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COMMENT 

SHARIAH SCHOLARS 

The part played by Shariah schol
ars, Islamic Banks, share holders, 
writers and many others in develop
ing Islamic financial institution are 
commendable. The foundation of the 
Islamic financial system is well laid. 
A dream has become a reality. With 
the rapid expansion of Islamic bank
ing the role for scholars is becoming 
very taxing. They have to attend to a 
number of financial institutions 
besides doing their own studies and 
research and teaching programmes. 

But we also note that the number of 
Islamic banks have increased many 
fold. According to estimates Islamic 
banking is developing at the rate of 
15% a year. This would put extra 
burden on existing Shariah scholars. 
Islamic banks are spread all over the 
world and it is not possible for pres
ent scholars to attend to their needs 
of the financial community. It is 
obvious that there is a heavy burden 
on them and they might seriously 
consider training facilities for oth
ers. 

This situation has risen because 
under the colonial rule Islamic edu
cation was discouraged. It was a few 
dedicated people who devoted them
selves to Islamic learning. It is essen-
fial that we take up the matter in 
right earnest. It is desirable that we 
set up universities and academic 
organisations to promote Islamic 
studies. It is refreshing to know that 
some young people have already 
entered this field and are making 
valuable contribution. These young 
scholars should visit western univer
sities to gain knowledge. Islamic 
banking is already a worldwide phe
nomenon. It shall help our student to 

learn new science and technology.At 
present western countries know 
nothing about Islamic Banking. In 
some case an agreement has been 
made by western bank and that 
clearly stipulates that in case of dis
pute Islamic law would be supreme. 
The western countries however 
know nothing about Islamic law and 
inevitably verdict was given accord
ing to their own law. 

The IIBI has taken in hand a major 
research project on "The Role of 
Jurist in Islamic Banking". Two ses
sions have been held. The project 
has been welcomed and participated 
by leading solicitors. We hope our 

There are many issues 
that have to be 
addressed by Islamic 
bania both in terms of 
documentations and 
legal structure of trans
actions. In addition the 
general legal framework 
in many countries will 
need to be modified to 
promote Islamic 
Finance. 

Shariah Scholars who have played 
an important role in developing 
Islamic Banking would take notice 
of the stand taken by Bahrain 
Monetary Agency that says Islam 
prohibits investment in arms, 
ammunitions and cinema industries. 
As far as armaments industry is con
cerned there is specific guidance in 
the Quran in Sura Anfal. Islamic 
countries are already producing 
defence equipment of the highest 
order. 

Another important issue is that 
whether knowledge of Islamic law is 
the exclusive preserve of Muslims. If 
Muslims can learn British, 
American, French, German, and 
Roman laws what prevents non-
Muslims to study Islamic Law. 
Muslims have learned English, 
French and other languages to 
acquire the knowledge of western 
law which they have used very well. 
Surely non-Muslims can learn 
Arabic and join universities like Al-
Azhar and master Islamic law. 
Besides there are many Christians 
for whom there is no problem of lan
guage. British, French German & 
American libraries have rich collec
tion of Islamic literature. There is a 
tremendous treasure house of 
knowledge to be explored. 

Another method of developing 
Islamic Law is through precedents. 
But unfortunately Shariah Scholars 
have different views. We quote a let
ter from an eminent solicitor who 
explained the difficulties "There are 
many issues that have to be 
addressed by Islamic banks both in 
terms of documentations and legal 
structure of transactions. In addi
tion the general legal framework in 
many countries will need to be mod
ified to promote Islamic Finance. 

It is interesting to note that even in 
the Middle east , the courts have 
often have difficulty in understand
ing and accepting an Islamic finance 
transaction . There has been some 
decision in Abu Dhabi for example, 
which while upholding the indebted
ness due to an Islamic bank, classi
fied in Musharaka as being the same 
as conventional loan. So the problem 
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of how courts will classify an Islamic 
finance transaction is not only con
fined to the West" 

Cinema is a powerful instrument for 
spreading knowledge. It can be used 
for evil purposes as well as for good 

of the society. What is prohibited is 
producing films which promote vio
lence, pornography, gambling etc. 

The Institute of Islamic Banking and 
Insurance, London signed a MOU 
with the International Islamic 

University, Islamabad, Pakistan for 
mutual CO operation including joint 
research projects. A delegation of 
Hawaii University has also called on 
the Chairman of I I B I to explore pos
sibilities of CO operation between the 
two organisations. 

Letter to The Editor 

Dear Sir, 
Some Islamic banks arc distorting the image of Islam. 
I have read with disgust the stand of the Bahrain 
Monetary Agency that invested most in arms, ammu
nitions and cinema industry is prohibited. Does the 
Bahrain Monetary Agency have the authority to over 
rule Allah who had made His stand in specific in 
Surah Anfal. Again cinema is a most powerful media 
for promoting good. What is prohibited is not cinema 
but production of evil and violent films. Bahrain 
Monetary Agency claims to be a centre of Islamic 
banking. I wonder at their hypocrisy. 

Yours sincerely, 
Ahmed Ibrahim Jones 
Washington 

Dear Sir, 
I was under the impression that after thirty years of its 
operation all issues about Islamic Banking have been 
resolved. I am however upset by a ruling by the 
Bahrain Monetary agency which says investment in 
arms, ammunition and cinema industry is forbidden 
in Islam. The Holy Quran in sura Anfal verse say cat
egorically we should be ready for meeting any 
aggressor. If we have no arms how are we going to 
defend ourselves? If Iraq and Pakistan had effective 
weapons they would not have met the inhuman atroc
ities. As to cinema it has a great potential for build
ing a value oriented society. Wliat is prohibited is the 
vulgar and violent films that are now produced. My 
faith in Bahrain Monetary Agency is shattered. It is 
not fit to lead Islamic Banking. 
Yours sincerely, 
Bashir Awan 
Faisalabad 

Dear Sir, 
It is gratifying to note that some Muslim countries 
have drafted rules and regulations for Islamic Banks. 
This action was over due and shall certainly speed up 
the spread of this new industry. We hope that the cen
tral Bssanks would ensure implementation of the reg
ulation. All financial institution who claim to be 
Shariah consultant must be honest to their client and 
not trade in the name of Islam. If they act according 
to Islam Allah shall reward them. He is all Knowing 
and Seeing. He knows what you do. 
Yours sincerely, 
Abdullah Aziz 
Kuwait 

Dear Sir, 
We have been dealing with Islamic Banks for quite 
some time. But we are shocked to learn that Bahrain 
Monetary agency has said that investment in arms, 
ammunitions and cinemas are prohibited in Islam. 
Both these industries are for the safety and security of 
the Muslim communities. While arms shall deter 
aggressor, the cinema industry can be instrumental in 
promoting Islamic values, knowledge, science, tech
nology, education, social behaviour. What is prohibit
ed in the case of cinema which spread immorality, 
violence and obscenity. 

The Bahrain Monetary Agency has confused us and 
we will have to deal with banks taking cue from 
Bahrain Monetary Fund. 
Yours sincerely, 
Gul Ahmed 
Karachi 
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IS MARK-UP PERMISSIBLE? 
THE PROS A N D CONS OF THE PERMISSIBILITY 
OF MARK-UP IN ISLAMIC FINANCE 
A summary of Comments by Dr.AqdasAli Kazmi and Mr Muhammad Ayub, Senior 
Joint Director in the Islamic Banking Department of the State Bank of Pakistan. 
By Daphne Buckmaster 

The debate over whether the so-called "mark-up system" is 
permissible in regard to Islamic financial principles continues 
to concern many critics, although, in practice, this system has 
been widely accepted by Islamic financial institutions operat
ing today. 

Dr. Aqdas A l i Kazmi (Dawn, 29 May, 04) raised the question, 
"To what extent can Sharia scholars be thought competent to 
pass judgement on financial matters that belong entirely in 
the realm of economic management?...Religious jurists sug
gest that all economic issues, whether fiscal, monetary, trade-
related or exchange-related, lie within the purview of Islamic 
jurisprudence because Islam is a complete code of conduct 
and therefore the Sharia is all-embracing. The opposite 
school of thought suggests that modem fiscal and economic 
issues are too complex and intricate to be handled by schol
ars, who have exclusive learning and training in the Sharia 
and little exposure to the technicalities of economic systems. 
However, a middle of the road position between these two 
extremes sees the Sharia as capable of interpreting fiscal and 
economic matters to the extent that it does not contradict 
itself. 

On the question of whether the Sharia regards mark-up (being 
an amount added to the cash price of goods to cover overhead 
charges, profit, etc.) as consistent with its basic precepts and 
principles, Dr. Aqdas Ali-Kazmi concludes that "In its opera
tions, structures and use, mark-up resembles interest...if the 
Sharia accepts mark-up as valid, it is left with no basis to 
reject interest." 

"The stance of Islamic jurists on mark-up has gone through 
various stages in the last two to three decades. This now 
needs to be reassessed in order to determine the relevance of 
the Islamic Sharia to the economic issues and problems of 
today. During the first stage, the Council of Islamic Ideology 
(CII), in 1980... allowed Bai Muajjal as a mode of financing 
trade transactions which involved the pricing of commodities 
on a mark-up basis (i.e., cost plus a margin for profit." 
But Muhammad Ayub (Dawn, 25 June, 04) answers that 

"With regard to the credit trade, there has been some differ
ence of opinion among the jurists regarding the Sharia posi
tion on the difference in cash and credit prices of a commod
ity. Notwithstanding this difference, there is almost a con
sensus among the Sharia scholars that the credit price of a 
commodity can genuinely be more than its cash price, pro
vided that the price is settled before separation of the parties. 

