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COMMENT 

TAKAFUL 8t RETAKAFUL 
DEFINED 

Takaful is a noun stemming from the Arabic 
verb "kafa l " meaning to take care of ones needs. 
Takaful is descriptive of a practice whereby par 
ticipants in a group agree to jointly guarantee 
themselves against loss or damage. If any mem
ber or participant suffers a catastrophe or d is 
aster, he/she would receive financial benefit 
from a fund as defined in the insurance contract 
to help meet that loss or damage. 

Essentially the concept of Takaful is based on 
solidarity, responsibility and brotherhood among 
members where participants agree to share 
defined losses to be paid out of defined assets. 

ReTakaful is a reinsurance agreement made 
between two parties, called the reinsured (orf 
ceding company) and reinsurer, respectively, 
whereby the reinsurer agrees to accept a cer 
tain fixed share in the reinsured's risk upon 
the terms as set out in the agreement. 

The function of the reinsurer is to provide 
protection and cover certain risks of the re in 
sured. The original insured under a direct po l 
icy has no interest in or right over the reinsur
ance and can make no claim thereunder. The 
insured may have an interest indirectly in 
knowing that reinsurers support his or her 

The Shariah principles applying to Retakaful 
are similar to those applicable to Takaful. The 
inherent principles of Retakaful are: 
• There must be an insurable interest; 
• The contract is one of the utmost good fait 
• The reinsurance contract is one of indemni

ty, compensation without obligation under 
the Mudaraba concept; 

• The subject matter of the contract must be 
in existence at the time the contract is made 

The Retakaful contract is driven by the fol low
ing character ist ics: 
• The parties have the capacity to contract; 
• There is an intention to create a legal re la 

t ionship; 
• There has been an offer and acceptance; 
• There are f inancial transact ions involved. 

Retakaful enables small Takaful operators to 
effectively compete with the conventional 
reinsurers and allows Takaful operators to gain 
access to a wider capital base that gives a 
viable spread of risk and strengthens the 
Takaful operators. 

Why is Takaful Islamic 
insurance misconceived 
and under-utilised? 

IN MODERN SOCIETY, insur
ance is indispensable to trade 
industry and finance and has 
become the most effective 
vehicle for the mobilisation 
of savings for capital forma

tion and long term investments. 

The conventional insurance sec
tor is the largest single contributor 
to the capital markets and holds 
substantial financial presence i n 
both the public and private sectors. 
Such is the heightened importance 
of insurance. 

Against this backdrop, the 
Islamic banking industry has 
achieved much, and cont inual ly 
strives to meet the growing require
ments of its customers. Despite the 
significant interest i n the Islamic 
world in Takaful insurance, very l i t 
tle and insignificant effort has been 
made to dispel the misconception 
that Islam prohibits insurance. It is 
difficult to explain why this is! 

It seems to be something o f a 
revelation to many that Takaful 
Islamic insurance is not only permis
sible under Shariah but was prac
tised by the Prophet (pbuh), who, 
during his life time had been a trad
er. A concerted effort on the part of 
Islamic economists, bankers and 
jurists would serve to correct the 
imbalance caused by the contradic
tion, which on one hand suggests a 
growth in interest for Takaful insur
ance, while on the other there is stil l 
a prevalent misconception that 
Shariah law prohibits insurance. 

A well researched and presented 
marketing strategy would help clari-
i y the situation and release the huge 
potential that Takaful has to offer. 

This endeavour is assisted by the 
fact that Takaful insurance is in t r in 
sically more equitable than conven
tional insurance as its underlying 
characteristic is founded on social 
solidarity and mutual co-operation. 

For instance, conventional insur

ance is primarily driven by the prof
it motive, while in the case o f 
Takaful profits are shared by the 
members and not the shareholders as 
in conventional insurance. 

Furthermore, i n convent ional 
insurance surrender o f the policy 
entitles the insured to receive back 
only a part o f the premiums he or 
she has paid. In Islamic insurance 
all the premiums paid are returned 
to the policyholder together w i t h the 
profits earned on the investment o f 
those premiums. 

Despite these and other attributes 
Islamic insurance in North Africa, the 
Middle East and Asia only constitutes 
a fraction o f the total premium 
income in these regions. The dispari
ty between the increased frequency 
wi th which Takaful insurance is dis
cussed as topic, and the marginal 
position that i t occupies in many 
Islamic countries is not just due to the 
lack of initiative in dealing wi th the 
contradiction outlined above. 

A more tangible problem stems 
from the fact that Takaful insurance 
is relatively new in the Gulf and 
other Islamic countries. 

Addit ional ly, the local insurance 
markets tend to be small and their 
structures strongly based on Western 
or conventional models. 

The experience of Islamic bank
ing, however, has revealed that there 
is a definite interest i n Musl im coun
tries to introduce Islamic principles 
and values into all areas of hfe, par
ticularly in the public spheres o f 
government, education, law and 
every kind o f economic activity. 

Bearing this, and the conceptual 
superiority that Takaful has, i n 
mind, i f the necessary measures for 
correcting the misconceptions are 
exerted, through extensive research, 
development and the marketing o f 
the right m ix o f products. Takaful 
insurance w i l l make the break
through into the Islamic markets. • 
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Tariq Salaria 
Metals Analyst for Brandeis Brokers Ltd 

FINANCING METAL STOCKS 

Are Islamic financiers 
missing the opportunity? 

The cash-and-carry financing of metal stocks, a form of 
business stemming back to the start of the first contracts 
on the LME (London Metal Exchange), has once more come 
back into vogue. In the past. Islamic financiers had actively 
pursued investment across the whole metals complex but 
this natural appeal is currently being under utilised despite 
the growth in scope of Islamic finance 

0 NCE M E T A L has been 
bought, priced and paid 
for, i t is considered 
financed irrespective of 

the fact that it is in-warehouse or on 
a ship. Once priced it can be stored 
in-warehouse and 'carried' for a 
fixed period guaranteeing the t i t le-
holder a rate of return. 

The mechanics associated wi th 
what is termed cash-and-carry 
financing of metal stocks eliminates 
price risk related to holding metal 
stocks, without resorting to specula
tion - this is done by locking in the 
price o f metal for delivery on a spe
cific future date using one of the 
registered metal exchanges. 

^ In this article the focus is on 
copper, the fiagship contract o f the 
LME, however, the same basic p r in 
ciple applies to any commodity 
wi th a futures market be that o i l , 
cotton or mangoes. Returning to 
the metal market, copper is now 
seeing surpluses not seen since the 
late 1970s. Surplus stocks o f metal 
have emerged flooding all three 
terminal market exchanges - the 
LME, Comex (North America) and 
SHME (China). 

The forward price structure o f 
copper on the exchange, which 
extends out 27 months, has altered 
reflecting the current value which 
users o f the LME (investors, con
sumers, producers, merchants etc) 
put on metal to be delivered in the 
future. 

Due to this greater availability 
the premium or in industry jargon 
the contango, which the holder o f 
metal warrants is entitled to has 
since risen. Pricing between fixed 
dates has widened to the point where 
holding (carrying) stocks over short 
periods of time grants the holder a 
return over and above the normal 
yield earned from simply deposking 
the equivalent funds in a normal 
commercial deposit. 

A contango market is simply a 
market that is showing signs o f 
incorporating the costs associated 
wi th holding material in a registered 
warehouse into its futures pricing 
structure. The single largest cost 
being the ini t ial cost o f investing in 
metal, in the West as referenced 
against interest rates as the bench
mark from which to judge the rate o f 
return on the ini t ia l investment. 

In the East, i n accordance w i t h 
the laws o f Shariah the cost o f 
investment should be measured 
against the opportunity cost or rate 
of return gained from other Halal 
investments. When the other costs 
associated wi th investing in metal, 
such as warehouse rent, handling, 
insurance and brokerage are added 
to the cost o f the ini t ia l investment 
these costs then form the premium. 

When the return is greater than 
that received from depositing funds 
in a bank or that gained from invest
ing in other Halal instruments the 
process of financing stocks w i l l be 

Previously 
considered 
a grey area 
for Islamic 
investors 
due to the 
risk assoc i 
ated with 
f inancial 
futures, 
f inancing 
commodity 
markets is 
an increas 
ingly l u c r a 
tive 

a r range 
ment for 
those 
willing to 
become 
involved. 
Moreover, 
traders and 
f inancial 
institutions 
continue to 
develop 
ingenious 
tools in 
order to 
increase 
the yield 
on funds 
borrowed 

referred to as a cash-and-carry deal. 
When metal stocks are in short 

supply that contango has a tenden
cy to narrow. It does so for the very 
fact that metal that can be supplied 
immediately is i n high demand and 
reflecting this, prices are marked 
higher in the near term. A market 
where material i n the shorter term is 
priced higher than that further for
ward is termed a backwardation 
market. 

Forward prices for many metal 
stocks are moving in and out of 
what is termed full-finance - the 
level sufficient for stocks to be 
viable under agreements commonly 
termed cash-and-carry deals. Up 
unt i l recently the l imited availability 
o f many non-ferrous metals meant 
opportunities to finance stocks were 
scarce. 

Instead traders, consumers and 
large producers were preoccupied in 
securing sufficient supply to meet 
demand. Concocting methods that 
clearly stretched the boundaries 
beyond the conventional wisdom 
associated wi th the Islamic laws of 
finance. 

Wi th the current surpluses in the 
market the contango has widened to 
the point where carrying stocks over 
varying periods of time grants the 
holder a return over and above the 
normal yield received from simply 
depositing the funds into a normal 
commercial deposit. Hence, the 
automatic appeal to investors and 
the natural appeal to Islamic Banks 
and financiers. 

However, there are a few details 
that need to be clarified. Each metal 
traded on the LME has its own theo
retical contango level and the size of 
each is limited given the existence of 
arbitrage opportunities all along the 
spread o f the cash-3-month. 

A t present the forwards are mov
ing in and out of the level deemed 
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Financing Metal Stocks 

necessary for full-finance carrying, 
rarely remaining above the mini
mum level deemed necessary due to 
constant producer forward selling 
reflecting the normal laws of supply 
and demand. During these periods it 
is possible to enhance the contango 
in the investors favour by utilising 
other tools open to investors in 
metal. 

. The existence of warehouse 
incentives, such as low LME rents or 
low handling charges offered by 
warehousing companies in an 
attempt to attract metal to their 
locations, facilitates investment in 
metal even further by lowering the 
threshold level for the contango to 
be deemed full-finance. 

In a similar fashion holding title 
to premium material i.e. the highest 
quality material in the most popular 
location, lowers the size of the con
tango. As a result, warrant swapping 
in order to search out premium 
material is a common practise. 

Alternatively, stocks can be held 
off-exchange lowering the level of 
the contango deemed necessary for 
financing and a short position taken 
on the LME. However, in most cases 
short position taking tends to be 
regarded as an attempt to manipu
late a market into a favoured direc
tion, and this is not deemed within 
the boundaries of Islamic law. 

