New
HORIZON
Islamic Banking 8t Insurance
No. 1 0 1 . A u g u s t 2 0 0 0 / J u m a d a a l U l a

1421

Financing Infrastructure:
Islamic Financial Institutions must do more
to assist development in Muslim countries
Islamic Banking: The challenge from within
Beneficiaries in Islamic Life Insurance the Global Context
IIBI Guest Column An overview of the 'Islamicity' of Stock Markets
Who is Who in Islamic Finance - ANZ Global Islamic Finance

stitute of Islamic Banking B: Insurance • London

Wc have been rated

The Best
Highest entity rating
awarded to any financial
institution in Pakistan
Long Term Rating AA

S h o r t T e r m R a t i n g A1 +
Awarded by PACRA in affiliation with
Fitch IBCA Inc., New York/London

Al Faysal

Investment Bank Ltd
A M E M B E R OF THE D A R - A L - M A L A L - I S L A M I

GROUP

Largest Investment Bank in Pakistan

CONTENTS

New
HORIZON.
Chairman of Editorial Board

Muazzam Ali

02

International Editors

Dr Rifaat Ahmed A. Karim
Manama
Dato' Fadzh Yusof
Kuala Lampur
Yusuf Talal DeLorenzo
United States
Dr Alireza Rahimi Brougerdi
Tehran
Suleiman Dualeh
Geneva
Prof Murat Cizacka
Istanbul

03

Comment

The Islamic Financial Institutions must do more to assist development in
Muslim countries
Islamic banking: The Challenge from within

Mr Muazzam Ali, Chairman of the Institute of Islamic Banking a
Insurance, identifies the issues hindering the progress of Islamic banking

0 5

The Dow Jones Islamic Market Index Et The
International Investor Indices

0 6

Beneficiaries in Islamic Life Insurance
(Family Takaful) in the global context

Mr Mohamed Ma'sum Billah (Ph.D) assistant Professor of Law, Dept of
Business Administration, International University of Malaysia explains
issues of insurance under Islamic law

Editor

Nasr-Eldin Ayoub-Bey
Editorial Assistant

Rakiya Ibrahim

Editorial Advisor

Asma Siddiqui

08

Executive Editor

S.Ghazanfar Ali

IIBI Forum

The IIBI Shariah Scholars provide answers to questions and isssues pertinent to Islamic Finance

Research Associate

Daphne Buckmaster

Design a Typesetting

10

ImtiazeAhmed Manjra
CONTACT
Editorial

16 Grosvenor Crescent
London SWIX 7EP, UK
Tel+44 (020) 7245 0404
Fax+44 (020) 7245 9769
IIBl@islamic-banking.com
Subscription it

1 3

1 4
1 6

Annual Subscription Rates

UK £45; Europe & Rest of
the World £55 includes pp
Price per copy
UK £4.00; Europe a Rest of
the World £5.00
Published Monthly by

This column enables scholars and Islamic banking practioners to express
their views on various aspects of Islamic finance. Muhammadu Husni,
Investment advisor with CDIC Sasson Cumberbatch Stock Brokers, a
member firm of the Colombo Stock Exchange, provides an overview of the
Islamicity of Stock Markets
Corporate Profile

The financial and business analysis of Islamic Financial Institutions

Advertising

2nd Floor
16 Grosvenor Crescent
London SWIX 7EP, UK
Tel+44 (020) 7245 0404
Fax+44 (020) 7245 9769
IlBI@islamic-banking.com
URL http://www.
islamic-banking.com

IIBI Guest Column

18

IIBI Ratings
Who is Who in Islamic Finance

With a view to introducing active players and eminent personalities. New
Horizon recently introduced the who who is who column as a regular feature. We hope that this will assist Islamic bankers in knowing each other
and help foster co-operation among them.
News Monitor

Institute of Islamic Banking
and Insurance

16 Grosvenor Crescent
London SWiX 7EP, UK

®1999 Institute of Islamic Banking and
Insurance ISSN 0955-095X
The views expressed in this magazine are
not necessarily those of the Publisher or of
the IIBI.

NewHORIZON

August 2000

Jumada al Ula 1421

1

COMMENT
Financing

Infrastructure

Islamic Financial Institutions must do more
to assist development in Muslim countries
Infrastructure refers to roads, of finance permitted by Shariah
bridges, railways, water-ways, are in greater use so that these
airways, and other forms of banks can earn profits for their
transportation and communica- shareholders and depositors.
tions as well as water supplies, Islamic investment companies
electricity and telephone. It also operate like mutual funds. They
includes financial institutions invest clients' monies in common
and such public services as health stock or use them to earn profits
and education. More generally it through Islamic modes of finance
includes all institutional prereq- as Islamic banks are doing.
uisites of efficient working of
competitive markets and expansion in production.
The building up of infrastrucIslamic financial
ture requires huge amounts of
institutions are discapital. The benefits of these huge
investments are great but many
tinguished by prohiof them are indirect and all of
bition from lending
them accrue gradually over a
long period of time. In the develor borrowing on
oping countries, especially, the
interest. An Islamic
private sector either lacks the
means to undertake these projects
bank accepts investor it is unable to find the (low)
ment deposits on a
returns and (long) time period
involved suitable. So the state is
profit sharing basis.
called upon to undertake these
projects in order to create an
It supplies some of
environment suitable for growth
these funds on a
and development.
profit sharing basis.
It is presumed that government revenue from all sources
But currently other
including politically sustainable
levels of taxation falls short of
modes of finance
the amounts needed for financing
permitted by Shariah
infrastructure. So the issue before
us is how to mobilize public savare in greater use so
ing for this purpose. In an interthat these banks can
est free Islamic economy the
question is: how can the Islamic
earn profits for their
financial institutions help in this
shareholders and
regard.
Islamic financial institutions
depositors
are distinguished by prohibition
from lending or borrowing on
interest. An Islamic bank accepts
investment deposits on a profit
Broadly speaking, there are
sharing basis. It supplies some of two ways in which Islamic banks
these funds on a profit sharing and other Islamic financial instibasis. But currently other modes tutions can mobilize private sav2
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ings for public sector projects
related to infrastructure:
The first way is based on
profit sharing and can be
applied to projects capable of
yielding measurable monetary
returns e.g. in the form of a toll
tax for using a highway or
motor vehicles licensing fees for
using roads in general, etc.
Funds mobilized in this iramework can be rewarded by a percentage share of the actual
returns.
Secondly, funds can be
mobilized by selling at a higher
than cost price services / benefits of certain infrastructures
which are 'purchased' on
deferred payment from the private sector which builds them
for the government in expectation of good returns on their
investments.
Thus an airport can be built
by a private company, local or
foreign, and sold or rented to the
government which pays the
installments due out of money
collected as airport tax and
landing fees etc - whereas the
returns to the investor in the
first mentioned way are variable
they are predetermined in the
second.
Islamic economists have
devised certain financial instruments under both frameworks
reported above. There are therefore no reasons in principal hindering Islamic financial institutions from utilizing existing
modes of finance or from developing new and innovative products that would assist the economic development of the
Ummah, increase business for
such institutions as well as provide justification for their very
existence. •

FEATURE

Islamic Bonking

The challenge from within
Islamic banking evoked considerable interest when it was launched
over two decades ago. Muslims
had hoped that the system would
not only satisiy their conscience by
ensuring Halal income, but also
facilitate the economic development of the Islamic Ummah.
Their attachment to the concept
in the beginning was emotional,
but they were confident that
Islamic bankers, driven by their
own conscience, would establish a
solid foundation for the system to
develop.
Today, Islamic banking attracts
people the world over. The speed
with which Islamic financial institutions have spread and the large
number of people that have placed
their funds with them is an indication of the desire of Muslims to follow the principles of an Islamic
financial system.
After two decades, however,
Islamic banking is at cross roads.
Muslims are now questioning
whether Islamic banking has
indeed succeeded in setting up a
financial system that is in keeping
with the philosophy of Islam, and
at the beginning of the year 2000,
what the future holds.
TWO DECADES ON

When the concept of an Islamic
financial system was launched in
the early eighties, there was every
reason to believe that it would be a
success. All the necessary ingredients for the success of the system
were present:
• a potentially large market with
Muslims comprising one fifth
humanity, including significant
concentrations outside Muslim
. countries, ranging from the
United States to South Africa;
• a dearth of any alternative
systems;
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• an abundance of goodwill from
Muslims, keen to support a system that not only provided a
banking system conforming
with the Shariah, but also one
that could act as an instrument
for the promotion of the
Islamic economic order, based
on social justice, equity, moderation and balanced relationship between the suppliers and
users of capital.
However, an assessment by any
measure, of the past two decades
will reveal that peoples' aspirations
have not been met. With few
exceptions, most "Islamic Banks"
tend to be Islamic only in name.
Indeed, in a number of cases, they
have merely attached the label
"Islamic" on conventional instruments and products. This is not
only a grave breach of the trust
Muslims have placed in these institutions, but also weakens the very
foundations of the system.
A LACK OF VISION AT
THE TOP

