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COMMENT 

True Success Still Elusive Istisna - Classical Concept 
in a Modern Framework 
The IDB has devised Istisna as a mode of Project Financing. 
Dr Mohamed El-Fatih Hamid, sheds light on the issues involved. 

 

T rue success is not static. True success 
comes from constantly progressing and 
evolving. It is very easy for complacency 

to set in while basking in the glow of modicum 
achievement, but therein lurks the danger of 
stagnation. 

As Michael Clode pointed out in last 
month's issue of New Horizon: "Islamic Finance 
has grown dramatically over the last few years 
and... it would appear that the turnover is now 
at least $50 billion, and probably nearer $100 
billion... However large those figures are, they 
still represent only a small fraction of the total 
financial market, even in those countries where 
Islamic Finance is most developed and where... 
there is strong political backing." 

There is no doubt that the spectacular growth 
of Islamic banking during the short period of 
two decades has been extremely promising, and 
a credit to all the early pioneers in the field. No 
less impressive is the way in which it has over-
come the obvious obstacles faced by any concept 
alien to'the established order. 

Today, Islamic banking is accepted as a viable 
financial system the world over, by economists, 
central bankers, businessmen, governments and 
international organisations. This is illustrated 
by the fact that over 50 countries not only in the 
Muslim world, but also in Europe and the USA, 
currently boast Islamic banking operations. 

So the track record is excellent, but there is 
no time to rest on our laurels. There is still a 
long way to go before Islamic Banking can come 
out of the shadows of fringe financing, and 
stand shoulder to shoulder with conventional 
banking, offering the man in the street services 
and privileges equalling, and indeed bettering, 
those offered elsewhere. 

Steps must be taken to ensure that Islamic 
banking develops new instruments and method-
ologies to cater to the needs of the present day  

financial industry. Unfortunately, Islamic 
bankers have not been able to keep pace with 
developments in the fast moving financial sector, 
and instead have found themselves bogged down 
with just a few basic instruments. 

No efforts are being made to develop new 
instruments, and if Islamic banking is to sur-
vive as a living and dynamic system, it simply 
must move with the times. Sitting still is to 
invite rot and decay, and ultimately damage to 
the reputation of Islamic banking. This would be 
down to the people who manage the industry 
and not the system itself 

Two fundamental issues which Islamic banks 
cannot afford to ignore are commitment to the 
Islamic concepts, and striving to alleviate the 
dearth of personnel qualified in Islamic banking. 

The sad fact is that many people involved in 
what is currently recognised as 'Islamic bank-
ing' have no real grasp of the Shariah concepts 
of finance, never mind a commitment. And if 
they do not understand or believe in it them-
selves, there is little hope of them promoting it 
with any sincerity. 

By and large most Islamic bankers have sim-
ply switched over from being conventional 
bankers, very often with little professional train-
ing in Islamic banking concepts, and attempting 
simply to dress up Western financial instru-
ments as 'Islamic'. 

Quite clearly what results is not Islamic 
banking, as real Islamic banking is far removed 
from the conventional system in both concept 
and operation. 

Thus true success still eludes Islamic bank-
ing. It is certainly an uphill task, but not 
unachievable. The transformation cannot occur 
overnight, but an active and dedicated effort 
must be made now to pull the current state of 
Islamic banking in the right direction. Or else 
we can just go on deceiving ourselves. 

he IDB (Islamic Development Bank) fosters the eco- 
nomic development and social progress of member 
countries and Muslim communities individually, as 

well as jointly, in accordance with the principles of 
Shariah. As part of its functions, the IDB participates in the 
equity capital of projects, extends loans for productive 
projects and enterprises, beside providing financial assis-
tance to member countries in other forms for economic 
and social development. 

The IDB is also charged with the responsibility of 
assisting in the promotion of foreign trade, especially in 
capital goods, among member countries, providing techni-
cal assistance to member countries, extending training 
facilities for personnel engaged in development activities, 
and undertaking research for enabling the economic, 
financial and banking activities in 
Muslim countries to conform to the 
Shariah. The present membership con-
sists of 50 states. 

It will be seen from the foregoing 
that the IDB combines a number of 
attributes which distinguishes it from 
other major multilateral development 
financing institutions. The most impor-
tant of these attributes are: 

a) It is required by its Charter to 
conduct its activities in conformity 
with the principles of Shariah. 

b) Its primary mission of fostering 
economic and social development does 
not only extend to its member coun-
tries but embraces Muslim communi-
ties in non-member countries. 

c) It is an association of developing 
countries bound together by the 
Islamic principles of mutual co-opera-
tion. 

d) Its task is much more wide-ranging than that of 
other multilateral development financing institutions in 
that, apart from its financing role, it is entrusted with the 
functions of promoting foreign trade and economic co-
operation among member countries, as well as extending 
training facilities to personnel engaged in training activi-
ties and undertaking research for enabling the economic, 
financial and banking activities in Muslim countries to 
conform to the principles of Shariah. 

The Articles of Agreement establishing the IDB, while 
mentioning only two modes of project financing - loan and 
participation in the equity capital of productive projects -  

has given the IDB a general mandate to "invest in econom-
ic and social infrastructure projects by way of participation 
or other financial arrangements". Through this general 
mandate the 1DB was able to devise a number of modes of 
project financing such as leasing, profit-sharing, instal-
ment sale and, more recently, Istisna (a contract for financ-
ing the manufacture of goods). 

The Need for Istisna 
The question may then arise as to why an institution 

that has in its hands such diverse instruments of financing, 
would want to adopt yet another instrument of financing? 
There are several reasons for this, the most important of 
which are the following: 

a) One of the functions of the IDB as stated in Article 2 
(vii) of the Articles of Agreement is "to 
assist in the promotion of foreign trade 
specially in capital goods among mem-
ber countries". 

Though the IDB had made some 
headway in this regard through its 
export orientated scheme (The Longer 
Term Trade Financing Scheme), IDB 
felt the need for supporting its efforts 
under that scheme through the exten-
sion of financing needed for the pro-
duction of the goods. The need for for-
eign exchange financing has always 
been one of the bottlenecks that inhibit-
ed the development of the production 
capacity of the member countries. 

Unlike leasing and instalment sale, 
which are suitable for financing the 
acquisition of finished goods, Istisna is 
an instrument that is well suited for 
pre-shipment financing. By contribut-

ing to the enhancement of the production capacity of its 
member countries through the extension of financing 
needed for the production of goods, IDB will not only be 
promoting trade through the production of goods in one 
member country to be sold to another but will also be ful-
filling its development objective. 

b) Because instalment sale and leasing are mostly suit-
able for financing finished goods, the working capital nec-
essary to produce those goods falls outside the ambit of 
IDB's financing. Istisna, on the other hand, is a mode of 
financing the production of the goods at the pre-ship-
ment stage. It is, therefore, suitable for financing work-
ing capital which is badly needed in most of the IDB 
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member countries. 
c) Since its inception IDB has been financing economic 

infrastructure projects through loans. The borrowers of 
these loans have always been member country govern-
ments. This is because financing of infrastructure has been 
the exclusive domain of the public sector. However, in 
recent years, the financing of economic infrastructure pro-
jects has witnessed a shift from the public to the private 
sector. It has, for several reasons, been realised that some 
infrastructure projects may be more efficiently financed 
and managed by the private sector. 

The projects that have featured prominently in this 
shift are those that have regular and reliable cash flows 
such as telecommunications, power generation, transmis-
sion and distribution, toll roads, airports, sea-ports, 
pipelines and water supply and sanita-
tion. 

Given that the development of 
infrastructure is a necessary prerequi-
site to general economic development, 
the IDB should not be less keen in its 
support of these projects because they 
have shifted from the public to the pri-
vate sector. On the other hand, it will 
not be feasible for the IDB to extend 
financing to private sector projects 
through interest free loans. Istisna will 
give the IDB a mode of financing infra-
structure projects that cannot easily 
lend themselves to financing by way of 
instalment sale or leasing. 

Legal Implications 
The definition and legal nature of 

Istisna was the subject of divergent 
opinions among the classical jurists. 
However, there was no disagreement that the essential ele-
ment in Istisna is the manufacturing of goods at the behest 
of the buyer, and of the specifications determined by him, 
and the delivery thereof to the buyer within an agreed 
period and at an agreed price. 

Though I do not intend to go in any length into the 
points which were the subject of this difference of opinion, 
I would like to highlight briefly three points because of 
their relevance to what will follow. 

• The first point is whether the seller in Istisna is 
required not only to deliver goods conforming to the spec-
ifications, but also to supply his own services in manufac-
turing the goods. To put it in other words, is the seller 
obliged to manufacture the goods himself? 

The predominant view among the classical jurists, and 
all of the modern jurists, is that although the supply of ser-
vices is an essential requirement of an Istisna contract, the 
services need not be supplied by the seller himself. The 
obligation of the seller is to deliver goods conforming to 
specifications no matter who had supplied the services 
necessary for the manufacturing of those goods. 

The second point is whether Istisna is a contract that is 
binding on both parties from its inception? In other words, 
does the contract oblige the seller to manufacture and 
deliver the goods and oblige the buyer to take delivery of 
the goods and pay the price if the goods are manufactured 
in conformity with the specifications. The predominant 
view among the classical jurists is, that the contract is 
revocable by either party at any time. Even after the goods 
have been manufactured in conformity with the specifica-
tions and delivered to the buyer, the latter can still revoke 
the contract and is not obliged to take delivery of the 
goods. 

The minority view in this regard, which has been 
adopted by the Islamic Fiqh Academy of the Organisation 
of the Islamic Conference is that, the contract is binding on 

both.parties from the moment the con-
tract is concluded by offer and accep-
tance. Either party will be in breach of 
his obligation if he fails to perform his 
part of the bargain. The only situation 
in which the buyer can revoke the con-
tract is where the seller delivers goods 
that do not conform to the specifica-
tions. 

The final point concerns the char-
acterisation of an Istisna contract. This 
contract has been variously charac-
terised as a pure sale of goods, as a 
contract of Salam (a sale of future 
goods in which the price is paid in 
advance), as a contract of hire of per-
sons, and finally as a contract partak-
ing both of sale of goods and hire of 
persons. 

Each of these characterisations is 
based on one of the aspects of Istisna. 

While those who characterised the contract as a hire of 
persons relied on the fact that the substance of Istisna is 
the delivery of conforming goods to the buyer by the 
Manufacturer, those who characterised it as a contract of 
Salam looked at the fact that at the time of the contract the 
goods which are the subject matter of the contract are not 
in existence and are known only by their specifications, 
and are to be produced within an agreed future time. 
Finally, those who characterised it as partaking both of a 
sale and hire looked at the fact that Istisna involves both 
the delivery of goods and the supply of services. 

It appears that the contract of Istisna is a special type 
of sale which possesses some characteristics that distin-
guishes it from a pure contract of the sale of goods. The 
attempts of the classical jurists to seek a characterisation 
for this contract by analogy with existing contracts, is 
more indicative of the manner in which the Islamic law of 
contract had evolved historically, than of a conscious 
desire to force this contract in to the pigeon-hole of one of 
the existing nominate contracts. 

