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COMMENT

Pakistani Banks Go Islamic
The issuance of Prudential
Regulations for Islamic financial
institutions in Pakistan marks a
positive step in the Islamisation of
the country's economic sector.
The State Bank of Pakistan's
issuance in December of 2001 of
detailed criteria governing applications for the establishment of
Islamic Commercial banks in the
Private sector is much welcomed.
Industry participants have reacted positively as this clearly sets out
the conditions for compliance with
Shariah and process for obtaining
operating licenses. Interested institutions will have to be Public
Limited Companies listed on the
stock exchange with a minimum of
50% of the respective shares offered
to the public and a minimum paid
up share capital of Rs. 1 billion.
Approved banks shall be subject
to the prevailing laws and directives
issued by the SBP and will be compelled to commence operations
within six months of obtaining a
license and open at least five
branches within a 12 month period.
This marks the next positive phase
of the process started in December
1999 by the historic Supreme Court
judgment proclaiming interest
repugnant to Quaranic precepts.
This decision has far reaching
implications for the socio economic system of Pakistan. One
important consequence is that all
banking institutions dealing in
and with interest based transactions and products have been rendered un Islamic. This is likely to
have an immense impact on
growth and evolution of the
banking and financial system of
Pakistan as it braces for the twenty-first century.
2
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The implementation of the judg; ment, necessitates that all types of
commercial banks along with the
central banking and the non-banking financial institutions engaged in
interest-related business must suspend their business and activities
till such time that these institutions
are replaced with Islamic banks and
Islamic financial institutions (IFIs).
Such institutions by definition are
those, which do not transact any of
their businesses on the basis of
interest.
Interestingly, however, on the
subject of foreign debt liabilities,
; the court was less forthright. The
ruling stated that foreign debts are
I "liabilities of a special nature" and
whilst they cannot be wholly
exempted from the ban on interest,
special treatment was required. The
court suggested the government
should discuss new arrangements
1 with overseas lenders and establish
' a timeframe for converting transactions with foreign partners into
riba-free forms of debt.
Although outside the remit of its
established duties, the court (at the
government's urging) produced
detailed guidelines for establishing
an interest-free economic and legal
framework in keeping with the
; tenets of Islam. The guidelines
i include enacting laws to ensure
: transparency, along the lines of the
UK's Financial Services Act,
Freedom of Information Act and
Privacy Act, and the US' Ethics
Regulations.
A further court decision has now
delayed the implementation of the
ruling until June 30 2002, and
President General Musharraf has
announced interest payments on the
country's external debt will contin-
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ue. The ban is still presumably coming and Pakistan's financial sector
will need to start working on ways
to operate effectively once it is in
force. The court has put forward the
idea of using Islamic financing
structures that are already in use in
other Islamic countries. Such structures involve profit and loss
arrangements based on joint ventures (Musharakah), mutual investment funds (Mudarabah) and costplus financing (Murabahah). Other
non-interest bearing modes of
financing such as leasing (Ijarah)
were also endorsed by the court.
A big part of how the framework
for Islamic banking in Pakistan will
develop in practice will depend on
how strictly the authorities choose
to interpret Islamic law. There is currently a distinction between countries such as Malaysia, where the
structure is flexible and allows borrowers to choose between Islamic
and "conventional" banks, and some
of the Gulf states where the law is
interpreted much more rigorously,
requiring the use of more innovative
financing structures.
Some law firms in Pakistan predict litigation in banking claims will
increase as a result of the riba judgment. What is more certain is that
legal work in the area of Islamic
financing structures is likely to grow
significantly.
The most encouraging consequence of the Supreme Court judgment, however, has been the
renewed interest in Islamic banking,
its theoretical foundations as well as
its practical formulations, as an
enhanced awareness and understanding of the issues will only better serve implementation of this on
going process. •

ISLAMIC BANKING

The Development of Islamic Banking
Juridical and Practical Issues Is the Law Equipped?
Part one of an abridged and amended version o f a
paper presented by the writer at the 11th Malaysian Law
Conference held in Kuala Lumpur, Malaysia in November
2 0 0 1 . The paper looks at Islamic banking as it is practised
in Malaysia and discusses some of the deficiencies in the
law applicable to Islamic banking. As disputes in Islamic
banking are referred to the civil courts (modelled on the
English system) for adjudication, the issue of conflicts
between the civil laws and Islamic law t h a t might arise
are also considered. The writer makes various proposals
for amendments to the existing laws in their application
to Islamic banking

Islamic Banking in Malaysia

Islamic banking, introduced into the
iVIalaysian banking system in 1983,
was made possible by the passing of
the Islamic Banking Act 1983 (Act
276) (IBA), which came into force on
10 March 1983 and applies throughout Malaysia.'
The IBA is a unique piece of legislation providing for the setting up
and licensing of "Islamic banks". It is
unique in the sense that probably for
the first time an Act of Parliament
has been enacted to deal specifically
with Islamic banking. The writer is
not aware of any similar legislation
in any other jurisdiction following
the common law system.
Another aspect of Islamic banking
in Malaysia worthy of mention is that
the dispute resolution in Islamic
banking cases comes within the jurisdiction of the civil courts (and not

under the Shariah court system, as
some might expect), which apply the
civil court procedures to such cases.
Scope of the Paper

This paper discusses the development of Islamic banking in Malaysia
since its introduction from a legal
viewpoint. It seeks to highlight some
shortcomings, problems and issues
in the legal framework in a constructive way and makes some proposals to overcome them.
ISLAMIC BANKING BY ISLAMIC BANKS

Islamic Banks

As of now, only one bank has been
licensed under the IBA and that is
Bank Islam Malaysia Berhad (Bank
Islam). It is expected that another
bank will soon get its Islamic banking licence.
NEW HORIZON

W h a t is an Islamic Bank and
What is Islamic Banking Business?

Section 2 defines "Islamic Bank" as
"any company which carries on
Islamic banking business and holds a
valid licence..." and "Islamic banking business" as "banking business
whose aims and operations do not
involve any element which is not
approved by the Religion of Islam".
The term "banking business" itself
is not defined and the IBA does not
stipulate how that term is to be
understood in the context of
Islamic banking.
The definition of "Islamic banking business" in the IBA appears to
be simple; but, in the writer's view,
it is not so. What meaning is to be
given, for example, to the expression "any element which is not
approved by the Religion of Islam"?
Seen from this point of view the
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wording may seem, to be too general. It might be thought that the law
would be more certain if the definition had been more precise, such
as providing that in the event of
differences between the schools on
any point, the law to be applied
should be the law in accordance
with, say, the Shafi'e madhab.^
On the other hand, the general
definition is, in the writer's opinion,
highly significant, at once forwardlooking and universal in its sweep.
The prescribed formulation would
allow for the reception and application of the law from any of the madhahib or even from the Shi'a branch
on any issue that might be most
appropriate in the given circumstances, thus making the resulting
proposition of the law more widely
acceptable, both within and outside
Malaysia.
Who Can Carry on Islamic
Banking Business?

Section 3(1) of the IBA states that
"Islamic banking business shall not
be transacted in Malaysia except by
a company which is in possession of
a licence in writing from the
Minister authorising it to do so". So,
it appears only an Islamic bank can
do Islamic banking business. This is,
in fact, not so.^
The Law Applicable to Islamic
Banking Business

Surprisingly, the foregoing provisions are all that the IBA contains
about the law that is to be applied to
Islamic banking. It is astonishing
that in an Act that paves the way for
the establishment of Islamic banks
and authorises the carrying on of
Islamic banking business there is not
a fuller treatment of the law that is
to be applied or even broad guidelines on what the law is to be.4 This
topic is dealt with in greater detail
later in this paper.''
4
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Shariah Advisory Body

