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COMMENT 

Armaments and Cinema: 
The Issue of Their Permissibility in Islam 

We have received some publications 
and announcements from Islamic finan
cial organisations wherein it is stated 
that investment in Armament and 
Cinema industry is not permissible in 
Islam. It is not true. 

Islamic banking in its present dynamic 
and established form has been practised 
throughout the world, yet it still suffers 
from misconceptions as to what activi
ties are permitted and are prohibited. 
This confusion is simply due to igno
rance of the few. 

On Armaments 

The Holy Quran categorically says 
(verse 60 Surah A l - Anfal) 

"And to encounter them, provide what
ever force and trained ever-ready hors
es you can afford whereby you may 
strike terror into the enemies of Allah 
and your enemies as well and others 
besides them whom you do not know but 
whom Allah knows." 

After this categorical command how 
can any Muslim say anything else. This 
area has already been covered and clar
ified in 1980, with the publicafion of the 
Islamic Council of Europe's Universal 
Islamic Declaration. This study at the 
highest levels, with Shariah Scholars, 
Defence Experts, Politicians and econo
mists from Muslim countries states the 
following; 

News 
Publications 

Diploma Course 
Lectures & Seminars 

Conferences & Workshops 

Defence of Muslim lands is a sacred 
duty of all Muslims. While Islam stands 
for peace foremost, it also enjoins 
Muslims to be ever ready to deter and 
repulse aggression. To fulfil this duty, 
the Muslim countries should: 

a. Develop their defence potentials to 
the maximum. 
b. Strive for the earliest achievement of 
self sufficiency in defence production. 
c. EstabUsh the closest possible cooper
ation on every field of defence activity. 

Muslim countries are 
already producing 
weapons of highest 
standards for their 
defence requirements. 
They must further 
develop the industry to 
deter aggression. It 
would be naive to rely 
upon foreign help in 
this area. Besides i f the 
armament industry is in 
the hands of people 
who are anti-Islamic 
how can Muslims depend on them. I f 
Islamic countries do not develop their 
own industry then they are strengthen
ing the armament industries of others. 
In today's hostile environment and 
Muslim countries being targeted by anti 
Islamic forces, Would any sane Muslim 
say that Muslims should not develop the 
armament industry and remain depend
ent on others. 

www. islamic-banking, com 
Gateway To Islamic Finance 

On Cinema 

Another issue of the similar sort is on 
investment in cinema, which some 
believe is not permitted in Islam. 
Cinema is the most important weapon 
for reaching the masses and must be 
used for spreading education, science, 
religions and good things of life. What 
is prohibited is making films which 
spread immorality, violence and sense 
of evils. Those who say that nvestment 
should be made in cinema have very lit

tle knowledge of Islam. 
Investment in cinema 
is perfectly legal i f it 
promotes good. 

Islamic banking is an 
instrument for the pro
jection of an Islamic 
economic order. The 
Islamic economics sys
tem is based on social 
justice, equality, mod
eration and balanced 
relationships. It is a 
universal system 
embodying eternal val

ues which safeguard mans rights while 
constantly reminding him of his obliga
tions to himself and to society. It forbids 
all forms of exploitation and honours 
labour, encourages man to earn his liv
ing by honest means, and to spend his 
earning in a rational way. 

Takaful 
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"And to encounter them, 

provide whatever force 

and trained ever-ready 

horses you can afford 

v^hereby you may strike 

terror into the enemies of 

Allah and your enemies as 

well and others besides 

them whom you do not 

know but whom Allah 

knows." Holy Quran (verse 

60 Surah Al - Anfal) 
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ISLAMIC F I N A N C E 

The Growth of Islamic Financial Industry: 
Need for Setting Standards for Shariah Application 
M Fahim Khan & Layachi Feddad 

Introduction 

Social changes, taking place rapidly in 
modem times, have taken the applica
tion of Islamic law into complexities 
never known in the past. Two aspects 
of the contemporary application are 
worth noting. First, it is benefiting with 
the difference of opinion among the dif
ferent schools of Islamic law to solve 
the modem day problems of living 
according to Shari'ah. Second, it is ben
efiting from the experiences in the 
Islamic history where gaps in theory 
and practice always existed particularly 
in the application of the law in newly 
emerging subject matters(i). 

Diversity and flexibility in the contem
porary application of Islamic law as a 
response to social change on the one 
hand is a welcome development but on 
the other hand it creates new challenges 
too. Islamic finance industry is the 
most prominent example where the 
emerging challenges are significant and 
required to be addressed urgently. The 
global growth of Islamic banking is tak
ing advantage of the diversity and flex
ibility in the Fiqh opinions (often 
referred to as Shari'ah) to meet the 
challenges of growth. 

While the flexibility in Fiqh opinion is 
presently contributing to global growth, 
it may soon become a constraining fac
tor in the global growth of the industry 
i f the challenges arising out of the use 
of diversity and flexibility in Fiqh is not 
properly standardized, regulated and 
supervised. A few of the challenges that 
may prove a constraint in the global 

growth of the industry are listed below: 
When modem application of Islamic 
law in finance industry takes benefits of 
difference of opinion or of possibility of 
diverging from theory, it raises two seri
ous concems: 

1) How to maintain market discipline in 
the contemporary environment, particu
larly to ensure transparency about the 
production and fairness about prices, so 
that customer knows what he is buying 
and has appropriate basis to judge 
whether the price is right. 

2) How to regulate corporate gover
nance so that the stake holders interests 
are not jeopardized by using the diversi
ty of Fiqh opinions. 

These concems may not pose a chal
lenge to the growth of the industry as 
long as the industry is limited within the 
national boundaries of a Muslim coun
try but when the industry develops for
ward and backward linkages with the 
global financial network, these con
cems pose a big challenge to the growth 
of the industry. Besides the concems 
arising from the flexibility and diversity 
in Islamic law, another set of challenges 
is arising with respect to expertise and 
rigor in the modern application of 
Shari'ah to the financial sector. 

The basic questions, in this respect are: 

1) What type of expertise is required to 
make use of the flexibility in the appli
cation of Islamic law in the finance 
industry. 

2) What type of standards and criteria 
are needed for the application of 
Shari'ah to make the application to be 
transparent particularly in matters 
where the industry is making use of 
Fiqh differences. 

A substantial amount of growth in 
Islamic banking is taking place out of 
the interest of conventional banks to 
provide Islamic banking services to 
their Muslim clientele. The convention
al banks also like to interface with the 
Islamic banks for mutual benefit and 
growth. Without standardizing the 
application of Shari'ah, the interface 
between conventional and Islamic 
finance industry wi l l be difficult and 
this wi l l constrain the global growth of 
Islamic finance industry. It probably 
wil l not be wrong to say that growth of 
Islamic finance industry wi l l be facili
tated i f we can get Islamic finance 
industry under the same legal umbrella 
that protects, promotes and supervises 
conventional finance industry. 

With the exception of a very few coun
tries, most countries allow Islamic 
finance under an Act separate from the 
Act governing conventional finance. 
This hesitation on the part of conven
tional legal system governing the 
finance industry to accommodate prin
ciples of Islamic finance wil l become a 
serious constraining factor in the 
growth of the Islamic finance industry. 

The hesitation, however, is not unjusti
fied. Legal authorities need to know the 
standards on the basis of which Shari'ah 
application can be supervised in the 
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finance industry and the performance of 
Shari'ah application can be monitored 
before the legal authorities could bring 
Shari'ah application of Shari'ah to 
finance industry within the main stream 
legal framework for the financial sector. 
Until Islamic finance industries satisfy 
the regulators of financial sector that the 
industry can be supervised and moni
tored under the same legal umbrella 
under which conventional industry is 
supervised and monitored, Islamic 
finance industry wi l l remain at the mar
gin of the conventional financial indus
try. 

Standardization of Shari'ah application 
to finance industry also relates to coor
dination between authority of Shari'ah 
scholars and executive authority. For 
most of the current practice of Islamic 
finance, Shari'ah authority is separate 
and plays only an advisory role. This 
requires a lot of transparency on the part 
of Islamic finance industry to declare 
how and how much the rules prescribed 
by Shari'ah scholars are being adhered 
too. Currently substantial doubts exist 
on such transparency and the issue of 
corporate governance in the industry 
remains at stake on this particular 
aspect. A few countries where Shari'ah 
scholars have a veto power and industry 
has to get clearance from the Shari'ah 
scholars for all their operations, the 
innovation and growth is put at stake, 
making it difficult to compete with the 
conventional finance industry. 

Before going into fiirther discussion as 
to how to address above challenges, it 
wil l be instructive to clarify what does 
the term "Shari'ah" means as it is being 
currently used in the Islamic finance 
industry. The term "Shari'ah" though is 
being loosely and coinmonly used to 
refer to Islamic law yet it needs to be 
clarified that in the Islamic finance 
industry as well as in this paper it does 
not mean the divine law. It only means 
the laws and rulings as understood 

through the science of Fiqh. 
Understanding this difference wi l l also 
help explain why Shari'ah scholars have 
different opinions and edicts ("Fatwas") 
on same issue. 

Shari'ah and Fiqh 

Shari'ah is a set of basic precepts of the 
Quran and the Sunna that seek to 
improve the conditions of mankind in 
this world and the hereafter. Fiqh is an 
intellectual and technical effort by a 
scholar to understand the Quran and the 
Sunna and to derive laws therefrom 
through Islamic methods of jurispru
dence such as analogy, consensus, legal 
discretion (Istehsan) and the public 
good (Maslaha). 

Basic precepts based on irrefutable texts 
from the Quran and the Sunna are not 
open to interpretative judgment (known 
as Ijtehad). They remain unchanged at 
all times and places. A self-explanatory 
text of the Quran or the Sunna is not 
liable to interpretative judgment or 
Ijtehad. As for precepts based on debat
able texts or other methods of jurispru
dence, mentioned above, are open to 
difference of opinion at all times and 
places(2). It should be mentioned here 
that the term difference in Shari'ah 
opinion whenever referred to in this 
paper, refers to those differences arising 
from Fiqhi rulings of the various Fiqhi 
sects. 

Why Diversity in Fiqh Rulings 

Diversity in Fiqh opinions started with 
the start of interpretative judgments 
(Ijtehad). Interpretative judgment, 
scholarly effort to interpret texts to 
derive laws, started in the early days of 
Islam. In fact, scholars date it back to 
the days of the Prophet (pbuh). When a 
matter that required a ruling was tabled 
before him, he waited for divine inspi
ration on the matter. In the absence of 
divine inspiration, he pronounced his 

verdict after consulting his companions, 
i f needed. The absence of divine inspi
ration was taken as a permission for him 
to make a scholarly effort (Ijtehad) to 
enact a law(3). Examples of such cases 
are many. (Prophet did receive, on 
occasions, divine inspiration contrary to 
his own conclusion after his interpreta
tive judgment. The inspiration would 
either reproach him or indicate to him 
the right decision(4). Examples can be 
found in Quran itself). 