Most senior executives who are
managing Islamic banks today are
those who have switched over from
"conventional" financial institutions, attracted perhaps more by
higher salaries than anything else.
They have neither the commitment
nor any knowledge of Islamic
banking, nor do they appear to
have any desire to learn and adapt
to the concept of Islamic banking.
Perhaps, this could have been
explained in the early days, when
the challenge was to recruit people
to help establish, what was then, a
pioneering new system, competing
NewHORIZON

with the larger more established
conventional banks for both clients
and capital. Then, Islamic banking
recruited a mixture of people, some
with a pioneering spirit and a
strong desire to establish a truly
Islamic system, to give Muslims a
genuine choice in relation to their
financial matters, and others,
whose motivation may have been
more opportunistic.
However, Islamic banks have
now been in existence for over two
decades, and have access to a
potentially wide source of talent.
There can be no excuse for the
cavalier approach to the most basic
principals of Islamic banking, or
the lack of vision exhibited by
senior executives that could
restrict the future development of
the system.
The lack of understanding of
Islamic concepts exhibited by these
so-called Islamic bankers is alarming. A senior "Islamic banker" even
claimed that his clients are primarily interested in profit, regardless
of whether it is from Halal or
Haram sources. So long as such
people remain at the helm of
affairs, the future of Islamic banking is far from bright.
SHAREHOLDER VALUE AN ISLAMIC PERSPECTIVE

Although an Islamic banker should
be as focused on enhancing shareholder value as his contemporary
in "conventional" banking, the
approach of the Islamic banker in
achieving this goal has to be different. To understand this, one has
to understand the role of finance in
Islam.
The foundation of an Islamic
financial system is based on justice, equality and moderation. The
system clearly defines guidelines to
August 2000
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be followed - what is desirable and
what is forbidden.
It encourages financial institutions to utilise their resources to
the maximum, in order to meet the
needs of human kind, and as such
is against hoarding and keeping its
resources idle. Development is an
essential requirement and it is
imperative that Islamic financial
institutions fully participate in
such programmes. Under the
Islamic financial system wealth
and production must be lawful and
in accordance with the Shariah.
Being a "value oriented" system. Islamic financial institutions
should not indulge in operations
that are harmful to society.
Investments in non-productive
sectors are not permitted.
Accordingly it has declared unlawful dealing in Riba (Usury), gambling and anything which may go
against the concept of Islamic
Shariah.
There is growing consensus
among financial circles for the
elimination of exploitative and
unjust practices to reduce social
tensions and instabilities. The need
for induction of ethical values in
financial affairs is widely advocated. Therefore, the fundamental
challenge facing Islamic banking
today is the need to recruit executives who not only have the entrepreneurial flair, technical knowledge and management skills to
take financial institutions into the
21st century, but also believe and
adhere to concept of banking in
Islam.
THE SAME OLD PRODUCTS

Islamic banks have made little
attempt to keep pace with the
development in the modem financial world. While Western (or conventional) banks are devoting considerable portion of their revenue
on research and development and
are constantly striving to evolve
new financial and marketing products. Islamic banks are stuck with
one or two products. There is no
4
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There is growing consensus among financial
circles for the elimination
of exploitative and unjust
practices to reduce social
tensions and instabilities.
The need for induction of
ethical values in financial affairs is widely
advocated. Therefore, the
fundamental challenge
facing Islamic banking
today is the need to
recruit executives who
not only have the entrepreneurial flair, technical
knowledge and management skills to take financial institutions into the
21st century, but also
believe and adhere to
concept of banking in
Islam
attempt to refine these products
and come up with instruments to
attract and retain additional
clients. They are not only deficient
in financial products, but have also
paid little attention to marketing.
This, in conjunction with an apathy towards technology, the backbone of every institution in the
world today, has stagnated the
growth which one would have
expected by now.
It is ironic that even though
Islamic banks have established
Shariah boards, these boards are
not used for developing Islamic
instruments and products. These
Shariah Boards in co-operation
with Islamic bankers and economists could have played a major
role in developing Islamic instruments and products.
In co-operation with economists, Shariah scholars and technology experts can give Islamic
banking the image of a dynamic
system capable of meeting the
challenge of the present day and
Jumada al Ula 1421

providing an alternative financial
system.
The investors and shareholders
can also play their part. Indeed, it
is obligatory on those who place
their funds in Islamic banks to
insist that their funds are used in
accordance with the Shariah.
Transparency in accounts is essential and investors should insist that
banks explain their operation to
the people.
REGULATION.
STANDARDISATION

Some of the obstacles hindering
the development of Islamic banking include the absence of effective
regulatory controls and documentation. Unfortunately Islamic banks
have yet to develop regulatory
controls in the absence of which
they will not be able to inspire
confidence among prospective
investors.
If Islamic banking is to develop
these institutions will have to be
manned by a different type of
executive. Furthermore, without
seriously developing research and
training programmes. Islamic
banking will not make headway.
Investors should also play their
part by closely monitoring the
activities of Islamic banks.
Time is running out. If within
this decade Islamic banks do not
mend their ways people will
inevitably say that Islamic banking
has failed.
Islamic banking can have a
great future if it is practised in
accordance with Shariah. It is
therefore time that people who
believe in the Islamic system
step up a movement for the
putting of Islamic banking on
the rails and eliminate unacceptable practices.
The danger is that if the present trend continues and the
Islamic banks continued to be
managed by people who have no
understanding or commitment
to Islamic Banking the system
may suffer irreparable loss. #
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BENEFICIARIES IN ISLAMIC LIFE
INSUREANCE (FAMILY TAKAFUL)
IN THE GLOBAL CONTEXT
MOHAMMED MA'SUM

BILLAH

Under Islamic law, the beneficiary situations the policyholder will
in an insurance policy cannot be cease to have his right of benefidetermined based on a nomination ciary over the benefits of the policlause. A nomination in a policy is cy. Firstly, if the policy holder crejust a mere formality, which has no ates a Waqaf (charitable trust) out
effect as to the benefits of the pol- of the policy, the Waqaf becomes
icy. This is because the benefits the property of Allah (s.w.t.) in
from a policy are not outside the which the Waqif (dedicator) has no
property of the policy holder, right to hold his ownership nor to
rather any policy or any form of seek benefits from it after it is
savings under the name of a person given away as Waqaf. Secondly, if
must be regarded as his own prop- the benefits of the policy are suberty and he shall have his/her legit- ject to the settlement of the policyimate proprietorship over such a holder's debt. Once the policyholdproperty.
er dies, it is suggested here that the
Therefore, the beneficiary in a right of beneficiary over the benepolicy may be determined based on fits of the policy may move from
the test of whether one has an the policyholder to the following
insurable interest on the subject recipients with the following promatter of the policy, and one's cedures:
insurable interest over a policy
under Islamic law may be deter- • First of all the total benefits
mined based on the principles of obtained from the policy would be
al-Milkiyah (ownership), al-Mirath calculated together with other
(inheritance) and al-Wasiyah legitimate wealth left by the policy
(bequest). In other words, the ben- holder;
efits from an insurance policy
would be regarded as the property • If the policyholder has incurred a
of the policy holder, and the policy debt during his lifetime and it
holder, so long as he is alive, would remains unsettled at his death, the
have the sole ownership (unless the amount of debt would be deducted
pohcy holder creates al-Waqaf out from the policyholder's properties.
of the policy) of the benefits of the Debt is a right of creatures
policy, but after his death the ben- (Huququl Ibad) which should be
efits would be disbursed and dis- settled before the settlement of the
tributed to the rightful persons right of Allah (s.w.t.) (Huququllah).
relying on the principles of al- In the event of the death of a perMirath and al-Wasiyah.
son, the right of the creature is any
Relying on this contention it is form of debt while the right of
suggested here that the right of the Allah (s.w.t.) is, inter alia, the
beneficiary in any kind of policy funeral prayer (salatul janaza).
should first go to the policy holder Thus, it is the general practice,
who pays regular premiums as sav- under Islamic teachings, that the
ings for future security against debts (if any) of the deceased
unexpected risk. However in two should be settled before proceeding
6
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to offer the funeral prayer (Salatul
Janaza). This is indicated in the
Quranic sanctions where Allah
(s.w.t.) repeatedly says:
"(The distribution in all cases) is
after the settlement of will (made
during the lifetime of the deceased)
and debts"
"..(The distribution of deceased
property takes place only) after the
settlement of legacies and debts...."
"... [The distribution in all cases] is
after the payment of legacies and
debts...."
The Holy Prophet (s.a.w.) also said:
"Settle the debt of the deceased
before his funeral"
In the aforementioned three ayat of
the Holy Qur'an and the tradition
of the Holy Prophet (s.a.w.), it has
been expressly sanctioned that, the
distribution of one's wealth after
his death should take place only
after the settlement of his debts
and legacies.
(iii) After the settlement of debt,
the funeral expenses of the
deceased (policyholder) should be
deducted from his remaining properties. Shaikh Mohammad Abduh
expressed in one of the Fatwa sessions that it is necessary under
Shari'ah principles to separate the
funeral expenses of the deceased
from of his left property.
(iv) The next step on the remaining
properties of the deceased (policy-

holder) is the deduction of the portion given away in his lifetime as
al-Wasiyah (will). A will is
enforceable only up to 1/3 of the
total property. This is found in the
saying of the Holy Prophet (s.a.w.):

heir. Firstly, the will in favour of
an heir is not valid relying on the
Hadith reported by Amr Ibn Kharja
(r.a):
"Narrated by Amr Ibn Kharja The
holy Prophet (s.a.w.) said: There is
no will made in favour of any heir."

