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COMMENT

Takaful: Its Importance in Islam
At some time or other in our lives, any

tie your camel" .In other Words, we

own life, but takes care of our

of us may be faced with serious

must use our common sense and not

responsibility to protect the widows and

financial difficulties due to

expect God - Who has given us the gift

orphans in the community from risk of

circumstances beyond our control.

of reason - to do everything for us.

loss and thus is based on the Islamic

When this happens, we, as Muslims, do
not know where to turn for help. We
cannot ask for a loan from a
conventional Western bank because we
know that their transactions are all
interest- based and that dealing with
interest is against the principles of
Islam. This often causes great distress to
all members of the Muslim families
concerned.
But now, at last, we are offered an
alternative to western methods. Takaful
is the Muslim form of insurance and is
not based on interest but on the
mudaraba mode of financing. It is
formed on the concept of brotherhood
and solidarity. Participants are enabled
to save not only for their own possible
future requirements, but also for the
losses of their fellow participants. In
other words, it is a system of cooperation, based on the pooling of
common resources to help the needy
and is thus within the confines of
Islamic principles.
Some scholars have objected that the
whole idea of insurance is against the
Islamic principle of relying on God for
help in our lives. But being sensible in
the planning and conduct of our

Takaful provides security against risk
and possible losses in the future.
Investing for the future by taking up a

According to Sheikh Nizam Yacubi, a
Shariah scholar, "It is our duty as

health of our family. The Prophet

practitioners to educate the general

(PBUH) said, "It is a sin for someone to

public and bring this very important

neglect and not provide or those who

matter of planning and saving for future

depend on him". Takaful provides us

needs through takaful to their attention.

with the means to help the community

They must understand that takaful is

Takaful provides
security against risk
and possible losses in
the future. Investing for
the future by taking up
a family takafui policy
is saving for the
education of our
children and for the
health of o u r family.

becoming more important day by day
Shariah, i f not an incumbent
requirement of it". He adds that the
Prophet (PBUH) said, " It is better to
leave your heirs rich, than to leave them
poor and needy, asking others for help".
Takaful is an important part of the
Islamic financial system, but has been
neglected in favour of Islamic banking,
which has naturally received
widespread attention because of its
worldwide development in a short time.
There is still not enough available

the same time, helping our families and

published information on takaful and

ourselves. In addition, it helps

much more research is needed to

individuals to develop financial

accomplish its full practical potential. It

responsibility by adopting the habit of

also needs more advertising; so that the

planning and saving.

general public can be enabled to
understand not only the basic concept

awareness of the benefits of these

complained that his camel had run away,

concepts among Muslims today. For

although he had left it in the protection

instance, takaful life assurance, in

of God and not bothered to tie it up, the

particular, is looked on with suspicion.

Prophet (PBUH) said "Trust in God and

But this is not meant just to assure one's

Shawal

and that it is in accordance with the

and the poor with our savings while, at

the Will of God. When an Arab
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family takafiil policy is saving for the

There is still a regrettable lack of
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and that it is compatible with Islam, but
what the products can do for them and
their peace of mind.

TAKAFUL

The Missing Link:Takaful and its
Importance t o Islamic Finance
Omar Clark Fisher
Introduction

Role of Takaful Insurance

- Charity (tabarru or donation);

The magnitude of both Islamic banking

Precautions against loss from risks may

- Mutual guarantee; and

and primary takaful (insurance) today is

be taken by Muslims so long as they are

- Self-sustaining operations as opposed

modest as compared with their potential

in accordance with the Sharia. Primary

opportunity. There is a lack of

takaful insurance includes:

familiarity with takaful and retakafiil
(Islamic insurance) and its relationship
with Islamic finance which needs to be
addressed.
Profile of Islamic Banking
and Takaful
Since 1972, over 35 Islamic banks, 115
Islamic financial institutions and

and profit sharing by

- Home insurance

re-insurance arrangements.

- Auto insurance
- Personal property - art, jewellery, etc.
- Family takaful
(risk protection and savings plans)
- Health insurance on a
co-operative basis
b) Commercial Lines

have been formed in 41 countries. Paid-

- Business property, casualty
and liability

exceeds $7.3 billion, with over US $150

- Islamic centres and schools

billion in assets under management and

- Commercial transport

an annual growth rate of 15%. This

- Group/employee takaful

equates to approximately 15% of $1

(savings and retirement funds)

trillion in investible assets that Muslims

- Group health and medical coverage

own worldwide.

- Aviation, marine and

The takaful insurance sector began in
1979 and has mushroomed to some 28
primary takafial operators and 8
retakaful companies worldwide. Gross
annual global takaful premiums were
US $500 million in 1998. The global
base of paid-in capital is nearly US
$300 million. (See Chart No. 1) The
gross annual premiums ceded to
retakaful companies ranged from $35 to
$50 million in 1999. The capital base of
retakaful companies is in the range of
$70-$ 100 million. These figures are

c) Co-operative risk sharing

a) Personal Lines

companies and 50 Islamic mutual funds
up capital for these Islamic institutions

to profit-maximisation.

inland transportation
- Credit enhancement
(e.g., securitisations and trade )
- Islamic project and asset-financing
takaful guaranties

The intention to engage in takaful is
"ta'awun", or mutual assistance provided
to those in need, not the transfer of risk
under a commercial exchange to seek
profits. There is nothing wrong with
making a capital surplus, provided it is
used to help the poor.
Historically, the first Bait Al-Mal (house
of finance) channelled charitable
donations to the poor. The second
institution developed to strengthen the
social fabric, to ameliorate community
morals and to spur economic self-help,
was takaful.
Make-Up of the Takaful Industry
Global takaful premiums written for life
and non-life were $500 million in 1998,
of which Arab countries account for
60%, Malaysia for 31%, Far East and
Other Asia for 8%, while

The basic differences between

Europe/USA/Other is 1%.

conventional and Islamic
insurance are:

Using figures from B r Ajmal Bhatty,

a) Takaful is an absolute and ethical

CEO of Takaful International, Bahrain,

system revealed by God (Allah-swt)

who studied the takaful industry in the

and not subject to changing

late 1990s, and data derived from Sigma

interpretations.

5 & 6 (Swiss RE), we can project that
the global demand for primary takaful

quite modest in comparison to those of

b) Its main drivers are:

their conventional billion-dollar

- Piety (individual purity);

counterparts.

- Brotherhood

by 2015 could climb to $7 billion of
gross premiums written (GPW). By this
method, the 12 largest potential markets.

(ta'avmn or mutual assistance);
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by country, for life and non-life

No. 65: "The D-8 Summit endorses the

is currently no strictly Islamic

combined would be:

establishment of takafiil companies so

reinsurance available globally. The

as to ensure the future of ASEAN

retakaful business remains an important

Retakaful International Labuan (ARIL)

potential area of business."

Country

Millions USD

Malaysia

$1,250

Egypt

$475

Indonesia

$1,200

No. 67: "Agrees to enlargement of the

UK

$300

capital of ARIL up to $15 M i l by

USA

$900

subscription of additional capital from

Kuwait

$275

D-8 member countries".

Saudi Arabia

$850

Algeria

$200

Iran

$ 800

Jordan

$175

UAE

$500

China

$150

as a viable D-8 Retakaful Company".
Takaful / Retakaful Potential in
Arab/Asian Markets
Taking 14 predominantly Islamic
countries, (Bahrain, UAE, Tunisia,
Saudi Arabia, Morocco, Egypt, Qatar,

No. 69: "The Federation of Insurance

Jordan, Kuwait, Turkey, Pakistan,

and Reinsurance Companies (FAIR),

Singapore, Indonesia, Brunei.), we find

with headquarters in Cairo, Egypt, is

that today the Life and Non-Life Gross

Distribution of Global Takaful Premiums:
1998

The Government of Malaysia has an
unflagging commitment to nurture the
takaful industry. Malaysia's Central
Bank, Bank Negara, is to be credited
with promoting its stable and steady
growth. Today, insured assets under the
takaful system are about 5% nationwide.

