discussions with Muslim Groups 
on the availability of Islamic finance in 
the United Kingdom. The Muslim 
community in the United Kingdom is 
the largest minority group in the country 
and, according to the latest census 
figures, numbers around 1 .Smillion 
people. Whilst the community comes 
from a wide variety of countries, there 
is no doubt that there would be demand 
from the community, and perhaps from 
some non-Muslims, for Islamic finance. 
As a result of the discussions Sir 
Edward George asked Andrew Buxton, 
who, at that time, was a member of the 
Court of the Bank of England, to form a 
Committee to investigate why there was 
not a wider availability of Islamic 
finance. The Committee that was 
subsequently formed was made up of 
Banking Practitioners, including HSBC, 
Barclays, and Ahli United Bank with 
legal representation from Norton Rose, 
the City solicitors, together with 
representatives of the British 
Government and the Financial Services 
Authority. Dr Pasha, General Secretary 
of the Union of Muslim Organisations 
and Iqbal Asari, Chairman of the 
Economic Committee of the Muslim 
Council of Britain were also members 
of the Committee. 

The Committee decided to look at the 
availability of Islamic mortgage finance 
in the first instance. A mortgage is 
likely to be the most important 
borrowing transaction that most 
individuals undertake in their lifetime. 
It also has prominent significance 
because a mortgage enables an 
individual to buy a house, which is an 
important physiological step for a 
family. Loughborough University and 
Durham University have both done 
research on Islamic finance and 
Loughborough University have 
published estimates of the likely number 
of Sharia compliant mortgages that 
might be taken in the United Kingdom. 
The Institute of Islamic Banking & 
Insurance also gets an idea of the 
demand for Islamic mortgages because 
of the number of hits on the Institute's 
website asking for information about 
Islamic mortgage finance. 
Loughborough University believes that 
the market for Islamic mortgage finance 
might be as large as 500,000 mortgages. 
In the market of IImil l ion mortgages, 
which is the current figure for mortgage 
finance in the United Kingdom that 
would represent just under 5%. 

Loughborough University has estimated 
that there are a significant number of 
Moslems who wi l l not take any other 
form of finance than an Islamic product 
and who are therefore excluded from the 
mortgage market unless their families 
provide the money. There is another 
significant part of the community who 
are prepared to use ordinary UK finance 
for house purchase out of necessity 
relying on Shariah scholars' fatwa (legal 

Andrew Buxton 

decision), which allow alternative 
methods of finance to be used i f there is 
no alternative. However, this latter 
category of borrowers would 
undoubtedly prefer to use Islamic 
finance and wil l , almost certainly, 
switch back to Islamic finance i f the 
product becomes available. 

The Committee prepared a paper for the 
United Kingdom Treasury and identified 
various barriers, which were hindering 
the spread of Sharia compliant 
mortgages in the United Kingdom. The 
committee found the following barriers 
were hindering the market in Islamic 
mortgages partly on the ground of cost 
and partly on the ground of restriction in 
use. 

1. Under an Islamic mortgage stamp 
duty is likely to be charged twice and 
wil l also be charged again i f a borrower 
switches mortgages in the middle of the 
transaction, perhaps in order to obtain a 
better deal. It is possible to avoid 
double stamp duty i f a Murabaha 
mortgage is used but i f the borrower is 
using the Ijara method, which is likely 
to be the most popular method in the 
United Kingdom, stamp duty wil l be 
charged when the bank buys the 
property and also when the bank, at a 
later date, transfers the property to the 
individual. I f an individual wishes to 
re-mortgage the property in order to 
obtain a better deal, the original lender 
has to sell the property to the second 
lender and thus incurs stamp duty again. 

2. Banking is a highly regulated 
industry and there are rules which 
require lenders to hold a certain amount 
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of capital against every loan that they 
make. A Murabaha mortgage is rated for 
capital by the Financial Service 
Authority at the same level as an 
ordinary United Kingdom mortgage. 
However, an Ijara mortgage is rated at 
double the amount of capital that is 
required for a normal United Kingdom 
mortgage. Just as in the case of stamp 
duty, this adds to the cost of an Ijara 
mortgage. 

3. Under the United Kingdom law 
there are circumstances in which a 
tenant has the right to buy the freehold 
of the house in which the tenant lives. 
The most obvious case arises when a 
tenant has the right to buy a council 
house from the Council. However, it 
may not be possible to use an Islamic 
mortgage when a tenant tries to take 
advantage of the "Right to Buy" 
legislation because the Right to Buy 
attaches to the tenant and in the case of 
an Islamic mortgage it is the bank that 
actually buys the property. The Right to 
Buy is therefore lost during the 
transaction and there is no obligation to 
the freeholder to go ahead with the deal. 

4. There are provisions within United 
Kingdom Social Security legislation for 
borrowers who get into difficulties to be 
able to apply for Social Security to 
support their mortgage. However the 
payments made by the Department of 
Social Security cover the interest on a 
mortgage and, as there is no interest on 
an Islamic mortgage, the Department of 
Social Security cannot use their powers 
to give support to the borrow who is 
using an Islamic mortgage. 

There is one Bank in the United 
Kingdom, Ahli United Bank, formerly 
the United Bank of Kuwait, which has 
been offering Islamic mortgage products 
since 1997. Since that date they have 
doubled the amount of business that 
they have been doing each year, but 

even so they have found that demand 
for the product is limited because the 
extra Stamp Duty makes it expensive 
and the inability to use the Islamic 
product for certain property transactions 
limits the market. 

Having prepared a paper for the 
Treasury, Andrew Buxton led a 
delegation from the Working Group to 
see Ruth Kelly, the Financial Secretary, 
last October in order to discuss ways in 
which the Government could help by 
changing the law and thus encouraging 
the Islamic mortgage product. The 
Minister was sympathetic and indicated 
that efforts would be made to ensure 
that the Islamic products can become 
competitive in the Banking market. She 
subsequently arranged for the Working 
Party to make representations to other 
Ministries in order to try to remove the 
barriers, which currently exist. None of 
the barriers are intentional, but when the 
British law was drawn up there was not 
such a large Muslim population in the 
United Kingdom and therefore the law 
did not take account of the possibility of 
using Islamic finance. 