During the Prophet's life time there was 
no controversy over Shari'ah precepts 
because Shari'ah legislation was 
through divine inspiration only: the 
Quran and the Sunna. The Prophet used 
to transmit precepts without tampering 
with them. His statements are not 
whimsical; whatever he says is a divine 
inspiration"(5). After the death of the 
Prophet, the Islamic State expanded and 
the Prophet's companions migrated to 
different regions and countries, whose 
customs and traditions they had to 
understand. This compelled them to 
come up with precepts regarding new 
matters. I f they failed to find a solution 
from the Quran and the Surma they 
would resort to interpretative judgment. 
They agreed on certain issues and dif
fered on others. The main reason for 
this divergence of views was their 
understanding of the Quran and their 
knowledge of the statements of the 
Prophet. This process of interpretative 
judgment continued, even after the 
companions of Prophet. Most interpre
tative judgments were predicated on the 
premise of the public good. 

Fiqh (Islamic Jurisprudence) as a sci
ence of interpretative judgment flour
ished considerably as many rules of 
interpretative judgment were laid down. 
Some of the factors that contributed to 
the science of interpretative judgment in 
Fiqh and the divergence of views and 
opinions included; 

6 New Horizon September 2004 Rajab / 425 



ISLAMIC F I N A N C E 

(a) the freedom of opinion and the fact 
that every scholar could choose instru
ments and evidence to derive laws as 
he deemed fit while remaining in con
formity with the Quran and the Sunnah 
and 

(b) the degree to which he benefited 
from the cultures of other nations and 
the growth of other scientific disciplines 
especially philosophy and logic, which 
were very relevant to Islamic jurispru
dence in terms of legal interpretation. 
The divergence of views and opinions, 
the emergence of new issues and the 
expansion of the Islamic State led to a 
multitude of edicts (fatwas) on a single 
matter because of the different methods 
of interpretative judgment practiced by 
the scholars and the different circum
stances and different situations that the 
interpretative judgment was used to 
address. 

The phenomenon became more wide
spread as interpretative judgment was 
not restricted to real issues but was 
applied to unanticipated hypotheses, 
events and issues on which scholars 
were forced to give rulings. 

The phase of writing down the rulings 
derived from the Sunna and Quranic 
exegesis as well as from Fiqh (Islamic 
jurisprudence), later on paved the way 
for the formation of schools and doc
trines of Islamic jurisprudence, some of 
which later disappeared while others 
still exist. There were attempts to recon
cile the views of scholars, standardize 
edicts (fatwas) and compel people to 
adhere to one opinion as early as the 
second century of the Hijra. One of the 
Caliphates of Second (Hijrah) Century 
appointed Imam Malik (a renown 
Islamic jurist of the time) to unify Fiqh 
opinions and make the Fiqh discipline 
a homogeneous discipline. 

However, the diversity continued to 
prevail as it was not found feasible to 

compel people to accept one opinion or 
one single school of thought. 

Codifying the Fiqh Diversity in the 
Shari'ah Application in Finance 
Industry 

The first step in standardizing the appli
cation of Shari'ah in the industry would 
be to have standardized reference to the 
different Fiqh opinions on specific mat
ters. One way of doing this would be to 
codify the diversity of opinions among 
Shari'ah scholars relevant for applica
tion of Shari'ah in the finance industry. 
The first attempt to codify Islamic 
Jurisprudence was made in the Ottoman 
Empire which resulted into a book enti
tled Majallatul Ahkam (1293H), which 
comprised 1851 articles, adhering to the 
Hanafi school of thought. 
Consequently, it was decided that all 
countries under Ottoman rule should 
comply with the provisions of the 
Majalla. It did not address the issue of 
diversity of Shari'ah opinions on differ
ent matters in different schools of 
thought. 

There have been several other attempts 
to codify Islamic law, chief among them 
being the codification of Islamic Fiqh 
by the Azhar Research Academy in 
accordance with major schools of 
thought. Among the contemporary 
efforts in this direction, the efforts of 
the General Secretariat of the Arab 
League to standardize laws of Arab 
countries in accordance with Islamic 
Shari'ah is also worth mentioning. Arab 
League came up with a codified docu
ment relating to financial transactions 
(in 1316 articles). Both the attempts, 
however, did not complete the job to the 
extent that they could be used as stan
dards for Shari'ah opinion on various 
issues relating to the contemporary 
finance industry. 

With the emergence of Islamic financial 
institutions such as Islamic banks, vari

ous investment companies, insurance 
companies and so on, the need also 
arose for these insfitutions to have 
Shari'ah boards and councils to guide 
the activities of these institutions to 
conform to Shari'ah and issue Shari'ah 
edicts on transactions and contracts that 
are permissible and non-permissible. 
There are as many Shari'ah boards/advi
sory councils as there are institutions 
leading to divergent practices in the 
Islamic finance industry. The rapid 
growth of Islamic finance industry in 
different parts of the world is making it 
necessary to synchronize and harmo
nize diversity in Fiqh opinions as being 
applied to Islamic financial institutions 
in order to allow it to continue to grow 
and compete effectively with the con
ventional finance industry. 

Consider a simple example of diversity 
of Fiqh opinion relevant to contempo
rary application of Shari'ah Islamic 
finance industry: 

(1) In a method of financing called 
Murabaha based financing. Islamic 
banks purchase goods on behalf of a 
client on the promise that it wi l l be 
resold to the client with a mark up. 
There is difference of opinion whether 
such a promise is a binding contract or 
a non-binding contract. 

(2) Since Islamic financial institutions 
have to purchase goods and then resell 
them to the client, there is difference of 
opinion on when the ownership of 
goods wi l l actually transfer to the client 
as a result of this sale transaction; at the 
time of actually physical possession 
obtained by the client or at the time 
exchange of documents? 

Each opinion has different implications, 
particularly in the context of bearing of 
the risks involved in the transaction on 
the part of the bank as well as on the 
part of the client. The presence of such 
diversity of opinion in application of 
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Shari'ah in the Islamic finance industry 
has two obvious implications. One 
implication is for the client of the 
Islamic finance industry who has 
approached the industry to make use of 
its Islamic products. I f he sees different 
institutions in the industry applying dif
ferent Fiqh opinions and i f he, being a 
common man, unable to verify the 
validity of each rule and its relevance 
for him, wi l l make him hesitant to do 
business with such institutions, despite 
that he may have a strong demand for 
the Islamic financial products and serv
ices. The loss of client's confidence in 
the industry to serve his faith-based 
needs or the doubts on the creditability 
of the industry with respect to their 
adherence to Shari'ah would be a factor 
constraining the growth of the Islamic 
finance industry despite overwhelming 
demand for it in Muslim societies. 

The second implication of the diversity 
in Fiqh opinion relates to the corporate 
governance. Different Shari'ah rules 
have different implications with respect 
to income and expenditure from the 
Islamic operations. The standards for 
Islamic finance industry has yet to rec
ognize the need for developing stan
dards for the purpose of corporate gov
ernance in the context of benefiting 
from the Shari'ah diversity. 

Shari'ah boards and councils currently 
advising the Islamic finance industry 
have helped Islamic jurisprudence to 
flourish and play a role in introducing 
Shari'ah in the modem economic set up. 
They have injected life in the discipline 
of Fiqh and have generated a wealth of 
new Shari'ah Fiqh concepts. However, 
Islamic finance industry needs a step 
forward in the application of Shari'ah 
and that is how to be transparent in 
declaring the choice of Fiqh opinion 
selected for application in their opera
tion. Ideally, there is talk about unifica
tion of Shari'ah mles. Obviously it is 
not a task accomplishable in near 

future. There is a talk also about "har
monizing" Shari'ah diversity. Whatever 
it means, it has yet to take off. 

The issue however, is to be addressed 
urgently so as not to be a constraining 
factor for the industry that has remark
able potential for growth globally. 
Codifying the diversity in Fiqh opinions 
currently being used in the Islamic 
finance industry would probably be first 
step in this direction. Different strings 
of Fiqh opinions can be given specific 
code and title with full background on 
the sources and schools of Islamic 
jurists to which the string or its various 
threads primarily belong. Declaration 
from the Islamic banks with respect to 
which coded string of Fiqh they are uti
lizing in their operation wi l l give a 
transparent view of the Shari'ah com
patibility of their products to their clien
tele. 

Codifying different Fiqh opinions rele
vant to various aspects of finance indus
try wi l l also be an important element in 
defining the standards for corporate 
governance in the Islamic finance 
industry in the context of Shari'ah appli
cation. 

Standardizing the Application of 
Shari'ah 

Standardizing the application of 
Shari'ah in finance industry is a matter 
beyond merely standardizing Fiqh opin
ions on different aspects of the industry. 
It relates to standardizing the entire 
process of how to advise, supervise and 
monitor Shari'ah compatibility of an 
institution or any of its operations/prod
ucts. It also includes how a verdict 
should be arrived at and how a certifi
cate should be formulated when validat
ing the Shari'ah compatibility of a 
financial operation or a financial institu
tion to ensure transparency and good 
corporate govemance with respect to 
managing Shari'ah application in the 

Islamic finance industry. The following 
example for a financial instmment wi l l 
elaborate on this point: 

For an Islamic financial instrament that 
is meant to be traded in the secondary 
market, the jurists from certain schools 
of Islamic law require that majority of 
the assets underlying the instmments 
developed for secondary market should 
be physical assets (not financial assets 
or receivables). The majority means at 
least more than 50 percent. The ques
tion is what should be the contents of a 
certificate validating this instrument as 
Shari'ah compatible. Should it suffice 
to mention the condition or should it 
specify all details about how this condi
tion should be managed and monitored 
and how to ensure that the management 
wil l be transparent with respect to strict 
adherence to this condition. 

Continuing with the same example, cer
tain school of Islamic jurists may not 
make it a necessary condition to have 
more than 50 per cent of physical assets 
underlying the instmment. How the 
two types of the instmments can be dis
tinguished in the market on Shari'ah 
grounds by different players in the mar
ket? The question can only be 
answered by standardizing the reporting 
on Shari'ah application. 