"Accordingly, the Islamic Fiqh Academy of the OIC and the 
Sharia Boards of all Islamic banks approve the legality of this 
difference. This is tantamount to the acceptance of time velue 
in the pricing of goods. What is prohibited is any addifion to 
the price mutually agreed because of a delay in its payment. 
This is because the commodity, once sold, even on credit, 
belongs to the purchaser on a permanent basis and the seller 
has no right to re-price a commodity that does not belong to 
him. "According to many jurists, this aspect is approved by 
the Sharia. The Qu'ran has reported non-believers as saying, 
This sale is very similar to riba (interest)'. Their objection 
was that it increases the price of a commodity in the original 
transaction of sale because of its being based on deferred 
payment and it is treated as a valid sale. But i f the seller adds 
to the due amount after the maturity date and the debtor is not 
able to pay, it is termed riba. Yet the increase in both cases is 
similar. This argument was mentioned by Ibn Abi Hatim 
(d.327 A.H.) (Tafsir 1999, Vol. 2, p.545). 

"The Qur'an's reply to this thinking of the unbelievers is that 
'Allah has permitted trading and prohibited riba'(2:275)". 
Allamah Sayuti and Ibn Jarir Tabari have reported the similar 
situation of riba involvement in which a person was sold a 
commodity on credit and when the payment was due and the 
purchaser could not repay, the price was enhanced and the 
time, or payment, extended. (Sayyuti. Lubab al-Nuqool, 1423 
and Tabari, Jami al-Bayan, Vol. 6, p8.)." 

Dr. Aqdas A l i Kazmi quotes the ClI as saying (in 1980), 
'Although this mode of financing is understood to be permis
sible under the Sharia, it would not be advisable to use it 
widely or indiscriminately in view of the danger attached to 
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it of opening a baclcdoor for dealing on 
the basis on interest.' "The CII clearly 
laid down, 'Safeguards would therefore 
need to be devised to restrict its use 
only to inescapable cases. In addition, 
the range of mark-up prices on purchas
es prices would also need to be regulat
ed strictly, so as to avoid arbitrariness 
and the possibility of recrudescence of 
interest in a different garb. The State 
Bank may therefore specify and, from 
time to time, review and vary, the sub-
sectors/items for which banks may pro
vide the needed finance under Bai 
Muajjal arrangements. It may also lay 
down the range of profit margin in gen
eral, or separately for each sub-sector or 
item, and may impose such other 
restrictions as may be deemed neces
sary, with a view to avoiding the emer
gence of unhealthy practices.'" 

Dr.Kazmi continues: "The conse
quences of permitting the use of mark
up were quite obvious, as the State 
Bank of Pakistan, in its circular No. 13 
of 20 June, 1984 on Elimination of Riba 
from the Banking System, allowed 
mark-up for seven different modes of 
transactions out of a total of 12 identi
fied in the circular. Thus, the appre
hension that mark-up would serve as a 
gateway for interest proved quite true, 
because mark-up, in all practical mat
ters, is another name for interest. 
Therefore, an interest-based system 
remained fully entrenched and protect
ed. However, the use of the substitute 
word "mark-up" was enough to beguile 
the sensitivities of the Muslims." 

But Muhammad Ayub points out that 
Tirmidhi reported that the Prophet for
bade what amounts to two sales in one 
contract, (i.e., giving a cash price and a 
credit price for the same goods), with
out one of the prices being accepted 
before separation. But i f either of the 
prices were agreed before separation, 
then the contract was not prohibited. 
(Tirmidhi 1988, No. 1254.) "Shah 

Waliullah, in Musawwa, Shara A l -
Muwatta, writes that ' i f the parties sep
arate after settlement on one price, the 
contract is valid and there is no differ
ence of opinion in this regard'. (Al-
Musawwa, Vol.2, pp. 28,29.)" 

Dr Kazmi continues that in the second 
stage of the CII (1984), "the use of 
mark-up as a mode of Islamic finance 
was reviewed by the CII. Its use was 
subsequently disallowed in banking 
transactions. The decision was worded 
as follows: 'There is a genuine fear in 
Islamic circles that i f interest is largely 
replaced by mark-up under the PLS 
operations, it would represent a change 
in name rather than substance...though 
not prohibited by the Hanafi and 
Hanbali schools of law, it was only 
allowed in exceptional circumstances. 
Its widespread use is not permissible, as 
mark-up does not differ in essence from 
the interest system.' "This rejection by 
the CII was confirmed by the Federal 
Sharia Court in 1991. The Court con
cluded that, 'The mark-up system, as in 
vogue, is held to be repugnant to the 
injunctions of Islam and that the word 
mark-up be deleted from the provisions 
of sections 79 and 80 of the Negotiable 
Instruments Act, 1981.'" 

Muhammad Ayub points out that 
"among scholars of the present age, the 
late Shaikh Abdullah ibn Baz, the 
Grand Mufti of Saudi Arabia, permitted 
instalment sales wherein the credit price 
could be higher than the cash price 
(Abdullah ibn Baz, Fatawa, Urdu trs. 
KSA, 1995, p. 142). Jurists allow the 
difference between the cash and credit 
prices of a commodity, considering it a 
genuine market practice. It is quite nat
ural that, in the market, the credit price 
of a commodity is more than its cash 
price at any one point of time, while in 
contracts like salaam (the mode of 
future trade allowed by the Prophet), 
the fiiture price wi l l be less than the 
cash price. 

"The Hanafi jurist, Sarakhsi, said, 
'Selling on credit is an absolute feature 
of trade...we hold that selling for credit 
is part of the practice of merchants, and 
that it is the most conducive means for 
the achievement of the investor's goal, 
which is profit'. And, in most cases, 
profit can only be achieved by selling 
for credit and not selling for cash. He 
further observes, 'A thing is sold on 
credit for a larger sum than it would be 
sold for cash'. (Al-Mabsut, Vol.22, 
p.45). "The comments of Abraham 
L.Udovitch on Sarakhsi's views are 
worth mentioning, 'This statement 
makes it clear as to why there was a 
greater profit to be derived from credit 
transactions.' The difference in price 
between a credit and a cash sale also 
helps to explain why the prohibition 
against usury, to the extent that it was 
observed, did not exercise any crippling 
restriction on the conduct of commerce. 
(Udovitch 1970, p.80)." 

Dr. Kazmi continues that the third stage 
came with the reversal of the decisions 
of the CII and the Court. "The 
Cormnission on the Islamization of the 
Economy gave its report in 1992 show
ing a major departure from the earlier 
decisions of the CII and the Sharia 
court. It concluded, 'A contract of sale, 
whereby the deferred price of a com
modity is different from the spot price, 
is not riba for the purpose of this act, in 
so far as the contract entails all the nec
essary rights and obligations of a sale'. 
"The fourth stage relates to the famous 
judgement of the Supreme Court on riba 
delivered in December, 2000. In the 
judgement, there was a detailed discus
sion on mark-up. But, finally, the 
Supreme Court put its stamp of sanctity 
on mark-up as a norm of Islamic trans
actions. "The Supreme Court judgement 
states: 'The Murabaha mode of finance, 
or the mark-up system, with the condi
tions attached thereto, is a permissible 
mode of Islamic finance and this mode 
carmot, therefore, be held to be repug-
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nant to the injunctions of Islam i f the 
conditions proscribed are not being 
practised by some of the parties'. 

"It is to be noted that such violations 
occurred because there was no monitor
ing system in existence to check such 
errors of omission, commission and 
violation. In the system proposed to be 
adopted with the Sharia Board in exis
tence in the State Bank of Pakistan, as 
well as in the financial situations them
selves, such violations, as and when 
noticed, wi l l be pointed out and eradi
cated. The adoption of the mark-up sys
tem within the limits prescribed appears 
to be the need of the economic system 
in the transitional period until a more 
adequate number of Sharia-compliant 
financing modes are developed." 

The above discussion leads to an impor
tant conclusion: Sharia jurists cannot 
reject interest i f they accept mark-up. It 
is imperative that the position of these 
jurists is redefined and made clear, so 
that the present ambivalence is 
removed. This is essential i f the credi
bility of Islamic jurists to interpret fiscal 
and economic laws is to be restored." 
Muhammad Ayub answers that "Islamic 
economics has the genuine provision 
for converting money into assets, on the 
basis of which one can measure its util
ity. While it concedes the concept of 
the time value of money to the extent of 
pricing credit sales, it does not uphold 
generating rent to the capital as interest 
does in credits and advances, which 
leads to a rentier class in society. 

"As per the rules of the Sharia, the 
aspect which matters is the conversion 
of Rs 1,000, for example, into an asset, 
in which case that Rs 1,000 asset may 
be worth more or less in future, leading 
to profit or loss. This conversion into 
assets is subject to well-articulated rules 
governing profit/loss-sharing, trading 
and leasing. The concept of the 
time/value of money in the context of 

the Sharia is also established from the 
fact that the Sharia prohibits the mutual 
exchange of gold, silver or monetary 
values, except when it is done simulta
neously. This is because a person can 
take benefit by use of a currency which 
he has received while he has not given 
its counter-value from which the other 
party could take the benefit. 

"It further transpires that time valuation 
is possible only in business and the trad
ing of goods and not in the exchange of 
monetary values, loans or debts. 
Loaning is considered by the Sharia as a 
virtuous act from which one cannot take 
any benefit. Therefore, no time value 
can be added to the principal of a loan 
or a debt after it is created or the liabil
ity of the purchaser is stipulated. 