Using some of the above incen
tives producers, warehouse opera
tors/owners and traders have 
grouped together to realise short-
period financing of surplus stocks 
available in the copper market. As 
can be seen there is a plethora of 
ways of indirectly investing into the 
metal markets. For banks or finan
cial institutions their involvement in 
short-period stock financing is a 
risk-free means of earning a return 
on idle money. 

Previously considered a grey area 
for Islamic investors due to the risk 
associated with financial futures, 
financing commodity markets is an 
increasingly lucrative arrangement 
for those willing to become involved. 
Moreover, traders and financial insti
tutions continue to develop inge
nious tools in order to increase the 
yield on funds borrowed. • 
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HOUSING FINANCE 

Muslims attitude towards housing 
finance in UK A preliminary survey 

I SLAMIC FINANCE is fast emerging 
in housing and property marlcets all 
over the world. In the UK, the United 
Bank of Kuwait offers two mortgage 

products, known as Manzil Murabaha 
and Manzil Ijara. Similar products are on 
offer for the North American Muslim 
population as well. 

Behind this development is the com
monly held belief that Muslims in the 
West are averse to interest-based mort

g a g e s foUowing the Quranic prohibition 
f interest. However, a significant pro

portion of the Muslim population is quite 
indifferent to the interest-based financial 
products. 

The results here are based on a survey 
that was undertaken to determine factors 
contributing to the indifference o f 
Muslims towards interest. Although small 
in sample size and limited in geographical 
scope, the survey has implications for the 
improvement of existing financial prod
ucts or successful launch of new ones. 

Most households surveyed are located 
in urban Leicestershire (mainly in the city 
of Leicester). The survey was conducted 
through structured interviews and distri
bution of self-administered question
naires during July - August 1998. 

About 800 questionnaires generated 
216 responses {27°to of the total) of which 
133 (62o/o) were homeowners, 62 (29%) 
tenants or l iv ing with parents, relatives or 
friends. The remaining were incomplete 
and hence invalidated. 

On the outset, it should be noted that 
the sample is biased in favour of Africa-
born Indian respondents: 57% of home
owner respondents were bom in Africa, 
4 1 % in Indian sub-continent and the 
remaining elsewhere. 

The majority of homeowners were 
male (83% of the sample) wi th an average 
age of 38 years and annual income of 
£14,900. Fairly educated, all of them save 
8 percent were either employed (70%) or 
self-employed (22%). The average house
hold size was six wi th three to four 
dependants. 

Major reasons for buying a house was 
reported to be: 

Dr Humayon A. Dar 
Loughborough University 

a. Freedom, privacy, security and inde
pendence (44%); 
b. Long-term investment (23%); 
c. Satisfaction of owning a house (12%). 

The average price of property pur
chased was £59,500 wi th an average 
mortgage o f £44,353, representing 75% 
of the property price. 

However, the respective figures for 
the first-time buyers were £48,850 and 
£42,450, i.e., 87% of the property price. 

Interestingly, 28% of the homeowners 
declared an intention to purchase a house 
of higher value than the existing house in 
the future. However, the survey fails to 
identify intent to move to a higher value 
house or to invest in a new house. That 
said, most still consider the new house to 
be financed through a conventional 
mortgage. 

The majority o f the tenant respon
dents were young (with an average age of 
25 years in contrast to 38 years for the 
homeowners) earning an average of 
£5,580 per annum. Many tenants were 
students (39%) and some of them worked 
part-time. About 63% of the tenants 
showed interest i n buying a house but 
have so far failed due to inabili ty to meet 
mortgage obligations on current income 
and savings. 

The majority, about 85% of respon
dents, intend to purchase a house in the 
future which, most consider, w i l l be 
financed by a conventional mortgage. 

The lack o f interest in Islamic housing 
finance among Muslim community can 
be attributed to insufficient religious edu
cation and indifference to the Islamic 
prohibition of interest. 

A l l the respondents reported to hav
ing a saving account wi th a high street 
bank, 36% being interest-bearing 
accounts. Of the respondents holding a 
conventional mortgage, 23% reported to 
have it because it was a common prac
tice, despite knowing Islam's ruling. 44% 
mentioned o f lack of a availability of an 

Islamic alternative. Not surprisingly, 33% 
said that the Islamic alternative available 
was too expensive in comparison. 

The Manzil Murabaha scheme offered 
by the Islamic Investment Banking Unit 
o f the United Bank of Kuwait was specif
ically recognised by 16%. However, the 
respondents, despite their relatively high 
level o f commitment to Islamic activities, 
were woefully unaware o f and unin-
volvcd wi th any o f the existing Islamic 
financial start-ups in the UK. 

A l l the respondents declared that they 
would consider an Islamic mortgage 
facility i f it were available and would, i n 
principle, be prepared to invest in a com
pany offering Islamic mortgages. 

The survey then asked the 
respondents to prioritise fac
tors they considered being 
important i n their choice 
between Islamic and conven
tional mortgages. 54% report
ed that support and backing 
from Islamic scholars and 
Imams as top priority. 26% 
gave the reputation of the 
providers o f Islamic mort
gages top pr ior i ty . 12% 
reported top priori ty to the 
professional attitude and 
approach o f providers o f 
Islamic mortgages. 9% gave 
top priority to the cost of 
Islamic mortgages, 7% to the 
opportunity to invest in com
panies offering Islamic mort
gages, and 2% to the popular
i ty o f Islamic mortgages in 
the community. 

In conclusion, the respon
dents acknowledged the prohibition o f 
interest i n Islam but seemed to be 
unaware of any alternatives permissible 
in Islam for financing the purchase of a 
house. The survey demonstrates the need 
to educate the Muslim community on the 
issue of interest; to explain methods 
compatible wi th Shariah law; and how 
can they be put into practice. The Islamic 
scholars and Imams have an invaluable 
role to play in this process. • 

The survey 
demonstrates 
the need to 
educate the 
Muslim com
munity on 
the Issue of 
interest; to 
explain 
methods 
compatible 
with Shariah 
law; and how 
can they be 
put into 
practice. 
The Islamic 
scholars and 
Imams have 
an invaluable 
role to play 
in this 
process 
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IIBI FORUM 

Home purchase through Islamic Financing 
Justice Mohammed Taqi Usmani explains the procedure 
for home purchase through Islamic Finaricirig 

Q Muslims in the UK are greatly 
interested in purchasing homes 

• through Is lamic f inanc ing . 
What procedure does this entail and how 
does it funct ion? 

Islamic banks can participate in 
home financing on the basis of 

M diminishing Musharakah. 
This concept requires the financier and 
the client to participate in the jo in t own
ership of a property. The share of the 
financier is further divided into a number 
of units. 

The client is then able to purchase 
those units one by one periodically, thus 
increasing his own share t i l l all the units 
of the financier are purchased making 
the client the sole owner of the property. 

Transact ions involved in Diminishing 
Musharaka 
The proposed arrangement is based on 
the following transactions: 
• The first step is to create a j o i n t own
ership in the property. There is no objec
tion from Islamic scholars against struc
turing this transaction. 
• The second part of the arrangement is 
that the financier leases his share in the 
house to the client and charges rent to him. 

Islamic scholars also permit this 
transaction, however where the undivid
ed share is leased out to a third party, its 
permissibility has been a point of con
tention between Muslim jurists. 

Imam Abu Hanifa and Imam Zufar 
are of the view that the undivided share 
cannot be leased out to a third party, 
while Imam Malik and Imam ShafiT, Abu 
Yusuf and Muhammad Ibn Hassan hold 
that the undivided share can be leased 
out to any person. 

But so far as the property is leased to 
the partner himself, all of them are unan
imous on the validity of this 'Ijarah' leas
ing transaction that eventually results in 
full ownership. 

The third step in the arrangement is 
that the client purchases different units 

of the undivided share o f the financier. I f 
the undivided share relates to both land 
and building, the sale of both is allowed 
according to all the Islamic schools. 
Similarly i f the intention is to sell the 
undivided share o f the building to the 
partner, all the Musl im Jurists also, 
unanimously, permit i t . Again, there is a 
difference o f opinion i f i t is to be sold to 
a third party. 

It is clear from the previous three 
points that each of the transactions men
tioned above are allowed per se, but the 
question is whether this transaction 
maybe combined in a single arrangement. 
The answer is that i f these transactions 
have been combined by making each one 
of them a condition to the other, then the 
Shariah does not permit this. 

It is a well-established rule of the 
Islamic legal system that one transaction 
cannot be made a pre-condition for anoth
er. However, the proposed scheme suggests 
that instead of making two transactions 
conditional to each other, there should be 
an undertaking from the client. 

Firstly, to take the share o f the 
financier on lease and pay the agreed 
rent, and secondly, to purchase the units 
of the share o f the financier o f the house 
at different stages. This leads to the 
fourth transaction, which is the enforce
ability of such an undertaking or promise. 

It is generally believed that an under
taking or promise to do something cre
ates only a moral obligation on that per
son, which cannot be enforced through 
courts o f law. However there are a num
ber of Musl im Jurists who hold the view 
that promises are enforceable, and the 
court of law can compel people to fulfil 
their promise, especially, in the context 
of commercial activities. 

Some Mal ik i and Hanafi jurists have 
declared that an undertaking or promise 
can be enforced through courts o f law in 
cases of need. The Hanafi Jurists have 
adopted this view wi th regards to a par
ticular sale called bai-bilwafa. 

Bai-bilwafa is a special arrangement 
for the sale o f a house where a buyer 
promises the seller that whenever the 
seller repays him/her the price of the 
house, he/she w i l l resell the house back 
to the original seller. 

Hanafi jurists, on the other hand, have 
argued that i f the resale o f the house to 
the original seUer is made a condition foi^ 
the init ial sale, it is not permitted. 

However, i f the first sale is effected 
without any condition, but after effecting 
the sale, the buyer promises to resell the 
house whenever the seller offers him the 
same price. Then this promise is accept
able and i t creates not only a moral 
obligation, but also an enforceable right 
o f the original seller. 

The Mus l im juris ts a l lowing this 
arrangement have based their view on 
the principle that "the promise can be 
made enforceable at the time of need". 

One may raise an objection that i f the 
promise o f resale has been taken before 
entering into an actual sale, it practical
ly amounts to put t ing a condition on the 
sale itself, because the promise is under
stood to have been entered into betwe 
the parties at the time of sale. ~~ 

Therefore, even i f the sale is without 
an express condition, it should be taken 
as conditional because a promise in an 
express term has preceded it. This objec
t ion can be answered by saying that there 
is a big difference between putting a con
dition in the sale and making a separate 
promise without making it a condition. 

I f the condition is expressly men
tioned at the time of sale, it means that 
the sale wiU be val id only i f the condi
t ion is fulfilled, meaning that i f the con
dit ion is not fulfilled in future, the pre
sent sale w i l l become void. 

This makes the transaction of sale 
contingent upon a future event that may 
or may not occur. It leads to uncertainty 
(Gharar) in the transaction, which is 
total ly prohibited in Shariah. 

Conversely, i f the sale is without any 
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condition, but one of the two parties 
has promised to do something sepa
rately, then the sale cannot be held to 
be contingent or conditional upon 
fulfilment of the promise made. It w i l l 
take effect irrespective of whether or 
not the promise is fulfilled. 