The proper characterisation of a contract is an essential 
prerequisite for determining the rights and obligations of  

the parties under the contract. 
The Fiqh Academy considered the contract of Istisna 

in its Seventh Session and adopted Resolution No. 67/3/7 
in which it has decided that Istisna, which is a contract the 
subject matter of which are the goods identified by 
description and the provision of services, is binding on 
both parties if the constituent conditions and terms are sat-
isfied. It further decided that: 

(1) It is necessary for the validity of Istisna that: 
(a) the nature, quality, quantity and description of the 
thing to be manufactured are known; and 
(b) a time is fixed for manufacturing the goods. 
(2) It is permissible in a contract of Istisna to defer the 
price or to pay it in instalments within a fixed time 
period. 
(3) It is permissible to include in a 
contract of Istisna a penalty clause, 
if the parties so agree, save for cases 
of force majeure. 

Structuring an Istisna 
Transaction 

As has already been alluded to, a 
seller in an Istisna transaction need not 
supply the services necessary for the 
manufacturing of the goods itself, nei-
ther is it required by the rules of Islamic 
law pertaining to Istisna to do so. This 
makes it possible for financing institu-
tions, like Islamic Banks, to be the seller 
in an Istisna contract. 

However, it is inevitable for a finan-
cial institution that assumes the role of a 
seller in an Istisna transaction to re-let 
the Istisna contract to an entity that will 
be able to provide the services necessary for manufactur-
ing the goods (hereinafter "Manufacturer"). Within this 
context an Istisna transaction could be structured in one of 
two ways both of which involve two contracts, one 
between the seller and the buyer and another between the 
seller and the Manufacturer. 

In the first structure, the contract between the seller 
and the buyer will provide for the manufacturing of goods 
conforming to the specifications required by the buyer and 
the delivery thereof to the buyer within the stipulated time 
for an agreed price to be paid by the buyer, normally, on 
deferred basis. 

The seller will then enter into another Istisna contract 
with the Manufacturer to provide the same goods which 
are the subject of the first contract and to deliver them to 
the seller within a stipulated time that will coincide with 
the time for the delivery of the goods under the first con-
tract, for a price which is less than the price under the first 
contract by a margin that represents the return to the seller 
under the first contract. 

The price under the second contract will normally be 
paid in a manner that is commensurate with the progress  

of work under the contract. The Manufacturer under the 
second contract will deliver the goods, either to the seller 
who will in turn deliver them to the buyer, or directly to 
the buyer on the orders of the seller. If the Manufacturer 
fails to deliver the goods or delivers non-conforming 
goods, the seller will equally be in default of his obliga-
tions under the first contract. 

Under the second structure, the contract between the 
seller and the buyer, in addition to providing for the man-
ufacturing of goods conforming to the specifications with-
in a certain time for an agreed price, will also provide that 
the buyer agrees: 

a) to take delivery of the goods from the 
Manufacturer; 

b) to supervise (through a consultant or other expert) 
the execution of the contract with the 
Manufacturer in a manner that will 
ensure that no progress payment 
under the contract will be effected 
unless the buyer's consultant certifies 
that the work for which payment is 
sought, has been carried out in confor-
mity with the contract; and 

c) that the issuing, by the buyer's 
consultant of the final payment certifi-
cate under the contract with the 
Manufacturer will, ipso facto, operate 
as acceptance of the goods under the 
first contract. 

On the other hand, the contract 
between the seller and the 
Manufacturer will provide for the 
manufacturing of the goods in confor-
mity with the specifications and the 
delivery thereof directly to the buyer. 
It will also provide that no progress 

payment under the contract will be made by the seller, 
unless the relevant invoices have been certified by the con-
sultant (or other expert) of the buyer. 

It will be noted, that while both structures are feasible 
and acceptable to Islamic law, the second structure has the 
advantage of ensuring that no progress payment will be 
made unless the buyer is satisfied that the execution of the 
work is progressing satisfactorily in conformity with the 
specifications required by him. Consequently, if all 
progress payments are released only on the certification of 
the buyer's Consultant, it will be extremely unlikely that 
the buyer will reject the goods on the ground of their non-
conformity to the specifications. 

The virtual elimination of the risk of rejection of the 
goods by the buyer through this structure saves the finan- 
cial institution concerned the cost and embarrassment of 
finding in its hands goods, which it had already paid for 
but the buyer will not accept. This is not to say that the 
institution will not itself be able to reject the goods under 
its contract with the Manufacturer as long as it refrains 
from doing anything that could be construed as accep-
tance of the goods. 
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There is an implied condi- 
tion in a contract of sale 

that the goods are free from 
defects. Thus if the goods 

sold turned out to be 
defective, the buyer, in 

Islamic law, has the option 
of either rescinding the 

contract and recovering the 
price he had paid 

Risk Management 
Istisna involves the manufacturing of goods or the 

construction of buildings or other assets (ships, aircraft, 
etc.). Consequently all the risks associated with manufac-
turing or construction contracts are present in a contract of 
Istisna. Because these risks are inherent in these types of 
contracts ways and means have been developed to allevi-
ate or mitigate them. 

In the following paragraphs the major risks in this 
regard will be discussed and the ways and means of miti-
gating or alleviating them will be described. However, 
before doing so it will be necessary to explain the risk fac-
tor relative to the nature of an Istisna transaction. 

The major risks that have to be addressed in an Istisna 
transaction, as regards the relationship with the 
Manufacturer, is the latter's failure to deliver the goods in 
time or his failure to deliver conforming goods. We have 
already seen how this latter risk could 
virtually be eliminated by a proper 
structuring of the contract. The failure 
to deliver the goods in time could be 
due to: 

i) delay in the execution of the 
works; 
ii) the occurrence of a casualty risk 
i.e. the goods are 
destroyed by fire or are otherwise 
lost; 
iii) the occurrence of a force 
majeure; or 
iv) the insolvency of the 
Manufacturer. 
Though liquidation, chronologically speaking, will be 

the last misfortune that can befall a company, it is being 
addressed here as the first risk in the context of Istisna as a 
salient reminder of the need to take utmost care in the 
selection of the "Manufacturer"; and, in particular, the 
need to make a rigorous examination of its financial stand-
ing and technical and administrative capability. 

If this exercise is carried out properly the risk of liqui-
dation will be remote. If liquidation nevertheless occurs, 
the financial institution concerned would need to recover 
the amounts it has paid to the Manufacturer as progress 
payments. Therefore, if it has not taken any other security, 
its claim to recover the amounts it has paid will rank in 
pari passu with the claims of the other unsecured creditors 
of the Manufacturer. 

This will not be a position that a financial institution 
will be advised to take. The alternatives open to the finan-
cial institution will be either: 

i) to take a mortgage of or a charge on the parts of the 
assets that have been executed; 
ii) to take a charge over all the assets of the 
Manufacturer; or 
iii) to take a refundment bond guarantee. 
It is however, fair to point out that each of these secu-

rities has its own drawbacks. To begin with a mortgage on 

the parts of the assets that have been executed will not be 
of much use if the execution is taking place in the yard of 
the Manufacturer. This is because the Buyer will not be 
able to complete the assets, and the unfinished assets are 
not likely to fetch a good price in the event of the foreclo-
sure of the mortgage. 

It will also be added that the enforcement of a mort-
gage or a charge, whether on the whole assets of the com-
pany or on the parts of the assets that have been executed, 
is a time-consuming and costly process without any assur-
ance that the mortgage (or charge) will be able to fully 
reimburse itself from the proceeds of a forced sale of the 
assets. 

On the other hand, while a mortgage (or charge), in 
the context of an Istisna transaction, is a security that could 
be enforced only in the event of the liquidation of the 
Manufacturer, a refundment bond guarantee could be 
made encashable in all cases where the Manufacturer fails 

to deliver the goods or delivers non-con-
forming goods. 

However, a refundment bond, being 
a bank guarantee, may be open to the 
objection that it is costly. As against this, 
it may be argued that a refundment 
bond, in the context of Istisna, is differ-
ent because: 

a) it is a guarantee against amounts 
actually paid by the seller to the 
Manufacturer and for which the seller 
has not yet received any thing in return 
(quid pro quo); 

b) the Manufacturer expects to receive payment from 
the seller equal to the amount of each refundment bond it 
provides to the seller; 

c) the amounts paid by the seller (being an Islamic 
Financial Institution) to the Manufacturer do not carry any 
financial charges. If the Manufacturer is to borrow the 
same amount from a commercial bank to finance the con-
struction of the goods, it will have to pay interest on that 
amount in addition to any security which the lender may 
ask for. The cost of the refundment bond guarantee will, 
most probably, be far less than the interest that would 
have been charged on the loan; 

d) it is not unusual in international financing to 
require a refundment bond guarantee. IDB had in fact 
asked for and obtained refundment bond guarantee to 
secure its financing (more than 25 million US Dollars) of 
the construction of Vessels for one of its member countries. 

Having said that, it will readily be admitted that ask-
ing for a refundment bond guarantee will not always be 
necessary. For instance, if the construction of the assets is 
being done on the land of the buyer, as in the case of a 
building, a power station or a toll road, it may be sufficient 
to rely on the usual performance bond and retention 
money particularly where suitable legal and contractual 
arrangements are reached regarding the ownership of the 
finished parts of the assets. 

Since under a contract of Istisna there is an agreed 
time period for the manufacturing or the construction of 
the assets, the failure to complete this task within the 
agreed time period may result in a loss to the Buyer. The 
normal way of minimising this risk is by obliging the 
Manufacturer to pay liquidated damages for this delay. 

As has already been alluded to, the imposition of a 
penalty clause for the payment of liquidated damages has 
been sanctioned by the Fiqh Academy. Where the delay is 
inordinate, the only remedy of the Buyer is to terminate 
the contract and claim reimbursement of the amounts 
already advanced against the Contract Price. If there is a 
refundment or a performance bond, the prospective Buyer 
will proceed to invoke it. Otherwise it will have to be con-
tent with its claim against the Manufacturer. 

It is usual to deal with the risk of the loss of the assets 
or its destruction (totally or partially) during construction, 
by means of insurance. The Manufacturer should therefore 
be obliged to take up the appropriate 	  
insurance policies and to assign the pro-
ceeds of these policies to the Islamic 
Bank concerned. 

In case of partial loss, the 
Manufacturer may be allowed to use 
the proceeds of insurance to restore the 
asset to its condition before the occur-
rence of the loss. If as a result of events 
beyond the control of the parties such 
as floods, earthquakes, volcanoes and 
other natural disasters or adverse politi-
cal actions such as expropriation, 
change of law, war, etc., the 
Manufacturer is unable to complete the 
work, a reasonable extension of time 
may be granted. 

If after this extension the Manufacturer could not com-
plete the construction (manufacturing) of the assets, the 
contract may be terminated and the Buyer can claim a 
refund of the payments it has paid and compensation for 
any loss caused by such delay. 