Furthermore, the principles of Islamic 
finance are alien to the existing legal 
stmcture applicable to the financial sec
tor in general and to banking sector in 
particular The result is that Islamic 
financial institutions either have to 
operate as a non-banking financial insti
tution or need a separate law to operate 
as a licensed institution in the financial 
sector. This simply marginalizes the 
Islamic financial industry vis-a-vis the 
conventional finance industry. I f 
Islamic finance industry is to move 
from the margin of conventional 
finance industry to come into its main 
stream, then it requires more than mere-
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ly standardizing the Shari'ah appHca-
tion. It requires standardizing in a fash
ion that conventional legal system gov
erning the finance sector feels comfort
able to govern the Islamic finance 
industry under the same roof. This 
should not be difficult. Objectives of 
Shari'ah are welfare of mankind and to 
facilitate human life on earth and 
Shari'ah is a scientific discipline. It is 
only a matter of choosing an appropri
ate format standardizing the Shari'ah 
application in financial sector so as to 
make it easier to find a common ground 
to design the legal system that wil l gov
ern the conventional and Islamic 
finance industry under the same roof 

Where a unified law does not govern 
both the financial architecture - conven
tional and Islamic, there wi l l remain a 
challenge how to define the legal 
responsibility with respect to the appli
cation of Shari'ah in the industry. Some 
countries require it by law for Islamic 
financial institutions to establish their 
own Shari'ah supervisory board, while 
some other countries leave it at the dis
cretion of the institution whether or not 
to have their own Shari'ah team. 

In either case the duties and responsibil
ities with respect to Shari'ah application 
and its monitoring and supervision have 
not be laid down in the law or in the 
prudential rules. This is keeping sub
stantial part of potential clientele away 
from the Islamic finance industry. This 
is also a factor in the reluctance of con
ventional law governing finance indus
try to open up and cover the Islamic 
fmance industry too. 

Shari'ah scholars are themselves the 
right body to work out how best to han
dle the issue. Shari'ah experts can 
develop specific standards relating to 
Shari'ah duties and responsibilities 
required at different stages of the appli
cation of Shari'ah in the finance indus
try. This wil l be a part of specifying the 

standard process by which the Shari'ah 
advisers or Shari'ah board wi l l conduct 
ex-ante and ex-post Shari'ah review and 
by which it wi l l monitor and supervise 
the Shari'ah application during the 
entire operation and where the legal 
responsibility wi l l lie in case of lapses 
in the application of Shari'ah and its 
consequences on the business of an 
Islamic financial institution. 

A study conducted by International 
Institute of Islamic Thought on 
Performance Evaluation of Shari'ah 
Supervisory Boards indicates that 
58.4% of a corpus of members of 
Shari'ah supervisory boards are selected 
by boards of directors. The fact that 
Shari'ah boards are subordinate to 
boards of directors may raise questions 
about conflict of interest. So far there is 
no evidence that it has in any way 
affected the authority of Shari'ah boards 
to give right advice. But as the industry 
grows and demand for Shari'ah advice 
increases, this issue may gain promi
nence. 

In order to ensure appropriate place and 
role of Shari'ah boards of Islamic finan
cial institutions, regulation and stan
dards in the executive hierarchy of these 
institutions need to be laid down. At 
national level this issue can be taken 
care of by a government authority, 
where either the ministry of finance or 
the central bank or any other appropri
ate body in the country is assigned to 
ensure Shari'ah supervision according 
to defined standards. 

The Islamic financial institutions at 
national level can be obliged by the 
government to follow the standards laid 
down, for example, by a Central 
Shari'ah Board. At global level, howev
er, the issue is not as simple. It is hard 
to think of a global body of Shari'ah that 
can impose any standards on national 
finance industries. This matter needs 
careful consideration. 

Present State of Shari'ah Related 
Infrastructure for the Finance 
Industry 

Below is a brief overview of the efforts 
being currently made at national and 
global level in the context of standard
izing the application of Shari'ah in the 
finance industry. 

Efforts at National Level 

The regulators in Muslim countries 
where Islamic banking has substantial 
(or full presence) have not been 
unaware of the need to standardize the 
application of Shari'ah in the finance 
industry and efforts are being made at 
national level to develop structures to 
provide a standardized Shari'ah frame
work for the growth of the industry, and 
the efforts are still going on to improve 
the nature and scope of such structure. 
The approaches differ from country to 
country. Three types of efforts, howev
er, are prominently distinguishable. 

Sudanese Model 

The model is though specific to Sudan 
and is not meant to address Shari'ah 
issues for the global Islamic finance 
industry, yet the model does have rele
vance for the countries intending to 
standardize Shari'ah application in the 
finance industry at national level and 
where population follows by and large 
same string of Shari'ah opinion as far as 
Shari'ah application in financial matters 
is concerned. 

Sudan has made its entire financial sec
tor based on Islamic principles of 
finance. Standardization for the appli
cation of Shari'ah therefore is as impor
tant an issue for them as standardization 
of operation for the conventional finan
cial sector would be for any country. 
Sudan has a central Shari'ah system for 
keeping the entire financial system on a 
defined standard of Shari'ah applica-
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tion. The Supreme Shari'ah 
Supervisory Authority for Financial 
Institutions and Banks of Sudan estab
lished by the Ministry of Finance and 
Economic Planning under the Banking 
Act is responsible for designing the sys
tem and monitoring its application. The 
functions of the Supreme Shari'ah 
Authority include: 

1) Work out together with bank officials 
contract and agreement specimens for 
all transactions of banks and financial 
institutions that are engaged in banking 
activities so as to ensure that they keep 
away from all Shari'ah prohibitions. 

2) Give Shari'ah opinion on the transac
tions of banks or financial institutions 
engaged in banking activities that a 
bank or the Governor of the Bank of 
Sudan refers to it. 

3. Monitor transactions carried out by 
the Bank of Sudan, banks and financial 
institutions and give sound and the right 
Shari'ah opinion to the Governor of the 
Bank of Sudan on matters regarding 
transactions of the Bank of Sudan or 
commercial banks and financial institu
tions engaged in financial activities. 

4. Examine the Shari'ah problems faced 
by the Bank of Sudan or other banks 
and financial institutions in their opera
tions and advise them how to resolve 
the problems. 

5. Issue Shari'ah edicts on matters that 
so require. Review the laws, by-laws 
and publications that govern the activi
ties of the Bank of Sudan and other 
banks and financial institutions engaged 
in banking activities to eliminate any
thing that is incompatible with Islamic 
Shari'ah precepts in coordination with 
various bodies. 

6. Ensure that the Bank of Sudan and 
other banks and financial institutions 
engaged in banking activities comply 

strictly with the Shari'ah when it comes 
to any banking and financial business. 

7. Help technical supervisory bodies of 
Banks to perform their tasks in accor
dance with Islamic Shari'ah precepts. 
8. Help the management of the Bank of 
Sudan to draw-up staff training pro
grams for banks and financial institu
tions engaged in banking activities so 
that they can learn Islamic modes of 
financing and Shari'ah aspects of trans
actions. 

9. Conduct research and studies that can 
help improve the Islamic approach to 
economic and financial matters. 

10. Submit an annual report to the 
Minister of Finance and Economic 
Planning on the Shari'ah soundness of 
the transactions of the Bank of Sudan 
and other banks and financial institu
tions engaged in banking activities. 

The edicts issued by the Authority 
on Shari'ah matters are binding. 

The Shari'ah Authority also helps cen
tral bank to run its monetary policy 
according to Shari'ah principles. The 
model takes care of several of the issues 
raised earlier in the context of the stan
dardization of the application of 
Shari'ah in finance industry but of 
course at national level. Global attrac
tiveness of the model is limited in view 
of the fact that it addresses very specif
ically to the financial set up of Sudan 
and also in view of the fact that it does 
not address the issue how to deal with 
the issue of diversity in Fiqh opinions. 

Bahrain Model 

Bahrain is actively involved in develop
ing standards for its Islamic finance 
industry but in a way that they can be 
adopted by interested institutions any 
where in the world. Its focus is stan
dardizing the operation of institutions 

with respect to Shari'ah application 
rather than suggesting transformation of 
entire financial system of the country. 
The model is focusing on developing a 
Shari'ah related stmcture that can be rel
evant for global application. The 
Shari'ah related infrastructure being 
developed in Bahrain consists of sever
al inter-related components 

One important component is the 
General Council of AAOIFI , which 
issues accounting and auditing stan
dards for Islamic finance industry. 

AAOIFI has a Shari'ah council which 
has the following major fiinctions: 

1. Prepare and adopt Shari'ah standards 
for modes of investment financing, 
insurance and Islamic financial servic
es. 

2. Come up with innovative Shari'ah 
devices that would enable Islamic 
financial institutions to keep pace with 
innovations taking place in the global 
financial and capital market. 

3. The Council considers matters sub
mitted by Islamic financial institutions 
or their Shari'ah boards for Shari'ah 
opinion or arbitration on a particular 
issue. 

AAOIFI's guidelines on the appoint
ment of Shari'ah supervisory boards 
puts on management of the institution, 
the responsibility to ensure that a finan
cial institution is operating in accor
dance with Islamic Shari'ah precepts 
and principles. As for the Shari'ah 
board, its responsibility is confined to 
expressing an independent opinion 
based on its observation of the financial 
institution's operations and to preparing 
a report on the matter. For some, this is 
essential in order not to mix up the 
Shari'ah authority with the executive 
authority in order not to introduce ambi
guity in matters relating to corporate 

10 New Horizon September 2004 Rajab ;425 



ISLAMIC F I N A N C E 

governance. To some quarters it is, 
however, not desirable to give executive 
authority the responsibility to ensure 
Shari'ah compatibility of their opera
tions as it requires specialized Shari'ah 
knowledge(6). 

The Shari'ah Council has so far issued 
Shari'ah standards relating to the fol
lowing major financial operations: 

(1) Currency trading. 
(2) Discount cards and credit cards 
(3) Delinquent default. 
(4) Debt clearing 
(5) Guarantees 
(6) Murabaha to the orderer of pur
chase 
(7) Leasing and purchasing back 
lease 
(8) Salam (Forward Sale) and paral
lel Salam 
(9) Istisna and parallel Istisna 
(10) Documentary credits 
(11) Transformation of a convention
al bank into an Islamic financial insti
tution 
(12) Debt transfer (Hawala) 
(13) Mudaraba 
(14) Musharaka 

The standardizations being developed 
including those related to Shari'ah 
application are binding to the Islamic 
financial industry in Bahrain. These 
standardizing elements are being uti
lized also by other countries in the 
region, some making them binding on 
their Islamic fmance industry too and 
some making them only recommenda
tory. 

AAOIFI, including its Shari'ah council, 
has done substantial work in the way of 
standardization of financial reporting 
including the reporting on Shari'ah 
compliance. These standards are being 
applied not only in the Islamic finance 
industry but are being adopted by 
Islamic finance institutions in other 

countries and gaining wider application, 
and hence playing an important role in 
promoting standards at global level. 