On April 9th 2003 the Chancellor of the 
Exchequer presented his Budget to 
Parliament and announced that changes 
would be made to the Stamp Duty 
regime, which would make alternative 
methods of finance, such as Islamic 
finance, competitive in the British 
market. This was very welcome news 
and is the first, and major, step on the 
road to seeing the introduction of more 
Islamic financial products. The 
Working Group already knows that a 
number of Banks and Building Societies 
are planning to introduce Islamic 
mortgage products. HSBC, for instance, 
has already announced new initiatives as 
part of its drive for community banking. 
The West Bromwich Building Society 
has already announced a link-up with 

Ahli United Bank in order to market 
Islamic mortgage finance through its 
branches. The Working Group is 
confident that within 12 months there 
wil l be more products on the market. 

I f the Islamic mortgage market opens 
up, the Institute believes that, as a by
product, the financial services market 
wi l l start to introduce Islamic products 
in the savings market as well. It is very 
natural for members of the Muslim 
community to want to save either for 
house purchase or for pension purposes 
and it is also likely that the savings 
market has the potential to be much 
larger than the mortgage market. The 
Muslim community has been lobbying 
for many years for the Islamic finance 
market in the United Kingdom to be 
encouraged and the movement over the 
past 12 months will undoubtedly give 
the market a major boast. The Institute 
is confident that it has further to go. 

V I S I T 
O U R 

W E B S I T E 

www.islamic-banking.com 
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E x e c u t i v e D e v e l o p m e n t P r o g r a m m e ( E D P l ) 
Comments by some participants 

Mustafa comments, "The EDP course 
offered two unique advantages; firstly, 
the course explored the fundamental basics 
in depth - something which is often 
overlooked and obviously of paramount 
importance. Secondly, having a small 
group of delegates allowed us to steer 
the discussions to focus on specific 
issues pertinent to our practice needs -
this was both a rare and valuable 
opportunity." 

Mustafa Hussain is with the Islamic 
Finance team at Stephenson Harwood, a 
City of London law firm. Stephenson 
Harwood advised on the first Islamic 
investment fund to be set up in the UK 
and is the only City firm with an 
associate office in Kuwait. Stephenson 
Harwood's Islamic finance practice has 
seen considerable growth in the last two 
years and the team now acts for a host 
of large UK-based financial institutions 
operating 'Islamic windows', as well as 
for several Gulf-based institutions and a 
number of very wealthy Middle Eastern 
families. 

Comments from Ahmet Kayhan one of 
the participants of the EDP who is the 
Regional Business Manager ISI 
Emerging Markets A Euromoney -
Institutional Investor Company Middle 
East & North Africa 

'Being involved with business activities 
in Turkey and Middle East & North 
Africa Countries where majority of the 
Muslim Population of the world lives 
requires an in depth look to the business 
practices in line with the needs of our 
clients and business partners. I have 
joined the EDP program in order to 
acquire this in depth look and a 
thorough grasp of some of the Islamic 
Finance subjects of global major 
interest in the coming years. Through 
the EDP program I have gained an 
enormous insight. I look forward to 
joining the second phase of the Islamic 
Finance Executive Development Program' 

ISI Emerging Markets, Inc. is the 
pioneering publisher of Internet-delivered 
professional emerging markets news and 
information through more 
than 8000 sources covering 44 
countries in LatinAmerica, Central and 
Eastern Europe, Asia and lately Middle 
East and North Africa. ISI serves 
professionals in financial institutions, 
consultancy and research firms and 
multinational corporations throughout 
the United States, Europe and Emerging 
Markets. 

Seema Rizvi 'One of the most 
impressive features of the EDP has been 
the level of detail that we have gone 
into in such a short space of time on a 
diverse range of issues. The EDP has 
provided a comprehensive and thorough 
training on the full spectre of issues 
involved in Islamic banking and trade, 
from the history of the Shariah to 
corporate musharikas. We all benefited 
from the diverse professional and 
academic backgrounds of the participants 
and the level of debate and interactivity 
was intense and enjoyable. A l l in all, it 
was an exceptionally well-organised and 
productive programme and I look 
forward to the next in the series. ' 

Seema Rizvi is Barrister from Lincoln's 
Inn and currently studying for a PhD in 
international law at the London School 
of Economics and Political Science. Her 
specialisations include international law, 
international trade, human rights and 
Islamic law and is currently heading the 
UK offices of a leading Pakistan based 
charity. Responsibilities include 
advising on the legal, technical and 
procedural issues arising from the 
transfer of funds, investment and 
endowment funds, accountability and 
compliance with the UK trust laws. 
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E X E C U T I V E D E V E L O P M E N T P R O G R A M M E ( E D P ) 
The Institute of Islamic Banking and Insurance in association with www.islamic-finance.com is organising a three 
day executive development programme (EDP) four times a year throughout 2003 and 2004. Each E D P will 
comprise two core modules dealing with fundamental concepts and practices, and one advanced module that 
focuses upon a specific area of Islamic banking and finance. Delivery styles will include a mix of straight 
presentation, case studies, workshops and roundtable discussions. 

Participants will be given structured and in-depth instruction in 
the principles and practices of modern Islamic banking, finance 
and insurance.Traditional ideas in Islamic legislation will be 
contrasted with those produced by contemporary scholars and 
the thinking behind modern products in the Islamic financial 
market will be examined. Regulatory and accounting issues will 
be addressed, and corporate strategies analysed, providing broad 
appeal to executives and policy makers from the public and 
private sectors. 

