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COMMENT 

Special conference briefing ft exhibition on 
Information Technology 
for Islamic Banks 
A special conference 

briefing and accompa
nying exhibition which 
focuses on information 

technology solutions for Islamic 
banking -and finance insti tu
tions is to be staged in Bahrain 
as an integral element of the 
World Islamic Banking 
Conference to be held from 4-6 
December 1999 at the Gulf 
Convention Centre, Manama. 

The rationale for this special
ist gathering stems from the 
growing number of software 
companies around the world 
developing dedicated I.T. solu
tions for Islamic banking and 
finance operations. Combined 
with the International and 
regional focus on developments 
post Millennium, this event will 
concentrate on providing essen
tial information for future I.T. 
policy formulation in the Islamic 
banking industry. 

The exhibition will assemble 
the regional and global leaders 
in information technology 
expertise, products and services 
specifically developed or 
tailored for the Islamic banking 
industry. Delegates, speakers 
and key government officials 
attending the event will have an 
opportunity to see demonstra
tions of the latest custom devel
oped information technology 
products for Islamic banks. 
In addition, the participating 
specialist I.T. companies will be 
encouraging conference 
attendees to discuss their I.T. 
experiences and requirements 
and to take advantage of the 

specialist advisors who will 
be on -hand to problem solve 
specific computer related issues 
within the bank ing sector. 

Dr Naser AI Belooshl, 
Chairman of Bahrain's Joint 
Committee for Financial ft 
Banking Sector Promotion 
commented: 

"This key element of The 
World Islamic Banking 
Conference will present infor
mat ion technology decision 
makers in banks and financial 
insti tutions with an opportuni ty 
to build relationships with their 
counterparts from every Islamic 
finance centre around the globe, 
sharing experiences, knowledge 
and expertise for the benefit of 
the Islamic banking sector as a 
whole". 

The exhibition will feature 
regional and international infor
mat ion technology 

providers who specialise in 
the development of services for 
the Islamic financial sector 

and covering such product 
and consul tancy areas as: 

• the development of electronic-
commerce systems for the 
banking sector 

• the implementat ion of secu
rity and encryption processes 

• the integration of electronic 
marketing tools for Islamic 
banking products 

• Islamic banking systems 
design and re-engineering 

In order to ensure that the 
region's Islamic financial insti
tut ions gain the max imum ben

efit from the specialist informa
tion and expertise available, the 
World Islamic Banking 
Conference plans to extend spe
cial invitations to the informa
t ion technology managers in 
each of the major Islamic banks > 
to participate in a Specialist 
Industry Sector Briefing Session 
on "Information Technology for 
Islamic Banks". The briefing 

session will be held as an 
integral element of the 
Conference. This important 
Briefing sector. Key topics to be 
covered include: 

• Information Technology as a 
Management Tool and 
Productivity Provider 

• Audi t ing Information 
Technology for Islamic Banks 

• Systems Architecture and 
Design 

• The Islamic Bank of the 
Future 

• Meeting the Demand of 
Tomorrow's Customer 

for further information on 

Conference 
Briefing £t Exhibition 

on 
Information Technology 

for Islamic Banks, 
contact 

WORLD I S LAM IC BANKING 

C O N F E R E N C E SECRETAR IAT 

on +973 827288 
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CONFERENCE 

Harvard hosts third forum on 
Islamic banking and finance 

TARIQ AL-RIFAI 

Boston, Massachusetts hosted two 
major Islamic finance conferences 
this October. The Third Harvard 

University Forum on Islamic Finance 
was held on October 1, and the Islamic 
Society of North America (ISNA) held its 
Second Islamic Banking and Finance 

^^nference on October 2-3. About 300 
people attended each conference. 

The single-day program, hosted by 
Harvard University's Islamic Finance 
Information Program (HIFIP), was co-
sponsored by the Center for Middle 
Eastern Studies, Islamic Legal Studies 
Program, and Harvard Islamic Society. 
Conference attendees were overwhelmed 
by the amount of information and topics 
covered during the program which began 
at 8:30am until 5:30pm. A reception din
ner followed the program. 

Prince Mohamed Al Faysal Al Saud, 
Chairman of the Geneva-based Dar Al-
Maal Al-lslami Trust and a pioneer of 
Islamic finance, inaugurated the HIFIP 
forum. Other keynote speakers included 

^*iaikh Nizam Yaquby from Bahrain; 
.^oal Khan, Managing Director of HSBC 
Global Islamic Finance; Dr Khaled Al-
Hajeri, Deputy General for Investment, 
Kuwait Awqaf Public Foundation; and 
Abdullah Suleiman Al-Rajhi, Director of 
Al-Rajhi Banking and Investment 
Corporation. 

The Forum covered major issues and 
challenges facing Islamic financial insti
tutions, such as current industry trends, 
venture capital and partnership finance, 
waqf and property, sharia compliance, 
taxation, ratings and capital markets. 

ISNA's conference over the next two 
days complemented the topics and issues 
covered at the Harvard forum. The two-
day program offered the participants a 

better opportunity to broaden their views 
and discussed issues not covered in pre
vious HIFIP sessions. The ISNA confer
ence attracted not only top Islamic 
bankers from around the world but also 
mainstream Muslims interested in learn
ing about Islamic banking and seeing 
what products and services are currently 
available to them. 

Interested in 
Islamic 
Finance? 
Look no fur ther . . . 

INSTITUTE OF I S L A M I C 
BANK ING a I N S U R A N C E 
(I IBI) is a researcli and 
educational organisation 
based in tondon , the 
International finance capital. 

IIBI is one of the world's most 
important and sought after 
centres in the dissemination 
of information and advice on 
various topics relating to 
Islamic banking and finance. 

IIBI acts as an active interme
diary between Islamic bankers, 
insurers, students and people 
from varied professions 
interested in the field of 
Islamic finance f rom all over 
the vi/orld. 

IIBI fosters co-operation, 
exchange information and 
ideas, promotes and advances 
the knowledge and practice 
of the industry world wide. 

IIBI conducts in-house 
discussions, seminars, monthly 
lectures on Islamic finance 
which attract highly d i s t i n 
guished audiences f rom major 
financial inst i tut ions (Islamic 
8: conventional) and from 
varied backgrounds. 

IIBI runs a long distance-
learning post graduate diploma 
course on Islamic banking and 
Insurance. 

In addition to a monthly 
journal NewHORIZON, IIBI 
also produces publications 
on various topical issues. 

IIBI runs a membership scheme 
open to organisations as well 
as individuals. 

For further informathr) contact 

Institute of Islamic Banking 
a Insurance (IIBI) 
16 Grosvenor Crescent, 
tondon SWIX 7EP, U K 

T e l : + 4 4 171 2 4 5 0 4 0 4 • F a x : + 4 4 171 245 9 7 6 9 • Emai l : i c i s@i ib i .demon.co .uk • URL: www. i s l amic-bank ing . com 
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FINANCE 

Islamic Equity Funds 
A brief industry analysis 
Islamic Funds -
Background Et History 
Ironically, the first known Islamic 
equity fund did not emerge from 
the Gulf or the Middle East. It was 
the Amana Income Fund*, estab
lished in June 1986 by members of 
the North American Islamic Trust 
(NAIT), an organization in Indiana 
which oversees the funding of 
mosques in USA among other things. 

The fund still exists as one of 
the better performing Islamic funds. 
Satuma Capital Corp., a small asset 
management company in Washington, 
manages the Amana Income Fund 
as well as the Amana Growth Fund. 

When comparing Islamic funds 
to the fund industry at-large, one 
can easily conclude that Islamic 
equity funds are still in their infan
cy stage of growth and develop
ment. Islamic equity funds have 
been around for less than six years, 
with few exceptions. 
Other Early Islamic Equity Funds : 
• Mendaki Growth Fund, 

Singapore (5/91) 
• Southern Pure Specialist Fund, 

South Africa (6/92) 
• Al Rajhi Local Share Fund, 

Saudi Arabia (7/92) 
• Tabung Ittikal Arab-Malaysian, 

Malaysia (1/93) 
Most of the other 55 equity funds 
on the market today were launched 
in 1995 or later. Today, we hear of 
new funds being launched on a reg
ular basis by an increasingly diverse 
group of financial institutions. 

Industry Development 

Prior to 1995, there were approxi
mately 10 equity funds on the mar
ket, but since 1996, the number has 
been nearly doubling every year 
and numbers around 59 today. Fund 
assets have grown accordingly. This 
has not been a result of investors 
rushing to pour their money into 
these new investment vehicles. 
Much of the money flowing into 
equity funds has come from found
ing institutions or a few high profile 
investors. This is expected, given the 
fact that the industry is still in the 
development stage and has not yet 
gained mass-market appeal. 

Islamic funds are pretty diverse 
for a young industry. There are 
funds for almost every type of 
Islamic investor. This is a clear sign 
of rapid industry development and 
innovation by Islamic bankers. As 
global financial institutions develop 
niche markets to differentiate them
selves from the ever- increasing 
competitive environment, new and 
innovative products and services 
will be available for the Muslim 
investor. 

Types of Islamic equi ty funds: 
• Global ftinds (NCB Global 

Trading Equity, Wellington 
Hegira, Al Sawfa, Al Baraka) 

• Regional funds (Mendaki 
Growth, Al Rajhi Middle East, 
Til Ibn Majid, Al-Nukhba) 

• Sector funds (Til Small-Cap, 
Amana Income) 

TARIQ AL-RIFAI 

• Country funds (Saudi Trading 
Equity, Al Rajhi Egypt, most 
Malaysian funds) 

• Hedge funds (TII Alkhawarizmi 
Fund) 

• Index Funds (Dow Jones Islamic 
Market Index Fund) 

Industry size and future outlook 
Failaka International has been moni
toring Islamic equity funds for almost 
three years and has yet to calculate 
an accurate figure of the industry 
size. This is due to the difficulty in 
gathering data from financial institu
tions. Therefore, it is believed that r ^ ^ 
organization has an exact figure or 
the industry's size. Since Failaka has 
been monitoring over half the funds 
in the industry, its best estimate or 
"guesst imate" suggests that total 
assets in Islamic equity funds are 
approximately $1.5 billion, but no 
larger than $2 billion. This figure is 
dwarfed by the trillion-dollar fund 
industry in the US where multi-bil
lion dollar funds are the norm. 

Islamic investments, as well as 
Islamic banking in general, have been 
plagued by negative publicity and 
mishaps which have cautioned 
Muslims towards Islamic finance. Also, 
Islamic bankers have not done enough 
to attract mainstream investors. T t i e / ^ 
are several unresolved issues related W 
developing uniform Shariah rulings as 
well as setting benchmarks and disclo
sure requirements to improve trans
parency and promote the sharing of 
information. 