"There should be no confusion in this 
regard about interest vis-a-vis the con
cept of rent in ijara (leasing). It might 
be argued, for example, that as per 
approved Sharia principles, predeter
mined rent includes a time-value of 
money and therefore, a predetermined 
time value of money in loans and debts 
should, by analogy, also be permitted. 
But this argument does not have any 
substantive basis. The rent in leasing is 
calculated on the basis of the capacity 
of the asset to give usufruct, which is, in 
principle, uncertain. "Hence, it remains 
uncertain how much time-value of the 
money is actually realised until the asset 
has completed its economic life. The 
lessor, as the owner of the leased assets, 
is also the owner of risk and reward in 
regard to that asset. Further, anything 
which cannot be used without consum
ing its corpus, such as money, eatables, 
fuel, etc., cannot be leased out. "The 
above discussion leads to the important 
conclusion that, while the time-value of 
money is acceptable in respect of the 
pricing of assets and their usufruct, it is 
not acceptable with regard to any addi
tion to the principal of loans or debts. 
"The valuation of the credit period 

based on the value of the goods or their 
usufruct is different from the conven
tional concepts of 'opportunity cost' or 
'time value'. As such, mark-up is per-
missable provided the Sharia rules relat
ing to trade or leasing are adhered to, 
but interest is prohibited as being an 
increase over a loan or debt. 

"While Sharia-based modes are prefer
able to debt-creating modes based on 
trade and ijara, the permissibility of the 
latter category of modes is beyond 
doubt. The permission to charge mark
up in murabaha is subject to the fulfil
ment of trading rules and conditions set 
out by the Sharia for such transactions. 

"It goes without saying that the mark-up 
technique or, for that matter, any 
Islamic modes, should not be used as a 
back door for allowing interest. The 
State Bank, as a regulator, is in the 
process of designing a framework to 
ensure compliance with Sharia princi
ples relating to Islamic modes of financ
ing. "Guidelines on various modes, as 
approved by the Commission for the 
Transformation of the Financial System 
and the Sharia Board of the State Bank 
of Pakistan, have been placed on the 
SBP Website, seeking comments from 
bankers, Sharia scholars, economists, 
educational institutions and the busi
ness community, etc. As and when 
these guidelines are finalised through 
the consultative process, they wi l l serve 
as the basis of the regulatory framework 
of Islamic banking in the country. 

"Similarly, the State Bank of Pakistan is 
the only central bank in the world that 
has so far planned Sharia-compliance 
audits of Islamic banks and their 
branches. Let us hope that, with these 
steps, the Islamic banks in Pakistan wi l l 
be using murabaha in its true spirit. The 
experts of finance economics and fiqh 
can play their role in developing the 
system to make it viable, as well as 
Sharia-compliant. 
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THE USE OF ISTISNA IN CONSTRUCTION 
RELATED FINANCINGS 
Richard T de Belder 

It became apparent that often when structuring and drafting docu
mentation of Istisna fmancing, there can be misunderstandings as to 
what are the fundamental principles that regulate Istisna fmancings. 
Richard T D e Belder explains. 

1. Istisna Financing Techniques and 
Parameters 

Istisna contracts are often used in con
struction related transactions and it is 
sometimes assumed that they are the 
same as construction contracts. This is 
incorrect and this incorrect perception 
can lead to significant inaccuracies (in 
relation to Sharr'a principles) in the way 
in which these transactions are struc
tured and documented. The purpose of 
this article is to consider some of the 
basic requirements of and limitations 
that affect, istisnas. 

The fundamental starting point is that 
an istisna is a sale and purchase agree
ment; it is not a construction contract 
(although elements of it wi l l likely deal 
with construction issues). It is a subset 
of Shari'a approved sale contracts. 

The fundamental factors for a valid sale 
contract under the Shari'a are: 
(a) the asset must exist and be owned by 
the seller when the sale is made; and, 
(b) the seller must also actually possess 
the asset. This can be either in person 
or through an agent (i.e., constructive 
ownership). I f these factors are not 
present, then the sale is not valid under 
the Shari'a unless it falls into one of two 
exceptions. The two exceptions are 
Salam and istisna. 

2. Salam 

Salam is a sale of an asset that does not 

exist when the contract is made. The 
seller agrees to supply a specific asset to 
the purchaser at a fixed future date. In 
return, the purchaser pays the full pur
chase price when he signs the contract. 

However, various requirements must be 
present. These are: 
(a) the full purchase price must be paid 
when the sale contract is signed. 
(b) the quality and quantity of the asset 
must be exactly specified so that there is 
no uncertainty (gharar). This means 
that goods such as precious stones can
not be sold under a Salam because each 
stone is different and so the seller can
not specify the exact nature of the 
stones he wil l supply. 
(c) the asset description cannot refer to 
a particular commodity or the product 
of a specific field, farm, factory etc. 
The reason is because some catastroph
ic event may occur to the asset source 
(i.e., field, factory etc) which would 
mean that the asset could not be deliv
ered. Therefore, only a particular spec
ification by quality and quantity should 
be used and not a reference from where 
the asset wi l l come. 
(d) the date and place of delivery. 
(e) under Shari'a principles, some assets 
must be delivered on spot - i.e., gold, 
silver - and so they carmot be used in a 
Salam. 

3. Parallel Salam 

It is possible to have back to back 
Salams but for this to be permitted, two 

main conditions must be satisfied: 
(a) each contract must be independent 
and cannot be dependent on each other. 
(b) a parallel Salam is only allowed 
with a third party. The person selling 
the asset cannot be the purchaser under 
the second contract. 

4. Basic requirements for an istisna 

An istisna is the second exception to the 
general Shari'a requirements for a valid 
sale and purchase agreement. 
An istisna is used when an asset has to 
be manufactured or constructed. In 
contrast, a Salam can be used for any 
asset. 

The main features of an istisna are that: 
(a) there must be clear and precise spec
ifications; 
(b) unlike with a Salam, the price does 
not have to be paid in full in advance; 
(c) the asset must have to be manufac
tured or constructed; 
(d) the price must be fixed; 
(e) before the manufacture or construc
tion process has commenced, either 
party can terminate the contract. This is 
different from a Salam contract. 
(f) unlike with a Salam, the delivery 
date does not have to be fixed. 
However, the purchaser can include a 
date after which he can refiise to take 
delivery. 

5. Other issues relating to an istisna 

5.1 Delay in delivery 
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I f there is a delay in delivery, the only 
permitted "penalty" is compensation by 
reference to a specific amount for each 
day of delay. This is without prejudice 
to claims for damages arising from 
other losses if, for example, the delay 
goes beyond a cut off date and the con
tract is then actually terminated. 
I f there is a delay in delivery, this wi l l 
entitle the purchaser to terminate the 
istisna. However, the purchaser can 
give the seller additional time and, dur
ing this period, charge delay damages. 
The purchaser can then give a further 
notice to the seller demanding that 
delivery takes place by the new date. I f 
that is not met, the purchaser can termi
nate the istisna. 

5.2 Insurances 
During the period when the asset is 
being manufactured/constructed, 
arguably the purchaser is not interested 
in whether or not the asset under manu
facture/construction is insured. I f the 
asset is destroyed during 
manufacture/construction then the sell
er must take steps so that, by the deliv
ery date, he has another asset that meets 
the purchaser's specifications. 

The position may be different, however, 
i f the purchaser is paying instalments 
during the manufacture/construction 
period or i f the asset is such that its 
destruction or damage means that there 
is no chance of a new asset being ready 
by the delivery date. I f a building is 
destroyed or seriously damaged while 
under construction, this will almost cer
tainly mean that a rebuild wil l not be 
ready by the contractual delivery date. 
The same may also be the case with 
highly complex capital assets, such as 
aircraft. I f instalments are paid during 
the manufacture/construction process, 
the purchaser might have a valid reason 
for having its interest noted on, for 
example, the contractor's insurance pol
icy and/or having it assigned in its 
favour. I f during the construction peri

od the asset under construction is 
destroyed or damaged to such extent 
that there is no possibility of delivery 
occurring on the delivery date, the pur
chaser may decide to treat this as a form 
of anticipatory breach bringing the istis
na to an end. In these circumstances, 
having the benefit of the insurances 
may assist in securing payments due to 
the purchaser from the seller (i.e., the 
purchase instalments that it has paid 
and, possibly, additional damages (but 
usually subject to mitigation)). 

It may be, however, that the insurers 
wil l not pay out in cash but wi l l only 
pay out against contractor's invoices for 
the rebuilding of the damaged or 
destroyed asset. Here, i f the purchaser 
decides to terminate the istisna (on the 
basis of anticipatory breach), having the 
assigned insurances wil l not assist in 
recovering the purchase instalments and 
damages as there wi l l be no cash pay
ments. 

From the seller's perspective, i f delivery 
of the asset takes place and the purchas
er owes instalments of the purchase 
price, it is acceptable for the seller to 
secure that obligation. Taking security 
over the property insurances taken out 
by the purchaser in its capacity as the 
owner of the completed asset, is accept
able under the Shari'a. 

5.3 Events of Default 
It is permissible under the Shari'a to 
provide that i f various events occur, a 
party can terminate the istisna. Such 
events (and the remedies and rights that 
they trigger) must be drafted in the con
text that an istisn'a is a sale contract. As 
such, events of default can be broken 
down into events that occur before 
delivery and those that occur after 
delivery. Furthermore, these events can 
in turn be broken down into whether 
they affect the seller or whether they 
affect the purchaser. 

Event of default before delivery 

-> Caused by the seller - the purchaser 
can terminate the istisna, demand the 
return of any purchase price instalments 
and claim damages arising out of the 
default of the seller. 