Even i f the promise is backed out 
of, the sale wi l l remain effective. The 
most that the person whom the 
promise has been made to can do is to 
compel those undertaking the 
promise, through the courts of law, to 
fulfil that promise. A claim for actual 
damages suffered resulting from a 
default can consequently be made. 

This makes it clear that a sepa
rate and independent promise to 

^^urchase does not render the original 
ontract conditional or contingent. 

Therefore it can be enforced. 

Conditions of Diminishing 
Musharaka 
On the basis of the above analysis, 
diminishing Musharakah may be 
used for House Financing subject to 
the following conditions: 

The agreement of jo in t purchase, 
leasing and selling different units of 
the share of the financier should not 
be tied up together in one single con
tract. However, the jo in t purchase 
and the contract of lease may be 
joined in one document whereby the 
financier agrees to lease his share, 
after jo in t purchase, to the client. 

This is permitted because Ijara 
can be effected for a future date. At 
the same time the client may sign a 
one-sided promise to purchase dif
ferent units of the share of the 
financier periodically and the 
financier may undertake that when 
the client purchases a unit of his 
share, the rent of the remaining units 
wi l l be reduced accordingly. 

At the time of the purchase of 
each unit, sale must be effected by 
the exchange of an offer and accep
tance at that particular date. 

It is preferable that the purchase 
of different units by the client be 
effected on the basis of the market 
value of the house as prevalent on 
the date of purchase of that unit. It is 
also permissible that a particular 
price is agreed in the promise of pur
chase signed by the client. • 
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DOW BURSTS THROUGH 11,000 -
INew high AA/eeks after 10,000 landmark 

The Dow Jones Industr ia l Ave rage surged past 1 1 , 0 0 0 for the f i r s t t ime 
on the 3rd o f M a y hav ing broken the 1 0 , 0 0 0 point bar r ie r on M a r c h 
1 6 t h . S ince c los ing above 1 0 , 0 0 0 the Dow has m a n a g e d to add its next 
1 ,000 in f ive weeks . 

" The re a re no words to descr ibe w h a t has gone on h e r e " , said 
Hugh Johnson , ch i e f i nves tment o f f i ce r a t F i rs t A lbany . "The Dow has 
added 2 0 per c en t [ thus fa r ] th is year , wh i ch is bew i lde r ing " . It c losed 
a t 1 1 , 0 1 4 , 6 9 . 

M a r k e t ana lys ts point to investor ro ta t ion ou t o f high pr iced growth 
s tocks into cyc l i ca l and industr ia l shares , on expec ta t i ons t h a t e conomies 
in As ia and e l sewhere a re s ta r t ing to recover , he lp ing Dow s tocks l ike 
3 M and chemica l producers Union Ca rb ide . 

MALAYSIA EXCHANGE INTRODUCES ISLAMIC SHARE INDEX 

K U A L A L U M P U R - The Kua l a Lumpur S tock E x c h a n g e (KLSE ) has 
l aunched a new stock m a r k e t index to a l low investors to t r a c k secur i t i es 
approved under I s lamic law. The K L S E Sya r i ah Index is a we igh ted-
average index wi th componen t s made up o f all 2 7 6 Ma in Board c o m p a 
nies on the e x c h a n g e wh i ch have been des ignated as Sha r i ah-approved 
secur i t i es . 

The secur i t i es m a r k e t w a t c h d o g , the Secur i t i es Commiss ion , has a 
Sya r i ah Advisory Counc i l , wh i ch des ignates secur i t i es t h a t a re accep ted 
for i nves tment under Is lamic law, the S h a r i a h . Under the Sha r i ah , c o m 
panies l inked to gaming , a lcoho l and tobacco act iv i t ies a re shunned . 
S tocks o f compan i e s involved in t rad i t iona l bank ing a re a lso shunned as 
the i r dea l ing in in te res t is cons idered as usury for many Mus l ims . 
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The process of forming an effective 
identity for Islamic banks 
MARKETING 
Why and how? 
Since tlie infancy of tlie marketing ph i 
losophy back in the early '50s, marketing 
has evolved into a giant all-encompass
ing mechanism drawing on market 
research, statistics, behavioural sciences 
and of course the keen intui t ion o f the 
successful entrepreneur. 

The contemporary commercial world 
is ripe wi th the fruits o f an intensive, 
wide-ranging and integrated harvest o f 
marketing philosophies and concepts, 
most notably prevalent in the developing 
world. No business, no arena of industry 
is untouched. The banking and finance 
industry is no exception. 

From high street banks to mighty 
global finance houses, aU must employ 
marketing concepts to not only flourish 
but sometimes even just to survive. 
Islamic financial services need marketing 
as much as any other industry, indeed 
perhaps more so - they just havenit fully 
realised or grasped the concept yet. 

The most true-to-Islamic-ethics 
financial product in the world w i l l not 
work i f it is not practical, or no one 
knows about it, and hence the need for 
marketing! 

How marketing works 
In business 'winging' is not an option. 
Certainly allowances must be made for 
crisis and the unexpected, however long-
term survival can be attempted only with 
the benefit of a business plan. Weighing 
up the pros and cons, information, and 
experience all contribute to good strategy. 

Even in a fluid and ever-changing 
society and economy, any entity must 
have clearly defined objectives. Of course 
for Islamic banks, this is not a problem; 
their raison d'etre is obvious. What does 
need to be focused on however, is how 
they intend to go about achieving those 
objectives. This is also where banks need 
to be responsive to changes and why 
they must regularly review those objec
tives. 

But this is easier said than done. 
Islamic banks are particularly resistant to 

change and inward looking. No wonder 
banks often appear remote, aloof, and 
int imidating and old fashioned inst i tu
tions to the very same people whom they 
expect to entrust them wi th their money. 
A friend once chose to open an account 
in the only local branch out o f four 
major bank branches offering equal ser
vices and convenience, based simply on 
the fact that i t 'looked the most inv i t ing ' ! 

So what is marketing? Essentially it is 
the process of identifying the needs o f 
current and potential customers or 
clients, helping to mould the business to 
meet them in the most cost-effective 
manner. 

Logic dictates the fol lowing require
ments: 

1. Information or market intelligence 
- collecting, extrapolating, analysing and 
interpreting research data. 

2. Strategies and objectives - taking 
into account the needs of shareholders, 
clients, customers, economic and gov
ernment constraints and policies. 

3. Marketing plans - a schedule of 
how resources can best be utilised for 
different marketing techniques (optimum 
marketing mix). This may include issues 
such as advertising, developing and 
locating branches, pricing, public and 
press relations, display material, local 
promotions, quality of customer service, 
staff training, etc. 

4. Putting it into action - co-ordinat
ing the resources to achieve directed 
marketing aims, monitoring and report
ing on the results o f marketing activities. 

The never-ending cycle o f marketing 
p lanning goes: information-analysis-
objectives-strategies-plans-action-con-
trol-review-information etc. 

The demands of marketing 
The demands on resources placed by a 
fully-fledged and property co-ordinated 
marketing programme should not be 
underestimated. This is of course offset by 
the notion that theoretically the end 
returns (both financial and in terms o f 
good will) of an effective marketing strat

egy should far outweigh the expenditure. 
Marketing is not just advertising. A 

bank's marketing department would also 
be involved in developing new products, 
reviewing customer interfacing, orches
trat ing promotions, PR, research and 
analysis. 

In a bank's hierarchy the marketing 
department must be keyly placed to span 
the ful l breadth o f the business. It should 
be active in an overall capacity, at an 
interdepartmental level, at regional levgj^ 
and right down to branch level. 

The obstacle course 
Achieving a t ruly effective marketing 
programme is fraught wi th difficulties, 
even more so when faced wi th the obsta
cle course that the finance industry 
throws at k. Some of the key points are 
highlighted below: 

1. A l l banks offer more or less the 
same service, so it boils down to how 
effective they are in terms of public per
ception. Of course Islamic banks are at 
an advantage relative to general finan
cial services because they do offer a 
unique product, service and ethos. 

2. Banks struggle to give themselves 
an identity or personality and therefore 
come up wi th such campaign c a t i ^ 
phrases as 'the listening bank' (formerly' 
Midland, now owned by HSBC), and 'the 
bank that likes to say yes' (TSB now part 
o f Lloyds Group). 

Banks offer the same product so they 
compete by emphasising the packaging of 
the product, i.e. location, staff services, 
reputation, advertising, new products. 
Services w i l l be given unique 'qualities' 
to set them apart, designed to offer 'ben
efits' to the customer - it could be along 
the lines o f no bank charges, or telephone 
banking facilities. 

3. Unless there is a very serious prob
lem, people tend to stick wi th their banks 
for life. A way round this has been to 
offer incentives to young people opening 
their first bank account. 

4. Everyone has a different set of 
needs and wants from their financial ser
vice provider, from the industrial entre-
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preneur to the high street shop, from the 
young couple buying their first home, to 
the pensioner wanting to enjoy his 
retirement. 

The bank has to consider what 
bespoke services it could offer to meet 
unique criteria and how to train in and 
alert branch staff of all the services 
available. One option would be to have 
specialist staff, such as the Pensions 
Advisor. 

5. Local branches are vi ta l for effec
tive customer interfacing. Despite the 
onset of phone and online banking, peo
ple st i l l like the reassurance of banking 
at an actual physical branch that they 
can easily find in their local high street, 
or near their place o f work. 

^ Frequent changes to a branch, or 
Dnstantly reviewing its operations can 

be an expensive and disruptive exercise, 
often the decisions made cannot be 
reversed as quickly as in other indus
tries. You cannot introduce a unique 
account one-week and just withdraw i t 
the next because it doesn't work. 

Banks must have planned strategies 
on how to tailor their branches to cus
tomer needs bearing in mind the likely 
returns on the level of investment 
required. This assumes an intimate level 
of local knowledge; how best to serve the 
local population, industry, commerce, 
shopping and employment, and how to 
effectively contribute to the growth of the 
area. 

However, as with many of the branch 
~^vel services. Islamic banks have to con
sider extremely carefully whether they 
could build a comprehensive branch net
work within feasible parameters, especial
ly those banks that operate globally. 
Nonetheless, locating branches in areas 
where there is a large Muslim community 
is a self-evident advantage, and perhaps 
phone and online banking is not such a 
bad idea after all. 

Data delivers 
For any enterprise information is a vi ta l 
life source. A bank needs to know about 
local and international economic devel
opments and their effects; government 
policies and how they are likely to 
respond to given socio-economic activi
ties and changes; industry movements; 
changes in population, age distribution, 
location and expenditure; and of course 
what its rivals are up to! 

Moni tor ing these areas allows plan
ners to develop an overall view, and 
hence plan a corporate strategy. Market 
researchers w i l l find that the position at 
any time on a particular issue is often 
not clear-cut and a judgement has to be 
based on comparative data. 

