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COMMENT 

The Court of Appeal rules that 
First National Bank used unfair 
contract term in charging debtors 
contractual interest 

r ^ he exploitative nature 
of Riba-interest was 
exposed when the 
Director General of Fair 

Trading won a landmark action 
against the use of an unfair term 
by First National Bank, a sub
sidiary of Abbey National. 

The Court of Appeal ruled 
that First National Bank was act
ing unfairly in the way it 
charged debtors contractual 
interest on top of instalments 
that the court had ordered them 
to pay. Individual borrowers who 
have suffered from the term are 
now in a better position to argue 
that the term is unfair and not 
enforceable against them. 

The ruling comes after an 
appeal lodged by John Bridgeman, 
Director General of Fair Trading, 
against a High Court refusal to 
grant an injunction against the 
bank. 

First National was initially 
taken to court by John Bridgeman 
after it refused to change a term 
in its unsecured consumer credit 
agreements voluntarily. The con
tract term affected borrowers, 
who found themselves in finan
cial difficulties, and were ordered 
by a court to pay what they owed 
by instalments. The term allowed 
the bank to continue to charge 
interest at the contractual rate, so 
that after the instalments had 
been paid, and when the borrow
er expected the debt to have been 
repaid, a large sum was still 
owed. 

The Court of Appeal held that 
the term enabled the bank to 

"Ifdt that it was vital 
to bring this case in order 

to prevent other lenders 
adopting the same 

practice. 

I will take legal action 
against any firm which 
fails to ensure that its 

contracts with consumers 
do not contain 
unfair terms." 

obtain judgement against a bor
rower ordering him to pay by 
instalments , without the court 
having the opportunity to reduce 
or disallow the Contractual inter
est rate. The Court said that the 
bank, with its strong bargaining 
position as against the weak 
position of individual consumers 
had, in using the term, not ade
quately considered the borrow
ers' interests. In the view of the 
Court the term created unfair 
surprise and did not satisfy the 
test of good faith. It caused a sig
nificant imbalance in the rights 
and obligations of the parties 
and operated to the detriment of 
the consumer who had to pay the 
interest. 

The Judges, Lord Justice Peter 
Gibson, Lord Justice Waller and 
Lord Justice Buxton unanimous

ly ruled that the term was unfair 
and asked FNB to amend it to 
meet the DG's concerns. FNB 
will give an undertaking to the 
court: to amend the term, to give 
consumers better information, 
and not to enforce the term 
unless the court has specifically 
considered exercising its power 
to reduce or disallow the con
tractual interest payable. The 
action was taken under the 
Unfair Terms in Consumer 
Contracts Regulafions. 

Mr Bridgeman said— 

This is the first case in which I 
have had to resort to legal action 
since the Regulations came into 
force in 1995 and I am delighted 
that the Court of Appeal recog
nised that to charge debtors 
Interest on debt already the sub
ject of a court order to pay by 
instalments was unfair and like
ly to keep them in a vortex of 
debt. 

" I felt that it was vital to 
bring this case in order to pre
vent other lenders adopting the 
same practice. 

" I w i l l take legal action 
against any firm which fails to 
ensure that its contracts with 
consumers do not contain unfair 
terms." 

The Court of Appeal awarded 
costs to the DG and refused FNB 
leave to appeal to the House of 
Lords. 
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FINANCE 

New Islamic Equity Funds Announced 
By SUDESHNA SARKAR Edited by TARIQ AL-RIFAI 

The year 2000 seems to be the 
year of Islamic equity funds. 
Several new funds were recently 
announced inlcuding two funds by 
conventional banks with Islamic 
products, the Banque Nationale de 
Paris and Barclays Private 
Banking. 

Commerzbank has announced 
the launch of its AlSukoor Euro
pean Equity Fund in January and 
now TAIB Bank of Bahrain has 
announced its new product. The 
TAIB Crescent Global Fund, an 
open-ended fund, was reportedly 
to be launched in mid-December 
with the marketing in earnest to 
begin after Ramadhan. The fund is 
a triumph for the Dow Jones 
Islamic Markets Index since it will 
be using the DJIM index as its 
benchmark 

There are more funds coming to 
market beginning with Al-Taiyibat 
Fund by Bank Al-Jazira of Saudi 
Arabia. After successfully launch
ing a global Islamic equity fund 
and a European equity fund, Bank 
al-Jazira is now launching a third 
Islamic equity fund targeting the 
local market. 

The announced launch date of 
the Al-Taiyibat Fund, December 2, 
is a good time considering the fact 
that the Saudi Arabian government 
had in November last year 
announced that expatriates would 
be able to invest directly in local 
mutual funds. There are already 11 
mutual funds in the Kingdom that 
are open to non-Saudis. 

With oil prices having recov
ered, the Saudi market promises 
stability and growth, two factors 
that are attracting foreign 
investors. The new fund is believed 
to see the flow of large foreign 
investments. It is an open-ended, 
Shari'ah compliant, US$80 to 10 
million fund that wil l be offered to 

both the Islamic financial institu
tions and private investors. The A l -
Taiyibat Fund wil l cover all Saudi 
equities except banking. 

The new fund comes close on 
the heels of the earlier two. The A l -
Khair Global Equity Fund was 
launched in September. Since then, 
this first Islamic equity fund of the 
bank is said to have increased by 
28%. The growth of the second, the 
Al-Thoraiya European Equity 
Fund, which was floated in 
October, however, has not been so 
high, standing at 3.5%. But the 
officials are evidently optimistic 
that it wi l l pick up and that the 
market has the potential to nurture 
more funds. 

bank launched the open-ended 
Faysal Shield Fund on November 
24 as part of its millennium strate
gy to start a series of equity funds. 

While the next two funds in 
the pipeline w i l l focus on Europe 
and the Asia-Pacific as well as 
technology, the Faysal Shield 
Fund with seed capital of US$25 
mill ion is said to be unique in 
that it offers investors the highest 
level of capital protection. In 
addition to offering six months 
liquidity, the fund wi l l offer the 
capital protection of 90-100 per 
cent on an annualised basis with 
the level of capital protection 
being open to adjustments every 
six months. 

With oil prices having recovered, the Saudi 
market promises stability and growth, two 
factors that are attracting foreign investors. 
The new fund is believed to see the flow of 
large foreign investments. It is an open-
ended, Shari'ah compliant, US$80 to lOm 
fund that will be offered to both the Islamic 
financial institutions and private investors 

Next year, Bank al-Jazira 
reportedly plans to embark on five 
more new Islamic funds, which 
would include capital guaranteed 
funds, real estate stocks and 
Japanese equities. 

In Bahrain Faysal Islamic Bank 
of Bahrain has partnered the 
Banque Nationale de Paris to 
launch a new Islamic equity fund, 
said to be the first of its kind. The 

The initial subscription closed 
in December with a goal of US$50 
million though FIBB officials are 
optimistic that the amount wi l l go 
up higher. The first pay-out is 
scheduled for June 2000. A major 
share of the fund wil l be invested in 
low-risk murabaha with good rat
ings and wil l offer a wide choice of 
risk/reward profiles to attract both 
daring and diffident investors. 
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"There's tremendous interest in protected prod
ucts in the Arab world and it's the first product 
of its kind," Khalid Nazir, FIBB vice-president 
for investment banking, was quoted as saying 
in the Middle East Economic Digest 

"There's tremendous interest in 
protected products in the Arab 
world and it's the first product of 
its kind," Khalid Nazir, FIBB vice-
president for investment banking, 
was quoted as saying in the Middle 
East Economic Digest. The weekly 
also reported Toby Lanyon, vice-
president of Banque Nationale de 
Paris, Bahran branch, as saying 
that "the non-option guarantees 
devised for the fund are unique." 

The portfolio of the new fund 
wil l choose the best of US markets 
complying with the Shari'ah as 
directed by the EIBB Religious 
Supervisory Board and wil l have a 
60 per cent weighing in US stocks. 
Moreover, FIBB is already thrash

ing out the plans of action with 
other partners for more new funds. 

Last but not least, PrimeCorp 
Investment Management of 
London is set to launch a new 
Islamic fund, the Khaled Ibn el-
Waleed Fund, in association with 
Kuwait's Al-Maal Islamic Company 
in order to tap the oil-funded 
Kuwait market brimming with 
investment possibilities. The A l -
Maal Islamic Company is part of 
the Dar al-Maal al-Islami group. 

According to Subhi Benkhadra, 
who heads the Arab market d iv i 
sion of PrimeCorp, the Khaled Ibn 
el-Waleed Fund, the first to 
invest in Islamic markets, wi l l 
cover all member states of the 

Islamic Development Bank with a 
special emphasis made in the 
beginning on Arab markets. 
However, it wi l l also invest in 
countries like Indonesia, 
Malaysia and Pakistan. 

Set up with a primary goal of 
US$25 million, the Khaled Ibn el-
Waleed Fund, PrimeCorp antici
pates, wi l l grow rapidly since it 
wi l l be specially attractive to the 
Islamic market by virtue of its 
different investment style. 

While other Islamic equity 
funds put their money in devel
oped markets and only buy stocks 
in compliance with the Shari'ah, 
PrimeCorp's new mutual fund wil l 
invest in the "performing stocks of 
Islamic countries." 

