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Is the Islamic financial system under threat?
Since the unfortunate events of the ;
11th September, anti-Islamic euphoria i
has gripped the minds of Western :
nations. To most of them everything
Islamic is evil. Undoubtedly this
approach is the product of sick minds. :
There is nothing in the world that is
totally evil or totally good. To pass
judgment on others based on prejudices brings good to nobody. The
Islamic financial system which is a
system based on ethical values has ;
also come in for uncalled criticism.
Islamic banks have nothing to
hide. Islamic finance strives to build a
society based on social justice, equity, ;
moderation and balanced relationships. Its emphasis is on the employment of the concept of participation in
the enterprise, utilizing funds at risk
on a profit-and- loss-sharing basis.
Islamic banking is an instrument for
the development of an Islamic economic order aimed at the welfare of
society. Islam not only prohibits deal- ;
ing i n interest (Riba) and businesses, ;
which are considered harmful to the
society; it also forbids all forms of
exploitation, dealings in gambling,
pornography, alcohol, drugs etc.
Islamic finance has strict requirements for transparency and disclosures. They are also guided by the
standards set out by the Accounting
and Auditing Organisation for Islamic
Financial
Institutions
(AAOIFI),
Bahrain, which are designed to introduce more transparency and accountability.
Transparency is a sine qua non of ;
Islamic banks. It provides assurance to ;
decision makers that the financial |
information upon which they base
their decisions is consistent, compre- I
hensive and comparable
across
national boundaries. It also enhances
the credibility of Islamic financial
institutions by providing sufficient
and reliable information to their
stakeholders about their performance.
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The provision of high quality information to the markets is best promoted by
an internationally recognised set of
financial reporting standards, applied
consistently and globally to preserve
the quality and credibility of the Islamic
banking and financing industry.
A l l Islamic banks are strictly regulated and supervised by the central
banks and regulatory authorities i n the
jurisdictions i n which they operate,
including Europe and the US. They
have to meet the conditions and crite-

The Islamic financial system,
based on ethical values, has
come in for uncalled criticism. Islamic hanks have
nothing to hide...
...we must ensure that the
years that have been invested into the development of
Islamic finance has not gone
to waste. That the struggles
of the pioneers and those
who have developed the
Islamic financial system to
what it is today should not
he in vain.
ria that are set by these financial regulators, which include capital adequacy ratios, m i n i m u m share capital
requirements, minimum number of net
assets, liquidity and internal monitory
systems and the proper assessment
and control of risk before they are
allowed to establish and offer Islamic
financial services.
In addition, before any Islamic
product is offered it must be approved
by a Shariah Supervisory Board, comprised of experts i n Islamic jurisprudence and commercial law, which
would check its compliance with the
Shariah.
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Further Islamic financial institutions are audited by highly reputed
Auditors like Andersen Consulting,
Ernst a Young, Arthur Anderson,
Pricewaterhouse Et Coopers etc.
There are Global Islamic equity
indexes - Dow Jones Islamic market
index and the FTSE Global Islamic
Index Series, amongst others - that
track the performance of companies
whose activities are consistent with
Islamic Sharia principles. They provide
Islamic investors with a range of competing products launched by very reputable financial institutions and give
access to indicators that measure the
performance of their investment.
Besides most Islamic banks have
very close relationships w i t h conventional banks. Many Western banks
have established Islamic windows and
some have established wholly Islamic
banks. Products and services offered
by Islamic financial institutions are
sophisticated and competitive.
Admittedly, i n this increasingly
competitive global, financial environment, the Islamic banking sector is
still developing and because of this
quite a high percentage of the 1.4 b i l lion Muslims worldwide deposit their
savings w i t h conventional banks.
Statistics from the Middle East alone
indicate that US$500 billion of private
investor money is invested outside the
Middle East in conventional banks.
The Islamic financial system is
considered an emerging power i n
international finance, hence we must
ensure that the years that have been
invested into the development o f
Islamic finance has not gone to waste.
That the struggles of the pioneers and
those who have developed the Islamic
financial system to what it is today
should not be in vain.
Despite the odds and the current
situation that we are facing, the challenge is to ensure its continuous
growth and maturity. •

ISLAMIC FINANCIAL PRODUCTS

The Case for a Dedicated Distribution
Arm for Islamic Financial Products
By Suleiman Dualeh, CEO, Jersey ii-online Ltd, UK
In recent years the Islamic investment m a r k e t has witnessed a proliferation o f Islamic equity funds,
which are collective investment schemes t h a t conform to S h a r i a h principles. By 1 9 9 6 , there were only
2 9 such funds managing only LIS$0.8 billion. Towards t h e end o f 2 0 0 0 , we had 1 0 2 widely marketed
funds managing in excess o f $ 5 billion, which demonstrated a s i x - f o l d increase in assets in 5 years.
Practitioners and observers o f the
sector attributed this phenomenal
growth to the following factors - the
hfting o f Shariah boards prohibition
of investment in stocks; the extended bull market in the later half o f the
1990s; the introduction o f professional fund management services by
notable
Western
organizations;
resurgence of Islamic faith among
the Muslim youth; and the successful launch o f Islamic indices that
served as the benchmark that
allowed Islamic investors to compare
likes with likes.
While these factors do explain
the phenomenal growth o f Islamic
equities, yet the evidence shows that
all is not well on the Islamic equity
front. For a start, we should note
that the spectacular six-fold increase
over a 5-year period is a statistical
anomaly due to the fact that the
growth is taking place from a very
small base. More potent evidence is
the observation that Islamic funds
are disappearing at a rate that only
matches their growth rate.
In recent years we have witnessed
the winding up o f the Luxembourgbased Oasis Fund o f Flemings and
the closure of two o f Al-Baraka's
funds. Last year, Faisal Finance
(Switzerland) liquidated or suspended almost all its equity Funds.
Moreover, the majority o f the currently Islamic equity Funds cannot
be sustained because o f their small
size o f the assets they manage. Of
the 51 Islamic Equity Funds that
were covered i n Falaika's December

2000 report, 35 o f them manage
assets o f less than the $30 m i l l i o n the
critical
minimum
amount
required to cover their formation
and on-going expenses. I f this situation does not change, it would be
only matter o f time before other
funds j o i n the fold o f the failed ones.
Roots o f the Problem
But before this happens, we should
explore w h y Islamic investors are
not warming to Islamic equity products? Due o f the level o f the sophistication o f equity Funds, we should
concede that investors i n these
Funds tend to be sophisticated p r i vate and i n s t i t u t i o n a l clients or
upper-tier middle class professionals.
It is therefore helpful to know the
opportunities available to these i n d i viduals i f they choose to make their
investment through the conventional non-Islamic route.
Take the case o f an American professional Muslim with access to the
standard financial information currently available to his peers. By browsing the website o f Momingstar or that
of any other investment information
service providers, this individual
would have the opportunity to choose
from a data base o f 10,000 rated funds
selected from a wider population o f
some 40,000 available funds. There is
a ready mechanism to match his personal preference and objectives with
these databases. The descriptive and
analytical information available on
these funds is rather overwhelming.
NEW HORIZON