This would be based on: measuring 
the bank's record against other national 
and international banks; analysing year 
on year results; geographic comparison 
of results; actual relative to projected 
results; and other factors. Such in-depth 
mon i to r ing and analysis essentially 
serves to clarify the situation, but i t also 
raises questions which need to be asked 
in order to further hone and focus 
strategies. 

A bank may look at products and 
services provided by rivals and ask 
whether it needs or has to do the same, 
and how it could do it better. 

Questions Islamic banks might be 
asking themselves: 

1. How can we tailor our products to 
stimulate enterprise and hence a growth 
in our relatively poorer economies? 

2. How can we provide interest-free 
loans to Muslims want ing to house 
themselves? Should we make these avail
able to non-Muslims? 

3. What is an Islamically acceptable 
form of insurance? Is it Takaful? Can 
people use it to insure their houses, busi
nesses, cars, themselves? 

4. How do we provide a fuller service 
to the as yet untapped majority of poten
tial clients? How do we compete w i th 
Western high street banking facilities? 

5. How can we provide a network o f 
branches to cater for them - should 
alternatives such as phone banking and 
the World Wide Web be explored? 

6. Can we provide pensions and sav
ings schemes at a competitive level? 

7. How could we provide the most 
effective service in the envisioned 'cash
less society' that experts insist is in 
imminent future?...and so on. 

Asking these questions, attempting to 
find answers and alternative answers is a 
key part o f maintaining a healthy, pro
gressive attitude to Islamic banking mar
keting. 

The plan 
A marketing plan w i l l paint an overall 
but succinct picture o f a bank's strategy. 
It w i l l identify what has been taken on 

board, what results are expected, and 
how to monitor the effects o f the cam
paign. The department draws up a plan 
detailing research, promotion, launches 
of new services, t raining etc. 

Even this is only part of the compre
hensive marketing plan that integrates 
the total marketing efforts o f all the var
ious departments, how resources are to 
be allocated, what constitutes the 'mar
keting m i x ' and highl ight ing the areas of 
key emphasis. Those departments that 
w i l l actually be put t ing the plan in 
action should also be involved at this 
stage, and earlier, so that the plan is a 
combined and harmonious effort. 

The time scale may vary wi ld ly but it 
is dependent on how long it would take 
to organise and effect the resources, for 
example i t may take three years to train 
staff, set-up new equipment etc. There 
may be elements o f the plan that harness 
existing resources, the time-to-action o f 
the plan must be based on those 
resources that w i l l take longest to 
realise. 

A plan w i l l define: 
1. the objectives, 
2. the resources allocated, 
3. background information, 
4. assumptions that have been made, 
5. a breakdown on marketing strate

gies in all aspects o f the bank - geo
graphical, existing products, new prod
ucts, promotional material, PR, pricing, 
research, advertising, training, branches, 
local strategies and all related projects, 

6. agreed dates, 
7. agreed budgets. 

And finally 
The best laid plans.... 
Planning is good, but it doesn't mean 

everything must be cast in stone. Big 
lumbering companies usually lose out 
when they put a five-year plan into 
action because they tend to find that the 
circumstances on which they were based 
have changed by the time it bears fruit. 

Planning is a valuable lesson in dis
cipline that serves to acutely focus fac
tors that affect any business and how 
best to cope wi th them, or preferably, 
take advantage o f them. However one 
should never negate the abil i ty to be 
flexible and fluid enough to respond and 
adapt to changes as they arise or the 
original value o f a planning strategy w i l l 
be redundant. • 
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TAKAFUL - Islamic Life Insurance 
This paper presents the second of the three-part extend
ed feature on Takaful Islamic Insurance. The conclusion 
will follow in the next issue of IMewHORlZON. 
All six sections of the feature are outlined below 

Section 1 introduces a brief history of 
Takaful insurance, plott ing its informal 
beginnings wi th the advent of Islam to 
its current position in the world o f inter
national finance. 
Section 2 seeks to explain the reasons 
underlying the need for Takaful, using 
verses from The Quran and Hadith as sup
porting evidence. 
Section 3 concentrates on the basic 
theory or idea behind Takaful and how i t 
is actually implemented. 
Several simple examples and diagrams 
are used to help wi th the explanation. 
Section 4 covers the differences and 
similarities between Takaful and conven
tional types of life policies. 
Section 5 is devoted to explaining the 
problems and challenges in the Takaful 
system. 

Section 6 concludes the study and 
includes a view on the scope for future 
studies. 

Section 3 

THEORY BEHIND 
TAKAFUL 

A s a result of the arguments pre
sented in Section two, an alter
native life insurance policy is 

based on the concept o f Al-Takaful. A l -
Takaful in general terms means j o i n t 
guarantee. Thus i t can be said that it is a 
pact among a group of people, i n this 
context the policyholders, who agree to 
reciprocally guarantee each other finan
cially should any event defined in the 
contract occur. The basic objective o f 
Takaful is to pay for a defined loss from 
a defined fund, which is set up mutually 
by policyholders, but is managed by a 
Takaful company. 

To ensure that a Takaful system oper

ates wi th in the Shariah framework, the 
transactional aspect o f the business is 
subjected to Islamic Contractual Laws. 
Hence, Takaful contracts are based on 
the Islamic commercial profit-sharing 
principle o f Mudaraba. So in essence, the 
provision o f Takaful cover in conformity 
wi th the Shariah is based upon the pr in 
ciples o f Al-Takaful and Mudaraba. 

Takaful life policies are generally 
medium or long-term policies that have a 
defined period of maturity or term. This 
is to diminish the elements o f Gharar in 
the form of uncertainty in the contract 
period. The defined term could be as 
short as 10 years and as long as 40 or 50 
years. 

The contracts would specify from the 
outset how the surplus or profit after the 
operational cost would be shared between 
the Takaful company and the pohcyhold-
ers, e.g. i n a ratio o f 5:5, 6:4, etc. as 
mutually agreed, in accordance wi th the 
Mudaraba principle. This is undertaken to 
avoid any uncertainty in the outcome of 
exchange in the contracts, which is 
deemed to be an element of Gharar as 
explained previously. 

These contracts are designed to serve 
various requirements of policyholders. 
Apart from medium or long-term savings 
earning investment profits, the policies 
also provide mutual financial assistance 

among policyholders, co-ordinated by 
the Takaful Company. 

Such a policy thus provides the fol 
lowing means for the policyholder: 
- save regularly for a fixed period for 
future and long term contingency use; 
- invest and earn profits accordingly as 
permitted by the Shariah; 
- guarantee financial assistance from the 
mutual fund should the policyholder die 
before his policy matures; 
- mutually help other policyholders who 
are in need by contributing a proportion 
of the premium into a mutual fund. 

The Implementation of a 
Takaful Life Policy 

When taking out a Takaful life policy, 
the policyholder is required to regularly 
pay a premium, either monthly, quarter
ly, half-yearly or what is more usual, 
annually, to the Takaful company. The 
amount o f each premium to be paid dur
ing the term chosen is determined by the 
policyholder according to his/her own 
financial abilities. This however is sub
ject to the min imum premium set by the 
Takaful company. 

Premiums paid in by the policyholder 
would then be divided and credited into 
two separate accounts as shown in t ' ' ^ 
diagram 3.1. 

The first one is the pohcyholder's 
own portfolio or account (PA), while the 
second is the mutual fund account 
(MFA). A substantial proportion of the 
premiums goes into PA solely for the 
purpose of savings and investments. The 

Diagram 3.1 INDlVlDtlAL T A K A F U L L I F E P O L I C Y 

TAKAFUL COMPANY 

PA Portfolio Account 
MFA Mutual Fund Account 

Premiums 

paid by the 

PolicyholderH mFA 

Total 

Policy

holder's 

Fund 

PA 

MFA 

Benefit 
Payments 
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remaining portion is tlien credited into 
IVIFA as Tabarru, to set up a mutual fund 
among the policyholders. The amount o f 
minimum premium and the proportions 
into which the premium would be d iv id
ed are to be decided by the Takaful com
pany, and should be made known to the 
policyholder before hand. 

Takaful (UK) Ltd. for example, set the 
Tabarru rate for each premium at 0.5 per 
cent times the term of each policy. Thus i f 
one policyholder has a 20-year policy, 
his/her contributions into the MFA would 
be 10 per cent of each of his/her premium. 
The rest of his/her premium, i.e. 90 per 
cent would then go into his/her PA. 

STMB however takes a different 
approach. The company uses a different 
Tabarru rate for each age group and this 

epends on actuarial considerations, 
such as mortality rate and terms o f the 
contract. Therefore two policyholders 
may pay the same amount of premium 
but their Tabarru rates could be different 
owing to differences in their age and 
term of their policies. 

Various situations which might 
occur under a Takaful policy are 
considered next. 

Death within Term 
I f a policyholder dies before his/her pol 
icy matures, i.e. before reaching the end 
of the policy term, the benefits would be 
paid and made up of the following: 

la) aU the premiums that the policyhold
er had paid into his/her PA 
(b) all the investment earnings which had 
been credited into his/her PA 
(c) all the remaining premiums that would 
have been paid by the policyholder should 
he survive to the end of his/her policy 
term, taken from MFA 
(d) any outstanding benefit amount as stat
ed in the contract of the person's policy. 
It can be assumed that (c) is actually a 
subset of (dj. 

Example: Say for a 10-year policy, w i th 
annual premium of £1000 (net paid into 
the policyholder's PA), the minimum 
Takaful benefit is £10000, payable either 
on death or on maturity of the contract, 
whichever occurs first. Assume that after 
6 years the investment returns on his/her 
PA now amounts to £500. The policy

holder however dies just before the 7th 
premium is due. His/her beneficiary or 
nominee would then receive benefits 
from his PA which are made up of: 

Premiums paid 6 X £1000 = £6000 
Investment Returns £500 
The Takaful company then have to pay 
an amount o f £3500 (i.e. £10000 -
(£6000 + £500)) to make up the m i n i 
mum benefit of £10000, payable either 
from MFA or other sources such as re-
Takaful, i.e. Takaful reinsurance. 

On Maturity 
On survival to maturity o f the policy, the 
benefits paid to the pohcyholder would 
be as follows: 
(a) the total amount o f premiums and 
investment profits that had been credited 
into his/her PA through out the term of 
his/her policy 
(b) the net surplus allocated to the po l i 
cyholder after last valuation of MFA, is 
normally carried out on an annual bases. 

The net surplus is only available to 
policyholders at maturity o f the policy. It 
also may only emerge and be allocated 
after all the obligations of the Takaful 
company to all the policyholders, who 
contribute to the MFA, have been fu l 
filled. This is illustrated in Diagram 3.2. 

Cancellation/ 
Surrender Value 
In the event that the pol icyholder 
decides to cancel and surrender his/her 
policy before the term matures, he/her is 
entitled to receive benefits at surrender 
value. That is the amount accumulated 
in his/her PA only. He/She would not be 
entitled to receive any refund from the 
MFA. 

Takafol (UK) Ltd. however has a pro
vision in the event that a policyholder 
stops paying premiums, he/she may 
choose not to withdraw his/her PA. I f 
that were the case, the account would 
then be converted into a pure investment 
plan. His/Her in i t i a l Takaful benefit 
cover would cease nonetheless. 