About the new style of func
tioning, Benkhadra told the Middle 
East Economic Digest that the 
Khaled Ibn el-Waleed Fund's aim 
was "to keep investments in com
panies with debt to a minimum. 
Rather than just set a limit of 30 
per cent gearing as some other 
funds do, we are looking to invest 
in Islamic companies with as little 
debt as possible." 
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SECURITIES COMMISSION 

EXCHANGE RATES 

THE ISLAMIC INVESTMENT BANKING UNIT 

SPOTS SPOT RATES 

USD STG 

ALGERIAN DINAR 65.8 103.7271 
BAHRAINI DINAR 0.3769 05941 
DJIBOUTI FRANC 177.72 2801578 
EGYPTIAN POUND ' 3.416 5.3850 
GAMBIAN DALASI 11.56 18.2232 
INDONESIAN RUPIAH 7,425.00 11,704.77 
IRANIAN DINAR 1,750.00 2,758.70 
IRAQI DINAR 1,250.00 1,970.50 
JORDANIAN DINAR 0.708 1.1161 
KUWAITI DINAR 0.30667 0.4834 
LEBANESE POUND 1501.00 2,366.18 
LIBYAN DINAR 0.462 0.7283 
MALAYSIAN RINGGIT 3.7999 5.9902 
MOROCCAN DIRHAM 103540 16.3220 
NIGERIAN NAIRA 100.00 157.64 
OMANI RIAL 0.38498 0.6069 
PAKISTANI RUPEE 51.6 81.3422 
QATAR RIAL 3.6395 5.7373 
SAUDI ARABIAN RIAL 3.7498 5.9112 
STERLING POUND 1.5764 1.00 
•SUDANESE DINAR 256.0000 403.5584 
SYRIAN POUND 46.0000 72.5144 
TUNISIAN DINAR 1.3031 2.0542 
TURKISH LIRA 575,840 907,754 
UAE DIRHAM 3.6728 5.7898 
UGANDAN SHILLING 150.00 236.46 
UNITED STATES DOLLAR 1 0.6344 
YEMEN RIAL 161.05 253.88 

"Please note these currencies are estimated values 
only, as for political reasons or otherwise, are not 
readily traded. 

The Malaysian Securities 
Commission's list of 
updated approved 
Securities to be released 
twice a year 
The Malaysian Securities Commission 
(SC) was set up on 1st March 1993, 
marking a milestone in the 
Government's commitment to have a 
central authority in the regulation and 
development of the securities and 
future industries in Malaysia 

On 6 August 1999, during the closing 
of the Securities Commission Annual 
Dialogue, the Minister of Finance, and 
the Chairman of the Securities Commi
ssion announced a comprehensive plan 
for charting the strategic positioning 
and future direction of the Malaysian 
capital market over the following 10 
years. 

The plan wil l prioritise the imme
diate needs of the capital market and 
wil l chart its direction and long-term 
growth in anticipation of deregula
tion and liberalisation. Among other 
things, the master plan aims to: 

address weaknesses in the capital 
market that were highlighted by the 
recent financial crisis provide a 
strategic road map to facilitate future 
business development assist in the 
creation of a resilient and competitive 
capital market. 

A Capital Market Strategic Commi
ttee has been established to facilitate 
the development of the master plan 
and wil l present a report on recom
mendations to the Minister of Finance 
1 by the end of the first quarter 2 0 0 0 . 

The Shariah Advisory Council 
(SAC) of the Securities Commission 
(SC) decided that beginning this year, 
the updated list of approved securities 
wil l be released to the public twice a 
year. As a general guide, the list wi l l 
be released on the last Friday of the 
months of April and October. For this 
year, the updated list wi l l be released 
on 28 April and 27 October. 

Since June 1997, seven lists of 
approved securities have been 
issued by the SAC. The last updated 
list was issued on 21 September 
1999 and remains effective unt i l 
the next announcement in Apr i l 
this year. The Kuala Lumpur Stock 
Exchange (KLSE) uses the list in 
updating the component stocks of 
the KLSE Shariah Index (KLSI), 
which represents the performance 
of Shariah approved securities on 
the stock exchange. 

The SC, through the SAC, w i l l 
continue to update the list from 
time to time to determine the 
Shariah status of all companies list
ed on the KLSE. 

NewHorizon 
W e l c o m e s c o m m e n t s , 

i n f o r m a t i o n a n d n e w s f r o m 
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RATINGS 

ISLAMIC BANKS/FINANCIAL INSTITUTIONS 

CURRENT RATING 

2 9 February 2 0 0 0 
FOREIGN CURRENCY DOMESTIC SUPPORT OUTLOOK SINCE 

Banks LONG 
TERM 

SHORT 
TERM 

STRENGTH 

BAHRAIN 
• Albaraka Islamic Bank BB+ A3 NA 2 Stable Sep-1999 
• Bahrain Islamic Bank BB+ A3 BBB- 3 Stable Dec-1999 
• Faysal Islamic Bank o f Bahrain BB+ A3 BB+ 2 Stable Dec-1999 

JORDAN 
• Jordan Islamic Bank f o r Finance BB- B BB 2 Stable Sep-1999 

KUWAIT 
• Kuwa i t Finance House BBB A3 BBB+ 2 Stable Sep-1999 
• Investment Dar K u w a i t NA NA BB- 3 Stable Qc t-1999 

OATAR 
• Qatar I n te rna t iona l BB+ B BB+ 3 Stable Sep-1999 
• Qatar Islamic Bank BB+ A3 BB+ 3 Stable Oct-1999 

SAUDI ARAB IA 
• Al-Rajhi Banking £t BBB+ AS A- 3 Stable Dec-1999 

UAE 
• Dubai Islamic Bank BB+ A3 BBB- 2 Stable Ju l-1999 

KEY S [STABLE] P [POSITIVE] N [NEGATIVE] ALL RATINGS ARE REVIEWED ON A REGULAR BASIS 

ISLAMIC BANKS/FINANCIAL INSTITUTIONS 

CURRENT RATING PREVIOUS RATING 

LONG SHORT OUT LONG SHORT OUT 
TERM TERM LOOK SINCE TERM TERM OUTL SINCE 

BAHRAIN 
• Al A m i n Company f o r BBB J an-1999 
• Al Tawfeek Company BBB J un-1999 

MALAYS IA 
• Bank Islam Malaysia BB B N Sep-1998 BBB- A-3 N Ju l-1998 

PAKISTAN 
• Al l ied Bank o f Pakistan C B S M a r - 1 9 9 9 C B Jun-1998 
• Askari Commerc ia l Bank B B S M a r - 1 9 9 9 C+ B Jun-1998 
• Habib Bank C B S M a r - 1 9 9 9 C B Jun-1998 
• Faysal Bank B- B S M a r - 1 9 9 9 C+ B Jun-1998 
• Mus l im Commerc ia l Bank B- B S Mar-1999 C+ B Jun-1998 
• Nat iona l Bank o f Pakistan B- B S May-1999 C+ B Jun-1998 
• Union Bank B- B S M a r - 1 9 9 9 C B Jun-1998 
• Uni ted Bank C- C S M a r - 1 9 9 9 C- C Jun-1998 

KEY S [STABLE] P [POSITIVE] N [NEGATIVE] 
ALL RATINGS ARE REVIEWED ON A REGULAR BASIS SUSP [Suspended] NR [Not previously rated] q (Qualified] 

RATINGS IN LOWER CASE REFER TO RATING ASSESSMENTS 

NewHORIZON M a r c h 2 0 0 0 Dhu al Hijjah 1420 7 



IIBI FORUM 

Questions 
Answers 

Demurrage Costs 

With regards to murabahah sales, 
documents are handed over to the 
purchaser so as to enable him/her 
to take delivery o f the m e r c h a n 
dise. At t imes, there will be 
demurrage charges on the m e r 
chandise, or a f ine tha t is to be 
paid to customs owing to a delay 
in c lear ing the merchandise . The 
question is: Who is to pay the 
f ine? The purchaser , or the 
F inance House? 

Mustapha Youssef 
Birmingham, UK 

I f the fine was incurred owing to a 
shortcoming on the part of the sell
er, the Finance House, then it wil l 
be responsible for paying the 
demurrage. I f it was incurred by 
the buyer, then he/she wi l l be 
responsible. 

Buying and Selling Goods 

Within the lawful form of m u r a 
bahah, may the Bank import 
machinery, equipment, and other 
fixed assets needed for investment 
enterprises, and subsequently sell 
these goods on credit for di f ferent 
fixed percentages o f profit tha t 
are agreed upon by the two p a r 
ties, and then add these to the 
total cost of purchase, plus c u s 
toms' fees and other expenses? 
And may the two parties agree 
upon the place and terms o f del iv 
ery? And also agree upon a plan o f 
payment within di f ferent periods 
of time, from one to five years? 

Ameena Ahsun 
Pakistan 

Buying and selling goods is one of 
the many methods of investment 
deemed lawful by the Shari'ah. 
Murabahah is one of these meth
ods, provided that the terms and 
conditions of the murabahah trans
action are all lawful. 

Doubts About the 
Legitimacy of Murabahah 

Some people have raised questions 
concerning the lawfulness of 
murabahah sales on credit for a 
term because these involve issues 
that resemble interest. They further 
question the lawfulness of a credit 
sale to the buyer, on the basis of 
the following: 
• Such a transaction implies the 
sale of something that is not in the 
possession of the seller; 

• There is a delay in exchange; 

• The transaction involves sales of 
like for like, dollar for dollar, when 
the actual sale is delayed; i.e., there 
is a mutual exchange of identical 
currencies; 
• According to the Maliki school, it 
is unlawful to stipulate the fulfil
ment of a promise in a contract of 
sale; 
• Such a sale involves a degree of 
exaggeration, which is unlawful. 

Mohammed Osman 
Abu Dhabi 

Murabahah sales are well known in 
the Shari'ah and are lawful by con
sensus, whether they are conducted 
for cash or credit. Moreover, the 
misgiving that murabahah involves 

interest, as a sale on credit, is with
out basis, and the same is true of 
misgivings concerning credit sales 
on terms. 

The Committee affirms the reso
lution of the Second Conference on 
Islamic Banking held in Kuwait in 
regard to the murabahah sales and 
reservations about compulsion. The 
text of the resolution foUows: 

"The conference resolves that a 
mutually agreed upon promise to 
transact a murabahah sale to a 
buyer, following purchase and pos
session of goods (by a bank) for a 
specified amount of profit in 
accordance with a prior agreement 
is lawful, on condition that the 
bank wil l be responsible for loss or 
damage before delivery, and what 
accrues from the return of the mer
chandise i f a return becomes nec
essary. 

The promise and its binding 
nature (to both the buyer and the 
bank) safeguard the transaction 
and brings it stability, and there
fore serves the interests of both. 
Thus, it is lawful for the Bank to 
insist on such a promise, and every 
bank has the right to follow the 
advice of its own Shari'ah board or 
supervisory body. 