"Narrated by Amir bin Saad bin
Abi Waqqas , he said that: I was
taken very ill during the year of the The second view of al-Shafii is that
conquest of Macca and felt that I a will in favour of an heir may be
was about to die. The Prophet valid if the remaining heirs consent
(s.a.w.) visited me and I asked: "0 to it. This view is based on the folMessenger of Allah (s.w.t.) I own a lowing Hadith:
good deal of property and I have no
heir but a daughter. May I make a "Narrated by Ibn Abbas the holy
will, leaving all my wealth for the Prophet (s.a.w.) said: it is not percause of religious and charitable missible to make a will in favour of
activities? The Prophet
(s.a.w.) an heir unless it is made with the
replied: "No". Again I asked: May I consent of the remaining heirs."
do so in respect of 2/3 of my property? He (s.a.w.) replied: "No". I To sum up, a will could be valid if
asked may I do so with 1/2 of it? it is made within 1/3 of the properHe (s.a.w.) replied: "No". I again ty, and the wih should not be made
asked: May I do so with 1/3 of it? in favour of any heir unless the
The Prophet (s.a.w.) replied: Make remaining heirs consciously cona will disposing of 1/3 in that sent to it.
manner because 1/3 is quite
enough (of the wealth that you pos- The will should be made during the
sess) for it is better for you to leave lifetime of the legator but the legayour offspring wealthy than to tee has no right to enjoy the beneleave them poor, asking others for fits of the will until the legator
help."
dies. Bahr al-Raqaiq and Majma alAnhur ruled:
It is also worth noting here that,
the will may only be made in "A will is an act constituting a perfavour of the stranger (non-heir) son proprietor of another's properbecause a will made in favour of ty gratuitously by that other person
any of the heirs is not valid unless following his own demise."
the remaining heirs consent to it.
The Holy Prophet (s.a.w.) said:
A similar principle has been laid
down in the following juristic view:
"Narrated by Sarhil bin Muslim alKhawlani, the holy Prophet (s.a.w.) "The ownership under a will could
said: Verily Allah (s.w.t.) has be transferred only after the demise
bestowed upon every entitled his (of the legator)"
right (and) now there is no will in
favour of any heir"
While Al-Ma expressed that:
The Holy Prophet (s.a.w.) also said:
"Narrated by Ibn Abbas: The holy
Prophet (s.a.w.) Said: will in
favour of an heir is not permissible
unless when the remaining heirs
consent to it."
Imam Shafii expressed two views
as regards to a will in favour of an

"A will is a direction for appropriation (of property) after one's death".
A similar ruling has been given by
al-HiUi that:
"A will is that which renders one
with ownership or benefits over a
particular property only after the
legator's death."
NewHORIZON

In the light of this analysis and
based on authorities it is suggested
here that, in an insurance policy if
the policy holder nominates a
stranger (outside the heirs) in the
policy, the nominee shall not have
any right over the benefits of the
policy, rather he may be treated as
a mere trustee.. But if the policyholder expressly mentions that the
benefits from the policy are to be
regarded as a will in favour of the
nominee, then the nominee will
have the right only up to 1/3 of the
total property of the policyholder.
If the policyholder nominates any
of his heirs, the nominee in this
case also may be treated as a mere
trustee and will have the right of a
portion over the benefits of the
pohcy according to the principles
of al-Mirath. But if the nominee is
among the heirs and the policy
holder expressly mentions in the
policy that the policy is made as a
will in favour of the nominee
(heir), the will in this case may not
be valid unless the remaining heirs
of the policy holder consent to it.
(v) After all these aforementioned
deductions, the final step on the
remaining properties of the policyholder (deceased) after the settlement of the aforementioned obligations is to distribute them among
the heirs of the policyholder
according to the principles of alMirath.This is indicated in the following sanction where Allah
(s.w.t.) rules:
"From what is left by parents and
those nearest related (next of kin),
there is a share for men and a
share for women, whether the
property be small or large - a determinated share."
To conclude here that, after one's
demise, the debt (if any) shall be
settled first prior to the actual distribution of his property left by him
according to the principles of alMirath. It will then be followed by
the funeral expenses and also the
disbursement of the portion created
as a will (which should not exceed
1/3 of the whole property). •
August 2000
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IIBI FORUM
of a man of means (ghaniyy) is
wickedness (zulm)."

Shariah Questions
Default in payment
This question relates to debtors
defaulting on an Islamic finance
based transaction. Specifically,
most non-Muslims are concerned
about the debtor defaulting in
their payment. In the conventional system, defaults in payment of
loans is punished by the imposition of interest for the time
extension. However, under the
Shariah, this is not allowed as it
constitutes riba al-nasiah.
Moreover, Islam encourages the
creditor to give time extension
when the debtor fails to pay the
debt. How does the creditor discourage the debtor from defaulting? Can a penalty be imposed on
the debtor for defaulting? What
factors do you consider when
deciding whether an extension of
time should be given?

Mohamed Arif, Pakistan
It is necessary to bear in mind that
there are basically two categories
of financing, loans and investments. Under loans there is basically one type that is provided for
by the Shariah which is Qard Al
Hasan - a loan granted on compassionate grounds free of interest or
service charge. Only certain categories of people quality. The other
category includes mudaraba,
murabaha, ijarah, musharakah etc.
Islam makes a distinction
between two categories of defaulting debtors. One type is he who
defaults by necessity, i.e. a person
whose financial situation is such
that with the best of intentions he
simply lacks the means of paying.
8
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The Qur'an is explicit that this is
the debtor who deserves compassion and to be given a grace period. It is required that the defaulter
be given respite until he is able to
pay. The Holy Qur'an expressly
states:
"And if the debtor is in difficulty,
grant a delay until a time of ease.
But if ye remit it (the debt) by way
of charity, that is best for you if ye
only knew. (2:280)
This verse suggests that creditors
should readily grant pressed debtors
additional time to pay. Islam does
not encourage a creditor to give an
extension to every debtor who
defaults. The extension is for
debtors in genuinely dire straits.
As for the second type, the
debtor who refuses to pay even
though he has the means, he is a
perpetrator of injustice (zulm) who,
far from deserving alms, exposes
himself to possible punishment.
The Holy Prophet SAW condemns the person who delays the
payment of his dues without a valid
cause. He said in a hadith "The well
off person who delays the payment
of his debt subjects himself to punishment and disgrace".
The fulfilment of one's obligation under all contracts is a religious
duty for every Muslim. Allah says:
"0 ye who believe! Fulfil (all) your
undertakings."
(5:1 And
He
says:"...and keep the covenant. Lo! of
the covenant it will be asked." (17:34)
So he who defaults deliberately
contravenes Allah's law. The
Prophet S.A.W. for this reason said
in a hadith: " the defaulting (matl)
Jumada al Ula 1421

With regards to enforcement of the
debt, the contract entered into
between the Islamic financial institution and its client is legal and
valid and in the event of default
the Islamic financial institution
can exercise its right in court to
enforce the contract based on a
creditor
and
debtor
relationship.Some Islamic jurists
hold that that which is compulsory
in religion is enforceable in law.
Also there is a majority view that
anything prohibited in the Shari'ah
if committed can be punished
under what is called ta'zeer, where
the punishment is not specified.
On the penalty to be imposed on the
defaulter, the Judge exercises his
discretion depending on the nature
of default. He can admonish, threaten, disgrace or even jail the defaulter and if necessary dispose of his
asset to pay the debt. However, it is
generally agreed by Islamic jurists
that a monetary fine is not one of
the options open to the Judge in
this case as this would amount to a
monetary penalty for delayed payment, which is riba or interest.
Some contemporary views suggest that such a fine is permissible
if it is applied to charity as a deterrent, but this seems to some as, at
best, doubtful in its validity.
On what measures an Islamic
bank can take to protect itself from
defaulting clients, firstly. Islamic
banks operating in a non-Islamic
environment will need to ensure
that the laws of the land punish
defaulters on commercial contracts
or have deterrents as a fall-back.
Secondly, and perhaps more
importantly the onus is higher in
an Islamic bank for establishing
the character of the borrower, by
obtaining a character reference,
possibly a credit check of the
client's past borrowings. The primary assumption is that this situation should not arise as every true
Muslim should pay his debts when
due as a religious obligation.
And Allah knows best.

Buyer's Inability to
Pay for Good

Fees for the Preliminary
Evaluation of Projects

If a buyer is unable to pay for

Is it lawful for the bank to charge

goods he/she has ordered, is it

its client for consultative services

lawful for the bank to purchase

ordered by the bank for the study

the goods from him/her by mak-

of a project's feasibility before

ing the payments that remain?

investing in it with, or for, its

And may it then enter into a new

client by means of mudarabah?

contract with the client for a
lease, purchase, or murabahah
sale of the goods, on condition
that the client repay the bank
within a fixed period of time?

Ashraf Saad, United Arab Emirates

If the new contract is concluded
with the client for an amount
greater than the previous one, the
bank will have entered into an
unlawful transaction. Further, if
the amount in the new contract is
the same as the previous one, the
bank will derive no benefit from
the transaction, and there will
therefore be no reason to enter into
a new agreement, unless its purpose is nothing more than to help
its client.