It would seem that the scheme of
the IBA in relation to the applicable Shariah law (or the apparent
deficiency in the law within the
Act) is to provide the input by the
establishment of a Shariah advisory council for each Islamic bank. S.
3(5)(b) of the IBA makes the establishment of a Shariah Advisory
body a condition for the grant of a
license to an Islamic bank.
This is an important provision
which seems to have been designed
to deal with the immensely intricate subject of the Islamic law that
is to apply to Islamic banking
transactions.
However, its real purport has
not been tested in the courts as yet.
But it is reasonable to conclude
that, since the setting up of a
Shariah advisory body is a condition for the granting of a licence,
the Act envisages a central role for
that body in the sphere of the law.
It may even be seen as a mini
Parliament, entrusted with power
to "enact" laws (by rendering
advice to the bank) applicable to
Islamic banking.
The statutory function of
the Shariah advisory body is "to
ensure that [the operations of the
bank] do not involve any element
which is not approved by the
Religion of Islam". What is the real
legal ambit of this subsection?
Are decisions of the Shariah
advisory council subject to judicial
review by the courts? This is an
issue of critical importance since it
involves the question of the role
and function of the Shariah advisory council. The IBA does not provide an answer.
But the answer that might be
given by a civil court to this question could well determine the
future evolution of the law of
Islamic banking one way or the
other.
Dhual Qadah-Dhual Hijja 1422

ISLAMIC BANKING BY
CONVENTIONAL BANKS it
FINANCIAL INSTITUTIONS
Banking and Financial
Institutions Act 1989 (BAFIA)

Section 124 (in force from 1 August
1996) of BAFIA (which applies to
conventional banks) reads as follows:
"(1)...Nothing in this Act or the
Islamic Banking Act 1983 shall prohibit or restrict any licensed institution from carrying on Islamic banking business or Islamic financial
business, in addition to its existing
licensed business, provided that the
licensed institution shall consult the
Bank before it carries on Islamic
banking business or any Islamic
financial business.
(2) For the avoidance of doubt, it
is declared that a licensed institution
shall, in respect of the Islamic banking business or Islamic financial
business carried on by it, be subject
to the provisions of this Act.
(3) Any licensed institution carrying on Islamic banking business, or
Islamic financial business, in addition to its existing licensed business
may, from time to time seek the
advice of the Shariah Advisory
Council established under subsection
(7), on the operations of its business
in order to ensure that it does not
involve any element which is not
approved by the Religion of Islam.
(7) For the purposes of this section:
(a) There shall be established a
Shariah Advisory Council which
shall consist of such members, and
shall have such functions, powers
and duties as may be specified by the
Bank to advise the Bank on the
Shariah relating to Islamic banking
business or Islamic financial business;
(b) "Islamic banking business" has
the meaning assigned thereto under
the Islamic Banking Act 1983; and

ISLAMIC BANKING
J (c) "Islamic financial business"
means any financial business, the
aims and operations of which do not
involve any element which is not
approved by the Religion of Islam."
This section empowers conventional financial institutions to carry
on Islamic banking business to the
same extent as an Islamic bank,
removing in the process the prohibition against the carrying on of
Islamic banking business by any
person not in possession of a
license under the IBA.6 Indeed, the
latter can do more, since s. 124 (1)
also authorises them to do Islamic
financial business, although considering the definition of the latter
term (which is identical to that of
Islamic banking business), it is difficult to see what would come within that term that is also not within
the term Islamic banking business.
Apparently the same laws and
rules will apply to Islamic banking
business carried on by both Islamic
banks and conventional banks
(though it is conceivable that in
certain matters the opinions of the
Shariah Advisory Councils may
differ).
The Shariah Advisory Council
Under S. 124

The proliferation of Shariah
Advisory Councils could engender
certain legal problems. What would
be the position if the advice of
these bodies on the same issue differ? How would a court be expected to resolve such differences in
opinion if a matter in respect of
which there are differences
between these bodies reaches the
civil court?
Whilst as an interim measure
some inter-consultative machinery
may be set up to ensure that the
various advisory bodies consult
one another and agree on the
advice to be rendered on any issue

of Islamic law, it would be more
appropriate if all such advisory
bodies were merged into one so
that there would be no opportunity
for such conflicting advice to be
rendered at all.
FROM WHAT SOURCES ARE
THE ISLAMIC LAW TO BE
DERIVED
Scope o f Islamic Law t o be
Applied

The IBA, having authorised Islamic
banks to carry on Islamic banking
business, has not defined the Islamic
law that is to be applied to Islamic
banking transactions. It has not
even indicated the sources? (e.g.
standard texts) from where the law
may be derived. The role of the
Shariah Advisory Council, important
though it is, must as a matter of
practicality be restricted. It cannot
be expected to provide a ruling or
advice on issues that arise in the
daily operations of Islamic banking.
The lack of guidance in the IBA as to
the sources would pose a real problem to both counsel, who have to
present arguments in court, and to
judges who have to decide cases
before them.
Whilst the applicable principles
for the transaction in question, and
to some extent the documentation,
might have been approved by the
respective Shariah advisory council,8 counsel would be left very
much to their own devices in preparing arguments in presenting cases in
the courts. Judges, too, would be in
a difficult position to decide cases
without fully researched arguments
by counsel and authoritative reference material to which they could
refer in making decisions.
Conversely, the divergence of
opinions among Islamic jurists and
scholars to which different counsel
might have access and which they
would each urge the court to adopt
NEW HORIZON
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might be so complex that deducing a
principle of law from them might
seem to be as much a deliberate
decision after considerable thought
as after the toss of a coin.
Civil Laws Applicable t o Islamic
Banking

A related problem arises from the
fact that disputes arising in Islamic
banking transactions are brought
before the civil courts for adjudication.9 Neither the IBA nor s.l24 of
BAFIA exclude the application of the
civil law to Islamic banking transactions. Alternatively, there is no provision in either Act stipulating that
Islamic law shall apply exclusively
to such transactions. Thus presumably both Islamic law and the civil
laws will apply to Islamic banking
transactions. 10 And this has to be
applied within the existing common
law system of courts. This includes
substantive as well as procedural laws.
Which Law is to Prevail in
Islamic Banking Transactions?

At this juncture s. 55 of the IBA may
be considered. It reads as follows:
"55 Application of other laws
An Islamic bank which is incorporated under the Companies Act 1965
shall be subject to the provisions of
that Act as well as the provisions of
this Act, save that where there is any
conflict or inconsistency between
the provisions of that Act and the
provisions of this Act the provisions
of this Act shall prevail."
The effect of s. 55 could be farreaching because of the definition of
Islamic banking business in s. 2 of
IBA. It could in effect displace otherwise applicable provisions in the
Companies Act in Islamic banking
transactions where there is a conflict
between that Act and Islamic law.
The conflict may extend beyond formal or Shariah matters to other sub-
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stantive laws. This section thus
gives precedence to Islamic law in
this limited situation.
The question that immediately
arises is, what if there are similar
conflict situations in respect of
other Acts and legislation or case
law? Would the courts allow Islamic
law to prevail (as would appear to
be the right thing to do), or apply
the principle of construction
expressio unius est exclusio alterius
(the express mention of one thing
implies the exclusion of another) to
hold that, since the Legislature has
in s. 55 limited its scope to cover
only the Companies Act, in other
situations where there are conflicts
between Islamic law and other Acts

or laws or even principles of common law. Islamic law is not necessarily to prevail? That would indeed
be tragic but the courts may have
no other option. This situation
whether arising as a result of an
oversight or otherwise needs to be
immediately rectified.
- To be continued

5. Infra, page 5, et seq.
6. See page3, para 2.3 , supra.
7. By sources 1 do not mean the primary
sources, the Qur'an. Hadis and Sunnah, Ijma
and Qiyas but authoritative works on the
subject from which applicable principles can
be derived.
8. However, as yet there is no formal mode or
certification to indicate that a document or
principle has been approved by a Shariah
advisory council.
9. There are two court systems operating in
Malaysia, the civil courts and the Shariah
courts. It has been decided that it is the civil
courts, and not the Shariah courts, that have
jurisdiction over Islamic banking matters.
For a discussion on this point, see Mohamed
Ismail Shariff, Conveyancing, Banking and
Commercial Practice: A n Islamic Perspective
11994] 4 BLJ Ixxi.

1. IBA, s. 1(2)
2. The vast majority of Muslims in Malaysia
are of the Shafi'e madhab.
3. As will be seen later, conventional banks
can also carry on Islamic banking business,
infra, page 4. So the real prohibition would
appear to be using the appellation "Islamic
bank" in its name, s. 2 IBA.
4. Compare, for example, the Contracts Act
1950 which contains elaborate provisions
on the law of contract.