Liability of the Seller for Defective Goods 
There is an implied condition in a contract of sale that 

the goods are free from defects. Thus if the goods sold 
turned out to be defective, the buyer, in Islamic law, has 
the option of either rescinding the contract and recovering 
the price he had paid or accepting the defective goods 
without the right to get compensation. 

Only one school of jurisprudence gives the buyer the 
right to claim for a compensation (Arsh). The question of 
the compensation will be the difference between the mar-
ket price of the defective goods and the market price of the 
same goods when sold without defect. The other schools 
give the buyer this right only when restitute integrum is 
impossible i.e. when it will not be possible for the buyer to 
return the goods to the seller in the state in which he had 
received it. 

Exemption Clauses 
The implied condition, in a contract of sale, that the 

goods are free from defects could be excluded by an 
express stipulation in the contract negating the responsi-
bility of the seller for defects. To use modem legal termi-
nology it should be excluded by an exemption clause. 
While there is consensus amongst the Islamic jurists in this 
matter, they differ on the circumstances under which such 
exemption will be effective and on the type of defects that 
could be excluded. 

Financial institutions will not welcome the possibility 
of a buyer appearing some time after the delivery of the 
goods to return them on the ground that he has discovered 
a latent defect therein and to claim the return of the price 
or the part thereof which he had already paid. The ques-
tion, therefore, arises whether, like the case of a seller in a 
pure sale contract, a seller in Istisna could cover himself 

against this eventuality by an exemp-
tion clause? The classical jurists were 
silent on this point. 

It is, therefore, possible to argue 
that since Istisna is a contract of sale, 
albeit a special type of sale, what is 
permissible in sale should be permissi-
ble in Istisna unless the very nature of 
Istisna makes it inapplicable. 
However, Professor Mustafa Al-Zarka 
- one of the most eminent and 
renowned contemporary jurists - mar-
shalled cogent and persuasive argu-
ments against this view. 

He took the view that a stipulation 
in a Istisna contract which is designed 
to exclude the liability of the seller for 
latent defects should be void. He 

argued that if such exclusions are allowed, the seller may 
not feel the need to take utmost care in manufacturing the 
goods. 

He further argues that although the seller in a pure 
sale may be excused if he excludes his liability for defects 
in the goods which he did not manufacture, the same logic 
will not obtain in Istisna where the goods were not in exis-
tence at the time of the contract and it is the seller who 
brought them into existence. An exemption clause in this 
context will only serve to protect the seller against his own 
incompetence in manufacturing the goods and may pro- 
mote bad faith in this important instrument of financing. 

Though the views of a jurist of the stature and scholar-
ship of Professor Al- Zarka command the utmost respect, 
this issue is of great practical importance for financial 
institutions using Istisna as an instrument of financing. It, 
therefore, needs to be submitted to the Islamic Fiqh 
Academy for a final opinion. 

Dr Mohamed El-Fatih Hamid, 
is the Legal Adviser, 

IDB, Jeddah, Saudi Arabia. 
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Are Islamic banks in 
Malaysia organised 
in a fashion similar 

to the banks in Pakistan, or 
are they different from their 
Pakistani counterparts? 

There is a difference in approach 
as far as Malaysia and Pakistan are 
concerned. In Pakistan, same rules 
and regulations apply to all banks, 
local or foreign. In Malaysia, banking 
is predominantly being carried out in 
the conventional manner. 

To begin with, only one Islamic 
bank was established. Presently, the 
majority of the banks have set up a 
window for Islamic banking, though 
it is difficult to opine if all the transac-
tions carried out by these institutions 
fully conform to the principles of 
Shariah. 

Another distinguishing feature is 
that in Pakistan, every bank has its 
own separate Shariah Board which 
advises the bank in matters of Islamic 
banking. The Securities Commission 
also has a Religious Board. 

Although the central Bank (Bank 
Negara Malaysia) does not have a 
Shariah Board of its own as yet, it 
takes an active interest in Islamic 
banking activities. Efforts are also 
made by the Central Bank to resolve 
the problems faced by the Islamic 
banks through non-traditional meth-
ods. The Central Bank is trying to 
form a Shariah Board. 

In Pakistan, the mark-up system 
works in conjunction with sale and 
buy-back. Malaysian banks have 
employed the system of Murabaha, in 
which the rate of profit is agreed and 
known in advance. They have also 
resorted to sale on deferred payment 
basis at a price which can be negotiat-
ed between the parties. 

Malaysian banks have adopted  

the PLS system for the distribution of 
income to the depositors. Islamic 
banks also engage in the discounting 
of Bills of Exchange under the garb of 
"purchase of loan". This is a major 
departure from the well recognised 
principles of Shariah for which some 
Shariah scholars in Malaysia present 
some justification, however it is not 
sound in my view. 

This matter has been discussed 
with religious scholars in Malaysia. 
They seem to have been convinced 
that discounting of Bills of Exchange 
in the traditional manner cannot be 
considered Islamic, and there is a 
search for alternatives. 

Are Islamic banks in Malaysia 
capable of providing all usual bank-
ing facilities, such as the convention-
al banks and financial institutions 
provide, to the general public as well 
as businessmen and investors, and 
still conforming to the principles 
and requirements of Shariah,? 

Even though it is claimed that 
they do, in effect they do not. For 
instance, these banks do not engage in 
the forward sale/purchase of foreign 
exchange. 

Is "Taboong Haji" working like 
a bank or does it engage only in the 
investment of surplus funds avail-
able with intending Hajis? 

To my knowledge, it works like 
an Investment Company. It owns a 
number of companies and is a major 
shareholder in some others. 

Have any different or new laws 
been enacted in Malaysia for the 
establishment, or to facilitate the 
business of Islamic banks? 

The Government of Malaysia has 
enacted an Islamic Banking Act to 
govern the establishment and opera-
tion of the Islamic banks in Malaysia. 
Permission need to be obtained under 
the said act for the establishment of 
an Islamic bank. This act provides cer-
tain concessions to Islamic banks in 
their operations or methodology, as 
against that of conventional banks. 

It is often said in the context of 
Pakistan that the moral scruples of 
the masses in general, and business-
men in particular, make very diffi-
cult, if not impossible, the practising 
of Mudaraba and Musharaka. 

Do Islamic banks in Malaysia 
face similar problems and have they 
found any solutions? 

Islamic banks in Malaysia are fac-
ing more or less similar problems. 
Corruption in Malaysia is perhaps 
less than it is in Pakistan, but in my 
opinion, no significant progress has 
been made in Malaysia in implement-
ing Musharaka as a mode of financ-
ing. A possible exception is "Taboong 
Haji" which makes investments in 
different ventures on the basis of 
Musharaka. 

What is your opinion about the 
progress made so far to Islamise the 
business of banking in Pakistan, and 
what essential changes are required 
to bring the banking system close to 
the requirements of Shariah? 

The pace of any such progress is 
quite unsatisfactory. An economy free 
from interest was one of the priorities 
of the late president Zia-ul-Haq. At 
his behest, the Council of Islamic 
Ideology (CII) came up with a forum 
to deliberate the issue. Besides reli- 
gious scholars, the forum included 
bankers and economists, and a 
detailed report was submitted to the 
Government. 

The late president issued a final 
order for the implementation of the 
recommendations made in this report. 
To this end, the then Minister of 
finance formed groups. 

However, CII was not represent-
ed in any of these groups nor was it 
consulted in the making of a strategy 
for the implementation of its recom-
mendations. There are many distor- 
tions in the way things have been 
actually implemented. The new sys-
tem principally revolves around 
Murabaha but in this case too, the 
basic requirements of Shariah are not 
being met. 

The State Bank of Pakistan (SBP) 
proposed a total of 12 modes of 
financing. But it is felt that there has 
been no change in the asset side of the 
balance sheet of the Pakistani banks. 
The liabilities side, however, does 
conform to Shariah. 

An essential requirement is the for-
mation of a Shariah Board in SBP as 
well as all other banks. These may 
either be separate or one Board may 
supervise the operations of every bank. 

A Religious Board is being set up 
in Bank Negara Malaysia - the central 
bank of the country, and the 
Securities Commission in Malaysia 
has a Religious Board. In Malaysia 
and Bahrain the decisions of Shariah 
Boards are binding on the relevant 
Islamic banks. 

The Board in some banks can take 
part in the bank's AGM, and annual 
reports of the banks contain a sepa-
rate report from the Religious Board. 
These boards can stop a transaction 
they are not satisfied with, or can 
even nullify a transaction if it does 
not conform to Shariah. 

"Allah does not change the lot of 
a people unless they change what is 
in their hearts". In the light of this 
declaration by Allah, when we look 
at the moral condition of the people 
in Pakistan, it becomes obvious that  

businessmen who are always in 
need of money, seldom maintain the 
accounts of their businesses honestly 
or are willing to share the actual 
profit of their businesses with those 
who provide funds. 

On the other hand, the general 
public has also become accustomed 
to a fixed return without assuming 
any risk, and are not willing to share 
in the profit or loss of the business. 
Probably due to the foregoing fac-
tors, Islamic banking in Pakistan has 
not been able to make any signifi-
cant progress in terms of business or 
operations. What is your opinion 
regarding this? 

While agreeing with you, let me 
point out that two basic tasks need to 
be performed by the Government. 
One is the correction of the taxation 
system, especially the abolishment of 
powers given to ITOs; and second is 
the need to expand the system of 
transparent audit at every level, i.e. 
internal as well as external. 

This will help in the purging of 
dishonest and corrupt people. 
Businessmen who are found guilty of 
cheating the financiers, acting fraudu-
lently, and indulging in dishonest 
practices should be blacklisted for a 
certain period. 

Justice Mufti Mohammad Taqi 
Usmani, is a member of the Islamic Fiqh 
Academy, Organisation of Islamic 
Conference (OIC) in Jeddah, Saudi 
Arabia, and Vice-President of Darul-
Uloom, Pakistan. 

Effective Policies, Moral Values: 
Pre-Requisites for Islamic Banking 
"The pace of progress in Islamising the banking system in Malaysia and Pakistan needs 
improving," says the eminent Islamic Jurist Justice Mufti Mohammed Taqi Usmani. 
Interview by New Horizon. 

New Horizon February 1996 9 8 New Horizon February 1997 



Profit-Sharing: 
Questions That Need to be Answered 
Whether the Shariah allows the practice of using interest rates to calculate profit-sharing 
ratios requires serious discussion. Sudin Haron looks at the relationship between conven-
tional banking and the profit-sharing schemes of Islamic Banks. 

GI 

Today, there are more than 150 
interest-free financial institutions 
operating world-wide. These 

institutions not only serve the banking 
needs of Muslims, but some Islamic 
banks are also happy to accommodate 
the needs of non-Muslims. Some of the 
existing financial institutions are either 
subsidiaries or one of the departments 
of conventional banks. To what extent 
this will help the future development 
of the Islamic banking system and how 
the Ummah will gain from this devel-
opment are interesting questions that 
need to be answered. 

One thing that concerns those who 
have direct or indirect interest in the 
Islamic banking system is the relation-
ship between market interest rates and 
the profit- sharing and mark-up ratios 
of Islamic banks. Some scholars have 
acknowledged that, in no way, could 
Islamic banks ignore the element of 
interest in their operations. 