Fatimah Abdullah, UK

There is no legal impediment to
taking payment from a client in
return for actual consultation presented to the bank in regard to the
study and evaluation of projects
for mudarabah, musharakah,
ijarah, etc. Services performed
after a contract has been signed,
however, will be shared equally by
the client and the bank; except in
regard to interest-free loans in
which case all fees will be paid by
the client alone after the contract
has been signed.
Joint Mudarabah Operations with Other Banks
Where an Islamic Bank owing to its

Investing Surplus Funds

position in the international banking community, undertakes

fulness of trade: And others who go
forth in the earth, seeking the bounty of the Almighty (73:20). In the
Sunnah, it is related that Ibn 'Abbas
said, "Our tribal leader, al 'Abbas
ibn 'Abd al Muttalib, whenever he
paid money out in mudarabah,
would stipulate to his partner that
he must not cross over water with
his money, or make camp in a dry
riverbed, or buy a fractious mount
with it. If his partner did any of
those things, he would be held personally responsible. When news of
these conditions reached the
Prophet of Allah, upon him be
peace, he endorsed them."
Given the lawfulness of
mudarabah from a Shari'ah perspective, the Board sees no impediment
to the bank's purchasing goods on
the international market with funds
gathered from other Islamic banks
and financial institutions in partnership, and then its assuming the
responsibility of managing the operation (as agent-manager) as a
mudarabah in which it also participates as an investor, regardless of
whether its dealings are undertaken
on a short or a long-term basis, or
take the form of either a sale of
trust, such as murabahah, or an
ordinary bargained sale.

Is it lawful for the Islamic Bank to

mudarabah operations in partner-

invest surplus funds in operations

ship with several other banks and

with other banks (sometimes called

financial institutions, some of

investment accounts for banking

which are Islamic and some of

operations) as a part of an initial

which are not. And that the bank

agreement over the expected prof-

serves as agent-manager for the

What is the Shari'ah viewpoint

its, as determined by the market

group, using the funds they invest

concerning the purchase of tick-

prices and the profit margin

to purchase goods and then sells

ets for travel and their resale, on

agreed upon for murabahah sales,

them by means of murabahah, such

a murabahah basis, to clients, by

with the understanding that the

that the bank authorizes an inter-

means of a special arrangement

deal will be completed when the

national firm, as its agent, to pur-

between the bank and the

portfolio is fmally evaluated.

chase goods on behalf of the bank

national (or any other) airMne?

Abdulkader Suleiman,

Kuwait

If the intent of the question is that
an agreement will be made over
expected profits, i.e., as yet unrealized, and that later on the matter
will be settled on the basis of actual profits (when the portfolio is
evaluated), then this will not be
lawful. This is because the jurists
have resolved that profits will not
appear until they are ready to be
divided after the initial capital
investment is recovered.

Airline Tickets

Rozali Mohamed,

by means of a murabahah sales
contract with that company. Is this
permitted under the Shariah?

Hassan Yusof, Geneva
Fatwa
The jurists of all the major legal
schools are agreed on the legitimacy of mudarabah transactions. In
this regard they cite texts from the
Qur'an and the Sunnah. In the
Qur'an, the root for the word
mudarabah, d-r-b, is used in a
verse that clearly indicates the lawNewHORIZON

Malaysia

It is lawful for the bank to purchase tickets from an airline, and
then to sell them on the basis of
murabahah to its clients, provided
that the agreement between the
bank and the airline, and the
details of how the transaction is to
be carried out, are scrutinized
beforehand by the Fatwa Council
of the bank before the plan is
implemented.
August 2000
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MBI GUEST COLUMN

An Overview of the Islamicity
of Stock Markets
^smmmm

I

n the modern business world the
word share is most commonly
heard, read or spoken everyday, and
even some people says the stock market
is a back bone of a country, in other
words it is barometer of an economy.
A share is defined as "one of the
equal parts into which a company's
capital is divided and entitling the
owner to a proportion of profits." It
would simply mean that a share you
own is your own stake in the ownership
of a company. A public company raises
its initial equity capital by issuing
shares. The ownership of a company is
divided into shares, and the total shares
issued equals to 100% of the ownership.
For an example:
A company with an issued share capital
of Rs. 10,000,000 would most likely
comprise 1,000,000 share of Rs.lO/= par
value (or face value or nominal
valuejeach, which the value traditionally declared when issuing the shares for
sale. The par value of a share could be
on the companies incorporating documents. The usual par value of a share in
Sri Lanka is Rs.lO/=.
When a person buys shares in a
company he becomes one of its owners.
Naturally, his ownership rights increases with the number of shares he owns.
The managers or directors of a company are expected to direct and utilise its
resources to fulfil his expectations of
profits as an owner, and the many other
shareholders like him.
Unlike in more developed countries,
in Sri Lanka, shareholders are very
often engaged in the management of a
company. This is a historical development due to the smaller size of the share
market in the past. As companies need
more equity capital for growth and new
companies are established in a diversified economy, the emergence of more
shareholders that are not managers is
most likely to occur.
10
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As an owner it entitles you to a favours profit and investment, good
share of the profits of the company management of business and industry,
which when distributed are called divi- expanding internal and external trade,
dend s. Dividends are cash payments and overall healthy, tension- free politimade out of the net profits of the com- co-economic conditions worldwide.
pany after taxation, and setting apart
The bulls, investors or brokers, have
for reserves, which a company pays to an optimistic view of the market. They
its shareholders. The dividends paid are think when bulls swings into action
proposed by the directors and approved prices tend to rise, i.e "a half-empty
in General Meeting by the shareholders. glass always looks half filled to the
A share in a listed company could bulls". They expect stock prices to rise
be freely traded in the Stock Exchange. and buy shares hoping to sell them soon
The price is not fixed by anyone. It is afterwards at higher prices.
solely dependent on supply and
Most investors tend to move in with
demand. The buying and selling of their funds at the time of a bull market.
shares, being dependent on the princi- Some of them, when they make particples of supply and demand requires an ularly well calculated profitable deal in
organized market where the buy/sell shares could be said to have hit the
transaction could take place. This is the bull's eye, while many no doubt remain
Stock Exchange. In Sri Lanka there is at bull-headed in their dealings and could
present only one such place, the well end up the losers like the bull with
Colombo Stock Exchange (CSE). The out the tail.
shares of a company that performs well
in business, and has prospects of such
Now to Bear-baiting. A Bear in
the
continued good performance, with good jargon of stock trading is one who
reliable management or those of a com- believes the market will decline. He or
pany soon to enter into an area of prof- She not necessarily a pessimist. It could
itable investment, fetch much higher be a most objective judgment. A bear
prices than the par value. Similarly the market is of course a market on the
shares of a company which performs decline, where share prices are falling.
badly could fall even below par value. A
The decline in share prices could be
good investment climate in a country due to a multiplicity of factors, generalwould boost share prices, and vice versa. ly the opposite of what led to the bull
With this expanding interest in phase mentioned earlier. There are many
shares the jargon of the Stock Market is investors who think bear, and move in
bound to gain popularity. Bull and Bear to buy up shares in a bear market. They
apart, there will be much more heard grab shares at falling prices almost like
and read about Auction. Markets and a bear hug, in the hope that bull will not
Trading Floors, Blue Chips, Right issues. be far away. Often they do succeed,
Ordinary, Preference and Bonus Shares, although the approaching bull may be
Dividends, Portfolios, Bids ft Offers, Par somewhat further than they thought.
and pari passu, Prospectus and Proxy,
Being aware that a share is your
Rally, Risk and Return etc.
stake in the ownership of a company, it
would be advisable to know what types
A Bull in share trading is one who of shares are available for those who
believes that the market will rise. i.e. a wish to invest in the share market
market where price of share keeps rising whether at an initial or subsequent share
as a result of a combination of many fac- issue. Let's first look at a share issue.
tors such as an economic climate which
A Company raises its initial equity
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capital by issuing shares. The authorized number of shares of a company is
determined by its initial shareholders,
as declared on the Memorandum and
Articles of Association duly approved
by the Registrar of Companies. Out of
this authorized capital, the capital to be
raised by the issue of shares is known as
the "Issued Capital". The shares so
issued typically fall into two types: i.e.
Ordinary Shares and Preference Shares.
Ordinary Shares: An ordinary share
represents the smallest unit of the equity ownership of a company. In a listed
company these shares are traded on the
Stock Exchange. They are sold by the
company at the issuing price, traditionally at par, on which the shareholder
earns a dividend, depending on the
profitability of the issuing company, but
only after the payment of taxes and setting apart funds for re-investment and
expansion. It carries no fixed rate of
dividend. Ordinary Share holders are
entitled to receive the Annual report and
the Statement of Accounts of a company, and to participate in person or by
proxy at the Annual General Meeting of
the Company, elect directors, and decide
on the quantum of dividend to be
issued, taking into consideration of the
recommendation of the directors.
Ordinary Shareholders run the
greater risk of ownership in that, in the
event of liquidation, they will have the
last call on the assets of the company,
after all debts and liabilities have been
met. But they also exercise greater control and are likely to gain greater
reward by way of dividends and capital
appreciation.
Preference Shares: A Preference
Share gives a limited ownership rights
to the holder. However, this is a class of
share in which the holder has the claim
on the company's earnings before payment is made on the ordinary shares,
and is entitled to priority over ordinary
shares if the company liquidates.
Preference Shareholdings in Sri Lanka
typically have a predetermined dividend
rate, which the holders are entitled to
receive before ordinary shareholders are
paid their dividends. Holders of
Preference Shares too have the right to
receive company reports and attend
shareholders meetings.