10. That this is in fact the case is clear from the
cases referred to in notes 1 land 12, infra.
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Criteria for Setting up of Scheduled Islamic
Banks in the Private Sector
The State Bank of Pakistan has
issued a detailed criteria for the setting of Scheduled
Islamic
Commercial Bank for conducting
business based on the principles of
Shariah in the private sector.
The following will be the broad
criteria for consideration of setting
up of the Scheduled Islamic
Commercial Bank:
i. The proposed bank would be a
Public Limited Company and would
be listed on the Stock Exchange. A
minimum of 50% of shares shall be
offered to the general public.
ii. All financial transactions will
be in accordance with the injunctions of "SHARL/m".
iii. The application shall indicate
the modes of finance proposed to be
used for raising resources and
extending financial assistance.
iv. The applicant will also indicate expertise and other facilities
available with them for ensuring
compliance of their banking business with Shariah.
V. To be able to commence business the bank shall have a minimum paid up capital of Rs. 1000
million and also shall at all times,
maintain minimum capital adequacy Ratio of 8% based on risk
weighted assets.
vi. At least 15% of the total paid
up capital shall be subscribed personally by the Sponsor Directors.
The number of Sponsors Directors
shall not be less than seven. The
amount proposed to be subscribed
by each sponsor Director is required
to be indicated.
vii. Sponsor Directors should
have to declare personal Net Worth,
which should not be less than the
amount to be subscribed by them

personally. The Net Worth of each
sponsor Director is required to be
indicated and supported by a duly
authenticated copy of the latest
Wealth Statement filed with the
taxation Department. In the case of
sponsor Directors resident in countries where filing of Wealth statement is not a requirement of law, a
certificate of personal Net Worth
and general reputation issued by an
international bank of repute would
be acceptable. This facility would
also be available to applicants who
have recently returned to Pakistan.
viii. Sponsor Director(s) subscribing more than 5% of the total
paid up capital shall clearly indicate
their request separately. However
such request should commensurate
with his/her net worth.
ix. Sponsor Directors shall not
dispose of their shares in any manner whatsoever for a minimum period of 3 years and thereafter only
with the specific written approval of
the State Bank.
X. Foreign investment by sponsor Directors shall be permissible
only on the basis of capital being
non-repatriable, but dividends will
be remittable abroad.
xi. Applicants shall stand disqualified if any of the sponsors
and/or Directors their spouses or
firms:
a) has been convicted by a Court
of Law in Pakistan or abroad for a
criminal offence.
b) has been associated with any
illegal activity especially banking
business, deposit taking, financial
dealings and other business;
c) has failed to meet his or her
obligations to banks and other
financial institutions. They shall
NEW HORIZON

furnish names of the banks / DFfs
along with the names of the
branches with which they have had
dealings. Bank reports are also
required to be submitted;
d) has defaulted in payment of
taxes. They shall indicate their
National Tax Numbers;
e) is or has been associated as
Director/Chief Executive with the
Corporate Bodies whose corporate
tax record including customs duties,
central excise and sales tax has
been unsatisfactory. They shall
name the corporate bodies, their
bankers and disclose their tax numbers and dividend record. Those not
so associated with Corporate Bodies
would be required to indicate their
occupation/profession/trade and
highlight their achievements;
f) in the opinion of the sanctioning authority enjoys adverse reputation regarding integrity and performance.
xii. Neither one person can be a
Director in more than one financial
institution nor one group should
have more than one bank.
xiii. Not more than 25% of the
sponsor Directors shall be from the
same family as defined in Section
5(ff) of the Banking companies
Ordinance.
xiv. The Chief Executive would
be a professional with no adverse
information regarding his integrity
and performance and shall require
prior clearance of State Bank of
Pakistan.
The applicant will submit the following documents with the request:
i. Feasibility Study for setting up
Bank including Organization structure and the name of the proposed
Chief Executive
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li. Short/Long term business
Plan
iii. Risk Management guidelines,
Plans for Internal control system
and scale of authority
iv. Working system and procedure for business operations
V. List of companies/firms and
their bankers in which sponsor
directors and their family members
as defined I Section 5(ff) of Banking
Companies Ordinance, are interested as Directors, Chief Executive,
Partner, Proprietor, or major shareholders holding 50/0 or more shares
vi. Constitution and members of
Shariah Board with their brief
Resume
The bank, which may be permitted to be established, shall be subject to the prevalent banking and
other laws, rules and directives
issued by SRP from time to time.
The bank must commence operation within six months of the
grant of permission, and open at
least five branches within a period
of twelve months from the date of
permission.
The applicant shall deposit Rs.
1,000,000 (Rupees one million)
along with the application, as processing fee which shall be nonrefundable.
Incomplete application shall be
returned and processing fee
retained. Re-submission would
attract fresh fee.
Those interested in establishing
the Scheduled Islamic Commercial
Bank have been asked to apply to
the Director, Banking Supervision i
Department, State Bank of Pakistan,
P.O. Box No.4456, I.I. Chundrigar
Road, Central Directorate, Karachi,
Pakistan. Applications may be
made giving details with supporting |
documents, forms for which can be
obtained from the State Bank.
Applications, which are not complete in all respects, shall not be
considered. •
8
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IIBI February Lecture
The Institute of Islamic banking and Insurance hosted a lecture
on "Interest Bearing Money and the Islamic Alternative" on
14th of February 2002, at the Institute's auditorium in London.
MrTarek El Diwany, Editor www.islamic-finance.com was invited
to deliver the talk.
Mr Diwany spoke of the origins and rationalisation of the use
of interest in the western banking system. He talked about the
evil of interest and its negative impact on the global economy,
sighting eye-opening references.
Lecture chaired by Professor Mahmood Faruqui, was very well
attended by islamic as well as conventional bankers.
The Institute started its lecture programme in 1995 and it has
been a success since then. The lecture programme for the current
year will be posted on the Institute's website at www.islamicbanking.com.

IIBI Opens Regional Offices
Chairman and founder of the Institute of
Islamic banking and Insurance hosted a luncheon on the 24th of
January 2002 at Hilton Hotel in London.
Welcoming the guests, Mr Ali said that the Institute is a
research ft development organisation, which has been operating
for the last 12 years from its head office in London. He announced
that in view of its expanded activities, the Institute has opened
regional offices in Pakistan, Bangladesh, and Nigeria. The office in
Pakistan shall cover Iran, Afghanistan and the Central Asian
Republics. The Bangladesh office shall look after Thailand,
Malaysia, Singapore, Brunei and Indonesia, whereas Nigeria shall
have its operations all over Africa.
Mr Ali also said, "So far the Institute has devoted considerable
time and effort on the concept of Islamic financial system. The
I idea in taking this line was to lay the foundation of a system so
that an edifice could be built on sound lines".
The Institute's future activities would lay greater emphasis on
the operational aspect, particularly evolving new products and
their implementation capable to meet the needs of the financial
system of the present times. "Unless we do this, Islamic banking
would end up in books and theories. It is a challenge the Institute
has taken," said Mr Ali.
Mr Muazzam Ali,
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CONFERENCE REPORT

Islamic Finance Summit 2 0 0 2 Organised by Euromoney Seminars
The 2002 Islamic Finance Summit organised by
Euromoney Seminars took place on 23-24 January in
London. The event, attended by over 170 delegates
from conventional as well as Islamic financial institutions, proved to be a great success.
Participants from over 20 countries included Prince
Mohamed Al Faisal Al Saud, Abdulla Hassan Saif,
Minister of Finance, Bahrain, and Andrew Buxton, former Chairman, Barclays Bank. Key shariah scholars
such as Sheikh Nizam Yaquby and Justice Mohammad
Taqi Usmani were also among those present.
In his opening address, Abdulla Hassan Saif
Minister of Finance, State of Bahrain, gave an inspiring presentation about the "Challenges and the Way
Ahead" for the sector. He was followed by Professor
Rodney Wilson of the University of Durham with an
excellent introductory overview of the current status
of Islamic Banking and Finance worldwide. The
morning of Day One continued with Brad Bourland of
Saudi American Bank (Saudi Arabia) on the "Role of
Islamic Banking in Saudi Capital Markets".
Highlights of the first day included Sheikh Nizam
Yaquby with his presentation titled "Understanding
the Philosophy of Islamic Economics - Islamic
Banking is not only about Riba" and Abdulkader
Thomas, Principal, Strategic Guidance LLC. Mr
Thomas spoke on the issue of "Identifying and
Managing the Unique Risks Related to Islamic
Financial Products". This was followed by Professor
Rifaat Abdel Karim, Secretary General, Accounting
and Auditing Organisation for Islamic Financial
Services, who spoke about issues relating to the regulatory environment.
The afternoon of Day One included Toby Fiennes
from the Financial Services Authority on UK
Regulatory Requirements and an insightful piece from
Professor Simon Archer of the University of Surrey on
"Accounting Standards for Islamic Banks". Henry
Thompson from conference sponsors First Islamic
Investment Bank spoke on tax regulations linked to
Islamic Finance and Danial Mah Abdullah from the
Labuan Offshore Financial Services Authority, also
delivered his perspective on "Building an Islamic
Money Market".
Stella Cox, Managing Director, Dawnay, Day
Global Investment Ltd, who were also sponsors of the