With respect to standardization of appli
cation of Shari'ah, AAOIFI Shari'ah 
council is limited to developing stan
dards mainly to Shari'ah issues relating 
to financial reporting. There are sever
al issues relating to the Shari'ah applica
tion in the development of Islamic 
financial products and services, prepa
ration of documentation underlying 
these financial products and services, 
supervising and monitoring the conduct 
of product and supervising and report
ing on their Shari'ah performance. Also 
the Shari'ah council of AAOIFI does not 
address the issue of diversity of Shari'ah 
opinions. This too limits the scope of 
these standards to be adopted widely at 
global level particularly in the context 
of Shari'ah application. 

Malaysian Model 

The legal basis for the setting up of 
Islamic banks in Malaysia is Islamic 
Banking Act 1983 called IBA. The Act 
provides BNM (the Central Bank of 
Malaysia) the framework to regulate 
and supervise the Islamic banks similar 
to the case of other financial institu
tions. IBA requires that the Articles of 
Association of the Islamic bank incor
porate the provisions for the establish
ment of a Shari'ah advisory body to 
advise the Islamic banks on the opera
tion of Islamic banking business. 

Parallel to this, conventional banks 
which are governed by the Banking and 
Financial Institutions Act (BAFIA) 
have also been allowed, by making an 
amendment in the Act in 1996, to carry 
out the Islamic banking business in 
addition to the existing licensed busi
ness (of conventional banking). The 
conventional banks are, however, 
required to comply with any written 
directives, issued from time to time. 

relating to Islamic banking business. 
The directives are issued by BNM in 
consultation with its central Shari'ah 
Advisory Council(SAC). Any conven
tional bank, licensed under BAFIA, car
rying out Islamic banking business in 
addition to its conventional licensed 
business may from time to time seek 
advice from central SAC of BNM in its 
Islamic business operations in order to 
ensure that it does not involve any ele
ment which is not Shari'ah compatible. 
The provisions relating to Islamic bank
ing business in the BAFIA Act do not 
apply to Islamic banks because they are 
governed by the separate Act IBA 
which requires Islamic banks to have 
their own Shari'ah advisory body to 
advise them on their business opera
tions. 

B N M has elaborate mechanism of 
supervision and regulation for the 
Islamic banks to ensure that their oper
ations remain in line with the overall 
objective of the banking system in the 
country. Malaysian model is a model 
that allows diversity in the application 
of Shari'ah by allowing Islamic banks to 
have their own Shari'ah advisory bodies 
that are not subject to regulation from 
the central SAC of the central bank of 
the country. From the standardization 
point of view, the Malaysian model pro
vides a good example of Shari'ah relat
ed infrastructure for finance industry for 
countries where there is diversity in the 
Fiqh opinions relating to financial oper
ations. The model standardizes the 
Shari'ah application in the main stream 
financial industry while it leaves the 
room for Fiqh diversity in the Islamic 
finance industry but standardizes their 
operations with respect to the monetary 
objectives of the economy. 

Efforts at Global Level " 

IDB has played a catalytic role in pro
moting infrastructure for the promotion 
of Islamic fmance industry at global 
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level. Central banks of Malaysia, 
Bahrain and several other countries 
where Islamic banking exists also 
played an active role in infrastructure 
building individually and severally. A 
brief overview of these efforts with par
ticular reference to Shari'ah application 
is given below: 

IDB played important role in establish
ing the Accounting and Auditing 
Organization for Islamic Financial 
Institutions (AAOIFI) which, as 
described earlier in detail, is working on 
standardizing some aspects of Shari'ah 
application as well. These standards are 
gaining global recognition even at the 
level of such international organizations 
as World Bank and IMF as well as at the 
level of some international rating agen
cies. 

IDB has also played active role in the 
establishment of IF SB as a global body 
to develop regulating and supervisory 
standards. The members of the Board 
are central bank governors of the coun
tries where Islamic banking exists. The 
core function of IFSB is to develop best 
practice standards. Standardization of 
several aspects of Shari'ah application 
will fall into the jurisdiction of this 
Board when developing best practice 
standards for such elements as risk 
management, capital adequacy, corpo
rate govemance, disclosures etc. in the 
Islamic fmance industry. Since IFSB is 
seeking to introduce for Islamic fmance 
industry intemational standards consis
tent with Shari'ah principles, they wil l 
be seeking internationally acceptable 
standard of Shari'ah principles as well. 

IDB has helped establishing an Islamic 
Financial Market (IFM) where the stan
dardized concept of sukuks (tmst cer
tificates as Islamic financial securities) 
was introduced. IFM is operating since 
April 2002. Since then the IFM has 
endorsed five significant sukuk issues 
which not only provide a standard for

mat for issuing sukuks but also intro
duce international standards for the 
application of Shari'ah in developing 
Shari'ah compatible instruments for 
trading in secondary markets. As a part 
of its growth strategy IFM faces the 
challenge of seeking harmonization of 
Fiqh opinions in developing globally 
acceptable sukuks. 

An Intemational Islamic Rating Agency 
(IIRA) has been established in Bahrain 
with multinational financial institutions, 
rating agencies, Islamic banks and 
insurance companies as its major share
holders. IIRA is starting with a vision 
"to become the reference for the credit 
rating in accordance with Shari'ah prin
ciples" and its mission is "Introducing 
standards for greater disclosure and 
appropriate govemance in Islamic 
banking and helping clients understand 
and manage various risks in compliance 
with Shari'ah principles". The functions 
of IIRA include assessment of compli
ance with principles of Shari'ah and 
assurance of transparency with respect 
to application of Shari'ah. Developing 
standards of Shari'ah application in 
finance industry, therefore, wi l l be the 
business of this agency too. 

Another infrastructural development 
taking place to work at global level is 
the establishment of Arbitration and 
Reconciliation Center for Islamic 
Finance Industry to address the arbitra
tion and reconciliation needs of the 
industry. One of its tools of operations 
would be some understanding of stan
dards in the application of Shari'ah. 
Reconciling disputes in the context of 
Shari'ah application would require sci
entific understanding of the diversity in 
Shari'ah opinion and defining some 
globally acceptable standards of appli
cation of Shari'ah in the industry. This 
may be one of the major functions that 
this center may have to take once it is 
established. 

The Missing Linli in the 
Infrastructure 

The rapidly growing infrastmcture for 
standardizing the supervision and mon-
itoring(7) of the global expansion of 
Islamic finance industry is indicative of 
the fact that the industry is maturing to 
play a bigger role in the development of 
global economy. This infrastmctiaral 
development, however, is still missing 
an important link and that relates to the 
very specific element that makes the 
industry an "Islamic" industry i.e. the 
Shari'ah-link. The industry needs infra-
stmctural set up to give a standardized 
framework for the application of 
Shari'ah in the operation of the industry. 
Unless this link is properly established 
in the growing regulatory and supervis
ing infrastmctural developments, the 
industry wi l l feel constrained in fully 
exploiting its potential role as an effec
tive partner in the global development. 

The description of various infrastmctur
al developments described in the previ
ous section have one common element. 
They all need to deal with diversity in 
Fiqh opinions and they all need to have 
standards defined for the application of 
Shari'ah in the finance industry. Since 
the size of business and market is still 
small it may probably be desirable for 
each of these institutions to have its 
own standards in this respect. But as 
market is growing rapidly, it wi l l soon 
be feasible to have an independent insti
tution taking care of this common fac
tor. 

The Shari'ah link in the institutional 
framework for the standardization of 
the industry is needed more at global 
level than at national level. At national 
level the regulatory authorities make 
sure that the application of Shari'ah in 
finance sector is properly standardized 
and regulated within the legal frame
work of the country and that the clients 
of the Islamic finance industry in the 
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country clearly know which Fiqh opin
ion or school of thought is being fol
lowed in the industry, who are the 
Shari'ah experts evaluating the Shari'ah 
compatibility of the finance industry 
and where legal responsibilities lie for 
fulfilling the Shari'ah requirements. At 
global level, however, the situation is 
different. Since different countries are 
following different approaches and dif
ferent models as well as different 
Shari'ah schools in the Islamic financial 
sector, there is a need for coordination 
at global level to synchronize and stan
dardize this diversity in approaches and 
models towards providing Shari'ah 
framework to the finance industry. This 
coordination can take place in differ
ence scenarios. 

Probably, somewhat on lines of 
Intemational Organization of Standards 
(ISO), an Intemafional Organization of 
standards for Shari'ah Application in 
Finance Industry (lOSSAFI) is needed 
to explain standardized variations in the 
application of Shari'ah in finance indus
try along with standardized information 
on Islamic jurispmdence underlying its 
Shari'ah application. Taking the exam
ple, given earlier, we may find in the 
global financial markets 'sukuks' issued 
with the Shari'ah condition of more than 
50 percent of Ijarah based transactions 
underlying them and the sukuks not 
observing this condition. There is a 
need that an institution of trast and 
credibility explains such diversity in a 
standardized framework. What the 
industry needs is the presence of an 
intemational reference for "quality 
management" in the application of 
Shari'ah, a reference that would reflect 
good Shari'ah management practices in 
an institution that is delivering Shari'ah 
compatible products and services, a ref
erence that would mean that the prod
ucts and services of the institution; 

(a) are compatible with certain defined 
Shari'ah principles derived from 

defined school of Islamic jurispmdence, 
and 

(b) 'good practice' has been filtered 
through a certain defined set of stan
dardized requirements in the application 
of the Shari'ah principles. 

The proposed institution (lOSSAFI or 
whatever we may call it) may focus not 
only on products and services of the 
institutions but it may also focus on 
developing generic standards for the 
good practice of an Islamic financial 
institution in managing its processes or 
activities that lead to developing and 
marketing Shari'ah compatible products 
and services. In the context of diversity 
of Fiqh opinions, this lOSSAFI like 
institution wi l l not only help an Islamic 
financial institution which specific 
Shari'ah opinion to be used, but it wi l l 
also specify what requirements are to be 
met in the application of the particular 
Fiqh opinion. 

A standard-specifying-institution wi l l 
not be meant to declare any Fiqh opin
ion right or wrong. It w i l l only codify 
different Fiqh opinions being used in 
the industry for a specific operation or a 
part of it and provide detailed Fiqh 
background and underpinnings of these 
coded Fiqh opinions. Furthermore, such 
an institution wi l l not be meant to be a 
regulatory body in the sense of impos
ing its standards on any institution or 
any country. The standards developed 
by such an institution, however, may 
help regulators at national level or glob
al level to make Shari'ah audit of the 
institutions offering Shari'ah compati
ble financial products and services. 