An Initial Issue is when a previously unlisted company offers shares
to the public via a prospectus filed
with the Registrar of the Companies
and with the approval of the
Colombo Stock Exchange for its
shares to be traded at the Stock
Exchange.
Right Issues: These enable shareholders to participate in an additional equity financing, from which other
investors are pre-empted. These
shares are usually sold at attractive
discounts from the market prices, and
in proportion to the number of shares
each shareholder holds.
B o n u s Issues:
B o n u s Shares
basically are dividends paid on
existing shares, in securities rather
than cash. A Bonus Issue is often a
misnomer, if a c o m p a n y is not likely to pay cash dividends in the
future.
The most significant reason for
that, people placing their investment in shares in listed companies
is that, it is the only investment
which can pay both a current return
in the form of dividends, and could
also benefit by a rise in price at the
Stock Exchange, due to the profitability of the Company in which
the shares are held, and prevailing
economic trends.

The bright side and the dark side of the
stock market.

The stock market has two sides: the
bright side dominated by super profits of
blue chip companies and the dark side
depressed by massive loses of dark
chips. The market price of a company is
very much sensitive even for a rumour.
Some investors take advantage to
manipulate the share price. Some buy
shares on rumours and sell on news.
Advantages of buying shares:

1. Capital appreciation
2. Bonus shares
3. Dividend payments
4. Right shares
5. Voting rights
6. Loanabilty
7. Marketability

NewHORIZON

Disadvantages of buying shares:

1. Uncertainty and changing market
prices
2. No guarantee of profits
3. Problems in dealing with brokers
4. Oversubscription of news issues
5. Need for constant watch
6. Correct timing in buy/sell
7. Seeking professional guidance
Investment management is essentially a
money game in which you have to balance the risks and returns. This has following main risk elements:
• Inflation risks
• Interest rate risks
• Default risks
• Business risks
• Socio-polltico risks
The game that is played on the stock
market is obviously a big guessing
game. While it is easy to explain what
happened yesterday, it is well high
impossible to forecast what may happen tomorrow. There are many factors, which individually and collectively influence the market price of
equity shares. In fact, the price of
actively traded shares keep fluctuating on an hourly basis. Consequently,
overall index of the share prices also
keeps fluctuating.
Generally speaking the stock market is rarely taken by surprise, unless
something like a sudden earthquake,
war or a disaster takes place. The market index generally reflects the current status of the economy as a whole.
Hence the stock market is by and
large considered to be a barometer of
prevailing economic conditions.
Fluctuation in the market price
indicates the intense investment
activity in the stock markets, with
each operator trying to out perform
the rest. With 139 listed companies,
of which about 25 companies are
actively traded, and a market capitalization of over Rs.lOObn. as of 30th
October 1999, the stock market may
be the hub of our economy, since it
contributes around 15% to the GDP
(Gross Domestic Products). Therefore
the stock market , with all its price
fluctuations and uncertainties, is the
heart of a free-enterprise system,
continuously balancing risks and
returns.
August
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Having set outlined the function and
form of stockmarkets we move to an
evaluating the potentialities of Muslim
entrepreneurs entering the stock market
in areas that are Islamically not objectionable. Also, formulating the suggested basis of an institutional arrangement
that will support, guide and look after
the interest of the potential Muslim
investors in the stock market and to
keep them within Islamic norms.
Currently, the companies that are
listed in Colombo Stock Exchange have
been classified into sixteen major sectors as noted below.
1. Banking, Finance Et Insurance
2. Beverage, Food ft Tobacco
3. Chemicals ft Pharmaceuticals
4. Construction ft Engineering
5. Diversified Sector
6. Footwear £t Textiles
7. Hotels a Travels
8. Investment Trusts
9. Land ft Property
10. Manufacturing
11. Motors
12. Oil Palms
13. Plantations
14. Services
15. Stores £t Supplies
16. Trading
According to the above classification, there are 240 listed companies that
are falling into appropriate sectors.
As a Muslim, an investor's first and
foremost task is to decide, before invest
in a particular company's stocks,
whether the business carried out by the
company is Halal and secondly, he has
to decide whether the operations of the
company fall into acceptable norms in
Islamic view.
Hence, based on the above sectorization, we can identify three main segments of business from the Islamic
point of view as follows.
• Totally Un-lslamic Sectors

In which the majority of the activities of
the companies are engaged in production, procession and services that are
repugnant to Islamic norms, for an
example Lion Brewery (Ceylon) Limited
is falling under the category of Beverage,
Food a Tobacco. In this sector both the
product and the methodology of operation is outside Islamic permission.
12
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• Partial Un-lslamic Sectors

In this category some companies are
exposed to acceptable activities in
Islamic point of view as well as
Unislamic activities to some degree, for
an example Carson Cumberbatch a
Company Limited is falling under
Diversified Sector. In this, due to its
diversified nature and particularly
when diversification is not selective
Islamically. There are sectors within
this, which are falling under the forbidden category in Islam.
• Islamic Sectors

In this sector the nature of companies
that are falling under total Islamic conditions, for an example Tokyo Cement
Co. (Lanka) Limited is falling under
Manufacturing Sector. But operationally this particular company may not
fully comply with Islamic conditions
due to various micro and macro factors
of the business environment. Generally,
this sector can be recommended as a
potential area for investment, but then
the question arises as to the nonIslamic ness of the methodology of
operations due to micro and macro
economic influences. This calls for further evaluation of the pros and cons of
it and a penetrative study, since in a
non Muslim country like Sri Lanka, the
micro and macro conditions influence
every gamut of life. This is a serious
constraint in the life of a Muslim.
Therefore, the only way to mitigate this
affect is to make decisions for a society
in transition from Jahiliya to Islam.
When we analyze the above three
segments from the Islamic point of
view, it implies that how carefully a
Muslim investor should evaluate and
take decision before investing shares in
the listed companies? This also leads to
a situation of how accurately an individual Muslim investor can make decision on investing shares? Therefore, it
emphasizes the paramount importance
of a monitoring body, in order to evaluate and give recommendation based
on Islamic condition.
Stock Market is a place where the
majority of the people are unaware.
They buy and sell on the recommendation of the stockbroker. Wherein the
stock broking companies are functioning as monitoring agencies on
behalf of the potential investors. This

Rabi'al Thani 1421

has created a situation that even an
illiterate businessman can invest in
the stock market as he is guided by his
stockbroker in decision making in this
regard.
Similarly, Muslim business community can certainly afford to have
an institution functioning as a stockbroker that will concentrate in the
Partial Islamic a Islamic Sector in the
stock market. They can evaluate and
monitor the market conditions and the
degree of Islamicness in a potential
sector from time to time and guide the
Muslim investors to invest in areas
which are more Islamic than not. This
will certainly boost potential Muslim
investors, as they will have a monitoring body in this business sector that
will advice and guide them as to when
to invest and disinvest.
Further to the above, that there are
situations in the market, when at
times the share price comes well
below the Par Value and its Net Assets
Value. This may fall under any of the
sectors mentioned in this article. This
creates an ideal market opportunity to
take over such business ventures and
convert and diversify them into areas
that are Islamically acceptable.
Capitalizing on this opportunify
also requires an organized body of
monitors which will guide potential
investors in case if they cannot take
over singularly, that they can pool all
the resources under a single governing
body in order to effect the take over.
The days of the traditional Muslim
business are over. This is an era the
Muslims will have to Islamize the
businesses to suit them and yet be
competitive in the current business
environment if they are to survive.
It should be noted here, that nonmultiplied and stagnant economic
wealth is a potential danger to a
society like ours. Since economic
weakness of a society not only brings
economic disaster but also a harbinger of socio-economic and political
disasters. •
NewHorizon welcomes comments
from readers on the contents of
the Guest Column. Papers and
comments should be addressed
to the Editor.
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Qatar International Islamic Bank
1999 Financial & Business Analysis

"Another year of growth, with higher profit, increased assets, an
efficiently run operation and a good spread of risk"
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
Operating in a more positive world economic environment than in 1998, but within the
GCC where oil prices were volatile, the Qatar economy provided a mixed background
for strong financial results. Customer Deposits increased by 12.6% from QRl .355
billion in 1998 to QRl.526 billion in 1999, while total assets increased by 13.3%
during the year form QRl.624 billion to QRl.840 billion. Net profit of QR29 million
was 13.46% higher than the 1998 figure of QR25.6 million. Average Return on Equity
was 24% (1998: 21.2%), while the dividend payment was maintained at 10%.