Caused by the purchaser - the sell
er has a claim for damages arising out 
of the default by the purchaser. To the 
extent that the damages are less than 
any instalments paid by the purchaser, 
the seller must pay back the balance of 
the purchase instalments to the purchas
er. I f the damages are greater than the 
purchase instalments received, the sell
er wi l l have a claim for the excess. 

Event of default after delivery 

On the basis that possession and title to 
the asset wi l l have passed to the pur
chaser, then; 

Caused by the seller - this wi l l usu
ally only arise due to the failure by the 
seller to finish "snag list" items or to 
remedy defects. I f the breach is such 
that the asset cannot be used for its 
intended purpose, the purchaser could 
terminate the istisna and seek the recov
ery of the purchase price instalments 
that it has paid and, i f that were not suf
ficient to cover its loss, the purchaser 
would have a claim in damages for the 
excess. 

-* Caused by the purchaser - this wi l l 
usually be caused by the failure to pay 
purchase price instalments as and when 
due. In this situation, as title to the asset 
wil l have been transferred to the pur
chaser, the seller would not usually 
have the legal right to demand the 
return of the asset for failure to pay. 
The claim would be one for a debt that 
was due and payable. To cover this risk, 
the seller wi l l usually seek security to 
cover the payment of the instalments 
(such as a mortgage or other security 
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interest over the asset) which w i l l 
enable it to recover amounts due to it 
through the enforcement of that securi
ty. 

5.4 Testing procedures 
While an istisna is a contract of sale and 
purchase under the Shari'a, there wi l l 
often be construction or manufacture 
related issues that wi l l need to be con
sidered. A principle area wil l be the 
testing procedures that must be fol
lowed and passed in order for the pur
chaser to be obliged to take delivery of 
the asset. This can involve detailed 

technical provisions. It is permissible 
under the Shari's to include these provi
sions although it is preferable, as far as 
possible, to use terminology that is 
more appropriate to a sale contract 
rather than a construction contract. 

5.5 Early payment of purchase instal
ments 
While the purchaser can contractually 
have the right to prepay early, there can 
be no right to demand that the purchase 
price is reduced. This is because the 
purchase price must be fixed at the out
set. The seller may, in its discretion. 

agree to take a reduced amount, but this 
cannot be an obligation on its part in the 
istisna. 

Conclusion 

Istisna is a commonly used tool in 
Islamic finance but it is important to 
consider the parameters in which istisna 
fmancing can operate in order to decide 
whether it is the appropriate financing 
technique or whether, for example, an 
ijara (leasing) transaction is more 
appropriate. 

United Gulf Bank Announces Profit 
The United Gulf Bank (UGB) Bahrain, the investment banking subsidiary of Kuwait Projects Company, has announced 
the profit of $32.8 million for the nine-month period ended on September 30, 2004, or 4.3 cents per share. This repre
sents 28 per cent increase over the $25.7 million net profit earned during the same period last year, and follows UGB's 
best-ever fiill-year net profit of $36.2 million in 2003, and strong first six months in 2004. 

UGB's chief executive officer William Khouri said, "The third quarter of this year saw continued growth, as witnessed 
in the first half of 2004, in the earnings stream from our core businesses in asset management, investment and commer
cial banking and in real estate. These strategic investments in our associates and subsidiaries constitute a recurring 
source of significant revenue for the bank. During our silver jubilee year, we are very happy indeed to report that UGB 
is firmly on target to deliver another year of record earnings," he said. 

UGB's total consolidated revenue of $ 72 million in the first nine months of 2004 increased by 8.9 per cent over the $ 
66.1 million recorded in the same period last year. Total consolidated assets as at September 30, 2004 were $1.25 bil
lion, supported by total consolidated shareholders' equity in excess of $265 million. 

Net Inconne of Bank of Bahrain and Kuwait Increases 
The net income of Bank of Bahrain and Kuwait increased to BD 19.02 million for the nine months of 2004 from BD 17.17 
million for the comparable period in 2003. This presents an increase of 11 per cent over the previous period. The net inter
est income has increased to BD 21.70 million in the nine months of 2004 from BD18.68 million for the comparable peri
od in 2003, reflecting a growth of 16.23%. This is primarily attributed towards an increase in the loans and advances port
folio and customer deposits. The loans and advances portfolio increased by 19% from BD606.33 million as on September 
30. 2003, to BD723.22 million as on September 30, 2004. 

The deposit book also showed a significant growth of 13% from BD718.19 million as on September 30, 2003, to 
BD808.36 million as on September 30, 2004. Other income increased from BD15.36 million in the nine months of 2003 
to BD18.74 million in the nine months of 2004 primarily due to higher investment trading income. The growth in net 
income is offset by an increase in provisions against loans and advances portfolio.The bank's results reflected an improved 
return for shareholders, with an earning per share of 34fils for the first nine months of 2004. This is compared to 30fils for 
the first nine months of the last year. 
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BANK NEGARA MALAYSIA GRANTS APPROVAL 
TO ESTABLISH AN ISLAMIC BANK LICENSE TO 
A CONSORTIUM LEAD BY RUSD BANK 

The Board of Directors of RUSD 
Investment Bank, Inc. ("RUSD Bank") 
is very pleased to announce the 
approval received from Bank Negara 
Malaysia granting RUSD Bank-led 
consortium a license to establish a new 
Islamic bank in Malaysia. The investor-
group led by RUSD Bank includes 
established, Middle East based financial 
and investment banking institutions, 
namely Qatar Islamic Bank, and Global 
Investment House. 

Dr. Saleh Jameel Malaikah, the 
Chairman of RUSD Bank said, "The 
approval of the banking license is a sig
nificant milestone for RUSD Bank in its 
efforts to bring together the financial 
strength and Islamic banking experi
ence of reputed Islamic financial insti
tutions of the Gulf Cooperation Council 
("GCC") to the new Islamic Bank to be 
established in Malaysia". 

This initiative is driven primarily by the 
positive business environment in 
Malaysia where Bank Negara Malaysia 
has invested substantial efforts over the 
last 2 decades in promoting and estab
lishing a conducive environment to 
allow Islamic banking and financial 
services to grow and flourish. Bank 
Negara Malaysia has targeted 20% 
assets for the Islamic banking and 
finance in the overall financing sector 
of Malaysia in its Financial Sector 
Master Plan. Malaysia has achieved sig
nificant progress in product develop
ment and transactions in the Islamic 
banking and financial services sector 
and has made important contribution to 
support crossborder Islamic finance as 
well. There is now a wider acceptance 

of Islamic financial products in 
Malaysia and the future prospects are 
very exciting, driven by the positive 
economic outlook for the country which 
shall spur greater demand for financial 
services. 

The new Islamic Bank wil l play its role 
in contributing towards the achievement 
of the 20% target set by Bank Negara 
for Islamic banking assets. The new 
Islamic Bank wil l offer full fledged 
banking services catering to the con
sumer, corporate and institutional cus-

"Jhe approval of the bank
ing //cense is a significant 
milestone for RUSD 6on/c /n 
its efforts to bring together 
the financial strength and 
Islamic banking experience 
of reputed Islamic financial 
institutions of the Gulf 
Cooperation Council 
("GCC") to the new Islamic 
Bank to be established in 
Malaysia". Dr. Saleh Jameel 
Malaikah, Chairmar), RUSD Bank 

tomers, covering both ringgit and non-
ringgit transactions. The new Islamic 
Bank wi l l utilize the latest technology 
for efficient and comprehensive servic
es delivery to its customers. 

Dr. Saleh J Malaikah said, "participa
tion of a wider based investor group 
from the GCC countries, with the 
appropriate capital strength, strong 
credit and risk management expertise 
and a commitment to providing value-
added Islamic financial services wi l l 

provide a strong foundation for the new 
Islamic Bank in achieving its business 
objectives". He also added that "the pro
posed Bank wil l be a befitting vehicle to 
achieve our goal of enhancing the busi
ness and financial collaboration 
between the economies of the Arabian 
Gulf and Malaysia in particular, as well 
as the ASEAN region". 

The consortium is keen to fiirther pro
mote Malaysia as an Islamic financial 
centre and wil l be able to add signifi
cantly to the Islamic banking sector in 
Malaysia with its existing portfolio of 
Islamic products and services. Some of 
the immediate opportunities that the 
consortium banks envisage include 
issuance of Islamic bonds to refinance 
existing conventional loans by capital
izing on consortium's distribution and 
fund raising ability in the middle-east-
em market, facilitating and accelerating 
cross-border transactions and invest
ment banking opportunities between the 
Middle East and Malaysia, increasing 
and channeling investments by consor
tium's middle eastern clients into the 
Islamic Banking sector and the Equity 
markets in Malaysia, and introducing 
new Islamic products similar to those 
launched in the GCC markets such as 
longer tenure savings and investment 
products. 

The participants have been specifically 
active in developing the Islamic market 
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in their respective countries within the 
GCC and have facilitated Bonds & 
Islamic Finance deals, build strategic 
alliances with Investment Grade institu
tions to deliver products with unique 
features. Dr. Malaikah, while explain
ing the strategy for the new Bank, said 
"our bank wil l seek to establish broader 
Shariah compliant, business and finan
cial linkages between the GCC and 
Malaysia in target sectors that include 
healthcare, higher education, water and 
wastewater treatment, oil and gas, 
agro-based and food manufacturing 
industry, biotechnology, and Tourism, 
among other opportunities. 

The consortium for the new bank com
prises of institutions representing differ
ent countries within the GCC, thus 
bringing together broader spectrum for 
enhancing trading and financing activi
ties between the GCC and Malaysia. 
The partners in the consortium include 
RUSD Investment Bank, Qatar Islamic 
Bank and Global Investment House, 
who are committed to help the 
Malaysian Government through the 
new Bank in its efforts to develop the 
Islamic banking and finance industry 
within Malaysia. 