The environment , however, is 
changing with the introduction of 
Islamic indices by Dow Jones and 
others. This marks a turning point 
for the industry as standards and 
b e n c h m a r k s have finally been 
established. Dow Jones has pushed 
the industry to the next level of 
development and is attracting new 
players to the field. The unresolved 
issues may soon be resolved. 

' There were Malaysian funds launched 
before 1986, however, it is not clear 
whether these funds were operated accord
ing to Shariah at that time. 

Major fund managers/advisors Institutions entering Islamic 
fund management 

Wellington Management Co., USA 
Al Baraka Investment Bank, S. Arabia 
Faisal Finance, Switzerland 
The International Investor, Kuwait 
UBS, Switzerland 
Robert Fleming, Luxembourg 
Citibank, USA/Bahrai 

Nomura, Japan 
Brown Brothers Harriman f t Co., USA 
Saudi American Bank (SAMBA), S. Arabia 
Securities House, Kuwait 
Commerz Bank, Germany 
Morgan Stanley Dean Witter, USA 
Pictet f t Cie, Switzerland 
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ACCOUNTING 

Islamic finance 8: standardisation 
of accounting for Islamic financial 
institutions Prof. RIFAAT ABDEL KARIM 

ISLAMIC BANKS are ethically 
funded organisat ions estab
lished with the mandate to 
carry out their transactions in 

strict compliance with the Shariah 
or Islamic law. Islamic banking 
started to take off in the aftermath 
of the boom in oil prices in 

'^ '973/1974. In countries like Sudan 
and Iran, the whole banking sys
tem has been transformed to com
ply with the Shariah. The growth of 
this industry has been remarkable. 
In 1997, the total assets of the 176 
Islamic financial institutions world
wide was estimated at US$ 147 billion. 

Islamic banking can be consid
ered as part and parcel of universal 
banking. The majority of Islamic 
banks perform two basic functions -
investment management and com
mercial banking. Unlike conven
tional commercial banks, Islamic 
banks do not pay or charge inter
est on lending or borrowing of 
money. This is because the Shariah 

b r i e f l y prohibi ts , among other 
.xiings, the receipt and payment of 
riba (interest). Hence, Islamic 
banks cannot hold or issue inter
est-bearing securities. 

As an alternative to borrowing 
funds and paying interest on them. 
Islamic banks use a version of the 
Mudaraba contract (a profit-shar
ing financial instrument) to mobilise 
funds in investment accounts to 
invest them on behalf of holders of 
these accounts. As an alternative to 
lending funds and charging interest, 
Islamic banks use various contracts 
to invest funds under management 
as well as their shareholders' funds 
(see Table 1 for the definition of 
these financial instruments). 

Hence, one of the salient fea
tures of Islamic banks is that their 
business is driven by Shar iah-

approved contracts . Since Islam 
does not recognise the separation 
be tween spiri tual and tempora l 
affairs, and considers commerce as 
a matter of morality and subject to 
the precepts of the Shariah, such 
an approach to business has impli
cations for the validity of applying 
the concept of "economic sub
stance over legal form" in account
ing for the economic transact ions 
under taken by Islamic banks. 

Each of the financial instruments 
(as seen in Table 1), which is used by 
Islamic banks, has some characteris
tics which match those of financial 
instruments used by conventional 
business organisations. All these 
financial instruments has specific 
Shariah rules that have no parallels 
in the financial instruments current
ly available in the West. 

A vacuum of sufficient interna
tional accounting guidelines 

However, since the International 
Accounting Standards (IAS) does 
not cater for the specification of 
the Islamic banks ' financial instru
ments, this has resulted in a vacu
u m of sufficient in te rna t iona l 
account ing guidelines that help in 
rendering the financial s tatements 
of Islamic banks comparab le . 
Accordingly, Islamic banks (with 
the approval of their external audi
tors, who include the big five inter
national auditors) tended to pick 
from the available IAS, those s tan
dards or parts of the s tandards 
which in their opinion matched the 
contracts that govern the underly
ing transaction. 

For example, in their applica
tion of funds, most Islamic banks 
extens ive ly use the M u r a b a h a 
financial instrument. It is a Shariah 
condition that the Islamic bank 

must possess title of the asset 
before the bank can sell it to the 
cus tomer . Depending on the 
Shariah rulings adopted by Islamic 
banks, the purchase order made by 
the customer may or may not be 
binding on him/her. In this case, 
should the Islamic bank measure 
the asset at cost, lower cost, or at 
fair va lue? Fur thermore , the 
Murabaha sale is done on credit, 
which is paid in instalments that 
usually extend beyond a single 
financial period. There are at least 
five different methods of profit 
recogni t ion tha t are used by 
Islamic banks. 

The profit is recognised: 
- In full when the customer takes 

delivery of the asset; 
- Pro rata of the due dates of the 

monthly payments ; 
- Pro rata of the receipt of the 

month ly payments ; 
- Once all the payments have 

been received (and the t ransac
tion is liquidated); and 

- Once the capital has been 
recovered. 

The use of any of the above profit 
recognit ion methods affects the 
re turns credi ted to inves tment 
accountholders because their con
tractual relationship is based on 
the profit-sharing Mudaraba con
tract and the durat ion of their 
investment generally differs from 
the durat ion of that contract. 

On the mobilisation of funds, 
there are also no guidelines avail
able on the balance sheet status of 
restricted and unrestricted invest
ment accounts, which are neither 
equity nor debt in the conventional 
senses. Furthermore, there are no 
IAS that deal with the disclosure 
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ACCOUNTING 

requirements relating to the bases of 
profit allocation between sharehold
ers and investment account holders. 

The above implies that the use of 
IAS as a vehicle for achieving inter
national harmonisation of financial 
reporting will not be effective in 
making financial report ing by 
Islamic banks more comparable, 
and may have the opposite effect. 

_ It also provides a case for regu
lating the financial reporting by 
Islamic banks by reference to 
accounting standards that cater for 
the unique characteristics of the 
financial ins t ruments used by 
Islamic banks to make the financial 
statements of these banks more 
comparable. 

As a consequence of the above, a 
self-regulatory body - the Account
ing and Auditing Organisation for 
Islamic Financial Institutions 
(AAOIFI) - was established in 1991 
by Islamic financial institutions and 
other interested parties, to set inter
national accounting and (recentiy) 
auditing standards for Islamic finan
cial institutions based on the Shariah 
precepts. AAOM's pronouncements 
are intended to serve Islamic finan
cial institutions in the various coun
tries in which they operate. 

The organisational structure of 
AAOIFI, which is based in Bahrain, 
includes a general assembly. To 
date, 59 institutions from 16 coun
tries have joined as members of 
this general assembly. AAOIFI also 
has a board of trustees and an 
accounting and auditing standards 
board, each consisting of 15 par t -
time members. A Shariah board is 
to comprise not more than 15 par t -
time members, an executive com
mittee, and a secretary-general , 
who is a full-time executive and 
heads the general secretariat. 

To date, AAOIFI has issued two 
financial account ing s ta tements 
relating to the objectives and con
cepts of financial accounting for 
Islamic financial institutions, 10 
accounting standards, five auditing 
standards, a code of ethics for 
accountants and auditors of Islamic 
financial insti tutions, and three 
exposure drafts - two accounting 
and one auditing (see Table 2). 

Issues of presentation 
and disclosure in Islamic 

insurance companies 

One of the exposure drafts 
addresses issues of presentat ion 
and disclosure in Islamic insurance 
companies, which is a new terri to
ry for AAOIFI. This brings the total 
number of AAOIFI's p ronounce
ments to 21 . 

AAOIFI has an extensive due 
process that governs the produc
t ion of its account ing and audit ing 
standards. The due process includes 
the vet t ing of the suitability of the 
proposed standards by AAOIFI's 
Shariah Board. It also provides 
interested parties with the opportu
nity to express their opinion on the 
s t anda rds before the board 
approves them. This is made possi
ble by the holding of public hear
ings to discuss the exposure drafts. 
It is the practice of AAOIFI to hold 
a public hear ing on the same expo
sure drafts in two countries. 

AAOIFI does not have the 
power to force Islamic financial 
institutions to implement the s tan
dards it promulgates. AAOIFI has, 
therefore, pursued a strategy of 
having its s tandards implemented 
by cooperat ing with the concerned 
gove rnmen ta l and profess ional 
agencies - central banks and bod
ies responsible for implementing 
account ing standards. 

The supervisory authorities in 
Bahrain and Sudan have asked 
Islamic banks to adhere to 
AAOIFI's s tandards in preparing 
their 1998 financial s ta tements . 
Some Islamic banks in other coun
tries, for example, Malaysia and 
Saudi Arabia, have also started to 
voluntar i ly use AAOIFI's account
ing s t andards to prepare thei r 
financial s tatements. Furthermore, 
international rat ing agencies have 
also started to take AAOIFI's s tan
dards into consideration when rat
ing Islamic banks. Professor Rifaat 
Ahmed Abdel Karim is secretary-
general of the Account ing and 
Audit ing Organisation for Islamic 
Financia l Ins t i tu t ions , M a n a m a , 
Bahrain. 

Table 1. 

Contracts employed by Islamic banks 
Mudaraba 
It is a par tnersh ip in p r o f i t between capital and 
work . It may be conducted between investment 
accountho lders as providers o f funds and the 
Islamic bank. The Islamic bank accepts the invest 
men t f r o m holders and the sharing o f prof i t s are 
agreed between the t w o parties. The losses wi l l be 
borne by the prov ider o f funds , except i f they 
were due t o misconduct , negl igence or v io la t ion 
o f the cond i t ions agreed upon by the Islamic 
bank. In the la t ter cases, such losses wou ld be 
borne by the Islamic bank. A Mudaraba cont rac t 
may also be conc luded between the Islamic bank, 
as a provider o f funds , on beha l f o f itself or on 
beha l f o f inves tment accountholders , and bus i 
ness owners and o ther c ra f tsmen, inc lud ing f a r r T ^ S 
ers, traders, etc. —' 

Murabaha 
Sale o f goods w i t h an agreed-upon p ro f i t mark-up 
on the cost. Murabaha sale is o f t w o types. The first 
is when the Islamic bank purchases the goods and 
makes them available f o r sale w i t h o u t any prior 
promise f r o m a customer t o purchase. The second 
involves the Islamic bank purchasing the goods 
ordered by a customer f r o m a t h i r d party and then 
selling these goods t o the same customer. In the 
latter case, the Islamic bank purchases the goods 
only after a customer has promised to purchase 
them f r o m the bank. 