In response to those who harbor 
doubts concerning the validity of 
murabahah sales to buyers, we wil l 
point out the following: 

1. This agreement does not 
involve or imply a sale of some
thing that one does not possess, 
because the agreement made with 
the buyer is concluded after actual 
possession. In addition, there is no 
agreement on the sale of what is 
not possessed. 

2. Ownership of the commodity 
takes place immediately upon either 
a cash or credit payment. Thus, 
there is no question of a delay of 
exchange between the parties. 

3. A usurious transaction of 
exchange in a loan on interest 
takes place when like commodities 
are exchanged. A lender, for exam
ple, wi l l loan a hundred dollars for 
a certain period of time and wil l 
receive in exchange a hundred and 
ten dollars. In a murabahah sale on 
credit, however, the exchange is 
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between unlike commodities, like 
goods and cash. Therefore, how can 
a murabahah sale be compared to a 
usurious transaction? It should fur
ther be noted that in a murabahah 
sale, even though the profit is fixed, 
the seller may still suffer a loss i f 
market prices rise; and i f market 
prices go down, the buyer may suf
fer a loss. All of this is a function of 
supply and demand in regard to the 
commodity, rather than the supply 
of and demand on cash. 

4. The stipulation prohibited by 
the Maliki school hinges on two 
points, and neither are present in 
the murabahah sale described here: 

The person who provides the 
commodity must be an owner of 
the capital sum; 

The person requiring the com
modity must intend to benefit from 
its price rather than from the com
modity itself 

Installation of Equipment 

What is the Shari 'ah ruling in 
regard to the following transact ion? 
A company enters into a t r a n s a c 
tion with the bank to instal l 
equ ipment that the company 
owns for an agreed pr ice; and 
then, in a separate t ransac t ion , 
the bank contracts with a c o n 
t rac tor for the instal lat ion o f the 
equipment for a cer ta in price. 

Sayyid Hassan 
Egypt 

From a Shari'ah perspective, the 
bank's undertaking such business 
is lawful as long as the two trans
actions remain separate. 

Installation Costs 

Is it lawful for the bank, when it 
sells equipment to a company on 
the basis of murabahah , to add 
the costs o f instal lat ion to the 
selling pr ice? 

Hameed Ikram 
Saudi Arabia 

It is lawful for the bank to con

clude such a deal, provided that the 
price mentioned in the contract is 
clearly described as the price of the 
equipment plus the costs of instal
lation. 

Transfer of Contracts 

Is it lawful to t r ans fe r muda rabah 
cont rac t s f rom one agen t m a n a g 
er to another , when the re is an 
express or impl ic i t approval for 
the same, and/or the t rans fe r is 
agreed to e i ther , individual ly or 
col lect ively by the invest ing p a r t 
ners in the i r capac i ty as the b e n e 
f i t ing owners . 

Masoud Jalal 
India 

It is lawful to transfer mudarabah 
contracts in the light of the legal 
principle which states that the 
agent-partner in mudarabah trans
actions may be engaged under the 
foUowing conditions: 

The investors wil l not have to 
pay for the second agent-partner 
brought in by the first. Rather the 
two wil l share in the percentage of 
the profit specified for the first 
agent-partner and agreed to by the 
investor(s). 

Since the mudarabah contract 
is not legally binding, it may be 
dissolved at wi l l by either of the 
contracting parties. 

W h a t is the Sha r i ah rul ing in a 
case whe re an expor te r sends 
goods to the bank, of fer ing t hem 
for sale e i ther to the bank d i r e c t 
ly, or th rough the bank to a n o t h 
er by means o f agency ? 

Mohamed Anwar 
Bahrain 

There is nothing to prevent the 
bank from buying the goods for 
itself, or from selling them to 
another by acting as the exporters 
agent. When the bank buys the 
goods for itself it wi l l have the 
right to sell them to any of its 
clients by means of murabaha or 
musawamah (a sale of bargaining), 
for cash or credit. The source of 

this ruling is the verse in the 
Qur'an that says: Allah has made 
sales lawful, but has prohibited 
riba (2:275). 

Purchasing Stocks by 
Murabahah 

May an Is lamic bank f i nance the 
purchase o f shares o f s tock in a 
land inves tment company, or any 
other sort o f company t h a t deals 
in lawfu l t rade , by means o f 
m u r a b a h a h ? 

Raj Kathar 
Nepal 

There seems to be no legal impedi
ment to the bank's purchasing 
shares and then selling them to a 
third party by means of muraba
hah, i f the company's cash assets 
are not in excess of its material 
value, and on condition that the 
company's business is in no way 
involved in the unlawful, such as 
usury, or intoxicants, or pork, or 
the like. 

Minimum Daily Balance 

To w h a t ex ten t will it be lawful to 
inc lude the fo l lowing condi t ion in 
a c o n t r a c t for an inves tment s a v 
ings a c c o u n t : 
The m in imum daily ba lance 
accep tab le for part ic ipat ion in 
inves tment schemes will be one 
hundred Dinars. If the ba lance 
fa l ls below t h a t amount , the 
a c c o u n t will become a regular 
cu r r en t account , and will no 
longer be subject to the rules for 
a muda rabah investment . 

Rhona Hijazi 
France 

There is no legal impediment to 
placing a minimum on the daily 
balance in the conditions of the 
contract. I f the balance falls below 
one hundred, the account wil l be 
treated like an ordinary current 
account because a musharakah 
may be dissolved by means of such 
a condition. 
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IIBI DISCUSSION FORUM 

The RIB Conference probes the key issues 
for the regulation and future success of 
Islamic Financial Institutions NASR-ELDIN AYOUB-BEY 

I slamic banking regulation was 
the focus of the Regulation of 
Islamic Banking Conference, 
opened by Finance and 

National Economy Minister, Abdulla 
Saif, and staged for the first time in 
Bahrain on February 8-9. The event 
was organised by the Bahrain-based 
Accounting and Auditing Organisa
tion for Islamic Financial Institu
tions (AAOIFI) in conjunction with 
the International Monetary Fund 
(IMF) and IDB. 

The conference featured leading 
Islamic banking authorities and 
industry specialists. Several key 
issues, were highlighted including 
the need for regulation of Islamic 
banks, issues in assessing the sound
ness of financial systems, uniform 
accounting standards, issues of sol
vency in Islamic banks, AAOIFI 
guidelines on capital adequacy and 
issues of profitability, risk manage
ment and liquidity. 

AAOIFI Chairman and Finance 
and National Economy Ministry 
Under-Secretary Shaikh Ebrahim bin 
Khalifa Al Khalifa opening the con
ference said that the Islamic banking 
industry has been expanding at an 
annual rate of 15 per cent over the 
past five years, with 48 developing 
and emerging market countries now 
involved. He added that in the light 
of such industry globalisation, with 
both its benefits and challenges, the 
need for the development of a cohe
sive, uniform regulatory strategy, 
which can be harnessed by the 
industry worldwide, has never been 
greater. 

AAOIFI, said Shaikh Ebrahim, 
played a crucial role in improving 
the transparency and the level of 
disclosure in the financial state
ments of Islamic financial institu
tions and has reinforced confidence 
among investors and is contributing 

to the growth of Islamic finance. 
Central banking authorities, such 

as the BMA and the Bank of Sudan, 
now require Islamic banks to prepare 
their financial statements in accor
dance with the AAOIFI standards. 
The benefits of doing this have also 
been recognised by certain credit 
rating agencies that have awarded 
strong credit ratings to banks that 
comply with these standards." 

Shaikh Ebrahim said the well-
being of a country's banking indus
try had implications for the coun
try's economy, for the global 
economy and for the stability of the 
international financial system as a 
whole. Adequate regulation is, there
fore, also rightly a matter of general 
concern-above and beyond the 
interests of the shareholders and the 
clients of the Islamic banks them
selves, and of the countries where 
such banks are headquartered. 

In today's global economy, when 
Islamic banks are operating all over 
the world, it is not advisable to have 
Islamic banks in different jurisdic
tions applying differing regulatory 
guidelines. "We need to achieve 
comparability and transparency, 
regardless of the jurisdictions 
involved," he stated. 

Shaikh Ebrahim further added 
that the conference provided the 
most effective opportunity for the 
global Islamic banking industry to 
disseminate and discuss the latest 
information relating to regulatory 
issues and accounting, governance 
and banking practices and to formu
late effective strategies to meet the 
challenges of the next century. 

The Vice President of Islamic 
Development Bank, Dr Fouad Al 
Omar, underlined the importance of 
developing best practices for Islamic 
banking institutions that are perti
nent to the industry. "However, the 

Islamic banks may benefit from the 
best practices prevailing in conven
tional banking that do not contradict 
the principles of Shari'ah," he said. 

In his paper he suggested that 
there were certain areas, which 
require immediate attention. 
Referring to these he suggested that 
there is a need for the development 
of a unified structure of financial 
sector regulations as the lack of 
minimum principles and limits for 
prudential regulations and supervi
sion standards in key risk areas of 
Islamic banks may lead to a threat to 
the survival of the industry. 

He said that due to the increased 
competition expected as a result of 
WTO's liberalisation of financial ser
vices necessitates the adoption of 
best practices to gain recognition for 
cross-border financing. 

Dr Fouad said that access to the 
international financial market, which 
is a pre-requisite for the flourishing 
of Islamic banks, requires confidence 
of market participants and supervi
sory authorities. He suggested that 
the trend is towards "denying rights 
of establishment in major financial 
centres to banks from countries 
whose supervisory regimes are 
deemed inadequate. "Unless the 
Islamic banks adapt to the new chal
lenges, they would risk marginalisa-
tion of the Islamic banking industry 
in global terms." 

Talking of the principles of best 
practices he said that standardisation 
of Islamic banking products, licens
ing requirement, capital adequacy, 
risk management and off balance 
sheet activities were major areas 
where Islamic financial institutions 
need a standardised regulations. 