Investment advice to build tailored portfolios that best suit his/her
investment objectives, tax status, and
liquidity requirements is available
through direct contact w i t h qualified
professionals and through interactive
online services. I n addition, there are
world class client servicing that can
take the professional through all
stages, from setting investment
objectives, making purchases, maintaining and reporting the portfolio,
and eventual liquidation.
Let us contrast w i t h what the
Islamic sector can offer to this professional investor.
1) A close examination reveals
that 2/3rd o f the 102 available funds
are Global Equity and Southeast
Asian Funds. We all know that the
A m e r i c a n investor have l i m i t e d
appetite for the category o f funds
they call 'Foreign Funds', as they
prefer to invest the bulk o f their
investments i n US securities. I n
addition, there are limited number o f
sector Funds, very few tracker funds,
and no value-oriented funds. Almost
all Islamic funds are actively managed,
growth-oriented
dollardenominated. Yet a regulatory
review revealed that o f the 102
Funds, only one is registered i n the
USA and, therefore, available to US
citizens and residents; the rest o f the
funds are not marketable i n the USA.
The same regulatory constraint
also prevails i n many jurisdictions.
In the UK, for example, the 3-million
strong M u s l i m c o m m u n i t y can
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potentially invest i n only 2 Islamic
equity Funds. This is strange, as the
UK is home to some dozen Islamic
financial institutions. Not surprisingly. Islamic products remain a rarity i n the rest o f the European Union.
Another interesting observation is
the fact that, w i t h the exception o f
few Southeast Asian Funds, none o f
the Islamic funds focus on investing
i n the Islamic world.
2) Islamic funds are also failing
to satisfy the needs o f the private
High Net W o r t h (HNW) M u s l i m
clients, the segment o f the market
that traditionally backed the Islamic
experimentation i n finance and
banking. While a good number o f
these clients are prepared to devote a
segment of their assets to the cause,
they never get the chance to choose
from the full range o f available
Islamic products, as their banks tend
to sell their own limited product
range.
Since the market is highly fragmented with over 200 institutions
vying for a market o f only $100 150 billion i n total assets (deposits +
Funds), the chances are a private
client would have, on average, the
choice between 1 and 3 products
offered by his bank.
Again, this is not a problem faced
by the conventional non-Islamic
investors as their financial institutions are sufficiently integrated to
offer third-party products as well.
Recommendations
Having addressed the major deficiencies, I would like to make certain
recommendations for taking the sector to a sustainable growth path.
These recommendations pertain to 1)
understanding and responding to the
needs o f the investors, 2) licensing o f
Islamic products, and 3) distribution.
1) Client needs
A typical approach o f an Islamic
financial institution selling a product is to make a full presentation o f
all attributes o f the products, the
4
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Islamic credentials o f the promoter,
the logic o f investing i n the sector,
the investment track record o f the
advisor, and administrative capability o f the custodian. What is conspicuously absent from such presentation is an explanation on how the
product would satisfy the specific
needs o f the investor. No wonder the
audience o f these presentations usually leave w i t h a good feeling for
Islamic products but have no clear
understanding o f w h y they should
invest i n it.
A typical investor i n a fund
would have some basic investment
objectives that may include one or
two o f the following: providing for
college fees o f his children, saving
for retirement, providing for the
equity o f his first house, saving for
the marriage o f his children (in the
case o f Asian communities), saving
for pilgrimage to holy places, or just
saving for precautionary and/or l i q uidity purposes.
Individuals also vary in their
capacity to assume different level o f
risks, l i q u i d i t y preferences, time
horizon, and overall outlook to life.
Yet Islamic banks fail develop products that address these matters.
I believe the logical way to deal
w i t h the problems is for banks to
spend time i n understanding the
exact needs o f their clients. We all
know the dearth o f good client surveys and the taboos associated i n
sharing ones personal and financial
data to strangers - taboos that are
commonly prevalent i n our Eastern
culture. But i t is possible to make
certain assumptions about our own
people, as we are part o f them.
We know what weighs more in
their day-to-day coping w i t h life
and its strains. It would be therefore
reasonable to structure products and
portfolios that best suit these concerns and worries. For example, the
need for private retirement schemes
is a necessity for all professionals,
and it pays to structure funds that
best address this basic need.
Sha'ban - Ramadan 1422

2) Licensing Islamic Funds
Despite the pervasive nature of globalization, the provision o f finance to
the public is still a local affair. To sell
a certain investment scheme to the
citizens o f a certain country you
need to get the required regulatory
approvals for it from a competent
local regulatory agency. Although
the financial harmonization among
the European Union countries provide opportunities for selling products across member countries, the
reality is that y o u still need to have
some kind o f approval to sell funds
in each country although the approving process is easier for funds w i t h
the so-called European passport.
Most o f the Islamic Funds are
registered i n tax-efficient jurisdictions such as Luxembourg, Dublin,
Jersey, Cayman Islands, Guernsey,
etc. Since these locations are not
k n o w n to have a significant Muslim
population, there is a need to make
secondary registration i n jurisdictions w i t h a significant Muslim population. W i t h the exception o f very
few, none o f the offshore Islamic
equity funds are registered in the
locations that matter. It is no wonder
that the Muslim minorities i n Europe
and America cannot possibly invest
i n these funds.
As stated earlier, there are only
one or two Islamic funds available to
Muslim investors i n the USA and UK.
Most o f the registered funds in the
Islamic w o r l d are registered i n
Bahrain, which is another offshore
center w i t h no significant number o f
potential investors, but are not registered i n the rest o f the GCC countries.
Although m y observations are
limited to funds that are globally
marketed, it is interesting to note
that Saudi Arabia and Malaysia
stand out from the MusKm world as
exceptions. The Islamic institutions
i n these countries offer a wide range
of local funds to their local clients.
There are, however, no independently confirmed statistics about the success o f these local funds.
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It is, however, important that the
promoters o f dollar-denominated
Islamic funds should go that extra
mile to obtain registration c f their
funds i n as many jurisdictions as
possible. For only when they do that
would they rightfully claim that
their funds are 'widely marketed'.
3) Distribution
Perhaps the most important bottleneck in the dissemination o f Islamic
equity funds is the absence o f a dedicated distribution entity. In the conventional non-Islamic world, mutual
funds are marketed through efficient
retail outlets or over the Internet.
Institutions
such
as
Fidelity,
Prudential, Charles Schwab, Merrill
Lynch, Henderson and others have
established distributions networks
that sell almost the full range o f
mutual funds available in the market, irrespective o f whether these
funds are developed by them or by
their competitors. They have a kind
of omnipresence in the market and
facilitated people to buy equity
funds the same way they buy their
weekly groceries i.e. from a retailer
literally round the corner. It is not
one-time event but a continuous
process that enables investors to regularly add and adjust their investment holding.
With the advent of the Internet,
investors are in a position to do all
their investment transactions w i t h out moving from their homes or
offices. It is a step that has taken the
retailer into the living rooms o f the
people. Moreover, sale o f funds is
part o f a package o f other services
such as investment advice, portfolio
management,
financing schemes
using your assets as collateral,
access to other products, etc - services that are also provided w i t h the
same ease and availability.
No one expects Islamic banks to
offer this level o f service but they
could make life easier for their
investors i f they adopt some reasonable measures. To understand what

it would have the required objectivicould be done, we need to reflect on
t y to give an investment advice.
the size and the nature o f the marGiven the infancy o f the sector, creket. As we are aware, there are over
200 small to meduim Islamic institu- I ating a legal and economic base for
providing an unbiased investment
tions v y i n g for a share in $100 - 150
advice and offering products on the
billion market for Islamic assets. I t is
basis o f their merit is a necessary
indeed
a
fragmented
market.
condition for taking the sector to its
Moreover, given the extent o f prodnext stage o f development.
uct duplications (too many global
equity Funds for example), i t is
The entity w i l l be the window
apparent there is practically no
through which the full range o f
cooperation or information sharing
Islamic products could be offered to
among the major Islamic players.
the largest number o f potential
The creation o f an effective body to
Muslim investors. As I have argued
represent and coordinate the activiearlier i n this article, it would be
ties o f Islamic financial institutions
futile to persuade a professional
could have helped, but we are all
Muslim investor to abandon the
aware o f the fate o f the Association
opportunities available in the conof Islamic Banks and Institutions
ventional non-Islamic sector while all
that was closed after it failed to
we could offer h i m is one or two
achieve none o f its goals.
funds. I can go one step further and
say, i t is indeed impossible to match
One option to tackle the issue
what the conventional sector offers.
would be for a number o f these fragBut we can actually take lessons from
mented institutions to merge and
certain sectors, for example, the ethicreate a giant Islamic financial orgacal sector. This sector proved to be a
nization w i t h the capital base to
success on both sides o f the Atlantic.
establish a presence i n many j u r i s dictions. After all, Islam is a global
Like Islamic investors, ethical
belief system and a universal way o f
investors make a decision to forego
life, and therefore, Islamic products
some opportunities for achieving
should be made available to all
certain common ethical goals. But
Muslims. But given the nascent stage
the people who manage their funds
of corporate culture i n the Islamic
strive to minimize the financial
world, which is virtually non-exisopportunities their investors are
tent, it would not be practical to
foregoing. They do so by developing
expect that mergers o f the magniwide range o f products with mantude we are talking about could take
agement styles that replicate every
place in the foreseeable future.
possible investment style. These
products have exposure to almost
every possible sector, area, currency,
Advantages of a distribution entity
and level o f risk taking. Although
Realizing these shortcomings, we
they are not as numerous as the
concluded that the most practical
conventional one, they are o f certain
way to tackle the problem is to
critical mass to warrant devoting an
establish a dedicated distribution for
investment scheme.
Islamic products. Such entity would
specialize in selling only third-party
Moreover, ethical funds are a
products, and would therefore act as
very engaging breed o f investments
the distribution arm for the sector.
as investors spell out their ethical
Relying on the efficiencies o f the
standards, and t r y to affect public
Internet as the vehicle for distribupolicies through their investment
tion, we believe that the establishdecisions. A good example is the
ment o f such entity would provide
action recently taken by a certain
three advantages to the sector:
Hedge fund to sell its holding i n a
As it doesn't sell its own products
biotechnology company w i t h a dubiNEW HORIZON
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ous reputation for taking animal
testing to unacceptable levels - a
moved that forced the company to
reconsider its policies. That is
investor activism i n action. While
Islamic investors do not have the
choice to set their ethical standards standards
that
were
already
enshrined i n Shariah - they could
nevertheless introduce an element o f
activism by publicizing w h y they do
not favor certain funds or companies. A full discussion on this subject
is beyond the scope o f this article,
but we brought it up to learn from
the successful distribution (sale) o f
ethical investment Funds.
A n important lesson is that you
can interest investors i f you provide
them w i t h sufficiently wide range o f
products. This is crucial for making a
logical appeal to investors o f a professional background as they are
trained to make their decisions

through empirical
observations;
assembling and tabulating large
population (all Funds) from which
you can choose an adjusted sample
(actively managed portfolio) or a
representative sample (a passive
portfolio). It is only through the creation of a distribution entity that
sells all available funds from one
source could investors build a critical mass o f products. No other
option works.
3) Another advantage for establishing a distribution entity is the
much-needed transparency it introduces to the sector. By maintaining
database o f all Islamic products, the
entity would provide comparisons
and comparative analysis o f all such
products, and creates a mechanism
of weeding out the non-performing
ones, which effectively improves the
overall performance o f the sector.
4) Finally, the opportunity to col-

lect information about the preferences o f Islamic investors - a prerequisite for developing products
that stand the chance of being sold.
Conclusion
We have established the fact that
despite the early success o f Islamic
equity Funds, there are signs of
weaknesses i n the sector. We have
attributed these weaknesses to difficult realities i n the sector, challenges
from the conventional sector, wrong
marketing approach by Islamic institutions, and some lax attitude
towards regulatory approvals for the
Funds. We have explored various
options to overcome these weaknesses and concluded that the most feasible solution is the creation and the
funding o f a dedicated distribution
entity that could take the sector (and
its products) to the global Mushm
community. •
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FOREIGN CURRENCY