Our presenters include some of the world's leading 
practitioners and academics in the field of Islamic financial 
servicess: 
Mohammed Abdulaziz (Barrister and public poky researcher, Lortdon) 
Prof Simon Archer (University of Surrey, Guildford) 
Dr. Yahia Abdul Rahman (Founder of LAriba, Los Angeles) 

Prof Daud Bakar (International Islamic University, Kuala Luir)pur) 

Dr. Humayon Dar (Loughborough University) 
Tarek El Diwany (Writer and consultant in Islamic finance, London) 
Prof. Mahmoud El Gamal (Rice University, Houston) 
Sheikh Haytham al-Haddad (Shariah Scholar, Al-Muntada al-lslami, London) 
Zainal Kassim (Consultant in Islamic Insurance, Kuala Lumpur) 
Sheikh Mohammed Amin Kholwadia (Shariah Scholar, Chicago) 

Keith Leach (exAI-Ahli United Bank, London) 
Pervez Nasim (Founder of the Islamic Co-operative Housing Corporation, Toronto) 
Dawood Taylor (Bank Al-jazira,jeddah) 

Our three day course programme fee of Pounds Sterling 1650 
plus VAT and includes course notes, lunch and refreshments 
throughout the day. A discount of 10% is available to members 
of IIBI and for groups of two or more from the same institution 
Payment of fees for any one EDP automatically qualifies you for 
free attendance at the advanced modules of subsequent EDPs 
during 2003 and 2004. 

Next EDP2 is scheduled for 14-16 July 2003 and will cover Islannic Accounting, Regulation and Standards and Islamic 
Insurance. Please visit our sites at www.islamic-banking.com or www.islamic-finance.com/index_edp.htm 

for further information or to make an on-line booking. 

Book Review - Islamic 
Banking and Finance 
Written by: Muhammad Ayub, Reviewed by: Anwar Ahmed Meenai 

That Riba is prohibited in all its forms 
and manifestation is something which 
was never debated in MusUm 
societies, until perhaps the eighteenth 
or nineteenth centuries A.D. when all 
major Muslim countries, especially 
their centres of learning had been 
colonized by those who did not 
believe in any Divine guidance or the 
need for it to govern the entire life of 
the man on this earth. The economic 
system introduced by the colonial 
masters and the financial institutions 
established to support that system are 
an outcome of the secular approach to 
life which places total reliance on 
human wisdom to devise various isms 
for mankind. 

After gaining independence from their 
colonial masters, at different times during 
the twentieth century, almost all Muslim 
countries have felt the need to re-shape 
their economic and financial systems so 
that these are in harmony with the beliefs 
of the masses and in accordance with the 
tenets of Islamic Shariah. As a result, 
different movements have started in several 
countries to rid the economic and financial 
system of the element of Riba. Islamic 
Banks (IBs) or Islamic Financial 
Institutions (IF Is) are playing an important 
part in this movement. Support by the 
governments in Islamic countries is 
available in varying degrees. While some 
IBs or IF Is are vying for a niche in very 

hostile environments, a majority of these 
are trying to establish their identity in 
Islamic countries where conventional banks 
and finance companies working on the 
basis of Riba dominate the economic and 
financial scene. 
One important requirement to wrest the 
initiative from the conventional system is 
to educate the economic managers as well 
as the masses in Islamic economic and 
financial system on the one hand and to 
develop manpower adequately trained in 
the business of Islamic banking and 
finance, on the other. It has been with this 
objective that the book, "Islamic Banking 
and Finance: Theory and Practice" by Mr. 
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Muhanunad Ayub is written. 

The learned author has the enviable 
advantage of having been associated with 
the State Bank of Pakistan, the country's 
central bank, since 1979, as an important 
staff of the Islamic Economics Division 
(lED). He obtained his masters degree in 
economics in 1976. Along with his college 
education leading to the masters degree, he 
has been formally educated in Quran and 
Sunnah, in the process also studying and 
learning Arabic language. The author also 
obtained Master's degrees in Islamic Studies 
and Arabic during early period of his service 
in the Bank. He is also Associate of the 
Institute of Bankers, Pakistan (DAIBP). 
The book under review is designed to 
provide the reader with material on Islamic 
economics, finance and financial system in 
a systematic way. Rather than describe and 
debate the various juristic opinions or 
differences therein, the author has presented 
the consensus viewpoint on features of 
Islamic financial system, modes of 
financing and their Shariah essentials. 
References have been made to the opinions 
expressed by and resolutions passed by the 
Shariah Boards of some Islamic banks, as 
well as those of the Fiqh Academy of the 
OIC, in suggesting possible and practicable 
solutions to the problems that Islamic banks 
are likely to face. The author has also 
deliberated upon concepts like reference 
rates/bench marks, time value, Ijarah and 
Salam based securities etc that till recent 
past were ignored by majority of authors on 
the subject. Besides providing an overview 
of the judgments of Pakistan's Shariah 
Courts, the book also discusses arguments 
given during Review Hearing of the Riba 
Case in front of Pakistan's apex court. The 
chapter on Analytical Framework and 
Unresolved Issues could particulariy be 
helpful in understanding the emerging 
challenges. It also includes an explanation 
of Acronyms used in the book. Glossary of 
important terms of Islamic finance, a Select 

Bibliography and Further Readings, and 
Subject and Author Indices. It can serve as a 
reference book to all those interested in 
knowing about the nature of Islamic 
finance. 
The Governor, State Bank of Pakistan in his 
message for the book has observed, "One of 
the major difficulties in moving to Islamic 
banking operations has been the general 
lack of awareness and education about the 
concepts of Islamic finance. A wrong notion 
appears to occupy peoples' mind that 
Islamic banking means money becoming 
available free of any return. Policy makers, 
bankers, business community, industrialists, 
Shariah scholars, students and other 
members of the society, therefore, need to 
know what Islamic finance is and what are 
it.~ features and philosophy. To promote 
awareness about Islamic banking, 
availability of comprehensive material on 
this emerging subject, proper education and 
training in theory and application of new 
system would be necessary. I am glad that 
Mr Muhammad Ayub, Head of Islamic 
Economics Division of the State Bank has 
done a commendable job in preparing this 
manual, which elaborates the nature and 
philosophy of Islamic banking and finance. 
I hope that students, bankers, and all others 
interested in Islamic financial system will 
benefit from the publication." 
A major challenge is the transformation of 
the entire financial system of a country to 
conform to the principles of Shariah and to 
develop instruments for liquidity and 
monetary management within the 
framework of Shariah principles. A 
beginning has been made in some countries 
but massive work needs to be done by the 
Islamic banking industry in this area. 
Besides, there is an urgent need to mobilize 
public support for a Shariah compliant 
financial system. Therefore it is necessary 
that all stakeholders in the financial markets 
viz., bankers, businessmen, depositors, 
investors and regulators as well as all 