Musharaka 
A f o r m o f par tnersh ip between the Islamic bank 
and its c l ients whereby each party cont r ibutes 
t h e capi ta l o f partnership in equal or vary i i .^ ,^ 
degrees t o establish a new project or share in an 
exis t ing one. Each o f the parties becomes an 
owner o f the capita l on a permanent or dec l in ing 
basis and shall have his due share o f prof i t s . 
However, losses are shared in p ropor t ion t o the 
c o n t r i b u t e d cap i ta l . It is no t permissible t o s t i p u 
late otherwise . 

Ijarah 
Ijarah is the transfer o f ownership o f a service fo r 
an agreed considerat ion. 

Salam 
Purchase o f a c o m m o d i t y f o r defer red del ivery in 
exchange f o r immed i a t e paymen t accord ing t o 
spec i f ied cond i t i ons , or sale o f a c o m m o d i t y f o r 
defer red de l ivery in exchange fo r immed ia t e 
payment . 
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DJIMI 

DJI Launches Five Islamic Indexes 
Dow Jones Indexes have created five addi 
tional Shariah compliant equity indexes: Dow 
Jones Islamic Market Index United Kingdom 
(DJIM-UK), Dow Jones Islamic Market Index 
Canada (DJIM-CN), Dow Jones Islamic Market 
Index Extra Liquid Series (XL), Dow Jones 
Islamic Market Index Europe (DJIM-EU), and 
Dow Jones Islamic Market Index Asia/Pacific 
(DJIM-AP). 

These indexes join the DJIM-US and 
DJIM-Global Technology, launched in May 
1999. All of these Indexes are sub-indexes of 
the benchmark Dow Jones Islamic Market 
Index (DJIM), which was launched on Feb. 9, 
1999. 

The DJIM is currently licensed by the f o l 
lowing institutions; Brown Brothers Harriman 
(US), Wafra Investment Advisory Group (US), 
Samba Capital International Management 
(UK), Merrill Lynch (UK), Lombard Odier (SWI), 
UBK's Islamic Investment Banking Unit (UK), 
Npvabancorp Group (Canada), Magnet 
Consulting (US), Indocam IT (France), and 
Rockefeller Group (US). 

"We are responding to demand and offer
ing the Islamic investor the same asset a l lo
cation options that are available to conven
tional investors," stated A. Rushdi Siddiqui, 
Director of the Islamic Index Group at Dow 
Jones Indexes. Like the DJIM, the additional 
sub-indexes have been back tested against 
established equity benchmark indexes for cor
relation, volatil ity, tracking error, turnover, 
performance, etc., starting Dec. 31 , 1995. 

The DJIM-UK is up 9 . 1 % , DJIM-EU is up 
15.7%, DJIM-CN is up 34 .5% , DJIM-AP is up 
34 .3% , and DJIM-XL is up 9 .9% for year to 
date through Oct. 20,1999. The indexes are 
available on the Dow Jones Indexes website 
at indexes.dowjones.com, and carried by 
Reuters and established newspapers and mag
azines in the GCC, Pakistan, UK, US, and else
where. 

Dow Jones Indexes is advised by a Shariah 
Supervisory Board of Islamic scholars on mat
ters pertaining to the DJIM. Members of the 
board include Justice Muhammad Taqi Usmani 
of Pakistan; Dr. Abdul Sattar Abu-Ghuddah of 
Syria; Dr. Mohamed Elgari of Saudi Arabia; 
Sheikh Nizam Yaquby of Bahrain; and Sheikh 
Yusuf Talal DeLorenzo of the U.S. 

The Dow Jones Islamic Market Index is 
one of more than 3,000 separate real time 
indexes created by Dow Jones Indexes to 
track the performance of nearly 3,000 compa
nies from 33 countries, 10 world regions, and 
nine market sectors containing 122 industry 
groups. 

In addition to Dow Jones Indexes, Dow 
Jones a Company (NYSE: DJ) publishes The 
Wall Street Journal and its international and 
Interactive editions, Barron's and SmartMoney 
magazines and other periodicals, Dow Jones 
Newswires, Dow Jones Interactive and the 
Ottaway group of community newspapers. 
Dow Jones is co-owner of the CNBC television 
operations in Asia and Europe, and also pro
vides news content to CNBC in the U.S. 

Istisna' 
A contract whereby the purchaser asks the 
seller to manufacture a defined product 
using the seller's raw materials at a given 
price. The agreement of Istisna' is similar to 
that of Salam in that it provides for the sale 
of a product not available at the time of sale. 
It also has a characteristic similar to the ordi
nary sale where the price may be paid on 
credit; however, unlike Salam, the price in 
the Istisna' contract is not paid when the 
deal is concluded. 
Table 2. 

AAOIFI's Pronouncements 
Financial accounting statements 
1. Objectives of financial accounting for 

^""slamic banks and financial institutions 
2. Concepts of financial accounting for 

Islamic banks and financial institutions 
Financial accounting standards 
1. General presentation and disclosure in 

the financial statements of Islamic 
banks and financial institutions 

2. Murabaha and murabaha to the 
purchase orderer 

3. Mudaraba financing 
4. Musharaka financing 
5. Disclosure of bases for profit alloca

tion between owners' equity and 
investment account holders 

6. Equity of investment account holders 
and their equivalent 

7. Salam and parallel salam 
8. Ijarah and ijarah muntahia bittamleek 
' ' ^ t i s n a ' a and parallel istisna'a 
iw.Zakah 

Auditing standards 
1. Objective and principles of auditing 
2. The auditor's report 
3. Terms of audit engagement 
4. Shariah supervisory board: 

Appointment, composition and report 
5. Shariah review 

Ethics 
• Code of ethics for accountants and 

auditors of Islamic financial institutions 
• Exposure drafts 
• Provisions and reserves 
• General presentation and disclosure in 

the financial statements of Islamic 
insurance companies 

• Internal Shariah audit. 
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IIBI FORUM 

Question&t 
xJL Answers 

Zakah 
What are the duties of an Islamic 
Bank regarding Zakah? 

Luqman Saleh, Jordan 

The function of zakah is primarily 
socio - economic; it aims not mere
ly to satisfy the hunger of a poor 
man or to help him with a few 
pounds but to enable him to support 
himself by his own efforts so that he 
may have a fixed source of income. 
This rescues the individual from the 
indignify of dependence on others, 
or even on the state, for a livelihood. 

Zakah funds supply craftsmen 
and merchants with enough 
resources to carry on their work and 
support their dependants. As each 
disease has its specific medicine, so 
zakah is the medicine for poverty. A 
zakah fund must therefore be estab
lished in each Islamic bank in those 
countries where the ruler takes 
charge of collecting alms. The 
Islamic bank can then play a techni
cal assistance role in the govern
ments fight against poverty. 

Social activities are emphasized 
among the responsibilifies of Islamic 
banks, and expressed explicifiy in 
their articles of association. Being 
part and parcel of the society, the 
bank must shoulder the responsibili
ty that results from continual contact 
with the people, and create a genuine 
Islamic ethos. Zakah constitutes an 
indispensable part of the fabric of 
the Islamic economy. 

For example, among other 
objectives, the Jordan Islamic Bank 
for Finance and Investment (JIB) 
stated tha t it will put special 
emphasis on introducing services 
designed to revive various forms of 
collective social responsibility on a 

basis of mutual benefit. Social ser
vices are performed by an Islamic 
bank through its capacity as an 
agent of zakah funds. The bank 
receives zakah from zakah-payers 
and holds these funds separately 
from its other sources and interest-
free loans which are advanced by 
the bank in the form of overdrafts. 

Please tell me what are the dif
ferences between Bai Muajjal and 
Bai Salam ? 

Mrs Sayda Yusuf, London 

Bai'Mu'ajjal literally means sale on 
a deferred-payment basis. Delivery 
of goods, inputs or implements is 
made immediately and the price 
agreed is paid by the purchaser at a 
given date in the future. The price 
includes the cost, plus a reasonable 
marg in of profit to cover the 
administrative cost. 

The concept is based on a 
mark-up in price and is also known 
as murabahah. As the bank sells to 
farmers inputs and implements on 
a deferred p a y m e n t basis , the 
transaction is a sale and not a loan. 
The Shariah permits a t rader to sell 
goods for cash or on credit on the 
condi t ion tha t the price, once 
agreed between the parties at the 
time of bargain, is not changed 
even if the payment is not made at 
the due date. 

Mark-up on mark-up, that is 
compounding the amount of profit, 
is not permitted. If this condition is 
not fulfilled or is violated, the 
transaction degenerates into riba. If 
secondary mark-up is not avoided, 
the objective of el iminating inter
est is not defeated, rather interest 
enters the transaction along with 
roundabout , tedious and time-con

suming procedures. Bai' muajjal, in 
a form acceptable according to the 
Shariah, lacks any deterrent for 
defaulters. The only guarantee of 
t imely payment is the creditworthi
ness of the purchaser. 

This defect can be countered 
by enac t ing suitable laws al lowing 
for the imposit ion of monetary 
fines on mal ic ious defaul ters . 
According to some scholars the 
amoun t of the fine on recovery 
must be deposited in the govern
ment t reasury and not used as 
income by the seller. 

Bai' Salam, means advance pay
ment or forward buying and was 
author ised by the Prophet 
Muhammad (SAW). The salam con
tract is the sale of goods to b ^ ^ 
delivered to the purchaser at a -
future date, which must be set at 
the time of the contract. 

The conditions for the validity of 
such future sales are that the goods 
are not available or cannot be deliv
ered at the time of contracting; and 
that the consideration in lieu of 
advance payment must be paid, or 
the rate of it fixed, at the time of 
concluding the contract. Failure to 
meet these conditions invalidates 
the contract. A salam contract is 
also void if the buyer's considera
tion is in the form of a set-off or 
negation of an existing debt. 

Juris ts added the further con
dit ion that any fungible object o £ i ^ 
a salam sale must be determinew 
precisely as to kind, quant i ty and 
quali ty. (Non-fungibles, such as 
precious stones, valuable pa in t 
ings and so on, which are unique, 
canno t by their nature comply 
with the condi t ion of de te rmina
t ion and are therefore not permi t 
ted to form the objects of sa lam 
sales . Risk therefore gene ra l ly 
stays wi th the seller until the t ime 
of delivery). 