Miscellaneous 
There may also be provisions for policy
holders enabling partial withdraw from 
his/her PA wi th the option o f either 
repaying the amount back into the PA at 
an agreed future time, or reducing the 
minimum Takaful benefit cover. This 
provision however, i f allowed, may nor
mally only be taken after the contract 
has been running for at least a few years. 

Section 4 

COMPARISIONS WITH 
CONVENTIONAL LIFE 
POLICIES 
Similarities 

It is hard to pinpoint any exact s imi
lari ty that a Takaful life policy has 
wi th other conventional life policies. 

This is partly because most of the time, a 
Takaful policy can be quite similar to 
any particular conventional policy but 
only up to a certain extent. 

Nevertheless, the fol lowing are the 
similarities between the two insurance 
systems which are thought to be note
worthy. 

Diagram 3.2 O V E R A L L T A K A F U L L I F E P O L I C I E S 
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Unit - Linked Policies 
The way the premiums of a Takaful life 
policy are divided is actually comparable 
to some extent to that o f a Unit - l inked 
pohcy. In particular, both types of po l i 
cies deduct a proportion o f the premiums 
paid and credit i t into a separate 
account, i.e. a MFA for the Takaful po l i 
cy and a Sterling Fund (SF) for the Unit 
- linked policy, to cover the cost o f any 
guarantees. The sum assured for both 
policies depends on the investment per
formance of the remaining portion of the 
premiums, subject to a minimum guar
anteed sum assured on death. That is 
where the similarities between the two 
end however. Diagram 4.1 

Under Unit - linked policies, only the 
remaining portion, which is put into a 
Unit Fund (UF), is invested in a portfolio 
of assets, whereas under Takaful, both 
accounts, PA and MFA, are invested. 

Diagram 4.1 UNIT L I N K E D P O L I C Y 

Premiums 
not 

Allocated 

Allocated 
Premium 

Cost of 
Allocation 

Company's Profit 

Sterling Fund 

Bid/Offerl Bid/Offer 
Spread I Spread 

Endowment Assurance Policies 
Looking at the fixed term involved and 
the events in which the payment of the 
sum assured would become payable, it 
can be assumed that at least in this 
respect, a Takaful life policy is similar to 
an endowment assurance policy. Both 
have a fixed and definite term and offer 
benefit payment either on death wi th in 
the term or on survival to the end of the 
policy term. 

With-Profit Policies 
After a certain period, when the accumu
lation in the PA equals the minimum 
guaranteed Takaful benefit, a Takaful life 
policy w i l l resemble a wi th-prof i t policy 
as offered by the conventional life office. 

This is because only after that partic
ular period would the bonus or profit 
added into the policyholder's PA would 
really affect the amount of the sum 
assured. Prior to that, the sum assured 

remains at the m i n i 
mum guaranteed 
Takaful benefit. 

The length o f 
this period or inter
val nonetheless 
depends on the 
investment perfor
mance and the size 
of the min imum 
guaranteed Takaful 
benefit i tself 

Death or Matur i ty 
Payment 

Death, Surrender or 
Matur i ty Payment 

There are also no bid and offer values 
under Takaful like the ones being used 
for a UF under a Unit - linked policy. 
This is because both Takaful accounts are 
expressed in monetary terms instead o f 
one in monetary terms and the other in 
unit terms. 

Other dissimilarifies include expenses 
and various other charges being deduct
ed from the Sterling Fund. This is main
ly because these charges made on a Unit 
- linked policy are the only source of 
profit for the conventional life office. 
Takaful on the other hand may not 
charge expenses from either funds or 
accounts as explained before. The only 
way for the Takaful company to make 
profit is through investment returns on 
both, PA and MFA. 

Diagram 4.1 further illustrates how a 
Unit-linked policy works. 

Mutual Life Office 
Despite the fact that a Takaful life com
pany could be a proprietary life office, 
that is whol ly owned either by share
holders or by another company, the 
company's main purpose and the way it 
operates and distributes its excess or 
profits makes it more similar to a mutu
al life office. 

A mutual life office exists on the 
mutual principle and for the benefit o f its 
with-profits policyholders. In essence, 
this echoes the main aim of a Takaful life 
company as weU. 

Main Differences 

Premiums 
Under Takaful, there is a fixed minimum 
premium which is the same for all po l i 
cyholders of all ages, normally from 18 

to 55. Premiums for participants of con
ventional policies however are variable. 
They depend on the age when the pol i 
cyholder first takes out his/her policy. 
The older the policyholder is, the higher 
the level o f premium would be. This 
refiects the increasing mortality rate as 
age increases. Takaful companies charge 
a fixed min imum premium because the 
policies taken out are regarded more as 
a means o f saving for the future rather 
than as a means to get compensation in 
the event of death (or on survival) of the 
policyholder. It is also because Takaful 
companies are not allowed to make prof
it from favourable mortali ty experience. 

Takaful policyholders may neverthe
less opt to pay a higher premium than the 
minimum fixed rate depending on their 
financial ability. I f he/she chooses to 
so, he/she would normally have to agree 
to pay the same amount o f premium for 
the rest of the term of the policy. In 
return, the Takaful company may increase 
the policyholder's minimum Takaful ben
efit. He/she would also be able to earn 
more on his/her share of returns on 
investment to correspond with the fact 
that his/her PA share is bigger than that 
of other policyholders who only pay the 
premium at the fixed minimum rate. 

Extra Risk Premium 
Conventional life companies usually 
charge an extra premium in addition to 
the normal amount for policyholders who 
are deemed to pose extra risk and hence 
have higher mortali ty rates than averaf '*^ 
Those who are usually charged with this-
extra premium include smokers and peo
ple wi th highly dangerous or strenuous 
jobs, such as fighters and miners. 

Takaful companies, on the contrary, 
would still charge the same fixed min i 
mum premium. However, i f a certain 
policyholder is considered to pose an 
undue strain on the mutual fund account 
owing to his/her, say, poor health, then 
the policyholder may have to increase 
his/her proportion of tabarru, i.e. the 
contribution from his/her premium to 
the MFA. This means that the proportion 
of his premium going into his/her PA 
would be less than it would generally 
have been. The new level o f donation 
would be decided by the Takaful compa
ny, and should be adequate to corre
spond wi th , and reflect, the risk exposure 
covered by the MFA. 
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Takaful Insurance 

Expenses 
Conventional life companies usually 
include a provision for expenses when 
calculating the premium they wi l l charge 
for any policy. There are different views 
regarding this among different Takaful 
companies. In the most extreme view, 
they are prohibited from deducting any 
management expense from the 
Mudaraba capital, i.e. the premium paid 
by the policyholder, as this is thought to 
give rise to an element of gharar. The 
company cannot know how much the 
expenses wi l l be in advance as they can 
vary from one year to another. As 
explained before, the existence of any 
gharar element would make the contract 
void. Takaful companies, therefore, have 

^ , ^ 0 cover these expenses from their share 
jf the profits from investments and also 
from other sources, as shown in Diagram 
3.2 in the previous section. 

Some Takaful companies, however, 
charge a one-off management fee on the 
first premium only and argue that this is 
permissible as they know how much the 
expenses are at the start o f the policy. 
Takafol (UK) Ltd. for example, charges 5 
per cent for each year of the policy term 
wi th a maximum of 80 per cent of the 
annual premium. Therefore, for any pol 
icy wi th a fixed term of 16 years or more, 
the one-off management fee would be 
fixed at 80 per cent of the first premium. 

Bonus / Profits 
^Jaka fu l contracts specify from the outset 

Dw the profits from Takaful investments 
are to be shared between the Takaful 
company and the policyholders. This is 
in accordance wi th the Mudaraba pr inci
ple, and the sharing could be in the ratio 
of, for example, 5:5 or 6:4 as agreed. 
This is regardless of the amount o f 
investment profits made during the year. 
The proportion of the share of the profit 
is therefore guaranteed for as long as the 
policy is still in force, but the amount 
itself w i l l depend on the investment per
formance or returns each year. 

Conventional life policies, on the 
other hand, especially with-profit pol i 
cies, may offer bonuses or profits in 
egeneral' terms only, that is, there is no 
exact specification wi th regard to the 
profit-sharing in the contract. 
Conventional life companies may decide 
to give or not to give a bonus for any 
particular year depending on the result o f 

the investment returns. The rate of bonus 
itself can vary from year to year and is up 
to the discretion o f the Board o f Directors 
of the company. 

This, however, does not mean that the 
conventional life companies can freely 
choose to give the policyholder's a share 
of the profit at whatever amount they 
wish and whenever they like. I f they do 
so, they risk serious implications and may 
lose prospective customers as well . 

Term of the Policy 
A l l Takaful policies have a fixed and defi
nite term or period of maturity, e.g. 10, 15, 
20 years, etc. This is, as explained before, 
to avoid uncertainty in the contract peri
od, which would be considered an element 
of gharar. Conventional life policies can, 
however, be of different and various types. 
Some may have a definite time period or 
term, such as temporary and endowment 
assurance policies, while others may have 
an indefinite period, such as whole-life 
policies which run throughout the lifetime 
of the policyholder. 

Surrender Value 
Under conventional policies, any policy
holder who surrenders his/her policy 
before maturity is entitled to get some 
compensation known as surrender value. 
This usually amounts to a lot less than 
the total premiums that he/she has paid 
to the company. For example, under an 
endowment assurance policy, the surren
der value would be approximately equal 
to the fund buil t up from the premiums 
paid, less expenses and less the cost of 
the past death benefit cover. 

Under Takaful however, all premiums 
paid into the PA would be refunded to 
the policyholder. In addition to that, 
he/she would also receive a proportion o f 
the profits made from investments on 
his/her paid premiums. Nonetheless, the 
policyholder may be charged wi th a 
small fee for withdrawing the policy. 

Claims Arising from Death due 
to Unnatural Causes or Accidents 
This specifically relates to death from 
suicide committed by the pohcyholder. 
Usually, under conventional life policies, 
i f the office can prove that the policy
holder has commited suicide w i th the 
intention of leaving benefits to his/her 
beneficiary, who may not be able to get 
any should the policyholder survive to 

maturity, the office may then choose not 
to pay the claim. Takaful companies, i n 
contrast, may not do so. They have to 
pay out the benefits regardless o f the 
way any policyholder dies and this 
includes death by suicide or being killed 
while committ ing a crime. 

This may sound counter-productive 
for the Takaful companies, but one should 
not forget that the reason these compa
nies exist in the first place is to provide 
insurance services which are deemed 
Islamic. They therefore believe that the 
death of all creatures is ultimately deter
mined by God, no matter how the creature 
dies. This is as stated in The Qur'an: 

"And no person can ever die except 
by Allah's Leave and at an appointed 
term...." (3:145) 

Furthermore, it is argued that the 
policyholder should not be deprived o f 
his/her benefit rights due to his/her 
wrongful act, i.e. either suicide or doing 
a crime, as Muslims believe that every
one is solely accountable to God, as wr i t 
ten i n The Qur'an: 

"...They shall receive the reward o f 
what they earned and you of what you 
earn. And you w i l l not be asked of what 
they used to do." (2:134) 

Thus, i f the Takaful company did not pay 
out the benefit, not only would the policy
holder be seen as accountable for his/her 
crime or wrongful act, but his/her benefi
ciary would also be deprived of his/her 
right to receive benefit or compensation. 