31%

According to the Bank Negara Takaful
Report for 2001, there is an official
60%

stated goal of "20% of insurance market
share to be takaful by 2010." A third
fuUy-fledged takaful licence will be
operational by autumn, 2002. In
addition, there are plans to launch a
Takaful Agent Association by the end of

HArab • Malaysia pFarEast/Asia Q Bjrope/USA/Other

2002 to promote self-regulation and
professionalism.
At the 7th ASEAN Takaful Group
(ATG) Conference held in Brunei in
October 2001, a resolution was passed
to "encourage co-operation among
takaful and retakaful operators in

urged to coordinate insurance

Premium Written (GPW) annually is

companies to undertake Islamic

$24.5 biUion. Of this amount, 50% is

reinsurance with a view to increasing

written in ASEAN countries.

intra D-8 coordination in Islamic
retakaful."

Assuming that over the coming 13
years, the Insurance Penetration Rates

ASEAN member countries" and BEST

The Bank Negara Report of 2001

RE of Tunisia was accepted as a new

recommends (No. 8.6), that "Islamic

5%) double, coupled with an increase in

member

Offshore Finance Centre (lOFC) of

the takaful market share up to 15%, then

Labuan is to develop retakaful business

total GPW in these target countries

with a global reach and capacity..

could be $3.75 billion. Further, i f 33%

Estimates indicate that the takaful sector

of this GPW were ceded to retakaful

will grow by 25%-40% annually. There

companies, this would create $ 1.2

Earher in 2001, at the 3rd Summit of D8 Countries in Cairo (Feb.25, 2001),
there were three key resolutions
pertaining to takaful:

4
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(per capita usage ranging from 2% to

T A K A F U L

billion of retakafiil revenues, requiring

takafiil industry Many Islamic scholars

Insfitute ( M i l ) , the

some $1 billion in base capital. This

believe that takafiil operators may refer

and Finance Institute (IBFI) and the

compares with the existing revenue

their primary business to conventional

Bahrain Institute of Banking and

flows to retakaful companies of $35-$50

reinsurers, but only on a temporary

Finance (BIBF) should encourage youth

million.

basis where retakafiil operators are

to seek careers in takaful.

Such growth, although massive, is
achievable with planning, technical
skills and hard work.

unavailable and on condition that
specialists diligently strive to redress

Highlights of

this shortage.

Conventional Reinsurance
For the foreseeable fiiture, takaful

We describe next the profile of global
Constraints on Growth of Takaful

Islamic Banking

re-insurance for a better appreciation of

operators and even retakaful operators,
will have to cooperate with conventional

One of the key constraints on the

existing resources and trends which

growth of primary takafiil cover is the

affect takafial growth. Finally, we

restricted capacity of retakaful

discuss challenges confronting takaful

companies. Primary insurers employ

operators and make suggestions for

prudent risk management principles and

advancing retakaful.

retain only a portion of the primary risk

Staffing in the takaful industry

exposures they assume on behalf of

worldwide must be expanded for the

- Germany 3>0%

customers, preferring to share risk, or

industry to flourish. Global staffing of

- USA 23%

co-insure (re-insure), with retakaful

approximately 1,000 personnel

- Switzerland 11%

companies. A low capacity for re-

compares with over 86,000 agents

- U K 7%

insurance inhibits the growth of takaful

selling in Malaysia alone. The

- Japan 6%.

companies, unless they cede their

comparable figure in USA is 250,000.

exposures to conventional reinsurers,

Few Muslims choose insurance as a

which would not encourage the

career. Reputable training organisations

maturation of a robust Sharia-compliant

such as the Malaysian Insurance

reinsurers to gain from their experience
and knowledge.

Conventional global

reinsurance premiums in 1998 grew
10% to $76 billion. Five OECD nations
have 77% of worldwide reinsurance:

The Journal of Commerce USA
(September 19, 1999) says: "At the
beginning of the decade, a reinsurer was
considered strong i f it had capital and/or

Chart No. 1
1

Country

IIRCO Saudi/Bahrain
Islamic Takaful &
Retal<aful Bahamas
Sheikan Takaful Sudan
National Reinsurance Sudan
Takaful Islamic Ins.
Reinsurance Bahrain/Saudi
BEST RE # Tunisia
ASEAN Retakaful IntI Labuan
(ARIL) Malaysia
MNI# Malaysia

1)
2)
3)
4)

6)

7)
8)

Totals:

J

RETAKAFUL OPERATORS
Capital USD$
GPW U S D $

Staff Vear E s t

25 Mil

< 25

1985

6 Mil -'95

15 Mil
1 Mil

9 Mil-'97
^ i i - '97
2 Mil - '95

<20
200
450

1983
1983
1968

10 Mil

3 - 6 Mil-

na
< 30
< 30

1985 •
1985
1997

2 Mil

3-30 Mil 1
10-15Mil i

2 - 4 0 Mil
1.15 Mil

6,8 -10 Mil

2.4 -60 Mil

1

$70 - $ 1 0 0 IVIil

$35 - $ 5 0 Mil

na
+ 750

1993
-

# Writes ReTakaful risks as well as conventional reinsurance risks.
I—,

_

Chart No. 1 highlights the eight retakaful companies in operation
New Horizon
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surplus of $50 million. Today, capital of that of Japan. Such capital flows largely transactions since 1995. How much of
10 times that is considered barely

pay for private-project assets and public these assets, which were Islamicly

adequate, with several companies

infrastructure projects.

funded, are insured with takaful?

having many billions." Examples are:
Gen RE, $5.5 billion; Employers RE,

The IDB has recognised the need for
How much of this is Islamicly

Islamic insurance on trade and property

$4.0 billion; American RE, $2.6 billion;

financed and/or insured

transactions by founding the Islamic

Swiss RE, $1.8 billion.

with Takaful?

Corporation for Insurance o f Investment

The Islamic Development Bank (IDB)

and Export Credit (ICIIE) in 1995, but

Trends in the U.S. reinsurance

has authorised aggregate project

more support is needed. In 1999, the

industry today include:

approvals of US $19 billion since 1975.

ICIIE insured new trade transactions of

1) Massive scale - 56% of all

In June 1999, the IDB approved funding

$500 miUion (31 projects) and only $20

reinsurance premiums (i.e. $14 billion)

Projected Gross Takaful Premiums: Year 2015

are written by a handful of companies,
each with a capital base exceeding $ 1
billion.

China

2) "Flight to quality" - primary insurers

Jordan

seek out highest-rated reinsurers.

"^mm

Algeria m

3) Sharp increase in retrocession

Kuwait

protection, whereby premiums ceded to

y////////?//A

UK

other reinsurers doubled to 22% of

m//////m

Egypt

GPW in 1998.
4) Steady returns on revenue of 15%

UAE

annually (over past 5 years).

Iran

5) A combined ratio of 102.4 in 1998

y///////////////M^

Saudi Arabia

was a decline of 5 points due to Cat

USA W/////////////^^^^^^

losses, such as weather-related disasters.