members of the civil society become 
famiUar with the concepts of Islamic 
Finance and the rationale for the prohibition 
of Riba, by all divine religions. Those 
educational and training institutions, which 
are planning to include courses on Islamic 
Banking and Finance in their programs, will 
find this book a valuable contribution, 
where the relevant concepts have been 
explained in a simple language and in a 
comprehensive manner. 
Some issues which did not receive earlier 
the attention that they deserved, like Islamic 
Capital Markets and their instruments, 
conduct of the monetary policy, status and 
growth of paper money, settiement of debt, 
impact of the fluctuations in currency rates, 
exchange of currencies, assets and risk 
management by the banks and the various 
regulatory issues involved in Islamic 
Banking and Finance have been discussed in 
some detail by the leamed author. 
In brief, it can be stated that the book under 
review has been designed to serve as a 
compendium of Islamic Banking and 
Finance, covering the theoretical as well as 
the practical aspects, enunciated by the 
authorities on the subject. It can be easily 
recommended as a handbook on the subject 
with focus on alternatives to interest and 
their contemporary application, progress to-
date, obstacles faced and issues remaining 
unresolved. It can be classified as a valuable 
addition to the existing literature on the 
subject. 

The book is available from the Publication 
Unit, Library Building, State Bank of 
Pakistan, Karachi and all SBP Offices in 
Pakistan. 

Mr Muhammad Ayub is with the State Bank 
of Pakistan and is a scholar of Arabic, 
Quran and Sunnah. He also has a Masters in 
Economics from the University of Punjab. 

Mr Anwar Ahmed Meenia is Head of 
Islamic Banking at Habib Bank - Pakistan. 
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BAHRAIN 

Capital adequacy norms for 
Islamic banks soon 

Islamic Financial Services Board 
(IFSB), the global Islamic financial 
services regulator, would shortly 
announce capital adequacy and risk 
management standards for Islamic banks 
and financial institutions operating the 
world over. 

There are about 200 Islamic banks and 
financial institutions in about 40 
countries worldwide with about $10 
billion in paid-up capital and total assets 
of about $150 billion. Over the past two 
decades. Islamic banking has continued 
to gain global acceptance as an 
important and viable financial system 
with over $200 billion being managed 
by Islamic financial insfitutions. 
The Islamic investment equity funds, 
which number over 100 world wide, 
have become one of the fastest growing 
sectors within the Islamic financial 
system. Total assets managed by these 
funds currently exceed $6 billion and 
are growing by over 15 per cent 
annually. 

The board's recent meeting in Saudi 
Arabia has decided to start the 
groundwork for developing two 
prudential standards - capital adequacy 
and risk management. 
IFSB has been entrusted to develop and 
promulgate internationally accepted 
prudential regulatory standards and best 
practices for the global Islamic financial 
services industry. 

The central banks of Qatar and Jordan 
have also joined IFSB as full-fledged 
members. Bahrain, Kuwait and Saudi 
Arabia had joined the board last year. 
The council of IFSB met in Saudi 
Arabia April 30 last approved the 
applications of central banks of Qatar 

and Jordan to join as full-fledged 
members. 

Governors of Central Bank of Kuwait, 
Bank Indonesia, Bank Negara Malaysia, 
Saudi Arabian Monetary Agency, Bank 
of Sudan and president of Islamic 
Development Bank, vice-governor of 
Bank Markazi Jomhouri Islami Iran and 
the executive director of State Bank of 
Pakistan attended the council meeting. 
Besides Bahrain, Saudi Arabia, Kuwait 
and Sudan, the full-fledged members of 
IFSB include Indonesia, Iran, Jordan, 
Malaysia and Pakistan. 
The body is also expected to admit 
Islamic financial services firms or 
institutions that provide accounting, 
legal, rating, research and training as 
observer members. 

The key objective of IFSB includes 
setting prudential standards and core 
principles that are in compliance with 
Shariah rules and principles for the 
regulation and supervision of the 
Islamic financial services industry. 
Kuala Lumpur-based IFSB, which has 
come into existence on November 3, 
2002, is an association of central banks, 
monetary agencies and inter
governmental international 
organizations that have an explicit 
mandate for promoting Islamic finance. 

Cit i Islamic Investment Bank 
arranges $150 million Islamic 
lease facility for P IA 

Citi Islamic Investment Bank (CUB), 
Bahrain, a member of Citigroup, along 
with the Jeddah-based Islamic 
Development Bank (IDB) and Pakistan's 
United Bank (UBL), acted as a joint 
arrangers for a $ 150 million, three-year 
Islamic Lease Finance Facility for 
Pakistan International Airlines (PIA). 
Proceeds of the facility wil l be used for 
pre-delivery payments towards the 

purchase of three new Boeing-777 
aircraft by PIA, as part of the fleet 
replacement and modernization plan 
adopted by the airline. 
The facility was well oversubscribed 
with firm commitments of $ 196 
million. Banque Saudi Fransi (BSF) and 
Saudi American Bank (SAMBA) acted 
as co-arrangers, Abu Dhabi Islamic 
Bank (ADIB) acted as senior lead 
manager. Other participants in the 
facility included ABC Islamic Bank, 
Bahrain Islamic Bank (BIB), Bank A l -
Jazira, Dubai Bank, Emirates Bank 
International (FBI), Muslim Commercial 
Bank (MCB), Saudi National Commercial 
Bank and Arab Investment (TAIC). 