DOMESTIC

LONG
TERM

SHORT
TERM

STRENGTH

SUPPORT

OUTLOOK

SINCE

• Albaraka Islamic Investment Bank

BB

A3

NA

• Bahrain Islamic Bank

BB+

2

Stable

Jul-2001

A3

BBB-

Stable

Jun-2001

NA

NA

BBB

3
NA

• Al Amin Co. for Securities £t Investm't Funds

NA

Aug-2000

• Al Tawfeek Co. for Investment Funds Limited

NA

NA

BBB

NA

NA

Sep-2000

• Shamil Bank of Bahrain

BB+

A3

BB+

2

Stable

Aug-200

BB-

B

BB

3

Stable

Aug-2001

BANKS
BAHRAIN

JORDAN
• Jordan Islamic Bank for Finance
KUWAIT
• Kuwait Finance House

BBB+

A2

BBB+

2

Stable

Apr-2001

• Investment Dar Company

NA

NA

BB-

NA

NA

May-2001

• AAyan Leasing Et Investment Co

NA

NA

BB

NA

NA

Jun-2001

• Qatar International Islamic Bank

BB+

A3

BB+

3

Stable

Jun-2001

• Qatar Islamic Bank

BB+

A3

BB+

3

Stable

Sep-2000

BB+

A3

BBB-

2

Stable

Aug-2000

BB+

A3

BB+

2

Stable

Mar-2001

C

C

B-

2

Stable

Nov-2000

NA

NA

B

4

Stable

Aug-2000

QATAR

UAE
• Dubai Islamic Bank
MALAYSIA
• Bank Islam Malaysia
PAKISTAN
• Faysal Bank
PALESTINE
• Arab Islamic Bank
KEY S [STABLE] P [POSITIVE] N [NEGATIVE]

ALL RATINGS ARE REVIEWED ON A REGUIAR BASIS

Tel: (Cyprus) +357 5 342 300 Fax: (Cyprus) +357 5 343 739 / 817 750

Source: Capital Intelligence (CI), Banl< Analysis and Rating Si rvice, Limassol, Cyprus

Email: markcting®ciratings.corti.cy Internet: http://www.ciratings.com

Islamic Mortgages Award 2002
The Institute of Islamic Banking and Insurance (IIBI) has announced an award of
US$2,500 to the best presentation

of a financial

product

for property

mortgage.

The objective of this competition is to encourage creative thinking amongst financial experts in the
Islamic world to design efficient and competitive financial products. The product has to be in compliance with the basic elements of Shariah, i.e. sharing of risks and absence of Riba.
Submission: The paper is to be written and submitted in hard copy and on disc, and marked for the
attention of the Chairman, Mortgage Committee of the IIBI, at the following address:
16 Grosvenor Crescent,

London

SWIX

7EP, United

Kingdom

Deadline for submission is 3 1 s t March 2 0 0 2 . The Committee plans to organise a workshop in London
on the subject in the spring of 2002. The award winner will be invited to present his/her mortgage plan
and receive the prize. The decision of the Committee would be final and cannot be challenged.
Note: Staff of the IIBI and their dependants cannot participate in this competition. The winning design
will, for all intents and purposes considered to be owned by IIBI and cannot be marketed without the
express written permission of the IIBI.

INMATE T A K E S ON lIBi DIPLOMA C O U R S E
A n inmate in a prison i n the UK was so impressed by what he heard about the concept of Islamic banking that
he decided to take up the post graduate Diploma course run by the Institute o f Islamic Banking and Insurance,
London.
So far he has successfully concluded 3 out o f 4 modules of the course and hopes to finish it soon. He is among
the best students enrolled on the course. His course tutor is more than satisfied w i t h his progress.

IIBI PUBLISHES SECOND EDITIONS OF ITS PUBLICATIONS
Due to the continuing demand o f the books published by IIBI, the Institute has decided to bring out revised
second editions. I n this connection, the Institute is pleased to announce the publications of "The
Encyclopaedia
of Islamic Banking", and "A Compendium of Legal Opinions Vol F both in paperback.
In order to keep the price w i t h i n the reach of an average scholar, they are set to £ 7 5 for the Encyclopaedia,
and £85 for the Compendium. The details o f these publications can be found at the Institute's website at

http://www.islamic-banking.com/publications/books/book_compendium1.php and
http://www.islamic-banking.com/publications/books/book_encyclopaedia.php
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DOW J O N E S ISLAMIC INDEX FUND

Islamic Fund Performance
FACTS

D o w Jones^'^
Islamic Index Fund

Minimum investment/IRA: $ 5 0 0 / $ 2 5 0

Assets: $ 1 8 million

Currency: US Dollar
NAME OF HOLDING TICKER SYMBOL o/o NET ASSETS

Ticker: Class K: IMANX

ExxonMobil

XOM

4.35

Class M: IMAMX

Microsoft

MSFT

4.07

Eund Manager: Allied Asset Advisors based in Burr Ridge,

Pfizer

PEE

4.03

Illinois, USA

Merck

MRK

2.83

Phone: (877) 417 6161 + (630) 789 0 4 5 3

2.76

Website: www.investAAA.com

IBM

IBM

The Dow Jones Islamic Index Fund, the pioneer in Islamic index

Saudi Arabia, Shaykh Nizam Yaquby from Bahrain, and Shaykh

mutual funds, is the first series offered by Allied Asset Advisors,

Yusuf Talal Delorenzo from the United States.

Inc., the advisor to the fund. The Muslim managers at Allied Asset
Advisors offer the only true no-load index fund that meets

Screening

Shariah-based investing criteria open to investors in the United

Equities in industries not compatible with the Shariah such as

States. The Fund's goal is to emulate the performance of the Dow

alcohol,

Jones Islamic Market USA Index. The Advisor's mission is to pro-

defense/weapons are excluded from the index. Companies whose

vide superior performing mutual funds that build wealth and spir-

debt level or unlawful income exceed acceptable levels are also

itual satisfaction for investors by adhering to sound financial and

excluded. Every quarter, Dow Jones applies these screens based

ethical judgment with a commitment to the universal principles

on the criteria established by the Shariah Supervisory Board to

of Islam. The Fund measures its success by the satisfaction of its

update the components of the index.

pork

related

products,

banking,

tobacco,

and

shareholders.
Allied Asset Advisors, Inc. is a subsidiary of the

North

Monitoring and Shareholder Advocacy

American Islamic Trust(NAIT), which has managed the investment

As shareholders in a company, principled Muslim investors should

of endowment assets for over 20 years. Currently these assets are

be aware of corporate actions. The companies in the index are
monitored for actions that are not acceptable to Islamic investors.

valued in excess of $25 million.

The Fund, as a shareholder, might object against such actions or
divest itself from its investment in the company.

Dow Jones Islamic Market USA Index
The Dow Jones Islamic Market USA Index is composed of the most
liquid securities meeting Shariah investment criteria in the mar-

Purification

ket. Compared to the SftP 500, the Dow Jones Islamic Market

This process is designed to purify the portfolio of income earned

USA Index is more heavily weighted in technology and healthcare

from interest and other unlawful income. The fund generates a

companies while financial services and other "sin" industries are

purification factor for the investors who then purify their wealth

excluded. For the past five calendar years the Dow Jones Islamic

by donating the designated amount to charity.

Market USA Index has beaten the Dow Jones Industrial Average,
Fund Performance

SEtP 500 and Russell 2000 as shown below:

Since the Fund's inception in June 2000, the Fund has achieved its
The Dow Jones Islamic Index Fund has the following characteris-

goal in tracking the performance of the Index, amidst the gener-

tics which ensure that the stocks included meet the stringent

al decline of the overall market.

requirements of the Shariah:
Benchmark
DJIM USA

Outlook

1996
Return

1997
Return

1998
Return

1999
Return

2000
Return

Av Annual
Total Return

23.03

30.16

34.14

21.68

-16.57

16.87

bilities in the economy and geopolitical environment, we are
optimistic about the long term outlook for the Fund. Adopting an

Although short term outlook is uncertain due to the current insta-

sap 500

20.26

31.01

26.67

19.53

-10.10

16.48

DJ Ind Av

26.00

22.60

16.10

25.20

-6.20

16.06

indexing strategy results in low turnover, diversification, and con-

Russell 2000

14.76

20.52

-3.45

19.62

-4.20

8.88

sistent long term growth.