event, gave a detailed and useful review on the development of the contemporary Islamic Financial Sector,
with a close look at the extent to which current products satisfy investor requirements.
On the second day, the Chair was passed from the
capable hands of George Kardouche, Senior Advisor
and colleague William Khouri of Arab Bankers
Association, to the equally capable David Manners of
Natexis Metals Limited.
John Voss of Merrill Lynch gave a rousing keynote
address on "Examining the Role of Non - Muslim in
the Islamic Finance Marketplace - Where Do We Fit
in?" This was followed by an incisive and important
presentation by Justice Mohammad Taqi Usmani on
"Establishing Islamic Banking Windows in
Conventional Banks" Some interesting real-life case
studies of developments in the sector were discussed
by Tariq Husain of ANZ Investment Bank and Issam
Al Tawari of The International Investor.
Richard Keigher and John Bauer of SAMBA Capital
Management delivered a professional piece on
"Measuring the Performance of Islamic Equity Funds".
Conference sponsors iHilal Financial Services brought
delegates right up-to-date with the latest electronically based distribution of Islamic financial products.
Also on the second day, David Waite of Gulf
International Bank spoke on "Successful Strategies in
the Management of Islamically Accepted Equity
Portfolios". Later, Aamir Khan, CEO, Private Equity
North America, ABN AMRO (United States) delivered
his paper on "Engineering Dynamic ShariahCompliant Financial Products" to fit today's market.
After an important session on "Accountability and
Analysis for Islamic Investing" from Rushdi Siddiqui
of Dow Jones Indexes, the day finished off with many
of the participants fielding questions on the development of Islamic Banking and Finance.
The large number of press attending were able to
interview some interesting and occasionally controversial speakers. However, the impression was of an
industry pulling together after some recent controversy to ensure good levels of growth. Exhibitors
included the Institute of Islamic Banking and
Insurance, the International Association for Islamic
Economics and representatives from the key financial
centre, Bahrain. •
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Kuwait Finance House Records Big Profit
Mr Bader Abdul Mohsen Al
Mukhaizeem, Chairman and Managing
Director, Kuwait Finance House (KFH)
has announced profit of 112 million
Kuwaiti Dinars for the year ended
December 2001.
Addressing the Board, the
Chairman started the meeting by
announcing and hailing the good news
of the return of the leader and father of
the nation His Highness Sheikh Jabir
Al Ahmed Al Jabir Al Sabah. Mr Al
Mukhaizeem and the Board extended
their warm wishes to His Highness for
a safe and sound return to enjoy the
blessings of good health and remain as
a symbol of prosperity to the country.
The Board also informed that KFH
would participate in this important
occasion by making its distinctive
presence to express their respect,
appreciation and affection to His
Highness.
The share of profits attributable to
depositors amounting to KD 58.5 million is distributed among them to provide a return on deposits as.
• Investment savings account 3.500%
• Investment deposits for a limited
period 4.667%
• Investment deposits for unlimited
period 5.250%

2001. This 17% growth is underpinned
by a KD228 million or a 5% expansion
in customer deposit to 1.775 billion.
The total shareholder equity for the
same period rose to KD 211 million,
which is an increase of KD 19 million
or 10% over the previous year.
Mr Al Mukhaizeem, giving particular reference to KFH's success in
the banking arena over the last 25
years, said that KFH adopts a wellplanned strategy of external expansion to realize its goal of making it a
world-class organization.

The profits attributable to shareholders for the same period accounted
for KD53 million, giving a return on
issued capital of 79.0% as compared to
78.0% in the previous year. The resulting basic Earning Per Share (EPS) for
the 2001 is 79 fills.
The Board of Directors also recommended a cash dividend of 45% and a
bonus share issue of 5% of the paid up
capital, subject to the approval of the
Ordinary General Assembly of shareholders, and completion of relevant
formalities.
The total asset base of the Bank has
shown KD 350 million to KD2.40 billion, for the year ended 31 December

Bader A b d u l M o h s e n A l M u k h a i z e e m

10
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KFH adopts a w e l l - p l a n n e d
strategy o f external
expansion t o realize its
goal o f making it a
world-class organization

Chairman and Managing Director,
Kuwait Finance House (KFH)

External Expansion

Mr Al Mukhaizeem also pointed out
that KFH is pursuing an external
expansion strategy to position itself in
the international banking arena.
Further, he added that the Bank has
already made a strong presence in the
Gulf region. With the liberalization of
banking services, the bank's expansion
strategy would stretch further into new
markets such as USA, Europe and
South Asia.
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KUWAIT f H U N C E W U S E

Mr. Al Mukhaizeem explained that
KFH has already succeeded in entering
global markets through its investments
in USA, Europe and some selected
Islamic countries. The bank has been
able to provide competitive services to
match the product offering of international conventional banking institutions. The bank has also signed several agreements and MOUs with major
international banks to work closely for
the mutual benefit of KFH and the participating institutions. Citibank, Deutsche
Bank, HSBC and BNP Paribas are some
of the institutions which have agreed
to work in cooperation with KFH.
Further, the Chairman mentioned
that KFH played an important role in
financing major investment programs
such as Equate Petrochemical Project
and Shuweihat Electricity Generation
Plant. He added that KFH has gained a
considerable experience in investment
management by working for more than
10 years in the US market, particularly
emphasizing its expertise in real estate
investments. He mentioned that KFH
has launched five real estate funds with
an asset base of more than US$ 300
million. He stated that this year would
witness the introduction of a number of
new products to the market.
Referring to KFH's investment in
Turkey, the Chairman hailed the success of the subsidiary, despite the difficulties that it encountered in the
Turkish economy. He owed the success
mainly to prudential financial policies
of the bank and strong customer confidence in the bank. At present, the
subsidiary plays a key role in Turkish
Islamic banking arena, and has made
strong presence in the major inirastructure financing projects in cooperation with the Turkish Government.
New Branches and Services

Mr Al Mukhaizeem said that KFH gives
strong importance to the local market

and it considers its local operations to
be its main strength. He added that
KFH would continue providing services according to the highest professional standards that it has maintained.
The Chairman also declared the
plans to open up a new branch in Al
Qadisiya area during the first quarter
of this year. This is expected to coincide with the launch of a new investment product for the first time. In the
meantime, the Bank also plans to continue its cooperation with agents and
merchants to service the local economy. He emphasized on the Bank's policy to promote various products like
Ijara, Istisna and Modaraba to avail
more investment opportunities for customers. He made specific reference to
an Ijara fund, which has reached up to
US$ 240 million.
Challenges

Mr. Al Mukhaizeem considers Islamic
financing dealings to be well known
universally and accepted throughout
the world. He pointed out that major
international financial institutions
have already recognized Islamic banks
and its contribution to the international financial markets. Yet, he added that

Islamic financial institutions have
many challenges to overcome; the
most prominent of these being, globalisation, advancement of technology,
development of human resources and
cooperation between Islamic banking
institutions. He mentioned that KFH is
playing an important role in the industry to take effective measures to
address these challenges.
Technology

Mr. Al Mukhaizeem said: in technology, KFH is continuously improving its
rr infrastructure to meet the industry
challenges. He added that the Bank
will cany out a complete overhaul of
its website, and will introduce 'Core
Banking' - a comprehensive new
banking system together with human
resources management, and will
increase its automation to improve its
efficiency and speed of service.
Training

Mr Al Mukhaizeem emphasized the
need to consistently develop human
resources to enhance the skill and
knowledge of KFH employees. He also
announced that KFH has adopted new
plans to provide training to its
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employees internationally. In addition
to leading banking institutions, major
training companies are expected to
participate in these training programs
to be devised to combine theoretical
and practical knowledge.
Social Roles