Sami Hassan Homoud, for exam-
ple, in his article which appeared in 
the December 1994 issue of Islamic 
Economic Studies, claimed that there is 
no known way of avoiding the link up 
between interest rate and the profit 
margin in Murabaha, as long as 
Islamic banks are operating within an 
environment where they co-exist with 
traditional banks. This intimate rela-
tionship with interest rates affects not 
only the ratios of financing activities 
but also the rates of return to deposi-
tors. 

Anne Simpson and Paul Willing in 
their article published in the December 
95/January 96 issue of New Horizon 
suggested the possibility of Islamic 
banks practising a 'smoothing' policy. 
This term refers to the policy where 
the management of Islamic banks tries 
to smooth the reported profits, 
through the operation of provisions 
and reserve accounts in order to give a 
market rate of return to depositors. 

The linkage between the interest  

rate and profit-sharing and mark-up 
ratios, however, remains a contentious 
issue. Volker Nienhaus, for example, 
in his article published by the Journal 
of Research in Islamic Economics in 
1983, made a blunt suggestion that the 
calculation of profit-sharing ratios by 
Islamic banks must be based on the 
market rate of interest. This sugges-
tion, however, was rejected by M N 
Siddiqui, Ziauddin Ahmad and M 
Fahim Khan - all eminent scholars in 
the field of Islamic banking. 

Nevertheless, it is not reasonable 
to assert that there is no connection 
between market rates or interest and 
the ratios of mark-up activities (bai 
Murabaha, bai Muazal or bai bithaman 
ajil, Ijara and Ijara wa-lktina) when the 
instalment paid to an Islamic bank is 
equivalent to conventional bank instal-
ments of loans on the same terms and 
conditions. Similarly, only the most 
naive individual could believe that the 
similarity between the market rates of 
interest and profit-sharing and mark-
up ratios is purely an incidental phe-
nomenon. 

The fundamental question here is: 
is it wrong for Islamic banks to use 
interest rates as a benchmark in fixing 
their profit-sharing and mark-up ratios 
or percentages? 

Although this question looks sim-
ple enough, nobody has yet supplied a 
concrete answer. To the best of my 
knowledge, there is no literature 
which indicates that the practice of 
using interest rates as a basis of calcu-
lating ratios at Islamic banks is prohib-
ited by Shariah. Similarly, none of the 
Shariah Supervisory Boards (SSBs) of 
Islamic banks has issued a fatwa relat-
ed to this matter. 

All the reports issued by the SSBs 
of about 20 Islamic banks confirmed 
that the operations of the Islamic 
banks under review were conducted in 
accordance to Shariah. Since SSBs are 
responsible for scrutinising the opera-
tions of Islamic banks and if it is true  

that Islamic banks are using interest 
rates as a benchmark, it is therefore 
reasonable for us to conclude that this 
practice is allowed by Shariah. 

The question whether Shariah 
allows the practice of using interest 
rates as a benchmark requires serious 
discussion. The Shariah scholars need 
to include this matter in their current 
agenda. As an ordinary Muslim, I 
must express my concern that by 
importing the element of interest into 
the Islamic banking system we indi-
rectly acknowledge that the interest 
rate of conventional banks is not an 
evil thing. 

On the other hand, we Muslims 
are constantly being reminded that 
interest is strictly prohibited by the 
Quran and Hadith. Therefore, as long 
as it falls within the scope of interest as 
defined by Shariah, it must be ques-
tionable whether it is appropriate for 
Islamic banks to associate themselves 
with this element. 

Since numerous scholars insist 
that no Islamic bank should use mar-
ket rates of interest as a benchmark, 
these Islamic banks may retaliate by 
asking many hypothetical questions 
related to various aspects of business, 
especially in the areas of marketing, 
financing and costing. 

The banks are worried that cus-
tomers may find their products unat-
tractive if the financial consideration 
differs from the products of conven-
tional banks. They are also concerned 
that adequate rewards must be given 
to their depositors. at least comparable 
to those received by depositors at con-
ventional banks. The Islamic banks 
will also require scholars to supply 
them with an alternative mechanism 
which can assist them in fixing their 
profit-sharing and mark-up ratios. 

In addition to such hypothetical 
questions, those who have been 
infused with the idea of using interest 
rates as a benchmark will hold to the 
opinion which says that the interest  

rate is just a mathematical device to 
measure the relationship between two 
quantitative variables. The percentage 
or figure has nothing to do with halal 
or haram. A halal factor remains halal 
whether it is measured as a percentage 
or otherwise. Similarly, a haram factor 
remains haram whether it is measured 
as a percentage or not. Furthermore 
whatever Allah permits, man cannot 
prohibit. 

It is not my intention to supply the 
alternative mechanism as required by 
the existing practitioners. In this arti-
cle, however. I would like to draw the 
attention of those who are directly or 
indirectly involved in the Islamic 
banking system to the issue which I 
consider to be the root cause of this 
phenomenon. 

Let us begin with a short history of 
conventional banks. These institutions 
were first started as places where the 
public could store their valuables for 
safe-keeping. Instead of rewards, 
charges were imposed on this service. 

Over time, these institutions 
developed and more products and ser-
vices were made available to the pub-
lic. Then for several reasons, interest 
came into the picture. One of the rea-
sons for the inclusion of interest in the 
system was the belief that those who 
were willing to part from their liquidi-
ty (cash), or were willing to abstain 
from present consumption should be 
rewarded accordingly. This reward 
was known as interest. 

By upholding this definition, con-
ventional banks are continuing to 
reward their depositors. They no 
longer see banks as custodians of their 
valuables, but look to these institutions 
as sources of monetary reward. 
Similarly, the functions of banks have 
changed over time. Having started as 
centres for keeping peoples money, 
they began giving loans with interest 
to borrowers. 

The interest charged to borrowers 
not only compromises the reward that 
banks expect to receive because of 
their willingness to part with liquidity 
(cash), but also covers the reward to be 
paid to depositors. 

In order for conventional banks to 
make profits, the interest rate charged 
on borrowers is usually higher than 
the rate paid to depositors. In more 
sophisticated terms, 'gap manage- 

ment' (i.e. the technique which links 
the interest charged and the interest 
paid) is introduced. The wider the gap, 
the more profits the banks will gener-
ate, and vice versa. The level of these 
rates are very much influenced by 
market forces, that is, the demand and 
supply of funds. 

In summary, two important ele-
ments emerge from this overview. 
First, the acknowledgement by con-
ventional banks that those who are 
willing to part with their liquidity 
must be rewarded. Second, the recog-
nition that they have to charge their 
borrowers at a certain interest level 
which is sufficient to cover their prof-
its and rewards to depositors. 
Therefore, the critical question here is: 
"Should those who are responsible for 
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formulating policies and managing 
Islamic banks concord to these two ele-
ments?" 

If it is true that existing Islamic 
banks are using interest rates as a 
benchmark in fixing their profit-shar-
ing and mark-up ratios, it is possible 
that the management of these banks 
are still being influenced by the defini-
tion of interest which was propagated 
by Western thinkers. 

As a result of this bend, the cost of 
funds will become an important ele-
ment to Islamic banks when fixing 
their profit-sharing and mark-up 
ratios. This could be the reason why 
some people comment that there is lit-
tle real difference between Islamic and 
conventional banks. Similarly, this 
could be the cause of complaints that  

charges imposed by Islamic banks are 
similar to the charges of conventional 
banks. 

For the sake of discussion let's ask 
this hypothetical question: "is there 
such a thing as a cost of funds for an 
Islamic bank?" 

This question is one of the main 
sources of controversy among Islamic 
banking scholars and banking practi- 
tioners. Some scholars believe that 
there is no cost of funds for Islamic 
banks, this is because deposits facilities 
at Islamic banks are governed by the 
principles of Qard e-Hassana, Wadiah 
and Mudaraba. These principles never 
promised rewards at the beginning of 
deposits. Rewards will only be paid to 
depositors based on profits generated 
by those deposited funds, or at the dis-
cretion of the banks themselves after a 
certain period of time. 

If we accept the scholars' opinion 
that there is no cost of funds in Islamic 
banking, there should be no reason for 
Islamic banks to use market interest 
rates as a benchmark in fixing their 
profit-sharing and mark-up ratios. No 
cost of funds means the charges 
imposed by Islamic banks to their 
users of funds should be very much 
lower than the charges of conventional 
banks. 

By charging below the market 
rate, people will be able to say with 
confidence that Islamic banks are dif-
ferent from conventional banks and 
their existence is for the betterment of 
Islamic communities. 

Contrary to this view, however, 
there are people in the Islamic banking 
system who believe that depositors 
must be rewarded for their deposits. It 
is considered an injustice not to 
reward depositors. If there is an inten-
tion to reward the depositors, 
inevitably the cost of funds becomes 
an element in the Islamic banking sys-
tem. 

Similarly, if the management of 
Islamic banks believe that depositors 
are expecting rewards equivalent to 
those on offer at conventional banks, 
the same level of cost of funds will be 
used in fixing the profit-sharing and 
mark-up ratios between the banks and 
borrowers. 

There are several serious repercus-
sions if the management of Islamic 
banks believe that depositors at 
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Bank Islam Islam Malaysia Bhd - 1996 
"During the year ending June 1996, Bank Islam Malaysia Bhd broadened the scope of its 
Islamic financial products and services by introducing products such as Baiti Home 
Financing Scheme, Mudaraba Savings Account and Education Package Financing facilities," 
according to chairman Tan Sri Dato Shamsuddin Abdul Kadir. Since its inception 13 years 
ago, Bank, has relentlessly worked to strengthen the foundation of its operation as an 
Islamic commercial bank," he added. 

Islamic banks possess similar attitudes 
to those at the conventional banks. The 
interest rate will continue to have an 
influence on the operations of Islamic 
banks as long as this thought remains 
in the mind of their management. 

I am still seeking the truth in the 
statement which says that it is an 
injustice if depositors are not reward-
ed. Similarly, I wonder whether 
depositors will withdraw all their 
deposits in the case where Islamic 
banks are unable to distribute any 
profit to their depositors. 

In 1984, Kuwait Finance House 
did not distribute any profit to their 
depositors, but there was no evidence 
of massive withdrawal of deposits. 
Currently, this bank still remains in 
business and has become one of the 
biggest financial institutions in 
Kuwait. Similarly, Islamic banks in 
Sudan never reward their current 
account holders, but a bulk of their 
funds is supplied through the current 
account facilities. 

But already some empirical 
research has found that people who 
patronise Islamic banks are looking for 
monetary rewards. We should not 
blame the majority of depositors for 
selecting profit as their main reason 
for patronising Islamic banks. This is 
because they have been in contact with 
conventional banks for many years. 
The profit-motive attitude is rein-
forced by the capitalist system in 
which wealth has become a prime 
focus of life. 