The purchaser in a salam con
tract has a r ight of inspection and 
may reject the goods on sight if 
they do no t agree with the i r 
description as specified at the t ime 
of contract ing. Like bai ' mu'ajjal, 
bai ' salam is a t rade t ransact ion 
and not a loan t ransact ion. The 
buyer (financier) agrees to pur-
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chase a commodi ty from the p ro 
ducer in advance and pays the 
agreed price immediately for the 
commodity to be delivered at a 
future date both the kind, quali ty 
and quant i ty of the commodity, 
and the time and place of delivery 
being specified, a long with the 
agreed price. 

Bai' salam has no practical 
advantage over bai ' muajjal. The 
main condit ions, as agreed upon 
by the majority of Islamic juris ts , 
emphasise that the price fixed in 
the contract must be paid in full 
and in cash, immediately at the 
time of contract . 

That the delay before the goods 
are delivered must be a defined 

/ ' P e r i o d , and tha t the goods must be 
of a type commonly available at 
the time fixed for delivery, that is, 
the cont rac t m a y not specify 
delivery of goods from a certain 
plot or location. 

The po in t of these cond i t ions 
is to p r o t e c t t h e f i nanc i e r 
aga ins t u n n e c e s s a r y risk whi le 
enab l ing the p roduce r to del iver 
the p roduce , if need be, from 
a n o t h e r s o u r c e , p r o v i d e d t he 
cond i t ions of kind, qual i ty and 
q u a n t i t y are met. 

Bank administration: 
J*rize money for answer-

ng questions in the 
quizz 

To promote its traveller's cheques, 
a finance company published an 
ad in a newspaper where readers 
were invited to answer certain 
questions. On sending their 
answers, readers would become 
eligible for prizes amounting to 
US$17,000. It was made clear that 
to participate, no one need spend 
any money. What Is the Shari'ah 
ruling on this matter? 

Hasan Ahmed, Dubai 

There is nothing wrong, from a 
Shari'ah perspective, with the prin
ciple of giving prizes to those who 
correctly answer questions. 

The guarantee of the 
one who promises to 
buyer 

In murabahah sales, letters of credit 
for importing goods are opened on 
the account of the Finance House 
who may then seek to inspect the 
goods by a third party before ship
ping. In return, the inspector may 
seek brokerage from the Finance 
House. At times, however, the pur
chaser will refuse to have an inspec
tion claiming that the shipper is 
trustworthy, and then the promiser 
will write a note of understanding, 
pledging to abide by the exporter 
guarantee for the quality and 
description of the merchandise. 
What is Shari'ah ruling for accep
tance of such a guarantee, and the 
pledge of the promiser to buy? 

Iqbal Janahi, Pakistan 

Before a contract is completed, the 
merchandise is the property of the 
Finance House, and it is free to do 
as it wishes, including its requesting 
inspection, or otherwise, of the mer
chandise. As the contract has yet to 
be completed, the instructions of the 
promiser and his foregoing may be 
considered no more than (informal) 
promises. But, the promiser may, at 
the time of signing the contract, 
give a written agreement that the 
merchandise not be inspected, and 
that he will be solely responsible for 
any faults that may appear in the 
merchandise. 

Sale by an uncommis
sioned agent 

What is the Shari'ah ruling in 
regard to the following transaction. 

A person agreed with an exporter 
abroad to send certain merchan
dise to Kuwait with papers in the 
name of a bank, but without hav
ing first taken permission from 
the Bank to do so. Even so, the 
merchandise was exported. Then 
that person sold it to another, but 
also without the Bank's knowl

edge. The person who had these 
dealings then informed the Bank 
about what he had done. In this 
case, what position should be taken 
by the Finance House in regard to 
the man and his dealings? 

Noor Khalid, Malaysia 
The opinion of the Board is that the 
person described should be consid
ered an uncommissioned agent; 
and the ruling of the Shari 'ah in 
regard to uncommissioned agents 
is that the Bank has the option of 
either accepting the dealings of the 
man and his doings, or of rejecting 
them. Further, the picture of the 
deal as presented is such tha t the 
Bank has no connect ion to this 
t rans la t ion , o ther t han "bank
rolling" which (under these cir
cumstances) amounts to riba. 

A client approached our Finance 
House with a desire to purchase 
certain merchandise. However, 
before the Finance House bought 
the merchandise, papers arrived 
which showed that the exporter 
had shipped the merchandise. 
Then the merchandise arrived in 
Kuwait in the name of the 
Finance House. Is it lawful to 
complete the murabahah process, 
or what should it do in this case? 

Yusuf Ali, Geneva 

The Board's opinion is that the 
Finance House should not purchase 
the merchandise, so as to distance 
itself from anything dubious; for 
the reason that the deal as described 
would have the Finance House act 
as nothing more than a bank roller. 

NewHORIZON welcomes 
Questions related to Islamic 
finance from individuals and 

Financial institutions 
If you have a question 

please wri te to the Editor, 
at 

16 Grosvenor Crescent 
London S W 1 X 7 E P , UK 

Tel+44 171 245 0404 ext 21 
Fax+44 171 245 9769 
icis@iibi.demon.co.uk 
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The Development, Marketing £t 
Selling of Islamic Financial Products 
A two-day practical seminar and workshop 

r T I H E INSTITUTE OF Islamic 
Banking ft Insurance's 1999 
Marketing Seminar was held 

on 4 and 5 October 1999. Attended 
by some thirty professionals with a 
wide range of expert ise and 
responsibili t ies t h roughou t the 
Islamic financial world, the 
Seminar aimed at all levels of man
agement specifically emphasising 
the practical aspects of developing, 
market ing and selling Islamic 
financial products efficiently and 
effectively. A team of speakers 
with a wide range of expertise was 
on hand to present specialist topics 
and to lead lively discussions. 

The Chairman of the Institute, 
Mr. Muazzam Ali, opened the 
Seminar by welcoming the dele
gates, and continued by saying 
"This is one of a series of seminars 
tha t we plan to hold at the 
Institute. Each seminar will cover a 
different aspect of Islamic Banking. 

The Institute is very keen that 
all those involved in any way in 
Islamic Banking and Insurance 
should have the opportunity to 
study the latest information, tech
niques and processes and to under
stand best pract ice. While we 
recognise tha t local condi t ions 
vary considerably, the common 
thread that links all Islamic finan
cial activities is the need to strive 
for excellence. 

Excellence in all that we do 
will undoubtedly result in the con
tinued strong growth of our indus
try, and allow us to become 
increasingly competitive with con
ventional financial organisations. I 
think that you are all aware that 
great progress has been made over 
the past several years to build upon 
the established base that is Islamic 
banking. Particularly throughout 

J a m e s H u m e 

the developing world, the growth 
of Islamic banking has been strong, 
with demand for ethical products 
ever-increasing. 

However, there is a long way to 
go before we can safely say that 
our industry has come of age. We 
have yet to introduce the range of 
products, the efficiencies and the 
infrastructures that are essential to 
continued growth and success. This 
seminar, and the others to follow, 
will address these points." 

Given the emphasis on product 
development and marketing, the 
Seminar was lead by James Hume, 
a Director of Clayton Hume 
Associates Ltd. In his opening ses
sion, James considered the current 
situation, from the point of view of 
bo th conven t iona l and Islamic 
financial organisations. He detailed 
the ever-widening range of finan

cial products, the growing price 
sensitivity and the vicious compe- ' 
t i t ion in the conventional financial 
markets, and contrasted this with 
the slower and more piecemeal 
progress that has been made in 
recent years in Islamic institutions. 

He reviewed the reasons for 
this, the excuses frequently h e a r s ^ ^ 
and the growing danger of Islamii. 
b a n k i n g becoming marginal ized 
should this situation continue. Few 
in the room disagreed. 

Adopting the theme that the dis
ciplines and processes of product 
development and marketing need 
not vary very much between con
ventional and Islamic finance, he 
moved on to review the steps neces
sary to establish the size and 
dynamics of potential markets for 
Islamic financial products. In a 
team exercise, delegates worked 
together to consider the location of 
potential customers, their needs and 
their sensitivity to product pricing. 

James Hume of Clayton Hume Associates and Sarah Gooden of Trowers ft Hamlin. 
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...there is a long way 
to go before we can 
safely say that our 
industry has come of 
age. We have yet to 
introduce the range of 
products, the efficien
cies and the infrastruc
tures that are essential 
to continued growth 
and success. This 
seminar, and the 
others to follow, will 
address these points... 
Turning to the need to consider 

the worth of customer relationships 
as a whole, rather than at the product 
level, the delegates considered vari
ous ways to build and retain a loyal 
customer base. Focusing on customer 
needs and aspirations, James out-
Uned the vital analysis that is needed 
to target product development efforts 
effectively, to ensure profitability and 
to decide operational requirements. 
His analysis considered the wide 
diversity of customer types, their 
levels of wealth, motivations, atti
tudes to risk, service requirements 
and differing profitability to a finan
cial organisation. 

Delegates were introduced to 
the concepts of customer tiering 
and segmentation, and time was 
spent analysing all the facets of 
product suitability, matching avail
able products to customer profiles. 

In d iscuss ing compl iance , 
emphasis was put on the need for 
well documented internal controls 
and the need for a truly separate 
transaction review process, where a 
timely unbiased re-evaluat ion of 
all aspects of a transaction, cus
tomer re la t ionship or p roduc t 
delivery process can prevent later 
problems of a legal, regulatory or 
Shari'a compliance nature. 

Moving on to consider aspects 
of risk, delegates developed a list of 
the major risk exposures including 
maturi ty mismatch, stock market, 
counter party, country, basis/ arbi
trage, foreign exchange, taxafion 
and disclosure. 

In his final sessions, James 
dealt with the accurate evaluat ion 
of investment performance, and 
approaches to sales success. Using 
the U.K. market as an example, he 
illustrated the effect of picking spe
cific review periods when building 
performance data, the surprisingly 
low capital growth of equities over 
various 20-year cycles, and both 
positive and negative aspects of 
active versus passive equity invest
ment management . 

Participants at the IIBI Development, Marketing and Selling of Islamic Financial Products 

Seminar and Workshop. 

Referring to the recent intro
duction of Islamic equity indices, 
he reviewed the typical criteria 
used to build an Islamic equity 
universe and contrasted expected 
per formance of a portfolio of 
Islamic equities with a portfolio of 
conventional equities. 

Turning to sales tactics, he took 
delegates t h r o u g h the whole 
process of selling Islamic products. 
Start ing with the need to identify, 
train and motivate the right person 
for the job , this session covered the 
need for service, to define precise
ly wha t is being sold, various 
methods of locating potential cus
tomers and the need for high qual
ity research into customer motiva
t ions , likes and dislikes, 
idiosyncrasies and risk appetites. 

