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C O M M E N T 

London Conference Says Accounting 
Challenges Must Be Pursued 

O n first impressions, the Institute oflslamic Banking 
and Insurance's conference on "The Development 
of an Accounting System for Islamic Banking" 

attracted much interest and was a gratifying success. 
IndeeditWAS a success - in that thechallcngcs facing accounting 
procedures and suindards became abundantly apparent. The task 
ahead is indeed enormous. 
It WAS a success also in that the conference gave rise to a number 
of recommendations being adopted, namely: 
* tlie conference lakes place annually, preferably al adiffcrenl 
location. 
* each conference addresses a specific issue on accounting 
and auditing. 
* international auditors, accountants and financial inslitulions 
be urged to participate more actively and to highlight their 
problems when dealing with Islamic banks and financial 
instiuments. 
* more emphasis be given to presentation of case studies 
relating to the problems of accounting and auditing of Ishunic 
financial institutions. 
* and that there should be more training workshops on 
accounting and auditing relating to the accounts of Islamic 
financial institutions. 
It is up to the Institute of Islamic Banking and Insurance and 
financial institutions such as the Geneva-based Dar Al Maal Al-
Islami (DMI) Group and accounting specialists and groups 
within the Islamic banking movement such as the Bahrain-based 
Financial Accounting Orgiuiisation for Islamic Banks and 
Financial Institutions (FAOIBFI) to take up the challenge and 
keep the momentum going. 
The encouraging news that emerged is that the FAOIBFT should, 
within the next two yeitrs, set in motion a system of accounting 
standards for Islamic financial institutions which thcorganisation 
hopes will be adopted by as many Islamic financial institutions 
as possible. 
But one disappointing feature of the conference was the lack of 
input from Western 'practitioners' of Islamic finance or those 
Western bankers and officials who have an interest in Islamic 
finance. If FAOIBFI is to flourish, it has lo broaden its horizons 
to include the above Western interest-groups. After all. Islamic 
banks do not operate in a vacuum and certainly conduct a 
substantial sum of business with conventional banks through 
correspondent banking etc. It would be interesting to sec how 
Western Ixuikers, accountants and auditors i)erceive financial 
reporting standards and anomjilies in Islamic banking. 

Another interesting issue that became apparent is the relationship 

between the Shariah Supervisory Board (SSB' s) and accounting and 
auditing departments - Ix)th internal and external - in Islamic 
financial institutions. 
How are (hey appointed? Are they independent? Are they conversant 
with the complexities of accounting procedure, standards and 
systems? Iliesc were some of the issues raised. 
One distracting impUcation coming from one or two uninformed 
questions - which did concern some Islamic bankers - was the 
question of their integrity. As if they hadsomething to hide - as if they 
were averse to full disclosure of information and transpitrency. This 
is unfortunate since Islamic bankers are on the whole an ethical let 4 
It is incumbent from a Shariah point of view lx)th on Shariah 
advisers aid Islamic bankers to Ix; prudent and honest in their advice, 
vetting and management of an institution's activities. This isimplicit 
inethical banking suchasIsl;imicl-)anking,whichcombincs morality 
with financial management. 

As Professor Trevor Gambling j.x)inted out, the auditing of an 
Islamic bank, given the very nature oflslamic banking, ought to be 
more important than that of a secular bank or business. And it ought 
to be easier to cross-reference and check tnuisactions in Islamic 
finance. After all Islamic biuiking has to wony about the moral and 
financial aspects of accounting. It will be interesting to see how this 
woiks in a well-developed and modem society. 
Another interesting suggestion is the adoption of the practice of the 
Malaysian CenU-al Bank (Bank Negara) of developing one centi-iU 
Shariah Council at the Bank which would serve all the Islamic 
financial institutions in the sector. This is a very practical and 
admirable way to proceed since it does pre-empt problems over 
differences tetween interĵ retation between individual SSBs al 
different commercial biinks. After all, it should be the moneUiryi 
authorities that lead Islamic finance and not individual commercial 
Islamic banks regulating tliem.selves. 
While Malaysia is succeeding in formalising and institutionalising 
Islamic banking into its constituent structures, some speakers seem 
to suggest that the rest of the Muslim world is years behind in even 
contemplating this kind of set up. This smacks of defeatism and 
every effort should be made to familiarise Gulf and other monetary 
officials Mid financial ministers with the Malaysian model. 
There was a general acknowledgement that Shariah advisers should 
havefonnai training in accounting and banking, and Islamicbiuikers 
niusthavesometiaining to familiiirisethem withi7/ana/! principles 
of Islamic finance. Some may say this is an ideal. But for Islamic 
banking tobe really efficacious and to reap its full potential this ideal 
must Ix; tran.slated into reality. And the scx̂ incr the better for the 
Islamic banking movement. More attention lo quality training and 
research and development would go a long way to achieving this 
reality. 
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Harmonising Ethics and 
Standards 

r • Ihere is a great need for 
I the question of morality 

and the need for moral 
factors to be stressed on the 
modern commercial and 
financial mind. It (Islamic 
banking) is going to be a major 
force in the commercial life of 
the world in the years to come'', 
stressed Sir Peter Tapsell, 
British parliamentarian, at the 
Institute (^Iskimic Banking and 
lasurance's May seminar on 
the 'Development of an 
Accounting System for Islamic 
Banking'. 

There are those who would say that 
Thatcherism with which Sir Peter as 
a Conservative Party MP has been 
associated for the last 15 years and 
which is deemed to promote 
individualism as opposed to a 
community or even collective sense 
of care and responsibility, epitomises 
the move away from the moral factor 
in business and banking. Or what 
former Conservative premier Ted 
Heath has called 'the unacceptable 
face of capitalism'. 
Perhaps Sir Peter will take the 
message of ethical business and 
banking backto some of hiscolleagues 
- that it is aUve and kicking and that 
Islamic banking and finance, in 
particular, is currently its mainstay 
globally. While the ethical business 
and banking movement is still very 
much developing in the West, in 
countries such as Malaysia, Pakistan, 
Iran and other Muslim states, it is 
steadily gaining a strong foothold 
which will eventually have profound 
implications for both financial, 
monetary and thus economic 
management in these countries. 

Of course things can and do go wrong 
from time to time, but what last 
month's conference and a number of 
such conferences on Islamic banking 
heldintheMiddleEastandinPakistan, 
confirm is that the momentum is 

gathering a much faster pace and that 
Islamic banking is gaining in acceptance 
especially in its own constituencies and in 
its sophistication. The challenge surely is 
to narrow the gap between Islamic 
economic and banking theory as stipulated 
in the Shariah with its actual practice in 
modem society. 
The gap is closing but perhaps its pace is 
too slow to make any significant impact 
as yet in the fmancial sectors of even 
countries such as Malaysia, where 
regulation and supervision in Islamic 
banking is deemed so strict that executives 
teeter on the edge of demanding danger 
money for taking the risk of being an 
Islamic banker in the country. Section 47 
of the Islamic Banking Act of Malaysia 
and its subsequent amendments prescribe 
imprisonment and hefty fines for 
mismanagement, proven negligence, 
fraud and even glaring errors bordering 
on the incompetent. 
As MustaphaHamat, Manager, Accounts 
Department of Bank Islam Malaysia 
confirms: "Working in an Islamic bank in 
Malaysia is a hazard. It is not a luxurious 
occupation. It is very strict. Under Section 
47, a banker can go to jail simply for 
reporting the wrong figure (albeit by 
mistake) to the Central Bank. The 
disclosure of accounting policy and 
statements is even stricter in Malaysia 
since Islamic banks are subject also to the 
variations of Shariah policy". 
On the specific issue of accounting 
systems, the development of a separate 
one for Islamic finance and banking, as 
Sir Peter Tapsell suggested, could be 
misconstrued as a move away from 
harmonisaUon, the catchphrase in 
international trade and banking. 
But a he rightly pointed out this move 
away from the harmonisation must not be 
seen as "a negative one but seen as a 
positive alternative" to the existing system. 
Harmonisation as many EC negotiators 
will tell you is fine if the playing fields are 
level. But as suggested the Western 
interest-based accrual system of 
accounting cannot be suitable for an 
interest-free Islamic banking and finance 
system. The anomalies are too numerous. 