This facility follows a conventional $85 
million short term facility arranged in 
November 2002 by Citigroup, SAMBA 
and UBL to meet PIA's immediate 
payment obligations towards the 
acquisition of three new aircraft. 
Citigroup has also been mandated, 
towards the end of 2002, to arrange a 
$342 million financing for PIA's 
acquisition of the new aircraft, with the 
US-based Export Import (EXIM) Bank 
backing the facilities. 
ENDS 

Kuwaiti bank to open 
subsidiary 

The Bahrain Monetary Agency (BMA) 
has announced granting a license to 
Gulf Bank of Kuwait to establish a $50 
million subsidiary in Bahrain. 
The BMA, Bahrain's central bank, said 
the new license brought the total 
number of financial institutions 
operating in Bahrain to 347. 
There are more than 100 banks and 
finance houses operating in Bahrain 
with combined assets of more than 
$100 billion. 
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Four Islamic Banks 
launch Liquidity 
Management Cente r 
Four Islamic banks have launched a $20 
million liquidity management center in 
Bahrain to develop a secondary market 
for treasury instruments. 
Saudi-based Islamic Development Bank, 
Kuwait Finance House, Dubai Islamic 
Bank and Bahrain Islamic Bank each 
hold a 25 percent stake in the privately-
owned new company. 
LMC seeks to develop an active 
secondary market for short-term 
treasury products, a company statement 
said adding that it will accelerate the 
development of the Islamic banking 
industry. 

LMC activities include facilitating the 
creation of an Islamic inter-bank money 
market, providing short and medium-
term liquid, trade-able treasury 
instruments and creating a secondary 
market for the trading of such 
instruments. 
The center wil l help boost the 
International Islamic Financial Market 
which was set up in Bahrain in August 
last year to meet the needs of Islamic 
banks and financial institutions. 

Stage set for Islamic retail 
bank in Europe 

Islamic Joint Venture Partners (IJVP), a 
Bahrain based company, has 
successfully raised an initial capital of 
£14 million as a first step to establish a 
new Islamic retail bank in Britain. 
The officials of IJVP told that the initial 
subscription, from the founding 
shareholders, has been successfully 
closed. The initial capital is in addition 
to the capital paid by the IJVP and the 
directors to allow the company to 
submit its application with the Financial 
Services Authority (FSA), the regulatory 
and licensing authority for British 

banks, for a license. The initial capital 
was raised from shareholders and 
individual investors in the Gulf and the 
UK. The Islamic House of Britain (IHB) 
Pic, the UK incorporated company wil l 
shortly be applying to the FSA for 
approval to become the first stand alone 
Islamic bank in Britain. This wi l l be the 
first full-fledged Islamic bank in Britain 
to offer Islamic banking services to the 
1.8 million Muslims resident in the UK, 
as well as to the many overseas 
Muslims who visit the UK frequently. 
Islamic House of Britain which has 
already been incorporated in the UK, 
has raised sufficient equity from a 
limited group of initial investors to 
enable FSA application process to 
commence later this year, with the final 
fund-raising totaling £14 million 
through European and Gulf-wide 
Independent Public Offering, with a 
London listing targeted by the fourth 
quarter of 2003. 

An independent market research has 
demonstrated that the UK retail banking 
market presents one of the most 
attractive markets for Islamic House of 
Britain to commence operating in. 
The Islamic banking industry has 
matured into a modem service delivery 
platform, which can match conventional 
banks for the range of products 
available but structured in a manner 
acceptable to the Shari'ah principles. 

PAKISTAN 

Pakistan prepares for 
Islamic Banking 

Pakistan is heading towards Islamic 
banking system arranging training for its 
bankers in Islamic banking and working 
on formulation of an Islamic Economic 
Model besides opening branches of 

foreign Islamic banks. 
While the State Bank of Pakistan has 
hired some foreign experts to train its 
bankers in Islamic banking, the 
government of Muttehida Majlis-e-
Amal, a conglomerate of religious 
parties, in North Western Frontier 
Province, is also working on introducing 
interest-free banking. 
The State Bank of Pakistan (SBP) has 
trained 30 bankers for Islamic Banking 
by hiring experts from the Nicara Bank 
Malaysia, said Dr Ishrat Husain, 
Governor SBP speaking 
at 52nd Annual General Meeting of the 
Institute of Bankers Pakistan. 

He said Pakistan was entering into new 
field of Islamic Banking, which needs 
expertise and Nicara Bank Malaysia has 
10 years experience in this regard. 
He said four Malaysian Islamic banking 
experts were hired to train 30 bankers 
which helped us to develop the Islamic 
banking in Pakistan. 
Dr Ishrat Hussain also hinted at making 
some headway in this respect speaking 
at another occasion and said, "SBP is 
working on the formulation of an 
'Islamic Economic Model' based on 
interest-free banking," but we cannot 
take the risk of adopting the same, 
unless a foolproof model is devised, he 
added. Addressing the launching 
ceremony of a book 'Man and Money' at 
Lahore, the SBP Governor said that 
there is no single opinion on the issue of 
interest, as various Shariah scholars are 
divided. 

The final Islamic economic model needs 
to incorporate consensus of various 
Shariah scholars and prevailing 
economic conditions. "Zero interest wil l 
not resolve our economic problems. 
Japan has negative interest, but it was 
still in economic predicaments," he 
added. 
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In Lahore, also the Chief of Shariah 
Enforcement Council, NWFP, Mufti 
Ghulam-ur-Rahman said in a press 
conference, "We want to make NWFP a 
model Islamic province, but we will not 
surpass limits of provincial autonomy." 

He said that the council is consulting 
the religious scholars and experts on 
introducing interest-free banking and 
necessary proposals wil l be prepared 
keeping in view the recommendations 
of Islamic Ideological Council. 
Meanwhile, AlBaraka Islamic Bank has 
extended its operations to Rawalpindi 
that gives it the fifth location in 
Pakistan. The new branch will be 
located in the hub of commercial 
activity on the Mall in the premises that 
were previously occupied by the former 
National Finance Development 
Corporation. 

The earlier four branches of the Bank 
are at Karachi, Faisalabad, Lahore and 
Islamabad. 

Bahrain-based AlBaraka Bank is also 
planning to open sixth branch in 
Pakistan that will either be in Karachi 
or Lahore as a satellite to the existing 
branch. 

The final decision in this respect, 
however, wil l depend on the surveys 
being conducted currently by the bank 
officials. 

AlBaraka is one of the affiliates of 
Dallah-AlBaraka Group of Saudi 
Arabia that offer a variety of financial 
services from banking, insurance, real 
estate and numerous investment 
portfolios tailored according to the 
Shariah. 