Financial Trends
Exchange Rate as at 31 December
1999
1 US Dollar = 3.6406 Qatari Rial
Total Assets

C
O

Business Highlights
International Murabaha trade transactions outstanding at year-end were QR 549
million, a 17% reduction from 1998 (QR667 million). Of this total, QR534 million
related to metals and commodities and QR 16 million to foreign trade. However, local
Financing outstandings increased sharply by 40% from QR744 million in 1998 to
QR1039 million in 1999. Of local financings, 9 3 % comprised Murabaha and 4%
Estesna, with the balance comprising Mudaraba, transactions in progress and arrears.
International Murabaha transactions, made through international banks and backed by
the guarantees of those banks, have maturities generally between one and six months,
with only 1% of volume in excess of six months maturity. Typically, local Murabaha
transactions have longer maturities, with 41 % of volume maturing beyond six months.
Local Financings were made to Government departments (43%), real estate sector
(14%), individuals (24%), construction (8%), general trade (8%) and others (3%).
Net investments increased by 12.7% to QR87.4 million (1998: QR77.6 million). This
total included shares in quoted companies (QR 11.5 million), shares in unquoted
companies (QR4.5 million) and Islamic portfolios and funds (QR68 miUion). By
geographical distribution, 17% of these investments are within Qatar, 70% are within
other OECD countries, with the balance of 13% in non-OECD countries.
The Bank launched the millennium mission programme, a scientific approach to
evaluate the nature of activities in the Bank, with the aim of improving operational and
technical efficiency and the optimum utilisation of manpower.
The Bank continued its branching policies, spreading geographically to new locations
like Wakra, and by first half of the year 200, two more branches will be underway in
Rayyan and Salwa Road. During the year, agreement for the construction of the new
Head Office for the Bank was signed. The building, in the Grand Hamad Street, is
expected to be completed by the end of year 2000.
14
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Revenues at QRl 17.7 million were up by 14% or QR14.7 million (1998: QR102.9
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Financial Trends

Financial & Business Analysis: 1999

"Minor increases in Revenues and Assets under Management
Increased provisions offset by FX gains "

Foreign Exchange Rate
31 Dec 99: 1 U S $ = 1.5982 CHF

Ownership and Legal Status
Faisal Finance (Switzerland) S.A. (FFS) was established in Geneva in 1980 under the
name Sharia Services S.A. and restructured in 1980 into a bank-like finance company.
FFS now ofifers financial services and Islamic products to institutions and individuals.
The ultimate parent of FFS is Dar Al-Maal Al-lslami Trust, an Islamic institution
founded in 1981.
The Year in Brief
FFS operating income increased by 422% or CHF 7.3 million to CHF9.5 million (1998;
CHF 2.3 million), while net income increased by 39% or CHF 0.7 million to CHF2.5
million (1998: CHF 1.8 million). Net income was materially impacted by an increase of
CHF 5.8 million in valuation adjustments and provisions (1998: CHF 0.3 million),
offset by foreign exchange income of CHF 4.2 million, CHF 6.4 million greater than
the loss of CHF 2.2 million incurred in 1998. While income is mostly denominated in
USD, much expense is incurred in CHF, and the accounts are stated in CHF, so the
Company is exposed to CHF/USD FX fluctuations.
Income from Islamic financing activities decreased by 22%o or CHF 0.9 million to CHF
3.3 million (1998: CHF 4.2 million), reflecting reduced income from parallel purchases
and sales of currencies and commodities (down CHF 0.8 million) and from financing
and security dealing activities (down CHF 0.4 million). Income from assets under
management was 14% higher at CHF 10.5 million (1998: CHF 9.1 million), reflecting
increased fees and profit participations (up CHF 1.2 million).
Operating expenses decreased by 7.3% to CHF 8.7 million (1998: CHF 9.3 million). Of
this amount, other operating expenses were 13% higher at CHF 2.5 million, while
personnel expense was lower by 14% or CHF 1.0 million at CHF 6.2 million
(1998:CHF 7.2 million), the reduction reflecting normal levels of social benefit
expenses in 1999 rather than the one-off pension fiind adjustments incurred in 1998.
Ratio of expense to revenue was 48% (1998: 80%).
Total assets increased by 17% to CHF 61.5 million (1998: CHF 52.6 million), while
shareholders' equity rose marginally to CHF 50 million (1998: CHF 47.6 million). The
major portion of client funds under management is managed on a flduciary basis, and
does not appear on the balance sheet. Total funds under management rose by 19% to
CHF 1,182 million (1998: CHF 992 million).
Business Highlights
° Main activities consisted of (i) trading operations relating to portfolio
management, fiduciary placements and security and foreign exchange trading; (ii)
financing activity, granted on a credit basis (Morabaha), collateralised with fixed and
current assets and (iii) risk management.
° The emphasis on real estate investment as a core capability continued, with real
estate investments now comprising some 36% of total client funds under management.
The Company acted as advisor to other members of the DMI group in relation to their
US$441 million acquisition of the 'New England Property Portfolio', a portfolio of 53
commercial properties located in the North Eastern United States
o Overall leasing volumes remained level, comprising 3 % of total client funds; trade
finance investments increased by 6% to US$144 million, representing 20% of total
client funds.
° Enhanced country risk assessment procedures were adopted during the year, while
improvements to the operational framework continued, with the goal of raising levels
of operational efficiency.
NewHORIZON
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IIBI RATINGS
ISLAMIC BANKS/FINANCIAL

INSTITUTIONS

CURRENT RATING

July 2 0 0 0
Banks

FOREIGN CURRENCY

DOMESTIC

LONG
TERM

SHORT
TERM

STRENGTH

SUPPORT

OUTLOOK

SINCE

Sep-1999

BAHRAIN
• Albaraka Islamic Investment Bank

BB+

A3

NA

• Bahrain Islamic Bank

BB+

A3

BBB-

• Faysal Islamic Bank of Bahrain

BB+

A3

BB+

Stable
Stable
Stable

BB-

B

BB

Stable

Sep-1999

• Kuwait Finance House

BBB+

A3

BBB+

2

NA

NA

BB-

3

Stable
Stable

Jun-2000

• Investment Dar Kuwait
• Qatar International

BB+

B

BB+

BB+

BB+

3
3

Stable
Stable

Sep-1999

• Qatar Islamic Bank

A-

3

Stable

Dec-1999

BBB-

2

Stable

Jul-1999

BB+

2

Stable

Feb-2000

Stable
Stable
Stable
Stable
Stable
Stable
Stable
Stable

May-2000

Dec-1999
Dec-1999

JORDAN
• Jordan Islamic Bank for Finance
KUWAIT
Oct-1999

QATAR

A3

SAUDI ARABIA
• Al-Rajhi Banking Et

BBB+

A3

UAE
• Dubai Islamic Bank

BB+

A3

MALAYSIA
• Bank Islam Malaysia

BB+

A3

PAKISTAN
• Allied Bank of Pakistan

C

C

C+

4

• Askarl Commercial Bank

C

C

BB

3

• Faysal Bank

C

B+

2

• Habib Bank

C

C+

2

• Muslim Commercial Bank

C

B+

4

• National Bank of Pakistan

C

B+

2

• Union Bank

C

B

4

• United Bank

C-

B+

2

KEY

S [STABLE]

P [POSITIVE]

PRESS RELEASE

N

c
c
c
c
c
c

[NEGATIVE]

Oct-1999

Apr-2000
Apr-2000
June-2000
Apr-2000
May-2000
Apr-2000
Apr-2000

ALL RATINGS ARE REVIEWED ON A REGULAR BASIS

5 July 2 0 0 0

•

CAPITAL INTELLIGENCE RAISES RATINGS OF RIYAD BANK

Capital I n t e l l i g e n c e , t h e l e a d i n g i n t e r n a t i o n a l

CI also observed t r e n d i m p r o v e m e n t in some o f

g u a r d i a n s h i p u n t i l 1995, and a t t h a t t i m e a

e m e r g i n g m a r k e t bank r a t i n g agency, t o d a y

t h o s e areas w h i c h have t r a d i t i o n a l l y been w e a k -

n e w b o a r d w a s e l e c t e d and n e w m a n a g e m e n t

a n n o u n c e d t h a t i t has raised its d o m e s t i c

nesses f o r t h e bank. M a n a g e m e n t has had

i n s t a l l e d . As i t has a t t e m p t e d t o t r a n s f o r m i t s e l f

s t r e n g t h r a t i n g f o r Riyad Bank (RB) o f Saudi

some success in t h e f o r m i d a b l e t a s k o f c r e a t i n g

i n t o a m a r k e t - o r i e n t e d bank, its p r o f i t a b i l i t y a n d

Arabia, f r o m A t o A-i-. The l o n g - t e r m f o r e i g n

a private-sector culture, although much remains

f i n a n c i a l c o n d i t i o n have c o n t i n u o u s l y i m p r o v e d

c u r r e n c y r a t i n g , w h i c h was raised in D e c e m b e r

t o be done. As expenses have been g r a d u a l l y

in t h e past f i v e years. O p e r a t i n g 188 b r a n c h e s

1999 w h e n t h e age n cy raised t h e sovereign

brought under control, operating profitability

t h r o u g h o u t t h e k i n g d o m , RB is p r e d o m i n a n t l y a

ceiling o f Saudi Arab i a, r e m a i n e d u n c h a n g e d a t

has s t e a d i l y i m p r o v e d . For 1 9 9 9 , t h e bank

r e t a i l bank, a n d is t h e t h i r d - l a r g e s t b a n k in

A-, as did t h e s h o r t - t e r m f o r e i g n c u r r e n c y

r e p o r t e d a 6.7°/o increase in n e t p r o f i t , in s p i t e

Saudi A r a b i a , w i t h t o t a l assets o f US$17.2

r a t i n g o f A2.