Continuing with the need to 
s tage mee t ings wi th cus tomers 
carefully, he considered location, 
feedback from subtle signs, the 
need to listen and the need to actu
ally ask for a sale. 

The legal profession was 
well represented during the semi
nar. In sessions dealing with the 
assessment of Islamic Criteria and 
interact ion with Shari 'a boards, 
Michael Clode, a senior partner at 
Freshfields, a leading international 
law firm, detailed his rich experi
ence of ar ranging transact ions that 
comply with the Shari 'a. 

He counselled against t rying to 
infiuence the decisions of Shari 's 
scholars, confirming that his duty 
as a legal advisor was to advise on 
the structure of t ransact ions that 
should comply with the Shari 'a, 
and to ensure that those reviewing 
t ransact ions for Shari 'a compliance 
are fully aware of all the relevant 
facets. 

There was much interest from 
delegates in Michael's explanat ion 
of a potential investment opportu
nity, fully expected to be accept
able under the Shari 'a, whereby 
petroleum production units, essen
tially small percentages of the 
ownership of oil exploration and 
production enterprises, including 
the a t tendant risk to invested capi
tal, are offered as securities to 
Islamic investors. 
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William Amose (left) and Peter Fox from Financial Services Authority 

the Institute is actively 
considering holding a 
series of overseas semi
nars, structured along 
similar lines to the 
London seminar, but 
tailored to the needs of 
specific Islamic institu
tions or groups overseas 

Sarah Gooden, a senior solici
tor from Trowers ft Hamlins, a 62-
partner firm specialising in Middle 
Eastern matters, provided an excel
lent summary to the developers of 
Islamic financial products when 
considering marketing products in 
or from the United Kingdom. 
Placing particular emphasis on the 
need to consider the legal and reg
ulatory aspects early in the product 
development process, she suggest
ed that product structures accept
able from both a regulatory and a 
business perspective were more 
easily defined if these aspects were 
considered at the outset. 

Peter Fox, a Manager from the 
Emerging Markets Department of 
the Financial Services Authority, 
outlined the structure of the FSA 
and the process of regulation of 
financial enti t ies and financial 
products in the UK. He listed the 
minimum criteria for authorisation 
to accept deposits in the UK., 
including the need for prudent 
conduct (capital adequacy, liquidi
ty, realistic provisions and accept
able standards of accounting and 
systems), "four eyes", the composi
tion of the board, the levels of 
integri ty and skills of those 
involved and minimum net asset 
requirements. 

He raised five issues that may 
arise when considering an applica

tion to set up an Islamic bank in the 
U.K. - categorisation of risk sharing 
funds, liquidity management , 
accounting and disclosure standards, 
the role of the Shari'a board and the 
calculation of capital - but empha
sised that these issues could probably 
be resolved. He indicated that the 
FSA is prepared to work with Islamic 
financial insti tutions during the 
process of preparing applications to 
set up operations in the UK. 

Moving away from UK issues, 
Trevor Norman, a Director of Volaw 
Trust and Corporate Services Limited 
in Jersey, Channel Islands - a com
pany specialising in the offshore 
administration of Islamic investment 
products - described the points to 
consider when choosing the juris
diction for an Islamic financial 
activity. In a comprehensive pre
sentation, he covered the rationale 

for offshore activities, and consid
ered taxat ion and legal ramifica
tions, the relative expertise, fiexi-
bility and confidentiality of various 
jurisdictions, together with some of 
the legal structures available. 

Addressing on design, a much 
neglected component of marketing, 
Andrew Henning, Director of Quay 
Design and Innovat ion Ltd, spe
cialising in the production of mar
keting materials for Islamic banks, 
gave a fascinating insight into the 
specifics of brochure production. 

Delegates were shown the 
processes of design and production 
such as e x a m i n i n g the films, 
m o c k - u p s , and other technical 
processes to ensure the efficient 
and cost-effective production 
market ing material. 

Given the success of this 
Seminar, and subsequent comments 
received from those attending, the 
Inst i tute is actively considering 
holding a series of overseas semi
nars, structured along similar lines 
to the London seminar, but tailored 
to the needs of specific Islamic 
institutions or groups overseas. 

There are several advantages to 
this approach, particularly relating 
to reduced costs, as only the train
ers incur travelling and lodging 
expenses. Flexibility and efficiency 
are also improved as a much wider 
group of par t ic ipants can be 
trained and need spend less t i r o * ^ 
away from their offices. 

Several modules can be devel
oped so tha t shorter "overview" 
seminars can be developed for 
senior managers with more com
prehensive t ra ining workshops for 
middle and j u n i o r managers . 
Equally important is the opportu
ni ty to develop and present train
ing modules according to the spec
ifications and requi rements of 
individual financial organisations 
or jurisdict ions. 

The Ins t i tu te therefore wel 
comes any suggestions or enquiries 
relating to personalized overseas 
t ra ining programmes from Islamic 
financial institutions or from con
ven t iona l f inancial ins t i tu t ions 
investigating the establishment of 
Islamic banking units. 
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IIBI NEWS 

IIBI structured banking programme for The Bank of 
Agriculture, and Agricultural Co-operatives - Thailand 

The bank of Agriculture and 
Agricultural Co-operatives 

(BAAC) is a large national 
financial inst i tut ion wi th some 
1400 employees. It provides 
financial support to farmers 
and farming institutions 
through loans for investment in 
agriculture and in farm-related 
activities that assist farmers 
earn additional family income. 

BAAC plays an important 
role in agricultural development 
in Thailand as the Thai economy 

^ predominantly based on agr i 
culture wi th the majority of 
people engaged in agriculture 
related activities. The Thai gov 
ernment recognises the impor 
tance o f the agricultural sector 
as the countries development 
has to a great extent been 
dependant on the agricultural 
export surplus that augments 
national income considerably 
each year. The government uses 
BAAC as an intermediary 

through which it conveys assis
tance to farmers who face t r o u 
bles such as natural calamity, 
production and marketing 
problems and more recently the 
consequences o f the financial 
crisis. In addit ion to f inancial 
assistance, BAAC co-operates 
w i th government agencies t o 
promote dissemination o f t e ch 
nical knowledge and prepare 
agricultural development p ro 
jects for farmers. They also 
assist farmers w i th marketing 
and currently render services to 
8 6 % of all farming activities 
countrywide. 

In March o f 1999 BAAC 
launched an Islamic-banking 
scheme and in pursuit o f that 
end The Institute structured a 
two-day Islamic banking or ien 
tat ion programme, between 
26th a 27th October, for six o f 
the banks most senior execu
tives. The programme schedule 
included: 

• Islamic banking concept f t 

current status presented by Mr 
Ghazanfar Adil , IIBI 
• Recent Developments in the 
Retail Sector, Mrs Stella Cox, 
Director, The Halal Mutua l 
Investment Company Pic. 
• Visit to ANZ Grindlays Bank: 
Presentation: Short Term f t 
Structured Products conducted 
by Mr Bart Van Anist, Assistant 
Director Global Islamic Finance 
a Mr Ali Syedain, Manager 
global Islamic Finance. 
• Accounting standards for 
Islamic f inancial Institutions, 
Professor Simon Archer, Surrey 
University 
• Development a Market ing o f 
Islamic Financial Products, 
James Hume, Clayton Hume Assoc. 
• Recent Trends in Computing 
a Financial Software Appl ica 
tions, Khalid Salaria, Citibank 
• Discussion of Key Issues a 

Future Trends, James, Hume, 
Clayton Hume Associates 

On complet ion o f the p ro 
gramme the BAAC Executives 

expressed grat i tude at having 
been provided a 'broad picture 
o f the evolution o f Islamic 
banking' and 'a clear idea o f 
direction since we are in the 
process o f establishing windows 
of Islamic Banking in BAA'. 

On the fo l lowing day 28th 
Of October the Institute hosted 
25 banking students and three 
staff f rom the Hoegeschool 
Voor Economic Studies, 
Rotterdam. The group was given 
a presentation on the - Basic 
Concepts a Status o f Islamic 
Banking. They were also 
informed about the funct ion 
and objectives of the Institute. 

Some of the students 
expressed pleasure at being 
enlightened to an alternative 
to the conventional system that 
most had not known existed. 
Due to the interest shown by 
the students it was decided that 
the Inst i tute would host s t u 
dents f rom the school on an 
annual basis. 
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Qatar International Islamic Bank 
1998 Financial & Business Analysis Financial Trends 

"An excellent year with sharp increases in assets, gross income and 
profitability" 

Ownership and Legal Status 
Qatar International Islamic Bank was incorporated in the State of Qatar as a Qatari 
Shareholding Company by Amiri Decree in 1990. The Bank's main office is in Doha, 
and it has three branches in Qatar. The Bank 's shares are listed on the Qatar Stock 
exchange. The Bank is engaged in commercial banking activities, and must, according 
to its Articles of Association, conform to the Islamic Shari 'a in all its dealings. 

The Year in Brief 
In spite of operating in a difficult local and regional economic environment, the Bank 
had an excellent year. Total assets increased by QR 239 million or 18% to QR 1,551 
million (1997 QR 1,312 million). Customer deposits increased by QR 187 million or 
17% to QR 1,282 million (1997 QR 1,095 million), while the Bank's investment 
portfolio increased by QR 218 million or 18% to QR 1,446 million (1997 QR 1,229 
million). Shareholders equity increased by QR 17 million or 16.5% to QR 120 million 
(1997 QR 103 million). 

Gross income increased by QR 24.6 million or 3 1 % to QR 104.1 million (1997 QR 
79.5 million). Net profit for distribution increased by QR 9.3 million or 57% to QR 
25.6 million (1997 QR 16.3 miUion). These results enabled a cash distribution to 
shareholders equivalent to 10% of their paid-up capital. Shareholders' equity has grown 
112% since the establishment of the Bank in 1991. 
Operating expenses totalled QR 20.3 million or 39%) of operating income (after 
distribution of customer's profit share. The equivalent figures for 1997 were QR 18.90 
million and 49%, so expense control appears good. 

Business Highlights 
International Murabaha trade transactions outstanding at year-end were QR 593 
million, a 5% reduction from 1997. However, local Murabaha outstandings increased 
by 65%) from QR 418.5 million in 1997 to QR 691.6 million in 1998. International 
Murabaha transactions, which represent transactions in metals and commodities made 
through international banks and backed by the guarantees of those banks, have 
maturities generally between one and six months, with only 2% of volume in excess of 
six months maturity. Typically, local Murabaha transactions have longer maturities, 
with 5 1 % of volume maturing between six months and one year, and 45%> of volume 
with maturities in excess of one year. 