It was the first to introduce interest-free 
banking in its network of 23 banks of 
which Pakistan has now five branches. 

The fifth branch in Rawalpindi was 
opened by the Saudi Ambassador, A l i S 

Awadh Al Asseri. The bank had started 
operations in Pakistan in 1991. 

SAUDI ARABIA 

Islamic Bank announces 661 
million dollars loans and aid 
for Muslims 

The Islamic Development Bank (IBD) 
has approved 661 million dollars to 
extend loans and aid for development 
projects in member states and for 
Muslims around the world. 
The aid includes a grant of two million 
dollars' urgent relief to Iraq, a statement 
by the Jeddah-based bank said. 
IBD said Iran would get a 46.6 million 
dollars loan to finance the second phase 
of a power plant, while Lebanon would 
be receiving 37.5 million dollars to 
finance infrastructure projects in Beirut. 
Indonesia would get 31 million dollars 
for a university expansion plan and 
Qatar 24 million dollars to finance a 
oilseed scheme. 

IDB also approved a 22.5 million 
dollars loan to Guinea for an 
educational program and diesel 
generators, and a 22.7 million dollars 
loan to Morocco to finance a sewage 
project. 

The bank approved credit facilities for 
several countries to finance the 
purchase of crude oil and products. 
These included 100 million dollars to 
Malaysia, 70 million dollars to 
Pakistan, 65 million dollars each to 
Bangladesh and Morocco, 56 million 
for Indonesia and 25 million dollars for 
Lebanon. 

Tunisia would get 50 million dollars to 
purchase wheat and barley and Turkey 
15 million dollars to buy scrap steel. 
IDB approved two soft loans worth 12 
million dollars to the Palestinian 

Authority to rebuild houses damaged by 
Israeli troops and rehabilitate 
infrastructure projects. 
The bank, an arm of the Organization 
for the Islamic Conference based in 
Jeddah, Saudi Arabia, recently 
announced it had loaned around 24 
billion dollars to its 54 member 
countries since 1976, one year after it 
was founded. 

Islamic Development Bank 
approves fund to finance 
Muslim communit ies in non 
Muslim States 

The Islamic Development Bank has 
approved a fund of $325 million in new 
financing to its member states and 
Muslim communities in non-Muslim 
states. 

The Board of Directors of Jeddah-based 
bank had approved $124 million for 
financing development projects in 17 
member states. $198 million would be 
for trade financing and $3 million for 
grants and technical assistance. 

Of the total sum, $50 million will go to 
Egypt to finance wheat purchase and 
$50 million for Bangladesh to import 
refined oil products. Turkey will also 
receive $41 million to import iron and 
steel scrap as well as refined petroleum 
products. 

The 54-member IDB was established in 
1975 to boost trade exchanges between 
Islamic states. 

UAE 

A D I B establishes Insurance 
Company 

Abu Dhabi Islamic Bank (ADIB) has 
established an insurance company 
based on Islamic financial instrument 
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called Takaful. The company has been 
launched with a paid-up capital of 
Dh40 million. 

The annual general meeting of ADIB 
was recently informed that the 
company's sponsors have contributed 
45 per cent equity while the remaining 
55 per cent would be offered for Initial 
Public Offering very soon. 

The ADIB earned Dh75.6 million 
profits during year ended December 
31,2002 and the board of directors has 
decided a distribution of Dh50 million 
as cash dividends to shareholders, and a 
transfer of 10 per cent to the statutory 
reserve and 10 per cent to the general 
reserve. 

The bank's assets during the year 
increased by 30 per cent, customer 
deposits by 20 per cent, despite the 
slow down in Islamic investments as a 
result of international disturbances, 
which in turn led to reduction in profit 
margins. The bank's domestic financing 
portfolio grew b y 30 per cent with a 
primary emphasis on financing 
infrastructure project such as the 
development of electricity and water 
sectors. 

The ADIB has emerged as 10th strong 
bank in terms of assets as out of total 
47 banks operating in the Emirates it 
now ranked 10th, coming up from a 
lowest position of 42nd it occupied in 
1998. 

UK 

U K Islamic mortgage 
market could be worth £4.5 
billion if stamp duty 
problem is overcome 

London -Independent market analyst 

Datamonitor's new report. Islamic 
Mortgages*, finds that the UK's Islamic 
mortgage market could today be worth 
as much as £9.2 billion in balances 
outstanding. However, Datamonitor 
estimates that is worth just £0.04 billion 
due to combination of factors that have 
served to suppress the market. Top of 
this list is the fact that 
Stamp Duty must be paid twice on 
Islamic mortgage transactions, with the 
result that Islamic mortgage products 
are too expensive for many Muslims. A 
Bank of England Working Group is 
currently seeking to redress this issue. 
I f it succeeds then Datamonitor believes 
that it wi l l open up the market to a 
number of other providers, with the 
result that under a neutral economic 
scenario gross advances for Islamic 
mortgages could reach £4.5 billion in 
2006. 

Conventional mortgage products are not 
strictly suitable for the UK's 1.8 million 
Muslim population as they are not 
compatible with Islamic (Sharia) law. 
Under Sharia law it is considered usury 
to pay or receive interest and as such it 
is necessary to design alternative 
mortgage products for practising 
Muslims. At present the United Bank of 
Kuwait is the only provider in the UK 
to offer mortgage products that are 
compatible with Islamic lav/. However, 
many of the necessary design features 
also serve to make Muslim mortgages 
more expensive than traditional 
mortgage products. This may be about 
to change i f a delegation of leading 
bankers and Muslim representatives 
convince the Government to change 
rules to make Muslim mortgages more 
affordable. I f the Government does act, 
then Datamonitor believes that this will 
open up the market for Muslim 
mortgages, with the result that growth 
of this niche wil l shoot up. 