Emphasizing on the importance of the
role KFR is playing in the society and
its contribution to the advancement of
individuals and institutions to play a
responsible social role, Mr. Al
Mukhaizeem informed the board that
KFH proactively seeks to contribute
towards solving problems that face the
society.
He made a particular reference to
KFH's contribution of KD 4.5 million
towards a hospital for treating drug
victims as well as an awareness campaigns carried out by the bank with
respect to traffic law and dangers of
usage of drugs.
He also informed the board that
KFH has responded to the invitation of
the Counsel of Ministers to support
Afghan refugees, and have participated in a number of events promoting
health and education in the country,
assuring its social role as a good corporate citizen. •
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TAKAFULJ

Saudi-Japanese joint venture launches
'Family Takaful' in Saudi Arabia
AEIC (The Arab-Eastern Insurance
Co., Ltd. E.C.), a composite insurance
company registered in Bahrain
whose operating office in Jeddah,
recently announced its launch of
Family Takaful. The objective is to
create a pool of funds which will
support, stabilize and improve the
life of each participant and his/her
family members and thus allow them
to enjoy the comfort of being a member of a larger virtual caring family.
AEIC is a joint venture among
prominent Saudi businessmen,
Sheikh Ghassan Ibrahim Shaker,
Sheikh Yousef Abdul Latif Jameel
and The Tokio Marine Et Fire
Insurance Co., Ltd. Tokio Marine, the
most well secured Japanese insurance giant, has been operating for
more than 120 years and has a
world-wide network.
Dr Mohammed Ali Elgari, a
prominent and prestigious Shari'ah
scholar has accepted to be the
Chairman of AEIC's Shari'ah Board,
and accordingly he will be examining and advising the company on its
operations and products.
Mr Atsuhiko Ayabe, Executive
Director of Hussein Aoueini ft Co.,
Ltd. (the local agent for AEIC), who
is also a member of IIBI, is the key
personnel of the company's Family
Takaful initiative. Mr Kamsani Tati,
a Senior Manager of GE Frankona
Reassurance Ltd., who is based in
Singapore has been supporting AEIC
in developing the technical aspects
of this Takaful project. Mr Tati has
vast knowledge and experience in
the Family Takaful business and is a
leading personality in the industry,
especially in the Southeast Asian
region.
12
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AEIC is prudently managed by
Tokio Marine whose head office soars
in the very centre o f Tokyo, Japan.

...the current focus is to
promote Group Term Takaful
as it provides wider marketreach through employers via
the Employee Benefit
Programme and through the
banks via Credit Cover for
Islamic loan borrowers. The
company is also currently
developing a variety of
Individual Family Takaful
products such as Children's
Education Takaful Plan and
Family Income Takaful Plan,
which they intend to distribute through major local
banks In Saudi Arabia

Dhual Qadah-Dhual Hijja 1422

Dr. Elgari

Mr. Tati

According to the company's
senior management, their current
focus is to promote Group Term
Takaful as it provides wider marketreach through employers via the
Employee Benefit Programme and
through the banks via Credit Cover
for Islamic loan borrowers. The company is also currently developing a
variety of Individual Family Takaful
products such as Children's
Education Takaful Plan and Family
Income Takaful Plan, which they
intend to distribute through major
local banks in Saudi Arabia.
Based on the initial response to
these Islamically aligned products
that AEIC have launched, we feel
that this company has great potential as these products allow the participants to enjoy the comfort of
being a member of a larger virtual
caring family. •
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CORPORATE PROFILE
ALBARAKA TURKISH

Financial T r e n d s

FINANCE HOUSE

Foreign Exchange Rate
31 Dec 2000;
1 USD =TRL 670,800
(1999 = 542,500)

2000 Financial & B u s i n e s s A n a l y s i s
"A relatively

good

performance

in a very

difficult

economic

environment"

Pre-Tax Profit
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O w n e r s h i p and Legal Status

C

Albaraka Turkish Finance House (ATFH) was established pursuant to the decision of
Council of tvlinisters No. 83/7506 dated 16 December 1983, and commenced
operations on 21 January 1985. Issued capital of Turkish Lira (TRL) 20,000 billion
(US$ 29.82 million) (1999: T R L 9,000 Billion (US$16,589 million) is fully paid up and
owned by 280 individual and institutional shareholders of w h o m 8 0 % are resident in
the Gulf. Planned in 2001 is a further increase in capital to T R L 26,500 billion. The
Company has six branches in Istanbul, two in Ankara and thirteen in other major
Turkish cities.
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The Company has operated in a very difficult external economic environment. After
an unexpectedly sharp fall in interest rates in the first half, allowing the Central Bank
to continue the 'nominal anchor' against the US$, a severe economic chsis in
November 2000 lead to liquidity problems in the financial markets. T h e interest free
special finance houses were further disadvantaged by the revocation of the operating
license of one of the six houses causing a loss of depositors' confidence in the
system. However, the remaining five houses have survived well, and are now
supported by a 'Guarantee Fund' provided by the Turkish Government, thus restoring
confidence.

Total Assets increased by T R L 113,408 billion or 3 0 . 3 6 % to T R L 486,977 billion
(1999: T R L 373,569 billion). Within this figure, Cash Deposits were up by T R L 4,639
billion or 107% at T R L 8,938 billion (1999: T R L 4,299 billion); Bank Deposits were up
by TRL 9,303 billion or 9 4 % at T R L 19,113 billion (1999: T R L 9,810 billion); Funds
Used (for trade finance, leasing etc.) were up by T R L 29,982 or 9 . 6 3 % at T R L
341,219 billion (1999: T R L 311,237 billion) and Fixed Assets were up by T R L 56,143
billion or 6 4 3 % at T R L 64,872 billion (1999: T R L 8,729 billion). A major component of
the increase in Fixed Assets related to an increase in Financial Leasing Fixed Assets
of TRL 55,449 billion or 8 9 % to T R L 117,268 billion (1999: T R L 61,819 billion).

I

Earnings Per Share

The Year in Brief

Profit before tax was T R L 8,271 billion (equivalent to US$12.33 million) up 17.74%
from T R L 7,025 billion (equivalent to US$12.94 million) in 1999. Within this figure,
profit share income increased by 5 4 . 6 5 % or T R L 25,760 billion to T R L 72,897 billion.
After Profit Share Paid of T R L 40,338 billion (up by 12.08% or T R L 4,348 billion from
the 1999 figure of T R L 35,990 billion), Net Profit Share Income increased by 2 9 2 % or
TRL 21,411 billion to T R L 32,558 billion (1999: T R L 11,147 billion). Other Income w a s
TRL 885 billion or 2 2 . 6 7 % higher at T R L 4,789 billion (1999: T R L 3,904 billion).
Expenses were sharply higher by T R L 21,050 or 3 6 2 % at T R L 29,077 billion (1999:
TRL 8,027 billion). The majority of the increase related to depreciation, up by T R L
13,072 billion or 2 2 9 3 % at T R L 13,668 billion (1999: T R L 596 billion) and to Foreign
Exchange Losses of T R L 3,166 billion. This FX loss compares to 1999 Foreign
Exchange Profit of T R L 1,229, shown in the Income statement for that year.
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Placements

Business Highlights
Total funds collected under 'Special Current Accounts' a n d 'Profit & Loss
Participation Accounts' increased by 2 9 % , which, given the 3 2 % in t h e
Wholesale Phce Index, meant that the real deposit base w a s largely maintained
in 2000, despite the slow down in the economy.
Outstanding placements at year end reached T R L 341,219 billion. Funds were
mostly placed in trade finance activities (51%), with the remainder in profit and
loss sharing projects (35%), and leasing activities (14%).
For Trade Finance, Murabaha placements increased by 1 1 % to T R L 175,482
billion.
Foreign Exchange transactional volume increased by USD195 thousand or
14.96% to USD 1.500 million (1999; U S D 1.304 million).
Profit Distributed to Depositors for T R L Participation Deposits w a s 5 0 . 3 0 % ( 1 month deposits); 47.90% (3-month deposits); 4 9 . 3 7 % (6-month deposits);
44.57% (1-year deposits); 4 7 . 0 4 % for Leasing Pool Accounts a n d 4 5 . 5 6 % for
Special Investment Pool Accounts.
US$ Participation Accounts paid a range of returns from 6.64% to 9.36%. D E M
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Financial T r e n d s

TADAMON ISLAMIC BANK

Foreign Excliange Rate
31 Dec 2000:
1 USD =256 Sudanese Dinar
(1999 = SD 256)

2000 Financial & Business Analysis

"Increased
Income in an Improved
economic
with Qood progress
made to increase

environment,
capital"

Total Profit
479-

O w n e r s h i p a n d Legal Status
Tadamon Islamic Bank was established and registered as a public company with
limited liability in Khartoum in 1 9 8 1 , commencing operations in 1983. It has operated
since in the field of Commercial Banking with criteria based on firm obligations
towards Islamic Shari'a. The Bank carries out its business activities through its head
office in Khartoum and a total of 19 branches, 4 sub-branches and 3 subsidiary
companies (Tadamon Islamic Co. for Trade & Investment Ltd.; Tadamon Islamic
Company for Agricultural development Ltd. and Eltadamon Real Estate Company
Ltd.). The Bank has material investments in a further 15 entities, operating in a wide
variety of service and industrial sectors in Sudan. Authohsed Capital is US$ 50
million; Paid Up Capital is US$ 20 million.