Indonesia

6) A strong statutory surplus up 4% to

Malaysia

$63 billion industry-wide.
7) A slight hardening of prices due to

m

y////////>/////////>/////////?//^^^^^
y/////////f/^^^^^^

USD Millions 0

200

400

600

800

1000

1200 1400

non-renewal of less desirable risks.
The Interface between Takaful
and Islamic Finance
One way to gauge the potential for
takaftil is to look at the significant
foreign investment in-flows for the 1
billion Muslims living in 41 emerging
countries. In 1999, Foreign Direct
Investment was US$ 192 billion, with
another $28 billion in Portfolio Equity
Investments. In aggregate, their GDP is
$6,150 billion, roughly equivalent to the
GDP of USA, 4.5 times that of France,

of $590 million and again, in March

million of investment assets (2 projects),

2000, approved $225 million. Last year,

but eventually, tighter linkages must

the IDB contributed $150 million, and

evolve between Islamic financing and

the Dar Al-Mal Al-Islami (DMI) $100

takaful/retakafiil insurance.

million, to an innovative Infrastructure
Investment Fund (eventually $ 1 billion)
to encourage telecommunications
projects in the Organisation of Islamic
Conference (OIC) countries. Another
example is the Islamic Investment
Company of the Gulf (IICG), which has
originated and syndicated over $3.3
billion of Islamic asset-backed

3 times that of Germany or 1.5 times

6
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Other growth spurts which will drive
the industry forward include:
a) The emergence of new takafal
operators: the Australia Takaful
Associafion (1996), Soar Al-Amane,
Senegal (1998), Amana Takafiil Ltd., Sri
Lanka (1999) and the Bangladesh
Islamic Insurance Co. (2000); and

TAKAFUL

b) The assumption of large institutional

Challenge 3: Massive scale is required

Challenge 6: How to respond to

risks by takaful operators: Takaful

today in order to compete...how to

advancing disintermediation, whereby

Nasional co-insures the Petronas Towers

attract the needed capital into the local

customers are redefining distribution

and some Malaysian Airlines aircraft;

takaful sector.

channels and their information needs.

Response: Consolidation of smaller

Response: Customers are becoming

also, General Motors, I B M and South
Korea's Daewoo Corporation now use
Islamic finance for their capital needs
worldwide.
Key Challenges Ahead
Key challenges that may jeopardise the
continued growth of the takaful sector

takaful operators or building of strategic

increasingly adept in buying habits, yet

alliances among Islamic institutions

many remain ignorant about Islamic

would help to aggregate assets and

finance and takaful systems which

expertise to a scale that would enable

resemble "islands" in a sea of product

takaful/retakaful operators to compete

offerings. Rather than a "pull" strategy,

effectively in mature markets against

takaful operators could use a "push"

formidable conventional counterparts.

strategy and gear marketing efforts

are as follows. Possible solutions or

towards making Islamic offerings easy

responses are also noted below.

Challenge 4: Product innovation is

to understand, easy to buy and easy to

Challenge 1: How to react to the

accelerating everywhere, hence true

use. New channels and messages

innovation and forward-thinking is

should be developed, such as online

required, not slavish imitation o f

internet and offline educational

existing insurance products.

seminars.

such as global consolidation,

Response: Research and creative

Insurance is a major mechanism for

demutualisations and the internet

development based upon customer

capital creation in emerging markets -

revolution. How to respond to the

surveys and opinions is required to

both as an important source of funding

negative effects of September 11, 2001

adapt ancient Islamic contracts to

and to address risk-mitigation of new

with tighter monitoring of Islamic

modem circumstances. For example,

enterprises in an ethical and cooperative

financial institutions and the need for

"plain-language" contracts would

way.

transparency?

facilitate customer acceptance.

sweeping changes in the marketplace
and the regulatory framework that affect
the conventional {re)insurance sector,

Response: Improve standardisation of
practices, enhance transparency of
operations and expand rapidly the
capital base of takaful operators.
Challenge 2: Establishment of a global
retakaful facility in order to increase the

chain of the takafiil industry. Our
Challenge 5: How to widen the scope
of Sharia dialogue, both to

include risk securitisations and other

Mr. OMar Clark Fisher is currently the

innovations, as well as to help focus

Division Manager for Corporate Business

Islamic scholarly research and reflection

Development at Takaful Ta 'awuni, Bank

on takaful issues.

Aljazira in Saudi Arabia, Mr. Fisher
previously founded TakafulUSA and

Response: A harmonisation of takaful

operators.

models and practices is critical to the

Development Bank, a group of takaful
operators could join with retakaful
operators in the formation of a global
retakaful facility that would address the
limited retakaful capacity, achieve
geographical diversification and

global reality.

harmonisation of takaful models and to

available to indigenous takaful

prominent institutions as the Islamic

actions today will shape tomorrow's

reach

underwriting capacity and expertise

Response: With leadership from such

Retakafiil remains a missing link in the

stable growth of the industry and could
be central to the success of any global
retakaful facility. Under the leadership

organized the "Takaful and ReTakaful
Forum: 2000 and Beyond" at the College
of Insurance, New York, April 2000. He
received the Takaful Entrepreneur of the
Year Award in 2000.

of the International Association of
Islamic Banks and interested takaful
operators, an Advisory Sharia Task
Force might be established to undertake
this assignment to reach a consensus.

maximise employment of scarce skills
and manpower in the takaful sector
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ISLAMIC F I N A N C I A L MARKET INDICES

j ^ / T
15 O c t 2002

ISLAMIC B A N K S / F I N A N C I A L I N S T I T U T I O N S

1 CAPITAL
1

intelligence

CURRENT RATING
FOREIGN CURRENCY

^ ^ ^ ^ ^ H

DOMESTIC

SUPPORT

OUTLOOK

SINCE

LONG
TERM

SHORT
TERM

STRENGTH

BB+
BB+
BB+

A3
A3
A3

NA
BBBBB+

2
3
2

Stable
Stable
Stable

Jul 2002
Aug 2002
Aug 2002

JORDAN
Jordan Islamic Bank for Finance & Investment

BB-

B

BB

3

Stable

Aug 2002

KUWAIT
Kuwait Finance House

A-

A2

BBB+

2

Stable

Jul 2002

QATAR
Qatar International Islamic Bank

BB+

A3

BB+

3

Stable

Jun 2002

Qatar Islamic Bank

BB+

A3

BB+

3

Positive

May 2002

UAE
Dubai Islamic Bank

BB+

A3

BBB-

2

Stable

Sep 2001

MALAYSIA
Bank Islam Malaysia

BB+

A3

BB+

2

Stable

Feb 2002

PAKISTAN
Faysal Bank

C

c

B

2

Stable

Nov 2001

PALESTINE
Arab Islamic Bank

NA

NA

B

4

Stable

Aug 2000

BANKS
BAHRAIN
Albaraka Islamic Bank
Bahrain Islamic Bank
Shamil Bank of Bahrain

1 CORPORATES

^ ^ ^ ^ ^ H

BAHRAIN
Al Amin Bank
ATawfeek Co. for Investment Funds Ltd
KUWAIT
Investment Dar Company
A'Ayan Leasing & Investment Company
KEY

S(STABLE)

P (POSITIVE)

N (NEGATIVE)

BBB
BBB-

Aug 2001
Oct 2001

BB-

May 2001
Jun 2001

BB

ALL RATINGS ARE REVIEWD O N A REGULAR BASIS

Source: Capital Intellegnece (CI), Bank Analysis and Rating Service, Limassol, Cyprus
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IIBI LECTURE

Paper on Insurance
IIBI September Lecture 2002
An informative paper on insurance was

informative graphs and charts

illuminating discussion and hoped that

delivered at the Institute of Islamic

highlighting various market trends in

the Institute would greatly benefit from

Banking and Insurance by M r Yasu

Japan in comparison with major East

his experience in developing Islamic

Kiga, President, Foundation for the

Asian countries. M r Kiga also pointed

Insurance (Takafiil). He also announced

Advancement of Life and Insurance

out the factors responsible for the

that the Institute is organizing a major

Around the World, on the 24th of

growth of life insurance industry in

international conference on Takaful

September 2002.

Japan until 1992. He also discussed in

early next year

detail the reasons behind the downward

The paper was titled

trend between 1992 up till now.