He said that to face the challenge 
of adaptation to the core principles, 
a 'functional approach' towards 
building this set-up is needed. He 
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was of the view that the functions 
being performed by various Islamic 
financial institutions in the conven
tional structures should be examined 
and efforts should be made to mod
ify the existing setting in a way that 
provides better support or establish 
new ones as needed. "Similarly, cer
tain laws are needed to allow finan
cial institutions to operate according 
to Islamic rules and to give room in 
financial markets for Islamic finan
cial transactions," he stated. 

Dr Fouad said that in some coun
tries, central banks subject Islamic 
banks to the same controls, condi
tions and regulations they apply to 
the conventional banks. However, 
there are certain factors, which 
require that Islamic banks be treated 
on a different footing. He was of the 
view that Islamic banks have to 
agree among themselves about the 
components of critical risks in 
Islamic banking. "To set best stan
dards regarding risk management 
and hence capital requirements, 
Islamic banks need to agree to 
whether these institutions confront 
any risk comparable to the interest-
rate risk," he added. 

Mr V Sundararajan, IMF mone
tary and exchange affairs deputy 
director and keynote speaker also 
suggested that the growth in assets 
held by Islamic financial institutions 
- either specialised Islamic banks or 
Islamic financial products offered in 
conventional banking institutions -
has been impressive. "According to 
the International Association of 
Islamic Banks (lAIB), by 1998 there 
were 176 Islamic banks and finan
cial institutions in 38 countries. 

These institutions had total assets 
of $148 billion, $7.3 billion assets in 
paid-up capital and produced an 
aggregate net profit figure for this 
year of operation of $1.2 billion. 
This suggests that Islamic finance 
performs an important and critical 
function in financial intermediation 
in many countries and hence issues 
of fostering stability and efficiency 
if Islamic financial institutions and 
markets have assumed special sig
nificance," he added. 

Dr Sabir Mohammed Hassan, 
Governor Bank of Sudan, was also of 

the view that the conference recom
mendations were important to the 
central banks as they could help them 
to access the Islamic banking system 
in their respective countries. He 
added, "The conference was a mile
stone in the history of the Islamic 
banks as the initiative of AAOIFI were 
recognised by the IMF, IDB and Basle 
Committee. These international 
organisations reached consensus on 
the need to have standardised regula
tions for the Islamic banks and finan
cial institutions." 

Dr Sabir, replying to a question, 
said that the issue of liquidity would 
no longer pose a problem for the 
Islamic financial institutions as the 
regulators were trying to implement 
unified accounting standards and 
regulations to run the affairs of the 
Islamic institutions. 

The conference covered major 
areas and during the deliberations 
issues such as global stability, the 
development of uniform accounting 
standards and how to tailor the 
existing rules and standards for the 
Islamic banks were discussed and 
taken up extensively during the 
Policy Group meeting. 

Those attending the Policy Group 
meeting included 28 high profiles 
bankers and experts from across the 
globe with representation from 
BMA, Bangladesh Bank, Bank 
Markazi Jamhouri Iran, Bank of 
Sudan, Palestine Monetary 
Authority, Bank of Indonesia, 
Central Bank of Kuwait, Banque du 
Liban, IMF, Basle Commiti:ee, IDB, 
Central Bank of Malaysia, Central 
Bank of Jordan, Central Bank of 
Turkey, Central Bank of UAE, State 
Bank of Pakistan, AAOIFI, Jordan 
Islamic Bank, Bank of Algeria, 
Faysal Bank of Bahrain, Kuwait 
Finance House, Surrey University 
and Ministry of Finance Brunei. 

Policy Group recommendations 
The Policy Group notes the wide 

range of initiatives that are under
way, led by various International 
Financial Institutions, standards set
ting bodies, and regional groupings, 
to strengthen the financial systems, 
and to design and implement 
improved standards as a means to 
foster financial stability. 

In order to make a contribution 
to this global effort, and recognising 
the growing role of Islamic financial 
institutions and products in many 
national financial systems, the 
Policy Group stresses that to foster 
stability there is a need to develop 
uniform regulatory and transparen
cy standards that are tailored to the 
specific characteristics of Islamic 
financial institutions. This task, 
whilst taking into consideration the 
national financial environment, 
would also include the adaptation of 
the international standards, core 
principles, and good practices to the 
specific needs of Islamic finance. 

To advance this work the policy 
Group recommends that steps be 
taken to: 

Design a plan of action to estab
lish a Financial Services Board with
in AAOIFI to help support the design 
and adaptation of uniform pruden
tial standards. The board would 
comprise representatives of Central 
Banks and selected market partici
pants (on a rotating basis). The 
board would work closely with 
International Financial Institutions 
and standards setting bodies to 
achieve overall consistency in the 
design and application of various 
prudential regulatory standards. 

As the implementation of the 
above objectives are ultimately the 
responsibility of the Central Banks 
and other regulatory agencies, it will 
be crucial for them to play a proac
tive role by working with the Islamic 
Development Bank and AAOIFI - The 
Accounting and Auditing Organisa
tion for Islamic Financial Institutions 
(including its Shariah Board) to set up 
the Financial Services Board and 
guide its work. The task of developing 
and adapting prudential standards to 
Islamic financial institutions would 
broaden the scope of work of AAOIFI, 
with implications for its mandate, 
structure and resources that would 
need to be further considered. 

As a step toward implementing 
these recommendations. The Policy 
Group recommends that the con
cerned Central Banks meet in 
Washington at the IMF International 
Monetary and Financial Committee 
meeting in April 2000. 
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Faysal Bank 
A w a y o f l i fe o l i a . i _ i _ ^ l 

F a y s a l I s l a m i c B a n k o f B a h r a i n E . C . 

Financial & Business Analysis 
For the Year to 31 December 1998 Financial Trends 

"Events in Pakistan lead to a sharp drop in profitability, but deposit base 
14% higher as a result of innovative product development" 

Ownership and Legal Status 

Faysal Islamic Bank of Bahrain E.C. (FIBB) was incorporated in Bahrain as an exempt 
company on 14 July 1982, having obtained an offshore banking license from the Bahrain 
Monetary Agency (BMA). A commercial banking license was obtained from the BMA in 
1993. The Bank's shares are listed on the Bahrain Stock exchange, while the shares of 
Faysal Bank Limited, a subsidiary, are listed on stock exchanges in Pakistan. The Bank 
has fully paid capital of US$100 miUion, held at 31 December 1998 53% by Dar Al-Maal 
Al-Islami Trust, a pan-Islamic organisation with over 25 financial and business 
companies represented in 15 companies of the world. Other investors own the remaining 
47% of the Company. 

The Year i n B r i e f 

Total Assets decreased by 6.5% to US$289 miUion at 31 December 1998 (1997: US$309 
milhon), while Net Income for the year decreased sharply by 76% to US$4.0 million 
(1997: US$16.5 million). Total deposits (including restricted investment accounts) grew 
by 14% to US$1,430 million (1997: US$1,251 million). Net Income from investments 
and Islamic financing decreased by 43% to US$20.3 million (1997: US$35.3 million), 
while fee income from management of fiinds decreased by 52% to US$9.4 million (1997: 
US$19.5 million). Provisions were doubled from the previous year at US$22.3 million 
(1997: US$11.2 million). Earnings per share were US$0.04 (1997: US$0.17). Expenses 
for the year were US$29.23 million, up 12% from US$26.06 million in 1997. As a 
percentage of operating income, expenses were 62% (1998: 39%). No dividend or 
Directors' remuneration was recommended for the year. 

Business Highl ights 

° FIBB has a mandate of mobilising funds and investments in Islamic countries. With 
the exception of the equities portfolio, which is global in nature, FIBB's financing and 
investment activities concentrate mainly in GCC, Pakistan, Bangladesh, Indonesia, 
Yemen, Turkey and Egypt. 

° The events in Pakistan resulting in economic sanctions being imposed had a major 
impact on the results of the subsidiary, Faysal Bank Limited, requiring exceptional 
provisions totalling US$22 million. This was the main factor relating to sharply reduced 
net profit. 

° In the GCC, the Bank's Offshore Banking Unit launched two new funds (Makkah 
Real Estate Fund 2 and Faysal Energy Fund) raising over US$94 million. An innovative 
product, Faysal Investment Participation Certificates, was launched. These certificates, 
which represent assets invested in a diversified range of Islamic assets with an emphasis 
on leasing, benefit from FIBB's willingness to create a secondary market, thus providing 
liquidity for the holder. 

° In the Yemen, FIBB received a license to operate a branch in Sana'a, planned to be 
operational in 1999. 

° In Bangladesh, the branch generated very satisfactory profit in its first full year, with 
total customer deposits of US$12.5 million at year end. 

° In Indonesia, economic and political instability and extreme exchange rate volatility 
of the Indonesian Rupiah caused the Company to determine that the bank's operations 
be frozen until conditions become more conducive to resume business. 

° On the Research and Development side, the Bank continued to participate in 
technical research undertaken by Accounting and Auditing organisation for Islamic 
Financial Institutions. FIBB is also working closely with the Bahrain Monetary Agency 
with a view to introducing Islamic bonds as Shari'a acceptable liquidity instruments. 