1996

1997

1998

1999

2000

Total A s s e t s

The Year in Brief
The Company operated in a much-improved economic environment. Inflation declined
to 3.3% at year-end, while the balance of trade was in surplus by US$254 million
(1999: deficit of US$ 635 million) and G N P grew by 6.5%. The program of
restructuhng and reforming the banking sector reached its planned second stage,
with local public deposits growing by 1 0 8 % to SD 123 billion (1999: SD 59 billion).
Government borrowings stopped for 2000 (1999: SD 109 billion).
For the Company, total bank income was SD 381 million or 3 7 . 6 1 % higher at SD
1394 million (1999; SD 1013 million). Within this figure, income from corporate
investment, including income form both deferred sales and from investment, and after
payment of returns to restricted and unrestricted investment accounts w a s SD 181
million or 4 2 . 8 % higher at SD 604 million (1999; SD 423 million). Income from
banking services was SD121 million or 2 4 . 1 % higher at SD 624 million (1999: SD 503
million), and Other Income w a s SD 79 million or 8 9 . 8 % higher at SD 167 million
(1999: SD 88 million). Total expenditure increased by SD 241 million or 3 6 % to SD
906 million (1999: SD665 million). Ratio of Expense to Total Revenues was 6 4 . 9 5 %
(1999; 65.7%) Total Income was SD 141 million or 4 0 . 5 % higher at SD 489 million
(1999: SD 348 million). Net Income after payment of employee bonuses, legal and
audit fees, zakat and taxeS (at 35%) w a s up SD 196 million or 1 2 7 % at SD 350
million (1999: SD 154 million), while Retained Profits for the year were up by SD 62
million or 6 2 % at SD 162 million (1999: S D 100 million).
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Total Deposits

On the balance sheet, Total Assets fell by 62.6 billion or 7 5 % to SD 20.883 billion
(199: SD 83.483 billion). The main component of this large change w a s in the Other
Debit Loans category, reduced to SD 2.169 billion (1999: SD 67.394 billion), resulting
from the netting of inter-branch transactions as mandated by local Accounting
Standards. The offset on the Liability side w a s the reduction of Other Credit Accounts
by SD 66.523 billion to SD 1.758 billion (199: SD 68.281 billion).Shareholders Equity
increased by 243 million or 16.2% to SD1.741 billion (1999; SD1.499 billion. Capital
adequacy ratio w a s 1 5 % by year-end against a local minimum requirement of 8%.
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Business Highlights
Risk distribution of receivables and investments economically, by sector w a s :
Agricultural
11%
Industrial
28%
Export
32%
Domestic Trade 1 7 %
Other
12%

Q

500

1996

1997

1998

1999

2000

1999

2000

T o t a l Expenses

The Central Bank's banking sector restructuring program requires either capital
increase to SD 3 billion or merger/liquidation. Tadamon has elected to increase
capital, and has met the first part of the capital adequacy test for 2000 by selling
various fixed assets including flats and warehouses. Additionally, profit for the
year has been transferred to capital reserves.
During the years 2001 and 2002, the Bank will issue new shares to satisfy the
requirement for further capital. The expectation is that new shareholders can be
attracted due to the financial strength and reputation of the Bank.
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KEY CONFERENCE HIGHLIGHTS:
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Istisna'a: Typical Islamic Finance Product

«

•

Islamic Private Debt Securities Market - Opportunities And Challenges

•

Managing The Risks In Islamic Project Financing

•

Examining the Legal Framework Of Islamic Capital Funding

•

Islamic Project Financing vs Conventional Project Financing -

•
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Hajah Rohani Bte Datuk Mohd Sharir,
Secretary General, Islamic Chambers
of Commerce

*

Mushthaq Ahmad Ibrahim, Chief Executive
Officer, Asia Unit Trusts Berhad

*

Mohamed Ismail Bin Mohamed Shariff,
Principal Partner, Mohamed Ismail & Co

•
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Development Of Islamic Mutual Funds And Unit Trust In Malaysia
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•
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NEWS DIGEST
BANGLADESH
Dhaka to Stage International Takaful Summit
The International summit on TakafulDhaka 2002 is scheduled to be held
on the 16-17 March 2002 at the Pan
Pacific Sonargaon Hotel in Dhaka,
Bangladesh.
The summit, organised jointly by
Islamic Insurance Bangladesh Ltd
and Islamic Banking and Finance
Institute, Malaysia is expected to
provide delegates the opportunity to
share and learn from their common
views and concerns.
The summit will address a number of contemporary issues affecting
Takaful and ReTakaful practices in
the global business environment.
BAHRAIN
Gulf International Bank
BSC Reports $100.5m
Net Income
During a recent meeting, the Board
of Directors of Gulf International
Bank b.s.c. (GIB) approved the consolidated financial results for the
year ended 31st December 2001.
Net Income after Tax at $100.5
million, while down against the
record $118.1 raiUion achieved in
2000, was nevertheless well ahead of
profits recorded in the immediately
preceding years. 2001 Net Income
was net of a $52.1 million provision
charge for credit losses (2000 - $36.2
million) and a restructuring charge
of $8.4 million.
Commenting after the meeting,
H.E. Shaikh Ebrahim K. Al-Khalifa,
GIB's Chairman and Undersecretary
of State at the Ministry of Finance Et
National Economy, State of Bahrain,

"^^^T

said: "The results contain many positive elements. Interest earnings have
shown a strong advance and while
trading revenues were down against
the previous year they have nevertheless remained positive in a particularly difficult market environment."
Dr. Khaled Al-Eayez, GIB's Chief
Executive Officer, further explained
that, despite the inclusion of the
restructuring charge. Operating
Expenses had declined reflecting the
benefits derived from the recent
rationahsation measures.
Total Assets rose marginally to
$15,232.0 million and balance sheetrelated financial ratios remained
strong. Shareholders' Equity at $1,193.7
million represented 7.8 per cent of
Total Assets and a further shift in the
asset mix from loans in favour of
securities strengthened the Liquid
Assets Ratio to 75.1 per cent.
The 2001 consolidated financial
statements are subject to ratification
at GIB's 25th General Assembly and
will be available thereafter. GIB is a
leading merchant bank headquarter
in Bahrain.