This does not mean harmonisation is 
not desirable within Islamic banking 
itself. Harmonisation both in the 
system and standards of accounting 
and auditing is essential for Islamic 
banking, which must be taken up not 
only by self-regulating accounting 
organisations but also by respective 
monetary authorities and securities 
commissions. 
The alternative view is that should 
Islamic banking be put into an 
accounting and auditing strait-jacket? 
Why not have diversity since different 
Islamic banks are not necessarily 
comparable due to variations in 
activities and even in Shariah 
applications due to different opinions 
of Shariah Advisory Boards? 
Comparability is a secondary issue. 
At the same time there is a difference 
between an accounting system and 
standards. Perhaps the accounting 
system could be largely similar to the 
existing onebutaccountingprocedures 
and standards could be designed for 
Islamic products, which have to satisfy 
both Shariah and accounting and 
auditing requirements. 
Some commentators such as Professor 
Trevor Gambling suggest that a 
reticence for disclosure especially in 
the Muslim business and banking 
world is "acultural thing". The truth is 
that if there is such a reticence then it 
is more out of convenience than 
culture. For transparency and 
accountability are tenets of the Islamic 
business and banking ethics. The 
Bahrain Monetary Agency (BMA) for 
instance insists that Islamic banks must 
adhere to international accounting and 
auditing standards - both off and on 
balance sheets. It is the responsibility 
of auditors to ensure this. 

Islamic banking's future will depend 
on how effective it is in the modem 
world. Eventually, the consensus at 
least among Islamic bankers, is that 
it will be the normal banking 
business in most of the Muslim 
countries, if not all. 
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Towards An Accounting 
System for Islamic Banking 
At end of May 1994, the London-based Institute of Islamic Banking and Insurance hosted a seminar on the 
development of an accounting system for Islamic banking. The seminar was addressed by Mr Muazzam Ali of the 
Institute and Mr Omar Ali, Chief Executive Officer of the Dar al Maal al Island as well as by a wide range of 
international scholars and bankers. The seminar attracted much attention due to interest in the long overdue Islamic 
accounting standards. Differences between the accounting methods of the various Islamic banks have provided 
sceptics in the Western banking field with a convenient excuse not to take Islamic banking seriously and as long as 
discrepancies exist, there is little sign that attitudes will improve. 

T ^ he first speaker at the 
conference was Dr Trevor 
Gambling, Emeritus Professor 

at the University of Birmingham. Dr 
Gambling left the subject of the forms of 
financial accounting adopted by these 
banks to other speakers, and concentrated 
instead on the Islamization of the account
ing process - with some reference to bank
ing. 

Dr Gambling began by explaining why a 
Christian shouldhaveanything to say about 
Islamic banks, or their accounts. Accord
ing to Dr Gambling, the reason is that a 
Christian should be interested to see how 

Muslims go about achieving morality in 
their financial system, especially since peo
ple the world over are beginning to doubt 
whether the policy of "business is busi
ness" can really guarantee a just society. 
Moreover, in actual fact as Dr Gambling 
pointed out, the Shariah rules for the 
conduct of business are not very different 
from what the Christian Canon Law and the 
Law of Moses say about business morality. 
About 700 years ago. Christian ecclesiasti
cal courts regularly punished business peo
ple for the sin of "usury" which was exactly 
the same as Riba. The only difference 
being that "the rise of capitalism" in Europe 

created so much pressure to do things ' 
otherwise, that the Church eventually gave 
up trying to regulate business. It became 
accepted that business was conducted in 
accordance with secular principles (which 
eventually developed into economic 
theory) and that religion was confined to 
personal morality and belief 

However, according to Dr Gambling, the 
difference is that Islam does not accept this 
conclusion, rather it claims to be able to 
control large scale modem finance. Is
lamic banking, said the Professor, has de
veloped in response to the desire for "more 
ethical" business methods. Presumably 

The morning's speakers: From left to right, Mr Karim, Mr Omar Ali, Sir Peter Tapsell, Mr Muazzam Ali, 
Mr Hamat and Professor Gambling 
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highly-ethical businesses ought to prepare 
highly ethical accounts, but the question is 
whether this means their accountancy meth
ods differ from their secular counterparts. 
In fact. Islamic accounts should be "better" 
accounts, in the sense that most accounting 
problems arise when the business embarks 
on activities that are less than morally-
straightforward. 
Dr Gambling also pointed to potentially 
problematic areas such as convertible de
bentures, where even if the loans were of a 
profit-and-Ioss sharing type (which they 
are not likely to be), a Muslim mightregard 
the arrangement as unsatisfactory. Such a 
decision would be on the grounds that 
whilst everyone is God's regent for their 
earthly possessions, the responsibility of a 
loan-creditor is less extensive than that of 
a shareholder of the company. A Muslim 
might feel that one ought to decide whether 
one was one or the other at the outset, and 
not be able to change mid-stream. 

This applies also to so-calledcapital leases. 
Whilst a secular accountant has to worry 
about the fact that there is a frnn liability to 
pay the balance of the "rent" of such equip
ment for the rest of its life, which is payable 
instantly if the company becomes insol
vent, a Muslim sees the entire arrangement 
as undesirable, given the lack of clarity 
over who owns the equipment. 

Problems arising over aspects of account
ing for entirely moral transactions were also 
highlighted by DrGambhng. These include 
Shariah rules about the treatment of profit 
and losses, recognising a profit or loss, and 
defining income and expenditure, as well as 
the problem of whether the true Islamic 
profit takes account of changing price-lev
els. Since the Shariah lays down rules on 
how assets are to be valued for some pur
poses, namely the calculation of the Zakah, 
income recognition which has gone under 
the title of "Continuously Contemporary 
Accounting" might be used. 
According to Dr Gambling, this method of 
arriving at profit or loss is still only an idea, 
and not a statement of what any Islamic 
bank or other business ought to do, but 
represents his contribution towards some 
future debate as to what sort of accounting 
method might ^ply in an Islamic state. 
Dr Gambling also points to the fact that 
Islamic business (or a non-Muslim activity 
which is ethically managed), might learn 
from British charity accounts and add notes 
to the financial statements as well as pro
vide a very detailed narrative report from 
the trustees. These will show that - in a 
secular business - items of income and 
expenditure are properly ordered, delivered 
and paid-for. Any ethical activity will also 

want to show that its terms of trade, and the 
price charged were "fair"; in addition, it 
will want to be sure it undertook all the 
transactions which it ought to have made, 
and not just those that it was easiest or most 
profitable to do. This kind of information 
cannot be discovered from the accounts 
themselves, and so making the notes and 
managementreports are extremely impor
tant. 
Mustapha Hamat of the Bank Islam Ma
laysia then gave a paper on accounting 
standards for Islamic banks. The aim of the 
paper was to highlight the existing ac
counting standards, such as the Interna
tional Accounting Standard, the Statement 
of Standard Accounting Practice, and the 
Financial Accounting Standard Board. 
Mr Hamat's paper concentated on the fol
lowing standards; Disclosure of account
ing policies; Information to be disclosed in 
financial statements; Accounting for 
Mudarabah and Musharakah financing; 
Accounting forMurabahah financing; Ac
counting for leasing; Accounting for for
eign currency transactions and finally; Ac
counting for the provision for bad and 
doubtful financing. 
In concluding Mr Hamat noted that the 
flexibility allowed by accounting conven
tions and the Shariah, in adopting differ-

The afternoon's speakers: From left to right, Mr Hassan, Mr Badawi, Mr Brahimi, Mr Shihadeh, Mr Janahi 
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ent accounting methods for the treatment 
of certain accounting issues, leads to dif
ferent results presented in the financial 
reporting.Therefore.unlessproper disclo
sure with regard to the issues, the underly
ing Shariah principles, and the account
ing methods adopted is made, the informa
tion contained in the financial statement 
will not be useful for the comparison of the 
performances of different Islamic banks. 
Insufficient disclosure of the underlying 
Shariah principles will also subject the 
Islamic banks' activities to a lot of ques
tions with regard to their adherence to 
Islamic principles. 
The next speaker was Dr Gambling's co
author, Dr Rifaat Ahmed Abdel Karim of 
the Financial Accounting Organisation of 
the Bahrain-based Islamic Banks and 
Financial Institutions speaking on fman
cial reporting by Islamic Banks. 
Dr Karim began by pointing out that since 
Islam does not recognise any separation 
between economic and spirihral affairs, 
the objective of an Islamic bank is to 
conduct its business transactions in ac
cordance with the Shariah principles, 
which are the foundation of Islamic law. 
And to assure customers that their busi
ness and accounting transactions is in ac
cordance with the Shariah, almost every 
Islamic bank employs in-house rehgious 
advisers, commonly known as a Shariah 
Supervisory Board (SSB). 