Why should Islamic banks contin-
ue to act as conduits for those who are 
placing wealth (returns from deposits) 
above all other objectives when mak-
ing deposits? Similarly, why should 
the management of Islamic banks 
operate on an assumption which has 
been embedded in conventional banks 
for generations. As institutions whose 
foundations are based on religious 
doctrines, it is the responsibility of 
Islamic banks to take immediate steps 
by reshaping the attitude of their 
depositors. 

The prime objective of this remod-
elling process is to indoctrinate 
Muslims with principles which are 
supposed to dominate the economic 
behaviour of Muslims. These princi-
ples comprise the belief in the Day of 
Judgement and the life in the hereafter,  

the Islamic concept of riches, and the 
Islamic concept of success. All of these 
principles are expected not only to 
have a significant impact on the deci-
sion- making process of Muslims, but 
also to have an influence on their per-
ceptions of Islamic banks. 

The first principle has an effect on 
the depositors' behaviour and their 
decision- making process. The choice 
of action is based not only on the 
immediate financial returns but also 
on those returns in the hereafter. 
Therefore, the decision to place 
deposits with Islamic banks is not 
because of a profit motive but rather to 
gain the blessing of Allah. 

One of the ways to gain this bless-
ing is to support any programme 
which will improve Muslim communi-
ties. Since Islamic banks operate on an 
interest-free basis and their establish-
ment is designed to improve Muslim 
communities. Muslims who support 
these banks are therefore considered 
people who achieve salvation as indi-
cated by Verse 20 of Al Tawbah. 

In the case of the second principle 
which involves wealth, Islam has 
given a clear guidelines to be followed 
by Muslims. In Islam, wealth is a 
bounty from Allah and is a tool that 
may be used for good and evil. 
Poverty is, in some instances, associat-
ed with disbelief and riches are consid-
ered a gift from Allah. Wealth itself is 
considered as an important means by 
which man can pave the way for 
attainment of his ultimate objective. 
All persons are exhorted to work to 
earn a living and to accumulate 
wealth. Accumulating wealth is con-
sidered among the highest blessings 
bestowed on man and everyone is 
encouraged to strive for wealth (Verse 
10 of Al Jumu'ah). 

The methods of earning, possess-
ing and disposing of wealth, however, 
must be in line with the Shariah. The 
best method of accumulating wealth as 
defined by Shariah, is by striving to 
succeed on one's own and not from 
income generated from other people's 
efforts. This is in line with many 
Hadiths in which the Prophet had 
given his advice to Muslims to work 
for their own food. Therefore, in line 
with these Hadiths, Muslims should 
not regard rewards from Islamic banks 
as a source of income. 

The Islamic concept of riches also 
serves as an important factor which 
influences Muslim attitudes towards 
the existence of Islamic banks. Islam 
defines success as the level of obedi-
ence that may be rendered by the posi-
tive use of the capabilities and 
resources given by Allah. 

According to Islamic teachings, if 
a man really wants to serve Allah, the 
utilisation of the natural and human 
resources made available to him is not 
only a privilege, but also a duty and 
obligation prescribed by Allah. This is 
in line with Verse 27 of Al Anfal which 
commands Muslims not to betray the 
trust given by Allah and his Apostle. 
Applying this principle to the banker-
customer relationship would mean 
that the customer should not be disL 
couraged by the low profits or limited 
success of Islamic banks. 

In light of these principles, Islamic 
bank customers are expected not to be 
guided by the profit motive. Instead, 
the reason for placing their monies 
with the Islamic banks is directed 
towards receiving a blessing from 
Allah, and this action is considered the 
best way of managing the resources 
given by Allah. Since it is a belief of 
every Muslim that all properties 
belong to Allah, returns on their 
deposits are also considered a gift 
from Allah irrespective of amount. 
Similarly, in the case of loss it is also 
from Allah. 

There are a few prerequisites 
which must be followed before the 
process of reshaping depositors' atti-
tudes can be introduced. One of these 
principles is that the management of 
Islamic banks should have the courage 
to discard the assumption that, deposi-
tors must be rewarded at a level simi-
lar to the rewards of conventional 
banks. 

Similarly, the changes cannot be 
introduced as long as management 
holds firm to the opinion that an 
Islamic bank is a commercial bank 
which offers interest-free products. If 
these prerequisites are unrealisable, 
there is the possibility that interest 
rates, profit-sharing and mark-up 
ratios are indeed in an unbreakable 
marriage. 

Sudin Haron is Associate Professor of 
Banking and Finance, School of Management, 

Northern University of Malaysia. 

In the company's 1996 annual 
report, Shamsuddin revealed that 
the bank's total amount of financ-

ing stood at RM2000.8 billion less 
provision for bad and doubtful 
financing, compared to RM1439.7bn 
recorded for the previous year. "This 
reflects a 39 per cent growth during 
the year under review," he added. 

The distribution of financing 
among the major economic sectors 
include agriculture, mining and 
quarrying (2.4 per cent), manufactur-
ing (29.4 per cent), real estate and 
construction (25 per cent), housing 
(14.4 per cent), general commerce (6 
per cent), finance, insurance and 
business service (3 per cent), con-
sumption credit (4.9 per cent) and 
others (14.9 per cent). 

"The total number of financing 
accounts increased from 30,570 to 
34,779 at the end of the financial year 
and 93 per cent of these accounts 
were for the amount of less than 
RM100,000," Shamsuddin added. 

Of the bank's deposits, he said at 
the end of the financial year, 
deposits from customers rose to 
RM3,196.3bn from RM2,866bn in the 
last financial year. 

"The major portion of new 
deposits was in the form of invest- 
ment deposits having short-term 
maturities of six months or less," he 
said, adding that the total number of 
depositors also increased from 
435,884 to 504,317. 

While the bank's operating 
income rose to RM154.1 million from 
RM136.8m, a 13 per cent increase, 
the group profit before zakat and tax 
fell slightly to RM56.8m from 
RM59.2m previously. 

Subsidiaries 
Syarikat Takaful Malaysia Bhd, 

which carries out the Islamic insurance 
business, both in the family Takaful 
business and general Takaful business, 
achieved profit before zakat and tax of 
RA/112m, a 27.7 per cent improvement. 

Shumsuddin Abdul Kadir, Chairman 

The Family Takaful Fund rose 
to RM114.4m from RM73.3m previ-
ously, the General Takaful Fund 
increased to RM41m from 
RM32.6m and the Group Family 
Takaful Fund edged up to RM8m 
from RM5.6m. 

Syarikat Al-Ijarah Sendirian 
Bhd, an in-house leasing company, 
recorded profit before zakat and 
taxation of RM2.6m 	for the 
year, as against RM2.5m previous-
ly. Profit after zakat and tax 
increased to RM1.7m from 
RM1.6m. 

BIMB Unit Trust Management 
Bhd which manages Amanah 
Saham Bank Islam (ASBI) - Tabung 

Pertama, a Unit Trust Fund estab-
lished and launched in 1994, 
recorded a loss of RM43,581 for the 
year as compared with the RM5.7m 
profit in the previous year. "Its 
income was derived primarily from 
the management fees received by 
the 	comp any 	from 	the 
sale/redemption of the unit trust 
units to and from investors and the 
creation and release of the units to 
and from the trustee company," the 
chairman explained. 

BIMB Institute of Research and 
Training Sendirian Bhd com-
menced operation in August 1995. 
Its core activities include providing 
training and consultancy services 
particularly those relating to the 
Islamic banking and insurance 
industries. The company registered 
maiden profit before zakat and tax 
of RM664,208. 

Shamsuddin also revealed that 
to improve relationships between 
the bank and its customers, Bank 
Islam had introduced the concept 
of consumer financing centres by 
opening its first consumer financ-
ing centre to cater to the specific 
needs of the consumer. 

The bank also added another 
full-service branch and upgraded 
two of its mini branches, bolstering 
its branch network which now 
numbers 42, and which was also 
joined by five new mini-branches. 

A major management informa-
tion system upgrade is also under 
way, with a view to establishing a 
network connecting all the branch-
es and some of its international cor- 
respondents in order to improve 
customer service, and the bank's 
management system. 
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Bank Negara launches web site 
Bank Negara has launched its own web site on the Internet. 
Information published by the central bank will be made available at http://www.bnm.gov.my/ 
a Bank Negara statement said 
The site will contain updates on the financial situation, developments and other announcements 
made by Bank Negara. 

MALAYSIA 

PERSONNEL CHANGES 

New General Manager at Gulf International 

MALAYSIA 

Islamic Project Financing Conference 
he Gulf International Bank BSC, is 

1 to appoint Dr Abdullah I El-
Kuwaiz as its new General Manager, 
in the wake of Ghazi M Abdul-
Jawad's recent resignation from that 
post. 

The appointment was discussed 
during the Bank's Board of Directors 
Meeting in Mid-December, 1996. 

Abdul-Jawad is moving to anoth-
er Bahrain-based bank, the Arab 
Banking Corporation, where he will 
become president and Chief executive. 

Dr El-Kuwaiz joins Gulf  

International from the Ministry of 
Finance and National Economy of 
Saudi Arabia, where he is the Deputy 
Minister for Economic Affairs at the 
Co-operation Council for Arab States 
of the Gulf (GCC). He also served as 
the Chairman and CEO of the Arab 
Monetary Fund. 

He has an MA and MBA from 
Pacific Lutheran University, Tacoma, 
Washington and PhD in Economics 
from St Louis University, Missouri, 
USA. 

HE Ibrahim Abdul-Karim, the  

Minister of Finance and National 
Economy of Bahrain and the 
Chairman of the Bank, said: "Dr El-
Kuwaiz is no stranger to GIB. He was 
a member of GIB's Board for over 
thirteen years and he has a thorough 
knowledge of the Bank. He brings a 
diverse professional background to 
GIB. He has an in-depth understand-
ing of the banking sector and is 
known for his ability to motivate peo-
ple. I have full confidence in his abili-
ty to lead GIB toward growth, diversi-
ty and increased profitability." 

An international conference on 
Islamic Project Financing is to be 

held on 10-11 March, 1997, in Kuala 
Lumpur, Malaysia. 

The Keynote address will be 
given by YB Dato Dr Affifudin Haji 
Omar, Deputy Minister of Finance, 
and the conference will include 
experts from IMF, Kuwait Finance 
House, Qatar Islamic Bank, United 
Bank of Kuwait, KL International 
Airport, Malaysia's International 
Islamic University, and Bank Islam, 
Malaysia as well as others. 

With Islamic banking fast gaining 
a firm foothold in South-East Asia, 
and with Malaysia leading the way, 
an emerging trend of infrastructural 
projects financed Islamicly, can be 
seen. 

The World Bank has estimated 
that Asia needs US$1.5 trillion in 
infrastructure investments by the year 
2004 if it wants to sustain its rapid 
growth, thus the need to focus on the 
potential of Islamic project finance. It 
could be poised for unprecedented 
growth rising on par with convention- 

al project financing. 
The two-day industry conference 

will serve as a platform to capitalise 
on untapped opportunities for Islamic 
Project Financing in Asia, and has 
been developed after in-depth 
research with industry experts and 
professionals world-wide. 

It aims to address current issues 
and challenges faced by many practi-
tioners in this potentially vibrant 
industry, and has been pitched at the 
needs management and operational 
levels. 