Nominee or Beneficiary of the 
Contract 
A nominee, under conventional life poli
cies, is the absolute beneficiary of the ben
efit should the policyholder die within the 
term specified in the contract. No other 
person has the right to claim all or part of 
the benefit paid to that nominee. Under 
Takaful life policies, on the other hand, the 
nominee is not considered to be the sole 
beneficiary. Instead, he/she is considered 
to be a trustee who receives the benefit on 
behalf of the policyholder's heirs and 
dependants. After receiving the benefit, 
the nominee then distributes the benefit 
paid among them according to the princi
ples of Mirath and Wasiyah. The National 
Islamic Religious Council in Malaysia has 
even issued a Fatwa to this effect, in 1979, 
to clarify the situation further should there 
be any dispute brought to Court. • 
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CORPORATE PROFILE 

Dar Al-Maal Al-lslami Trust 
1998 Financial 8: Business Analysis 

"Reduced income from core businesses partially offset by 
profits from strategic changes" 

Ownership and Legal Status 
Dar Al-Maal Al- ls lami (DMI) Trust is an Islamic financial institution founded in 
1981. It was formed by in 1981. It was formed by Indenture under the laws o f the 
Commonwealth of the Bahamas. It has an extensive network stretching over four 
continents, wi th its administrator, Dar Al-Maal-Is lami S.A. located in Geneva. 

The Year in Brief 
The DMI Group operated in a difficult external environment, where volatile stock 
markets, especially in Asia, turmoil in Pakistan and lower oil prices in the Gulf 
Region all affected the year's financial results. Operating income from investment 
and commercial banking businesses was reduced from the previous year, impacted 
by lower returns from investment and commercial banking businesses. 

The Group made an operating profit of US$ 33.8 mill ion in 1998, 33% less that 
the 1997 figure of US$ 50.6 mill ion. Operating income totalled US$ 162 mill ion 
(19997: US$ 170 milhon). This comprised US$ 30.9 mill ion from fund management 
and services (1997: US$ 41.9 million); US$ 75.9 mill ion from investment income 
(1997: US$ 96.2 million); US$ 31.8 mil l ion from fees and commissions (1997: US$ 
32.7 million) and US$ 23.5 mill ion from other income (1997: US$ -0.7 million). Other 
income in 1998 included the receipt of US$ 3.9 mill ion profit from the sale of the 
Group's shareholding in Faisal Finance Institution, Turkey, and a non-distributable 
profit of US$ 17.8 milhon from the merger of IICG and the Arab Islamic Bank. 

Operating expenses increased by US$ 9.1 miUion or 13.3% from US$ 68.7 m i l 
lion in 1997 to US$ 77.8 mil l ion in 1998, representing 69.7% of net operating 
income (1997: 57.6%). This increase is primari ly due to the implementation of a 
restructuring and reorganisation plan in 1998. Transfers to general provision 
increased from US$ 10.1 mil l ion in 1997 to US$ 23.7 mi l l ion in 1998, refiecting 
prudent valuation of investment and financing portfolios. 

Group capital, excluding fiduciary risk appropriation, increased by 4% to US$ 
230 mil l ion (1997: US$ 221 mill ion). The balance sheet remains strong, w i t h total 
assets of US$ 1.021 bi l l ion (1997: US$ 887 mill ion) o f which 62% and 55% 
respectively are invested in cash and short-term instruments. 

BUSINESS HIGHLIGHTS 
Funds under management 
The Group managed US$ 3.5 bil l ion of investment funds for its Islamic clients in 
Europe, the Middle East, Africa and Asia, this business having grown by 28% over 
the past three years. During 1998, the DMI Group launched a number of new 
investment products and funds in leasing, real estate, equities and trade finance. 

Massaref Services 
The Group remained well positioned in its main markets to offer accounts, 
financing and banking services. 

Takaful Services 
DMI Takaful and Retakaful companies offered a variety o f insurance and 
reinsurance services based on Islamic principles. However, the continuing globali
sation of the insurance and re-insurance industries led to unprecedented 
competition, necessitating the reduction in premiums. Nevertheless, the group's 
four Takaful companies continued to generate business, wi th gross premium 
income in 1998 exceeding US$ 14 mi l l ion . 

Financial Trends 
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CORPORATE PROFILE 

Faysal Investment Bank Ltd 
1998 Financial 8t Business Analysis 

"Remaining strong and well focussed in the face of 
difficult external circumstances in Pakistan" 

Ownership and Legal Status 
A l Faysal Investment Bank Limited is a public company and its shares are quot
ed on the Stock Exchanges in Pakistan. Dar Al -Maal Al - l s lami Investment Trust 
owns 63% of the Company's shares. 

The Year in Brief 
The Company operated in a very difficult economic and political environment in 
Pakistan, where international sanctions followed the nuclear test detonation in 
the first part of the year. Material reductions in the levels of foreign currency 
deposits lead to a high demand for local currency deposits. This, coupled wi th an 
increase in the cost of forward cover against the US$, placed the Company, an 
investment bank wi th l imited distribution channels, at a competitive disadvan
tage, and squeezed profit margins. 

In this weak economic environment, total revenues for 1998 were Rs. 2,100 
mi l l ion (approx. US$ 49 mill ion), a similar level to 1997. Expenses were weU 
contained, with general administration expenses reduced by 2.53% over the pre
vious year. Total operating expenses were Rs. 132 mil l ion, marginally lower than 
in 1997. With Provisions and Adjustments increasing by 64% from Rs. 80 m i l 
l ion in 1997 to Rs. 131 mil l ion in 1998, Profit after Tax fell by 53% from Rs. 
319 mihion in 1997 to Rs. 170 mi l l ion in 1998. 

BUSINESS HIGHLIGHTS 

Morabaha Financings 
Total financings grew by 39.4% to Rs. 12.3 bihion. This business sector gener
ates a steady income stream that provides the Company wi th some scope to 

^ absorb higher risks in other sectors that have the potential to generate enhanced 
returns over the medium to long term. In line wi th a prudential policy, Rs. 10.9 
miUion was provided to reserves for doubtful financings. 

Capital Markets and Investment Management Services 
The generally poor operating environment ensured depressed capital markets, 
wi th a need for governmental initiatives to restore international confidence. 
Accordingly, the Company made a net adjustment o f Rs. 105.6 mi l l ion to reflect 
the current value of investments, and a provision of Rs. 10.8 mi l l ion against 
purchase and resale agreements. 

Corporate Finance and Advisory Services 
Reflecting the weak performance in the stock market and a poor economic envi
ronment, this division also suffered. The policy is to differentiate the AFIBL 
product range from the competition by emphasis on reach, resources, client ser
vice and the impeccable D M I parentage. The Company has been active in plan
ning for opportunities that w i l l emerge when the economy strengthens. 

Private Client Services 
In the face of keen competition for deposits i n the marketplace, an extensive 
product range, coupled wi th strategic alliances, resulted i n a 59.6% growth o f 
deposits to Rs. 16.8 bi l l ion. 

Financial Trends 
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BAHRAIN 

GULF INTERNATIONAL BANK 
(GIB) COMPLETES MERGER 
WITH SAUDI INTERNATION
AL BANK (SIB) 

On the 27th of Apr i l , GIB announced 
that the merger wi th SIB had been 
legally completed. After issue by 
Ami r i decree to amend GIB's consti
tution, the legal formalities of the 
merger were completed and the paid 
of GIB was increased to US$ one b i l 
l ion . Fol lowing the merger, the 
shareholders structure is as follows: 

• Gulf Investment Corporation 
(GIC) 72.5% 

• Saudi Arabian Monetary Agency 
22.2% 

• JP Morgan Overseas Capital 
Corporation 5.3% 

Following the legal completion a 
new SIB Board of Directors has been 
appointed by GIB. The new board is 
made up of a combination of senior 
management, two independent non
executive directors and two mem
bers of SIB senior management. The 
members of the board are as foUows: 
• Dr. Khaled AI-Fayez 

Group Chief Executive Offtcer 
• Dr. Abdullah EI-KuwaizGeneral 

Manager, Gulf International Bank 
• Richard A. Deb 

Former President, Morgan 
Stanley International 

• John W. Melbourne Deputy 
Chairman, 31 Group pic 

• Peter J. Farrar 
Chief Financial Offtcer Saudi 
International Bank 

W i t h the merger, GIB's core com
mercial banking franchise is sup
plemented by investment banking 
capabil i t ies i n c l u d i n g corporate 
finance, portfol io management and 
advisory services. GIB is now able 
to provide a broader range of prod
ucts and services to its customers 
and play an active role i n the 
development o f the GCC states. 

GIB also plans to open branch
es in the GCC regions beginning 
w i t h Saudi Arab ia . Its clients 
include major indigenous private 
sector corporat ions. G u l f based 
f inanc ia l ins t i tu t ions , m u l t i 
national companies active i n the 
region, and the governments o f the 
GCC states. 

SIB was founded i n 1975 by 
nine premier global financial ins t i 
tutions. Head quartered in London, 
i t has branches i n New York and a 
representative office i n Tokyo. Its 
principle activities include corpo
rate finance, securities t r ad ing , 
corporate banking, capital markets 
and asset management. Its clients 
include private sector businesses 
and government inst i tut ions. 

In December H.E. Mr . Ibrahim 
Abdu l -Kar im, Minis ter o f Finance 
stated, "SIB is a we l l regarded 
investment bank that w i l l compl i 
ment our commercia l bank ing 
focus. Together we w i l l be able to 
serve the diverse and g r o w i n g 
needs o f the private and public 
sector enterprises in the G u l f . 

AL TAWFEEK LAUNCHES 
GCC LEASING FUND (2) 

Fol lowing the success o f i tsGulf 
leasing Fund Dr. Saleh Malaikah, 
Vice President and CEO of 
Tawfeek Co, a subsidiary of . ^ 
Baraka Investment and Develo
pment company, announced the 
launch o f its new open ended dollar 
and growth oriented GCC Leasing 
Fund (2). 

The Fund is designed to invest i n 
selected financial leasing transac
tions, main ly in the GCC countries, 
that are i n accordance w i t h Shariah 
guidelines. The fund has an autho
rised capital o f US$ 1000 mih ion 
and an issued capital o f US$ 50 
m i l l i o n . 

The min imum in i t i a l subscription 
is US$ 10,000 and the minimum 
allowed for addition and redemp
t ion is US$ 5,000. The in i t ia l sub
scription period for the GCC F u " ^ 
(2) ended on the 10th of Apr i l , b u f 
entry to the fund remains open 
thereafter. 

Dr. Malaikah stated, "the Fund 
w i l l invest i n carefully selected 
leasing transactions o f capital 
assets over medium and long terms. 
Its portfolio wiU mainly include 
automobiles, real estate, and 
machinery and equipment. 