In general, any SSB aims to design and 
improve the bank's contracts for its basic 
activities, participate with the extemal au
ditor and the management of the bank in 
setting the bank's accounting policy on 
issues which are not covered by the ac
counting standards enforced in the coun
try, vet the suitability of the bank's busi
ness transactions, and issue a report at the 
end of the financial year to assure custom
ers that the bank's financial dealings are in 
compliance with the Shariah. 
However, as Dr Karim pointed out, al
though the role of SS B may mean credibil
ity for Islamic banks, it has resulted in a 
variety of accounting practices for the 
same transactions within Islamic banks. 
This has made the financial statements of 

Islamic banks non-comparable and has 
offered a legitimate platform for the ex
temal regulation of financial reporting by 
these banks. 
The measurement and reporting of busi
ness transactions which are carried out 
through these financial instmments, tend 
to differ within Islamic banks and what is 
prescribed by Western and intemational 
accounting standard-setting bodies. For 
example. Islamic banks use four different 
accounting methods to recognize income 
arising from the popular MMrafea /w trans
actions. 
Dr Karim claimed that the difference in 
accounting treatmentwithin Islamic banks 
are mainly due to two reasons, the SSB 
interpretation of the Shariah principle 
relating to the transaction; and the ac
counting method mandated by the 
regulatory bodies (e.g. Central Banks) 
which may differ from one country to 
another. 
Dr Karim said that despite the present 
internal self-regulations of their account
ing policies. Islamic banks (and other 
interested parties) have recently appreci
ated the need to extemally self-regulate 
their financial reporting. This would in 
effect, replace the second duty performed 
by the SSB, namely the setting of ac
counting policies of the bank in consulta

tion with the extemal auditor and the manage
ment - although the regulation of the financial 
reporting by Islamic banks cannot be seen as 
a replacement for the present mechanism for 
moral control by their SSB's. 
Dr Karim recounted how in 1991, several 
parties - including practising accountants and 
Central Banks - helped set up the Financial 
Accounting Organisation for Islamic Banks 
and Financial Institutions - a private sector 
standard-setting body - in Bahrain with the 
aim of producing intemational accounting 
standards based on Shariah precepts for 
Islamic banks and financial institutions. The 
organisation started its work by developing 
objectives and concepts of financial account-
ing for Islamic banks and is now preparing 
three accounting standards on Murabaha, 
Musharaka and Mudaraba. 
However, the organisation faces serious prob
lems in that at present, it has neither the 
consent of regulatory bodies nor the power to 
force Islamic banks to implement its pro
posed standards. Hence, in order to ensure 
compliance with its standards, it might have 
no choice but to try and secure the support of 
the concerned regulatory bodies and to obtain 
the co-operation of at least the major Islamic 
banks and their auditors. 
Dr Karim also pointed out that given the fact 
that Islamic banks are set up in many parts of 
the world and are, therefore, subject to differ-

The Audience 

6 June 1994 NEW HORIZON 



F E A T U R E 

ent requirements of regulatory bodies and 
various legislation, adherence to the or-
ganisations's standards might not be an 
easy task to achieve. There was also the 
problem of standards applicable to the 
larger Western banks which have recently 
opened an Islamic window through which 
they conduct major Islamic financial trans
actions. 
Dr Karim concluded by saying that given 
the organisation's lack of power in enforc
ing accounting standards combined with 
the banks'adherence to promulgated stand
ards - which differed depending on the 
requirements of regulatory bodies and leg
islation in the countries in which they 
operate - meant that the task of establishing 
common accounting standards was not an 
easy one. 
Mr Musa Shihadeh, General Manager of 
the Jordan Islamic Bank gave an insiders' 
perspectiveofaccountingfor Islamic banks. 
Speaking about the Jordan Islamic Bank 
Mr Shihadeh said that the objectives of the 
bank was to meet the social and economic 
needs in the field of banking services, 
financing and investment activities on a 
non-usurious basis. 

with the Islamic Shariah. The Shares and 
Real Estate investments are recorded at 
cost, whilstProfitsandLosses are recorded 
in accordance with the provisions of the 
law of the bank. Assets and liabilities in 
foreign currencies are evaluated for bal
ance sheet purposes, at the middle rate of 
buying and selling thereof as issued by the 
Central Bank at the date of the balance 
sheet. The difference is entered into the 
Profit and Loss Account. Fixed assets are 
recorded at cost but are annually depreci
ated according to the fixed ratios specified 
by the Income Tax department. Forms 
provided by the Central Bank are used for 
classifying and illustrating the fmancial 
statements. 
Mr Shihadeh summed up by saying that 
the speciality of the Islamic accounting 
system has forced Islamic bankers to seek 
a model accounting system which accom
modates the requirements ofbanking whilst 
at the same time complies with the provi
sions of the Shariah. 
As a complement to Mr Shihadeh's ac
count of his experiences,Mr Samir Badawi 
ex of Ernst & Young gave a practitioner's 
perspective of auditing of Islamic Banks. 
He began by saying that in theory, the 
auditing of an Islamic Bank should not 
differ in many aspects from the auditing 

of other banks. However, experience 
shows that performing the audit of an 
Islamic Bank requires a certain under
standing and knowledge of the Islamic 
Shariah as well as how Islamic banks 
develop investment vehicles and 
accounting policies adopted in financial 
statements. 
Mr Badawi congratulated the Financial 
Accounting Organisation for Islamic and 
Financial Institutions of Bahrain for their 
promotion and development of relevant 
accounting standards, but admitted that 
there still remains much work to be done 
on developing Islamic auditing stand
ards. 
The first of the issues tackled by Mr 
Badawi was that of the need for an inde
pendent opinion to be expressed by the 
auditor on the method used by the Islamic 
bank and fmancial institution to allocate 
the profit between the shareholders and 
the investors. Mr Badawi said that up 
until recently Islamic banks and financial 
institutions were not required to publish 
their fmancial results except once at the 
end of their financial year. However, this 
practice seems to take a different turn in 
certain jurisdictions. But to comply with 
such requests. Islamic banks and finan
cial institutions have a long way to go in 
developing more sophisticated account
ing and management information sys
tems. 

The second problem Mr Badawi focused 
on was that oflslamic banks and fmancial 
institutions allocating their profit or loss 
in accordance with various methods. In 
determining the formula for profit or loss 
sharing the Islamic bank or financial in
stitution and its management are not gov
erned by any rules or guide-lines. Thus 
the Mudarabah contract may or may not 
be very clear on the method to be fol
lowed. Even with a method clearly de
fined in the contract, Mr Badawi said that 
experience shows that the final details are 
left in the hands of the Islamic bank or 
financial institution with no proper dis
closures being made to highlight the meth
odology adopted. 
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According to Mr Badawi, there are various 
elements which affect the allocation of the 
profit or loss between the shareholders and 
the investors which are not always fuUy 
discussed or disclosed to the investors. 
Changes to the treatment of these elements 
may be made by the shareholders and the 
management of the bank or financial insti
tution without consulting the other parties 
who have a direct interest in the amount of 
profit or loss to be distributed. 
The bank or fmancial institution auditor is 
presently nominated by the shareholders 
and has no legal responsibility vis a vis the 
other investors. The present audit guide
lines do not help in arguing the case of 
conflict of interest. Furthermore, it was 
noted by Mr Badawi, that in practice, the 
individual investors are unable to verify 
the correctaess of the allocation made by 
the bank or fmancial institution for the 
profit or the loss generated by their funds. 