Financia l Highlights 
(US$ millions) 

At 31 December 1998 1997 
Assets and 
Contingent 
Items 

1,477 1,433 

Restricted 
Investment 
Accounts 

846.9 653.6 

Assets and contingent items 
attributable to: 
Owners equity 114.5 114.5 

Unrestricted 
Investment 
Accounts 

662.4 639.0 

Other Deposits 
and Liabilities 395.6 352.7 
Letters of Credit 
& Guarantees 304.7 326.9 

Financing and Investments 

1228 1 1104 
Deposits (including restricted 
investment accounts) 
Current 
Accounts 107.7 114.3 

Funds under management 
External 
Deposits 1277 1196 
Group and 
Other deposits 153.4 55.5 
Total 1430 1251 

Shareholders' Funds 
Authorised 
Share Capital 200 200 
Issued and Fully 
Paid 100 100 

Reserves 14.5 14.5 

Total 114.5 114.5 

Net Income 
Gross Income 46.6 67.5 

Expenses, 
Taxes and 
Provisions 

-45.3 -46.9 

Minority Interest -2.7 -4.1 

Total 4.0 16.5 
Return on Equity 

1 3.5% 1 14.3% 

Major Subs id iar ies 
Faysal Bank Limited Pakistan 

Principal 
Business Activity 

Commercial and 
Investment 
Banking 

incorporation Pakistan 
% Ownership 60% 
Cost of 
Investment US$21.6 million 

Faysal Investment Bank of Bahrain 
E C . 
Principal 
Business Activity 

Investment 
Banking 

Incorporation Bahrain 
% Ownership 100% 
Cost of 
Investment US$10.0 million 



Al-Amin Company 
F o r S e c u r i t i e s a n d I n v e s t m e n t F u n d s 

Financial & Business Analysis for the Year to 28 February 1999 

"A difficult year with reduced total assets and lower profitability largely 
due to adverse external economic factors" 

O w n e r s h i p and Legal Status 

Al-Amm Co. for Securities & Investment Funds E.C. (Closed) with variable capital was 
registered in Bahrain in 1987, and is a member of the Dallah Al-Baraka Group. The main 
activities of the company include issuance of participating shares in the variable share 
capital, which form the basis for financing and investment transactions and providing 
financial instruments that are capable of bemg traded in accordance with the Islamic 
Shari'a. 

The Company has filed an application with the Bahrain Monetary Agency (BMA) to 
obtain a license in order to operate as an Investment Islamic Bank under the supervision 
of the BMA. However the regulatory procedures have not yet been finalised. 

The Year i n B r i e f 

Total Assets decreased by 8.4% to US$265 million at 28 February 1999 (1998: US$289 
million), while Net Income for management shareholders decreased by 57% to US$5.9 
million (1998: US$13.6 million). The 1998 figure included US$6.6 million representing 
the accumulated profits from the valuation of the Company's investment in an affiliate. 
Investments at 28 February 1999 totalled US$213 million, an 8% reduction from the 
previous period's figure of US$230 million. Within this total, investments in Murabaha 
decreased by 14% to US$116 million, while lease contracts decreased by 2% to US$101 
million. Return on equity for the year was 6.60% (1998: 8.02%). Expenses for the year 
were US$2.28 million, equal to US$2.28 million in 1998. As a percentage of total 
income (less Mudaribs' share), expenses were 32% (1998: 28%). 

Business Highl ights 

° The Company celebrated its eleventh anniversary during the year, and effected the 
intention of the Dallah A l Baraka Group to offer part of the Company's management 
share capital in a private placement by introducing an action plan to achieve this. 
Accordingly, technical support has been transferred to the Company's new premises in 
Al-Baraka Bank Tower in Manama, Bahrain. An information directorate was established 
and equipped with the necessary infrastructure, hardware and software to improve the 
quality of service delivered to investors. 

° As in the previous year, most of the Company's investments were executed and 
managed by Dallah A l Baraka Holding Co. (an affiliated company) or Al-Tawfeek Co. 
for Investment Funds Limited, for management fees agreed between the companies' 
management, deducted from the original income of the investment. 

° During the year, the Company operated in difficult external economic conditions, 
characterised by a slow-down in the growth rates of both industrial and developing 
countries. However, the continuing confidence of investors in the Company was 
evidenced by the balance of participating shareholders' fiinds increasing by 15.9% to 
US$166 million (1998: US$143 million). The Company's reputation for the successful 
issuance of high return securities continued, with the launch of 24 issues during the year 
totalling US$240 million (1998: 20 issues totalling US$194 million) 

° In creating the portfolio of participating shareholders' investments, the following 
principles were observed: 

1. The investment portfolio includes various types of Islamic investment 
instruments. 

2. The components of the investment portfolio are distributed among the Islamic 
investment instruments so that the percentage of real assets exceeds the 
percentage of monetary assets (i.e. Murabaha contracts). 

3. The maturities of the investments in the portfolio of each issue match the 
liquidation date of each issue. 

Financial Trends 

Growth During Prior Years 

Value of Islamic Issues 

Year US$ million 
1988 148 
1989 134 
1990 215 
1991 191 
1992 144 

1993/4 160 
1994/5 200 
1995/6 202 
1996/7 160 
1997/8 194 
1998/9 240 

Comparison of Profits 

Banks v. Islamic Issues 

Year Banks Issues 
1987 7.97% 8.87% 
1988 7.92 8.60 
1989 8.92 9.96 
1990 8.37 9.45 
1991 5.68 7.30 
1992 4.16 5.56 
1993 3.53 4.68 
1994 5.78 6.35 
1995 6.56 6.76 
1996 5.88 6.48 
1997 5.81 6.41 

Composition of Shareholders' 
Investments 

Description 99 98 97 
%. % % 

Lease 
Contracts 

47.4 45.0 72.5 

Murabalna 54.6 59.0 29.3 
Accrued 
Revenues 

0.4 0.3 0.4 

Differed 
Revenues 

-2.4 -4.3 -2.2 

Investment Balance 
(US$ millions) 

28 Feb 1999 US$212 
28 Feb 1998 US$ 230 
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ent Funds 
SAUD

I ARABIA 
Roll a Ross Asset M

anagem
ent 

USA 
M

ay-96 
12 

Arab Investor Crescent Fund 
Arab National Bank 

SAUD
I ARABIA 

Schroeder Investm
ent M

gm
t Int'l 

UK 
Apr-99 

13 
Arzaq Investm

ent Fund 
Securities House 

KUW
AIT 

Global Alliance/Securities House 
USA/KUW

AIT 
M

ar-98 
14 

Barclays Global Equity 
Barclays Private 

Bank 
UK/UAE 

W
ellington M

anagem
ent Co. LLP 

USA 
Not yet announced 

15 
Caravan 

Fund 
Com

m
erical Bank of Q

atar/BNP 
Q

ATAR/FRANCE 
W

ellington M
anagem

ent Co. LLP 
USA 

Dec-99 
16 

Citi Global Portfolios 
Citi Islam

ic Investm
ent Bank 

BAH
RAIN 

Citi Islam
ic Investm

ent Bank 
BAH

RAIN 
Oct-97 

17 
Dow Jones Islam

ic M
arket Index 

W
afra Investm

ent Advisory Group 
USA/KUW

AIT 
Brown Brothers Harrim

an £t Co. 
USA 

Jul-99 
18 

Faisal Global Equity 
Faysal Islam

ic Bank 
BAH

RAIN 
N/A 

N/A 
N/A 

19 
GAM

 Alkaw
thar 

Al Baraka Investm
ent Bank 

BAH
RAIN 

Global Asset M
anagem

ent 
(GAM

) 
UK 

Aug-97 
20 

Global Equity 2000 Sub-Fund 
First Investm

ent Com
pany 

KUW
AIT 

Alliance Capital M
anagem

ent LP 
UK 

Not yet announced 
21 

Hegira Global Equity 
W

ellington M
anagem

ent Co. LLP 
USA 

W
ellington M

anagem
ent Co. LLP 

USA 
Sep-96 

22 
Ibn Khaldun Int'l Equity 

, 
PFIVl Lim

ited 
UK 

PFM
 Lim

ited 
UK 

N/A 
23 

Islam
ic Horizon Fund 

Faisal Finance 
SW

ITZERLAN
D 

N/A 
N/A 

N/A 
24 

M
iraj Global Equity 

M
iraj international Investm

ent Ltd. 
CANADA 

Royal Bank of Canada 
CANADA 

N/A 
25 

Oasis International Equity 
Robert Flem

ings H Co. 
BAH

RAIN 
Robert Flem

ings a Co. 
LUXEM

BO
URG 

M
ar-96 

26 
Parsoli Global Equity 

Parosoli Capital Et Finance Ltd. 
UK 

Parosoli Capital a Finance Ltd. 
UK 

Not yet announced 
27 

GIB Global Equities 
Qatar Islam

ic Bank 
QATAR 

Global Asset M
anagem

ent 
(QAM

) 
UK 

Not yet announced 
28 

Riyad Equity Fund 2 
Riyad 

Bank 
SAUD

I ARABIA 
N/A 

N/A 
Nov-96 

29 
SAM

BA Global Equity 
SAM

BA Capital M
anagem

ent 
UK 

SAM
BA Capital M

anagem
ent 

UK 
Dec-99 

30 
TAIB Crescent Global Fund 

TAIB Bank of Bahrain 
BAH

RAIN 
W

right Investors' Service 
USA 

Not yet announced 

US 
EQ

UITY 
31 

Al Deem
a USD Grow

th 
Qulf Bank, The 

KUW
AIT 

The International Investor/Pictet a 
Cie 

KUW
AIT/SW

TZ. 
N/A 

32 
Al Deem

a USD High Grow
th 

Gulf Bank, The 
KUW

AIT 
The International Investor/Pictet a 

Cie 
KUW

AIT/SW
TZ. 