Managing Director of RUSD, 
Naseeruddin Khan specifically praised 
BNM's efforts on this occasion in facil
itating foreign participation in the econ
omy of Malaysia and quoted RUSD 
Bank's example and its contribution in 
Malaysia's efforts. He said RUSD was 
registered in Labuan as an off-shore 
investment bank just two years back 
and within this short period has suc
ceeded in bringing foreign direct invest
ment to Malaysia through participation 
in the new Islamic Bank. 

Qatar Islamic Bank (QIB), another part
ner in the consortium wil l be the major 
shareholder in the new Islamic Bank. 
QIB is the fourth largest Islamic bank 
with an extensive network of branches 
in the State of Qatar, and investments 
spread over throughout the MENA 
region. QIB's background and expertise 
in Islamic commercial banking and 
financial products wi l l provide the new 
Bank with base to establish itself in the 
Malaysian financial industry and con
tribute to the healthy competition of 
Islamic banking and finance in the 
region. Global Investment House from 
Kuwait, which is the third partner in the 
new Bank consortium brings with it 

vast experience in investment banking 
and equity research. Global, which very 
recently got listed on the Bahrain Stock 
Exchange besides KSE, has been 
specifically active in developing the 
Islamic market in Kuwait and has acted 
as lead manager for Bonds & Islamic 
Finance deals. Global has managed to 
build strategic alliances with 
Investment Grade institutions to deliver 
products with unique features, which 
are available in the Islamic finance mar
ket mainly on the wholesale level. In 
that regard, Global Investment House 
has succeeded in lead managing & rais
ing finances under the Islamic Shariah 
in excess of UD 450 million. 

The grant of new Islamic Bank license 
to RUSD lead consortium wi l l be a pos
itive addition to the existing Islamic 
banks in Malaysia and wi l l help bring
ing in foreign investment to comple
ment economic growth of the country 
and in increasing bilateral trade 
between the GCC and Malaysia. The 
consortium is confident to be instru
mental in playing a significant role in 
achieving BNM's target for the Islamic 
banking sector. 

New Horizon SUBSCRIPTION 
Standard Annual Subscription for UK, Pakistan, Bangladesh, India, and Africa: £55 
Standard Annual Subscription for Rest of the World: £75 
Please print Cleary in Capital Letters 

Name 

Position 

Company _ „ _ 
Address 
City Postcode 
Country 
Telephone Fax 
Visa • Master Card • American Express • 

Card No /:[__': JLJL_J:__J LjLJLJLJ Expiry date (dd/mm/yy) 

• I Year (12 issues) 
• I Year (12 issues) 

Cardholder's name Signature 

I enclose a banker's draft or cheque of £ (Pound Sterling). Please make your banker's draft or cheque drawn 

on a British bank payable to T h e Institute of Is lamic banking and Insurance , London 



ISLAMIC SHARIAH 

SHARIAH COUNCIL FINALIZES UNIFIED 
STANDARDS FOR ISLAMIC BANKING 

The global Islamic banking industry 
and financial institutions have entered 
into a new era of progress and develop
ment, thanks to the Shari'ah Council for 
its rigorous efforts to finalize unified 
Shari'ah standards for this rapidly grow
ing segment of the banking industry 
worldwide. 

The council at the Accounting and 
Auditing Organization for the Islamic 
Financial Institutions (AAOIFI), head
ed by Justice (retired) Mohammed Taqi 
Usmani, has developed over 20 basic 
Shari'ah standards with an active partic
ipation of Islamic banks and financial 
institutions worldwide. 

This is the second groundbreaking 
achievement for the Bahrain-based 
AAOIFI, the only organization which 
enjoys the full backing the global 
Islamic banking industry for bringing 
diverse Shari'ah opinions to universally 
acceptable standards. The chairman of 
AAOIFI Shari'ah Council, who is in 
Bahrain to address and attend the fourth 
annual conference of Shari'ah Boards at 
the Islamic financial institutions, said in 
an interview that all major Islamic 
banks and institutions have representa
tion in the Shari'ah Council. 

Usmani presented an important paper 
on "e-use of Musharka in Islamic banks 
and financial institutions" in addition to 
his role as an expert during all major 
sessions of the conference. "We have 
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witnessed a lot of difficulties in the past 
as every bank has its own Shari'ah 
board. 

"Hence, there have been differences of 
opinion among Islamic financial institu
tions on the interpretation of Shari'ah 
principles. This is the first time in the 
34-year history of Islamic banking that 
all major players have jointly developed 
the Shari'ah standards that w i l l be 
acceptable to everyone," he said. 

Th/s is the second ground
breaking achievement for 
the Bahrain-based AAOIFI, 
the only organization which 
enjoys the full backing the 
global Islamic banking 
industry for bringing diverse 
Shari'ah opinions to univer
sally acceptable standards. 

"We have seen that AAOIFI's account
ing and auditing standards were suc
cessfully implemented by the Bahrain 
Monetary Agency in the Kingdom. 
Now, at the second stage, the council 
has already finalized the draft of the 
unified Shari'ah standards, and shortly 
these standards wi l l be made available 
to Islamic banks and financial institu
tions for implementation," Usmani said. 

Talking about the size of the council, he 
said that it has 15 founding members. 
A l l eminent scholars and Islamic jurists 

from various countries are represented 
on the council. "Broadly speaking, there 
has been consensus among the scholars, 
say, on nine-tenths of Shari'ah-related 
issues, and now, with the introduction 
of unified standards, the 10 per cent dis-
puted-opinion issue w i l l also be 
resolved forever." 

Usmani, who headed the highest 
Shari'at court in Pakistan for many 
years, said that the State Bank of 
Pakistan (SBP) has been very support
ive to the Islamic banking industry as 
part of its strategy. "We have seen many 
new banks in Pakistan and the SBP has 
even allowed the existing banking insti
tutions to offer Islamic bank products 
and services through designated win
dows and dedicated branches." 

Referring to the 9/11 phenomena and 
the Western media's bias against the 
Islamic banking industry, he said that 
Islamic banks and financial institutions 
have nothing to do with any terrorism. 

"Islamic banks and financial institutions 
were established in 1970s to create a 
banking segment based on strict 
Shari'ah principles and, since then, we 
have not seen any violation by institu
tions working under this umbrella. 
There is not an iota of truth in the cam
paign unleashed by the media after the 
unfortunate incidents of 9/11," Usmani 
said. 
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BAHRAIN ISLAMIC BANK 
RECORDS ROBUST GROWTH 

The Bahrain Islamic Bank (BIB) 
recorded robust growth in its net prof
itability in 2003 on the back of strong 
investment income. In first half of2004, 
the bank continued its positive momen
tum, according to a Kuwait-based 
Global Investment House report. 

Global had recommended a price target 
of 286 fils for the stock in October 
2003, when the stock was trading at 250 
fds. Since then the stock moved as per 
expectations and reached its peak of 
336 fils on Oct. 11, 2004.According to 
the Global report, the bank needs to 
enhance its income from the core bank
ing activities and not to rely solely on 
investment income which is volatile in 
nature. Based on the fiindamentals and 
future growth plans of BIB, the report 
said, the stock is presently reasonably 
valued. 

Among the key strategic initiatives 
undertaken by BIB in the past one year 
was the management restructuring exer
cise it carried out. Recently, BIB 
appointed Yousif Saleh Khalaf as the 
new CEO of the bank after the resigna
tion of Adnan Ahmed Yousif 

In addition to this, BIB appointed four 
assistant CEOs who wi l l each oversee 
one of the four divisions namely credit, 
operations, international banking and 
retail & branch operations. The bank 
has further plans to upgrade its infra
structure and has allocated $3 million 
for IT development. BIB is in the 
process of implementing the core bank
ing systems and selection of vendor for 
the same is already in process, the 
report said. The low interest rate regime 
prevalent in 2003 had a negative impact 

on the profit sharing income of BIB. In 
addition, BIB had to confront the sub
stantial decline in the return on interna
tional commodities Murabaha in both 
dollar and Dinar terms. Despite that 
BIB was able to increase its profit shar
ing income, though marginally by 1.1 
percent to BD5.28 million in 2003. 

However, due to the restructuring of its 
liabilities, the depositors' profit sharing 
expense declined at a much higher rate 

The management is exceed
ingly focused on its retail 
and corporate banking 
strategies. The bank is look
ing for expansion in the 
domestic markets to shore 
up its retail capabilities. As 
per the bank's five-year plan 
the bank is targeting at least 
15 branches by the end of 
2007. 

of 25.5 percent to BD1.56 miUion over 
the same period. The net result was that 
the net profit sharing income scaled up 
by an impressive 18.9 percent to 
BD3.73 million in 2003. 

In first half of 2004, the bank continued 
its positive momentum it witnessed in 
2003. The net profit sharing income of 
the bank increased by 7.2 percent to 
BD1.83 million over the corresponding 
period of the previous year The non-
interest income of the bank surged by 
80 percent to BD3.06 million. 
Investment income remained the major 
contributor to the total non-interest 
income and it contributed 78 percent or 
BD2.84 million to the total non-interest 

income. The operating expenses of the 
bank increased by 11.3 percent to 
BD2.21 million. 

The overall result was that the net prof
it of the bank scaled up by a whopping 
100 percent to BD2.72 miUion. In first 
half of this year, total assets of the bank 
increased by 7.16 percent to BD248 
million over the 2003-end level. Net 
receivables to customers showed mod
est improvement of 3.5 percent to 
BD 168.4 million while non-trading 
investments jumped by 6.8 percent to 
BD51 million. On the liability side 
unrestricted investments accounts 
inched up by 6.9 percent to BD 170.5 
million. 