To verify the profit to be distributed by the 
bank or financial institution to the partici
pating investors, it is common practice for 
the auditor of an Islamic bank or fmancial 
institution to review the methodology 
adopted by the management. This verifi
cation is done for the purpose of express
ing an opinion that the financial statements 
are fairly stated and that the bank or fman
cial institution's liabilities are not under
stated. The auditor's opinion is not itself a 
certification that the profit or the loss have 
been allocated in accordance with the con-
tracUial agreement signed by the bank or 
financial institution and the investors. 
And, until such opinion is mandatory, Dr 
Badawi claims that it will remain very 
difficult for the investor to accept or argue 
that their profit and loss sharing should be 
subject to an independent review by the 
extemal auditor of the bank or financial 
instiUition. Therefore, it is important that 
guide-lines be developed whereby the au-
ditorbecomes more responsive to the needs 
of the participating investors and expresses 
a separate opinion on the profit and loss 
allocated to their investments. 
Another problematic issue is that of deter
mining what information needs to be dis-
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closed for the related party transactions 
and to issue clear guide-lines for the audi
tor to adopt in reviewing such transac
tions. 
The Intemational Accounting Standards 
(IAS 24) requires disclosure of all mate
rial transactions with related parties. Re
lated party relationships are a normal fea
ture of commerce and business, and most 
Islamic banks and fmancial institutions 
are related through ownership and man
agement Excess funds and investment 
vehicles and opportunities are presently 
shared by more than one Islamic banks 
and financial institutions. 
Finally Mr Badawi spoke of the provi
sions recorded by Islamic banks or finan
cial institutions in determining their profit 
or loss of the year, an issue which inti
mately concerns the auditor of the bank, 
the shareholders, the regulators and the 
short term investors. 
He claimed that - by overproviding today 
and later reversing these provisions - the 
management of an Islamic bank or finan
cial institution is trying to smooth future 
eamings. A review of the financial state
ments of a bank or financial institution 
who have an overprovision, will not be 
detected. For the auditor, the presentation 
of an asset after deducting the overstated 
provision will not be fair and may put a 

question mark on the "tme and fair view" 
opinion he is expressing. For the sharehold
ers, the equity shown in the financial state
ments does not indicate the strength of the 
bank which is carrying an overstated provi
sion for risks which are judgemental in 
nature. 
The same argument goes for the regulators. 
As for the short term investor, his/her profit 
will be understated because of the excess 
provision made by the bank or financial 
institution to meet certain contingencies 
which are difficult to identify. 
Mr Badawi's presentation was followed by 
Mr Khalid Janahi of Price Waterhouse, 
Bahrain. Mr Janahi focused on Shariah^ 
issues when conflicting with accounting 
standards, interrelations between the Shariah 
advisory board and the public accountant, 
off balance sheet items and the responsibil
ity of the auditor to the bank's shareholders 
and investors. 
Both Mr Badawi's and Mr Janahi's talks 
provided the audience with excellent illus
trations of the actual problems in need of a 
detailed review by the auditors of Islamic 
banks and financial institutions. 
In the discussion following the papers, Mr 
Badawi lamented the fact that auditors were 
not yet doing enough to give sufficient 
information to shareholders, and Mr Janahi 
recommended that an intemational Shariah 
board be estabUshed to sort out differences. 
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Developing Islamic Banking - The 
Malaysian Experience 
By Rustam Idris, Malaysian Central Bank 

The Islamic banking movement started in Malaysia in 1983 with a one unit bank, the Bank Islam Malaysia (BIM). Now after 
just a decade of operations, the Islamic banking scene in Malaysia boasts a wide range oflslamic financial institutions comprising 
of the banking sector, savings institutions, insurance funds, unit trusts, housing credit institutions, as well as a wide range of 
financial instruments and products and an efficient Islamic Interbank money market Its success is such that it is now safe to 
say that Islamic banking represents an integral part of mainstream banking in the Malaysian financial system. 

OncethePilgrimsandManagementFund 
Board had been successfully established, 
the Malaysian government was convinced 
that the time was ripe to set up an 
independent Islamic bank in the country. 
Their decision was helped by the fact that 
there were many Islamic banks operating 
successfully across the world in both 
Mushm and non-Muslim countries. 
Separate legal provisions and banking 
regulations were formulated that would 
allow Islamic banks to exist side-by-side 
with the conventional banks. The legal 
basis for the setting up of Islamic bank 
and banking products along Islamic 
principles was the 1983 Islamic Banking 
Act. 
The Act provided the Central Bank with 
the power to supervise andregulate Islamic 
banks, just as with other licensed banks, 
as well as the setting up of a religious 
supervisory council by the Islamic banks 
to ensure that all operations conform to 
the Shariah. 
The Government Investment Act of 1983 
was also enacted at the same time to allow 
the govemment to issue Government 
Investment Certificates, which are 
govemment bonds issued on the concept 
of Qard Hassan - or loan. As the 
Certificates are regarded as liquid assets, 
the Islamic bank could invest in the 
certificates to comply with the prescribed 
liquidity requirements as well as make 

use of excess funds. 
Bank Islam Malaysia commenced 
operations on July 1, 1983. The 
Memorandum of Association said that all 
business of the company is to be transacted 
in accordance with Islamic principles, 
rules, and practise. On the basis of these 
principles, the bank offers a range of 
services such as accepting deposits, 
granting credit facilities, provision of 
safekeeping facilities and fund transfers. 

The bank accepts savings and demand 
depositsfrom membersof the public under 
the principle of Al Wadiah Yad 
Dhamanah. Under this principle the 
bank accepts deposits as trusts and 
guarantee repaymentof the whole amount 
of the deposits or any part thereof when 
demanded. 
The bank also seeks the depositors' 
permission to utilise or invest the funds as 
it deems fit, but the depositor is not entitled 
to any share of the profit - although a sum 
is often donated this is entirely at the 
discretion of the management of the bank. 
As for the demand deposit, service charges 
are levied for the services provided by the 
bank. 
BIM also offers two types of investment 
accounts based on the principle of profit 
sharing. This means that BIM invests the 
funds received into types of investment 
permissible by thcShariah and distributes 

the profits according to the pre-determined 
ratio agreed upon. Any losses incurred in the 
transaction, are to be borne entirely by the 
depositor. 
The bank also grants financing facilities such 
as project financing, lease financing, 
acquisition of assets and hire purchase 
financing, as well as trade financing. In 1991, 
two new Islamic instruments were introduced; 
the Islamic Accepted Bills and Islamic Export 
Creditrefinancing facility. Anotherimportant 
step in the development oflslamic banking in 
the country was the securitisation of debts 
and the trading of debt instruments. 
The bank has had to adhere to the same 
regulatory rules as other banks offering 
conventional banking products - the bank is 
required to observe a minimum risk-weighted 
capital ratio of 8 per cent. It is also required to 
maintain a statutory reserve account with the 
Central Bank. 
At present, the prohibited reserve ratio is 9.5 
per cent of its total eligible liabilities. In 
addition, it is also required to observe a fu-st 
liquid assets ratio of 10 per cent of its eligible 
liabilities - excluding investment account 
liabilities - and a second ratio of 5 per cent of 
its investment account liabilities. The eligible 
liabilitiescomprise all deposits, net borrowing 
from other financial institutions, such as 
commercial banks, finance companies and 
merchant banks and net repurchase 
agreements, while liquid assets include cash 
balances with the Central Bank (excluding 
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statutory reserves) and Government 
Investment Certificates. 
The long-term objective of the Central Bank 
is to create an Islamic banking system, that 
operates on parallel lines with the 
conventional system. Any Islamic banking 
system must be made up of three basic 
ingredients: 
a. A large number of players, in order to 
provide depth to the system, 
b. A broad variety of instruments, so as to 
meet the various needs of the financial 
institutions and customers, 
c. An Islamic Interbank market in order to 
link the players - the institutions - to the 
instruments. 
In recognition of the above, the Central 
Bank devised a step-by-step approach to 
achieving the objective of developing an 
Islamic banking system to compliment the 
conventional system. It was decided thatfor 
the first ten years at least there should be 
only one Islamic bank - the Bank Islam 
Malaysia - so as to make it easier to develop 
and test new insttuments on a careful and 
prudent basis. 
At present there are a total of 21 Islamic 
banking products successfully developed 
under the supervision of the Central Bank. 
Having achieved the aim of establishing a 
variety ofbanking products, it was felt that 
it was time to move on and estabhsh the 
other two objectives - that of establishing a 
large number of financial institutions 
offering Islamic services and an Islamic 
money market to link the instruments to the 
institutions. 