PERSONALIA
AVEROSE & CO LTD
SOLICITORS

Carl A m i r - U I Islam, Solicitor of the
Supreme Court of England and Wales,
and a part-time PhD Student at
King's College London (researching
the financing of infrastructure projects in accordance with the Shari'a
and Fiqh) established AVEROSE ft CO
LIMITED, SOLICITORS on the 1st
December. AVEROSE is an incorporated Solicitors practice regulated by
the Law Society. The company specialises in drafting and negotiating
commercial contracts, finance, and in
commercial dispute resolution. Carl
was articled at Fox Et Gibbons and
has over 14 years experience as a
commercial lawyer gained working
in-house for multi-national engineering companies, and in private practice. His company plans to develop a
niche practice in Islamic Finance,
working in close collaboration with
other practitioners. As an ongoing
project AVEROSE are drafting a suite
of standardised Shari'a compliant
project finance agreements for

BMA's US$25m Islamic
Bills Oversubscribed
The Bahrain Monetary Agency's
US$25 million worth of Islamic government bills was oversubscribed for
the second time indicating healthy
appetite for such instruments. The
bills, Sukuk Al-Salaam Islamic
Securities are set to mature in three
months' fime, on March 13, 2002
and carry a fixed annual return of 2
o/o, slightly lower than the first issue,
which was 2.27 %.
The bills open to all commercial
banks and financial institutions
operating in the country have been
heavily oversubscribed, according to
a BMA spokesperson, with banks
asking for $61 million worth of bills.
BMA introduced the bills in a bid
NEW HORIZON
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Clients. AVEROSE are based 20 minutes from Newcastle International
Airport and operate around the
world, www.averose-solicitors.com."
IDB APPOINTMENT
Malaysia's Mufti Datuk Hashim Yahya
has been appointed Shariah panel
member of the Jeddah-based Islamic
Development Bank. Hashim's threeyear appointment, commenced
January this year.

to meet the liquidity requirements of
Islamic banks and finance houses in
the state, which currently number
more than 100. Since their initial
issue, the bills have consistently
received positive response from
investors.
Dhual Qadah-Dhual Hijja 1422
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New Regulations for
Islamic Banks
The Bahrain Monetary Agency has
issued new regulations on risk management and capital adequacy, to be
implemented by Islamic banks by the
end of March 2002 to bring Islamic
banks and financial institutions in
line with the conventional banks.
"The announcement is part of the
BMA's policy to enhance its regulations
not only on Islamic banks but also on
all financial institutions using Bahrain
as the hub for their operations," Dr
Khalid Attiq, BMA's Executive Director
for Banking Control, said.
"The strengthening and development of Islamic banking and finance
has been, and remains, an important
aspect in the government's policy of
maintaining and enhancing Bahrain's
status as the region's pre-eminent
international financial centre," Dr
Attiq said. He said the BMA had
recently introduced new Prudential
Regulations for Islamic banks, which
will come into effect from the first
quarter of 2002.
Dr Attiq added that it had taken
the agency two years to formulate
the regulations, which had been
designed to suit the physical nature
of Islamic banks. Among other
issues, the regulations required
Islamic banks to implement the new
capital adequacy that has been issued
by the Accounting and Auditing
Organisation for Islamic Financial
Institutions (AAOIFI), effective from
the first quarter of this year.
"The regulations introduce new
directives on longer exposures,
assets quality, management of
investment accounts, earnings quality and liquidity. Also the regulations establish new requirements on
risk management and corporate governance for Islamic banks including
the establishment of an audit committee of which the majority of its
members should be non-executives
including the Chairman," he said.
18
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"Accordingly, the authorities have i Bank of Beirut Opens
been both supportive of the development of the industry in general and Office in Dubai
welcoming to the new institutions in Bank of Beirut has announced the
particular. With that policy in mind, a opening of a representative office in
major responsibility of the BMA Dubai.
Salim Sfeir, the bank's Chairman
therefore is to create, and subsequently protect, a regulatory environment and GM, said the decision was taken
where the public can confidently in an effort to establish a direct conentrust their savings to the institu- tact between Lebanon and the UAE.
tions so regulated. That is not to say The role of the representative office
that the objective is to remove the ele- will be to market and develop the
ment of risk. Far from it, but it is activities and business of the Bank
important that the investor-depositor of Beirut in the region. It wih also
is in a position to make an informed focus on creating new opportunities
choice. This is important not only to between the two countries.
The representative for Bank of
the depositor but also ultimately to
the selected institution and the system Beirut in the UAE and the Gulf
overall. These regulations are the region, Balsam Al-Khalil Elproduct of detailed consultations over Husseini, said the opening is a result
the last two years between the Agency of an approval from the Central
Banks in the two countries. The new
and Islamic institutions."
Concluding he stated that, the reg- offices win be within the Head Office
ulations introduce new directives on premises of Emirates Bank
large exposures, assets quality, man- International, which has a 10% stake
agement of investment accounts, in the Lebanese bank
earnings quality and liquidity, and
also the establishment of new requirements on risk management and corKUWAIT
porate governance for Islamic banks.

UAE
iHilal Introduces More
Mutual Funds
iHilal has announced the launch of
six Islamic mutual funds for non-US
and non-UK members and customers. The funds fall under various
investment types, including a shortterm non-equity murabaha fund,
designed to provide clients with
short-term return with reduced risk
on invested capital.
These funds also include a global
equity fund, a sector fund, a regionspecific fund and a specialty investment style fund and start with a minimum investment as low as $2000.
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The International Investor/
Dallah Albaraka Group
Asset Merger Deal
Concluded
The International Investor (Til) confirms the successful conclusion of
the asset merger with 9 banking subsidiaries of the Dallah Albaraka
Group (DBG). This deal creates one
of the largest Islamic financial services group, with total assets in
excess of US$ 3 billion and total
equity of approx US$ 350 million.
The new group, initially to be
known as Al Baraka ft The
International Investor, intends to offer
a full range of retail, commercial, corporate and investment banking services through a regional network of
over 100 branches in 12 countries
across the Middle East and Africa.

NEWS DIGEST
The new group also announced
that their recent share offering of
330 million shares was over subscribed by some US$ 50 million.
Consequently Til's capital has
increased from US$ 58 million to
US$ 165 million resulting in a significant change in the shareholding
structure of TII.
Sheikh Saleh Kamel and Dallah
Albaraka Holding Company (EC)
now hold some 390/0 of shares, with
350/0 being held by existing TH
investors and the remainder by new
investors. The composition of the
new board of Directors is yet to be
decided as the group works with
McKinsey Et Company on post merger integration activities.
Such activities include discussions with a number of interested
parties form the MENA region were
Albaraka Et The International
Investor currently do not have a
presence. The aim is to establish a
permanent presence in key regional
markets through mergers and acquisitions and by being active in the
major international Islamic markets
through strategic alliances.
KFH Forms Fund with US Realtor
Kuwait Finance House (KFH) has
set up an institutional fund with
First Industrial Realty Trust, the
largest provider of diversified industrial real estate in the United States.
The fund, capitalised at about
$300 million, will serve as a forward
purchase commitment for specified
real estate projects developed by
First Industrial. It will adopt a master lease structure to optimise returns
to both KFH and First Industrial.
Of the total capitalisation, some
400/0 will come from equities from
KFH and First Industrial, while the
remainder will come from loans. The
companies have agreed on an
85:150/0 split on equity, with KFH
contributing $100 million and First
Industrial, $17.6 million.
Initially, the Fund will purchase
up to eight properties from First
Industrial with a combined area of