The management is exceedingly 
focused on its retail and corporate bank
ing strategies. The bank is looking for 
expansion in the domestic markets to 
shore up its retail capabilities. As per 
the bank's five-year plan the bank is tar
geting at least 15 branches by the end of 
2007. The outlook for BIB continues to 
be optimistic, and the strong growth to 
continue throughout 2004. However, in 
the longer term perspective, the report 
said, the bank needs to enhance its 
income from its core banking activities. 
High dependency on investment income 
doesn't bode well for the bank. 

16 N e w H o r i z o n November 2004 Ramadan / 4 2 5 



N E W S MONITOR 

Bahrain 

FI IB Announces Acqui r ing 
Substantial Interest in 
French Company 

The Bahrain based First Islamic 
Investment Bank (FIIB) has announced 
that the bank and its co-investors have 
acquired a substantial interest in VGC 
S.A. (Vogica), a retailer and wholesaler 
of kitchens and bathrooms in France. 
FIIB did not disclose the total transac
tion value but intends to place approxi
mately 45 million Euro of the transac
tion with its investors. Bank of Ireland, 
in its first sole lead-arranged transaction 
in France, provided the entire financing 
package, which consisted of acquisition 
and working capital facilities. Vogica 
operates a network of 28 company-
owned stores and nine exclusive distrib
utors that sell fitted kitchens and bath
rooms directly to end customers under 
the Vogica brand name. 

A t i f A. Abdulmalik, FIIB's Chief 
Executive Officer, said, "The Vogica 
transaction completes the establishment 
of First Islamic's presence in Europe, 
following two years of significant 
investment in the development of our 
franchise there. Al l three of our busi
ness lines - real estate, asset-based and 
corporate investment - are now generat
ing diverse investment opportunities in 
the European market for our investors. 
We have now completed transactions 
worth in excess of $2 billion in the 
European market, and our operations 
and investment activities continue to 
grow." 

Egypt 

FIB launches Mutual Fund 

The Faisal Islamic Bank of Egypt and 
EFG-Hermes has announced the launch 

of Faisal Islamic Bank of Egypt Mutual 
Fund. The fund, which wi l l be managed 
by Hermes Fund Management, is the 
first Egyptian Islamic fund to invest in 
Shariah compliant companies. A l l 
investments of the Fund have to con
form with the investment policy and 
restrictions specified by the Sharia 
Supervisory Board of Faisal Islamic 
Bank of Egypt. 

Moreover, the fund seeks growth of 
capital while maintaining a moderate 
level of risk in order to preserve invest
ed capital. The fund also aims at distrib
uting a semi-annual dividend to unit
holders. The fund's initial size amounts 
to EGP 50 million distributed over 
500,000 certificates with a par value of 
EGP 100. The minimum subscription in 
the fund is EGP 1000 and subscription 
is open to both institutional and retail 
investors for adults and minors. 

Moreover, the fund introduces a new 
system for financially supporting 
orphans whereby investors may invest 
in the name of a specified orphan. The 
investor can obtain complete informa
tion about orphans from Faisal Islamic 
Bank of Egypt. The certificates wi l l be 
purchased in the name of the orphan 
and all distributed income wi l l be paid 
into the orphan's account. At the age of 
21, the orphan is free to sell or purchase 
additional certificates i f he wishes to do 
so. 

Investors may subscribe in the fund at 
Faisal Islamic Bank of Egypt and all its 
branches in addition to all offices of the 
National Post Office. Subscribers may 
redeem part or the fii l l value of their 
certificates weekly at bank branches or 
the post office at which they subscribed. 

The Fund was issued by Faisal Islamic 
Bank of Egypt, the leading Islamic bank 
that was established in 1979 as the first 
commercial Islamic bank in Egypt with 
the goal of instituting an integrated and 

advanced banking system while adher
ing to Islamic Shariah principles. 

Hermes Fund Management (HFM), the 
manager of the Fund, is one of the first 
fund management firms to be estab
lished in Egypt. The company is also 
one of the largest fund management 
firms in terms of asset under manage
ment. HFM currently manages five 
Egyptian mutual funds which are the 
funds of the Bank of Alexandria, 
Banque du Caire, Egyptian American 
Bank, Egyptian Gulf Bank and 
American Express Bank. 

Malaysia 

Affin Bank to Bolster Islamic 
Bbanking Ops 

AFFIN Bank Bhd aims to strengthen its 
Islamic banking operations following 
Bank Negara's decision to award the 
last two Islamic banking licenses to for
eign banks recently, said chief execu
tive officer Datuk Abdul Hamidy Abdul 
Hafiz. 

"We cannot disclose our strategy for the 
time being. However, we are always 
looking for new ideas, including part
nerships, to compete in the sector," he 
told reporters after a zakat contribution 
ceremony in Kuala Lumpur. Abdul 
Hamidy said that recent developments 
had offered a lot of opportunities for the 
Islamic banking sector and the compa
ny's decision to strengthen its opera
tions was timely. 

Bank Negara has awarded the remain
ing two foreign licenses to operate full-
fledged Islamic banks in Malaysia to 
Saudi Arabia's Al-Rajhi Banking & 
Investment Corp and a consortium led 
by Qatar Islamic Bank. Prior to that, 
the central bank had awarded an Islamic 
banking license to Kuwait Finance 
House. 
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Saudi Arabia 

Islamic F inancing 
Agreements Signed 

The Samba Financial Group and Saudi 
Hollandi Bank announced the signing 
of the Islamic financing agreements 
with Gulf Farabi Petrochemical 
Company Ltd. at a ceremony held here 
recendy. 

This Islamic fmancing is to finance 29 
percent of cost for its N-Paraffin (NP) 
and Linear Alkyl Benzene (LAB) proj
ects, which are being constructed at 
Jubail Industrial City. The aggregate 
capital cost of the project is estimated at 
SRI.22 billion. 

The project is expected to be commis
sioned by the first quarter of 2006. 
Samba was represented at the signing 
ceremony by Tirad Mahmoud, general 
manager, corporate and investment 
banking group, and Mousa A l Mousa, 
corporate and investment banking 
group Eastern Region head of Samba 
Financial Group. 

Saudi Arab ia Approves 
Launching of Al-Bilad Banks 

The Council of Ministers has formally 
approved the launch of SR3 billion A l -
Bilad Bank, Saudi Arabia's 11th com
mercial bank, paving the way for an ini
tial public offering of shares. The 
Cabinet in its recent meeting approved 
the setting up of Al-Bilad, an Islamic 
bank created through the merger of 
eight money exchangers, the Saudi 
Press Agency reported. 

The Cabinet approved a proposal made 
by the commerce and industry minister 
on Hcensing the establishment of a 
Saudi joint stock company named A l -
Bilad Bank. Al-Bilad is expected to 

float 30 million shares worth SRI.5 bil
lion ($400 million), or half the new 
bank's capital, at the rate of SR50 per 
share within a month after a royal 
decree licensing the bank. 

On June 7, the Cabinet gave the initial 
approval to launch the bank. The move 
came after the government licensed 
three major international 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. 

Singapore 

O C B C Raises Bar for Islamic 
Banking 

The new opt-in service allows Muslims 
to pay their zakat, an obligatory reli
gious tithe, automatically from their A l -
Wadiah savings or current accounts to 
the Islamic Religious Council of 
Singapore (Muis). With the exact calcu
lation done by the bank, it takes away 
the complexity of manual number 
crunching and annual trips to Muis, 
which redistributes the zakat funds to 
the less privileged. 

The automated payment service, a first 
in Singapore, is not even available in 
Malaysia, where OCBC has a strong 
foothold in Islamic banking. Describing 
this as a "first phase" of more Islamic 
banking products unveiled by OCBC, 
its head of consumer portfolio manage
ment Lee Ee Ling said that the "time is 
ripe" to grow its Islamic banking arm, 
which was launched in 1998. 

Despite the lack of awareness and 
demand in these services, even among 
Muslims themselves, there has been 
"more conversations about Islamic 
banking in recent months", she said, 
alluding to Singapore's ambition to 
attract and manage Arab wealth. Some 

high net-worth Bruneians, Malaysians 
and Arabs from the Middle East are 
already customers of OCBC, said Ms 
Lee. 

But domestically, its Islamic banking 
arm has had a slow start, with only 
2,000 Al-Wadiah accounts, split 
between individuals (70 per cent) and 
businesses (30 per cent), contributing 
total deposits of above $20 million. 
OCBC also wants to tap the experience 
of its Malaysian branches, which offer a 
fuller suite of Islamic banking products, 
with deposits of RM$1.2 billion ($531 
million). It also plans to send direct 
mailers to all Muslim households in 
Singapore and hold educational talks at 
the grassroots and mosques to raise 
awareness. 

United Arab Emirates 

A M L A K C o m m i t s 5 million 
Euro to F i rs t Is lamic 
Investment Bank 

A M L A K Finance PJSC, the property 
finance pioneer and innovator in 
Islamic finance, has committed 5 mil
lion Euro to First Islamic Investment 
Bank's (FIIB) latest Euro Sukuk. 
A M L A K is co-arranger to the 75 mil
lion Euro First Islamic Registered 
Aman Euro Notes (Euro FIRSAN) 
issue, and its involvement further con
firms its determination to diversify into 
new markets and sectors to build on its 
growing business. 