"The Asian Insurance

The lecture was presided over by M r
Mohammed H. Alvi, Chairman, Alvi's

Market: The

M r Kiga, who is also a member of the

Development of

Board of Directors of Aoba Life

Japanese Life Insurance

Insurance Company, Ltd. owned by

Business Post Second

French Artemis Group since 2000, has

World War & The

represented Japan at OECD Insurance

Current Issues - The Clearance of

Conference in Beijing in 2000. He was

Failed Japanese Insurance Companies".

also a lecturer at the FALIA's special

Investment Services Limited. UK.

seminar in Istanbul in 2002. Previously,

M r Kiga gave a graphic and

he has served as the Chairman, Indosuez

comprehensive account of the Japanese

Gartmore Asset Management Company

life insurance business in all its aspects.

Mr. Muazzarr)

Ali, Mr.Yasu

Kiga and Mr. M.AIvi

(Japan) from 1993 - 1995.

M r Kiga reviewed at length, the past

The lecture, attended by delegates

and prevailing life Insurance trends in

representing conventional, as well as

Japanese market. Starting off with the

Islamic, financial institutions, was a

overview of Japanese life insurance

great success.

industry, he moved on to discussing the
insurance market in South Asia. His

The Chairman of the Institute M r

presentation was well supported by

Muazzam A l i thanked M r Kiga for his
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INTERVIEW

Takaful Ta'awuni
Bank Al-Jazira, a leading banki ng g r o u p In t h e area o f Islamic
banking in t h e K i n g d o m o f Saudi, r e c e n t l y i n t r o d u c e d a
takaful t a' awuni (Islamic life insurance) p r o g r a m m e t o t h e
K i n g d o m . D a w o o d Taylor, an Assistant G e n e r a l Manager and
Head of t h e takaful t a ' a w u n i Division, was r e c e n t l y
i n t e r v i e w e d by N e w H o r i z o n t o explain t h e c i r c u m s t a n c e s
behind Bank Al-Jazira's m o v e i n t o this unique m a r k e t .

Mr. Dawood Taylor

New Horizon: "Where do you see the

New Horizon: "Why did Bank A l -

offers to develop a conventional life

Islamic insurance or takaful ta'awuni

Jazira decide to enter the Islamic

insurance programme, but instead to

industry at this time and what role do

insurance market?"

investigate the possibility of developing

you feel it needs to play in the

Dawood Taylor: "Approximately six

development of Islamic financial

years ago. The Saudi Arabian Monetary

services?"

Agency (SAMA) announced that all

an Islamic equivalent programme,
takafiil ta'awuni, for introduction to the
Saudi market. As the development of
such products and programmes are

Dawood Taylor: "This is a very

future life insurance/investment

exciting time for the takaful industry in

operations would come under their

general and especially in the area of

jurisdiction. Only banks would be

Islamic life insurance and investment, or

allowed to market and sell personal

takafiil ta'awuni, as the bank refers to it.

life/investment products. Because of this

New Horizon: "Having made the

Although Islamic banking and

SAMA directive, many of the

decision to enter the Takaful Ta'awuni

market- and client-driven, it also made a
great deal of business sense to adopt
such an approach."

investments now have a secure foothold

companies and brokers selling life

business, what problems did the bank

in the market, takaful ta'awuni

insurance/investment products in the

face in developing and introducing such

programmes are virtually non-existent

Kingdom had to either forge an alliance

a programme to the Saudi market?"

outside S.E. Asia. The level of

with a local bank or close down their

investments brought to the market by

operations.

Islamic life insurance companies is
negligible compared to the vast
investment holdings of western pension
and insurance companies. The synergies
between Islamic life insurance and
Islamic banking and investment
companies have yet to be realised. There
is no better way to increase Islamic
assets under management than through a
comprehensive Islamic life insurance
sales programme. In some ways, takaful
ta'awuni is the "missing link" in the
Islamic financial services world, so this
industry can only grow and grow as
long as the products that are developed
are truly Sharia-compliant and selling
methods are ethical and sound."

10
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Dawood Taylor: " I am not sure i f any
of us involved understood the

"A number of major life insurance

magnitude of the task in front of us

operators approached Bank Al-Jazira to

when we made the decision to develop a

forge an alliance, but then another very

takaftil ta'awuni programme. Outside of

important decision was made, this time

S.E.Asia and Sudan, very little in the

by the bank's board. As the bank had

way of Islamic insurance had been

already recently agreed a strategy of

developed and most of this development

developing new products only on an

was in the area of general, rather than

Islamic basis and converting existing

life, or family, takaful, as it is more

conventional products and services to

commonly referred to. On researching

Islamic equivalents over the next few

the existing models, operations and

years, it made sense to adopt the same

products, as well as Sharia decisions in

strategy for a life insurance programme.

the various parts of the world where

As no major international life insurance

takafial ta'awuni did exist, it soon

company had entered the takaful

became apparent that the bank would

ta'awuni market at this time, the bank's

have to develop their own programme

board made a decision not to accept any

from scratch, with very little

1423
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opportunity to import an existing

approval for our programme. This took

world marketplace. This meant that

programme and customise it to our own

the form of two parts. In early 2000, a

the bank had no choice but to develop,

needs"

feasibility study was presented to

over a two-year period, its own takaful

New Horizon: "Specifically, please
give us some examples of the types of
problems the bank faced in developing
their takaful ta'awuni programme."

SAMA in order to obtain their initial

ta'awuni software, which would handle

approval for such a programme. This

every aspect of the business operation

study was drawn up by the bank and

from SAMA-regulated client

the takaful and actuarial consultancy

illustrations to contract-issuing,

experts we hired to work with us

premium collections, underwriting,

Dawood Taylor: "There were many

throughout this development. SAMA

claims, sales management and client

issues and problems to overcome. I f

reviewed the proposal and agreed that

investments. This solution was jointly

one considers that the development

the bank could proceed with such a

developed in partnership with a

encompassed every aspect involved in

development. In mid- 2002, after the

specialised IT company and our takafiil

establishing a conventional insurance
operation, then you may have some
idea of the areas that had to be covered.
Specifically, the following areas should
be mentioned. Essentially, you cannot

The synergies between Islamic life insurance and
Islamic banking and investment companies have

have a takaful ta'awuni programme

yet t o be realised.There is no better way t o

unless you have a Sharia Board that is

increase Islamic assets under management than

willing to work with you to review and
scrutinise every aspect of the
development to ensure it is Shariacompliant. Bank Al-Jazira worked very

through a comprehensive Islamic life insurance
sales programme.

closely with their Sharia Board, which,

Sharia and business development had

consultants. This is a significant

it must be said, is remarkable for its

been completed, SAMA was presented

development within the takaful

breadth of experience and knowledge,

with full documentation on the initial

industry, which we are very proud to

being made up of some of the most

products BAJ wished to introduce to

have developed.

highly respected and knowledgeable

the market. After review, SAMA gave

Sharia scholars in the world. (Khalil:

its written approval for the bank to

Please name them.) Working through

introduce these initial products to the

the bank's Head of Islamic Banking and

market. This is the first time that any

Rapporteur to the Sharia Board, Dr

bank or other insurance operator has

Mohammed Al-Ghamdi, the takaftil

received official SAMA approval to

ta'awuni division met with the Board to

enter the takaful ta'awuni business in

"Another aspect of the development
that is of interest is in the underlying
Islamic contracts that the takaful
ta'awuni programme is based on. Up till
this time, a mudaraba (profit-sharing)
contract was the contract of choice in
the industry. Our own Sharia Board was

review all the contracts, schedules,

the Kingdom and is also the first time

products and programme decisions

that such a fully developed programme

wherever there were any Sharia

has been introduced within the Middle

implications. After a considerable

East.