The target market segment 
includes institutions and ind iv idu
als that wish to invest for medium 
to long term periods, since the 
redemption o f their participation is 
allowed after three years. 

The Fund expects to provide 
comparatively high returns, rang
ing from 8% to 8.5% during the 
first year". 
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ABC ISLAMIC BANK 
THRIVES IN FIRST YEAR OF 
OPERATIONS 

ABC Islamic Bank (ABCIB), the whol
ly-owned subsidiary of Arab Banking 
Corporation, has reported profits of 
$3.8 million in its first year of opera
tion. Return on average shareholders' 
equity stood at just over 8 percent. 

Gross income from Islamic 
financing contracts stood at $10.4 
million in 1998, of which Murabaha 
financing accounted for 52 per cent, 
Ijara financing 22 per cent and 25 
per cent came from investments in 
managed Mudaraba. 

Such diversification of revenue 
^Sfreams is reflected in ABCIB's asset 

ase at year-end 1998. Of assets 
totalling $168.2 million, Murabaha 
finance operations constituted 60 
per cent, Ijara finance some 26 per 
cent and investments in managed 
Mudaraba some 8 per cent. 

ABCIB Chairman, Adnan Yousif 
says that the diversification of opera
tions is set to continue and that atten
tion will focus on building the banks 
lease financing (Ijara) activities. 

Yousif says that the bank 's 
full-year 1998 performance was in 
line with expec ta t ions , despite 
adverse market conditions. "The 
Asian crisis had a negative impact 
on our markets in Pakis tan , 
Indonesia and Malaysia." He adds 

at weak oil prices in 1998 also 
dampened revenues. 

"ABCIB is well positioned for 
strong growth this year", says 
Yousif. "1 expect profit levels to 
improve, they will be about 15 per 
cent higher than in 1998." He says 
that ABCIB is part icularly well 
positioned within the fast-grow
ing Islamic banking sector due to 
the broad network of its parent 
company. 

"We are able to identify deals 
quickly and structure them for the 
Islamic market," Yousif said, citing 
the success of the $56 million Ijara 
Wa-Iktina facility signed with 
Sharjah Electricity ft Water 
Authority on 22 March. He added 
that ABCIB, in the first three months 
of the year, has already been award
ed two sizeable mandates. 

SAUDI ARABIA 

IMPORTANCE OF ISLAMIC 
BANKING STRESSED 

Islamic banking is not only of acad
emic interest to Muslims, but is also 
of practical interest to everybody, 
said Pakistan Ambassador Khalid 
Mahmood, while making the con
cluding remarks at the annual con
ference of the Pakistani 
Accountants ' Forum. The theme of 
the conference was "Islamic 
Banking-Risks and Opportunities in 
the 21st Century." 

The highlights of the evening 
were the two speeches made by the 
adviser, treasurer of the Islamic 
Development Bank, D.M. Qureishi, 
and the economic advisor to the 
Saudi Arabian Monetary Agency, 
Dr. M. Ummer Chapra. The proceed
ings of the conference were held 
under the chairmanship of the 
forum's president, Khurshid Ahmed. 

Speaking further, the envoy said 
that all forms of interest are prohib
ited in Islam. "We are shaping our 
society in Pakistan according to the 
Islamic law and regulations," he 
added. Reahsing the need for inter
est free banking, Mahmood said that 
Islamic banking must be introduced 
gradually and "we must develop the 
skills of the personnel who are han
dling the new system." 

Earlier in his welcome address, 
Khurshid Ahmed announced that 
the forum would organise a seminar 
on Internet, which will interest all 
the sections of the forum's member
ship. 

The Islamic financial market, 
Qureishi said, has grown from an 
almost non-exis ten t posit ion in 
1975 to more than 144 banks in 27 
countries including five nations in 
the developed world in 1995. 

According to the data compiled 
for the year 1995, these banks have a 

total asset base of $166 billion. 
Deposits amounting to $77.8 billion 
and a total equity of $6.3 billion. In 
the Gulf region alone, he added, 
there are 17 Islamic banks with total 
assets of $16.7 billion, deposits of 
$15.6 and equity of $1.5 billion. He 
pointed out that people get in to 
financial problems because they try 
to live beyond their means. This rule 
is apphcable not only to individuals, 
but also to institutions and nations, 
he said. 

While reading out the annual 
report of the forum, its secretary, Asif 
Jamal, said that in addition to the 
conferences and discussions organ
ised by the forum throughout the 
year, the organisation also plans to 
make a presentation on the profes
sion of accounting as a career at the 
Pakistani School. He also pointed out 
that plans are underway to prepare a 
database of the members of the 
Pakistani accountants with a view to 
providing placement services. 

SAUD1 GAZETTE 

MALAYSIA 

BANKS' MERGER EXERCISE 
GAINS MOMENTUM 

The merger exercise between Bank 
of Commerce (M) Bhd and Bank 
Bumiputera Malaysia Bhd has 
gained momentum with the finalisa-
tion of the organisation structure, 
operational, human resources and 
administrative issues. 

Commerce Asset executive direc
tor Dr RozaH Mohd Ali said 15 top 
management positions for the merg
er entity have been short listed and 
announcements will be made soon. 

Some 63 top managers from both 
banking insti tutions were inter
viewed by an executive placement 
agency, said Rozali, at a briefing for 
analysts from local research houses 
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held on the 21st o f Apr i l . The merg
er, upon completion, w i l l make i t the 
country's second largest bank w i t h 
total assets of RM65 bi l l ion and 240 
branches in and outside the country. 

While the two banks are likely to 
face certain corporate cultural dif
ferences fo l lowing the merger, 
Rozali assured analysts that the t i m 
ing o f the merger has helped 
improve the situation as bank 
employees were receptive and posi
tive over the exercise. 

"The entire merger process is 
expected to be completed wi th in 18 
to 24 months. About 80 per cent of 
the integration and physical mea
sures, which are vague at the 
moment, are expected to be cleared 
by then. Basically, we expect the 
merged entity to have an efficient 
integration wi th in two years," he 
replied to queries on possible cultural 
clashes. 

While BOC is generally consid
ered to be well-managed there were 
concerns on the association wi th 
BBMB, which in the past has had to 
be rescued three times. Rozali said 
the new Bumiputra Commerce Bank 
would fully utilise its strong retail 
presence nation-wide while continu
ing to emphasise BOC's strong corpo
rate banking and Bank Bumiputra's 
strong positioning in the small busi
ness entrepreneurs' market. 

In terms of infrastructure and 
network, Rozali said from a quick 
survey, w i t h 300 branches, the 
merged entity would have 50 
duplicative branches wi th in a 2km 
radius, which w i l l be used for the 
Islamic banking business under 
Bumi-Muamalat Bank Bhd. 

On staff attrition as a result o f 
the merger, Rozali revealed that 
there wi l l be some redeployment 
where 1,500 staff wiU be moved to 
the new Islamic bank and another 
1,000 redeployed for non-perform
ing loan (NPL) recovery. 

Saying that the merged entity 
w i l l have a staff strength of 11,000 
Rozali, nevertheless, added that there 
w i l l no immediate downsizing but 
did not rule out the possibility of a 
voluntary separation scheme i f busi
ness does not pick up as expected. 

Rozali is reasonably confident 

the entity w i l l perform as well as 
other banks wi th an estimated 20 per 
cent return on equity ratio in two to 
three years' time. Ini t ia l ly , i t had 
been estimated that BOC's gross NPL 
ratio at the end o f the year would be 
about 10 per cent (3-month classifi
cation). However, upon completion 
of the merger, the NPL ratio of the 
merged entity is expected to improve 
to 6 per cent. 

Under the deal, the Government 
wiU sell its shares in BBMB to CAHB, 
the parent company of BOC for 
RM1.5 b i l l ion in exchange for new 
CAHB shares and other considera
tions. To pay for the deal, CAHB w i l l 
issue 334.22 m i l l i o n shares o f 
RM3.04 each, amounting to about 
R M l biUion. It w i l l settle the remain
ing RM500 mi l l ion either by cash or 
other instruments to be agreed upon. 

After the merger, the govern
ment's investment arms. Minis t ry o f 
Finance Inc and Khazanah Nasional 
Bhd, would see their stake in CAHB 
rising to 30.3 per cent from 0.4 per 
cent now. 

Exist ing major shareholdings 
w i l l be diluted fol lowing the exer
cise. Renong Bhd's interest w i l l be 
reduced to 12.8 per cent from 18.4 
per cent; The New Straits Times 
Press (Malaysia) Bhd to 13.6 per cent 
from 19.4 per cent; and the 
Employees Provident Fund to 7.2 per 
cent from 10.3 per cent. The only 
substantial foreign shareholder in 
CAHB is The Sanwa Bank Ltd o f 
Japan, which w i l l see its 6.9 per cent 
stake diluted to 4.8 per cent. 

BUSINESS TIMES (MALAYSIA) 

ISLAMIC INVESTMENT 
INSTRUMENTS CURRENTLY 
INSUFFICIENT | 
THERE is still insufficient Islamic 
investment instruments available in I 
the market to meet the growth in 
demand. This has resulted in a lower | | 
yield on Islamic instruments com
pared to similar conventional instru
ments, said a banker. 

Amanah Short Deposits Bhd 
(ASD) chairman Abdul Wahid Omar 
said despite that, w i t h Bank Negara's 
firm commitment to develop Islamic 

banking and fol lowing some recent 
positive developments, the Islamic 
banking sector is moving in the 
right direction. 

ASD is a subsidiary o f Amanah 
Capital Partners Bhd, o f which 
Abdul Wahid is the director for 
group corporate services. ASD is the 
first discount house to participate in 
the Islamic Banking Scheme (IBS), 
including the Islamic Inter bank 
Money Market promoted by Bank 
Negara. 

He said that over the years the 
Is lamic-banking sector has pro
gressed relatively well w i th a current 
total o f 51 institutions collectively 
holding some RM20 bi l l ion in total 
deposits. ^ 

"While this is encouraging on i 
own, the figure is stiU small - less 
than 5 per cent - when compared to 
the total deposits o f the banking 
system estimated at RM 431.4 biUion 
as at December 31 1998," Abdul 
Wahid said in an interview wi th 
Business Times. 

He said among the positive 
developments that have taken place 
in the Islamic banking sector include 
Bank Negara's directive for aU IBS 
institutions to achieve at least 5 per 
cent o f total assets by 2001. 

Abdul Wahid added that Bank 
Negara also recognises the impor
tant role that discount houses play 
and this can be seen in the central 
bank's encouragement that discou 
houses participate in the IBS, which"' 
w i l l allow them to contribute to the 
Islamic debt market. 

ASD Islamic banking scheme 
was launched two months ago and 
the response from its clients, said 
Abdul Wahid, has been encouraging. 
"At the end o f February, after only 
three weeks o f operations, our total 
amount o f deposits under the IBS 
unit has exceeded RMl20 mil l ion," 
he said, adding that in the first week 
of March, the deposits have 
increased further to some RMl70 
miUion. 