AMLAK's involvement in the Sukuk 
shows the further strengthening of its 
capabilities in the corporate and institu
tional finance area. Earlier in April, 
A M L A K contributed $3 million to a 
syndicated facility for Sudatel, and fol
lowed up with its participation in a syn
dicated facility for Zorlu Linen along
side other leading Islamic finance insti
tutions. 
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"We are very pleased to support the 
First Islamic Investment Bank's expan
sion into the European market vv̂ ith our 
participation in EuroFIRSAN," said 
Mohammed Al i A l Hashimi, AMLAK's 
Chief Executive Officer "Our involve
ment as co-arranger confirms our 
pledge to diversify into new business 
markets and shows our growing 
strength as one of the region's leading 
Islamic financial institutions." 

"The overwhelming response to 
EuroFIRSAN confirms that investors 
are hungry for good quality Shari'a 
compliant investment opportunities," 
observed A l Hashimi. "We believe that 
our own forthcoming Sukuk, lead 
arranged by HSBC Amanah, wi l l add to 
the number of quality Islamic invest
ments in the market and serve to boost 
liquidity." 

Increase in number of non-
Muslims seeking Is lamic 
financing products 

The number of non-Muslims seeking 
Islamic financing products is fast 
increasing as they stand to obtain better 
rates than from conventional baking 
products, according to Abdullah A A l 
Shamsi, vice-president of sales at Dubai 
Islamic Bank (DIB). A l Shamsi said 
that DIB has the whole range of Islamic 
products to substitute the personal loans 
offered by the conventional banks and 
these are preferable to personal loans on 
rates. 

"Our Ijara financing covers financing of 
education, tourism, training, buying 
household durables, or for that matter, 
anything that do not defy Islamic val
ues," A l Shamsi said. He said DIB is in 
the process of simplifying the financing 
processes in order to speed up the 
financing deals. "Today, our bank can 
process an auto loan in less than 10 
minutes instead of 45 minutes or an 

hour, which used to be the case earlier, 
because we have shifted the processing 
part on to electronic channels." A l 
Shamsi said a DIB customer can apply 
for an auto financing through his mobile 
phone or PC and the delivery of the 
vehicle wi l l be handled accordingly. 

The bank is also working on a card sys
tem with Visa International in a move to 
offer the bank's customers the comfort 
of a credit card. DIB, which already has 
a charge card as part of its product 
range, wi l l soon come out with a new 
card which wi l l give the comfort of 
deferred payments for the card users. 

"This wi l l certainly not be a credit card, 
but wi l l have the features and comfort 
of a credit card," A l Shamsi said. There 
has been substantial growth in deposits 
with Islamic banks in the last couple of 
years. 

"Not only that the Islamic banks offer 
very attractive rates on its financing 
products, but the profit rates given to 
the investors are also much higher than 
the interest paid to their depositors by 
the conventional banks." 

Growth in deposits with Islamic banks 
in recent times has been higher than at 
any other time. This is more because 
non-Muslims have started dealing with 
Islamic banks purely for commercial 
reasons, according to banking experts. 

A b u Dhabi Is lamic Bank 
Suffers Drop of Profit 

Abu Dhabi Islamic Bank (Adib) suf
fered a drop of 6 per cent in its nine-
month net profit to Dh77.5 million from 
Dh82.5 million as at the end of last 
month. 

A statement from the bank explained 
the drop occurred because the fee 
income recorded during the third quar

ter of 2003 had an exceptional fee 
income that did not repeat itself in 2004. 
But assets improved 25 per cent from 
Dh8.676 billion to DhlO.849 billion 
during this period, even as the deposits 
recorded a handsome 38 per cent 
increase from Dh6.094 billion to 
Dh8.416 billion. 

Shareholders' equity also grew from 
Dhl.376 billion to Dhl.430 billion, up 
four per cent. Operating income 
advanced to Dh247 million from Dh209 
million while operating expenses 
showed a relatively higher growth of 27 
per cent as they went up from Dh93 
million in 2003 to Dhl 18 million during 
the corresponding period in the current 
year. 

Dubai Launches $750 million 
Islamic Sukuk A l Ijara Issue 

The Government of Dubai, acting 
through the Department of Civi l 
Aviation (DCA), formally launched a 
$750 million Islamic Sukuk A l Ijara 
issue to part fund the $4.1 billion devel
opment of Dubai International Airport. 
The issue was launched at the Dubai 
investor presentation held at Emirates 
Towers. This is the largest sukuk issue 
in the history of Islamic banking. 

The presentation signaled the start of 
the road-show, which wil l move on 
from Dubai to other countries including 
Bahrain and Kuwait. 

DIB, which is acting as the Mandated 
Lead Manager, wi l l also be one of the 
joint book-runners alongside Citigroup 
and HSBC. The issue is fiilly underwrit
ten by a six-member group of banks 
including the three book-runners. Gulf 
International Bank, Kuwait Finance 
House and Standard Chartered Bank. 
The issue is expected to be listed in 
Luxembourg and on the Dubai 
Financial Market. 

N e w H o r i z o n N o v e m b e r 2004 Ramadan 1425 19 



NEWS MONITOR 

Speaking at the investor presentation, 
Shaikh Ahmed Bin Saaed A l Maktoum, 
Chairman of Emirates Group and DCA 
President, hailed the issue as a land
mark transaction and stated Dubai had 
taken a conscious decision to opt for 
Islamic fmancing. 

"What better way to channel the liquid
ity in the region than to deploy it in 
local projects. The Islamic banking sec
tor has been progressing at a direction 
when considering Dubai's funding 
requirements. Naturally, we are proud 
and delighted to have been awarded the 
mandate to lead manage this issue," said 
Dr Mohammed Khalfan bin Kharbash, 
UAE Minister of Finance and Industry 
and Chairman of Dubai Islamic Bank 
(DIB). 

DI IC Launches Haj/Umrah 
Takaful Passport Schenne 

The Dubai Islamic Insurance and 
Reinsurance Company (AMAN) has 
launched a unique range of policies to 
meet the seasonal need of Haj and 
Umrah pilgrims. 

AMAN's Sharia'a compliant Haj/Umrah 
Takafial Passport policy offers cover 
against accidental death or injury during 
Haj and Umrah, with compensation ris
ing to RS50,000. A M A N launched its 
innovative product at a special meeting 
with bank officials, Islamic financial 
institutions, and private companies. 

A M A N took this initiative to meet the 
seasonal surge in demand for Umrah 
services at this time of the year. The 
Takaful insurance was certified by 
AMAN'S Board of Fatwah and Shariah. 
Besides cover for accidental death, the 
A M A N policy wi l l also pay out up to a 
limit of RS50,000 to meet the cost of 
treatment for serious injury suffered on 
Haj or Umrah. 

The policy covers incidents anywhere 
in the Kingdom of Saudi Arabia and 
first class private hospitals have already 
been contracted by A M A N to provide 
medical services in Jeddah, The Holy 
City of Mecca and Medina. Hussain A l 
Meeza, Managing Director of A M A N , 
said: "The Haj/Umrah Takaful Passport 
is one of the most satisfying of our 
modem Islamic Takaful products. 

" A M A N is proud to launch this product 
during Ramadan, especially since the 
objective is to serve society and draw 
on the policy's socio-Takaful values to 
help pilgrims avoid danger during Haj 
and Umrah." 

Jihad Feitrouni, AMAN's General 
Manager, said: "We keep a close check 
on the UAE insurance market to make 
sure we are in tune with its needs. The 
company has thrived in the developing 
Islamic insurance sector by creating 
unique products and top quality servic
es." Cover can vary from a week to two 
months, as required. The policy can be 
applied for from A M A N directly, certi
fied banks, and Haj and Umrah cam
paign organizers. 

DIB Reports 30 Percent in 
Nine-Month Profit 

Dubai Islamic Bank (DIB) has reported 
a nine-month net profit including 
depositors' profits of Dh710 million 
compared with Dh544 million in the 
same period last year, a 30 per cent 
increase. The bank's assets at the end of 
September rose to Dh28.1 billion, a 24 
per cent increase compared with 
Dh22.6 billion a year ago. Total revenue 
was Dh952 million, up from Dh677 
million an increase of 40 per cent. 

Customer deposits continued its strong 
growth, rising 22 per cent to Dh24.4 bil
lion at the end of the third quarter com
pared with Dhl9.9 billion. 

The value of the bank's investment and 
financing portfolio rose by 30 per cent 
to Dhl5.4 billion from Dhl 1.8 billion. 
Dr Mohammad Khalfan Bin Kharbash, 
UAE Minister of State for Financial and 
Industrial Affairs and DIB's Chairman, 
said, "The continuing growth of the 
bank's profits and assets and the size 
and diversity of its operations are the 
bank's strengths. Its well-defined strate
gy of broadening its appeal to cus
tomers and corporate clients has clearly 
paid off and the positive effect of this 
can be seen on its profits and perform
ance to date." 

DIB had consolidated its position as a 
global leader in Islamic finance and 
would continue to rise to greater heights 
by implementing innovative and effec
tive banking strategies in the organiza
tion. 

D I B to Launch Competit ive 
C a r Financing Plan 

The Dubai Islamic Bank is launching 
one of the country's most competitive 
car financing plan during Ramadan- a 
3.70 per cent Murabaha financing 
scheme that comes with an extremely 
competitive insurance rate combined 
with a value added free A A A member
ship road assistance. 

This new offer is expected to attract a 
large number of potential car buyers all 
over the Emirates especially that DIB is 
said to be the leader in the car financing 
industry in the UAE. This shows our 
commitment to provide the best possi
ble solutions for our customers" 
Abdulla A l Shamsi, Vice President 
Sales, DIB said. 