N/A 
33 

Al-Ah!i US Trading Equity 
National Com

m
ercial Bank 

(NCB) 
SAUD

I ARABIA 
W

ellington M
anagem

ent Co. LLP 
USA 

Jan-93 
34 

Alfanar US Capital Grow
th 

Perm
al Asset M

anagem
ent 

USA 
W

orm
s a Cie/SEDCO

 
USA 

Jun-99 
35 

Alfanar US Capital Value 
Perm

al Asset M
anagem

ent 
USA 

W
orm

s a Cie/SEDCO
 

USA 
M

ay-99 
36 

Am
ana Grow

th 
Saturna Capital 

USA 
Saturna Capital 

USA 
Feb-94 

37 
Am

ana 
Incom

e 
Saturna Capital 

USA 
Saturna Capital 

USA 
Jun-86 

38 
Zad Grow

th Fund 
Zad Asset M

anagem
ent 

USA 
Zad Asset M

anagem
ent 

USA 
Feb-98 

EU
RO

PEAN
 EQ

UITY 
39 

Al-Dar Europe Equities 
The International Investor/Pictet Et Cie 

KUW
AIT/SW

ITZ. 
Pictet a 

Cie 
SW

ITZERLAN
D 

Feb-98 
40 

Al-Ahli Europe Trading Equity 
National Com

m
ercial Bank 

(NCB) 
SAUD

I ARABIA 
National Com

m
ercial Bank 

(NCB) 
SAUD

I ARABIA 
Nov-94 

41 
Alfanar Europe 

Perm
al Asset M

anagem
ent 

USA 
W

orm
s a Cie/SEDCO

 
USA 

Jan-99 
42 

Al-Sukoor European Equity 
Com

m
erz Int'l Capital M

anagem
ent 

G
ERM

AN
Y 

Com
m

erz Int'l Capital M
anagem

ent 
G

ERM
AN

Y 
N/A 

43 
Al-Thoraiya European Equity 

Bank 
Al-Jazira 

SAUD
I ARABIA 

N/A 
N/A 

Oct-99 



EM
ERG

IN
G M

ARKETS ft CO
UNTRY FUN

D
S 

44 
Al Arabi Saudi Co. Shares 

Arab National Bank 
SAUD

I ARABIA 
Arab National Bank 

SAUD
I ARABIA 

M
ay-93 

45 
Al Rajhi Egypt Equity 

Al Rajhi Banking ft Investm
ent 

SAUD
I ARABIA 

EFG 
Herm

es 
EGYPT 

Jun-97 
46 

Al Rajhi Local Share Fund 
Al Rajhi Banking ft Investm

ent 
SAUD

I ARABIA 
Al Rajhi Banking a Investm

ent 
SAUD

I ARABIA 
Jul-92 

47 
Al Rajhi M

iddle East Equity 
Al Rajhi Banking H Investm

ent 
SAUD

I ARABIA 
Al Rajhi / Bakheet Fin. Consulting 

SAUD
I ARABIA 

M
aY-98 

48 
Al-Ahli Saudi Trading Equity 

NCB / Bakheet Fin. Consulting 
SAUD

I ARABIA 
NCB / Bakheet Fin. Consulting 

SAUD
I ARABIA ' 

Jun-98 
49 

Al-Dar Eastern Europe Equities 
The International Investor/Pictet a 

Cie 
KUW

AIT/SW
ITZ. 

Pictet a 
Cie 

SW
ITZERLAN

D 
Feb-98 

50 
Al-Nukhba Asian Equity 

Al-Tawfeek Co. for Investm
ent Funds 

SAUD
I ARABIA 

Nom
ura Investm

ent Bank 
JAPAN

 
Jul-98 

51 
Al-Taiyibat Fund (local share) 

Bank 
Al-Jazira 

SAUD
I ARABIA 

Bank 
Al-Jazira 

SAUD
I ARABIA 

Dec-99 
52 

Faisal Fund for Egyptian Equity 
Faisal Finance/Faysal 

Islam
ic Bank 

BAH
RAIN

/SW
IT 

EFG 
Herm

es 
EGYPT 

M
ay-98 

53 
Ibn M

ajid Em
erging M

arkets 
The International Investor 

Z. 
UBS 

Brinson 
SW

ITZERLAN
D 

Nov-95 
54 

Khaled Ibn el-W
aleed 

Fund 
Al-M

al Islam
ic Com

pany 
KUW

AIT 
Prim

eCorp. Investm
ent M

anagem
ent 

USA 
Not yet announced 

55 
Parsoli Islam

ic Equity 
Parosoli Capital a Finance Ltd. 

KUW
AIT 

Parosoli Capital a Finance Ltd. 
INDIA 

N/A 
56 

Southern Pure Specialist Fund 
Southern Life Unit Trust 

INDIA 
Southern Life Unit Trust 

SO
UTH AFRICA 

Jun-92 
SO

UTH AFRICA 
SM

A
LL C

O
M

PAN
Y El TECH

N
O

LO
G

Y 
57 

Al Rajhi Sm
all Com

panies 
Al Rajhi Banking a 

Investm
ent 

SAUD
I ARABIA 

Franklin M
gm

t a 
Lord Abbott 

USA 
Jun-99 

58 
Al-Ahli Sm

all-Cap Trading Equity 
National Com

m
ercial Bank 

(NCB) 
SAUD

I ARABIA 
W

ellington M
anagem

ent Co. LLP 
USA 

Sep-98 
59 

Alfanar Essex Technology 
Perm

al Asset M
anagem

ent 
USA 

W
orm

s a Cie/SEDCO
 

USA 
Jun-99 

60 
Til Sm

all Cap Equity 
The International Investor 

KUW
AIT 

Pictet a 
Cie 

SW
ITZERLAN

D 
Dec-96 

BALAN
CED

, SECURED
 a O

THER FUN
D

S 
61 

Al Kaw
thar Global Equity Secured 

National Bank of Kuw
ait 

KUW
AIT 

National Com
m

ercial Bank 
(NCB) 

SAUD
I ARABIA 

Sep-99 
62 

Al Rajhi Balanced Fund 1 
Al Rajhi Banking a Investm

ent 
SAUD

I ARABIA 
Al Rajhi Banking a Investm

ent 
SAUD

I ARABIA 
Nov-98 

63 
Al Rajhi Balanced Fund II 

Al Rajhi Banking a Investm
ent 

SAUD
I ARABIA 

Al Rajhi Banking a Investm
ent 

SAUD
I ARABIA 

Dec-98 
64 

Al-Ahli Global Equity Secured 
National Com

m
ercial Bank 

(NCB) 
SAUD

I ARABIA 
National Com

m
ercial Bank 

(NCB) 
SAUD

I ARABIA 
N/A 

65 
Alkhawarizm

i Fund 
The International Investor 

KUW
AIT 

AXA 
Rosenberg 

UK 
Jul-97 

66 
Faysal Shield Fund 

Faysal Islam
ic Bank of Bahrain 

BAH
RAIN 

Banque National de Paris 
FRANCE 

Nov-99 
67 

Islam
ic M

ulti-Investm
ent Fund 

Faisal Finance 
SW

ITZERLAN
D 

Am
erican Express Bank Ltd. 

USA 
Oct-97 

A
SIA

N FUN
D

S 
68 

Abrar Investm
ent Fund 

Abrar Unit Trust M
anagers 

M
ALAYSIA 

Abrar Unit Trust M
anagers 

M
ALAYSIA 

N/A 
69 

ADIL Islam
ic Grow

th Fund 
ADIL - Labuan 

M
ALAYSIA 

ADIL - Labuan 
M

ALAYSIA 
Jul-97 

70 
Am

anah Saham
 Bank Islam

 
Bank Islam

 M
alaysia 

Bhd 
M

ALAYSIA 
BIM

B Unit Trust M
gm

t Bhd. 
M

ALAYSIA 
Jun-94 

71 
Am

anah Saham
 Darul Im

an 
PTB Am

anah Saham
 Darul Im

an 
M

ALAYSIA 
PTB Am

anah Saham
 Darul Im

an 
M

ALAYSIA 
Oct-94 

72 
Am

anah Saham
 Kedah 

Am
anah Saham

 Kedah 
M

ALAYSIA 
Am

anah Saham
 Kedah 

M
ALAYSIA 

Feb-95 
73 

Am
anah Saham

 W
anita 

Hijrah M
anagers 

Bhd 
M

ALAYSIA 
Hijrah Unit Trust M

anagem
ent 

Bhd 
M

ALAYSIA 
M

ay-98 
74 

BBM
B Dana Putra 

BBM
B Unit Trust M

anagem
ent 

M
ALAYSIA 

BBM
B Unit Trust M

anagem
ent 

M
ALAYSIA 

Jun-96 
75 

BH
LB Dana Al-lhsan 

BH
LB Pacific Trust 

M
ALAYSIA 

BHLB Pacific Trust 
M

ALAYSIA 
M

ay-98 
76 

Dana Al-Aim
an 

M
ara Unit Trust 

M
ALAYSIA 

M
ara Unit Trust 

M
ALAYSIA 

M
ay-68 

77 
Global Equity Fund 

Bank Islam
 M

alaysia 
Bhd 

M
ALAYSIA 

M
organ Stanley Dean W

itter 
USA 

N/A 
78 

Istitsm
ara Fund 

Danareksa Investm
ent M

anagem
ent 

IND
O

NESIA 
Danareksa Investm

ent M
anagem

ent 
IND

O
NESIA 

N/A 
79 

Kuala Lum
pur Ittikal Fund 

Kuala Lum
pur M

utual Funds 
M

ALAYSIA 
Kuala Lum

pur M
utual Funds 

M
ALAYSIA 

M
ay-97 

80 
M

endaki Global Fund 
M

endaki Holdings Pte. Ltd. 
SIN

G
APO

RE 
DBS Asset M

anagem
ent 

SIN
G

APO
RE 

Sep-97 
81 

M
endaki Grow

th Fund 
M

endaki Holdings Pte. Ltd. 
SIN

G
APO

RE 
DBS Asset M

anagem
ent 

SIN
G

APO
RE 

M
ay-91 

82 
Pacific Dana Am

ana 
* 

Pacific M
utual Fund Trust 

M
ALAYSIA 

Pacific M
utual Fund Trust 

M
ALAYSIA 

Apr-98 
83 

RHB 
M

udarabah Fund 
RHB 

Unit Trust M
anagem

ent 
M

ALAYSIA 
RHB Unit Trust M

anagem
ent 

M
ALAYSIA 

M
ay-96 

84 
Tabung Am

anah Bakti 
Tabung Am

anah Bakti 
M

ALAYSIA 
Asia Unit Trust Berhad 

M
ALAYSIA 

M
aY-71 

85 
Tabung Ittikal Arab-M

alaysian 
Arab-M

alaysian Unit Trusts Bhd 
M

ALAYSIA 
Arab-M

alaysian Unit Trusts Bhd 
M

ALAYSIA 
Jan-93 



IIBI ISLAMIC FUNDS PERFORMANCE 

ISLAMIC GLOBAL EQUITY FUND PERFORMANCE IN 1999 

B f l ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ l A l fanar 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ • i 3 2 . 5 % 