The Central Bank considered three options 
with regard to increasing the number of 
institutions offering Islamic banking 
services. It considered whether: 
a. To allow the setting up of new Islamic 
banks, 
b. To allow the existing financial institutions 
to set up subsidiaries to offer Islamic banking 
services, 
c. To allow the existing financial institutions 
to offerlslamic banking services using their 
existing infrastructure and network, 
After careful consideration, the third option 
was chosen for the reason that it provided 

the most efficient and effective method of 
increasing the number of institutions 
offering Islamic banking services at the 
lowest cost. 
The scheme developed to allow financial 
institutions tooffer Islamic banking services 
was launched on March 4,1994, under the 
nameofthelnterest-Free Banking Scheme. 
All commercial banks, merchant banks, 
and finance companies are eligible to 
participate, and discount houses may be 
included later. Any financial institution 
wishing to participate in the scheme is 
required to set up an Islamic Banking Unit 
in its head office with the following 
functions. 
a. To attend to all aspects concerning the 
opo-ations of the scheme, including policy 
and procedural matters, 
b. To liaise with other departments in 
financial institutions to ensure the smooth 
andeffective implementation of the scheme, 
c. To ensure that all funds pooled in the 
scheme are channelled into financing and 
investmentactivitieson the basis oflslamic 
principles, 
d. To arrange for the training of staff in 
Islamic banking so as to ensure the 
successful implementation of the scheme, 
e. To arrange for the complefion and 
submission of such returns that may be 
required by the Central Bank at any time, 
f. To ensure that all directives and guidelines 
issued by the Central Bank pertaining to the 
scheme are strictly adhered to, 
g. To undertake research as well as 
development on an on-going basis. 
The institutions joining the scheme are also 
required to maintain a working fund called 
the Islamic Banking Fund, the minimum 
amount of which will be determined by the 
Central Bank. At present the minimum 
amount is RM Im. The Fund has the 
following features: 
a. It is funded by an allocation by the head-
office of the bank, 
b. It is placed under the Islamic Banking 
Unit in order to fund the operations of the 
Islamic Banking Scheme, 
c. The fund is used for overhead expenses 

and matters relating to the operations of 
scheme, 
d. Profits and fees earned by the scheme 
are credited into the fund. 
The scheme originally involved the three 
largest domestic banks, the Malayan 
Banking Berhad, Bank Bumiputra 
Malaysia Berhad and United Malayan 
Banking Corporation Berhad. The second 
phase of the scheme was in August 1993, 
when ten other banks joined the scheme. 
The third and final phase of the scheme 
when the three financial instimtions in the 
country are expected to join the scheme is 
currently underway. By the end of March 
1994,22 financial institutions hadobtained 
the Central Bank's approval to join; 
consisting of the Bank Islam Malaysia, 11 
commercial banks, eight finance 
companies and two merchant banks. 

Having achieved two out of the three 
requirements for a fully-fledged Islamic 
banking system, the lastingredient needed 
was the setting up of an Islamic money 
market to link the institutions to the 
instruments. 
The Central Bank introduced the Islamic 
Interbank money market in the Malaysian 
fmancial system with effect from January 
1994.The Islamic Interbankmoneymarket 
incorporates the following aspects: 
a. Interbank trading in Islamic financial 
instruments, 
b. Al Mudharabah Interbank investment, 
c. Islamic Interbank cheque clearing 
system, 
BIM and all financial institutions 
participating in the scheme are allowed to 
trade in Islamic financial instruments, such 
as Islamic accepted bills. Islamic bankers 
acceptances and Islamic debt securities 
amongst themselves. More Islamic 
instruments will be introduced in due 
course for this purpose. 
To Be Continued. 

This paper was first presented at 
The Islamisation of the Economy 
Conference, held in Pakistan in 
1994. 
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Transforming Pakistan's Economy -
Money and Banking 
Dr Ghulam Rasul, Former Economic Adviser, Government of Pakistan 

Iran and Pakistan are - to a greater or lesser degree - in the process of restructuring their economies to bring them 
in line with the tenants of Islam. However, misgivings have been expressed about the conceptual validity and 
operational viability of interest-free banking. According to the author a step by step approach is the best strategy for 
achieving a successful conversion. In the initial phase of the Islamisation of the economy, emphasis should be shifted 
to the least controversial financial instruments such as leasing and Modarabah whilst a consensus on the more 
problematic modes of financing is being arrived at. 

I n the secular system ofbanking, 
interest plays the dominant role in 
cementing therelationshipbetween 

the provider of surplus funds and their 
users. Because interest is forbidden, Islam 
advocates an equity-based system, in which 
depositors - or those with excess money 
for investment - become in a sense 
shareholders of the bank and therefore 
cannot be guaranteed a pre-determined 
fixedrateof return on their deposits. In this 
way, an Islamic bank can be seen as a type 
of mutual fund or investment trust. 
In Pakistan, a move was made towards 
Islamising the economy in the late 1970's 
when all the commercial banks in the 
country were ordered to remove the 
conventionalmethodof accepting deposits 
and advancing loans at pre-determined 
rates of interest. 
Instead the banks were directed to accept 
deposits onaprofitandloss basis. Lending 
was to be done on the basis of markup in 
price with deferred payment to meet the 
day to day financing requirements of the 
business community. 

This system works by a client approaching 
abank for financial assistance and opening 
an account with a limit to the amount 
which he/she is allowed to borrow - taking 
into consideration the cost of the items 
involved as well as the bank's profit 
marginsandany incidental costs. Theprice 
of goods purchased - cost plus profit 

margin - is tobepaid on a deferredpayment 
basis in a lump sum or by instalments. 
There is also an expiry date after which no 
withdrawals are allowed. An adjustment 
date is fixed for settling the account. In 
case the account shows a credit balance 
the client is rewarded with a rebate or 
penalised for a debit balance on the basis 
of a prescribed formula. 
Twelve new types of financing modes 
have been introduced alongside the 
attempt to Islamise the economy. The 
fust category of investment is Qard al 
Hasana and interest-free loans which are 
given on compassionate grounds. 
The second mode is trade related njodes 
of financing which involves an agreement 
between the banks and thecUentregarding 
the purchase of goods or trade bills by 
banks and their sales to clients at 
appropriate markup in price on a deferred 
payment basis. 

The third type is investment-related modes 
of financing involving the provision of 
funds by the financial institutions for the 
purposes of capital formation. This final 
type can take different forms such as: 
a. Direct participation in investment by 
the purchase of shares 
b. A Musharaka agreement involving 
profit/loss sharing in an investment 
project 
c. The purchase of Modarabah 
certificates. 

Broadly speaking, these new modes wei 
meant to provide financial accomadation 
practically all types of clients needing short, 
medium-term, or long-term financing, such 
as: 
a. The business community's financial need 
for operations and maintenance of 
manufacturing enterprises 
b. The trader's requirements for financing 
imports and exports 
c. The farming community's requirements 
for financing agricultural inputs 
d. The medium/long-term requirement of 
capital formation. 

By the middle of 1985, all transactions by 
banks with the business and trading 
community, as well as those with the Federal 
andProvincial governments had been direct© 
to operate on non-interest bearing Islamic 
modes of financing. 
S ince the issuance of the directive by the State 
Bank (the Central Bank) in the mid 1980's, 
differentvarietiesoftheprofitandlosssharing 
system have been introduced. These include 
the following: 

a. The mark-up system under the buy-back 
system 
b. Modarabah ventures - which had been an 
almost total failure at the start of the 1980's, 
but now proved to be the most successful of 
the Islamic modes of financing 
c. Leasing companies also prosperedbut were 
subject to severe criticism and confusion. 
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Although operating more or less on the 
basis of legal documents used by the 
Modarabah compamQs in their day today 
activities,leasingcompanieswere criticised 
for not conforming to the Shariah. 
d. Musharaka agreement 
e. The Zc^at agreement 
In June 1990, the Federal Shariah court 
decided that the country should switch to 
interest-free banking. The opinion of the 
Chief Justice was supported by a wide 
range of economists and bankers. 
However, there were aspects of the Chief 
Justice's judgment that were of immediate 
concem. 
a. The mark-up system which covered a 
large percentage of commercial banking 
operations suffers from certain non-Islamic 
features which can be seen as being Riba-
based and so should be discarded. 
b. The judgement of the Court states that 
whilst on the one hand it is accepted that 
the loss in purchasing power of money in 
a period of inflation should be compen
sated for, the loss to an individual saver is 
rejected because a workable definition of 
inflation is considered to be impossible. 
The Commission endorsed the two latter 
points and recommended that the interest-
based schemes for the mobihsation of re
sources by the government should be 
stopped. The deadline given to the govem
ment was June 30,1993. 