DIB guarantees total customer satisfac
tion, ensuring the customer that he/she 
has made the right decision. With no 
down payment, competitive profit rate, 
insurance and service finance DIB's car 
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purchase procedures are fast, conven
ient and easy. Once finance details are 
agreed, the banlc proceeds to buy the 
vehicle and then resells it to the cus
tomer in monthly installments with no 
hidden costs or penalties. 

Throughout the promotion, extending to 
the end of Ramadan, customers can 
visit any of DIB's four car showrooms 
(Emirates Trade Centre) to obtain infor
mation about the latest models available 
taking advantage of the bank's special 
fmancing package. Customers also have 
the option of visiting one of DIB's many 
branches across the UAE or talking 
with one of the sales representatives in 
the dealership show rooms. 

Islamic Stocks Overvalued 

The way the Islamic stocks behave on 
the stock markets of the UAE in relation 
with their earnings points to the fact that 
these stocks are either overvalued or are 
in heavy demand compared with con
ventional stocks. 

I f price earnings ratio (PE) is any yard
stick to measure the valuation of listed 
stocks, the Islamic stocks are overval
ued by at least three times on an aver
age, compared with the market average 
of the UAE stock markets, analysts 
said. "UAE stock markets have only 
around five Islamic stocks listed on 
their bourses against close to 30 general 
stocks. It is a fact that the demand for 
Islamic financial products is increasing 
on all fronts," said a broker at a leading 
brokerage firm. 

While the UAE market's average PE is 
estimated to be around 17 as of August 
end, that of the Islamic shares Abu 
Dhabi Islamic Bank (Adib), National 
Bank of Sharjah (NBS), Dubai Islamic 
Bank (DIB), Amlak Finance and Dubai 
Islamic Insurance Co (Aman) is close to 
50. 

Amlak Finance, the mortgage finance 
arm of Emaar Properties, has posted a 
net profit of Dh30 million last week. 
With a market price of about Dh2.85, 
the share works out a fresh price/eam-
ings (PE) ratio of close to 50. 

Further, given the current market price 
of Dh40, Dubai Islamic Insurance 
(Aman) enjoys a PE ratio around 80. 
The average PE for the Islamic compa
ny shares listed on the UAE stock mar
kets is somewhere close to 50 as at end-
August. "This can only have gone up 
since then," the broker said. 

However, some analysts view this as the 
reflection of heavy demand the Islamic 
stocks command in the UAE's capital 
market. There has been a spurt in the 
issue of Islamic bonds (Sukuk) in recent 
times. Besides, several Islamic fmanc
ing deals are taking place in the banking 
sector, too. 

Even the blue chip government-owned 
company like Emirates airline has 
increased its Islamic fmancing portfolio 
manifold compared with the previous 
years. "Everywhere, there has been an 
increasing demand in the Islamic finan
cial services in the last three years and, 
in the last two years, three conventional 
financial institutions got converted into 
Islamic entities," Mohammad A l i A l 
Hashemi, chief executive officer of 
Amlak Finance, said. 

E I B Becomes Operat ive 

The Emirates Islamic Bank (EIB), the 
erstwhile Middle East Bank (MEB), has 
been reported to have become opera
tional as an Islamic bank from October 
16 last. The bank, which is a fully 
owned subsidiary of Emirates Bank 
Group (EBG), has already shifted its 
head office to a new building near 
Dubai Chamber of Commerce and 
Industry. 

EIB wi l l have also an additional branch 
close to the head office in Deira, taking 
the total number of branches from nine 
to 10. The branch network is in for an 
expansion and a couple of branches 
may be relocated in order to have repre
sentation in new locations. 

The bank is already participating in 
major sponsorships as part of a cam
paign. It has participated in a few 
Islamic financial deals locally and 
regionally, even before its official com
mencement of operations as an Islamic 
bank. There are a couple of other deals, 
which are in the pipeline. EIB is the 
third conventional financial institution 
in the UAE to be converted into an 
Islamic entity. 

A b u Dhabi C o m m e r c i a l 
Bank Introduces All-in-1 

As part of its drive to introduce new 
products and upgraded facilities, Abu 
Dhabi Commercial Bank (ADCB) has 
introduced a new All- in-1 current 
account with numerous benefits. 

For only Dh30 per month, customers 
wil l be able to maintain a zero-balance 
account and benefit from regular over
drafts, insurance products and a medical 
card. They can also access the branch 
for up to 10 transactions per month. 
However, as part of a special promo
tion, people applying before December 
wil l be able to obtain an unlimited num
ber of transactions. In addition, the con
tact centre wi l l always be available for 
unlimited free telephone banking trans
actions. 

"Our wish is that each customer walks 
away with an unequalled banking expe
rience when dealing with ADCB. 
Developing such products proves our 
constant and unwavering commitment 
to our customers," said Eirvin Knox, 
chief executive officer 
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This current account allows customers 
to use their ATM cards to withdraw cash 
everywhere. Moreover, they wil l get 
other benefits including free life insur
ance, a free medical card and a free 
credit card. 

The medical card provides customers 
with discounts at select clinics, pharma
cies and consultants in the UAE. 
Customers w i l l also receive a free 
membership card with discounts at 
select retail outlets in UAE. 

of Islamic institutions to take care of the 
country's Islamic financing require
ments, which have been growing 15 per 
cent annually. Globally, the Islamic 
banking industry has grown well over 
$250 billion, expanding at a rate of 10 
per cent. 

D I B Ranked W o r l d s Top 
Islamic Finance Deals Lead 
Manager 

The Dubai Islamic Bank (DIB) has been 
ranked the world's top Islamic finance 
deals lead manager — ahead of other 
international and regional institutions 
by Euromoney. The rankings support 
the UAE and Dubai's position as a lead
ing Islamic finance hub, with its institu
tions taking intermediary positions on 
deals valued in excess of any other 
regional finance centre, according to 
Euromoney. 

Recent deals such as the 750 million 
Sukuk for the Government of Dubai 
Department of Civil Aviation and a 
$350 million Ijara syndication propelled 
DIB to the head of the Euromoney rank
ing of mandated lead managers on 
Islamic finance deals. Strong interest 
from the market subsequently saw the 
Sukuk A l Ijara increased to $lbillion, 
from the original $750 million to further 
consolidate DIB's leading position. 

"Competition for mandates, particularly 
between HSBC and Citigroup, which 
are both heavily committed to develop
ing their Islamic finance business, has 
become intense in recent months. The 
newest trend may be towards a greater 
use of regional Arab institutions as lead 
managers. DIB took this role for the 
Government of Dubai Department of 
Civil Aviation bond — the first time a 
wholly Islamic financial institution has 
won such a mandate," said Euromoney. 
Two of the top three highest rated lead 
managers on Islamic finance deals — 

DIB and HSBC Amanah Finance, who 
took a lead on deals totalling $1.1 bil
lion and $1 billion respectively — were 
UAE based. 

Until September — the cut-off point for 
all Euromoney's figures — the global 
sukuk market had grown to nearly 
$3billion and the domestic currency 
market to more than $2 billion. The 
global Islamic sector is believed to have 
reached $300 biUion in assets and is 
growing at more than 10 per cent a year. 

Al-Bilad's founders wi l l have a 50 per
cent stake in the bank. Muhammad & 
Abdullah Ibrahim Al-Subaie Company 
holds the lion's share of 42 percent in 
Al-Bilad Bank while Al-Muqairen 
Money Exchange holds 18 percent, A l -
Rajhi Commercial Foreign Exchange 
16 percent, and Al-Rajhi Trading Est. 
14 percent. 

Other partners Muhammad Saleh 
Sairafi Est. wi l l have a five percent 
stake in the bank while Injaz Money 
Exchange (Yousuf Abdul Wahab 
Niamatullah Company) wi l l hold three 
percent, Abdul Mohsen Saleh Al-Amri 
Est. and A l i Hazza & Partners for Trade 
and Money Exchange one percent each. 
A working committee has been set up to 
prepare for the public offering. A l l 
Saudi banks would participate in the 
process. 

Al-Bilad would open a new era of bank
ing in the country and would support 
the private sector by offering new serv
ices and Islamic banking products. 
Based in Riyadh, Al-Bilad wi l l have 
branches in various parts of the 
Kingdom and wi l l make use of modem 
technology and trained personnel to 
extend quality services. In the first 
phase it wi l l have 30 to 40 branches. 
Saudi Arabia has 10 commercial banks 
with assets exceeding $100 billion, in 
addition to a branch of the Bahrain-
based Gulf International Bank (GIB). 

Dubai Bank to Enter the 
Islamic Banking Sector 

The Dubai Bank, a banking subsidiary 
of Emaar Properties, has decided to 
enter the Islamic banking sector, which 
has been growing faster than its con
ventional counterpart in the UAE. 

"Dubai Bank has made a strategic deci
sion to enter into the Islamic banking 
arena. The management is currently 
evaluating the various opportunities as 
well as the best way of approaching this 
segment," Ziad Makkawi, chief execu
tive, said. He said a decision wi l l soon 
be taken on how this strategy wi l l be 
implemented. A proposal to this effect 
might be taken up at the next board 
meeting, sources added, although offi
cial confirmation was not available. 

The last two years saw three conven
tional financial institutions get convert
ed into Islamic entities. National Bank 
of Sharjah (NBS) was the first such 
iiistitutioii 111 tlie world to usve got 
transformed into an Islamic bank. This 
was followed by Amlak Finance, the 
mortgage finance arm of Emaar 
Properties, and later by the Middle East 
Bank (MEB), when it became Emirates 
Islamic Bank (EIB). 

According to financial experts, the 
UAE does not have a sufficient number 
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