In fact, since 1961, of 355 mutual

funds, only 9 have beaten the SEtP 500, generally considered the
Dow Jones Islamic Index Shariah Supervisory Board

standard in indexes.

The Dow Jones Shariah Supen/isory Board is composed of Shaykh

management fees and commitment to shareholder service excel-

Justice Mohammed Taqi Usmani from Pakistan, Shaykh Dr. Abdul

lence will supplement the proven indexing strategy and provide

Sattar Abu Guddah from Syria, Shaykh Dr. Mohamed El Gari from

long term value for investors.
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We believe that the fund's relatively low

•

FINANCIAL MARKET INDICES
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Clayton Hume
'

Associates

Ltd

upport for Islamic Banking
Sales & Marketing
Produrt Development
Investment Management
Training
Private Banking, Fiduciary, Trust and Managed Companies
Brochures, Web Sites and Annual Reports
Operational Infrastructure and Controls
Management Information Systems
Clayton Hume Associates Ltd. Woolland, Dorset, DTI 1 OEP. United Kingdom
Tel: +44 (0) 1258 817721 Fax: +44 (0) 1258 817815 E-mail: enquiries@ciaytonhume.com Web site: www.claytonhume.com
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Financial Trends

BAi I S L A M I C B A N K
2000 Financial & B u s i n e s s Analysis

Foreign Exchange Rate
31 Dec 2000:
1 USD = 3.673 UAE Dirhams
Total A s s e t s

"Another year of solid growth, with a strong increase in
profitability from a larger asset base"
=

10

Ownership and Legal Status

I I I

Dubai Islamic Bank (DIB) is a Public Joint Stock Company incorporated by an Amiri
Decree issued on 12 March 1975 (29 Safar, 1395 Hijri) by the Ruler of Dubai to
provide banking services based on Islamic Principles. DIB operates through twelve
branches in the U.A.E., carrying out full banking services and investment activities
through various Islamic instruments such as Murabahat, Istisna, Mudarabat, and
Musharakat. At year end DIB employed 833 people (1999: 792). Share Capital at
year-end consisted on 100 million shares authorised, issued and fully paid-up of AED
10 each (unchanged from 1999).

1998

1999

Shareholders' Equity

Q 1-00 j
LU
\
< 0.95 ^-

The Year In Brief

1999

DIB benefited from a strong external economy, where relative stability of oil prices
and the increasing importance of the non-oil sectors underpinned financial results.
Net income for the year (after depositors' share) increased by 20.35% or AED 20.50
million to AED 121.25 million (USD 33.01 million) (1999: AED 100.75 million = USD
27.43 million). Earnings per share after zakat were AED 1.19 (1999: AED 1.01). Total
shareholder equity increased by AED 64.5 million or 5.86% to AED 1.165 billion
(1999: AED 1.100 billion). Recommended dividend for the year was AED 75.0 million
(1999: AED 50 million).
On the Balance Sheet, total assets were AED 2.421 billion or 25.89% higher at AED
11.773 billion (1999: AED 9.352 billion). Within this sum, net financing and investing
activities were 2 6 . 6 1 % or AED 2.00 billion higher at AED 9.531 billion (1999: AED
7.528 billion), while cash and balances with the Central Bank increased by AED 92.7
million or 376% to AED 123.3 million (1999: AED 33.6 million). Total Liabilities
increased by AED 2.36 billion or 28.57% to AED 10.609 billion (1999: AED 8.252
billion). Within this total, customer deposits increased by AED 2.145 billion or 28.12%
to AED 9.77 billion (1999: AED 7.627 billion).
Total Income increased by AED 137.6 million or 22.3% to AED 756.2 million (1999:
AED 618.6 million). Within this total, income from financing and investing activities
increased by AED 131.8 million or 2 3 . 1 % to AED 702.8 million (1999: AED 571.00
million). Total expenses were AED 23.1 million or 12.27% lower at AED 165.1 million
(1999: AED 188.2 million). Within this figure, general and administrative expenses
were AED 44.23 or 36.6% higher at AED 165.1 million (1999: AED 120.9 million)
while no provisions were made for financing and investing activities (1999: AED 67.3
million). Provision for zakat was AED 3 million (1999: AED 1.92 million).

Business Highlights
—> The Capital adequacy ratio at 15% was materially higher than the Central Bank
minimum requirement of 10%. The ratio of shareholders' equity to total assets
was 9%. AED 25 million was transferred to general reserves.
-> A flexible policy of profit appropriation was followed, in order to maintain an
adequate and continuous level of cash dividends, while supporting the Bank's
reserves and capital base, ensuring both the shareholders' continuing confidence
and support and a strong financial position.
-> During the year, major improvements were made in the information technology
base, with upgrading of the computer system, the addition of Internet services
and improvements to the Bank's credit card services.
The opening of an additional three branches in the UAE evidenced continuing
geographical expansion.
An improved car selling service was launched, with the opening of an Islamic
Finance Center where various makes of cars are now available under one roof.
^> A local 'Share Brokerage Office' was opened in the 'Dubai Financial Market'
^
The policy of increasing the proportion of UAE nationals was continued, with
local employees increasing to 148 in 2000 (1999: 119). UAE nationals now
represent 18% of the Bank's manpower, occupying various positions at all levels
of management and clerical support.
-> The ATM network continued to grow. The Bank now has a network totalling of 59
ATMs located throughout the UAE.
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BANK SEPAH
1999 - 2000 Financial & B u s i n e s s Analysis

Foreign Exchange Rate
19 March 2000:
1 USD = 1755 Iranian Rials (IRR)
Total Revenues

"Consistent growth in revenues, profit and assets with
comprehensive business coverage in the iR of iran "
Ownership and Legal Status

All
1280

.Q

1000

Bank Sepah was established in 1925, and is registered with the Registrar of
Companies in Tehran, Iran. The sole owner is the Government of the I.R. of Iran. The
Bank has paid-up capital of IRR 400 billion. Business is conducted through a network
of 1514 domestic branches, four overseas branches (Frankfurt, London, Rome and
Paris) and one overseas representative office (in New York). The Bank's network
consists of 24 head office divisions, 1475 branches and 34 stands units in the
Country. At the end of the period, the Bank had 17,205 employees (1999: 16,793).

97/98

98/99

99/00

Profit

The Year in Brief
On the Balance Sheet, total assets were IRR 3145 billion or 15.66% higher at IRR
23,231 billion (equivalent to USD 13.23 billion) (1999: IRR 20,086 billion). Within this
sum, credits and facilities granted were 40.07% or IRR 3,303 billion higher at IRR
11,547 billion (1999: IRR 8,244 billion). Total Liabilities increased by IRR 3,139 billion
or 15.95% to IRR 23,231 billion (1999: IRR 20,086 billion). Within this total, customer
current accounts and call deposits increased by IRR 1,811 billion or 2 4 . 5 1 % to IRR
9,201 billion (1999: IRR 7,390 billion); short-term deposits increased by IRR 779
billion or 20.92% to IRR 4,507 billion (1999: IRR 3,727 billion) and long-term deposits
increased by IRR 1,206 billion or 32.75% to IRR 4,892 billion (1999: IRR 3,685
billion).
Net profit for the year after taxation at a rate of 40.8% was IRR 3 billion or 15.62%
higher at IRR 22 billion (equivalent to USD 12.52 million) (1999: 19 billion). Total
Revenues increased by IRR 407 billion or 36.06% to IRR 1,536 billion (1999: IRR
1,129 billion). Within this figure, income from Islamic contracts was sharply higher by
IRR 374 billion or 44.43% at IRR 1,216 billion (1999: IRR 842 billion). Profit payable
was IRR 213 billion or 26.73% higher at IRR 1,010 billion (1999: IRR 797 billion),
while staff, administrative and depreciation expense was IRR 124 billion or 29.89%
higher at IRR 543 billion (199: IRR 418 billion).
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Business Highlights
->

•

The financial year for the Bank coincided with the fifth year of the second fiveyear Social, Economic and Cultural Development Plan of the I.R. of Iran, under
which Iranian commercial banks have supported the Government in completion
of a large number of development projects.
In the Iranian economy, GDP rose by 2.4% and national income by 28%. Value
added in manufacturing and mining increased by 22.7%, in construction by 3.4%,
in services by 4 8 % , in agriculture by 20.9%, and in the remaining non-oil part of
the economy as a whole by 91.6%. The trade surplus increased by USD 8.8
billion.
Iranian Commercial Banks successfully absorbed both private and public
deposits, with private deposits up by 20.4% and public deposits up by 2 2 % .
Loan and credit facilities granted amounted to IRR13,465 billion, up 32%. These
credits comprised 41.98% in the industry and mining sector, 7 . 7 1 % in agriculture,
12.76% in housing and 37.55% in services.
Transaction value of the Bank's portfolio of investments was IRR 2,712 billion, an
increase of 195% over the previous year.
The establishment of 59 new branches expanded the domestic network.
Extensive testing of the Bank's IT systems was completed, while the ATM
network was expanded by 2 7 % , with 4 1 % more customers using the service than
in the previous year.
Continued investment in the development of human resources included the
launch of a long-term training plan to increase staff skills. 380 in-service training
courses conducted in various fields were undertaken by a total of 8412
employees.
In addition to its branches and representative office overseas, the Bank has
maintained an expanding number of correspondent relationships with a large
number of banks woridwide. This enables the Bank to provide a variety of
international services to its customers and makes it a reliable correspondent for
many first-class overseas banks.
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CORPORATE GOVERNANCE