^ • J j j j ^ ^ ^ ^ ^ ^ H ^ ^ ^ ^ ^ H 3 1 . 0 % 

^ ^ ^ • • ^ ^ ^ ^ ^ ^ ^ ^ • H 30.40/0 Al Baraka Global 

^ • • ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ l 2 9 . 3 % 

B I ^ ^ ^ H I i i ^ ^ ^ ^ ^ l 27.30/0 A l-Ahl i Global Trading Equity 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ 1 24.30/0 Oasis In te rna t iona l Equity 

• • ^ ^ ^ ^ ^ H 20.90/0 A l-Bukhar i Global Equity 

• ^ ^ ^ ^ ^ ^ 1 I8.80/0 Arab Investor Crescent Fund 

^ ^ ^ 1 12.40/0 Dow Jones Islamic Marke t Index 

5.00/0 SAMBA Global Equity 

I I I I I 

0 10 20 30 40 50 60 O/q 

SELECT ISLAMIC EQUITY FUND PERFORMANCE IN 1999 

Small company 
£t techno logy 

Emerging Markets 
£t Country Funds 

European Equities 

44.90/0 Al Rajhi Small Companies 

102.70/0 A l f anar Essex Technology 

Til Small Cap Equity 

A l-Ahl i Small-Cap Trading Equity 

49.10/0 Ibn Maj id Emerging Markets 

42.20/0 Southern Pure Special ist Fund 

33.50/0 Al-Dar Eastern Europe Equities 

33.00/0 Al Rajhi M idd le East Equity 

27.20/0 A l-Ahl i Saudi Trading Equity 

14.00/0 Al Rajhi Local Share Fund 

Al Rajhi Egypt Equity 

Faisal Fund fo r Egyptian Equity 

24.40/0 Al-Dar Europe Equities 

20.30/0 A l-Ahl i Europe Trading Equity 

18.10/0 A l f anar Europe I 

-20 0 20 40 60 80 100 120 0 / 0 

Funds launched during 1999. Returns are f rom inception and not annualized 
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IIBI RATINGS 

CAPITAL INTELLIGENCE 
RAISES RATING OF THE 
NATIONAL COMMERCIAL 
BANK 

C apital Intelligence today 
announced that it has raised 
its long-term foreign cur

rency rating of The National 
Commercial Bank (NCB) of Saudi 
Arabia from BBB-i- to A- . The 
action follows a move taken 
recently in regard to its long-term 
sovereign ceiling for the Kingdom 
of Saudi Arabia, which was lifted 
from BBB+ to A-. 

The rise in the sovereign ceil
ing was prompted by the on-going 
process of structural reform being 
undertaken in the kingdom, as 
well as by the continuing rise in 
the price of crude oil and petrole
um products. Recognising that the 
upward price trend is reversible at 
any time, CI observed that the 
price rises which occurred in 1999 
demonstrate that the increase is 
sustainable for the foreseeable 
future. 

Furthermore, the budget disci
pline being exercised by Saudi 
Arabia will help to assure that 
recent large increases in revenue 
will be put to use in a fiscally 
sound manner. Finally, the price 
rise has served to strengthen a 
banking sector which was already 
healthy, and the possibility of 
need for support by the sector has 
been reduced even further this 
year. 

NCB dates back to 1938 and is 
Saudi Arabiais largest bank, with 
assets totalling more than US$24 
billion. In June 1999 50% of the 
Bank was purchased by the state-
owned Public Investment Fund 
(PIF), whose apparent intenfion is 
to offer its shares to the public 
over time. Its foreign currency rat
ing is adjusted upward to the sov
ereign ceiling because, as a bank 

Furthermore, the 
budget discipline being 
exercised by Saudi 
Arabia will help to 
assure that recent 
large increases in 
revenue will be put to 
use in a fiscally sound 
manner. Finally, the 
price rise has served 
to strengthen a bank
ing sector which was 
already healthy, and 
the possibility of need 

for support by the 
sector has been 
reduced even further 
this year 

whose shares are held principally 
by a government-owned company, 
sovereign support in case of need 
is assumed. The Bankis domestic 
strength rating, which excludes 
support factors, remains 
unchanged at BBB+, and is subject 
to review following the analysis of 
audited 1999 statements. 

A Capital Intelligence foreign 
currency rating assesses the likeli
hood that obligations wi l l be 
repaid in a timely manner, and 
takes into account all sovereign 
risk factors. Both Clis long- and 
short-term foreign currency rat
ings take into account the full 
impact of transfer risk and the risk 
that the host country may be 
unable or unwilling to service its 
foreign currency obligations. 

CAPITAL 
INTELLIGENCE 

ISLAMIC BANKING COVERAGE -

M i d d l e East Region 

• A l-Amin Co. fo r Securit ies Et 

Investment Funds, Bahrain 

• Albaraka Islamic Bank, Bahrain 

• Al-Tawfeek Company fo r 

Investment Funds 

• Bahrain Islamic Bank, Bahrain 

• Faysal Islamic Bank o f Bahrain, 

Bahrain 

• Jordan Islamic Bank fo r Finance 

ft Investment , Jordan 

• Inves tment Dar, Kuwa i t 

• Kuwa i t Finance House, Kuwa i t 

• Qatar In te rna t iona l Islamic Bank, 

Qatar 

• Qatar Is lamic Bank, Qatar 

• Al Rajhi Banking ft Investment 

Corpora t ion , Saudi Arabia 

• Dubai Islamic Bank, UAE 

I S LAMIC BANKING C O V E R A G E -

Asia/Paci f ic Region 

• Bank Islam Malaysia, Malaysia 

• A l l ied Bank, Pakistan 

• Askari Commerc ia l Bank, 

Pakistan 

• Habib Bank, Pakistan 

• Faysal Bank, Pakistan 

• Mus l im Commerc ia l Bank, 

Pakistan 

• Nat iona l Bank o f Pakistan, 

Pakistan 

• Union Bank, Pakistan 

• Un i ted Bank, Pakistan 
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News IVIomitor 

BAHRAIN 

Islamic Bankers 
Plan Talks in the 
Capital City of 
Bahrain 
More than 35 financial institu
tions took part in the 25th 
Islamic Banking Operations and 
Investment Managers Conference 
in Bahrain. 

The three-day event, held 
under the patronage of the gov
ernor of Bahrain Monetary 
Agency, Shaikh Abdulla bin 
Khalifa A l Khalifa, was hosted 
by the Bahrain Islamic Bank in 
co-operation with the Jeddah-
based Islamic Development 
Bank. 

Abdul Latif Janahi, member 
of the Bahrain Islamic Bank and 
chief executive said, Bahrain is 
an ideal place to hold such a 
conference because many major 
financial institutions are based 
here in the country. 

Islamic financial institutions 
plan an important role in sup
porting the economic develop
ment of Arab countries and this 
meeting comes at the beginning 
of a new millennium, at a time 
when globalisation has become 
more prevalent, he said. 

Papers presented at the con
ference covered a wide variety 
of economics and investment-
related issues. Among the topics 
discussed was the role of 
Islamic banks in financing 
small businesses and the estab
lishment of a fund for the 
development of the infrastruc
ture of Islamic banks. 

Gu l f Daily News 

Islamic Banks 
Must Back Growth 
of Small 
Industries 
Sheikh Abdul Rahman bin Moha
mmed A l Khalifa, Justice and 
Islamic Affairs Under-Secretary 
and board chairman of Bahrain 
Islamic Bank speaking at the 
opening of the 25th Meeting of 
Directors of Operations and 
Investment of Islamic Banks and 
Institutions in Bahrain said 
"Islamic banks must lend support 
to light and medium-sized indus
tries to help them play their part 
in the development of countries. 
Such industries have a lot of 
potential and are important for 
the development of countries, 
reducing unemployment and 
increasing national income". 

"Our surveys of the small and 
medium-sized industries in the 
region have made it clear that 
there are some great opportuni
ties that can be exploited through 
helping to finance them". 

More than 35 banks and 
financial institutions took part in 
the three-day event, which was 
held under the patronage of 
Bahrain Monetary Agency (BMA) 
Governor Shaikh Abdulla bin 
Khahfa A l Khalifa. It was hosted 
by the Bahrain Islamic Bank in 
co-operation with the Jeddah-
based Islamic Development Bank. 

Shaikh Abdul Rahman also 
said that Islamic banks should 
realise that they can no longer 
operate in isolation from the rest 
of the world. "We are not so far 
away from what is happening 
around us and we are not 
immune to the phenomena tak
ing place in the financial world, 
such as globalisation and free 
trade. We have to guard our 
economies and institutions 
against possible threats by co
operation and common strate
gies", he said. 

Sheikh Abdulla observed that 
Islamic banks had made important 
strides which have consolidated 
their positions in the financial land
scape, both regionally and interna
tionally. He said that Islamic institu
tions have thrived in Bahrain 
because the country's policies 
encouraged their activities. 

Islamic banks have been given a 
solid base from which they can devel
op from, they are operating in a 
friendly environment with sound 
laws, supervision and advice. 

He said that Bahrain would con
tinue to support Islamic institutions 
because it knows their importance in 
the development of the Arab and 
Islamic worlds economies, he said. 

Islamic Development Bank repre
sentative Bashir Fadhlala said that 
such meetings provide those working 
in the Islamic banking industry with a 
great opportunity to exchange ideas 
and experience. He also praised the 
BMA's support of Islamic banks and 
institutions 

G u l f Daily News 

MIDDLE EAST 

Islamic Banking 
Sector Grows by 
15 per cent 
The annual growth rate of the Islamic 
banking industry was estimated at 
15% during the past 5 years. The 
market size of Islamic banks was 
assessed at $200 billion per annum. 

IPR S t ra teg i c Business 
In format ion Database 

Islamic Funds -
Mutuals Continue to 
Grow Faster 
Mutual funds constitute one of the 
fastest growing areas of Islamic 
finance. Opinions vary over the total 
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value of equity funds under Islamic 
management with estimates rang
ing from $1,000 million to $3,000 
million. However, there is no dis
pute that the industry is expanding 
rapidly. 