The opportunity that is being missed is 
all too evident when it is considered 
how much the Islamic mortgage market 
could potentially be worth. In assuming 
that the cited barriers to Islamic 
mortgages did not exist and that 
mortgage penetration by household was 
the same for Muslims as the rest of the 
population, Datamonitor estimates that 
the current value of the Islamic 
mortgage market in terms of balances 
outstanding would have been £9.2 
billion. While some of this £9.2 billion 
would have been new to the mortgage 
market, it is worth noting that the 
majority is likely to come from 
Muslims switching away from existing 
non-Sharia compliant products. 
8% of Greater London is Muslim 
Clearly regions that have significant 
Muslim populations are potential 
hotspots for Islamic mortgages. Much 
of the UK Muslim population is centred 
on the South East region. Indeed, 
Datamonitor estimates that 
approximately 8 percent of the 
population of Greater London are 
Muslim, approximately 725,000 
persons. However, in some areas such 
as Leicester and Luton, Muslims are 
thought to account for as much as 20 
percent of the local population. Indeed, 
Leicester is set to become the UK's first 
"Islamic city" within the next decade, 
as the local Muslim population rises to 
above .50 percent. Other areas with a 
significant Muslim population include 
Bath, Bristol, Cardiff and Glasgow. 
Current products are based on Ijara and 
Murabha methods. In the UK the 
United Bank of Kuwait and more 
recently West Bromwich Building 
Society are the only providers to offer 
Sharia compliant products. These are 
based on the Ijara and Murabaha 
methods of financing. Under an Ijara 
finance plan the customer chooses the 
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property and agrees a price with the 
vendor in the normal way. The 
financier, who takes its legal title, then 
purchases the property. The property is 
then sold on to the customer at the 
original price, with payment spread 
over an agreed period of time. During 
that time, the customer also pays the 
financier rent for the use of the 
property. Once the agreed period of 
time has elapsed, ownership of the 
property is transferred to the customer. 
Under a Murabaha plan the customer 
chooses the property and agrees the 
price with the vendor in the normal 
way. Similarly, the financier then 
purchases the property from the vendor, 
but on the day of completion it is 
immediately sold on to the customer at 
a higher price. The value of the 
property, the number of years that the 
financier allows the purchase price to 
be paid over and the amount of the first 
payment determine the higher price. 
The customer then makes regular 
monthly payments until the purchase 
price is paid. In terms of balances 
outstanding the Islamic mortgage 
market is worth just £0.04 billion. At 
the end of quarter three of2002 
Datamonitor estimated the current 
Islamic mortgage market to be worth 
just £0.04 billion in terms of balances 
outstanding. This compares to £647.8 
billion in balance for the total UK 
mortgage market. However, 
Datamonitor believes that the market 
could today be worth as much as £9.2 
billion in balances outstanding i f were 
not for a number of factors suppressing 
this market. Stamp Duty is one of the 
key factors that is suppressing this 
market. The key factor suppressing this 
market is the fact that Stamp Duty must 
be paid twice on Islamic mortgages, as 
opposed to once for conventional 
mortgage 

Arab Banking achieves first 
quarter profit 

Arab Banking Corporation (B.S.C.), the 
parent company of the Arab-banking 
group headquartered in Bahrain, today 
announced its consolidated financial 
results for the first quarter of 2003 with 
a net profit of US$27 million. 
ABC Group's operating profit increased 
by 15% to US$82 million compared to 
US$71 million in March last year. 
Earnings stream continues to strengthen 
with its total income increasing by 10% 
to US$200 million (2002: US$182 
milhon). 

Net interest income for the first quarter 
was marginally lower than last year at 
US$116 million (2002: US$119 
million), mainly resulting from the 
continued low interest rate 
environment. However, boosted by 
higher earnings from loan fees, treasury 
and securities trading activities, non-
interest income increased by 33% to 
US$84 million (2002: US$63 million). 
Operating expenses increased by 6% to 
US$118 million (2002: US$111 
million) due to the translation impact 
from the strengthening of the Euro, 
however, the overhead expense ratio 
improved to 59% (2002: 61 %) from 
the increase in revenues. 

ABC Group's total assets rose by 6% to 
US$28.4 bilUon in March this year 
from US$26.7 billion a year ago, 
US$0.9 billion less than the total at the 
year-end 2002. Liquidity remained 
strong with liquid assets to deposits 
ratio at 51 % (2002: 50%) and loans to 
deposits ratio at 68% (2002: 67%). The 
Group continues to maintain a strong 
capital base as evidenced by the risk 
asset ratio of 14.0% at March 2003, 
compared with the ratio of 13.2% at the 
year-end 2002. 

Mr. Ghazi M . Abdul-Jawad, President 
& Chief Executive said, "It is 
particularly gratifying that ABC's result 
for the first quarter has been above our 
expectations. It is a measure of the 
underlying strength of our earnings 
stream that our operating profit 
improved despite continued weak 
economic fundamentals. Our priorities 
remain, as they have for several years, 
maintaining our earnings level, 
improving asset quality and 
diversifying our income sources". 

UK 

Islamic House of Britain Pic 
Appoints Managing Director 

The Chairman and Directors of Islamic 
House of Britain Pic, the UK 
incorporated company which will 
shortly be applying to the Financial 
Services Agency (FSA) for approval to 
become the first stand alone Islamic 
Bank in Britain, are pleased to 
announce the appointment of Mr. 
Michael Hanlon as Managing Director. 
Michael Hanlon is a senior British 
banker, with a total of over 30 years 
retail banking experience in the United 
Kingdom, and more recently Austria 
and Poland. Michael started his career 
at Barclays Bank Pic in 1964, finishing 
in 1998 as Regional Director, Retail 
Banking for Central London. He was 
until recendy the founding Managing 
Director of Raiffeisen Bank Polska 
S.A., the Polish retail bank subsidiary 
of Raiffeisen Zentralbank, Austria. 
The Directors of IHB Pic are also 
pleased to welcome Dr. Hussain Al i A I -
Abdulla, Vice Chairman of Qatar 
International Islamic Bank, and Mr 
.Shabir Randeree, Group Managing 
Director of DCD London & Mutual 
Pic, as members of the Board of IHB 
Pic. 
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Following the successful completion of 
the initial fund raising, in which 
210,000,000 New Ordinary Shares and 
Bonus Shares were placed with 
Founding Shareholders raising £14 
million in additional capital, and the 
engagement of Michael Hanlon, Islamic 
House of Britain Pic is now in the final 
stages of preparation of the Application 
Package and Regulatory Business Plan 
for Part IV authorisation to conduct 
banking business under the new name 
"Islamic Bank of Britain Pic ("IBB")". 
IBB Pic is hoping to commence 
banking operations in the UK by the 
final quarter of 2003, with a further 
issue of New Ordinary Shares and 
admission for trading on the Alternative 
Investment Market (AIM) in the early 
part of 2004. 