Participation of Stakeholders in the Corporate
Governance of Islamic Financial Institutions
This article is based on a paper by Sarah Gooden, Partner, Trowers Et
Hamlins, London and David Wilson, Partner in Trowers Et Hamlins Cairo
office which was presented at the conference on Transparency,
Governance and Risk Management in Islamic Financial Institutions
organised by AAOFI and IBAG in Beirut on March 20th and 21st 2001
Introduction

The term "stakeholders" is often used
to refer to all those who have a
"stake" i n the fortunes o f a company
and may include shareholders,
employees, funders, suppliers and
the even the wider community i n
which the company is operating.
This article examines the position o f
investment account holders, a category o f stakeholder particular to
Islamic banks, i n relation to corporate governance.
Investment account holders or
depositors of an Islamic bank deposit
funds on the basis o f a mudaraba
contract under which the bank acting
as mudarib invests the money on
behalf o f the depositors who are the
providers o f funds. Instead o f receiving interest on the deposit the depositor is paid an agreed percentage
share of the profit earned on the
investments. Losses are born by the
depositors alone and not by the bank.
Accounts may be unrestricted,
where the bank is authorised to
utilise the funds i n any type o f
Shariah compliant transaction, or
restricted, where conditions are
placed on the way i n w h i c h the
funds may be used. Unless restricted from doing so the bank may
commingle its own funds and those
of current account holders w i t h
those o f depositors i n which case
the bank is also a provider o f funds
and receives its percentage share o f
the profits on those funds i n addition to the share i t is entitled to as
mudarib.
12
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Investment account holders are
therefore like shareholders i n that
they share directly i n the profits or
losses arising from the bank's operations, but unlike shareholders do not
have voting rights, which enable
them to influence the bank's investment policies or the appointment or
remuneration o f its directors. This
appears inequitable and Islamic
banks, i n seeking to adopt high standards o f corporate governance and
to attract new customers, may need
to consider whether depositors
should be given additional rights to
participate i n corporate governance.
What is Corporate Governance?

Corporate governance is essentially
the system by which a corporation is
directed and controlled. There have
been numerous reports and i n i t i a tives directed at revising standards
of governance both nationally and
internationally over the last decade
or so. For example, i n the UK we
now have a non-statutory code setting out the principles o f good governance and a Code o f Best Practice.
Examples o f international initiatives are the OECD's corporate governance principles issued i n A p r i l 1999
and the Basel Committee's report on
Enhancing Corporate Governance for
Banking Organisations published i n
June o f the same year.
Points of Interest for Islamic Banks

There are a number o f issues i n relation to corporate governance apart
from the special position o f investSha'ban - Ramadan 1422

Sarah Gooden
ment account holders that are o f
particular interest or relevance to
Islamic banks.
• The fundamental ethical basis for best
practice in corporate governance;
• The central importance o f a set of
corporate values; and
• The role o f the Shariah board.
The whole concept o f best practice i n
corporate governance has, we believe,
a strong ethical basis. Public concern
following various corporate scandals
in the UK (and doubtless elsewhere
too) which has helped to focus attention on corporate governance often
arises from moral indignation as i n
the case o f Maxwell for example.
A t its root, best practice i n corporate governance is not just about
ensuring maximum profitability or
economic efficiency or achieving
economic justice or fair dealing i n a
technical sense but about trying to
ensure that companies are directed
and controlled i n accordance w i t h
acceptable moral standards.
Bearing i n m i n d that Islamic
banks' very existence is based on a
desire to comply w i t h the laws and
values o f the Islamic faith, one
would expect them to be eager to
embrace high standards o f corporate
governance.

CORPORATE GOVERNANCE
a) Corporate Values

The report o f the Basel Committee
Enhancing Corporate Governance
for Banking Organisations identifies
the need for strategic objectives and
a set o f corporate values to be communicated throughout the organisation as an essential basis for sound
corporate governance.
Islamic banks should have little
difficulty achieving this since their
corporate values are ready made and
provide the whole reason for their
existence, but to an onlooker it can
sometimes appear that Islamic banking is mostly about compliance w i t h
a large number o f obscure technical
rules. (I am told too that to a modern
Arabic speaker some o f the technical
terms used to describe Islamic financial transactions are archaic and difficult to understand).
Parallels have been drawn between
Islamic financial institutions and
other ethical banks and investment
companies. In January 2001, Professor Rodney Wilson i n an article published in New Horizon explored these
parallels in detail and commented
that, generally speaking, Islamic
banks do not attempt to establish a
link between what is ethical and the
technical methods o f conducting
financial transactions i n accordance
with the Shariah. He wrote: "there is
little attempt to explain the ethical
merits of how the bank conducts its
business directly to the clients...
Merely stating that a product is
Shariah compliant is insufficient...
Islamic banks need to be more closely
engaged with their clients and make a
convincing moral argument for their
business methods."
I f Islamic banks are to succeed i n
building their customer base further,
they need to persuade potential customers that there are real reasons for
choosing an Islamic rather than a
conventional bank. One such reason
might be an identification by Islamic
banks with the wider moral values o f
the Islamic faith including the manner in which the banks conducts

relations w i t h its customers, shareholders,
staff
and
investment
account holders.
b) Investment Account Holders

As we have seen, investment account
holders o f Islamic banks are i n a special, possibly a unique position both
because they share in profits and losses from the bank's activities and
because their funds may be commingled with the bank's own funds. It is
sometimes argued that the equity o f
unrestricted investment account holders should be treated as part o f the
bank's
own
capital,
although
AAOIFI's
Accounting
Standard
requires the equity o f investment
account holders to be presented as an
independent category i n the financial
statements. Leaving this question
aside though, is the position o f investment account holders i n fact unique?
Comparisons with other Investors

The commingling o f shareholders and
depositors funds is probably a unique
feature but there are a number o f
analogies which can be drawn with
other types o f investor who are i n the
position o f sharing i n profits or losses from underlying investments or
operations. Examples would be the
holders o f units i n unit trusts and the
holders o f personal pension policies.
The position o f investment account
holders can also be compared w i t h
that o f small individual shareholders
in a quoted company.
The extent to which any o f these
categories o f investor are able to
participate i n corporate governance
is n o r m a l l y quite limited. Even
where, as i n the case o f shareholders,
there are voting rights these are
often not exercised, especially i n
relation to routine matters such as
re-election o f board
members.
Shareholder apathy may sometimes
be criticised but the practical reality
is that most small investors do not
want, nor do they have time for,
active participation i n the companies
they invest i n .
NEW HORIZON

In fact i f every individual investor
wanted active participation i n the
decision making progress governance w o u l d become impossible.
One function o f governance structures is to ensure that the interests o f
investors and other stakeholders are
properly taken into account while
relieving them o f the need to participate actively.
Institutional investors or other
holders o f substantial shareholdings
are, o f course, i n a different position
where their rights as shareholders
enable them to exercise considerable
influence but the position o f investment account holders is probably
more similar to that o f the small
individual shareholder o f a listed
company. Many Islamic banks, however, are privately owned or, even
where some o f the shares are listed,
are effectively controlled by a small
number o f shareholders. I n such
cases the potential for conflicts o f
interest to arise as between shareholders and investment account
holders may be greater and the need
for governance structures to recognise the interests o f the latter is
therefore more pressing.
By contrast w i t h shareholders,
unit holders i n a unit trust normally
have no part to play at all i n the
governance o f the trust. They receive
regular reports covering matters
such as investment policies, composition o f the portfolio, investment
performance and the economic circumstances affecting it but they
have no ability to influence investment policies nor any right to vote
on the people c o n t r o l l i n g their
investments. In the case o f poor performance their remedy is to sell their
units but, as w i t h shares, poor performance w i l l normally be reflected
in reduced value.
Information

It seems likely that investment
account holders are no different
from other investors around the
world and that most o f them do not
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require active involvement i n governance. What they presumably do
want, like other investors, is a sound
and transparent system o f corporate
governance which they can see operates to ensure that their interests are
properly considered and protected
where possible. They also want to be
kept properly informed on a timely
basis as to the performance o f their
investments, the financial position
of the bank and the economic and
other factors affecting both o f these.
One suggestion, therefore, is that
the reports of the board and Shariah
board o f an Islamic bank ought to be
addressed to investment account
holders as well as shareholders.
Board Representation