Local Murabaha investments were made to Government departments (40%)), real estate 
sector (23%), vehicles (15%)), individuals (6%), food stuffs (2%), construction (2%), 
furniture (2%) and others (10%). 

Investments increased by 13.6%) to QR 101 million (1997: QR 89 million). This total 
included shares in quoted companies (QR 11 million), shares in unquoted companies 
(QR 4 million) and Islamic portfolios and funds (QR 86 million). By geographical 
distribution, 10% of these investments are within Qatar, 60%) are within other OECD 
countries, with the balance of 30%o in non-OECD countries. 

Preparations to overcome any Y2K exposures were completed during the year, and the 
bank is confident that it is fully compliant. During the process, both computer 
mainframe equipment and operational software were upgraded. 

As part of the policy of building a branch network, a new branch was opened in 
Gharafa and plans are underway to open two branches at Wakra and Hilal. Acting on 
directives from the Government of Qatar, management placed an emphasis on the 
recruitment of Qatari citizens, together with the provision of adequate training courses, 
conferences and seminars both inside and outside Qatar. 

Exchange Rate as at 31 December 
1998 
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T A D A M O N I SLAMIC BANK 

"A good year, with continued growth in deposits and material 
improvement in profitability" 

Financial & Business Analysis: Year to 31 December 1998 

Ownership and Legal Status 
Tadamon Islamic Bank was established and registered as a public company with 
limited liability in Khartoum in 1981, and has operated since with criteria based 
on firm obligations towards Islamic Shari'a. The Bank carries out its business 
activities through its head office in Khartoum and a total of 20 branches in the 
Sudan. 

The Year in Brief 
Total income for the year was L.s.3.492 billion (US$1.48 million), 286% higher 
than the 1997 figure of L.s.1.219 billion. Revenues totaling L.s.9.058 billion were 
up 47%) (1997: L.s.6.163 billion) and consisted of L.s. 4.332 billion income fi-om 
corporate investments (1997: L.s.2.921 billion), L.s.4.114 billion revenues fi^om 
banking services (1997: L.s.2.542 billion) and L.s.0.612 billion from other 
sources (1997: L.s.0.700 billion). Expenses totaled L.s.5.566 billion, up by 24% 
form the 1997 figure of L.s.4.944 billion. The expense to revenue ratio was 61%, 
sharply better than the 1997 ratio of 80%. 

The Bank's capital ratio was \4% at March 1999, against a local minimum 
requirement of 8%. Local regulations also require that fixed assets must not 
exceed shareholders' equity. For 1998, shareholders' equity was L.s. 14.7 billion 
while fixed assets reached L.s. 12.2 billion. 

Business Highlights 
Executed investments denominated in Sudanese Pounds totalled L.s. 12.6 billion, 
comprising L.s. 6.9 billion in the Industrial sector, 1.5 billion in Agriculture, 1.3 
billion in Exports, 1.3 billion in the Commercial Sector, 0.9 billion in Transport 
and 0.7 billion in other categories. Liquidated investments for the year amounted 
to L.s.12.9 billion, with a return of L.s.3.4 billion , up by 44% from L.s.1.9 billion 
in 1997. capital investments in associated and other companies increased by 
L.S.105 million or 38%) to L.s.378 million (1997: L.s. 273 million). 

Total foreign currency returns increased by 40% to L.s.4.2 billion (1997:3.0 
billion). Components of this figure were US$1.2 million from outside investment 
deposits and US$0.7 million form local investments. 

Banking services were buoyant, with a 5 8 % increase in income to L.s.4.1 bilHon 
(1997: L.s.2.5 billion). During the year, the Bank added 8 new banks to its 
correspondent network, and enhanced business relationships with existing 
correspondents. Enhancements were made to operations and banking systems 
supporting the interface between branches and departments. 

The Bank maintained its leading position in total foreign currency deposits among 
Sudanese banks, with an increase of 6% in foreign currency deposits from US$33 
million in 1997 to US$35 million by year end 1998. The change in share price 
from US dollars to Sudanese Pounds adopted in 1997 resulted in a large increase 
in the circulation of the Bank's shares on the Khartoum Stock Market, with the 
price rising during the course of the year from L.s.6000 to L.s. 17000 per share. 

The 1998 accounts were the first set prepared according to the Standards of 
Accounting and Auditing for Islamic Institutions, as laid down by the 
Organisation of Accounting and Auditing for Islamic Financial Institutions, 
Bahrain. 

Financial Trends 
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I M e W S I V I O I N I T O R 

ABU DHABI 

The sixth annual 
Islamic Banking 
and Finance Forum 
to take place in 
Abu Dhabi 
The sixth annual Islamic Banking 
and Finance Forum, to be held in 
Abu Dhabi on November 13 -14, 
will discuss the role of project 
f inancing and the g rowing 
demand for Islamic banks ' innov
ative products and services. The 
forum will be attended by repre
sentatives of the world's leading 
Islamic financial institutions. 

Chief Executive Officer of Abu 
Dhabi Islamic Bank (ADIB) Abdul 
Rahman Abdul Malik said: 
"Islamic banking is fast becoming 
an integral part of the banking 
system, especially in the Middle 
East. This year the forum will dis
cuss a number of case studies to 
demonstrate the growing impor
tance and the scope of 
Islamically-structured finance in 
various economic and develop
ment sectors." 

Michael Wallis, Manag ing 
Director of Infocentre, the official 
organiser of the forum, said: "The 
aim of the forum is to foster 
exchange of knowledge and pro
mote a greater unders tanding of 
Islamic financial concepts and 
practices". 

He said: "In its sixth year, the 
forum has become the focal point 
for the industry's market leaders 
who attended the neutral plat
form to discuss contemporary 
issues and future prospects." 

A number of sessions at the 
forum this year will be dedicated 
to fund m a n a g e m e n t issues, 
which will be addressed in depth. 

with focus on liquidity manage 
ment. Moreover, Shariah scholars 
from Malaysia, Saudi Arabia, and 
Bahrain will provide insights on 
Islamic perspectives related to 
various banking operations. 

Speakers will include Obaid 
bin Saif Al Nasiri, Petroleum and 
Mineral Resources Minister; Dr. 
M o h a m m e d Khalfan bin 
Kharbash, Minister of State for 
Finance and Indust ry; Central 
Bank Governor Sultan bin Nasser 
Al Suwaidi , and M o h a m m e d 
Alabbar, Director-general of the 
Dubai Department of Economic 
Development . Convent iona l 
banks such as Standard Chartered 
and ANZ Grindlays are also tak
ing part. 

Bahrain Tribune 

BAHRAIN 

Bahraini Banks to 
take part in UAE 
Forum 
Twenty financial inst i tut ions of 
Bahrain will part icipate in the 
s ixth a n n u a l Islamic Banking 
and Finance Forum, to be held in 
Abu Dhabi on November 13-15. 
According to the event 's o rgan
isers, more t h a n 100 banks and 
financial i n s t i t u t ions from 
around the world will take part 
in the forum. 

Manag ing Director of 
Infocenter International, Michael 
Wallis said: "Banks of Bahrain, 
the region's financial centre, have 
always played major role in this 
important annual gathering. The 
leading Islamic and conventional 
banks in Bahrain, which will par
t icipate in this year ' s forum, 
include Faysal Islamic Bank, Al 
Baraka Islamic Bank, Gulf 

In terna t ional Bank, Arab Banking 
Corporat ion, Al Ahli Commercial 
Bank, Investcorp and Citi Islamic 
Investment Bank." "Islamic banking is 
fast becoming an integral part of the 
bank ing system, especially in the 
Middle East and the Far East. This year 
the forum will discuss a number of 
case studies to demonstrate the grow
ing importance of Islamically struc
tured finance in various economic 
development sectors," he added. 

Speakers at the forum include Saleh 
Malaikah, CEO &f Al Baraka Investment 
and Development Company of Saudi 
Arabia, Adnan Al Bahar Chairman and 
the Managing Director of the 
Intemafional investor of Kuwait and 
Nazim Ali of Harward University. Many 
conventional banks including Standard 
Chartered and ANZ Grindlays will also 
take part in this event. 

The Islamic Banking and Finance 
Forum is a prestigious gathering of its 
kind in the region. Over the last five 
years, more than 17,00 delegates from 
200 Islamic banks and financial insti
tut ions in 30 countries have attended 
the conference. 

Bahrain Tribune 

First Islamic Bank in 
Bahrain acquires ^ 
controlling stake in ^ 
US firm 
The First Is lamic Bank (FIB) in 
Bahrain has acquired a controlling 
interest worth US$64 million in DVT 
Corporation, a leader in the machine 
vision systems industry. 

The DVT deal is FIB's third direct 
investment in the United States. The 
bank has announced that it has so far 
under taken direct investment t ransac-
fions worth US$280 million, includ
ing the acquis i t ion of Perception 
Group Inc (Watermark), a canoe and 
kayak manufacturer and Computer 
Generation Inc, a telecommunicat ions 
mediation systems provider. 

According to FIB's Chief Executive 
Officer, Atif A. Abdul Malik, the bank 
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was delighted to add DVT to its 
portfolio of h igh qual i ty and 
Islamically acceptable investments. 
"DVT is a high growth company 
with a unique patented technology 
that is changing the nature of the 
machine vision industry. The com
pany has been growing rapidly, with 
sales rate of 4 5 % per annum for the 
last five years. Sales are projected to 
grow by more than 70% this year," 
he said. David P. Crosland, Execu
tive Director of the Crescent Capital 
Investments, a subsidiary of FIB in 
the United States, has disclosed that 
FIB has engaged McKinsey ft 
Company, a world-wide consulting 
firm, to review DVT's growth strate
gies with a view to further increase 

^ N n g - t e r m growth prospects. 
"DVT sells machine vision sys

tems at US$5,000 per unit, which 
competitors in the industry sell at 
US$20,000. Given DVT's price and 
leadership performance, growth 
prospects in the US$4 billion plus 
machine vision system market are 
tremendous," Crosland said. 

Executive Director of Investment 
Placement, Mohammed A. Noor-
uddin, has said that DVT offers its 
investors the opportunity to invest 
in the US technology sector, which 
has achieved high growth over the 
last several years. 