Various objections to the mark-up system 
were also raised, starting with the claim 
that the sale of goods by the bank without 
acquiring possession was not considered 
to be in conformity with the 5/!ana/! prin
ciple of all parties involved sharing in the 
risk. The underlying assumption of this 
transaction is that it is the element of risk-
sharing alone which entitles the supplier of 
the goods to a return on the funds. 

Since the client's buy-back price from the 
bank inclusive of mark-up is the same as 
the sale price to the bank, the method of 

giving rebate in case of reimbursement of 
the amount before the expiry date is con
sidered by the S/jana/j as being unjustifi
able. The date of expiry and the method of 
calculating the extra charges exaggerate 
the charge on the client for delay reim
bursement. 

The financial requirement of a manufac
turer is divisible in two parts. One part 
relates to the purchase of raw materials 
while the other pertains to the wages bill, 
fuel and electricity bills and repair and 
maintenance expenses. 
The same mark-up and buy-back arrange
ment applied to the two parts cannot be 
considered to be in conformity with the 
Shariah. It is argued that the two must be 
treated separately - which is not the case 
under the existing system. 

Those who support the economy's 
Islamisation argue that the highestpriority 
must be accorded to promoting the three 
Islamic modes of Bai Muajjal - for com
mercial banking transactions under multi-
transaction accounts for meeting the 
capital needs of industries and for financ
ing agricultural non-farm inputs -
Musharaka - for single transactions ac
counts - and leasing. 
However, a problem has arisen with the 
leasing - whilst the Commission provides 
much detail about the workings of both 
Bai Muajjal and Musharaka in its report, 
it skips over the details of leasing. 
Instead, it simply observes that the vast 
majority of the leasing companies operat
ing under the non-Islamic form of lease 
fmancing as opposed to the operating lease 
which is allowed by the Shariah. It also 
does not spell out how it reached its con
clusion that the majority of leasing com
panies currently operating in Pakistan were 
not doing so in an Islamically acceptable 
manner. 

Given the fact that the process of trans
forming the economy along Islamic lines 

remains at a preliminary stage - to say the 
least - it is worth identifying the areas which 
are proving to be problematic. 

a. If the process of transforming the economy 
is to be taken further then the govemment 
must set about working at establishing a 
clear policy as soon as possible. 

b. If the mark-up system is to be rejected in 
favour of less-controversial methods of Is
lamic fmancing such as Bai Muajjal, then 
the financial sector will face a number of 
logisticalproblems. These mustbeaddressed 
before any further action can be taken by the 
govemment. 

c. A consensus needs to be reached on the 
problem of mobilising resources to finance 
public sector expenditure. 

d. The issue of negative or non-return to 
depositors whom offer scarce savings from 
their surplus funds to the banks also needs to 
be discussed. The question arises as to 
whether there is an intermediary role for the 
banks in respect of those who are have a 
surplus and those who are in need. 

This question is particulary relevant if it is 
established that compensation for loss in the 
value of money over time during a period of 
high inflation is legitimate - so far compen
sation has been rejected on the grounds that 
the technique of price indices to measure 
changes in the value of money are less than 
perfect. 

The leasing and Modarabah modes of fi
nancing have flourished in the lastfew years 
and have served a useful economic purpose, 
quite apart from helping in the Islamisation 
process. However, the government's sup
port of Islamisation is vital if these modes of 
fmancing are to continue. 

This paper first appeared at The 
Islamisation of the Economy con
ference, held in Pakistan in 1994. 
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CORPORATE PROFILE 

Al Baraka Investment and Securities 
Firms Exceed Expectations 

The investment and securities companies of the Jeddah-based Dallah Al-Baraka 
Group headed by Sheikh Saleh Kamel, have taken the market by surprise and 
turned out better than expected performances for fiscal year 1993. 

T 
1 he Al-Tawfeek Company for 

Livestment Funds (ATCIF) and 
the Al-Amin Company for 

Securities & InvestmentFunds (AACSIF) 
- both based in Jeddah, and run by Chief 
Executive Officer Dr. Saleh Malaikah, 
have been particularly active in launching 
new Islamic investment funds. ATCIF 
specialises in medium and long term 
investments and AACSIF in short term 
transactions ranging between six months 
and three years. 
At a recent press conference in Jeddah, 
Dr. Malaikah stressed that "in today's 
volatile and complex global markets, 
profits have been very elusive. By careful 
researching methods and risk 
management techniques, the AI-Tawfeek 
Company for Investment Funds and Al-
Amin Company for Securities & 
Investment Funds have successfully 
enhanced investors' portfolios by 
increasing profit potential. To avoid 
exchange rate fluctuations and risks, 
investors' portfolios are protected by US 
dollar-based transactions. And above all, 
the structure of the funds are reviewed by 
a competent Shariah board". 

At end 1993, the total capital of the funds 
of the two companies exceeded $ 1.787 m 
and the number of fund participants have 
increased from 350 in June 1992 tol584 
at end 1993. According to Dr. Malaikah, 
the Funds are also important in that their 
investments create jobs and can stimulate 
economic growth in some of the countries 
where the funds are invested. 
Last year, equity participation in 
multinational accounted for 24.9 per cent 
of the two companies investments; leasing 

with transfer of ownership options 
accounted for 21.2 per cent; real estate 
investments accounted for 15.6 per cent; 
and Murabaha short term trade fmancing 
accountedforl0.7percentofinvestments. 
The remaining 27.6 per cent of activities 
were accounted for by Bai Salaam 
(forward purchases), Ijara (leasing), 
participation in other leasing funds, and 
shareholding in other companies. 

Altogether the two companies operate 
some eleven investment funds of different 
kinds. For instance, AI-Tawfeek in June 
1992 launched the Al-Baraka General 
Fund, which has an authorised capital of 
$500m (of which $200m is paid up) and 
which has invested 70 per cent of its funds 
in Saudi Arabia and the rest in the other 
five Gulf Co-operation Council (GCC) 
states in the agricultural, commercial, 
fmancial, and industrial sectors. According 
to Dr. Malaikah, "the investment objective 
of the fund is to further strengthen the 
application oflslamic economic principles 
in the GCC economies using Islamic 
modes of financing." 

This fund has akeady attracted 1,758 
participants and the net retum on profits 
for three different categories of units 
ranged from 2.49 per cent to 4.06 per cent 
to 5.29 per cent. Al-Tawfeeq recently 
floated another $100m for subscriptions 
by investors in the Albaraka General Fund 
to expand the fund investments and to 
raise the subscribed capital to $300m. 
The two entities have launched two new 
funds - the United S tales Real Estate Fund 
(USREF) and the Pakistan Emerging 
Ventures Limited (PEVL). 
USREFhasaiiauthorisedcapitalof$100m 

and an issued capital of $53m and has been 
operating for the past year. The net retum to 
investors reached 7.2 per cent for the period 
against an expectation of 6.6 per cent. Al-
Tawfeek is trying to restmcture the fund by 
sale of lease-back arrangements for part of 
the assets, which, says Dr. Malaikah would 
increase the chance of even higher retums. 

PEVL, launched by Al-Tawfeeq, includes 
the participation ofNomuralnveslmentBank, 
Muslim Commercial Bank of Pakistan and 
KMPG Peat Marwick Ltd. PEVL is to be 
listed on the Karachi Stock Exchange and 20 
per cent of the capital will be offered to the 
public. Venture capital, which should be a 
mainstay of Islamic finance because of the 
risk sharing element, is in actual factrelatively 
new to Islamic banks. 

PEVL will be targeted at mainly small and 
new companies through special arrangements 
to give them a chance to develop their 
activities and potential and thus help the 
country's economic development. PEVL, 
for instance, will take equity positions in 
companies' "dynamic export-orientated 
enterprises in Pakistan" in the craft traditions 
to help them adopt more modern 
technologies. 