While investment account holders
may not be overly concerned by
their lack o f voting rights their relationship with shareholders and the
management o f the bank does call
for some checks and balances to protect their position.
In a paper presented at the conference held i n February 2000 i n
Bahrain on the Regulation o f Islamic
Banking, Ghiath Shabsigh from the
International Monetary Fund presented a paper entitled "Issues i n
Islamic Banking Governance" which
drew attention to a number o f issues
in the relationship between Islamic
banks and investment account holders and concluded that a governance
structure is needed w h i c h gives
depositors the ability to infiuence the
bank's investment decisions, assess
investment performance and receive
a continuous fiow of information.
He considered the possibility o f
giving board representation
to
investment account holders but suggested that this is not really equitable as depositors do not share the
same capital commitment or liabilities as shareholders. He also queried
whether board representation would
be acceptable under the Shariah.
1 also cannot say whether board
representation would be acceptable
14
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under the Shariah but do not necessarily see w h y i t w o u l d
be
inequitable. I n the context o f an
institution w i t h listed shares the
concept o f capital commitment and
liability is not really relevant to the
position o f the individual shareholder. Shareholders liabilities are, i n any
event, generally limited. The real
distinction between
shareholders
and depositors is that shareholders
funds w i l l be required to bear any
losses suffered i n relation to the
funds o f current account holders.
I n any event, actual representation may not be necessary to ensure
that investment account holders'
interests are properly considered at
board level. It is a widely recognised
principle o f sound governance that

essary to introduce such a duty but,
in fact, this is probably not appropriate. I n most circumstances the interests o f shareholders and depositors
w i n coincide but where there is a
conflict I would suggest that those of
the shareholders ought to prevail.
A n alternative might be to
impose a lesser duty on the board to
give due consideration to the interests o f investment account holders
and not to discriminate against them
i n favour o f shareholders. Great care
would be needed as to the precise
terms i n which any such legal duty
was expressed as it could very easily
become too restrictive and hamper
the board i n the proper exercise o f
its discretion for the efficient management o f the bank's business.
Regulation

In countries wishing to
foster t h e development o f
an Islamic banking system it
might be possible to i n t r o duce laws giving rights o f
this kind to investment
a c c o u n t holders

there should be a significant number
of independent non-executive directors on the board and they can be
expected to play a role i n ensuring
that the interests o f all participants i n
the bank are given due consideration.
Directors' Duties

It should also be borne i n m i n d that
i n the majority o f jurisdictions the
primary duty o f the board is to act i n
the best interest o f the company,
which would normally be identified
w i t h the interests o f shareholders as
a body (but not individually). Given
board representation investment
account holders may be able to gain
influence but this would not mean
that the board would be obliged to
act i n their best interests. I n many
cases a change o f law would be necSha'ban - Ramadan 1422

Another possible approach to avoiding discriminatory action against the
interests o f depositors i n day-to-day
management o f the business is
through regulation rather than governance. Such regulation could be
imposed i n t e r n a l l y t h r o u g h the
bank's constitution or bylaws or i n
conduct o f business rules. I n this
case i t would form part o f the framework o f internal controls which is
part o f the corporate governance
structure. Alternatively, regulation
could be externally imposed by the
bank's regulators. Such regulation
would set standards to be observed
in the conduct o f the bank's business
specifically i n those areas relating to
the equity o f investment account
holders to the extent that the Sharia
does not already provide relevant
principles. Regulations might, for
example, address codes o f practice to
be followed i n relation to retrospective adjustment o f mudaraba ratios
or i n making decisions relating to
the commingling o f funds.
Other Suggestions

Under the UK Companies Acts shareholders have certain rights to ask the
courts to intervene where they con-

CORPORATE GOVERNANCE
sider that a company is being run i n
a manner which is prejudicial to
their interests. In countries wishing
to foster the development o f an
Islamic banking system it might be
possible to introduce laws giving
rights of this kind to investment
account holders.
I t w o u l d be
impractical to allow i n d i v i d u a l
depositors to seek a remedy whenever they felt aggrieved but a right for
depositors j o i n t l y either exceeding a
certain number such as 50 or 100
persons or holding more than a
specified amount i n investment
accounts could possibly be workable.
Other suggestions which have been
put forward in the past include:
• Briefing panels comprising investment account holder representatives briefed by management on
investment policy and performance
• Representation for depositors on
audit committees
• Provision of sufficient information
to enable depositors to evaluate
the bank's performance and p o l i cies. Statements should be made
describing the bank's policies on
such matters as commingling o f
funds and adjustment o f mudaraba
ratios.
Provision of adequate information
and transparency i n dealings w i t h
depositors funds are probably the
most important area on which banks
should be focusing and is one which
they have i n their power to address
themselves without having to wait
on regulators or legislators. I would
query the practicality o f briefing
panels given the need to disseminate
the information widely. It might be
easier to issue regular reports to
depositors along similar lines to
those produced by investment
mangers of unit trusts. I also doubt
whether it is appropriate for depositors (or whether they would wish to
be involved) in the detailed and technical work of the audit committee.

The Role of the Shariah Board

It appears that the Shariah board has
a specific role to play i n relation to
investment account holders. AAOIFI's
accounting standard on the equity o f
investment account holders and
their equivalent states that "Loss due
to misconduct or negligence on the
part o f the Islamic Bank, based on
the
opinion
of
the
Shariah
Supervisory Board o f the Islamic
bank, shall be deducted from the
Islamic bank's share i n the profits o f
the j o i n t l y financed investment".
(Emphasis added)
The Shariah Supervisory Board
should be made up o f independent
specialised jurists but is, neverthe-

It is also usual for allegations

]

of negligence or misconduct to be?
disputed. This means that deter-

I

mining whether misconduct or
negligence has arisen and what
proportion of any loss is attribut- i
able to it is almost always
complex and is likely to demand
different skills and experience
from those normally required of

holders and investment account
holders. Since they are appointed
and paid by the shareholders they
appear to be subject to a potential
confiict o f interest i n fulfilling this
function. I would argue that, ideally,
such questions would be referred to
a separate body which is independent o f the bank and that i f the
interests o f investment account
holders are to be properly considered, and, just as important, seen to
be properly considered, there needs
to be a transparent process i n which
they are separately represented.
Questions o f negligence and misconduct are rarely clear-cut and
where losses have arisen it w i l l often
be the case that the alleged misconduct or negligence is merely one
contributory factor. It is also usual
for allegations o f negligence or misconduct to be disputed. This means
that determining whether misconduct or negligence has arisen and
what proportion o f any loss is attributable to i t is almost always complex
and is likely to demand different
skills and experience from those
normally required o f the Shariah
board.

the Shariah board
Separate class of capital

less, a part o f the Islamic financial
institution
and
under
AAOIFI
Governance Standards is appointed
by the shareholders on the recommendation o f the Board o f Directors.
The remuneration o f the Shariah
Supervisory Board w i l l normally be
fixed by the Board o f Directors who
w i l l be authorised to do so by the
shareholders.
A l t h o u g h i t is clear that the
members o f the Shariah board must
be entirely independent o f the management and operations o f the institution, it may be appropriate to ask
whether the Shariah board is the
appropriate body to determine questions o f misconduct or negligence on
the part o f the bank and consequent
division o f losses as between shareNEW HORIZON

Finally, I would ask whether it is
essential that the mudaraba contract
must always provide the framework
for deposit accounts? A different
approach might be to create a separate class o f share capital equivalent
to the equity o f unrestricted investment account holders carrying l i m i t ed voting rights i n relation to matters specifically affecting the rights
attaching to those shares. This would
put what are now depositors onto a
footing similar to that o f preference
shareholders. This might require legislation i n many countries and
w o u l d certainly need substantial
change to the bank's constitutional
documents but it would be interesting to hear whether there is any fundamental objection to this possibiht y under the Shariah.
•
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Euromoney Seminar Islamic Finance Summit 2002
Assessing tlie growtli and Development of Islamic Banking
and Investment Globally.