o f h i g h e r provisions, a n d t h e bankis r e t u r n on

billion.

average assets c o n t i n u e d i t s g r a d u a l c l i m b ,
In its a n n o u n c e m e n t , t h e agency n o t e d t h a t t h e

e x c e e d i n g t h e s e c t o r average f o r t h e f i r s t t i m e

upgrade was m a d e because o f t h e bankis s t r o n g

in m a n y years. On t h e n e g a t i v e side, t h e b a n k i s

Contact:

f i n a n c i a l c o n d i t i o n in several areas. W i t h t h e

a t t e m p t s a t i n c r e a s i n g i t s level o f n o n - i n t e r e s t -

T h o m a s A Kenzik

t h i r d - l a r g e s t c a p i t a l base and t h e best BIS r a t i o

b e a r i n g d e p o s i t s and o f n o n - i n t e r e s t i n c o m e

t o m . k e n z i k ® ci r a t i ng s. co m. cy

in t h e Saudi b a n k i n g sector, c a p i t a l i s a t i o n is

a p p e a r t o have s t a l l e d .

s t r o n g . Likewise, t h e agency n o t e d , asset q u a l i -

Darren S t u b i n g

t y remains a m o n g t h e best o f Saudi banks, w i t h

RB w a s f o u n d e d in 1 9 5 7 as t h e k i n g d o m i s f i r s t

t h e high e st NPL coverage.

j o i n t - s t o c k bank, and is p a r t l y o w n e d by t h e

Its l i q u i d i t y p o s i t i o n

includes t h e sectoris best l i q u i d assets a n d loans

Saudi A r a b i a n M o n e t a r y A g e n c y (SAMA) a n d t h e

t o deposits ratios.

M i n i s t r y o f Finance.
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WHO IS WHO IN ISLAMIC FINANCE

ANZ Investment Bank
TARIQ HUSAIN

Director 8t Head
Global Islamic Finance
Syed Tariq Husain is the head of
Global Islamic Finance, a position
he has held since early 1997. His
Islamic Finance responsibilities
include a full range of Islamic
Financial products to complement
ANZ Investment banking capabilities. In 1997, ANZ Islamic finance
successfully established an Islamic
cross-border asset backed fund of
which Mr Husain is an ANZ nominee director.
After auditing and consultancy
experience in London, Toronto
and Karachi, Mr Husain joined
ANZ in London in 1987. Since
then he has held a number of
senior posifions in the Bank in the
areas of Treasury, Planning,
Internal Audit and Retail banking
in London, the Middle East and
Pakistan, in which positions he
was chairman of the State Bank of
Pakistan Foreign Exchange Rates
Committee and chief Co-ordinator
of the Fund Managers Association.
Mr Husain is an MBA from
York University, Toronto and a
Chartered Accountant (UK, Canada
and Pakistan).
BART VAN AALST

Assistant Director
Global Islamic Finance

Bart van Aalst joined Citibank,
Istanbul, Turkey in 19993 as a
Credit Marketing Manager of the
World Corporation Group, he
focused on tax efficient direct
capital investments in Turkey for
Citibanks global clients.

Inl996 he joined ANZis Islamic
finance department. At ANZ Bart
has since executed a number of
cross-border finance transactions
into Turkey. Over the years Bart
has specialised in tailor made
structures aiming to offer a diversified portfolio of Uquid investment
opportunities to Islamic financial
institutions. His recent work has
included various defeased promissory note facilities for international banks and corporations.
ALI SYEDAIN

Manager Global Islamic Finance

Ali previously headed the project
finance unit at the Investment
Bank in Karachi. He is currently
involved in the project financing
of, amongst other projects, PakArab Refmeryis Mid -country
Refinery. His recent work has
included advice and arrangement
for Rousch, Saba and Southern
power plants where he co-ordinated the project-financing activities
in the country. Ali structured the
project financing of American
President Linesi container terminal, one of the two projects in the
country where lenders have taken
on off-take risk. He has also structured a number of other financing
transactions in Pakistan.
Prior to joining ANZ Ali has
worked for Unilever where he has
had extensive corporate controllership and logistics experience in a
complex production environment.
He has also played a role in the
company's acquisitions bids. Ali
holds a masters degree from
London School of Economics and
an MBA from Karachi University.

ANTHONY GOUVEIA

Manager Global Islamic Finance

Anthony joined Global Islamic
Finance in 1999 and is responsible for advising First ANZ
International Modaraba Ltd
(FAIM), an Islamic fund that
invests in emerging market debt
in accordance with Shariah. In
addition to providing investment
advise to FAIM with regard to
investments, he also overseas the
administration, custodial and
treasury function.
Prior to this assignment he comanaged the Capital Markets a
Syndications units at ANZ
Investment Bank in Pakistan
where he was responsible for origination, structuring and completing syndication deals. Some of the
transactions worked on and successfully concluded include the
USD 173 million muki sourced
term finance facilities for the
Lahore Airport for the Pakistan
Civil Authority, a Pak Rupee (Rs)
4.2 billion one year syndicated
Stand-by Letter of Credit for the
Water and Power Development
Authority (WAPDA) (a fully owned
government power utility) favouring the Hub Power Company Ltd (a
1.2 MW private power project), a
Rs.2.4 billion term finance facility
for Pak-Arab Refinery Company for
the USD 856 million mid-country
refinery project, and a Rs. 1.7 billion term finance facility for ICI
Pakistan Ltd.
Anthony also has a total of five
years credit ft marketing experience with ORIX Leasing Pakistan
Ltd (subsidiary of ORIX Corporation, Japan) and First Grindlays
Modaraba (Pakistan). •

Ilbam (inspiiratioii) Creative Design Solution
web design • books • magazine • coupocate identity • annual report • bcoctiuue • newsletter •
Because of our deeper knowledge and experience with muslim market, people, culture, languages, tradition and geography,
we are in a better position to create an attractive design strategy for your target muslim market/audience.
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BAHRAIN
Bahrain's Al-Ahli Commercial
Bank and the London-based United
Bank of Kuwait (UBK) are set to
merge by August and will be listed
on the Gulf state's stock market.
Bahrain Tribune said the merger
would be formalised after approval
from the shareholders of the two
banks.
Sabah Al-lVIoayyed, Al-Ahli's
first deputy chief executive said the
two banks would form Al-Ahli
United Bank. UBK was created in
1966 with offices in London and
New York. Its assets by mid-1999
were 2.57 billion dollars. The
Kuwaiti government has a 30 percent stake in UBK through its pension fund.

Kuwait stock market. It will
strengthen the shares value where
Gulf investors will be able to buy
and sell these shares through two
separate markets using both the
Kuwaiti and Bahraini Dinar.
Mr. Al Bahar further added, that
this expansion comes as part of
Til's overall regional expansion as
it serves the company's future
plans towards the intensive use of
electronic listing and exchange of
stock shares through the internet to
remove and penetrate all existing
obstacles between Gulf and Arab
stock markets.
The International Investor Press Release

Gulf Dally News Bahrain

Bahrain firm to
upgrade Islamic
bank's IT network

Bahrain-based International Turnkey
Systems (ITS) signed a multi-million dinar contract yesterday with
Bahrain Tribune
Dubai Islamic Bank, to expand and
upgrade the bank's information
technology (IT) network. The bank
Tll List in Bahrain
will start migrating its legacy systems to Compaq NonStop
Stock Market
Himalaya S-series servers, which
will provide the necessary computHis Excellency Sheikh Ahmed Bin ing muscle power to handle its new
IVIohamed Al-Khalifa, Director of IT system, including electronic
Bahrain Stock Exchange ("BSE") commerce.
and Mr. Adnan Al Bahar, Chairman
Dubai Islamic Bank's general
and Managing Director of The manager BQialifa bin Darwish Al
International Investor ("TII"), have Falasi said the banks IT investment
signed the listing agreement of was in line with its long-term
"Tlf's shares in Bahrain Stock strategic plan that included
Market.
launching business-to-business
Mr. Al Bahar said, "That TII list- and business-to-consumer elecing its shares in BSE comes as a tronic commerce services. He said
step forward towards listing of TII the bank chose the Himalaya sysshares in all other possible Gulf tem because of its suitability, flexstock markets, which in return will ibility for the future and its proven
expand TII shareholding base and world-class performance. Mr Al
Falasi said that for any business to
develop its value".
Mr. Al Bahar explained that this succeed today, a highly available,
parallel listing, of TII shares in scaleable and open standards comBahrain market, will support the pliance IT infrastructure was a
existing listing taking place in must. Electronic commerce by
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nature is non stop and an integral
part of our strategy. This is why we
have put our faith in ITS and its
products and services, he said.
ITS managing director Saad
Hamad Al Barrak said customer support and quality services were the key
elements for its regional success. We
have already worked with 45 leading
commercial institutions in Bahrain
and throughout the Gulf in providing
new elements to their IT networks, he
said. Mr Al Barrak said ITS projects
have included electronic fund transfer/point of sales integration, branch
automation, retail banking, international banking and Islamic banking.