Two other funds launched include the AI-
Tawfeek Equity Fund with an offering of 
$50m and the Intemational Leasing Fund by 
ATCIF with an authorised capital of $200m. 
These funds are aimed at small investors 
with investments of $1,000 units in Al-
Tawfeek Equity Fund which will invest in 
quoted and non-quoted shares in companies 
in both Muslim and other countries and 
$5,000 units in Intemational Leasing Fund 
which will lease capital assets locally and 
internationally. 
Al-Tawfeek and Al-Amin are also 
negotiating with a number of Gulf and 
Malaysian entities to set up a Malaysian 
Venture Capital Fund in the Malaysian 
offshore financial centre in Labuan. 
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Islamic Banking 

Bahrain 
Expert level Conference on 
Islamic Banking 

T he 8th Expert level Conference 
on Islamic Banking will take 

place on June 4-5 in Manama, 
Bahrain, under the title of 
"Contemporary Issues in Islamic 
Banking". 
The welcome address will be given by 
the Governor of the Bahrain Monetary 
Agency, and the keynote speaker will 
be Prince Mohamed Al Faysal Al Saud. 
Topics will include; creating an Islamic 
stock market, the role of Islamic banks 
in improving economic relations 
between OIC member countries and 
monetary management in an Islamic 
economy. 

Dubai 
Islamic Bank Profit Drops 

T he Dubai Islamic Bank (DIB) 
has shown a slight drop in its 

1993 net profits, down to $4.6m. The 
banks' balance sheet for 1993, put 
the net profit at 16.9m dirhams 
($4.6m) in comparison with 17.1m 
dirhams ($4.7m) in 1992. 
In line with Islamic principles, the bank 
does not apply interest on deposits, but 
applies a profit and loss sharing system. 
The bank is proposing a 1993 cash 
dividend of 12.6m dirhams ($3.4m), a 
six per cent retum on the nominal value 
of 100 dirhams ($27.2) per share. The 
net profit represents eight per cent of 
DIB's paid capital of 210m dirhams 
($57.2m). 
Deposits collected a 113.2m dirham 

($30.8m) retum on their deposits in 
1993, compared to 108.7m dirhams 
($29.6m) the previous year. Analysts 
say that it represents a four per cent 
retum in 1993, half a percentage point 
above average dirham interest rates 
offered by the commercial banks in the 
United Arab Emirates. 
The Islamic Development Bank (IDB) 
earmaiked 50.6m dirhams ($ 13.8m) of 
1993 to cover losses incurred by the 
coUapse of BCCI in 1990, bringing the 
total over the past three years to 154.4m 
dirhams ($42m). 
DIB had some $86. Im invested in the 
failed Bank of Credit and Commerce 
Intemational (BCCI). 
The bank hopes to receive about 35 per 
cent of its total BCCI deposits of some 
316m dirhams ($86.Im) and will cover 
the rest of its loss from the 1994 
income. Total IDB assets rose by 15 per 
cent in 1993 to 5.6b dirhams ($1.33b). 

Saudi Arabia 
Al Rajhi Plans to Invest 
$5 Million in Sri Lanka 

W ith a massive retail banking 
expansion program pursued 

by the bank besides planning to open 
12 new branches Kingdomwide 
during 1994, Al Rajhi Banking and 
Investment Corp. has cleared the 
decks for substantial overseas 
investments in Sri Lanka. 
Besides the remittances business and 
now with a modest beginning, Al Rajhi 
is all set to invest $5 million in the Sri 
Lankan money market on the initiatives 
of the Bank of Ceylon - the proposal is 
subject to the Shariah requirements 
and the guidelines of the Saudi Arabian 
Monetary Agency (SAMA). 

The hmdi and hawala business by 
overseas Sri Lankans have been 

drastically marginalised besides cutting 
down heavily the profits of those involved 
in this illegal business, which is evident 
from 15 to 20 percent of incessant growth 
of the speed remittances program from 
Saudi Arabia. 
This was disclosed jointly by Abdullah 
Suleiman Al Rajhi, Al Rajhi's new deputy 
General Manager and Jehan K. Cassim, 
Chairman of the Colombo-based Sri 
Lankan Bank, during a ceremony hosted in 
honour of the visiting Sri Lankan Minister 
of Trade and Commerce Abdul Razak . 
Munsoor and the accompanying delegation 
of bankers and businessmen. 

The 23-member Sri Lankan business 
mission headed by the minister of trade and 
commerce, were felicitated by the Al Rajhi 
Group at the local Regency Hotel. After 
wrapping up its tour of Saudi Arabia, the 
delegation left for Kuwait. 
With over 60 percent of the total foreign 
exchange remittances market taken by the 
Colombo-based bank, the total Sri Lankan 
remittances from Saudi Arabia, which go 
through Bank of Ceylon amounted to more 
than £100 million last year out of a total 
market of £160 million. 

Presently, the two banks have more 
predictability in business terms especially ^ 
with Saudi Arabia's decision to open a 
Saudi embassy in Colombo besides an 
ever-increasing number of Sri Lankan 
expats, which now exceeds 130,000. 
Speaking to the Arab News, Abdullah Al 
Rajhi pointed out that "with our 37 year old 
relationship mainly in the remittances 
business, we would like to strengthen the 
existing relations with the largest bank of 
Sri Lanka besides exploring further 
avenues of mutual cooperation". 
With the largest network of 327 branches 
and 6 speed remittances center 
Kingdomwide, Al Rajhi Bank controls 70 
percent of the total banking conducted 
between Saudi Arabia and Sri Lanka. 
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Referring to the huge financial scam in 
the Al-Rajhi Bank, he said that the 
SR191 million financial embezzlement, 
including SR49 million in open 
accounts and SR142 million in 
guarantees was extensively debated in 
the general assembly of this publicly 
traded commercial bank. 

- Arab News 

Russian Republic Officials 
Meet with IDB President 

A del^ation from the autono
mous Russian Republic 

of Kabaradino-Balkarian has met in 
Jeddah with the Islamic Development 
Bank's OJ)B) President Usama 
Faqeeh to discuss the bank's assist
ance in education and other projects 
in the republic. 

The delegation was headed by the 
republic's foreign minister, Anatoli 
Emouzov, and included the Mufti 
Muhammad Shafieullah. An IDB 
statement did not specify the volume of 
financial support that the bank is going 
to provide for the republic but said 
Faqeeh had assured the delegation of 

r^' the IDB's readiness to assist. 

Over the past years the IDB has been 
helping Muslim republics of the former 
Soviet Union develop their vocational 
and administrative training and 
educational programs including Islamic 
education. 

An amount of $4.24 million was 
approved as grants over the past two 
years for various projects in those areas. 
The IDB board has approved the 
establishment of a new office to 
coordinate the bank's assistance for the 
Muslim republics in the former Soviet 
Union and Eastem Europe. The bank is 
actively pursuing implementation of its 

approved assistance of $21 million for 
Bosnia Herzegovina. 

The assistance is mainly directed toward 
Qur'an and Islamic sciences schools, 
mosques and health institutions. The 
IDB has in the past provided financial 
assistance for more than 70 projects in 
countries of the Commonwealth of 
Independent States (CIS) including 
Crimea and the Russian Federation in 
addition to the Central Asian republics. 
The IDB technical assistance program 
has been exploring means of extending 
assistance to these republics for the 
benefit of Muslims in other countries. -
Arab News 

IDB Agrees to Financing 
Totalling $65m. 
r r i he Islamic Development Bank 
X (IDB) has approved of financing 

totalling $65m covering development 
projects, foreign trade operations, and 
technical assistance for nine member 
states and for Muslim communities in 
non-Muslim countries. 

The financing was sanctioned by the IDB 
board of Executive DirectOTS, which 
concluded two days of meetings in 
Jeddah. This was the first meeting of the 
board to be chaired by the IDB's new 
President, Mr Usama Faqeeh, who took 
over earlier in the year. The financing 
covers three development projects in 
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Indonesia, Buridna Faso and Jordan, 
four foreign trade operations for 
Algeria, Morocco and Turkey, three 
technical assistance agreements for 
Chad, Jordan and Saudi Arabia, in 
addition to the IDB's contribution to 
the financing of eight projects for 
Lebanon, and the Islamic societies in 
Burundi, India, the Philippines, and 
the United Kingdom. Indonesia will 
get $6.615m to expand a sea port in 
northem Sumatra, Burkina Faso, 
$4.88m to increase the country's oil 
storage capacity, and Jordan 
$15.55m for electricity projects. 

The board allocated $27.213m for 
development projects including 
$950,000 to be given as technical 
assistance. An amount of $36.5m 
was sanctioned for foreign trade 
opaations, whilst $1.28m was set 
aside for grants from the bank's 
special grants account. 