"DVT develops, manufactures 
and markets inspection devices for 

, ^ a n y of the world's most promi
nent manufacturers , including 

General Motors, Ford, Nissan, 
Allied Signal, 3M and technology 
companies, such as IBM and 
Motorola as well as consumer prod
ucts companies, such as SmithKline 
and Beecham, Procter and Gamble, 
Nabisco, Kraft Foods and HJ 
Heinz," he said. Bahrain-based FIB 
was established in 1997 and has a 
paid up capital of US$100 million. 
Major shares are held by 76 promi
nent individuals and institutions 
from the Gulf states and Malaysia. 

The mission of the bank is to 
offer innovat ive marke t - lead ing 
investment products, which con
form to Shari'ah principles, to insti
tutions and individual investors in 
the Middle East and other parts of 
the wo rid. 

Gulf investors 
launch $150m new 
Islamic Financing 
Bank 
A group of Arab insti tutional and 
individual investors have launched 
a new financing house with au tho
rised capi tal of $150 mil l ion. 
Founders of the Bahra in -based 
Gulf Finance House E.C. paid $65 
million in pa id-up capital, GFH's 
executives said. 

Major shareholders include 
Kuwait's Gulf Investment House 
(20%), with Kuwait Finance House, 
Aref Investment Group, Abdullah 
Abdul-Latif al-Shaya, Jeddah-based 
Islamic Development Bank, Bahrain 
Islamic Bank, Qatar Islamic Bank, 
Dubai Islamic Bank and Saudi 
Economic Development Company 
having 10% each. 

Executives have said the new 
bank will operate from Bahrain 
under Islamic banking rules, which 
bans payment of interest on deposits. 
The bank would focus on financing 
infrastructure projects in the Middle 
East and north Africa, taking advan
tage of current economic liberaliza
tion programs in these countries. 
They noted that privatization pro
grams in the oil-rich Gulf countries, 
such as Saudi Arabia, should open 
opportunities for the new bank, the 
bank's first transaction is expected to 
be announced in December. 

However, executives declined to 
provide further details, noting they 
expect a "single digit" profit in the 
first year of operation. The execu
tives said the bank is registered in 
Bahrain as a closed company and 
they don't have immediate plans to 
offer shares to the public. 

Dow Jones International News 

Albaraka Islamic to 
raise its capital 
Bahra in -based Albaraka Islamic 
Bank, an offshore commerc ia l 
bank, plans to raise its capital to 

$200 million from $50 million by 
the end of 2002. 

A c c o r d i n g to Abdu l Kader 
Kazi, senior m a n a g e r of in te rna
t i o n a l b a n k i n g at A l b a r a k a 
Islamic "Albaraka plans to raise 
its capital to $200 million and 
widen its shareholders in the next 
three years" . 

Saud i A r a b i a ' s Dal lah Al -
Baraka Group now holds a 78 
percent stake in the bank, which 
operates accord ing to the Islamic 
sharia . The rest is held by invest
men t firms and individuals in 
Gulf Arab states. Kazi said Dallah 
A l - B a r a k a w o u l d c o n t i n u e to 
have a contro l l ing stake in the 
bank . 

Islamic banks do not pay or 
charge interest , the core of the 
Western b a n k i n g system, as it is 
considered by m a n y Moslems as 
usu ry , b a n n e d by the Is lamic 
Sharia. Kazi said the mechan i sm 
for the capi tal increase had yet to 
be worked out. 

He said Albarka, which has 
two Islamic funds - Global Equity 
Fund and GAM AlKawthar Fund -
p lanned to go publ ic in the next 
three years and would be listed on 
the Bahra in Stock Exchange . 

The two funds, with a total 
capital of $20 mill ion, are mainly 
inves t ing in equit ies in in te rna
t ional markets . Albaraka would 
raise its pa id- in capital by the end 
of 1999 to $60 million from $50 
million at the end of 1998 by 
t ransfer r ing $10 mill ion from 
accumulated profits and reserves to 
the capital. 

' Activities of Albaraka Islamic, 
formed in 1984, focus on trade 
financing - mainly purchase of 
commodities, exports and imports 
- in Gulf Arab states based on the 
Islamic sharia. 

Kazi said Islamic banking had 
been accepted as part of the bank
ing system because there was a 
need for it and "it was addressed". 

He concluded by saying that, 
a l t hough Islamic b a n k i n g was 
growing, the lack of a full range of 
Islamic products such as credit 
cards was affecting its growth. 

Reuters News Service 
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DUBAI 

Barclays introducing 
a $30million 
Islamic Mutual 
Fund in response to 
client demand 

Barclays Private Bank Ltd, a who l 
ly owned subsidiary of Britain's 
Barclays Bank Pic, has announced 
that it is introducing a $30 million 
Islamic mutual fund into its prod
uct range in response to client 
demand. "We are now able to offer 
an Islamic fund called the 
Barclays Islamic Portfol io - a 
diversified, global, equity por t fo
lio," the private bank ' s chief exec
utive Richard Amos told a news 
conference in Dubai. 

Bank officials said the fund 
had existed for a few years , but 
they had pinpointed it as a m o n g 
the best and were now offering it 
under the Barclays name . The 
fund would be consis tent with 
Islamic laws on i n v e s t m e n t . 
Companies targeted for inves t 
ment were screened for adherence 
to Islamic principles and did not 
deal with banned goods or act ivi
ties, such as alcohol, pork and 
gambling. The fund, set up in 
September 1996, will retain m a n 
agemen t c o m p a n y We l l i ng ton 
Global Adminis t ra tor and fund 
manager Well ington Managemen t 
Company. It has a m i n i m u m 
investment level of $5 million. 

"We are sponsor ing the fund 
here because we felt it was need
ed in this market ," Amos said. 

Several major Western banks 
have been inc reas ing the i r 
involvement in the Islamic bank
ing market, which is seen as a 
growth area. 

Reuters News Service 

MALAYSIA 

Malaysian Bank 
launches online 
Islamic banking 
service 
Malays ia ' s Pacific Bank Bhd 
expects to have about 1,000 sub
scribers for its new Al -Aman 
Online personal computer banking 
service by nex t year . Ismail 
Aminuddin, senior vice-president 
of Islamic Banking, said the AI-
Aman facility is the first 24-hour 
real-time online banking service in 
Malaysia dedicated to Islamic 
banking transact ions. 

Speaking at the launch of the 
product Mr Aminuddin said this 
innovat ive service allowed access 
to information on a customer 's 
account, fund transfer, remit tance 
as well as placement and with
drawal of deposits. 

He also said that this product, 
which used Bahasa Melayu for its 
screen instruct ions and product 
information, allowed customers to 
transfer funds from their Islamic 
banking accounts to conventional 
accounts. 

"From Al-Aman Online we can 
"click' to our conventional banking 
screen and t ransfer funds, bu t 
t ransact ions on Islamic banking 
can only be done on the Islamic 
(Al-Aman) screen," he explained. 

"The online PC banking system 
can also access other information 
like our (Islamic lending) profit 
rate, the various rates tha t we pay 
for deposits and information about 
our subsidiaries," he said, adding 
that customers could find out how 
the computat ion of month ly instal
ments under Islamic lending was 
done via the system. 

In addi t ion, cus tomers can 
access information like prevailing 

dividend rates, foreign exchange 
rates and information relating to 
Pacific Dana Aman, an Islamic unit 
trust fund managed by the bank's 
subsidiary. Pacific Mutual Fund. 

According to Mr Aminnudin, 
Pacific Bank currently has more 
than 100,000 customers using its 
Is lamic b a n k i n g services, with 
non-Musl ims account ing for 70 
percent of Islamic savings account 
customers. 

He disclosed that the bank's 
Islamic deposits last year amounted 
to about RM500.0 million 
(US$131.9 million) from a total 
deposit base of about RM8.0 billion. 
To complement Al-Aman Online, 
Pacific Bank has a conventional PC 
banking service called ExcelToucf^N 
Launched in 1998, it offers 24 h o u r s -
banking via the personal computer. 

It also allows access to a host of 
banking services - account balance 
inquiry, account statements for cur
rent and previous months, funds 
transfer, order of demand draft, 
cashiers order and telegraphic 
transfers (TT), fixed deposit renewal, 
placement and withdrawal, bill pay
ments, realtime rates inquiry and 
information on the latest products 
and services. 

Ismail said both Al-Aman 
Online and ExcelTouch services 
were offered free to individual cus
tomers and with a one-time instal
lation fee of RM150 to b u s i n e s * ^ 
subscribers. ..̂  

A l -Aman Online and Excel
Touch are now available in the 
Klang Valley and there are plans to 
introduce the former in Penang and 
Johor soon, while the latter will be 
made available in Johor and east 
Malaysia. ^̂ .̂  p ,̂̂ ^ 

NewHORIZON welcomes 
comments, information and news 

from Financial institutions 
offering Islamic financial services. 

Please contact the Editor at 
16 Grosvenor Crescent 
London SWiX 7EP, UK 

Tel+44 171 245 0404 ext 21 
Fax+44 171 245 9769 
icis@iibi.demon.co.uk 
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Bank Islam Malaysia 
introduces two new 
products 
Bank Islam Malaysia Berhad 
(BIMB) has officially l aunched 
two new products , the Pewani 
Saving Accounts and a new veh i 
cle-f inancing scheme. Both these 
products were officially launched 
by BIMB Holdings Berhad 
Chairman, Tan Sri Shamsuddin 
Abdul Kadir, at its new head 
office at Darul Takaful in Kuala 
Lumpur. 

According to Bank, the Pewani 
Saving Account, a first-of-its-kind 
savings account , was specially 

|^*Hesigned to assist women deposi
tors to play their role in a more 
effective and rewarding manner. In 
line with their role as family 
'financial planner' , Pewani is a 
unique statutory reserve-like sav
ings account des igned to help 
women save for the future. In an 
effort to inculcate savings habit 
among them, depositors can only 
wi thdraw their money once a 
month. The initial deposit needed 
to open an account is RM50.00. 

The types of accounts available 
are individual, jo in t and non-res i -
denfial individual accounts. For 
jo in t accounts, a male depositor 
can open an account only if the 

l̂̂ ««̂ counts pr imary holder is a 
.,;male. Pewani is operated under 
the Islamic concept of Al -
Mudaraba (profit sharing) . The 
profit sharing ratio between the 
depositor and the bank is 60:40, if 
the depositor 's monthly average 
daily balance in RM5,000 or more 
and 50:50, if the depos i tor ' s 
monthly average daily balance is 
below RM5,000. 