US 
Indexing Islam -Global 
Finance Magazine 

As timings go, it could be better. With 
the United States preparing for war in 
Iraq, financial info Dow Jones launched 
a family of new Islamic indexes at the 
end of February-including one the 
American stocks. 

Islamic funds-which avoid stocks 
related to areas such as alcohol, pork 
products, gambling ~ financial services-

have increased rapidly in recent years. 
Since 1996 they've grown at an annual 
clip of between 10% and 15%, 
according to Failaka Inl Chicago-based 
provider of information on Islamic 
funds. That compares to less than 5% 
annual general equity funds over the 
same period. 
The Islamic Market Titans 100 offers, 
says Dow Jones, "easy access to the 
largest and most Islamic companies that 
meet requirements for non-financial, 
low-debt and social ethical markets." 
Maybe, but with the US index headed 
by Exxon, Microsoft, Pfizer, Johnson & 
Johnson and IBI Muslim investors be 
on what's essentially a roll call of 
corporate America? Rumman Faruqi, 
CE London-based Institute of Islamic 
Banking and Insurance, says Islamic 
funds have been moving America since 
9/11. "There's been substantial 
diversification out of American assets," 
he says have moved back to the Middle 
East or to places like Malaysia and 
even China."Faruqi, who estimates all 
forms of Islamic investment worldwide 
at around $250 billion, says ti concerns 
these assets may not be safe in the US. 
"These days there is a very thin line 
between considered to be Muslim 
finance and what the US classifies as 
terrorist finance," he says. "The 
distinction may get even more blurred." 
Dow Jones says that more than 35 
Islamic funds already manage $1.8 
billion. 

T h e Fa i l aka I s l amic 
F u n d Rev i ew 2002 

Is now avai lable for sale. . . 

Visit www.fa l laka.com for details 

The recognised leader in Islamic fund research and analysis. 

f S i l s R a International, inc. 

7th-9th July 2003 
International Seminar on Islamic Wealth 
Creation. Venue: Al-Qasimi Building, 
University of Durham, UK 
www.durac.uk/%7Edme0vww/iwc.htm 

14-16 July 2003 
EDP2 will cover Islamic Accounting, 
Regulation and Standards and Islamic 
Insurance Institute of Islamic Banking & 
Insurance - London UK 
vvww.islamic-banking.com 

21-22 July 2003 
Islamic Real Estate Finance- assessing 
the success, accessing the market, 
Landmark Hotel, London, UK 

30-31 July 2003 
Asia Business Forum, Islamic Banking and 
Finance,] W Marriott Hotel, Kuala Lumpur 
www.abf-asia.com 

lst-3rd Sept 2003 
Islamic Finance & Investment in South 
Africa, ICG & Oasis Group, Cape Town, 
SA 

9th-10th Sept 2003 
From Money Lenders to Bankers -
Evolution of Islamic banking in relation 
to Judeo-Christian & oriental banking 
traditions, Monash University Malaysia, 
Prato, Italy 

S e p t e m b e r 2003 
Takafol - Islamic Insurance - unleashing 
the global potential. London, UK 
Institute of Islamic Banking & Insurance, 
London www.islamic-banking.com 

15th-16th O c t o b e r 2003 
Project Finance Conference 
vmw.meed.com 

23-25 O c t 2003 
10th O I C Summit 2003, Putrajaya, 
Malaysia 

26-28 O c t 2003 
Euromoney Financial Training UK: 
Islamic Finance & Banking Course 2. 
London, UK 

7th-8th D e c e m b e r 2003 
World Islamic Banking Conference 2003 
(10th Anniversary) 
vww.megaevents.net/events.htm 



P O S T G R A D U A T E 
D I P L O M A C O U R S E 
IN I S L A M I C B A N K I N G 
A N D I N S U R A N C E 
The Institute is pleased to announce that the enrolment 
on its Post Graduate Dip loma Course in Islamic Banking 
and Insurance has crossed the 550 mark. Ou t of these 150 
have already graduated and quite a few are on the verge 
of graduation. 

The majority of the people who enrolled on the 
course are professional bankers, accountants, jurists, 
academics, businessmen and those aspiring for a 
career in the Islamic Banking industry. 

In the rapidly expanding Islamic Banking industry, 
the need for trained and qualified professionals is 
greater than ever before.The course aims to equip 
you with the concept, products and operation of 
Islamic Banking and Insurance.You can secure a 
bright future in the Islamic Banking and Insurance 
industry by enrolling on the course. 

With over 250 Islamic financial institutions 
operating worldwide, which are growing at the rate 
of 15% annually, the need for trained and qualified 
professionals is greater than ever before. 

C O U R S E C O N T E N T S 
Islannic economics 
Islamic banking 
Islamic products and Investments 
Takaful (Islamic Insurance) 
Islamic banking operations 

ENROL 
NOW 

1 For Further Information please contact: 
The Course Coordinator 
The Institute of Islamic Banking and Insurance 
16 Grosvenor Crescent 
London S W I X 7EP 
United Kingdom 

Emai l : diploma@islamic-banking.com 
Tel: +44 020 7245 0404 Fax: +44 020 7245 9769 

T O P Q U A L I T Y D I S T A N C E L E A R N I N G . 
F R E E O N E Y E A R S U B S C R I P T I O N T O N E W H O R I Z O N . 



Name 
Business Group 

in 

BANGLADESH 
who are in textiles 

chemicals 
ceramics 
real estate 
jute 
trading 
marine fooc 
media . 

Corporate Office 
17 Dhanmondi, Road No 2, Dhaka 1205, Bangladesh 
Phones: (880)-2-861891,868220 Fax: (880)-2-863470,867647 
Internet: http://www.beximco.net email: beximchq@bol-online,com 