Dr Osama Mohd All 
Ahmed Promoted to 
EVP at DMI 

Dr Osama Mohamed Ali Ahmed 
has taken over as Counsel 

General of Dar Al-Maal Al-Islami 
(DMI), replacing Dr Moustafa 
Hosny, who is taking retirement 
after 18 years service with the 
Group. Dr Ali has also been promot-
ed to Executive Vice President in the 
organisation. 

Having joined DMI in 1982, Dr 
Ali worked as director, and deputy 
counsel general. After taking a LLB 
degree from University of 
Khartoum in 1970, and obtaining a 
Doctorate in Law at Universite de 
Bordeaux, France (1973), he served 
various organisations including the 
African Development Bank, and the 
Arab Bank for Economic 
Development in Africa, as well as 
participating in numerous interna-
tional conferences and development 
programmes. 

El-Helw Promoted 
to Senior EVP 

Dr Mehmood 
El Helw, has 

been promoted to 
Senior Executive 
Vice President of 
the Dar Al-Maal 
Al-Islamic (DMI) 
Group, in addition 
to his post as President and CEO of 
Faisal Finance, Geneva. 

Lawai resigns as MCB 
president 

Husain Lawai has resigned from 
the office of the president and 

chief executive of the Muslim 
Commercial Bank. 

A Press release announced that 
MCB's Board of Directors had accept-
ed Lawai's resignation and appointed 
Mohammad Mian Mansha as acting 
president of the bank. 

Federal Shariah Court 
Judges Appointed 
Cvare-taker Pakistani President, 
%,--Farooq Leghari, has re-appointed 
eminent Islamic jurists Justice Mufti 
Mohammad Taqi Usmani, and Justice 
Pir Muhammad Karam Shah, as 
judges of the Federal Shariah Court, 
ad hoc members of the Shariah 
Appellate Bench of the Supreme 
Court of Pakistan with immediate 
effect. 

Justice Taqi Usmani and Justice 
Pir Karam Shah ceased to hold these 
positions earlier last year under the 
Bhutto administration. 

Justice Taqi Usmani, of the 
Islamic Fiqh Academy, Organisation 
of Islamic Conference (OIC) in 
Jeddah, Saudi Arabia, and Vice-
President of Darul-Uloom, Pakistan, 
is also a member of a number of 
prominent financial Institutions' 
Shariah Boards. 

Justice Pir Karam Shah has also 
been on the Shariah board of Dar Al-
Maal Al-Islami (DMI) Group for over 
twelve years. 

A n Islamic Business Leader's 
..Summit, to be held on 24-25 
February, 1997, in Kuala Lumpur, 
Malaysia, seeks to bring together top 
government and business leaders 
from the Islamic community and 
from all parts of the world, including 
Asia, Africa, Europe, Australasia and 
North America to meet, strategise 
and discuss possible areas of busi-
ness co-operation and joint ventures 
in mutually acceptable business 
activities. 

The potential market of the 
world's one billion Muslims, and 
Islamic assets world-wide are estimat-
ed at between US$50 billion and 
US$80 billion, and increasing by as 

Foreign Minister Datuk Abdullah 
Ahmad Badawi does not normally 

use strong language but recently he 
reserved what could be his harshest 
criticism for the Organisation of 
Islamic Conference (OIC), the 54-
member club of Islamic Countries 
whose existence has hardly caused 
ripples in international affairs. 

At the December meeting of the 
OIC foreign ministers in Jakarta, he 
blasted the grouping for spending more 
time talking and adopting resolutions 
than implementing joint decisions. 

"It is lamentable that consensus 
achieved at our conference is being 
ignored totally by some of us at other 
international fora, including the 
United Nations," said Abdullah, who  

much as 15 per cent world-wide 
annually. For executives doing busi-
ness in Islamic countries or planning 
to tap into Islamic finance, this sum-
mit offers an opportunity to meet and 
hear the views of top bankers and 
business leaders who are shaping 
trade, finance and investment in the 
Islamic world. 

Some of the issues that will be 
featuring on the agenda include: 

• an update on the investment 
opportunities for Islamic investors in 
Mindanao, South Philippines; 

• private sector participation in 
the economic reconstruction of 
Bosnia-Herzegovina; 

• the World Bank's view of 

described the OIC as in a "dismal 
state of affairs". 

Analysts said OIC's ineffective-
ness stemmed from disunity and fac-
tionalism, especially among countries 
that form the powerful Arab bloc, and 
the absence of a strong leadership. 

Director of Just World Trust, Dr 
Chandra Muzzafar sail that through-
out its 27-year history, OIC had been 
unable to rise above such factionalism 
and discord. 

In Jakarta, Abdullah said 
Malaysia was disappointed with 
OIC's attitude in relying fully on out-
side help, especially the West, to settle 
issues and conflicts facing Islamic 
countries. 

Dr Chandra said the failure of  

prospects in Central Asia, Muslim 
Africa and the Middle East; 

• implications for the Islamic 
investor in China; 

• partnership opportunities in 
South Africa; 

• the increasing importance of 
Islamic Investment Banks; 

• identifying Islamic customer's 
needs and wants in order to craft 
effective marketing strategies; 

• women executives in the 
Islamic business world; 

• Halal equity products giving 
higher returns at reasonable risk lev-
els; and 

• technology in Islamic business. 

OIC, among other things, was also 
due to the different ideological orien-
tation, especially among the Arab 
bloc, many of which tend to be 'close' 
with Washington and at the same 
time taking different approaches on 
various issues. 

"The majority of the OIC member 
countries are either weak, or economi-
cally dependent on Western powers 
and Western-controlled institutions 
like the International Monetary Fund 
(IMF) and the World Bank, thus their 
stand is indirectly dictated by them. 

"Many member countries also 
face internal problems, and are unable 
to give attention to the more pressing 
problems of the Muslim world," he 
said. - Bernama 

OIC in 'Dismal' State says Malaysian Foreign Minister 

World Islamic Business Leader's Summit 
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Bank Rakyat to fully implement Islamic system 

among the best. In some cases the 
banks have been mismanaged includ-
ing over-staffing by the PPP govern-
ment," Bilour said. 

The FPCCI president said that the 
business community would feel confi-
dent if the elections were held as 
scheduled on February 3. 

He said that Pakistani exports 
have failed to increase because of lack 
of exportable surplus in the country 
and a sick industrial sector. He 
emphasised that economic policies 
should be consistent for at least 10 
years. He said the business communi-
ty had held several discussions with 
the caretaker government and hoped 
that the government would introduce 
policies to revive the industrial 
sector. 

ECO Islamic Bank & 
Insurance Company 

4C0 Chamber of Commerce and 
	Industry Chairman Aghai 
Khamoshi told a news conference in 
Lahore that three major projects set-
ting up an Islamic bank, insurance 
company and a transportation concern 
for the ten member states of the organ-
isation had been finalised. 

These projects were approved in 
principle by the ECO summit in 
Islamabad in March 1995. 

An Executive Committee meeting 
of the ECO decided that the Islamic 
bank's headquarters would be set up 
in Turkey, the Insurance company's in 
Karachi and the transportation com-
pany's head office in Iran. 

These three countries would also 
share the first instalment of $100 mil-
lion paid-up capital for the bank, 
Khamoshi told reporters. Khamoshi 
said that Iran and Turkey already had 
an agreement for the insurance of 
goods traded between the two border-
ing countries. - Dawah Highlights 

Era3=--  
FATF Welcomes 
Anti-Money 
Laundering Law 

he Financial Action Task Force 
(FATF), the world's leading anti-

money laundering authority, wel- 
comes the enactment in Turkey of a 
law on the Prevention of Money 
Laundering on 19 November 1996. 

The legislation, Law 4208, makes 
it a crime to launder the proceeds of a 
range of serious offences and contains 
provisions dealing with seizure, con-
fiscation and controlled delivery of 
illegal funds. The law, which was 
published in the Turkish Official 
Gazette, establishes two Boards, one 
of which will deal with operational 
matters relating to the prevention of 
money laundering, while the other 
will address policy issues. 

The FATF has issued forty 
Recommendations to combat money 
laundering. At a plenary meeting on 
17-19 September 1996, the FATF 
decided to apply its Recommendation 
21 to Turkey. Given the adoption of 
the new law, the FATF has decided to 
lift 	the 	application 	of 
Recommendation 21 (1). 

However, this decision is based 
on the assumption that complemen-
tary regulations concerning money 
laundering counter-measures in the 
financial sector are still to be issued 
by the Council of Ministers within the 
next six months. The FATF will close-
ly follow up developments in this fur-
ther phase towards the adoption of a 
more complete anti-money launder-
ing system in Turkey. 

The FATF, includes 28 members: 
26 countries and jurisdictions 
(Australia, Austria, Belgium, Canada, 
Denmark, Finland, France, Germany, 
Greece, Hong Kong, Iceland, Ireland, 
Italy, Japan, Luxembourg, the 
Netherlands, New Zealand, Norway, 
Portugal, Singapore, Spain, Sweden, 
Switzerland, Turkey, United 
Kingdom, and the United States); and 
two international organisations (the 
European Commission and the Gulf 
Co-operation Council). 

PAKISTAN 

Pakistan Banks have Big Potential, 
Says Business Leader 

The president of the Federation of 
Pakistan Chambers of Commerce 

and Industry (FPCCI) has said that 
the Pakistani banking system was as 
strong as ever. 

Addressing a Press conference at 
a recent dinner hosted by the Pakistan 
Business Council in Dubai, Ilyas 
Ahmed Bilour said that a wrong 
impression has been created among 
the people that Pakistani banks have 
collapsed as a result of defaults in 
repayment of loans by the business 
community. 

"Let me assure you that this is not 
true, the banks continue to be strong. 
There may be some wilful defaulters 
but most businessmen were forced to 
default to the inconsistent economic 
policies of the government," he said. 

He said that an industrial estate 
set up in the NWFP province by one 
government was scrapped by the suc-
cessor government. Similarly, estab-
lishment of about a dozen industrial 
estates across the country was 
shelved a year later. 

"Such decisions leave business-
men in a very difficult situation 
where they have already made invest-
ments and taken loans from the 
banks. How can they repay the loans 
in time when they do not get the 
incentives and facilities offered to 
them at the time of the launching of 
the industrial estates?" he said. 

Bilour said that a statement made 
by a minister of the caretaker govern-
ment that institutions like Industrial 
Development Bank of Pakistan and 
Pakistan Industrial Credit and 
Investment Corporation and others 
will be closed down to avoid defaults, 
added to the confusion and people 
started withdrawing funds. The gov-
ernment had to issue a contradiction 
next day saying that such institutions 
would be reformed. 

"Pakistani banks have a big 
potential and Pakistani bankers are 

Bank Kerjasama Rakyat Malaysia 
(Bank Rakyat) will fully imple-

ment Islamic banking based on 
Shariah principles at all its branches 
from June, said its chairman Dr Mohd 
Yusof Yacob. 

He said preparations were being 
made to enable all its 67 branches to 
implement the system effectively. 