2000 Jumada al Ula 1421

KUWAIT
Bahrain-based Gulf International
Bank (GIB) has announced a net profit of 64.7 millions dollars in the first
six months of the year, up 25.4 percent on the first half-year result of
1999.
The sharp increase in profit was
attributed to "a substantial rise in
other income, which doubled to 75
million dohars," GIB said in a statement. "The rise in other income
reflected substantial profits generated
by trading activity in securities and
equity, particularly in GIB's Londonbased Saudi International Bank
(SIB)," it said.
The owners of the bank will earn
0.06 dollars per share, equivalent to a
11.3 percent return on equity, compared with 11.1 percent at the end of
June 1999.
GIB, a subsidiary of Kuwait-based
Gulf Investment Corp. (GIC), acquired
SIB in March 1999 in a cash and
share deal aimed at creating one of
the region's largest corporate banks.

PAKISTAN
Islamisation of
banking under way
Banks in Pakistan have stepped up
their compHance with the Supreme
Court of Pakistan judgement that
declared interest to be un-lslamic,
to Islamise the economy. According to reports, the State Bank of
Pakistan (SBP) has completed three
assignments geared to Islamise the
economy.
These include shaping government Islamic bonds for deficit
financing and developing standard
agreements for seven modes of
Islamic financing. The State Bank
has also reviewed the balance
sheets of 128 banks for impermissible modes of financing and has
come up with alternatives.
Working towards the same goal,
Al-lVleezan Investment Bank and
ABN-Amro recently launched the
first Riba-free Islamic Investment
Certificates. This will be a consumer
liability product, whereby customers become partners in the
bank's specified Murabaha poll in
which all financial transactions are
conducted in strict compliance with
the Shariah.
Under this mode of financing,
the bank owns the relevant equipment and leases it out, recovering
their investment through rentals. "It
is very similar to existing schemes
but the fact that the bank does not
charge a fixed mark-up, but only
charges rent, makes the returns
'Islamic' It's basically a case where
the name is changed," says Azhar
Hussain, senior financial analyst
Fist Capital ABN-Amro Equities.
The bank claims that the product will have a potential market of
Rs 350 billion rupees and attract
over half a million customers.
Analysts are, however, sceptical
about this.

"There is a huge appetite for
such Islamic products but 350 bilhon rupees seems to be too ambitious a target. A hundred billion
rupees would be much more realistic," says Hussain.
"The target market would probably be the banks' fixed deposits
but they'd need to offer rates comparable to those offered by other
banks to get the deposits."
Albaraka Islamic Bank BSC (EC)
has been offering a similar product
for a while now.

Faysal Bank's parent ties knot with
IICG
Faysal Bank Limited, Pakistan can
draw increased financial strength
after a recent merger of Faysal
Islamic Bank of Bahrain, FBL's parent organization, and Islamic
Investment Co of the Gulf (IICG)
into a major Islamic bank, called
Shamil Bank, said Farook Bengah,
President of FBL. In a statement, he
said Shamil Bank was now one of
the strongest regional banks with a
large equity base and would continue to hold a 60% controlling interest in FBL Pakistan. "This augurs
well for FBL as it can draw
increased financial commitment to
Pakistan," he said. He said the top
management of FBL was recently
changed to streamline business
policies and give impetus to growth.
International The News, Pakistan

President praises
ABN-Amro for
Shariah banking
President Rafiq Tatar of Pakistan
congratulated ABN-Amro bank for
becoming the first multinational
bank in Pakistan to welcome
Islamic banking system. He said
that he hopes that the ABN-Amro
Bank will play an important role in
facilitating the transformation of
NewHORIZON

banking to a Shariah-compliant
financial system.
"This initiative taken by a leading institution in the financial sector inspires the confidence that the
Islamic banking is indeed practical, as well as commercially
viable," the president said.
He expressed the confidence
that with the introduction of the
Islamic banking much of the illnesses afflicting the economy
would be removed.
"I hope that the players in the
economic field, especially the
banks, would demonstrate adherence to the lofty Islamic principles,
for the success of the Islamic economic system," Tatar said.
He said the government was
committed to provide level playing
fields to the foreign investors.
Floris Deckers, Regional CEO
Asia Pacific, said the year 2000
marks ABN-Amro Bank's 52nd
year of operations in Pakistan having been the first bank to be
awarded a banking licence in 1948.
He said the bank had played a
vital role in various projects both
in the public and private sectors.
This is very well exemplified
through the recent announcement
of
the
Pakistan
Trade
Enhancement Facility (PTEF). The
PTEF is a facility of $ 100 million
established jointly by the
International Finance Corporation
and the ABN-Amro Bank," he said.
We have plans to go forward
with a renewed commitment to
Pakistan and to Pakistani consumers, through the introduction
of innovative products and services," Deckers concluded.
Country Manager of the bank,
Muhammad Aurangzeb, said: "We
have been the forerunners and the
partners in the development and
progress of the country and its
people as is evident by our software development house in
Lahore.
He added that. "We have
become the first foreign bank to
jointly launch an Islamic Deposit
Scheme in partnership with AlMeezan Investment Bank," he said.
Business Recorder
August
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Islamic Development
Bank sets up institution to boost private sector

RUSSIAN
FEDERATION

SAUDI ARABIA

Russian Islamic
bank offers financing services to
Pakistan

Jeddah's Islamic
Development Bank
President lauds
performance of
International
Islamic University

The first Russian Islamic Bank,
Badr Bank - offered its financing
services to support trade operations between Russia and
Pakistan.
The Chairman and Chief
Executive Officer, Badr Bank,
Professor Adalet Djabiev, in a
letter to Aqeel A. Al-Jaseem,
Secretary General,
Islamic
Chamber of Commerce and
Industry, while appreciating
Jaseem's efforts in promoting
economic co-operation between
the OIC member countries,
expressed the hope that he would
extend a helping hand in promoting bank's financing operations.
He said this information
should be provided to the ICCI's
Pakistan members. Mr Djabiev
further said that their internationally licensed bank. Forte
Bank, has established correspondent relations with the Habib
Bank as well as the Muslim
Commercial Bank in Pakistan,
"something which has allowed us
to provide general banking services (direct settlements, documentary
operations,
etc.,)
between Russia and Pakistan,"
and, in particular, offer a number
of trade finance products to support trade operations.
The products should be
offered to the clients, on a
detailed risk analysis, profit and
loss sharing basis and in strict
compliance with the Shariah law.
Business Recorder
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The president of J e d d a h - b a s e d
Islamic Development Bank
(IDB), Dr A h m e d M u h a m m a d
Ali, h a s l a u d e d t h e p e r f o r m a n c e of I n t e r n a t i o n a l Islamic
University (IIU), I s l a m a b a d in
p r o v i d i n g e d u c a t i o n to Muslim
y o u n g m e n and w o m e n b o t h in
P a k i s t a n and other parts of the
Muslim world, p a r t i c u l a r l y to
n o n - m e m b e r countries.
During a m e e t i n g with IIU
Vice Chancellor Dr A h m e d AlAssal, he affirmed t h a t the IDB
w o u l d c o n t i n u e to assist the
u n i v e r s i t y and its projects.
Dr Assal told the IDB presid e n t t h e p r o g r e s s in the
Educational Trust that has been
set up for the university with
IDB assistance and said it is
expected t h a t the project would
be c o m p l e t e d by September,
and invited him to visit the
varsity on the occasion.
The IDB has already p r o v i d ed $5.5 m i l l i o n to the
E d u c a t i o n a l Trust project of
the university, w h i c h is more
t h a n half of the total a m o u n t
for the project, said to b $9.6
million.
The project i n v o l v e s t h e
c o n s t r u c t i o n of four blocks for
the a c c o m m o d a t i o n of m o r e
t h a n 300 s t u d e n t s on a piece of
land t h a t has been d o n a t e d by
the I s l a m i c R e p u b l i c of
Pakistan
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Pakistan

The Islamic Development Bank
(IDB), which has so far limited its
funding to government bodies, has
set up the institution with Iran to
help to promote the private sector
in member countries.
The Islairiic Corporation for the
Development of the Private Sector
has been set up with an authorised
capital of one billion dollars, and a
subscribed capital of 500 million
dollars, of which the IDB holds 50
percent.
The institution will aim "to support the efforts of economic development in Islamic member countries and encourage private
projects in line with the principles
of the Shariah", the IDB said.
The institution is seemingly at
odds with the IBD's mission of
governmental assistance in aiding
the private sector, which is of
increasing importance in the
Islamic world.
Like the bank, the body will be
based in Jeddah, the trading capital of Saudi Arabia, which has
launched economic reforms to
encourage the private sector, the
bank said in a statement.
The 58 member IDB will put up
half of the capital while member
countries will account for 30 percent in the form of shares and the
rest will come from financial institutions in Muslim countries.
The institution's board will be
chaired by IDB president Ahmad
Muhammad Ali. The chair of the
body's general assembly will be the
Saudi finance minister, while the
vice chair will be his counterpart in
Iran.
The co-operation marks a
warming of relations between Iran
and Saudi Arabia under Iran's
President Mohammed Khatami, a
reformist who was elected in 1997.
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