"In fact, the response has been so 
overwhelming that at times we had 
to stop accepting deposits when 
there was insufficient investment 
instruments available at credit rating 
and returns acceptable to us," he 
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said. As a discount house participat
ing in the IBS, ASD's primary func
tion is to mobilise short-term funds 
for investment in Islamic-based 
investment instruments. 

These funds have typical maturi
ty ranging from overnight to one 
month. Abdul Wahid said ASD's 
venture into IBS is a profitable one 
apart from doing its bit towards the 
development of the country's Islamic 
banking system which needs a large 
number of players to create a com
prehensive Islamic banking system. 

From the Amanah Capital 
group's perspective, he said, it has 
always been its strategy to offer 
Islamic-based products and services 

an alternative to conventional 
oducts and services. 

"We believe that there is a great 
demand for such products. "For 
instance, when our Amanah Factors 
launched the first ever Islamic fac
toring in Apr i l 1996, the response 
was so overwhelming to the extent 
that more than half of their factoring 
facilities are now in the form of 
Islamic factoring," he stated. 

BUSINESS TIMES (MALAYSIA) 

UAE 

ADIB TO PLAY MAJOR ROLE 
IN SOCIAL a ECONOMIC 
DEVELOPMENT OF UAE 

The A b u Dhabi Islamic Bank 
(ADIB), the world 's biggest Islamic 
banking ins t i tu t ion , was declared 
open off ic ia l ly on the 18th o f 
A p r i l in the capital yesterday by 
Sheikh A b d u l l a b i n Zayed A I 
Nahyan, Minis ter for In fo rmat ion 
and Culture. 

Addressing a ga ther ing o f 
senior officials, ministers. Sheikhs 
and members o f the diplomatic 

corps at the Armed Forces Officers 
Club, where a plaque was unvei led 
to commemorate the occasion. The 
Chairman o f ADIB Obeid b i n Saif 
A l Nasiri said the bank is fu l ly 
commit ted to becoming a major 
cont r ibutor to the social and eco
nomic development o f the UAE. 

" A team o f professional and 
experienced bankers w i t h a thor 
ough knowledge and understand
i n g o f Islamic banking w i l l man
age the bank w i t h the appl icat ion 
o f the most modern and profes
sional in te rna t iona l bank ing stan
dards," he said. In con t r ibu t ing to 
the local economy through Islamic 
f i nanc ing , the bank provides 
opportunit ies for both commercial 
investment and service projects, 
thereby i m p r o v i n g the returns on 
investments for its customers, he 
pointed out. 

The ADIB w i t h a paid up capi
tal o f D h l b i l l i o n , has been found
ed as a j o i n t stock company under 
an A m i r i decree issued by Sheikh 
Kha l i fa b i n Zayed A l Nahyan, 
Crown Prince o f A b u Dhabi and 
Deputy Supreme Commander o f 
the UAE A r m e d Forces. 

Fif ty five per cent o f its capital 
has been raised th rough public 
issues o f Dh lO shares each. The 
rest is shared by the A b u Dhabi 
Government (10 per) w i t h founders 
subscription o f Dh 390 m i l l i o n and 
the Private Department o f the 
President. His Highness Sheikh 
Zayed b i n Sul tan A l Nahyan 
pu t t ing i n Dh SOmillion. 

The bank, w h i c h already 
opened its doors to the public on 
November 11 at its premises on 
Najda Street, is p r o v i d i n g a range 
of retai l and corporate banking 
services. The Chai rman o f the 
bank's Shariah Committee, Sheikh 
Y o u s i f A b d u l l a h A I Qaradawi , 
reiterated that the bank w o u l d 
carry out its business activit ies in 
strict conformi ty w i t h the p r i n c i 
ples o f Shariah. 

The committee is empowered to 
issue its fatwas in relation to the 
bank's activities to ensure strict 
compliance. 

THE KHALEEJ TIMES 

ABU DHABI ISLAMIC BANK 
PLANS JOINT VENTURES 

Buoyed by positive financial results 
last year and a surge in deposits, 
Abu Dhabi Islamic Bank (ADIB) is 
establishing j o i n t venture compa
nies w i th Islamic financial insti tu
tions at home and abroad, accord
ing to Chairman and Minister o f 
Petroleum and Mineral Resources 
Obaid bin Saif A l Nasiri. 

In view of the good results and 
potential for growth, ADIB is also 
expanding its branch network. 
ADIB is also embarking on a major 
initiative in association wi th Dubai 
Islamic Bank and details w i l l be 
announced in due course. 

Sheikh Abdullah bin Zayed A I 
Nahyan A l Nasiri said the bank w i l l 
launch portfolio funds in real estate 
and shares that w i l l operate in 
accordance to Shariah (Islamic law) 
principles. ADIB is also considering 
setting up Islamic companies such 
as insurance and financial firms as 
part o f its investment strategy. 

Nasseri, said that ADIB's current 
capital o f one b i l l ion dirhams ($272 
mi l l ion) was sufficient for the 
planned expansion and saw no 
immediate need to boost capital. 

ADIB started operations i n 
November and is 69 percent owned 
by United Arab Emirates (UAE) 
investors and 39 percent by found
ing shareholders, including the gov
ernment o f Abu Dhabi and the UAE 
president's private office. 

ADIB floated its shares in June 
1997. It said i t posted total profits 
of 103.6 mi l l ion dirhams during its 
operating period in 1998. • 

NewHORIZON welcomes 
comments, information 
and news from financial 
institutions offering 
Islamic financial services. 
Please contact the Editor at 
16 Grosvenor Crescent 
London S W I X 7EP 
United Kingdom 

Tel+44 171 245 0404 ext 21 
Fax+ 4 4 171 245 9769 
E-mail icis@iibi .demon.co.uk 
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LETTERS to the EDITOR 
The Editor of 
NewHORIZON wel-

^̂ 1̂ comes articles, letters 
^̂ 1̂ and comments from the 
^ ^ ^ T readers but reserves the 

^ ^ ^ ^ ^ ^ right to edit them. 
^ ^ ^ ^ ^ ^ Please forward all 

correspondence to the 
^ • ^ ^ Editor. 

^ See address on the 
Contents page , 

Islamic banking 
literature enquiry 

Dear Sir, 

I am a iVIBA student 
at The University of 
Central England in 
Birmingham and I am 
doing my dissertation 
on Islamic banking. 
Unfortunately, 1 am 
unable to find books 
on this topic in the 
Birmingham libraries. 
I would therefore like 
to know i f you have 
any books that I can 
borrow or buy from 
you. I f you can help 
me wi th the literature 
search for my disserta
tion, can you please 
send me the list of 
books or literature 
along wi th their 
prices? I f this is not 
the case, can you 
please inform me of 
any outlets that I can 
access to get the books 
in the Birmingham 
area? I shall be very 
thankful to you i f you 
can help me in any 
way. 

Naved Ahmed, 
Birmingham 

Please refer to recent 
issues of New Horizon, 
which carry listings of 

our most recent publ i 
cations or access our 

web site - HYPERLINK 
http://www.islamic/ban 
king.com www.is lam

ic/banking.com - for 
additional information 
and online order form. 

You are also most 
welcome to visit us at 
the institute were you 
will find our complete 
range of publications, 

back issues of 
NewHORIZON and 

other Islamic banking 
references. 

Alternatively, you can 
contact The Islamic 

Foundation Leicester, 
which is probably the 

nearest place to you 
with Islamic banking 

resources. 

Contacts for 
Islamic banking/ 
investment 
institutions 

Dear Sir, 

Please could you pro
vide a list o f UK bank
ing/financial inst i tu
tions that invest 
money for individuals 
according to Islamic 
principles? I was read
ing in the financial 
pages of a Sunday 
paper, quite a while 
ago, that an invest
ment bank in London 
was working in co
operation wi th an 
Islamic bank to pro
mote and set up 
Islamic investments. I 
cannot remember who 
those bank where and 

therefore, whom to 
contact for more info. 
Could you help? 
Wahid Hussain, 
United Kingdom 

There are no Islamic 
banks currently ope r 

ating in the UK. 
However, there are a 

number o f f inancial 
institutions offering 

Shar iah compliant 
funds or windows. 

For a comprehensive 
list please consult our 

Concise Directory of 
Islamic Financial 

Institutions or 
access our web site -

HYPERLINK 
http://www.islamic/ban 
king.com www.islam-

ic/banking.com. 
For any further 

information contact 
us directly. 

Loan for home 
purchase 

Dear Sir, 

I am a Musl im l iv ing 
i n England. I am buy
ing a house and need 
a loan to purchase the 
house. Being a Muslim, 
1 want to avoid taking 
a mortgage out and 
then pay interest on 
the loan. I am in full 
time employment as a 
Design Engineer l i v ing 
in Bolton, Manchester. 
I work in sale, Cheshire. 

Can you please get me 
in touch w i t h someone 
who can help me from 
an Islamic point o f 
view, regarding this 
matter? I can provide 
more details o f myself 
i f required. 
Saleem Mohammed, 
Manchester 

The United Bank of 
Kuwait (UBK) 

current ly offers 
two Halal mortgages -

Murababah Manzil 
and Ijarah manzil . 
For further details 

contact the institute. 

Islamic Banking 
Diploma Course 
information 

Dear Sir, 

I read wi th interest 
about your Islamic 
Banking Diploma 
Course and would like 
to know more about 
the distance learning 
course. As one o f the 
Muslims on the editor
ial staff of The Saudi 
Gazette, Jeddah 
between 1984-85, I 
had interviewed and 
conveyed to readers 
the view of the leading 
advocates o f this 
unique concept in the 
national economy and 
in international 
finance. 

1 w i l l be thankful i f 
you would kindly send 
me the course syl
labus, course require
ments and estimates o f 
cost, and also infor
mation about any 
scholarships available. 
Muhammad Abdul 
Qaiyum, Florida, USA 

Information on 
how to become a 
member 

Dear Sir, 

Please send me infor
mation on how to 
become a member of 
your Institute. I am a 
professional engaged 

in financial risk man
agement I also hold 
CFA designation 
(Chartered Financial 
Analyst). 
Abdi Farah, Toronto 
Canada 

Diploma Course 
enquiry 

Dear Sir, 

I hope you w i l l find 
this message while 
enjoying good health. 
I am a Bangladeshi 
student studying in 
Malaysia. I have fm^^ 
ished my MBA and 
doing a Ph.D. on the 
Derivative market. I 
want to know whether 
it is possible for me to 
complete the insti-
tuteis diploma as a 
distance program and 
how much the cost is? 
I t would be highly 
appreciated i f you 
could kindly inform 
me regarding this 
matter. 

Taufiq Hassan, 
Malaysia 

With regards to 
last three letters 

answers have been 
posted to each respec 

tively. All further 
course and member 
ship enquires should 

be directed to the 
Admissions Tutor at 

The Institute of 
Islamic Banking and 

Insurance (IIBI). Please 
ensure that full postal 

addresses are included. 
Additionally, appoint 
ments can be made to 

discuss the course or 
to pick up literature in 

person. 
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