The work of such an institution also wi l l 
be distinct from the work of 
Intemational Islamic Rating Agency 
(IIRA) being established with US $ 2 
million paid up capital (and US $ 9 mil
lion authorized capital) in Bahrain 
where one of the functions is to provide 

an independent assessment of compli
ance (of a financial institution or its 
product) with Shari'ah principles. 
While IIRA wi l l be rating the institution 
or product on the level of Shari'ah com
pliance, the institution proposed above 
has two distinct concems. Its concems 
would be the quality of management in 
the compliance of Shari'ah and disclo
sure of the Shari'ah principles in the 
process of compliance. IIRA, in fact, 
would also need the institution pro
posed above to carry out its assessment 
of the level of Shari'ah compliance. 

Besides, an institution as proposed 
above working on standardizing the 
Shari'ah application in financial indus
try, there is need for institution to work 
on standardizing the Shari'ah expertise 
that the financial institutions use or can 
potentially use. 

There are several models of institutions 
taking care of certification or awarding 
charter with respect to practicing vari
ous expertise required in the finance 
industry. These institutions are estab
lished to maintain high standards of 
practice and professional conduct of 
experts in specific fields. The Institute 
of Chartered Accountants, for example, 
has a primary responsibility to set and 
enforce standard of performance and 
conduct of its members who are experts 
in accounting. Similarly, there is an 
Association of Investment Management 
and Research (AIMR), an intemational 
non-profit organization of investment 
practitioners and educators, that offers 
Chartered Financial Analysts (CFA) 
designation with a mission to lead 
investment profession globally by set
ting the highest standards of education, 
integrity and professional excellence. 

An Association for Research and 
Management of Shari'ah Application in 
Finance Industry (ARMSAFI or what
ever we may call it) is needed to be 
established with a mission to develop a 

New Horizon September 2004 Rajab ;425 13 



ISLAMIC F INANCE 

team of Shari'ah experts globally for 
setting the highest standards of profes
sional excellence in the application of 
Shari'ah in the finance industry as well 
as to be a leader to conduct and promote 
education and research for Shari'ah 
application in fmance to help the indus
try compete in the contemporary global
izing and liberalizing environment. 
This wil l be a self regulatory body. Such 
an Association can serve the Islamic 
fmance industry in several ways besides 
generating a supply of professionally 
competent and committed Shari'ah 
expertise. 

It can play an instrumental role in the 
corporate governance of Islamic financial 
institutions. 

It can be a body that can effectively mon
itor the professional integrity of its mem
bers serving the industry. 

It can monitor legislative and regulatory 
activities affecting the global finance 
Industry and help its members In the 
Industry with Sharl'ah compatible meth
ods to solve problems that such regulato
ry activities may create for application of 
Sharl'ah in the Industry. 
It can develop a code of ethics to set forth 
standards of conduct expected from its 
members In giving Sharl'ah advice and in 
dealing with conflict of interest that may 
arise from their official relationship with 
the executive authorities. 

It can organize conferences and work
shops to create awareness about Shari'ah 
based activities in the finance Industry 
and provide forum for discussions on 
Issues relating to application of Sharl'ah 
in the industry. 

It will provide public testimony and 
reports to regulatory authorities and 

other concerned bodies. 

In response to a question, why Shari'ah 
compatibility should be judged by 
Sharl'ah scholars duly qualified for that 
purpose, the Shari'ah scholars would 
often draw analogy to the medical consul
tation. Since every such person would 
like to consult duly qualified. If not the 
best, in the profession of medicine, there
fore, any financial Institution facing 
Shari'ah problem in Its operation should 
find duly qualified Shari'ah scholar, if not 
the best, to suggest the solution. 

This is a good analogy, because it 
directly tells us how one would know i f 
the Shari'ah scholar is duly qualified. I 
believe it may be right time to start sim
ply with an Intemational Association of 
Shari'ah Scholars for Finance Industry 
(ASFI) and later on develop it into a 
full-fledged ARMSCFI. 

Footnotes 

1. See this discussion in Masud (5) pp. 54-55. For an original discussion on this, see Kramers (4). 
2. Ibn al-Qayyim, I'lam al-Muwqqi'een (Arabic) Vol 3, pp. 14, Al-Qarafi, Anwar al-Barooq, Vol 3, pp. 177. 
3. See Al-Bazdawy (2). 
4. See Ibn al-Arabi (3). 
5. Al-Quran, 53:423. 
6. Standards of the Accounting and Auditing Standards for Islamic Financial Institutions, AAOIFI, Bahrain. 
7. These infrastructural developments include: (1) Establishment of "Accounting and Auditing Organization for 
Islamic Financial Institutions (AAOIFI) in Bahrain for standardizing the financial reporting by Islamic financial 
institutions. (2) Establishment of "Islamic Financial Services Board (IFSB) in Kuala Lumpur to standardize. 
(3) Establishment of Islamic Financial Market in Bahrain. (4) Establishment of Arbitration and Reconciliation Center 
for Islamic Finance Industry in Qatar. 
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Islamic Banking in Pakistan 
Farooq Moin 

There has been a resurgence of interest in introducing Islamic Banking in 
Pakistan. In a bid to comply with the verdict of Shariah Appellate Bench of 
1999, State Bank of Pakistan put in place a regulatory framework within 
which Islamic commercial banks would operate. 

The Shariah Board of the State Bank 
approved essentials of Islamic modes of 
financing to ensure compliance with 
minimum Shariah standards by banks 
conducting Islamic Banking. A full 
fledged Islamic Banking department 
has been created in the State Bank. In 
November 2002, Banking Companies 
Ordinance 1962 was amended to imple
ment the process of Islamisation of 
financial system in parallel with con
ventional banking. With the State Bank 
committed towards implementation of 
Islamic Banking, commercial banks 
operating in Pakistan have shown inter
est in this area. Some of the Banks 
through designated branches are now 
offering Islamic financial services to 
clients in parallel with conventional 
banking. 

Meezan Bank was the first to be grant
ed licence for full fledged Islamic Bank 
in March 2002. Director Islamic 
Banking Department of State Bank, 
Pervez Said in an interview said that 
besides, Meezan Bank, Albaraka 
Islamic Bank - whose license is being 
converted, t i l l now some parties have 
shown their interest to establish six 
more full fledged Islamic banks-
Islamic banking subsidiaries in 
Pakistan, out of which, one has been 
granted NOC for incorporation. ''We 
have issued licenses for 14 Islamic 
banking branches (IBB) to 6 banks, 
while 4 more banks have been granted 
permission to set up one IBB each." 
Asked how would he compare Islamic 
Banking in Pakistan with that operating 

in other countries, he said Pakistan has 
now adopted a policy of introducing 
Islamic banking as a parallel system, 
which has got tremendous response 
from the market players owing to the 
fact that it is market driven, supported 
by an Awareness campaign, a strong 
Shariah Board in SBP and supportive 
attitude of the central bank. 

A similar position can be seen in coun
tries like Malaysia, Bahrain, etc., which 
have emerged as active players in the 
Islamic banking industry. "We have 
learned from our past experience as 
well experiences of 
other countries and 
formed regulations 
and policies which 
are of intemational 
standards and are 
working to further 
improve them 
through coordina
tion with other 
countries." 

Other significant 
d e v e l o p m e n t s 
include licensing of 
the first ever 
Islamic banking 
license to Islamic 
Bank of Britain by UK's Financial 
Services Authority, appointment of Dr. 
Mahmoud A l Gamal in the US Treasury 
Department as Islamic Finance expert, 
issuance of Islamic securities in 
Germany, Canada, Bahrain, Malaysia, 
etc. In Pakistan further research and 

"Islamic banking in some 
of the Muslim countries is 
quite encouraging. 
However, there is still a 
need to offer a wider 
array of products to cap
ture a lucrative niche of 
investors and those in 
need of funds, along with 
initiating dynamic policies 
for a progressive and 
comprehensive Islamic 
fmancial system that runs 
in the competitive global 
fmancial environment." 

development and human resource train
ing in Islamic banking is direly needed. 

Pervez Said felt the experience of 
Islamic banking in some of the Muslim 
countries is quite encouraging. 
However, there is still a need to offer a 
wider array of products to capture a 
lucrative niche of investors and those in 
need of funds, along with initiating 
dynamic policies for a progressive and 
comprehensive Islamic fmancial system 
that rans in the competitive global 
financial environment. Pakistan has 
also decided to follow the parallel bank

ing system allowing 
Islamic banks to 
operate along with 
conventional banks. 
To provide an 
enabling environ
ment for Islamic 
banking, the SBP 
has taken various 
policy measures. It 
has established a 
full fledged Islamic 
B a n k i n g 
Department and 
adopted the follow
ing three-pronged 
strategy to promote 
Islamic banking in 

the country: Establishment of full 
fledged Islamic bank(s) in the private 
sector; Setting up of subsidiaries for 
Islamic banking by existing commercial 
banks; and Allowing Stand-alone 
branches for Islamic banking in existing 
commercial banks. 
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In line with the above strategy, detailed 
criteria was issued to establish full 
fledged Islamic commercial banks, sub
sidiaries and stand-alone branches. The 
market response is quite encouraging 
and the number of Islamic banking 
players is increasing rapidly. 

Meezan Bank has been licensed as the 
first Islamic bank in Pakistan. 
Moreover, the existing commercial 
banks can also convert themselves into 
an Islamic bank after getting approval 
from the State Bank in order to start 
their operations afresh. In this regard, 
Albaraka Bank has had its license put in 
the process of conversion. Applications 
for two full-fledged Islamic banks are 
under review. Four existing commercial 
banks have started Islamic banking 
operations through nine stand-alone 
branches. Two of these banks are in the 
process of setting up 15 more branches 
in 2004, whereas three other banks have 
also been given the approval in princi
ple to set up one stand-alone branch 
each. Some other banks have also 
shown their willingness to establish 
Islamic banking branches. 

He said though Islamic banking opera
tions are expanding rapidly their share 
in the overall banking system is minus
cule. Compared to the last year, the 
share of the Islamic banking has picked 
up during the current year both in terms 
of assets and deposit base owing to 
increase in the number of branches of 
the existing Islamic banks, as well as 
the entry of conventional banks in the 
system through stand alone branches. 
While the Islamic banking assets kept 
the pace of upward growth, the rise in 
deposits outperformed the growth in 
financing by them during the year. This 
is because of the fact that the credit 
demand has remained lackluster for the 
overall banking system. It reflects, at 
the same time, the need for develop
ment of new products so that the fimds 
can be deployed efficiently. On the 

backdrop of the positive trends, the size 
of the market has a growing pace 
although the sector is facing teething 
problems in the preliminary stage of its 
establishment. The trend and policy 
reforms on part of the supervisory 
authority and the banks are also promis
ing, observed Pervez Said. 