"Without taking capital appre
ciation into account. Islamic equity 
funds are growing at a rate of 
between 20-25 per cent a year," 
says Philip Winder, director of 
Schroeder Asseily, which is the 
investment adviser for the recently 
launched Crescent Fund. "Islamic 
investors are becoming more 
sophisticated and global equity 
markets have offered attractive 
returns for a number of years." 

The growth of the sector has 
been explosive. Of the 22 funds 
identified originated in the Middle 
East, all but five have been 
launched within the last three years 
and ten since the start of last year. 

"There are three core reasons 
for this rapid growth," says Laurent 
Chappuis, portfolio manager in 
charge of Islamic equities at 
Geneva-based Pictet ft Cie. "There 
is a growing interest from Muslim 
investors, the Sharia boards are 
demonstrating greater fiexibility 
and the funds are generating better 
returns." 

Certainly, the number of 
Muslim investors in Islamically-
acceptable equities is growing fast 
and Chappuis says this is the result 
of an increasingly developed mar
ket. Many investors in the past 
thought the opportunity cost too 
high to justify placing cash in 
Islamically-administered funds, 
because many strong-growth sec
tors were haram or forbidden. 

However, increasingly innova-
five Sharia boards are finding ways 
around this barrier. For one thing, 
Quranic proscriptions have become 
more imaginatively interpreted. At 
the most extreme, three years ago, 
the Dar al-Maal al-Islami Trust 
permitted no investments in equi
ties at all. 

Greater fiexibility facilitates 
better performances and the 
returns generated by Islamic equity 
funds have improved. "A number 
of funds performed very well last 

year and as a result investors are 
beginning to see a premium rather 
than an opportunity cost in Islamic 
equities," says Chappuis. 

There has been a discernible 
shift in the attitude of Muslim 
investors. Although traditionally 
regarded as highly risk-averse, the 
avalanche of news surrounding 
events on international stock 
exchanges and the aggressive mar
keting of Islamic equity funds have 
brought about change. The majori
ty of Sharia-compliant investment 
used to flow into lease-financing 
funds, and while the size and num
ber of these fiinds has also grown 
over the last few years, the trend 
towards increased exposure to 
equities among Islamic investors is 
evident. 

"Islamic investors have watched 
the returns generated by equity 
funds over the last few years and 
have been attracted," says Rushdi 
Siddiqui, director of Dow Jones' 
Islamic Index Group. "Trade 
financing and lease financing 
funds have less risk and generate 
lower returns. As a result, there is a 
growing appetite for 'clean' equity 
investment." 

The future growth of the sector 
may be further encouraged by the 
launch of Islamic equity indexes 
which track the movements of 
stocks, which conform to Sharia 
investment principles, on global 
equity markets. The first series was 
established early this year by 
Kuwait's The International Investor 
(TII) in conjunction with FTSE 
International and includes a global 
index and four sub-indexes cover
ing North America, Europe, the 
Pacific rim and South Africa. 

The jo in t venture sees TII 
selecting stocks for inclusion in the 
indexes by screening them from 
the 2,200 stocks covered by the 
FTSE/Standard ft Poor's Worid 
Series Index, and FTSE 
International running the calcula
tions. "The indexes can be used as 
a benchmark against which the 
performance of Islamic equity 
funds can be measured," said TII 
chairman Adnan al-Bahar when 
the series was launched. 

FTSE International's Stephen 
Vale says that plans are being 
made for a more high-profile 
relaunch of the series, and this is 
expected before the end of the 
year. The root cause of Til's prepa
rations for stronger marketing of 
its Islamic indexes is the fanfare 
that surrounded the February 
launch of the Dow Jones Islamic 
Market (DJIM) series of indexes. 
Established along similar lines to 
the TII stable, the DJIM series is 
based on the results of Dow Jones' 
in-house Sharia committee screen
ing acceptable equities. 

Siddiqui estimates that there 
are about 50 Islamic equity funds 
around the world, of which about 
half originate in the Middle East, 
and that the number is set to grow. 
He says the indexes provide two 
main functions: they act as bench
marks against which the perfor
mance of funds can be measured 
and they improve transparency. 
"Money goes wherever there's 
investor confidence, accountability 
and transparency, and the DJIM 
series aids this," he says. "The mar
ket is nascent but growing and 
indexes wil l help attract assets. The 
whole sector is chasing growth." 

One of the potential gains from 
the growth of Islamic equity index
es, with their own Sharia commit
tees, is the costs saved for Islamic 
funds of analysing each potential 
investment for Sharia acceptabili
ty. Equally, one of the difficulties 
confronted by the sector is the 
divergence of opinion held by 
Sharia scholars over what is halal 
or permissible and what is not. 

In Islamic investment there are 
three areas: black, white and grey. 
Companies engaged in un-lslamic 
activities, such as gambling or the 
sale of alcohol, are clearly not 
open to investment, while other 
sectors, such as quoted Islamic 
banks, present no problems. 

However, the grey area is the 
largest with many companies hav
ing halal activities at their core, 
but also deriving revenues from 
impure sources, such as interest 
income. 

Middle Eas t E conomic Digest 
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Malaysia Plans First 
Global Islamic 
Money Market 
Malaysian and Gulf market regula
tors and bankers have agreed to 
launch what they call the first 
global Islamic inter-bank market, 
with Bahrain and Malaysia's 
Labuan as the two trading centres. 

The US dollar-based Islamic 
money market wil l mobilise b i l 
lions of dollars of Islamic funds 
and facilitate liquidity manage
ment 24 hours a day, they said, 
after a meeting on the tax haven 
island off Borneo. "We have 
resolved most of the issues, so we 
can go ahead, we hope to launch 
by the end of the year," said 
Mohamad Razif Abdul Kadir, direc
tor-general of the Labuan Offshore 
Financial Services Authority 
(LOFSA), Labuan's regulator. 

Currently there are no markets 
that would satisfy the liquidify, 
profitabilify, security and Shariah 
compatibility needs of Islamic 
banks or banks that offer Islamic 
financing alongside their conven
tional systems. Under Shariah laws, 
a money market cannot trade or 
discount debt. Interest is also 
strictly forbidden. The money mar
ket could help breathe new life into 
Labuan, a nine-year-old offshore 
centre that is home to 61 interna
tional banks and 62 insurers whose 
operations were curtailed by the 
Asian financial crisis. 

"In Labuan, we have to find a 
niche and our niche we believe is 
Islamic banking and finance," said 
Razif, who recently hosted a two-
day talk comprising Labuan and 
Bahrain bankers as well as repre
sentatives from the Islamic 
Development Bank. 

Razif said Brunei, Indonesia 

and Saudi Arabia have also 
expressed support for the project. 
Other Islamic nations are expected 
to follow suit. The plan envisaged 
the setting up of a liquidify man
agement house, where central 
banks can lend and borrow money 
from the market. 

Labuan has teamed up with the 
Bahrain Monetary Agency, which 
oversees the thriving Bahrain 
financial and banking centre, to 
develop the money market. 

Razif said Labuan - short of 
Islamic funds - could tap surplus 
funds from Bahrain banks. "Our 
goal is to bring the two markets 
together," he said. Bahrain officials 
said they were committed to push 
the project forward. "No doubt the 
challenges are great but we want to 
see this project progress and fiour-
ish," said Khalid Al-Bassam, exec
utive director, banking operations, 
at Bahrain Monetary Agency. 

Labuan was set up to rival 
Singapore and Hong Kong. But 
Labuan bankers say the Malaysian 
tax haven was still lagging behind 
the two established Asian offshore 
centres. 

Reuters News Serv ice 

Banks Urged to Step 
Up Islamic Banking 
The country's banking sector 
wasurged to step up its Islamic 
banking activities to help expedite 
the government's aim of seeing 
Islamic banking take a 10 percent 
market share in local banking. 

Depufy Finance Minister Datuk 
Dr Shafie Mohd Salleh said that 
towards the end of last year the 
total assets in Islamic banking 
stood only at RM28.4 billion or 
five percent market share of the 
local banking system, with deposits 
amounting to RM21.3 billon. He 
said, "We hope that the new banks 
would upgrade their operations to 
become full-fledged Islamic bank
ing branches". 

He added, Bank Negara Malaysia 
hoped to achieve the target in the 
next 10 years. Earlier, he presented 
profit cheques to investors of the 

Skim Ar-Rahnu, jointly undertaken 
by Yayasan Fembangunan Ekonomi 
Islam (YPEIM) with Bank Kerjasama 
Rakyat Malaysia Bhd and Bank 
Islam Malaysia Bhd. 

Skim Ar-Rahnu will help those 
wanting to take loans by way of 
pawning their jeweUery under the 
Sharia laws. Since 1993, the scheme 
has benefited 400,000 clients 
throughout the country with total 
loans given out amounting to 
RM384 million. 

The Malay National News Agency 

QATAR 

The International 
Investor Opens in 
Under the patronage of HE Abdulla 
Bin Khalid A l Attiyah, Governor of 
Qatar Central Bank, Qatar has 
inaugurated the opening of TII 
Qatar, with a paid up capital of QR 
20 miUion. 

Adnan A l Bahar, Managing 
Director of TII Qatar, stated that 
Qatar was so selected because of 
its promising future. Further, all 
indicators point to a vital econom
ic growth which wil l place Qatar 
among the major players in the 
GCC and the Middle East. This 
requires the presence of more spe
cialized investment companies for 
financing and managing funds 
according to Sharia. 

Faisal A l Sulaiti, partner in-
charge of TII Qatar, confirmed that 
Qatar is one of the important 
investment markets in the region 
and this development is part of the 
company's strategy to expand its 
base and strengthen its status as a 
leading regional investment bank. 

TII Qatar wil l provide specialist 
Islamic structured finance services 
and advice to corporations, family 
business, financial institutions, etc. 
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Business Group 
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BANGLADESH 
who are in textiles 

chemicals 
ceramics 
real estate 
jute 
trading 
marine food 
media 

Corporate Office 
17 Dhanmondi, Road No 2, Dhaka 1205, Bangladesh 
Phones: (880)-2-861891,868220 Fax: (880)-2-863470,867647 
nternet: http://www.beximco.net email: beximchg@bol-online.com 
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