The caretaker government in 
Pakistan is actively contemplating 

a proposal to remove the supervisory 
and regulatory control of the Central 
Bank for leasing companies and 
Mudarabas. 

The Ministry of Finance is report-
edly studying the draft of an 
Ordinance to put the two non-bank 
financial sectors under the Corporate 
Law Authority and to maintain devel-
opment finance institutions, invest-
ment banks and discount houses 
under the SBP control. 

Over five years ago, the Federal 
government, under advice from 
World Bank, had decided to bring all 
the non-bank financial institutions 
under the SBP discipline, despite 
opposition from the central bank. 

SBP at that time had proposed 
that a separate non-bank regulatory 
agency be established as it was find-
ing it difficult to monitor and effec-
tively audit the five big banks and 22 
odd foreign banks in the country. But 
the objection was overruled. A non-
bank financial institution department 
was established within SBP and 
Chartered Accountants and graduates 
in business administration were 
directly inducted for this purpose. 

Subsequently, prudential rules 
governing NBFIs were drawn up and 
implemented. As against 30 per cent 
mandatory investment in government 
securities for commercial banks, NBFIs 
were ordered to keep 15 per cent as the 
statutory liquidity requirement. 

There are 114 NBFIs in the coun- 

"We are identifying new products 
in line with the needs of Shariah prin-
ciples," he told reporters after present-
ing a RM5,000 cheque for the open day 
of Kamsis Tun Dr Ismail of Universiti 
Kebangsaan Malaysia (UKM). 

Mohd Yusof said Bank Rakyat 
would emerge as one of the bigger 
banks in implementing the Islamic 

try of which 52 are Mudarabas and 29 
are leasing companies. The balance of 
33 companies comprises about four 
discount houses, around eleven 
investment banks, and DFIs. 

At a meeting of the World Bank 
representatives with Ministry of Finance 
and SBP officials, the central bank repre-
sentative opposed the removal of 
Mudarabas and leasing companies on 
the ground that otherwise it would be 
difficult to monitor and control the cred-
it in the financial system. 

Out of 29 leasing companies in 
operation only two or three are said 
to be in healthy state. The balance 
sheet assets of leasing companies are 
estimated at Rs30 billion of which Rs7 
billion is in equity and Rs23 billion is 
borrowed from banks and depositors. 

The situation in Mudarabas is said 
to be very precarious. Nearly all of 
them are in dire financial straits. Even 
the 15 per cent mandatory investment 
in their case is in National Investment 
Trust, whose net asset value is said to 
be between Rs8 and Rs9 per unit as 
against Rs18-20 when the investment 
was made some years ago. 

The balance sheet size of 
Mudarabas is estimated at Rs15 bil-
lion. Only 10 per cent of the Rs9 bil-
lion equity belongs to the sponsors 
and the rest is from the general pub-
lic. About Rs6 billion have been bor-
rowed from banks by the Mudarabas. 
And since most of their investment is 
in the stock market, their troubled 
state is reflective of the poor perfor-
mance of the country's bourses.  

banking system when the latter was 
fully implemented. 

To date, Bank Rakyat had record-
ed savings amounting to RM125 mil-
lion under the al Wadiah fund. 

Mohd Yusof said Bank Rakyat 
was reviewing its earlier proposal to 
have 100 branches by 2000 to avoid 
unnecessary spending. - Bernama 

According to bankers, in case the 
World Bank plan to remove the leasing 
companies and Mudarabas came 
about through a Presidential 
Ordinance around Rs45 billion of pub-
lic funds could go down the drain. 

The World Bank as part of the 
Financial Structural Reforms has 
advocated strengthening of the super-
visory capabilities and regulatory role 
of SBP, and the proposal being stud-
ied in the Ministry of Finance is in 
stark contradiction with the public 
posture of the international agency, 
say the sources. 

Murabaha Financing 
Facility to Rice 
Export Corp 

The Islamic Investment Company 
of the Gulf (Bahrain) EC, has 

structured and arranged syndicated 
Murabaha Financing Facility of 
US$100 million to the Rice Export 
Corporation of Pakistan (Private) 
Limited. 

The Financing Facility has been 
done through IICG Bahrain's agent, 
Pakistan Kuwait Investment 
Company (Private) Ltd. 

The one-year Murabaha 
Financing Facility is for purchase of 
crude requirement of Pakistan. The 
deal was lead managed by IICG 
Bahrain with the Arab Investment 
Company SAA and Islamic 
Investment Company of the Gulf 
(Bahamas) acting as the Co-Mudarib. 
Qatar International Islamic Bank 
among others was a participant in 
the transaction. 

Mudarabas May be Taken off SBP Control 

PAKISTAN 
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Ministers from eight leading 
Muslim states met here recently 

to lay the foundations of a co-opera-
tion organisation, which would main-
ly boost their currently negligible eco-
nomic ties. 

"We are here to decide on the 
basis of our co-operation, how our co-
operation organisation will be formed 
and function," Turkey's Prime 
Minister Necmettin Erbakan said in 
an opening speech. Erbakan last year 
proposed the creation of a co-opera-
tion group, dubbed as D-8, patterned 
on the G-7 gathering of the seven 
most industrialised nations. 

Participating in the two-day 
Istanbul meetings were the foreign 
ministers or other senior officials from 
Bangladesh, Egypt, Indonesia, Iran, 
Malaysia, Nigeria, Pakistan and host 
Turkey. The officials were expected to 
set a date for a summit meeting of the 
heads of state or government, proba-
bly in March, to mark the formal cre-
ation of the co-operation group. 

"Currently, the developed nations 
are getting richer while the poorer are 
becoming poorer, and this is threaten-
ing world peace," Erbakan said after 
the meeting started with prayers at 
the Ottoman-era Ciragan palace. 

"We have gathered here for co-
operation for a peaceful world," he 
said. "These nations have gathered 
for peace, not war, dialogue, not ten-
sion, co-operation, not exploitation, 
justice, not double standards." 
Erbakan said the participating nations 
sought solidarity at international 
forums as well as co-operation in eco-
nomic fields, including finance, bank-
ing, investments, technology and 
small- and medium-scale industry. 

Turkey Foreign Minister Tansu 
Ciller said the D-8 group would not 
be an entity based on religion though 
only Muslim countries are attending 
meeting. "This organisation will grow 

in time and admit as members many 
other states," she said. "The great 
potential of these countries, which 
altogether have a population of 
around 800 million, has not been 
reflected in trade relations among 
each other," Ciller said. 

Turkish officials said the largest 
trade figure between Ankara and any 
of the other participating countries 
did not exceed 3 per cent of Turkey's 
total trade. 

Egypt is the least sympathetic 
toward the creation of a well-defined 
co-operation group among these 
states, diplomatic sources said. - AFP 

Istisna Financing for 
Turkish Motorway 
The Islamic Investment Company of 
the Gulf (Bahrain) EC, has completed 
a US$25 million Istisna Facility sup-
porting the Izmir-Sesme-Urla 
Motorway project in Turkey. 

The facility is for a period of three 
years and the obligor is Republic of 
Turkey acting through Under-secre-
tariat of Treasury. 

The facility was arranged and 
structured by IICG Bahrain with 
Citibank International plc acting as 
the facility co-ordinator. The facility 
has been syndicated to a group of 
conventional and Islamic banks with-
in the Gulf region. 

UAE 

Islamic Development 
Bank - More Aid to 
Private Sector 

The Islamic Development Bank is 
playing a vital role in financing devel-
opment projects in the member states, 
the UAE Minister of State for Finance 
and Industry, Ahmed Al Tayer, has 
said. 

Al Tayer, who opened a one-day 
seminar at the Abu Dhabi Chamber of 
Commerce and Industry, indicated 
that the Islamic Development Bank 
enjoys the support of the UAE and all 
the member states. 

"The Islamic Development Bank 
was able to carry out impressive pro-
jects in the member states which gave 
a further boost to the economies of 
these states," the minister was quoted 
as saying. 

He added that the UAE, which is 
one of the founders of the Islamic 
Development Bank, would like to see 
the private firms in the country take 
active part in financing some of the 
development projects. 

Al Tayer noted that the commodi-
ties and items which the bank is using 
to finance some of its operations enjoy 
great economic advantages which the 
private sector can benefit tremen-
dously from. 

"The bank's activities include 
financial consultations, real estate ser-
vices and other similar services," Al 
Tayer said. 

He added that the bank was also 
able to guarantee appropriate invest-
ment opportunities abroad and 
signed a set of mutual treaties with 
the states which have direct economic 
links with the UAE. 

Hamad bin Brook, vice-chairman 
of the Abu Dhabi Chamber of 
Commerce, said that the Islamic 
Development Bank is capitalising 
mainly on the huge resources of the 
member states. 

Brook also noted that the bank 
financed a big percentage of the 
import operations of the member 
states such as heavy machinery, food-
stuff and other commodities. 

He predicted that in the near 
future the bank will be able to expand 

TURKEY 
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its activities and provide more assis-
tance to the region's growing private 
sector. 

Brook indicated that the bank had 
focused on financing certain industri-
al projects in the UAE and other 
member states which had great bene-
fits for all parties. 

"The bank accepts all kinds of 
deposits and mobilises financial 
resources in ways that are in line with 
Islamic principles," Brook said. 

TI
e Business Development 

Department of the Jeddah-based 
Islamic Development Bank (IDB) will 
be allocated a $100 million fund to 
enable it to support various schemes 
as part of the bank's new private sec-
tor assistance programme. 

Dr Bashir Omar Fadalla, adviser-
in-charge of the Business 
Development Department, which was 
set up barely a year ago to promote 
various private sector development 
projects in member countries, said the 
proposed fund would be allocated 
next year on a trial basis. 

Dr Fadalla said his immediate 
task was to create an awareness in 
member countries about IDB's new 
private sector thrust, which marked a 
major policy shift in its 20-year histo-
ry of supporting only public sector 
ventures. 

The new private sector focus, 
which was in keeping with the global 
trend towards privatisation, would 
not only benefit member countries, 
but also Islamic communities of vari-
ous non-member countries, including 
India and several other Asian coun-
tries. 

"We are trying to inform private 
sector associations such as chambers 
of commerce about possible windows 
of financing and technical assistance 
we can extend to them as well about 
the role the department can play in 
the areas of boosting production 
capacities or increasing efficiency. 

Ahmed Mohammed Ali, chair-
man of the Islamic Development 
Bank, told the participants that the 
declared capital of the bank is $9 bil-
lion while the paid up capital is $6 
billion. 

The main shareholders of the 
bank are Saudi Arabia, Kuwait, Libya, 
the UAE and Turkey. 

"The bank has financed several key 
long-term export operations among the 
member states which in turn have yield- 

He said the fund, which was to be 
provided in addition to the existing 
lines of IDB finance including UIF 
(Unit Investment Fund), IBP (Islamic 
Bank's Portfolio; and LTTF (Long 
Term Trade Finance), would help pro-
mote trade and investment activities 
in the bank's 50 member countries. 