The sizeable growth of Islamic banking 
in other countries, like Malaysia, 
Bahrain etc., is mainly because of their 
focus on strengthening the Shariah, the 
legal and institutional infrastructure, as 
well as enhancing consumer education 
and intellectual capital development. 
This indicates the need for the Pakistani 
Islamic financial market to initiate the 
process of reforms that could be 
enhanced over time in order to fortify 
the emerging sector. 
The need of the hour 
for the industry to 
grow is to diversify 
and develop new 
sources of revenue 
by evolving new 
products rather than 
competing in a nar
row range of prod
ucts, he stated. The 
target market of the 
Islamic financial 
products in the coun
try is huge, provided 
practical and accept
able solutions to all 
the financial prob
lems of the end users 
are worked out. 

From marketing perspective, Shariah 
compliance wil l draw all those prospec
tive customers into the ambit of bank
ing, who have so far opted to remain out 
of the system, provided the perform
ance of the Islamic banking sector 
meets the expectations. The industry is 
required to offer a broad range of 
Islamic financial products both for the 
end consumer as well as for the finan

cial institutions. Therefore, in order to 
deepen Islamic financial market, an 
Islamic inter bank money market, 
Takaful industry and Islamic capital 
market should emerge in the country 
over time. A task force on Takaful has 
been formed recently by the SECP to 
draft rules and regulations for this 
industry. 

He emphasized that regulatory and 
supervisory framework of the Islamic 
financial institutions wi l l play a signifi
cant role in shaping the overall charac
ter of the industry and its development, 
provided the emphasis is laid on the 
vigilant monitoring of the financial con
dition and soundness of the Islamic 
banks. Moreover, the adoption of pre
emptive strategies to address any 

adverse trends and 
enhancing corporate 
governance struc
tures as well as risk 
management sys
tems wi l l have to be 
beefed up in com
parison to what they 
were in the past. 

He said the risks of 
Islamic banking are 
relatively of differ
ent nature than 
those of convention
al banks. The 
emphasis is more on 
Shariah compliance. 
Given that it is the 
Islamic bank that 

determines the profit share, their man
agement is facilitated in case of liability 
exposure. This means that Islamic 
banks usually enjoy greater autonomy 
than their conventional counterparts. As 
their niche market is less crowded and 
deposit base is more stable, the Islamic 
banks could be more open in their 
financing activities. Moreover, tying 
debt to the value of tangible assets such 
as land or property in case of Sukuk 

"There is a need for the 
Paldstani Islannic financial 
market to initiate the 
process of reforms that 
could be enhanced over 
time in order to fortify the 
emerging sector. The need 
of the hour for the indus
try to grow is to diversify 
and develop new sources 
of revenue by evolving new 
products rather than com
peting in a narrow range of 
products." Pervez Said, 

Director Islamic Banking 

Department of State Bank 

16 New Horizon September 2004 Rajab 1425 



ISLAMIC BANKING 

offers some protection against the debt 
market downturn. Any operational 
losses can also be translated into 
reduced nominal value of the invest
ments deposits; however this also 
exposes the banks to market risk that i f 
market-related returns exceed the return 
offered by the Islamic banks, the 
chances for deposit withdrawals 
increase. 

As far as money laundering is con
cerned, Pervez Said said the Islamic 
banks are less likely to involve in such 
activities, as the banks possess intimate 
knowledge about customers' business 
compared to conventional banks. Basel 
I I wil l be an additional area to be con
sidered by Islamic banks, where they 
might be able to run lesser CARs, based 
on their risk profile. This might call for 
enhanced disclosure requirements. 
Thus, a strong framework with timely 
implementation and proper legal sup
port promises a 
thriving Islamic 
banking sector, he 
noted. 

Answering a ques
tion, he said banks-
branches having 
Islamic banking 
licences cannot 
offer non-Islamic 
instruments and i f 
any of their instru
ment is declared 
non-Islamic by 
Shariah Advisory 
Board, the bank is 
not entitled to the income earned from 
such activity. However, conventional 
banks can offer Islamic banking prod
ucts through stand alone branches or 
subsidiaries in accordance with guide
lines of the State Bank. There are cer
tain factors which need consideration 
for the growth of Islamic fmance sector 
These are safeguard and maximise the 
interest of major stakeholders, provide 

adequate legal framework, provide 
accounting, auditing, taxation and infor
mation support system, product innova
tion and development should be attrac
tive and Shariah compliant, human skill 
development is essential and inculca
tion of Islamic values of integrity, 
ethics, truthfulness be practiced. 

Pakistan has been operating an interest 
free banking system since 1984, using 
various modes of financing under the 
traditional legal and regulatory frame
work. However, the Supreme Court 
decision on Riba, announced in 
December 1999, proved to be a mile
stone requiring all the banks to trans
form according to the Islamic modes. 
As per directives of the Supreme Court 
regarding transformation, a 
Commission and two task forces were 
established in the State Bank and 
Ministries of Finance and Law, respec
tively. Later, the decision regarding 

transformation of 
the whole system 
was set aside in a 
review petition by 
the Supreme Court 
and sent to the 
Federal Shariat 
Court to start fresh 
hearings. 

However, defer
ment in the final 
decision did not 
dampen efforts to 
lay groundwork 
for the emerging 
sector. Steps were 

taken to set up a parallel banking sys
tem, so that an enabling environment is 
ensured for the sector, avoiding any 
serious repercussions of entire transfor
mation of financial sector. As part of 
this process, State Bank introduced var
ious policies. In December 2001, crite
rion for establishment of Islamic banks 
was announced and in September 2002, 
an amendment in the Sec 23 of BCO 

1962 was promulgated in order to pro
mote Islamic banking through estab
lishment of Islamic banking sub
sidiaries. 

Cognizant of fact that detailed guide
lines on the issue were needed, State 
Bank issued Policies for the Promotion 
of Islamic Banking on January 1, 2003 
defining criteria for establishing Islamic 
banks in the private sector, Islamic 
banking subsidiaries and stand alone 
branches by conventional banks. The 
policies encompass eligibility condi
tions, licensing requirements, and 
guidelines on the physical set up along 
with Shariah compliance and 
other operational matters of the banks. 
In recognition of the need for a separate 
department to look after the regulation 
and promotion of Islamic banking sec
tor, a full fledged Islamic Banking 
Department (IBD) was established in 
the State Bank in September, 2003. The 
department has been staffed with per
sonnel having rich experience in regu
lating banking industry and with in 
depth knowledge of all aspects of 
Islamic banking, including conceptual 
as well as business. 

With the purpose of advising the author
ities on the modes, procedures, laws and 
regulations for Islamic banking and 
ensuring Shariah Compliance, a Shariah 
Board in the State Bank comprises 
experts in the field of Shariah, banking, 
accounting and law. The constitution of 
the Board ensures viable solutions to 
emerging problems. State Bank has par
ticipated actively on the intemational 
front and is one of the founding member 
of Islamic Financial Services Board 
(IFSB), which is committed to the pro
motion and development of intemation
al standards consistent with principles 
of Shariah in order to ensure trans
parency in the Islamic financial services 
industry. The Board is dedicated to 
developing intemational pmdential reg
ulatory standards in accordance with the 

"To enhance investment 
opportunities and 
strengthen linkages v/ith 
global Islamic fmancial 
market. State Bank is also 
a member of the 
International Islamic 
Financial Market (IIFM). 
This is in continuation of 
the overall efforts to 
strengthen the efficacy of 
Islamic financial system 
of Pakistan." 
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distinct features and risks of Islamic 
fmancial institutions to ensure sound
ness and stability. 

State Bank has its representation in the 
Technical Committee and the Working 
Groups of Risk Management and 
Corporate Govemance. The Working 
Group will devise guidelines for risk 
management in 
Islamic fmancial 
i n s t i t u t i o n s . 
Besides, State Bank 
has made arrange
ments for mutual 
cooperation in the 
areas of Islamic 
banking regulations 
and Sukuk Program 
with the Bahrain 
Monetary Agency. 
Recently BMA and 
the State Bank 
signed a 
Memorandum of 
U n d e r s t a n d i n g 
(MoU) to strengthen 
c o o p e r a t i o n 
between the two 
central banks on a 
host of issues 
including supervi
sion, technical 
expertise and train
ing assistance. 

State Bank has partici
pated actively on the 
international front and 
is one of the founding 
member of Islamic 
Financial Services Board 
(IFSB), which is commit
ted to the promotion 
and development of 
international standards 
consistent with princi
ples of Shariah in order 
to ensure transparency 
in the Islamic financial 
services industry. The 
Board is dedicated to 
developing internation
al prudential regulatory 
standards in accordance 
with the distinct fea
tures and risks of Islamic 
fmancial institutions to 
ensure soundness and 
stability. 

To enhance invest
ment opportunities 
and strengthen linkages with global 
Islamic fmancial market. State Bank is 
also a member of the Intemational 
Islamic Financial Market (IIFM). This 
is in continuation of the overall efforts 
to strengthen the efficacy of Islamic 
financial system of Pakistan. In consid
eration of accounting standards for the 
Islamic Banks, a committee has been 
constituted in ICAP for developing and 
reviewing the accounting standards for 
Islamic modes of financing. State Bank 
is also represented in the committee. 

At present, the standards for Murabaha 
have been finalized and sent to the 
SECP for notification, and those of Ijara 
and Musharaka are in the process of 
completion. Furthermore, Essentials of 
Islamic Modes of financing approved 
by the Shariah Board of the State Bank 
have been issued as guidelines which 
w i l l eventually become a part of 

P r u d e n t i a l 
Regulations on 
Islamic banking. The 
Shariah Board has 
also vetted Model 
Agreements for 
Islamic Modes which 
have been circulated 
to the banks, whereby 
they can amend the 
model agreements as 
per their product 
needs with the 
approval of the 
Shariah Board. This 
wi l l ensure adherence 
of the banks to 
Shariah principles 
and the harmoniza
tion of the product 
development stan
dards countrywide. In 
September 2002, a 
Musharaka based 
Islamic Export 
Refinance Scheme 
was introduced in 
order to provide 
finance to the eligible 

exporters as per Islamic modes. Meezan 
bank was allowed export Refinance 
under the scheme, and other Islamic 
banks and Islamic bank branches 
(IBBs) can also avail refinance on the 
same lines. 