1.6 million square feet and a total
value of about $78 million. Upon
stabilisation, it will also buy properties that are still under development.
First Industrial will manage and
lease the properties.
According to First Industrial's
president and chief executive officer,
Mike Brennan. "This partnership will
enable us to efficiently fund our
merchant development business and
provide KFH with a significant
investment in a diversified industrial
portfolio."
Assistant general manager for
KFH Mohammad Al-Omer stated,
"First Industrial's business strategy,
investment and operational expertise, and high quality portfolio were
key elements in our decision to partner with them."
MALAYSIA
BNM Issue Malaysia
Savings Bond Series 03
Bank Negara Malaysia has issued
another savings bond, the Bon
Simpanan Malaysia Sin 03 (BSM03)
that may be subscribed by senior citizens and charity organisations. A
total of RMl bihion of BSM03 was
offered for sale during the period 2
January 2002 to 31 January 2002, of
which RM500 million was issued
based on Islamic principles. The
bonds will have a maturity period of
2 years and a rate of return of 5o/o
per annum. Only senior citizens 55
and above who are not employed on
a full time basis, and charitable
organisations registered with the
Registrar of Societies are eligible to
purchase the bonds.
The BSM03 is issued by Bank
Negara Malaysia to mitigate the
impact of the current low interest
rates environment on incomes of
senior citizens and charity organizations, primarily dependent on
income from deposits placed with
NEW HORIZON
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banking institutions. The BSM03
will provide alternative investment
instruments for these groups and in
the process, improve the returns on
their investment, thereby sustaining
their spending ability.
LFX Expects More
Listings for 2002
Labuan International Financial
Exchange (LFX) expects five more
listings in both Islamic and conventional instruments this year, disclosed its general manager, S.
Loganathan.
"We have to get more listings
coming in so we will concentrate on
our marketing efforts," he said ahead
of the primary listing of Kumpulan
Guthrie Bhd's US$150 million serial
Islamic Sukuk. Loganathan said this
year would involve lots of marketing
for the LFX, which had its own
attraction, with trading being totally
non-ringgit while its fee structure
was reasonable compared to other
offshore financial exchange.
The listing of the Guthrie Sukuk,
structured under the principle of AlIjarah Al-Mutahiyah Bit-Tamlik or
leasing, is the start towards the
growing awareness and demand for
Islamic financing. He said LFX needed to draw other Islamic funds especially from the Middle-east countries,
which were looking for acceptable
Islamic products to invest in. For
example, he said, there were many
Islamic funds such as those from
Saudi Arabia invested in the US.
First US Dollar
Denominated Islamic
Bond Traded
Plantation-based
conglomerate,
Kumpulan Guthrie Bhd listed the
first tranche of US$395 million
Islamic Lease Sukuk Issuance,
amounfing to US$150 million on the
LFX which represented the world's
Dhual Qadah-Dhual Hijja 1422
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first US dollar denominated international Islamic bonds tradeable on an
exchange.
The bonds are structured as the
Sukuk Al Ijirah or Al Ijirah notes,
which use the Islamic principles of
leasing. The bonds have been
assigned a long-term foreign currency Islamic capital market rating of
BBB+ by Malaysian Rating Corp Bhd
which reflects the group's leading
business within the domestic and
global palm oil industry.
The US$150 million Sukuk represents the first tranche of Guthrie's
US$395 million Islamic bonds issued
to fund the its Indonesian acquisition and operations. Under the
bonds' underwriting agreement, a
total of 790 Sukuk will be issued by
a special purpose vehicle namely
First Global Sukuk Inc, a company
incorporated in Labuan.
Each will be issued with a
denomination of US$500,000. The
first issue of US$150 million trust
certificates consists of two series US$50 million trust certificates due
in 2004 and US$100 million trust
certificates due in 2006.
Eight financial institutions have
agreed to become the initial purchasers of the first issue of the Sukuk.
They are ABN AMRO N.V. {Labuan
branch), AMMB International (L) Ltd,
Bank Islam (L) Ltd, Bank Muamalat
Malaysia Bhd (Labuan branch),
Bumiputra-Commerce Bank (L) Ltd,
Maybank International (L) Ltd, RHB
Bank (L) Ltd and Shamil Bank of
Bahrain E.C.
With the completion of the first
issuance of the Sukuk, Guthrie is
expected to proceed with the
issuance of the remaining US$245
million Sukuk this year. Eariier this
month, it was reported that the second tranche of Guthrie's Islamic
bonds win be issued in June 2002
following the success of the first
tranche.
According to sources familiar to
the exercise, the company has to
work fast as it has been given until
20
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November 2002 by the regulators to
complete the issue.
Group chief executive Tan Sri
Abdul Khalid Ibrahim in a statement
said "The refinancing in US denomination provides a better interest rate
for Guthrie which allows the company's primary Sukuk holders to trade in
the secondary market on a willing
buyer-seller basis. It also provides
transparency, an avenue for liquidity
management and finally Shariah compliant US dollar investment papers.

He said IIFM needed to harmonise all the products offered by
Islamic countries because of differing interpretations, there was some
confusion on the definition of
Islamic products. Libya, Egypt,
United Arab Emirates, Kuwait and
Qatar, have expressed interest in
IIFM.

Labuan Gets a Helping
Hand from LOFSA

IDB to Launch $300m
Sukuk

The Labuan Offshore Financial
Services Authority (LOFSA) intends
to intensify its effort to boost
Labuan's position as the international offshore financial centre through
Islamic financial instruments.
LOFSA
Director
General
Noorazman A. Aziz said with about
US$1.5 trilHon (RM5.7 trillion) in
Islamic funds, which were looking
for Islamic products, the setting up
of Labuan International Financial
Exchange (LFX) was timely.
He added that as founding members of the International Islamic
Financial Market (HEM), LOFSA
would use the grouping to promote
LFX as the primary offshore
exchange for Islamic products.
Islamic financial instruments will be
the new way of financing adding that
witii LFX.
He said LOFSA had the competitive edge as it was an exchange for
both Islamic and conventional products. "There are so many Islamic ftmds
which are listed elsewhere. We want
to bring some of it over to Labuan.
The potential is huge and through
IIFM we can do it really well."
Noorazman said with the huge
amount of Islamic funds, there was
a need to bridge the East Asia and
West Asia markets and Malaysia
was committed in coming up with
this architecture.

Islamic Development Bank has
announced the launch of $300 million Sukuk, which will enhance the
bank's base by attracting more
investments for Shariah-compliant
projects.
Dr Mohammed QuresW, IDB's
Treasury and Finance Director, stated that the initiative was part of the
IDB's strategy to raise $4 billion by
introducing such instruments over
ten years. He said IDB had appointed Citibank to be the lead manager
for the $300 million Sukuk.
Dr Qureshi stated "IDB is coming
up with the new capital increase to
cope with the situation in the future.
The IDB Board of Governors has
taken major steps to inject more
funds by increasing its capital from
$7 billion to $19 billion while the
subscribed capital has been
increased from $5.2 billion to $10.4
billion.
These increases were approved
by the board at their recent annual
meeting. The objective of the Sukuk
is to raise money to have the operations of the bank enlarged. We can
only broaden the bank's base by
raising money through a whole
range of Islamic products like
Shariah-compatible leasing funds,
istisna fund etc."
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p] Dawnay, Day Global Investment Limited
Dawnay, Day Global Investment (DDGI) represents t h e

We work w i t h our clients t o identify suitable, wholesale

Dawnay, Day Group In business w i t h the M i d d l e East

asset based investment opportunities.

management

DDGI structured a US$ 15m Morabaha trade finance facility

team has worked w i t h Islamic i n s t i t u t i o n a l and private

for an Islamic bank to support the acquisition of industrial

clients since the early 1980's and are well positioned

commodities by a privately owned UK company.

and Islamic countries. Our experienced

t o combine our expertise w i t h the specialist

skills

w i t h i n other areas o f the Dawnay, Day Group.

We assist international corporates seeking to diversify
their sources o f institutional f u n d i n g .

The Dawnay, Day Group concentrates on those areas o f

DDGI arranged for a Gulf based Islamic financial institution

business to which it can add value.

to provide US$ 45m for the acquisition of raw materials by

Our diversified

client services include corporate £t s t r u c t u r e d finance,

a US industrial manufacturing company.

property investment and finance, asset m a n a g e m e n t
and securities t r a d i n g .

Direct Investments
DDGI is also an investor and provider of Islamic finance.

Structured 8: Corporate Finance

We have acquired an equity shareholding in Al Tadamon
Company.

Dawnay, Day also assisted Al Tadamon in the

We advise private groups in the Middle East wishing t o

private placement of a further 15% of its issued equity

diversify funding sources and t o access additional invest-

w i t h the DCD Group, a privately owned company based in

ment opportunities.

the UK.

DDGI arranged for a privately owned industrial company in
the Middle East to procure an Istisna'a

pre-production

facility from a private investment group, also domiciled in
the Middle East. The initial placement of US$ 20m will be
increased to accommodate growth in the manufacturer's
order book.

Asset Management £t Real Estate
Since the beginning of yr 2000 our Property jv's have
acquired approx £700m of UK commercial property. DDGI
has recently established a new venture in partnership with
a Saudi Arabian private group. Our jv company has been
specifically established to invest in the UK commercial
property market.

Contact: Stella Cox, or, Lawrence Oliver
Email: globalinvestment@dawnay-day.co.uk

Dawnay, Day Global Investment Limited
15, Grosvenor Gardens, London SW1W OBD
Telephone: 0 2 0 7663 5 4 6 0 ; 0 2 0 7663 5461 • Fax: 0 2 0 7663 5462

When you have a vision in the world of Islamic
investment, others cannot keep up with you. I

Our objective is to search out the best International
investment oportunities for our

customers and then

select just those that can be verified as compatible
Al-Tawfeek Company
For Investment Funds Limited

with Shariah Law.
We then take the most advanced banking systems
and technologies in the world and adapt them for use

Dallah Tower, Palestine St., P.O. Box 6854, Jeddah 21452, Saudi Arabia
Tel.: (966-2) 6710000 Fax: (966-2) 6719020
www.altawfeel<.com

with Islamic Investment instruments. The result is a
level of service that we believe matches anything in
the industry has to offer