Depositors are entitled to takaful 
coverage (insurance) of up to RM25, 
000, which includes hospital fees, 
annual cancer check-ups, surgeries 
and coverage of other women's ail
ments. The new vehicle-financing 
scheme offers f inancing up to 
100% for the purchase of national 
vehicles and up to 90% for non-
national models. The former is 
offered to employees of the govern

ment and semi-government depart
ments, as well as statutory bodies. 
The new scheme, however, is only 
offered at the bank 's Consumer 
Financing Centre in Kuala Lumpur. 

The vehicle-financing scheme is 
for the purchase of new cars, 
mul t i -purpose and four-wheel 
drive vehicles. The scheme offers a 
re-payment period of up to 84 
months and the rates charged are 
fixed. The f inancing scheme is 
operated under Al-Bai Bi thaman 
Ajil (deferred payment sale). 
Islamic Financial Data Services Ltd 

Bank Islam confi
dent after merger 
Bank Is lam Malaysia Berhad 
(BIMB) is confident tha t it can 
"survive" after the bank mergers as 
it provides a "niche" market, dis
closed its manag ing director Datuk 
Ahmad Tajudin Abdul Rahman. 

In addition, he said, the Islamic 
banking system adopted by the 
bank ensures tha t clients who have 
benefited from the system will 
cont inue to be loyal and use the 
bank 's services. 

"In terms of size, there is a 
slight d i s a d v a n t a g e as we are 
small but because BIMB provides 
services for the niche market, we 
will cont inue to be operat ional ," 

Citing an example , he said 
BIMB Islamic Trust (Labuan) Ltd 
operat ing in Labuan made profits 
al though it was operational only a 
year ago despite competition with 
major international banks as it p ro
vides services for the niche market. 

Ahmad Tajudin said Bank Islam 
was also drawing up a new busi
ness strategy to help the bank to 
cont inue making profits after the 
bank mergers. 

In his speech, he said for last 
year 's business BIMB paid titles 
to ta l l ing RM1.2 mil l ion to the 
states based on the amount of 
deposits and businesses of the 
bank ' s branches in the var ious 
states. 

The Malaysian National News 
Agency 

LOFSA involved in 
setting up Islamic 
Money Market 
MALAYSIA will be involved in set
t ing up of the Islamic Internafional 
Money Market (IIMM) to overcome 
liquidity problems in the Islamic 
banking system. An idea sponsored 
by the Islamic Development Bank 
(IDB), which has authorised share 
capital of some RM30 billion and 
signed a memorandum of under
standing to this effect with Labuan 
Offshore Financial Services Authority 
(LOFSA) in Kuala Lumpur. The IIMM 
is expected to be operational by 
the end of next year in 53 IDB 
member countries. 

Lofsa Director-General Mohd 
Razif Abdul Kadir has pointed out 
that lack of liquidity is a 'major 
problem' facing Islamic banking. " 

The signatories were Bank Negara 
Governor Tan Sri Ali Abul Hassan 
Sulaiman who signed for Lofsa, IDB 
president Dr Ahmad Mohamed Ali, 
and Bahrain Monetary Agency 
Executive Director Khalid Al-Bassam. 
Deputy Prime Minister Datuk Seri 
Abdul lah Ahmad Badawi and 
Second Finance Minister, Datuk 
Mustapha Mohamed, who is also 
Governor for IDB Malaysia, wit
nessed the signing. 

Razif said, t he IIMM will 
enable the financial centres in the 
Islamic nat ions to tap directly the 
global opportunit ies available in 
Islamic financing and will offer a 
wide range of money marke t 
instruments such as mutual funds, 
bonds , der ivat ives , i n su rance -
linked products as well as intellec
tual properties. 

The par t ic ipa t ing mone ta ry 
agencies from IDB member coun
tries will provide the necessary 
s tandby credit lines to facilitate 
liquidity to the market. Mean
while, Dr Ahmad said the proposal 
to establish the IIMM will be for
warded to finance ministers of the 
IDB member countries. 

Although the idea for the mar
ket was mooted by IDB, it will not 
become the advisory body but will 
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work closely with other member 
countries. Besides Lofsa, IDB also 
signed an MOU with Mimos Bhd to 
spearhead the development of an 
Internet-based network infrastruc
ture and content for member coun
tries of the Organisation of Islamic 
Conference (OIC) and Muslim com
munities in non-member countries. 

President and chief executive 
officer Tengku Datuk Dr Mohd 
Azman Shariffadeen said Mimos 
and IDB will soon form a jo in t -
venture company to undertake the 
development with the latter hold
ing the majority stake. It is expect
ed to commence operation by early 
next year. Both IDB and Mimos are 
finalising the details before sealing 
the agreement. The collaboration 
will actively part icipate in the 
global development of Internet 
infrastructure and governance, and 
enhance networked social and eco
nomic co-operation among the OIC 
member countries and the Muslim 
communities. 

Business Times (Malaysia) 

E X C H A N G E RATES 

SRI LANKA 

Bank Islam Malaysia 
makes its maiden 
overseas investment 
Bank Is lam Malays ia Bhd h a s 
spread its wings to Sri Lanka with 
its recent acquisi t ion of a 10 per
cent stake in A m a n a Inves tments 
Sri Lanka . M a n a g i n g Director 
A h m a d Tajudin Abdul R a h m a n 
said Bank Islam has injected US$1 
billion (RM3.8 billion) to acquire 
5.13 million shares in A m a n a Sri 
Lanka which is current ly involved 
in inves tment bank ing activities. 

The c o m p a n i e s s igned the 
agreement for the acquisit ion in a 
ceremony in Colombo. Bank Islam 
w a s rep resen ted by A h m a d 
Tajudin, while A m a n a Sri Lanka 
by its chai rman, Osman Kassim. 

A m a n a Sri Lanka, operat ing 
since 1997, had applied to the Sri 
Lankan regulatory authorit ies for a 
commercial bank ing license for 
fully-fledged banking activities in 
accordance with Islamic principles, 
Ahmad Tajudin told reporters after 
the launch of Bank Islam's new 
headqua r t e r s in Ja l an Sul tan 
Ismail. 

Asked whether Bank Islam had 
plans to expand to other coun
tries, Shamsuddin said tha t Sri 
Lanka was the first one and tha t 
the bank had played a role in 
s p r e a d i n g the k n o w - h o w of 
Islamic bank ing to other countr ies 
such as the Phil ippines, Brunei 
and Indonesia. 

On the business in Sri Lanka, 
Ahmad Tajudin said Sri Lanka has 
a nine percent Muslim popula t ion 
doing well in business, creat ing a 
potential tha t could be tapped by 
the new alliance in the future. 

He said Bank Islam viewed its 
alliance with A m a n a Sri Lanka as 
mutua l ly benefi t ing for both par 
ties in the development of Islamic 

bank ing in the Asian region, as 
well as a step towards possible 
future overseas banking operations 
in surrounding countries such as 
India, Pakistan and Mauritius. 

Asked a b o u t t he emerg ing 
compet i t ion from Bank Muamala t 
Malaysia Bhd, Shamsudd in said: 
"We are very glad to have ano th 
er Islamic b a n k so tha t we can 
compete . " 

Asia Pulse 

SAUDI ARABIA 

IDB plan to 
enhance Islamic 
Banking System 
worldwide 

Islamic Deve lopment Bank (IDB) 
is look ing at in t roduc ing 'Islamic 
Corpora t ion for the Development 
of the Pr iva te Sector (ICD)', a imed 
at further e n h a n c i n g the Islamic 
b a n k i n g system globally. 

ICD will be a full-fledged com
merc ia l ly or ien ted co rpo ra t i on 
aimed at fulfilling IDB's objective 
to develop the private sector 
m e m b e r count r ies . This mea . 
tha t ICD will enhance private sec
tor capi tal flows and offer adviso
ry services to both the private and 
g o v e r n m e n t sectors. 

IDB cur ren t ly has about 53 
m e m b e r count r ies w h o are also 
the members of the Organisat ion 
of Is lamic Conference (OIC). ICD 
will be an independen t in te rna
t ional Is lamic f inance corpora
t ion w i th i ts h e a d q u a r t e r s in 
Jeddah . It will have an author ised 
and pa id -up capital of US$1 bi l 
l ion (US$] = RM3.80) and 
US$500 mil l ion respectively. It 
will p rovide a wide range of 
Is lamic financial p roduc ts and 
services for the dynamic needs of 
the pr ivate sector. 

Business Times (Malaysia) 

SPOTS SPOT RATES ST6 
IJSD 

ALGERIAN DINAR 64 106.1696 

BAHRAINI DINAR 0.3769 0.6252 

DJIBOUTI FRANC 177.72 294.8197 

EGYPTIAN POUND 3.41 5.6568 

GAMBIAN DALASI 11.33 13.7953 

INDONESIAN RUPIAH 6,800.00 11,280.52 

IRANIAN DINAR 1,750,00 2,903.08 

•IRAQI DINAR 3.22 5.35 

JORDANIAN DINAR 0.708 1.1745 

KUWAITI DINAR 0.30277 0.5023 

LEBANESE POUND 1500.50 2,489,18 

•LIBYAN DINAR 0.4648 0.7711 

MALAYSIAN RINGGIT 3.7995 6.3030 

MOROCCAN DIRHAM 9.7538 16.1806 

NIGERIAN NAIRA 96.39 158.24 

OMANI RIAL 0.38498 0.6386 

PAKISTANI RUPEE 51.83 8 5 9 8 0 8 

QATAR RIAL 3.6395 6.0376 

SAUDI ARABIAN RIAL 3.7601 6.2210 

STERLING POUND 1.6689 1.00 

•SUDANESE DINAR 256.0000 424.6784 

SYRIAN POUND 45.0000 74.6505 

TUNISIAN DINAR 1.1809 1.9590 

URKI5H LIRA 475,950 789,553 

UAE DIRHAM 3.6728 6.0928 

UGANDAN SHILLING 1,459.90 2,421.83 

UNITED STATES DOLLAR 1 0.6028 

YEMEN RIAL 159.44 264.50 

'These currenc ies are est imated values only, as for 
political reasons or otherwise, are not readily t raded. 
Source ; THE ISLAMIC INVESTMENT BANKING UNIT, UBK, London 
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Name 
Business Group 

i n 

B A N G L A D E S H 

w h o a r e i n textiles 
chemicals 
ceramics 
real estate 
jute 
trading 
marine food 
media 

Corporate Office 
7 Dhanmondi, Road No 2, Dhaka 1205, Bangladesh 

Phones: (880)-2-861891,868220 Fax: (880)-2-863470,867647 
Internet: http://www.beximco.net email: beximchq@bol-online.com 



In the name of Allah 
the Beneficent, the Merciful 
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