Moreover, in order to enhance product 
diversity, spur fmancial innovation and 
support the overall development of the 
Islamic fmancial system, efforts are in 
progress to develop Islamic products for 
SLR and for other investment purposes. 

which wi l l be on leasing of fixed assets 
presently owned by the Federal 
Government. Currently, the Islamic 
banks and IBBs are allowed to maintain 
Statutory Liquidity under Sec 29 of 
BCO 1962 in the form of current 
account with the SBP to the extent of 40 
percent of SLR applicable to the com
mercial banks. Similarly 40 percent of 
SCR is also to be maintained on FE-25 
deposits in current account with State 
Bank. Moreover, the presence of the 
SBP in global Islamic scene wil l also 
open up avenues for Islamic banks to 
mobilize foreign capital according to 
Shariah principles, stimulate the cre
ation and trading of Islamic financial 
instmments and facilitate liquidity man
agement. Pervez Said said since Islamic 
banking is still in its infancy stage in 
Pakistan, an Islamic Banking 
Awareness Program has been initiated 
by the State Bank, whereby the human 
resources of the State Bank, Chamber 
of Commerce, and the interested banks, 
are being trained countrywide, regard
ing the issues involved in Islamic bank
ing. The State Bank has simultaneously 
put in place Learning Program aimed at 
leaming from the experiences of other 
Muslim countries in the field of Islamic 
banking. 

An orientation program on Islamic 
banking and Takaful was arranged in 
collaboration with the Bank Negara, 
Malaysia. More so, a State Bank dele
gation visited Bahrain to leam about 
Islamic govemment securities, regula
tions for Islamic banks and activities of 
Liquidity Management centre (LMC) 
and IIFM. This process of information 
acquisition and dissemination wi l l go a 
long way in establishing the distinct sta
tus of Islamic banking from the conven
tional banking system, enhancing intel
lectual capital development and resolv
ing the perplexity of the issues at the 
grass root level, he observed. 
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Bahrain 

So l idar i ty S e t to E n t e r 9 
C o u n t r i e s in 18 Months 

The Bahrain-based Solidarity, one of 
the Middle East's leading takaful 
(Islamic insurance) companies, is set to 
enter nine regional and intemational 
countries in the next 18 months as part 
of its global-focus strategy, according to 
Andrew Smith, head of sales, family 
takaful. The newly appointed sales 
manager predicts 15-20 per cent annual 
growth in the global takaful market 
which was worth $678 million in annu
al premiums in 2001. 

He said that Solidarity family takaful's 
rapid expansion is prompted by the 
increasing requirement for takaful 
insurance products around the world. 
"Takafal products are in huge demand 
because they rely heavily on the virtue 
of faimess and are relevant to the teach
ings of Islam. "As many markets are 
dynamic and diverse, numerous meth
ods cause fmancial aggravation on an 
individual basis, so the need for these 
Shari'ah-compliant products and servic
es is greater than ever," said Smith Rob 
King, general manager, family takafal, 
in announcing the appointment of 
Smith. 

"It is, therefore, imperative that we 
assess and implement the right channels 
for the distribution of our products to 
ensure that the market has the best 
access to these quality takaful prod
ucts." The sales manager has identified 
five major channels to distribute their 
Solidarity family-takaful products 
which include a direct-sales force, 
banks, independent brokers, the Intemet 
and call centres. "It's paramount that we 
choose the right blend of distribution 
methods for each individual country to 
ensure that we adhere to legislation but 
also to the consumer wants and needs," 

he said. Solidarity has already signed an 
exclusive distribution contract in Qatar 
with Qatar Islamic Bank, and, in 
Bahrain, distribution is through both 
Shamil Bank and a direct-sales force. 
"We are immediately looking at build
ing on the Bahrain and Qatar markets as 
well as entering the UAE, Saudi Arabia, 
Lebanon, Kuwait, Oman, Egypt and 
Britain," said Smith. "We are also look
ing closely at Morocco, Yemen, Iran, 
Pakistan, the European Union and the 
lucrative Far East markets." 

Kuwait 

K F H L a u n c h e s I j a r a C a r d 

The Kuwait Finance House (KFH), 
Bahrain has recently launched Ijara 
card, first of its kind that allows for the 
purchase of durable goods from a list of 
pre-approved Bahrain merchants on a 
"lease-promise-to-own" Islamic Ijara 
basis. The Ijara merchant network is 
expected to consist of more than 100 
top shops and some 200 locations 
throughout the Kingdom, offering con
sumers access to a broad range of prod
ucts including household goods, boats 
and home accessories. 

The launch was aimed at familiarizing 
merchants with the unique features of 
the new innovative card and ensuring 
that all vendors have the necessary tools 
and information to effectively serve 
cardholders. According to 
Abdulhakeem Alkhayyat, KFH general 
manager, "This is an exciting time as 
the institution continues to introduce 
new, compelling and never-before-seen 
Islamic financial products and services 
into the market. 

We are pleased to offer both merchants 
and consumers in Bahrain new financ
ing options and opportunities through 
the Ijara card that, in effect, gives hun
dreds of families in Bahrain the power 

to obtain durable products they'd other
wise not be able to access on a cash-
and-carry basis. "Working with 
Bahrain's top merchants, we expect the 
Ijara card to quickly become Bahrain's 
premium choice in durable-products 
card finance." 

Saudi Arabia 

Ef for t s to E s tab l i sh N e w 
B a n k in S aud i A r a b i a 

Efforts are under way to establish a new 
commercial bank, the Kingdom's 11th, 
with a capital of SR3 billion and merg
ing eight leading money exchangers in 
the country. The founders wi l l have a 50 
percent stake in the new Al-Bilad Bank, 
to be launched by the middle of next 
year, and the rest wi l l be floated for 
public subscription. Representatives of 
the eight firms have already signed the 
merger agreement. The firms are: 
Muhammad & Abdullah Ibrahim A l -
Subaie Company, Al-Muqairen Money 
Exchange (mn by the heirs of Abdul 
Aziz ibn Suleiman Al-Muqairen), A l -
Rajhi Trading Est., Al-Rajhi 
Commercial Foreign Exchange, 
Muhammad Saleh Sairafi Est., Abdul 
Mohsen Saleh AI-Amri Est., Injaz 
Money Exchange (Yousuf Abdul 
Wahab Niamatullah Company), and A l i 
Hazza & Partners for Trade and Money 
Exchange. 

The Council of Ministers approved on 
June 7 the establishment of the new 
bank, which is to focus on Islamic bank
ing services. Half of the bank's 60 mil
lion shares would be floated for public 
subscription in November at the rate of 
SR50 per share. The move comes after 
the govemment licensed three major 
intemational banks — Deutsche Bank of 
Germany, BNP Paribas Bank of France 
and J.P. Morgan Chase Bank of the 
United States — to open branches in the 
Kingdom. "The activities of the merg-
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ing money exchangers wil l be stopped, 
they wil l be stripped of their commer
cial registrations and their outlets wil l 
be closed soon after the announcement 
of the new company," the Cabinet said. 
It also said that the new company would 
pay damages for the cancellation of 
contracts with the merged firms and set
tle all entitlements of staff in accor
dance with the Labor Law. 

Abdul Aziz Al-Subaie, a member of the 
founding committee, said he expected 
that merger procedures would be com
pleted within two months, adding that 
public subscription of its shares would 
start after Ramadan. Based in Riyadh, 
Al-Bilad wil l have branches in various 
parts of the Kingdom and wil l make use 
of modem technology and trained per
sonnel to extend quality services, a 
press statement issued by the founders 
said. "The new bank wil l operate on the 
basis of Islamic banking principles," Dr 
Yousuf Niamatullah of Injaz said, 
adding that it would also provide invest
ment marketing services. "Banks have 
started expanding their Islamic banking 
services and we are banking on the suc
cess of Islamic banking products," he 
pointed out. "Al-Bilad wi l l have 40 to 
50 branches in the first year," said 
Niamatullah, adding that they wil l oper
ate in the existing offices of the eight 
firms. 

I n jazat to Invest in Saud i 
A r a b i a 

The $50 million venture capital fund 
Injazat Technology Fund has indicated 
a likely investment in Saudi Arabia as it 
moves into the final stretch of its five-
year period. ITF, which came into being 
three years ago as the first venture cap
ital fund based on Islamic principles, 
has to date made investments in six 
entities three based in the UAE, two in 
Jordan and one in Egypt. "Over 80 per 
cent of the funds available with us have 

already been invested, which leaves us 
enough to consider two or three further 
significant investments," said Fahmi 
Shawa, senior business analyst at 
Injazat Technology Fund, based in 
Dubai Intemet City. Meanwhile, ITF 
has also started to prepare an exit strat
egy for the investments it has made. The 
process could include an initial public 
offer for some of the companies con-
cemed. 

ITF's investments include Ducont, the 
Die headquartered software developer, 
DocMan, Omnix Media Networks, 
Jordan's Rubicon and Raya Holdings of 
Egypt. Any exit strategy would take 
between a year to two years to com
plete, which would take us closer to the 
completion of the five year term. At the 
same time, the Injazat Technology Fund 
does have an option to extend the life 
term of the fund by another three years. 
But that is for the board of directors to 
determine," the official added. After an 
excmciatingly slow start, the private 
equity, and venture capital, have started 
to see fertile ground in the Middle East. 

United Arab Emirates 

N a k h e e l t o L e a d Manage 
and A r r a n g e $350 mi l l ion 
I j a r a S y n d i c a t i o n 

The Nakheel would lead manage and 
arrange a record $350 million Ijara syn
dication, the biggest in the UAE with 
three of the world's leading financial 
institutions. 

The contract documents were signed at 
a special ceremony held in Dubai at the 
Burj A l Arab attended by H.E. Sultan 
Ahmed Bin Sulayem, Executive 
Chairman of Dubai Ports, Customs and 
Free Zone Corporation and Executive 
Chairman of Nakheel, Hamed Kazim, 
Chief Financial Officer of Nakheel, 
Saad Abdul Razak, DIB's Deputy Chief 

Executive Officer, Sajjad Razvi, 
Citigroup's Country Officer and 
Managing Director, Paddy 
Padmanabhan, Chief Credit Officer of 
HSBC, and David Edwards, Regional 
General Manager, Middle East & South 
Asia for Standard Chartered. 

Speaking at the signing ceremony. Bin 
Sulayem said Dubai Islamic Bank in its 
role as the arranger and lead manager 
together with co-arrangers Citigroup, 
Standard Chartered and HSBC have 
jointly confirmed a 10-year loan to 
Nakheel for US$350 million. This is the 
single largest Islamic financing deal to 
be concluded to date in the UAE. The 
Ijara syndication illustrates the strong 
confidence that the banking community 
has in Nakheel and in Dubai. 