uncomfortable with the use of an
Islamic profit-sharing contract in an
industry where surplus, rather than
profit, is generated. So instead. Bank A-

number of meetings and recommended
changes, we were very proud to receive

"As well as these two significant

Jazira adopted a wakala or agency

approval for our programme from our

approvals from the bank's Sharia Board

contract, which relies on wakala fees as

Sharia Board, with the issuing of a

and SAMA, another major issue that

income rather than on a profit-sharing

Fatwa in March 2001.

needed to be overcome during the

formula. We believe this is a much

development of the programme was

more transparent from of Islamic

"In addition to Sharia approval, it was

that no commercially available takaftil

contract to use in a takaful environment

also necessary to obtain SAMA

ta'awuni IT solution existed in the

and it is interesting to note that the

New Horizon

O c t o b e r 2002
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industry is now moving towards a

and an awqaf plan which allows a

Dawood Taylor: "We entered the

wakala-type model.

participant to a save towards a

market some five months ago with a

"Every other aspect of this development,

charitable donation to a selected Saudi

soft launch in the Jeddah region and it is

which very much mirrors what needs to

charity or perhaps towards building a

fair to say that sales have exceeded all

be developed in a conventional

mosque.

our expectations. The level of interest in

insurance operation, was undertaken by
the takafiil team. This is rather an

"We have also introduced corporate
plans for group term, i.e., protection for

understatement, but time does not

all employees of a company, group

permit us to go into all the details

credit, to protect the balance of a car

involved."

repayment and group retirement to

New Horizon: "How does the takaful

allow both companies and individuals to

ta'awuni division tackle the issue of

save towards a retirement programme.

Sharia-compliant investments for its
programme clients?"

our products has to be put down to the
major research development the bank
undertook before launching the
programme, as well as the fact that we
have both Sharia and SAMA approval to
offer our products on the local market.
The bank now plans to recruit 100
young Saudi graduates to train as

"In addition, the bank has a number of

Financial Advisors to offer the takaful

other products with SAMA for approval.

ta'awuni products throughout the

Dawood Taylor: "We were very
fortunate in inheriting a range of both
Sharia-compliant and SAMA-approved
bank Islamic mutual fiinds that covered
both a broad range of equities and a
money-market equivalent murabaha
fund. The assets in these funds are kept
totally separate from the bank's assets.

The Bank's takaful ta'awuni programme, products
and IT system were designed t o allow t h e easy
export of the programme t o other Islamic
countries in the Gulf and Middle East, or t o

We are also looking at developing an

countries w i t h a m i n o r i t y Islamic population, such

Islamic bond fund based on the recently

as the UK, France and Germany.

announced Malaysian/HSBC Islamic
bond issue. We have developed a

These consist of individual plans for

Kingdom, through regional offices in

number of different investment

education, marriage, ladies, capital and

Riyadh and Damman, which are

strategies based on our range of Islamic

increasing and decreasing terms, as well

planned to open over the next 12

mutual funds and clients may choose

as a range of supplementary riders for

months. This is a very exciting time for

those which best suit their investment

total and partial disability, contribution

the bank with all their efforts being

requirements, whilst all protection

waivers, critical illness and family

rewarded with the excellent reception

contributions are held solely in the

income protection.

our products have received since their

bank's murabaha fund."

It is interesting to note that the bank has

introduction."

New Horizon: "What takaful ta'awoini
products is the bank now offering to the
Saudi public?"

developed a full programme of products
for both the individual and the corporate
market, with an IT system that fully
supports both and allows the

New Horizon:"Does Bank Al-Jazira
intend to offer its products in countries
other than The Kingdom of Saudi
Arabia?"

Dawood Taylor: "We have received

development and creation of new

approval from SAMA to offer three

products without any major hard-coding

Dawood Taylor: "The Bank's takaful

individual products and three corporate

requirements."

ta'awuni programme, products and IT

products to the market. The individual
products consist of a retirement plan
which is a savings and protection
product, a level-term protection plan

12
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New Horizon: "How have your
products been accepted since you
entered the market?"

1423

system were designed to allow the easy
export of the programme to other
Islamic countries in the Gulf and Middle

INTERVIEW

East, or to countries witli a minority

this fascinating development, and I

supported by experienced takaful,

Islamic population, such as the UK,

know that this will be the subject of

actuarial, IT and business consultants to

France and Germany. The system has

future articles in New Horizon, but

check your progress and adherence to

multi-currency and multi-language

could you just summarise what you feel

both Islamic and insurance operational

capabilities and products can be

is necessary for the successful

principles and practices. Also, without

developed or changed using the plan

development and introduction of a

the full support of Bank Al-Jazira's

wizard. Development beyond Saudi

takaful ta'awuni programme in the

Sharia Board, Executive Committee,

Arabia would entail entering into

Kingdom?"

General Manager, Mishari al-Mishari,

business relationships with interested
companies which have local knowledge
and can resolve the regulatory issues, as
well as taking on the sales, marketing
and client-servicing roles. This is a very
rewarding time for the takaful industry
in general and the Bank Al-Jazira's
takaful ta'awuni programme in
particular"

and the other bank divisions, none of
Dawood Taylor: "It would be my

this successful development would have

pleasure to provide further details on

been possible. Finally, the Bank A l -

our development in future articles. In

Jazira takaful team deserves special

summary, a prospective takaful ta'awoini
operator must view the development as

mention for its dedication and devotion
to this development."

an Islamic development and not merely
as an Islamic stamp on a conventional

Mr. Dawood Taylor is the Assistant

insurance product or programme. A

General Manager and Head of the

great deal of research is required even

takaful ta'awuni Division,

New Horizon:"! am sure we could

before the programme development

jazira, Saudi Arabia

cover a lot more ground in discussing

commences. Ensure that you are fully

BankAl-

Malaysia I n t e r n a t i o n a l V i s i t o r s ' P r o g r a m m e
The Institute of Strategic and International Studies (ISIS)

as meetings with the Chairman of the Malaysian Human

Malaysia is organising "An International Visitors'

Rights Commission, high-ranking police officers for a

Programme" aiming to provide first hand opportunities for

briefing on Malaysia's experience with terrorists, top

leading personalities in community, business media and

officials in the Ministries of Defence, Trade and Industry,

politics in other countries to become acquainted with

Finance and representatives of Islamic Institutes and NGOs.

Malaysia's political, economic and socio-cultural
environment and policies.

The Malaysia International Visitors' Programme was
instituted by ISIS Malaysia in an effort to build bridges

The programme, scheduled from 2 November till 12

between the people of Malaysia and other countries, to

November 2002 will be held in the Malaysian capital of

promote mutual understanding between nations, and to

Kuala Lumpur The programme involves meetings and

engage important personalities in discussions on topics of

discussions with prominent personalities and agencies in the

global interest.

public, private and community sectors of interest and
relevance to the visitors. The programme also includes some
recreational time away from Kuala Lumpur so that visitors
have an opportunity to appreciate the country as well.

ISIS Malaysia is a non-government organization. It was setup in 1983 as an autonomous and non-profit organisadon
with the objective, among others, of providing an avenue for
individuals, experts and intellectuals to interact with each

The participants of the programme will also have the

other, and to exchange views and opinions in a free and

opportunity to meet the Honourable Prime Minister of

conducive atmosphere.

Malaysia Dato' Seri Dr Mahathir bin Mohamad and will also
have an opportunity to interview the Governor of the Bank

M r Rumman Faruqi, CEO and Director General will
represent the Institute at this event.