Issues in Islamic Economics Western Economics Association
International Conference
Date: 29th June - 3rd July 2002

Date: 23rd - 2 4 t h January 2002
Venue: One Whitehall Place, Westminster, London S W i A
Contact: Angela Smith

Venue: The Westin, Seattle, USA
Contact: Asma Nimi Hj Mohd Kamal
Dept of Economics

Euromoney Seminars

International Islamic University Malaysia,

Nestor House

Jalan Gombak, Kuala Lumpur 53100,

Play House Yard

MALAYSIA

London EC4V SEX

Tel: +60 3 2056 4763

Email: registrations@euromoneyplc.com

Fax: +60 3 2056 4850

Tel: +44 (0) 870 90 62 600

Email: asma@iiu.edu.my

Hedge Funds Middle East
The gateway to alternative
investment in the Middle East

Re-Introducing Values into Economics
Papers in Islamic Economics and finance are invited (Abstract
of 300 words or short proposal on topic).
Date: 28th - 30th December 2002

Date: 4-6th February 2002

Venue: Lahore, Pakistan

Venue: Emirates Tower, Dubai, UAE

Contact: Salman Syed Ali,

Organisers: Marketing Manager

Islamic Economics Session

Terrapinn, 2nd Floor

International Institute of Islamic Economics

100 Hatton Garden

International Islamic University

London EClN 8NX

PO Box 1687

Tel: 020 7827 5977

Islamabad

Fax: 020 7242 1508
Web site: http://www.altinvest.org/hedgefundsme2001/

Accounting , Commerce, Et Finance:
The Islamic Perspective
"The Vehicle for Exploring and Implementing
Islami'iah in Accounting,

Shari'ah

Commerce Et Finance"

Date: 1 1 - 1 3 February 2002
Venue: International Conference V, Kuala Lumpur, Malaysia
Organised by: Kulliyah of Economics £t Management
Sciences, International Islamic University, Malaysia.
Contact: Prof. Omar Abdullah Zaid, PhD, ACA
President, International Conference V,

Pakistan
Email: salmansa@bigfoot.com

Fifth International Conference on
Islamic Economics And Finance
Sustainable Development and Islamic Finance in Muslim
Countries
The Conference will concentrate on the problems faced by
Muslim countries (particularly the problems of unemployment,
internal and external debt) and try to investigate their causes
and suggest remedies in the light of Islamic teachings, economic theory, and the experience of other countries.
Date: January 6-8, 2003

Department of Accounting,

Venue: University of Bahrain, Bahrain

International Islamic University Malaysia,

Contact: Dr Munawar Iqbal, Islamic Banking Et Finance Dept,

Jalan Gombak, Kuala Lumpur 53100,

IDB, Saudi Arabia

MALAYSIA

Email: ibfd@isdb.org.sa

Email: omarabdullahzaid@hotmail.com

Web: www.irti.brg/conf002.htm

For more information on Islamic banking conferences, ft uptodate news on Islamic fianance,
please visit our website
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PRESS RELEASE

Towry Law International ft SaisGroup launch
TOWRY L W
INTERNATIONAL

first Islamic multi-manager investment fund

TOWRY LAW INTERNATIONAL, part of the AMP

Their objectives, for their investors, are to achieve:

global financial services group, is launching the

-

Mutajarah Fund, the first Shari'ah approved multi-

-

manager investment fund employing various proven

Attractive returns and the lowest possible risk
Because of a various allocations of the funds to
different investment strategies, a true diversifica-

trading strategies.

tion of investments is maintained.

Towry Law International (Malaysia) worked closely

-

with the Swiss Alternative Investment Strategies

Smart investment strategies with a real competitive
edge

Group AG (SaisGroup) of Switzerland to design, struc-

-

ture and manufacture the fund.

Monitoring on all positions and risk management
on a daily basis

The objective of the fund is to achieve an annual

-

100% transparency

return of 10-15% with low risk (5% annualized
volatility) and low correlation to traditional invest-

The Mutajarah Fund is specifically designed for the

ments such as stocks and bonds. It is specifically

Islamic investor. The saisGroup have teamed up with

designed for Islamic investors and relies on combining

The International Investor K.S.C. (Til) in Kuwait. After

knowledge, human efforts and Shari'ah approved

the recent merger with the Dallah Albaraka Group, Til

investment strategies, with a clear economic rationale

is one of the world's leading Islamic financial institu-

for profitability, to produce consistent returns.

tions. Til's role is to ensure that all principals under
Islamic law are strictly adhered to.

Yasser Al-Maskati, Director, Towry Law
International, said:

The Mutajarah Fund is Shari'ah approved and will
be constantly monitored by a highly respected

"The market for Islamic products has witnessed
dramatic growth in recent years. Islamic banking is

International Shari'ah Advisory Committee, whose

estimated to mange funds of US$100 billion, with

members are:

annual growth estimated at a rate of 15%."

•

- a well known major Saudi Shari'ah Scholar

"However, the current Islamic product range is limited to traditional investments and most highly corre-

Sheikh Abdulla Ibn Abdul Aziz Ibn Aqeei (Chairman)

•

Sheikh Saleh Ibn Abdul Rahman Al-Hussain (Deputy

lated to the performance of the equity markets, so

Chairman) - a well known Saudi scholar of Shari'ah

Towry Law and its advisors felt the time was right for

and law

an Islamic alternative investment fund," he added.

•

With its low volatility and low correlation to equity

Sheikh Abdul Rahman Ibn Abdulla Ibn Aqeel
(Member and Secretary) - Shari'ah graduate and

markets, the Mutajarah Fund can help to effectively

active in Shari'ah research

diversify a traditional Islamic investment portfolio.

•

Dr Muhammad Anas Zarka (Member)

The fund will be managed by the Swiss Alternative
Investment Strategies Group AG (SaisGroup), the for-

Subscription is now open for investments into the

mer alternative investment team of the second largest

Mutajarah fund and the initial closing will take place

Swiss bank.

on the 1st November 2001 (with the ability to extend
for 2 weeks).

SaisGroup have vast experience in analysing and
selecting alternative investment managers worldwide
and in managing multi-manager alternative invest-

Subsequently it will be open for investment on a
monthly basis.

ment portfolios.
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BAHRAIN
Islamic banks deny
fmancing terrorism says Ezzedin Khuja
Islamic banks are not involved i n
financing terrorism, said the Bahrainbased General Council for Islamic
Banks and Financial Institutions.
In a statement, the council's secretary general Ezzedin Khuja said
none
o f its 34 members
in
Bangladesh,
Bahrain,
Kuwait,
Malaysia, Saudi Arabia, and Sudan
"are involved in any way i n financing terrorist operations or illegal
acts." "The institutions operate under
precise norms and rules under the
control of the central authorities o f a
sovereign state... and i n total transparency," he said.
He condemned all forms o f terrorism and complained o f a "tendentious campaign" i n the West to link
Islamic banks to the US terror
attacks o f September 11.
In Manama, the banking capital
of the oil-rich Gulf, Information
Minister Nabil Al-Hamr said that no
financial institutions or charities on
the archipelago were involved i n
shady dealings.
Western media have reported that
Islamic banks and funds were linked
to the financial activities o f m i l l i o n aire renegade Osama b i n Laden,
Washington's prime suspect i n the
terror attacks.
George W. Bush has named 27
individuals or groups identified as
being linked to terrorism and
ordered a freeze on their assets, also
instructing authorities to freeze the
US assets o f any foreign banks not
complying w i t h the order.

AAOIFI's Shari'ah
Standards to be made
compulsory in Bahrain
Shariah standards issued by the
Accounting and Auditing Organisation
for Islamic Financial Institutions
(AAOIFI) are to be made mandatory
in Bahrain.
Inaugurating the first conference
on Shari'ah boards for Islamic financial institutions, Sheikh Ahmed b i n
Mohammed A l Khalifa, Governor o f
the Bahrain Monetary Agency
(BMA), said Bahrain has always been
at the forefront o f developing the
Islamic banking sector and i n ensuring that the highest standards and
international best practices are f o l lowed. Making AAOIFI's Shari'ah
standards mandatory i n the country
is consistent w i t h these efforts.
AAOIFI's accounting and auditing
standards are already mandatory i n
Bahrain, which, along w i t h Sudan,
are the only two countries where
AAOIFI standards are compulsory.
AAOIFI chairperson Sheikh Ebrahim
A l Khalifa said uniformity is vital for
transparency
and comparability,
which, i n turn is crucial for developing the Islamic capital markets.
The Shari'ah board conference,
which was participated by leading
Islamic scholars as well as other delegates, was organized by the AAOIFI
in collaboration w i t h the Islamic
Development Bank's (IDB) Islamic
Research and Training Institution.

Dallah Albaraka licensed
to open Islamic Bank in
Manama
Saudi Arabia's Dallah Albarakah
Group (DBG) has been licenced by
Bahrain's central bank to set up an

18
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Islamic bank i n Manama, the Gulfs
financial
hub. A statement from
Bahrain Monetary Agency (BMA),
the central bank, said on Monday
the group had been granted permission to open a commercial branch in
the country, a Gulf banking centre.
"By opening the branch, the
group aims at expanding and diversifying its activities, and to benefit
from facilities provided to banks by
Bahrain," the B M A statement said.
There are 18 Islamic banks and
financial houses operating from
Bahrain, alongside 20 commercial
banks and around 47 offshore banking units w i t h combined assets o f
more than $100 billion.
There are around 200 Islamic
banks and financial houses i n the
w o r l d serving around 1.2 billion
Muslims. Islamic banking, which
bans interest on loans and credits
extended, has been g r o w i n g at
between 10 and 15 percent annually.

Bahrain Central Bank
offers $25 million worth
of Islamic bills
Bahrain's central bank is offering
three-month Islamic government
bills w o r t h $25 m i h i o n to meet the
liquidity needs o f Islamic banks and
finance houses.
A spokesman for the Bahrain
Monetary Agency, said the bills carry
a fixed return o f 2.50 percent a year,
down from 3.48 percent last month.
He added the bills were heavily oversubscribed, w i t h banks asking for
$74 milHon worth o f bills, called
Sukuk Al-Salaam Islamic Securities.
Bahrain based commercial banks
and Islamic houses are eligible to
buy the bills, which w i l l mature on
January 9, 2002.