DIB is firmly established as the region's 
leading provider of Islamic finance and 
has emerged as a first-choice partner for 
the world's foremost financial institu
tions. Saad Abdul Razak said, "The 
signing of the Ijara syndication marks a 
watershed in the development of the 
bank and confirms our position as the 
first choice for even the biggest organi
zations when they look to raise capital. 
It is recognition of DIB's ability to form 
viable and effective partnerships with 
the very best financial institutions in the 
world. "Our co-arrangers are three of 
the top intemational financial groups in 
the world. This is a partnership of 
strengths. It is a sign of the strengths of 
our organization and of our position in 
the region." 

Citigroup's Sajjad Razvi said, "We are 
proud to be associated with DIB and the 
other distinguished partners on this Ijara 
syndication. Our Islamic banking arm, 
the Citi Islamic Investment Bank 
(CUB), has long experience in tailoring 
innovative finance stmctures that would 
further facilitate Dubai's world-class 
projects." CIIB's Managing Director 
Saad Zaman added "This landmark deal 
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will further promote Islamic fmance as 
a viable alternative to conventional 
methods, locally as well as globally." 
The syndication will provide a capital 
injection for Nakheel as it consolidates 
and builds on its extensive and rapidly 
expanding portfolio of developments 
which now include The World, The 
Palm - Jumeirah, The Palm - Jebel A l i , 
Intemational City, Jumeirah Islands, 
Jumeirah Lake Towers, Discovery 
Gardens, The Gardens and The Gardens 
Shopping Mall. 

D I B F o r m s P a r t n e r s h i p w i t h 
H o n g Kong G r o u p 

The Dubai Islamic Bank (DIB) has 
announced that it has formed a partner
ship with the Cheung Kong group, the 
leading Hong Kong-based conglomer
ate, to offer Islamic investors access to 
Asia's property markets through the A l 
Islami Far Eastem Real Estate Fund. 
The new fund wil l be managed by ARA 
Asset Management and jointly promot
ed by DIB and Cheung Kong Group. 
The Islamic-compliant investment vehi
cle has set aside $450 million to invest 
in commercial, retail and residential 
projects in major Asian cities such as 
Hong Kong, Singapore, Kuala Lumpur, 
Seoul, Beijing and Shanghai. Aref 
Kooheji, executive vice-president of 
Investment Banking at DIB, said, 
"Currently, Asia is the most exciting 
market with China as the growth 
engine. After the financial crisis of the 
late 1990s the economies of many Asian 
cities are recovering strongly. With 
China providing the main stimulus, 
these economies are poised to benefit 
from continuing investment into the 
region. 

"We have teamed up with one of Asia's 
largest developers, Cheung Kong 
Group, for this Fund. Islamic funds 
have not been active in Asian real estate 
- we believe this one provides the basis 

for us to expand our investments into 
this region. We are bringing new and 
diverse investment opportunities to our 
investor base in the Middle East." 

A b u D h a b i I s l am ic B a n k 
O p e n s its 16th B r a n c h 

The Abu Dhabi Islamic Bank has 
opened its new branch in Dibba, 
Fujairah. The new branch offers all the 
products and services, whether retail or 
corporate, available to all ADIB cus
tomers and ensures customers on the 
East Coast have easy access to Islamic 
banking products and services. 

The new branch of ADIB was inaugu
rated by Sheikh Hamad Bin Saif A l 
Sharqi, the deputy ruler of Fujairah. 
Other senior officials of the bank and 
dignitaries from Fujeirah were also 
present for the occasion. "This branch 
has been opened in accordance with 
ADIB's long term plan to offer total 
accessibility to our customers for all 
services and in all locations." Said 
Abdul Aziz A l Mehairi, Acting CEO 
Abu Dhabi Islamic Bank, "Dibba wil l 
be our sixteenth branch in the UAE; 
another branch wi l l be opening later on 
this year in Ajman. This is in accor
dance with our mission to sharply focus 
on customer needs, offering innovative 
products and services and using state-
of-the-art service delivery systems" 

A b u Dhab i i s l a m i c B a n k ' s 
Indiv idual Ra t ing U p g r a d e d 

The Abu Dhabi Islamic Bank's 
Individual rating has been upgraded by 
the intemational agency. Fitch Ratings 
reflecting the bank's steady perform
ance improvement since it was estab
lished in 1997.Fitch Rating's announced 
an upgrade of the bank's Individual rat
ing to C from its previous rating of C/D. 
In addition Abu Dhabi Islamic Bank has 

maintained it's favourite ratings for the 
Long-term (A-), Short-term F2 and 
Support 2. Abu Dhabi Islamic Bank, 
ADIB, has achieved this upgrade 
through a positive record of profit 
growth, good asset quality over a five-
year period, sound liquidity, strong cap
ital ratios and a growing franchise. 

ADIB was established by Emiri Decree 
in 1997, the only new banking license 
granted in the UAE since the 1980s. As 
an Islamic bank ADIB provides a broad 
range of products that comply with 
Islamic Sharia. It has a network of 
branches throughout the UAE support
ed by up-to-date distribution channels 
such as ATM's and telephone banking. 
Through innovative products, the bank 
has built a strong reputation for cus
tomer focus and high quality service. 
In assigning a rating. Fitch Ratings con
siders financial all aspects of a bank's 
financial strengths such as balance sheet 
integrity, profitability, and risk manage
ment. 

Final rating determinations are made by 
committees comprised of lead analysts 
and independent members, including 
Fitch senior management. Fitch's 
Individual ratings assess how a bank 
would be viewed i f it was entirely inde
pendent and could not rely on external 
support such as local govemment. 

H S B C R e - O p e n s 
S u b s c r i p t i o n s in D y n a m i c 
A l l o c a t i o n Sh i e l d F u n d 

The HSBC Amanah has re-opened sub
scriptions in the Dynamic Allocation 
Shield Fund, the fifth issue in the 
Sharia-compliant HSBC Amanah 
Principal Protected Fimd series. 
It aims to provide a chance to invest in 
some of the largest Sharia-compliant 
intemational companies while limiting 
the risk of losses on the capital invested. 
Unlike other Sharia-compliant capital 
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protected funds, the HSBC Amanah 
Dynamic Allocation Shield Fund 
invests in a diversified portfolio of up to 
60 stocks selected from the DJIM World 
Index to deliver long-term capital 
appreciation. 

The portfolio of the fund is, however, 
constantly monitored and re-balanced 
through a market sensitive Dynamic 
Allocation Policy, which provides indi
cations on the optimal split between 
equity investments and other safer 
short-term Sharia-compliant invest
ments to ensure that the fund is able to 
deliver the stated level of capital protec
tion at maturity irrespective of equity 
market performance. Investors wi l l be 
able to subscribe for shares at the net 
asset price announced by the fund at the 
end of each calendar month and wil l 
enjoy a degree of capital protection at 
maturity depending on the paid pur
chase price. 

D I B P r o m o t e d U S Rea l 
E s t a t e F u n d 

The Dubai Islamic Bank (DIB) promot
ed US Real Estate Fund has sold two of 
the largest properties in its commercial 
portfolio. This has happened in less than 
a year of their purchase and has 
achieved an annualized 21 per cent 
return to investors. The two properties 
sold were part of a $121 million five-
property portfolio put together by DIB. 
The bank launched the fund to investors 
last October and offered $30 million of 
its equity in units of $ 100,000. The offer 
was oversubscribed. 

Aref Kooheji, executive vice-president 
of DIB's Investment Banking Group, 
said: "DIB has always sought to provide 
its clients with Islamic investment 
opportunities that have a diversified 
namre and carry a good rate of return. 
"Entering the US market was a calculat
ed entry into a growing market. The 

success in the investment has exceeded 
our expectations, delivering an annual
ized 21 per cent return for the first 11 
months. This is well beyond our earlier 
expectations of a 10.6 per cent annual 
rate." The portfolio was made up of 
commercial real estate in the New 
Jersey and Kansas City, Missouri office 
market. The original investment hold
ing period had been set at three to five 
years, and the fund forecast a 7.4 per 
cent net annual cash-on-cash return, to 
be distributed half-yearly. 

DIB's asset management division had 
earlier identified the US and France as 
the pick of countries providing invest
ment opportunities. This led it to create 
the US Commercial Property Fund and 
its A l Islami French Property Fund. 
Moinuddin Malim, vice-president -
head of asset management, DIB, said, 
"We successfully launched the French 
Property Fund last May with a 179 mil
lion Euro portfolio of four high-quality, 
commercial properties in Paris. "The 
total value of the equity offered to 
investors was 30 million Euro with an 
expected annual return of 8 per cent. 
The investors subscribed to this fund 
which was closed in a record time of 
one week. This investor confidence is a 
true reflection of DIB's ability to offer 
quality Islamic Sharia-compliant prod
ucts to meet the demand." 

D I B P r e s e n t s A w a r d s t o 
ik tas ib T r a i n e e s 

Dubai Islamic Bank has announced a 
series of awards for the top trainees 
from this summer's intake of 82 candi
dates who completed its Iktasib training 
programme. The month-long pro
gramme allows high school and college 
students to get first hand experience of 
banking while giving the bank the 
opportunity to assess the ability of those 
considering entering the profession. 
Awards were made to students for 'The 

best presented projects' and 'The most 
distinguished trainees' and DIB organis
ers and administrators were also recog
nised for their contribution at a ceremo
ny held at the Emirates Institute of 
Banking and Finance in Sharjah. 

"DIB recognises that it has a social 
responsibility and the Iktasib pro
gramme is one of a series of ways in 
which we try to meet these. The pro
gramme provides practical opportuni
ties to improve the trainees' skills and 
knowledge of Sharia'a-based Islamic 
banking. At the same time it holds out 
the prospect of work with the bank at 
some future date for the most able. Our 
experience of the Iktasib programme 
has shown that we all have something to 
gain from it. The trainees gain experi
ence and knowledge of the basics of 
Islamic banking and practical working 
hfe. At the same time it allows us, in the 
bank, to identify potential new recruits. 
"We have seen real evidence of ability 
and some of the ideas and suggestions 
generated by the trainees about the 
bank's services and procedures have 
been very useful." 

Ahmad Sarkal, Manager, Human 
Resources, said: "The number of appli
cations for places on this year's Iktasib 
programme was very high. There were 
160 from all over the Emirates and we 
had to split the programme into two 
rounds. We are pleased with the 
progress Iktasib programme has made 
and with the high regard in which it is 
held. It has helped us identify the avail
able human potential in the local labour 
market while contributing to developing 
talent that can be spread across the local 
banking sector. "DIB is especially 
proud of the programme's contribution 
to its localisation policy. It has certainly 
played a role in what we consider the 
great achievement of recording the 
highest percentage of localisation with
in the UAE banking sector." 
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