Negara. (Central Bank), Tan Sri D r Zeti Akhtar Aziz, as well

New

Horizon

O c t o b e r 2002
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"Much increased emphasis on Islamic Banking, with higher
profitability assisted by improved trading income levels"
O w n e r s h i p a n d Legal Status
Banl< Aljazira (BAJ) is a Saudi Joint Stock Company formed under Royal Decree on
21 June 1975. Business commenced on 9 October 1976 with the takeover of the
National Bank of Pakistan's branches in KSA. At year-end, BAJ operated 13
branches and employed 356 staff within KSA (2000: 13 branches and 321 staff).
Business objectives are to provide all types of commercial banking services. Fully
paid share capital consists of 12 million shares of SR 50 each, with Saudi ownership
comprising 94.17% and National Bank of Pakistan 5.83% (unchanged from 2000).
While currently conducting many activities on a conventional financial basis, BAJ has
introduced a strategy and laid the cornerstone to provide innovative Islamic financial
sen/ices. Credit limits for Islamic finance reached SR 806 million at year-end with a
utilisation percentage of 87% (an increase of 45% in utilisation compared with 2000).

Shareholders'

691.54

700

I

680

^

660

Funds

620

The Year in Brief
Net Operating Income increased by SR 5.34 million or 10.24% to SR 57.45 million
(2000: SR 52.11 million). Within this total, net special commission income was SR
11.50 million or 11.30% higher at SR 113.30 million (2000: SR 101.80 million), fees
from banking services were SR 2.58 million or 6.27% higher at SR 43.78 million
(2000: SR 41.19 million), while trading income was SR 17.912 million higher at SR
4.73 million (2000: loss of SR 13.18 million). Total operating expenses were SR 24.97
million or 21.82% higher at SR 139.45 million (2000: SR 114.48 million), with
employee expense up SR 10.30 million or 17.33% at SR 69.72 million, premises
expense up SR 1.95 million or 24.15% at SR 10.03 million and general expenses up
SR 7.41 million or 26.02% at SR 35.88 million. Ratio of operating expenses to
operating income was 70.82% (2000: 68.72%). Credit provisions made increased by
SR 4.80 million or 60% to SR 12.80 million (2000: SR 8.00 million).
On the balance sheet, total assets diminished marginally by SR 70 million or 1.35% to
SR 5.11 billion (2000: SR 5.18 billion). Within this total, due from banks increased by
SR 3.44 million or 0.25% to 1.339 billion (2000: SR 1.335 billion), investments
decreased by SR 93.14 million to SR 1.264 billion (200: SR 1.358 billion and loans
and advances increased by SR 44.00 million or 2.11% to SR 2.130 billion (2000: SR
2.086 billion). Customer deposits increased by SR 106.95 million or 3.02% to SR
3.647 billion (2000: SR 3.540 billion).
Business Highlights
The Islamic banking group continued efforts to expand the broad range of
innovative Islamic financial products. The Shari'a Board approved the Wakala
model Takaful Ta'awuni program, a Shari'a compliant substitute for life insurance
as well as being a long-term investment. Endorsed by the Accounting and
Auditing Organization of Islamic Financial Institutions (AAOIFI) and the Saudi
Arabian Monetary Agency (SAMA), the products, due for soft launch in 0 1 2002,
consist of Individual Retirement, Protection and Awqaf plans, together with Group
Term and Credit plans. Internally, a major feature of these programs is the
synergy that exists between the Takaful Ta'awuni and Investment Divisions.
The Shari'a Board also approved a Tawaruk product, providing cash finance to
customers.
Throughout the past three years, the Investment Group has established a wide
range of Shari'a compliant investment services capable of providing solutions to
the needs and requirements of institutions and HNW individuals. These services
include mutual funds and asset management services. The mutual funds offered
are Shari'a-compliant, and include Al Taiyebat Saudi Equities Fund, Al Khair
International Equities Fund, Al Thoraiya European Equities Fund, Al Mashareq
Japanese Equities Fund and Al Qawafel Fund for Commodities Trading.
-> Current product development efforts include new Shari'a-compliant Treasury
products planned for launch in early 2002. The core of Islamic banking
counterparties continues to grow in both size and number.
-> Technological improvements include straight-through processing of all trade
orders, real time pnce dissemination. Islamic finance and investment features
and full customer-level portfolio management for the Saudi Stock Market.
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Abu Dhabi Islamic Bank
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2001 Financial & Business Analvsis
"An excellent year, with strong asset growth in all product
areas, increased profitability
and good expense control"

Total Assets
--6.44--

5

O w n e r s h i p a n d Legal Status
Abu Dhabi Islamic Bank (ADIB) is a public joint stock company incorporated in the
United Arab Emirates and commenced operations on 11 November 1998. Main
activities include carrying out investment, commercial and other banking activities in
accordance with the Shari'a. The Bank operates solely in the UAE through 8
branches (2000: 7 branches), and employed 344 at year-end (2000: 296). Fully paidup share capital at 31 December 2001 comprised 100 million shares of AED 10 each
(no change). The Bank has an A- credit rating from Fitch IBCA.
The Year in Brief
Shareholders' profit (operating profit less distribution to depositors) increased by AED
20 million or 34.1% to AED 80.50 million (2000: AED 60.00 million). Shareholders'
equity increased by AED 100.55 million or 8.52% to AED 1.281 billion (2000: AED
1.180 billion).
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On the balance sheet, total assets increased by AED 1.75 billion or 40.10% to AED
6.11 billion (2000: AED 4.36 billion). The main components were cash and balances
with banks (up AED 61.13 million or 33.73% at AED 0.242 billion), murabaha and
mudaraba with financial institutions (up AED 225.06 million or 7.66% at AED 3.162
billion), receivables (up AED 1.28 billion or 400% at AED 1.706 billion), leased assets
(Ijara receivables) (up AED 44 million or 9.90% at AED 0.496 billion) and non-trading
investments (up AED 137 million or 42.54% at AED 0.459 billion). Depositors'
accounts increased by AED 1.332 billion or 45.10% to AED 4.287 billion (2000: AED
2.954 billion)
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Depositors' Accounts

Operating income was AED 42.54 million or 18.88% higher at AED 267.85 million
(2000: AED 225.31 million). Within this figure, net income from murabaha and
mudaraba with financial institutions was AED 5.95 million or 3.90% higher at AED
158.41 million (2000: AED 152.46 million), net income from other murabaha, ijara and
istisna'a was AED 23.60 million or 43.68% higher at AED 77.62 million (2000: AED
54.02 million) while dividends and other investment income was AED 6.52 million or
47.88% higher at AED 20.13 million (2000: AED 13.61 million).
Operating expenses were AED 19.08 or 25.88% higher at AED 92.81 million (2000:
AED 73.72 million). Operating expenses as a percentage of operating income (after
distribution to depositors) were 53.55% (2000: 55.12%). Within this figure, staff costs
were AED 14,55 million or 35.56% higher at AED 55 46 million (2000: AED 40.91
million) while general and administrative expenses were AED 5.13 million or 28.00%
higher at AED 23.45 million (2000: AED 18.32 million).
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B u s i n e s s Highlights
On the new product front, the Tamleek program - a home finance program was
introduced, providing UAE nationals with funds to purchase their homes. Also,
Covered Drawings, an Islamic alternative to conventional overdrafts, providing
liquidity when needed.
The Al Khair Financing Program was introduced, allowing individuals to repay
their loans to conventional banks, and transfer their financial transactions to
ADIB. This innovative program was introduced to solve the problem of
indebtedness of customers to conventional banks, and to encourage transfer of
relationships to ADIB.
The ADIB-Sentinel Multifamily Fund was introduced. This is a Shari'a-compliant
residential real estate investment fund investing in the U.S., offering fixed
monthly returns on investments from rental of the Fund's real estate assets.
-> ADIB arranged the financing for the US$350 million Islamic tranche forming part
of the US$1.6 billion syndicated financing for the Shuwaihat Electric Power and
Desalination plant, with a final participation of US$200 million by ADIB.
A second branch was opened in the city of Al Ain on 10 November 2001, with a
further 4 branches planned for opening in 2002.
—> In the field of information technology, the Bank introduced a Short Messaging
Service (SMS) system that allows customers to receive and send instant
messages relating to their accounts through mobile phone or Internet.
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Bahrain To Host Global
Islamic Banking Forum

A Bahrain-based Islamic financial

Islamic Banks To Offer
investments W o r t h
$600 Million

market is targeting more than $800

Islamic banks plan to offer six

Speakers from all over the world are

billion (BD302bn) worth of overseas

investment products compliant with

expected to meet in Bahrain to address

fiinds held by Islamic investors.