Turkey will get two interest-free 
loans totalling $15m to import 
natural rubber and chemical 
material, Algeria $6.5m to purchase 
construction material, and Morocco 
$ 15m to import crude oil. An 
amount of $67,000 was earmarked to 
build a computerised centre for Dar 
Al-Ifta (House of Islamic Ruling) in 
Lebanon. - Arab News 

South Africa 
Special Coin to Mark 
Tricentenary 

T he Durban-based 
subsidiary of the Jeddah-

based Dallah Albaraka Group, 
Albaraka Bank (South Africa), is 
financing and guaranteeing a 
special limited edition of gold, 
silver and bronze coins to 

commemorate the tricentenary of the 
arrival of Sheikh Yusuf of Bantam 
(Java) at the Cape and the 
celebrations marking 300 years of 
Islam in the country. 
The minting has the blessing of the 
South African Reserve Bank (The 
Central Bank) and is seen as a valuable 
collector's item. The gold coin depicts 
the entire chapter 111 of the Qur'an on 
one side and the shrine of Sheikh Yusuf 
at Faure on the other side. According to 
the Sheikh Yusuf Tricentenary 
Committee member Dr Abdul Wahab 

Barday, "the first 150 gold coins have 
already been struck. The coins are 
exceptionally beautiful and very 
valuable." 

The gold coins are 24 carat fme ounce 
gold guarantied by the Albaraka Bank, 
which together with the Saudi Saar 
Corporation and the Al Rajhi Banking 
and Investment Corporation (ARABIC) 
have an 18 per cent stake in Malaysia's 
Bank Islam Malaysia (BIM) through the 
Jami Consortium. The calligraphy was 
done by Dr Yusuf Brey and was 
engraved by Mr Mauro Pagliari. 
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Albaraka is the sole distributor of the 
coins and according to the Bank's Cape 
Town branch manager Mr Abdullah 
Sheikh, "the coin is a very special way 
of remembering a great man, and of 
course is a valuable investment." 

Banking and Trade 
in the Muslim World 

mf Algeria 
• Sonatrach and Repsol Sign 
Exploration Agreement. Sonatrach and 
Repsol, oneoi the largest oil companies in 
Europe, have signed an exploration 
agreement worth $27m in Algeria. The 
agreement renews Repsol's contract for a 
seven year programme to search and drill 
for hydrocarbons. - Algerian TV 

• Be^um Grants Loan of 22m Be^ian 
Francs. Algeria's Finance Minister, Mr 
Benbitour has recently visited Europe 
where he was granted a loan of 22m 
Belgian Francs by the Belgium 
govemment within the frame workof state-
to-state loans for 1994. 

There is also talk in Paris of a possible 
decision by the Paris Club to reschedule 
60 per cent of Algeria's debts before the 
end of this month - Algerian Radio 

Egypt 
• Finance Minister Outlines 1994-5 
Draft Budget. Egyptian Finance Minister 
Dr Muhammad al-Razzaz has delivered a 
statement on the state's draft general 
budget for the fiscal year 1994-5 at the 
People's Assembly. 

He said that the budget pays attention to 
improving economic conditions through 
an integrated group of investment, 
monetary, credit and fiscal policies that 

"will seek todevelop the state'srevenues, 
secure the necessary money for 
investment and development, improve 
infrastmcture, and encourage the private 
sector." - MENA News Agency 

Iran 
• New Rate Devalues Rial by 32 per 
cent. The rial has been devalued by 32 
percent by theBankMarkazi (the Central 
Bank). 

The new rate applies to most imports and 
follows theannouncementby the Foreign 
Currency Regulation Committee that in 
additicm to the official floating rate, banks 
would offer a second rate, close to the 
market rate. 

The rial's open market rate plunged in 
April after the govemment told the 
business sector that they had to pay for 
mostimports with hard cash eamedfrom 
non-oil exports. 

• Iranian Authorities Capitulate on 
World Bank Lending. Tehran has told 
the World Bank that it will not seek any 
further loans for the foreseeable future, 
in effect freezing the bank's lending 
programme at its present level of $850m. 

It is widely recognised that this is 
tantamount to a capitulation on the part 
of the Iranian authorities and represents 
a victory for the US who had been 
pressuring the bank not to loan to the 
Islamic Republic. 

Iraq 
• Government Agrees to Pay off Debt 
with Bulgaria. 

The Iraqi govemment has agreed to pay 
off a $ 1,500m debt with Bulgaria, which 
will be paid mainly in the form of oil 
supplies, after the UN's embargo is lifted 
against the country. The announcement 
was made on the first day of the Bulgarian 

andlraqiCommitteeonTradeandEconomic 
Cooperation. 

Jordan 
• Jordan-Palestinian Economic Talks 
End. The Jordan-Palestinian Economic 
Committee has ended its meetings on 
economic cooperation. The Jordanian side 
was led by Dr Jawad al-Anani, Minister of 
S tate for Cabinet Affairs, and the Palestinian 
delegation was led by Ahmad Quray, Head 
of the PLO Economic Department. 

The group discussed future cooperation in 
many areas, but there were still some 
outstanding points to be agreed upon, in 
particular, granting licenses for new banks, 
dealing with the Jordanian dinar and settling 
the question of payments between the two 
sides. 

Dr Anani explained that after discussing 
issues such as trade, customs tariffs, transit, 
tourism, the monetary and banking sector, 
as well as the private sector on both sides, 
the group would move onto discuss other 
issues such as agriculture, industry, 
transport and the contract sector in a 
detailed manner. 

He added that it had been agreed that in 
principle at least, the private sector's 
activities should occupy a leading position in 
cooperating and promoting economic 
exchange. 

Ahmad Quray also said that the most 
important decision that had been taken was 
that trade between the two states should be 
free and should be exempt from all fees and 
taxes. 

There were also plans for a free zone to be 
established in the Jordan valley to assist both 
countries farmers' to store and process 
surpluses in agricultural production and to 
contribute to other projects. 

Discussing banks and currencies, he said that 
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the two sides had agreed on licensing all 
the Jordanian banks in the West Bank and 
the Gaza Strip. It was also agreed that the 
Jordanian dinar would be the main 
currency used, and would be the tool used 
for paying the Palestinian authorities. 

He added that committees on trade, 
currency, banks and tourism would soon 
be formed, and it was hoped that their 
work would begin as soon as possible. -
Hashimite Kingdom of Jordan Radio 

Malaysia 
• Bank Negara Eases Funds 
Inflow Curbs. The Central Bank of 
Malaysia (the Bank Negara) has lifted 
one of the six measures introduced earlier 
this year to curb the inflow of speculative 
fvmds. 

Ringgit accounts held by foreigners in 
local banks will no longer be subjected to 
anegative interestrate or astatutory reserve 
and liquidity requirements, an official 
from the bank said. - Business Times 

• First Quarter Growth Higher Than 
Estimated. Malaysia's domestic 
economy has posted a stronger than 
expected growth for the first quarter of 
1994. Economists are looking at gross 
domestic product growth ratesofbetween 
8.5 per cent and 9 per cent for the period. 

They have based their estimates on 
stronger performances in the 
manufacturing, service and construction 
sectors. - Business Times 

Morocco 
• Germany Promises over DM 80m in 
Devek)pment Aid for 1994. The German 
govemment has promised to provide 
Morocco with over DM 80m in 
development aid in the coming year, the 
German Ministry for Economic 
Cooperation has announced. 

DM 48.8m of the sum will be given as a 

nonrepayable grant. Key areas of 
development will be the promotion of 
agriculture production and water supplies 
in mral areas. - DPA News Agency 

Saudi Arabia 
• Saudi Development Fund to 
Finance Housing Project for Algerian 
State Employees. A delegation 
representing the Saudi Development 
Fund has met in Algeria with officials 
from the Algerian Ministry of Housing. 

According to the Ministry, the task has 
focused on the building of 2,000 houses 
for state employees, to be financed by the 

Fund. - Algerian Radio 
• State to Give up Part of its Role in the 
Economy. King Fahd has announced that 
the state is to give up part of its role in 
mnning the affairs of the economy, in order 
for "national capital" to play a role instead. -
Kingdom of Saudi Arabia Radio 

Qatar 
• More Gas Agreements Coming Up. 
Officials from the Qatari gas industty have 
confirmed that there will be more gas 
agreements coming up in the near future. 
Two more sales and purchase agreements are 
likely to be signed soon for the export of 4 
total 4.4m tonnes a year. 
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the Beneficent, the Merciful 
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