Dr Fadalla said the department 
was also trying to identify more 
NDFIs (National Development 
Finance Institutions) to ensure that 
more lines of finance could be extend-
ed to private sector projects, mostly 
small and medium type projects. 

"Our department is also planning 
to increase IDB's equity participation 
in various Islamic banks so that they 
also could contribute to the private 
sector financing programme," he said. 

IDB currently co-ordinates with 
50 Islamic banks, and has equity par-
ticipation in 20 banks with share-
holdings ranging from five to 20 per 
cent of the capital. "We can provide 
more lines of finance to these banks 
provided they meet certain require-
ments," he said. 

According to him, IDB, which 
was set up in 1975 with a prescribed 
capital of $9 billion and a paid-up 
capital of $6 billion, has an accumulat-
ed funding in excess of $12 billion. 

The IDB is also considering the 
establishment of its third regional 
office in Khazakistan. The other 
two offices are in Malaysia and 
Morocco.  

ed a turnover of more than $9 billion in 
the last few years," All said. 

He added that the Islamic 
Development Bank had also worked 
with 22 other Islamic banks in the 
region to set up another Islamic credit 
bank with a capital of $80 million 
which has since reached $250 million. 
The bank has also expanded its opera-
tions to cover many areas in an 
attempt to strengthen the role of the 
private sector. 

BankNet to 
Revolutionise 
Day-To-Day Banking 

Network International - a mem-
ber of the Emirates Bank Group - and 
innovative leader of the UAE card 
services market, has launched 

' BankNet; the first Online facility in 
the Middle East, from a UAE-based 
bank. 

Developed in association with 
Microsoft Consulting Services, 
BankNet offers customers of Emirates 
Bank and Middle East Bank, the facili-
ty to bank through their PCs from the 
convenience of their homes or offices. 

BankNet paves the way for elec-
tronic banking, and the facility to 
complete a range of banking transac-
tions without having to visit the bank, 
avoiding time consuming, paper 
work or long queues at banks coun-
ters. In addition, BankNet service is 
not only restricted to banking hours. 
Through BankNet, a customer 
account can be accessed 24 hours a-
day, throughout the year, from any-
where in the world. 

"The introduction of the service, 
is a direct result of the increasing role 
of the PC, whether it be for retrieving 
or remitting information, or carrying 
out a growing number of consumer-
related transactions." stated Anis Al 
Jallaf, Managing Director and Chief 
Executive Officer of Emirates Bank 
International and Chairman of 
Network International. 

"The service is of major signifi-
cance to the banking industry; one 
that will revolutionise banking proce-
dures, as more and more people look 
to using their PCs to complete a wider 
scope of functions," he added. 
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Order Form 

Please send me 	copy/ies of European Perceptions of Islamic Banking (hardback, 136 pages) at a 
cost of £25 each including p&p. 
Name: 	  

Address: 

Postcode: 	  Country: 	  

Tel: 	 Fax: 	  

Signature: 	 Date: 	  
Please enclose a banker's draft or cheque payable at a UK bank made out to 'Institute of Islamic Banking and 
Insurance. Overseas orders dispatched by airmail. 
Send to: The Publications Manager, Institute of Islamic Banking and Insurance 
144-146 King's Cross Road, London WC1X 9DH. UK 
Tel: 0171 833 8275 Fax: 0171 278 4797 E-mail: icis@iibi.demon.co.uk 

Just Published 
European Perceptions of Islamic Banking 

 

   

European 
Perceptions 

of 
Islam c 

Banking  
"The spread of Islamic banking in the Muslim world was 
never in doubt. What has surprised many has been the 
reversal of views of Western bankers. More and more 
Western bankers, especially in Europe, are not only 
acknowledging the viability of Islamic banking but 
also its considerable potential..." 
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Fourteen papers taking a unique look at various 
aspects of Islamic banking and finance from a Western perspective, by the authors 
below, and others actively involved in the finance 	industry. 

"London has emerged as a leading centre of Islamic banking." Eddie George, 
Governor, Bank of England. 

"The positive trends in Islamic banking are much stronger than the problems." 
Robin T Fox, Vice Chairman, Kleinwort Benson Group. 

"It might be fair to say that Islamic banking is no longer an experiment." 
Michael Ainley, Senior Manager, Bank of England. 

"In the last 20 years, Islamic banking has made a significant impact and it does 
have a unique contribution to make to the economic debate not just in the Muslim 
world, but to all nations." David Cowan, Financial Journalist. 

"It is clear that Islamic banking is no mere passing phenomenon... The substitu-
tions of equity for debt finance is advocated by many development agencies. There 
is clearly considerable scope for expansion, both in countries with majority Muslim 
populations and in financial markets of the West." Dr Rodney Wilson, University of 
Durham. 

 

Personal and sole proprietorship 
account holders of Emirates Bank 
and Middle East Bank, are eligible to 
subscribe to BankNet, Online bank-
ing. Minimum requirements are: 

486/66 MHz PC, with 16 MB 
RAM, 15 MB disk space, together 
with Microsoft Windows 95 and 19.2 
BPS modem or better. 

Initially, BankNet's range of ser-
vices will include;  balance enquiries, 
statements, fund transfers, utility 
(Etisalat & DEWA) and EBI credit 
card payments, foreign exchange rate 
enquiries, account summaries and 
the possibility to change PINs (per-
sonal identification numbers). 

BankNet is a user friendly finan-
cial software which does not call for 
any PC expertise. Online help is also 
available, in addition to a compre-
hensive user manual, which forms 
part of the BankNet package. The 
product has multiple levels of securi-
ty and authentication and is built on 
a secure platform. 

BankNet is available in English 
on 3.5" diskettes and is fee based at a 
minimal cost, from Emirates Bank 
International. 

      

  

UK 

    

    

Scholarships Awarded 
to Institute's Diploma 
Students 

Students on the Institute of 
Islamic Banking  and Insurance's 

Post-Graduate Diploma Course in 
Islamic Banking, are to receive 
sponsorship from Islamic financial 
institutions. 

The first two beneficiaries of this 
initiative by a section of the Islamic 
financial industry, are Dr Abdul 
Ahad Rahmatullah, Bombay, India; 
and Delmar Tauheed, Baltimore, 
USA. 

The distance-learning  course is 
geared towards training  people in the 
field of Islamic banking  and finance, 
to help fill the shortage in trained and 
qualified staff in the ever-expanding  
Islamic finance industry. 

The Post-graduate Diploma 
course continues to attract large num-
bers of students from all parts of the 
world. 

The register currently shows 
the number of students doing, or 
having  done the course at over 230, 
from 30 different countries. Over 
forty have successfully completed 
the course and obtained the 
Diploma. 

  

New Fund Investing in 
UK Healthcare Market 
The Islamic Investment Banking  
1 Unit (IIBU) of the London-based 
United Bank of Kuwait (UBK), has 
established a Guernsey-based Fund 
set up to purchase and lease quality 
nursing  homes to specialist healthcare 
operators in the UK 

The Healthcare Fund Limited, 
formed in September, 1996, will 
invest between £25 million and £50 
million in the sector, and has been set 
up to attract Middle Eastern institu-
tional and individual investors 
(including those that wish to invest 
with Islamic principles in mind) to the 
UK healthcare market. 

It is expected that the Healthcare 
fund will allow subscriptions during  
the first three months of 1997. IIBU, 
Hamilton Corporate Finance 
(Guernsey) Limited and Deera 
Management Company Ltd, will 
jointly act as Investment Advisors to 
the Fund. Kuwait Finance House, 
KSC will act as General Advisors. 

Having  purchased its first nursing 
home in early December (1996), the 
Fund expects to cover an appropriate 
mix of homes, ranging from those pro-
viding standard nursing care, through 
to more specialised facilities for the 
elderly, mentally ill, younger people 
with learning disabilities and those 
recovering  from brain injuries. 

The IIBU was formed in 1991 as a 
separate arm of UBK, to provide spe-
cialised investment and credit ser-
vices in accordance with Shariah. 
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Mayor Stresses need for 
Islamic Bank in US 
Cfharles Mustafa Bilal, the first 
‘,....elected Muslim Mayor of a US 
city, has stressed the need for an 
Islamic bank in the United States. 

In an interview with Arab News, 
the 48-year-old Mayor said that 
Muslims in America were also in 
need of improved ways and means of 
distributing  Islamic literature. 

Bilal is the Mayor of Kountze in 
South East Texas. The seat of Hardin 
County, Kountze houses a small 
Muslim community. 

"We have to pool our resources 
to achieve these goals, joining togeth-
er for our common causes like other 
religious organisations," he said and 
hoped that the Muslim world would 
support these Islamic projects. 

Though 99 per cent of Kountze's 
residents are Christians, Bilal won the 
mayoral election with 51.9 per cent 
votes in May 1992 and he was re-
elected in May 1995 with 55 per cent 
votes. 

 

  

Islamic Foundation 
Mourns Loss 

Ustaad Khurram Murad, Vice 
President of Jamaat-e-Islami, 

Pakistan, and one of the Founders of 
the Islamic Foundation in Leicester, 
passed away in the early evening  of 
Thursday, 19 December, 1996, during 
a heart operation. 

Murad had a great impact on the 
establishment of Islamic work in 
Europe and America, wrote many 
Islamic books and booklets, and was 
editor of the Urdu publication, 
Tarjumanul Quran, proving  an inspi-
ration to young  and old alike. 

He was buried at the Muslim 
Cemetery, Saffron Lane, Leicester on 
Saturday 21 December, 1996. 
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The First Major International Conference on 

AISLAMIC 
PROJECT FINANCING 

Structuring 	 Financing 	 Implementation 

10-11 March 1997, Renaissance Hotel, Kuala Lumpur 

MINISTERIAL KEYNOTE ADDRESS 	 

YB DATO' DR AFFIFUDIN HAJI OMAR 
Deputy Minister 

Ministry of Finance, Malaysia 

Featuring Major Industry Case Studies of Successful Islamic Project Financing in 

• MIDDLE EAST • UNITED KINGDOM • UNITED STATES OF AMERICA • PAKISTAN 
• INDONESIA • MALAYSIA 

DISTINGUISHED AND AUTHORITATIVE 
PANEL OF EXPERTS FROM 

• International Monetary Fund, Washington D.C., 

United States of America • Kuwait Finance House, 

Kuwait • Qatar Islamic Bank, Qatar • United Bank 

of Kuwait Plc, London • PT Bank Muamalat, 

Indonesia • Commerce MG! Sdn Bhd 

• Telekom Malaysia Berhad • K. L. International 

Airport Berhad • International Islamic University 

Malaysia • Advocate & Solicitor • Bank Islam 

Malaysia • MNI Takaful Sdn Bhd 

CONFERENCE HIGHLIGHTS 

• Key role of the Central Bank 

• Islamic concept of project finance 

• Project finance - conventional and Islamic 
practices in comparison 

• Critical considerations in drafting the contractual 
agreement 

• Crucial structuring and financing issues 

• Vital aspects of accounting documentation and 
treatment 

• Successful risk management strategies 

• Trends, prospects and future directions 

Ei I would like to receive details of the full conference 
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