Islamic Shariah law and worth more

an international banking conference.

The International Islamic Financial

than $600 million in Asia and the

The World Islamic Banking Conference

Market (IIFM) is hoping to reverse

Middle East within the next 14 months.

2002 is being held at the Gulf Hotel's

some of the capital flows from Arab and

Abdul Rais Abdul Majid, chief

Gulf International Convention and

Islamic countries.

executive of the Bahrain-based

BAHRAIN

Bahrain Targeting
$800bn Funds

Exhibition Centre on November 2
and 3.

"The very major focus for the IIFM is to
help create a secondary market," said

International Islamic Financial Market
(IIFM), said that the products were
awaiting approval by the financial body.

It is being held under the patronage o f

Bahrain Monetary Agency (BMA)

Prime Minister Shaikh Khalifa bin

deputy governor and IIFM deputy

Salman A l Khalifa, under the theme

chairman Khalid A l Bassam.

Islamic Banking: Creating New

He was speaking to the Press following

Opportunities in Global Finance.

the third board meeting of the IIFM.

Majid declined to name the issuers, but

Keynote speakers at the opening

The meeting, which was chaired by

said the products would not be less than
$100 million," he added.

ceremony will include Finance and

Islamic Development Bank adviser and

National Economy Minister Abdulla

IIFM chairman Dost Mohammed

Saif, Brunei's Deputy Finance Minister

Qureshi, was held at the B M A premises.

Dato Yakub Abu Bakar, Bahrain
Monetary Agency governor Shaikh
Ahmed bin Mohammed A l Khalifa and
A l Baraka Group chairman Sheikh
Saleh Kamel.

"The prospect for such a market is

serving 1.2 billion Muslims was the lack
of means to manage their day-to-day

Regular issues of Islamic bills by the

liquidity needs of the estimated $ 180

BMA, an upcoming $300 million

billion market.

other Islamic papers to be issued by

include representatives fi^om the

corporates, will all help create an active

International Monetary Fund, the World

Islamic financial market, he said.

Trade Organisation and the Bank for

IIFM chief executive officer Abdul Rais

International Settlements.

Abdul Majid said a major area of focus

the needs of international Islamic banks
and financial institutions.

Malaysia, Indonesia, Sudan and the

traded across borders.

Saudi-based Islamic Development Bank

and corporate governance; insurance

financial instruments) among Muslim

and risk management in Islamic

countries, only local trading," said M r

banking; innovations in Islamic

Abdul Majid.

opportunities in real estate for Islamic

up in Bahrain earlier this year to meet

development of products that can be

"There is no trading (of Islamic

finance; and international investment

board meeting of IIFM which was set

Bahrain last year signed a deal with

economy; transparency, accountability

financial instruments; prospects of

Majid was speaking on the sidelines of a

for the IIFM is to facilitate the

Islamic banking and finance; Islamic

development in Islamic banking and

Bankers say one of the major problems

extremely good," said Mr A l Bassam.

Other speakers at the conference will

on growth and intemationalisation o f

year," he said.

facing Islamic banks and finance house

(BDlISm) sukuk issue by the IDB and

It will feature six sessions which focus

"One or two of them will be offered this
year and the rest will be offered next

Yet the demand for Islamic products is
huge, he said. "At the low end, the
demand is estimated at over $800bn,"
said Mr Abdul Majid.

to establish the market to cater to the
need o f some 200 Islamic and finance
houses around the world.
Majid also added that Islamic banking
was growing by around 15 percent
annually. "There has always been
demand for Islamic banking worldwide.
Even in the US market, there is a huge

financial institutions: the Swedish postal

demand for Islamic products," he

service purchase.

explained.
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ABC Islamic Bank (E.G.)
Launches A l Buraq
ABC Islamic Bank E.C, a wholly owned
subsidiary of Arab Banking
Corporation, has issued the first Islamic
credit card. The card is considered to be

in Class B shares, allowing these banks

"The IFSB inauguration is a landmark

to issue credit cards to their customers

event in the global development of

in their home countries. Arab Financial

Islamic banking and finance" said D r

Services Company, an affiliate of Arab

Zeti Aziz, Governor Bank Negara,

Banking Corporation, is responsible for

Malaysia.

producing the card and is also the

The IFSB was established in response to

technical manager and processing agent.

the first Islamic credit card that

the increasing significance of the

conforms to Shariah principles.

Islamic financial services industry after

Prior to launching the card, ABC

a unanimous decision by the governors

JORDAN

of number of central banks including

Islamic Bank (E.C.) established an
Islamic credit card company with a
variable capital. The company has
issued two classes of capital. The

Bahrain Monetary Agency, Bank

Citigroup C.N in $22 m i n
leasing loan t o Jordan

Indonesia, Bank Negara Malaysia, Bank
of Sudan, Central Bank of Islamic
Republic of Iran, Central Bank of

authorised capital of Management

Citigroup has announced a $22 million

Shares (Class A) is US$5,000,000 with

syndicated Islamic Lease Facility (Ijara)

a paid up of US$3,000,000, and

to Jordan's leading mobile operater

Participation Shares (Class B).

Fastlink. It is the first such facility for a

Lebanon, Central Bank of Kuwait,
Saudi Arabia Monetary Agency, State
Bank of Pakistan, and senior officials
from the Islamic development Bank

Jordanian borrower

(IDB), the Intemational Monetary Fund

The card has been issued to its
employees and some corporate clients

Citi Islamic Investment Bank Bahrain,

(IMF), and the Accounting and Auditing

and while distribution to corporates

Citigroup's dedicated Islamic banking

Organisation for Islamic Financial

continues, the card is available to

vehicle, and Kuwait Finance House

Institutions at the meeting in

(KFH) had jointly arranged for the

Washington D.C. at the IMF earlier this

ABC Islamic Bank (E.C.) is now

facility with a maturity of three years.

year

concluding the participating agreements

The participants include Citibank N.A.,

with these banks.

KFH, Kuwait Turk Finance House and

individuals through participating banks.

The purpose of IFSB is to serve as an
association of central banks and

Abu Dhabi Islamic Bank.
ABC Islamic Bank (E.C.) chose the

Proceeds of the facility will be used for

name 'Al Buraq' for the new card. A l

the procurement of mobile telephone

Buraq is the name of the creature that

equipment by Fastlink from its major

Prophet Mohammed is said to have rode

suppliers.

monetary authorities, and other
institutions that will be responsible for
the regulation and supervision of the
Islamic financial services industry and

on when he made his miraculous night

will:

journey. This name has been chosen for

I) set and disseminate standards and

its religious connotation and because it
represents speed and trust. The card will
provide benefits similar to normal credit
cards in terms of settlement and
intemational recognition. It will be
distributed through various retail banks
and is intended to be promoted by both
Islamic and convendonal banks.