NEWS DIGEST
Gulf International Bank
B.S.C. to finance upto
US$100 million
(BD 37.8 million)
HE
M r . Abdulla Hassan Saif,
Minister o f Finance and National
Economy o f the State o f Bahrain,
signed an agreement on behalf o f the
government o f Bahrain, whereby
Gulf International Bank B.S.C. w i l l
finance up to US$ 100 million (BD
37.8 million) as a bridge finance
facility.
This facility w i l l be used to
finance part of the Hidd Power
Station Project-Phase I I . The proceeds from this facility w i l l be covered from the medium term financing which the Ministry is currently
arranging with a group o f domestic
and international banks i n Bahrain.
Dr. Khaled M . Al-Fayez, Chief
Executive Officer o f GIB, said: "We
are very delighted to play a major
role in financing this important project in Bahrain. GIB has financed a
large number o f crucial infrastructure projects across the GCC states
over the last 20 years."
The total project cost for the Hidd
Power Stafion-Phase I I is BD 113
million (US$300.4 million) as per the
agreement
signed between
the
Ministry o f Electricity and Water
and Alstom (France) Ltd. This project
w i l l produce up to 700 M W o f electricity and is part o f the government's strategic projects.

KUWAIT
KFH Records 4.9 Percent
Growth in Net Profit
Kuwait Finance House has showed
improvement in the performance during the first nine months o f the year.
As o f September, Kuwait Finance
House (KFH) has gained KD36.6 m i l lion (US$120 million) net profit on a

KD84.4 million gross profit, indicating a 4.9 percent increase over the
same period last year.
In terms o f assets, KFH recorded a
total o f KD2.3 billion in the first nine
months o f the year, compared w i t h
KD2 billion at the end o f last year.
Earnings per share also improved
slightly, rising from 54 to 56 fils
during this period.
KFH, which was established i n
1977, is the first Islamic bank in
Kuwait. W i t h a 20 percent stake i n
the local deposit market, it outperforms other interest-based banks and
financial institutions, thus expanding the horizons o f Islamic banking
in the Middle East and globally.

need to only pay R M l token sum as
consideration for the execution o f
the Sale and Purchase Agreement.
They can opt for two types o f
financing, A I - B a i ' Bithaman A j i l
(ABBA), that is, through the Islamic
Banking Scheme, or the Conventional Financing Scheme. Each qualified and pre-approved applicant
determined by the Selangor State
Government w i l l be issued a TPE
Certificate. Under the ABBA scheme,
payments w i l l be deferred until the
full disbursement o f the financing.
The total margin o f financing,
including MRTA, w i l l come up to
approximately 110%, at an approximate cost o f RM3 5,000.

MALAYSIA

PHILIPPINES

Arab Malaysian Banking
Group Launches Special
Housing Loan Scheme

Al-Amanah to Boost
Economic Development
in Mindanao

Arab Malaysian Banking Group,
together w i t h the State Government
of Selangor Darul Ehsan, have
recently signed an agreement marking the launch o f Tabung Perumahan
Ehsan (TPE), a special housing loan
scheme that targets the lower income
group in the State.
In his speech. Tan Sri Dato'
Azman said, "We are indeed pleased
to be invited to participate as the
sole end-financier
for Tabung
Perumahan Ehsan. This housing loan
package, arranged in collaboration
with the Selangor State Government,
offers financing for low-cost residential property, both landed and n o n landed, to the lower income group.
The package, which comes w i t h
attractive Tan Sri Dato' Azma features and benefits, is offered to qualified documents w i t h YAE applicants
w i t h income between RM800 and
RM2,500 and are registered w i t h the
Selangor State Government. Applicants

The newly privatised A l - A m a n a h
Islamic Bank, the sole Islamic bank
in the Philippines, is gearing up to
achieve great things under its new
owners.
Michael Mastura, former president o f A l - A m a n a h and currently a
partner in Malpinas Investments,
Inc., the Filipino-Malaysian company that now owns the bank, said he
is optimistic that A l - A m a m a h w i l l
provide a valuable service to
Muslims and non-Muslims alike. He
cited the success o f Islamic banks i n
Malaysia, which reportedly are a
regular source o f f i n a n c i n g for
Chinese and multinational corporations.
A l - A m a n a h w i l l operate according to Shariah laws, which basically
prohibit earning o f profits through
interest. Under the Islamic banking
system, loans are asset-backed, and
arranged as profit- sharing transactions. "It is an inclusive and equi-
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table system that w i l l contribute to
the
economic
development
of
Mindanao," said Mastura.
The privatisation o f Al-Amanah,
announced by President
Gloria
Macapagal-Arroyo last month at the
10th Mindanao Business Conference,
is also expected to boost business
transactions w i t h i n the East ASEAN
Growth Area (EAGA), which covers
the backdoor regions o f Indonesia,
Malaysia, the Philippines, and
Brunei. Most traders in the EAGA
region are clients o f Islamic banks.
Besides Malpinas, two Malaysian
financial institutions, namely Bank
Islam (Labuan) Ltd and Syarikat
Takaful Malaysia Berhad, w i l l also
be actively involved in the operation
of Al-Amanah. Bank Islam (Labuan)
w i l l be i n charge o f training A I Amanah's staff in Islamic banking as
well as i n formulating operational
frameworks for Islamic b a n k i n g
standards.

SAUDI ARABIA
Minister praises IDB
accomplishments
The board o f governors o f the
Islamic Development Bank (IDB)
concluded its 26th session on the
24th October 2001. Dr Ibrahim b i n
Abdul Aziz Alassaf, Minister o f
Finance and National Economy and
the Kingdom's Governor to the bank
and the Head o f the Saudi delegation
to the session, delivered a speech i n
which he praised the distinguished
accomplishments o f the bank i n
serving Islamic countries
and
enhancing cooperation
between
them in the economic, commercial
and investment fields.
Dr Alassaf noted that the proposal o f Crown Prince Abdullah b i n
Abdul Aziz, Deputy Premier and
Commander o f the National Guard,
at the Islamic summit in Qatar i n
20
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1421h, to significantly increase the
capital o f the bank, demonstrated
the Kingdom's keenness to uphold
the noble message o f the bank. The
conference issued a number o f decisions, notable among them the
increase o f the bank's capital from 6
to 15 billion Islamic Dinars.

^

^
^gj-j-^j-^

For more information on Gerrard and
its services contact 0845 601 3218

SAMA announce new
website for share prices
Saudi Arabian monetary Agency
announced that as from October 6,
2001, share prices could be viewed
on their new Tadawul system web
site (http://www.sama-ksa.org/english/whatnew/) The website made the
following announcements:
Arab National Bank has announced
it's intention to increase it's capital
Arab National Bank has announced
it's intention to increase it's capital to
SAR 1,800 million, distributed over 36
million shares by issuing 1 bonus share
for every 5 shares held subject to ratification by the annual general meeting
in March 2002.
Bank Al Jazira achieved a net profit of SAR 41,42 Million
Bank A l Jazira achieved a net profit of SAR 41.42 Million for tiie first 9
months of 2001, an increase of o/o 14.65
over the sar 36.4 Million achieved during the same period last year.

IDB approves $420m in
financing and grants
The Islamic Development Bank (IDB)
approved financing of a number o f
projects in some member states and
providing grants to Muslim communities in several non-member states with
a total value of about $ 420 million.
The approval came during the meetings
of the Bank's Council of Executive
Directors at the Bank's 203rd Session.
Sha'han - Ramadan 1422

SFD to fund Algeria
housing project
Dr. Ibrahim Al-Assaf, Minister o f
finance and national economy, o f
the Saudi Fund for Development
signed to extend a SR94 million loan
to Algeria to finance a housing
scheme. Algerian Finance Minister
M o u r a d Medlsse represented the
Algerian side. The houses w i l l be
built i n Gasantina which has acute
housing shortage. The project is
expected to be completed i n 2004.

hedge.funds
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Middle East 2002

4 - 6 February 2002
Emirates Tower
Dubai, UAE

The gateway to alternative investment in the Middle East
This is t h e 3rd year of t h e M i d d l e East c o n f e r e n c e - a year of g r o w t h ,
greater discussion and w i d e r a c c e p t a n c e in traditional nnarkets. For t h e
past 3 years, t h i s r e n o w n e d c o n f e r e n c e d e a l i n g w i t h t h e w o r l d of
alternative i n v e s t m e n t s w i l l f o c u s on t h e c u t t i n g - e d g e i n s i g h t s into
s t r a t e g i e s , b e n c h m a r k i n g , t r a n s p a r e n c y and d i s c u s s i o n s as t o w h y
alternatives should be incorporated into an effective portfolio.
The latest strategies, t h e o r i e s and i n f o r m a t i o n on h e d g e f u n d s , private
equity and m o r e at H e d g e Funds W o r l d M i d d l e East 2 0 0 2 on 4 - 6 F e b
2002
If you are an institutional investor, f u n d m a n a g e r or service provider ....
don't miss t h e definitive M i d d l e East event of t h e year!
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