MALAYSIA

core principles -as well as adapt existing

inauguration of t h e Islamic
Financial Services Board

and regulation, consistent with the

Malaysia will host the inauguration

member countries;

intemational standards - for supervision
Shariah principles governing the
industry, and for voluntary adoption by

ceremony of the Islamic Financial

II) liase and corporate with other

Services Board in Kuala Lumpur on the

standard-setters in the areas of monetary

M r Mohamed BuQais, General

3 November 2002. The Prime Minister

Manager of ABC Islamic Bank (E.C.),

of Malaysia Dato Seri Dr. Mahathir

Bahrain, has clarified that ABC Islamic

Mohamad will be the chief guest at the

III) promote good practices in risk

Bank (E.C.) invited major Islamic banks

inauguration ceremony.

management in the industry through

and financial institutions to participate

and financial stability; and

research, training, and technical
assistance.
New
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Affin Merchant Bank Bhd said in a

The event will include the signing

requirements were not significant and

ceremony among the governors of the

would come more from domestic

statement on behalf of SCB that the

IFSB founding member countries,

sources where Islamic papers could be

proposed programme would enable the

followed by a special forum on the

raised too. Zed said.

Stability of the Islamic Financial
Industry" and a series of seminars and
workshops on the current issues and
trends in the global financial market.

SCB group to raise a substantial amount
of funds to meet its immediate needs at

theme "Towards Fostering Financial.

HSBC launches
latest Islamic home
financing product

The Institute's CEO and Director

HSBC Bank Malaysia Bhd has launched

General M r Rumman Faruqi will

Amanah Home Financing, the latest

represent the Institute at the

addition to its range of Islamic banking

inauguration ceremony in Malaysia.

products and services.
The Islamic home financing product is

an attractive and substantially lower cost
compared with the current bank
financing available to the company.
The cost of funds would be substantially
fixed at the outset, thereby reducing the
group's cost of borrowings and exposure
to fluctuafions in cost of funds, and
minimising fluctuations in group profits.

Bank Negara To Issue
Licence t o Foreign
Islamic Bank

based on the principle of Bai Bithaman

The proposed RGBs would further

Ajil, or deferred payment sales, which

strengthen the company's capital base on

eliminates the element of pricing.All

their conversion into new SCB shares,

charges are determined and declared up-

the statement added.

Bank Negara is considering giving a

front between the bank as the seller and

new banking licence to a foreign Islamic

customer as the buyer.

bank, said Tan Sri Dr Zeti Akhtar Aziz.

"1 am sure the Amanah Home Financing
will be well-received by our customers

We had mentioned in the Financial
Services Master plan that under Phase
Three (2007-2010), two to three such
licences would be given at an
appropriate time," the central bank
govemor said. "Looking at the progress
that has taken place, we may bring
forward the time for considering new
(Islamic) banking licences."
There are now two full-fledged Islamic
banking institutions in Malaysia, while
all conventional banks have an Islamic
window. "However, there are no fiillfledged foreign Islamic banks," Zeti

especially those who prefer Islamic and
fixed-rate financing," said HSBC
Sulaiman Sujak in a statement.

Conditions Ripe For Islamic
Banking G r o w t h in US

According to Sulaiman, who oversees

Islamic financial institutions are

the bank's Islamic banking operations,

expanding in the United States to meet

the Islamic banking products and

the needs of a growing American

services complemented HSBC's existing

Muslim population.

executive director and advisor Datuk

conventional mortgages. - Bemama

SCB board gives nod t o
proposal t o raise RM300mil
SCB Developments Bhd's board of

pointed out.

directors has approved the company's

On whether Malaysia was considering

proposed RM300mil fund-raising

another Islamic issue, she said the

programme.

recent US$600mil five-year global
issue, led by HSBC Bank, had
successfully set a benchmark in terms of
pricing.
As the government was in a

New

Horizon

S e p t e m b e r 2002

A one day conference was organised by
the Washington-based Islamic Free
Market Institute (Islamic Institute) and
the Bahrain-based General Council for
Islamic Banks and Financial Institutions
(GCIBFI), in Washington D.C on the
26th of September 2002.
Members of the US Congress, US
government officials, ambassadors to

The exercise would involve the issue of

the United States representing Muslim

RM120mil Islamic commercial

and Arab states, and executives from

papers/Islamic medium-term notes,

Islamic banks, financial services

RMlOOmil Islamic bonds and RM80mil

companies and investment institutions

redeemable convertible bonds (RGBs).

and scholars examined the key issues in

consolidation phase, its financing
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market sector at the conference.

principles for those interested in

assess because of lack of market history.

"The Islamic banking investment and

investing in the United States. The

"So institutions shy away," he added.

financial management market is

bank's line of business includes direct

growing at a rate of 15 percent per year,

investment, real estate, and asset

currently operates in 75 countries and

management.

accounts for around US $200 billion,"
said a statement prepared by GCIBFI.
According to the statement, "nearly one
quarter of all Islamic financial
institutions are working in countries that
do not have Muslim majorities."
Speaking on prospects and trends for the
Islamic banking sector within the US
market, Rushdi Sidiqi, managing
director at Dow Jones Islamic Market
Index Group, said. "The conditions are
ripe for growth in the United States.
Sidiqi pointed out that in addition to the
financial managers and Islamic indexes,
there is also "a population aware and
interested in Shariah-based banking in
the United States."

He told the audience that the American
Muslim market is an "attractive market
with untapped potential because there is

"Although the events of September 11

high demand for the product, there are

distanced the relationship between the

no dominant players in the market, and

United States and the Muslim world, the

regulators are interested in leaming

investors in the region still find US

about it".

investment market hospitable," said
Abdulmalik.
Michael McMillen, a partner in the New

UNITED KINGDOM

York law office of King & Spalding,

Financial Services
Islamic financing. McMillen's career has A u t h o r i t y W o u l d
been focused on intemational and
W e l c o m e islamic Banks
spoke about his firm's involvement in

domestic project finances, leasing,
stmctured finance and investment funds

The Financial Services Authority says it
would welcome applications to set up a

using Shariah based principles. In
addition to developing the first Shariah

bank based on Islamic religious
principles, adding it had held talks on

compliant constmction and lease
contract for the US real estate market.

how such a bank could meet its
regulations.

Abdulkader Thomas, principal

King & Spalding is also involved in

consultant at Strategic Guidance, LLC,

project financing for an intemational oil

said that there is a definite Western

company investing in the petrochemical

finance in Leicester, Howard Davies,

demand for an Eastern product. "Thirty

industry in the Middle East. "These

chairman of the FSA, said there was a

percent of the seven million American

projects are compliant with market

gap in the market for retail sector

Muslims (who account for two percent

practices in the Westem and Muslim

Islamic banking products, which would

of the US population) want to adhere to

world. Stmctures are being developed in

cater to nearly two million British

strict Islamic principles when dealing

the United States that are Shariah

Muslims.

with their finances," Thomas said. "Two

compliant." McMillan added.

percent of the US population is not a
small number, and thirty percent of that
is not an undesirable market." He added.
He said that demand for Islamic-based
finance products is in the areas of home
ownership, saving plans, retirement,
loans for schools and special events.
"Islamic banking in the United States is
a middle class phenomenon, not a
political statement," he concluded.
Afif Abdulmalik, CEO of Bahrain-based
First Islamic Investment Bank, said that
First Islamic has a subsidiary in Atlanta,
Georgia, that offers market-leading

Speaking at a conference on Islamic

" I should emphasise that we have not

Tariq Al-Rifai, Vice President, HSBC

yet received a formal Islamic bank

New York, said, "HSBC serves a lot of

application, though we are aware of

Muslim countries and has demographics

some interest in doing so," Davies said

in the United States." Speculating on the

in a speech.

reason why many banks do not operate
Islamic services in the United States.
Al-Rifai said, "many banks have a

The global market for Islamic banking
and finance is estimated by analysts to
be worth $200 billion to $500 billion

limited experience in marketing to
multicultural communities and have no
experience in dealing with the Muslim

and has been growing at 10-15 percent
per year, Davies said.

community." Muslim American

The U.S. govemment has raised concem

community is a difficult market to

that Islamic financing methods can be

capture geographically because it is

used to channel funds for militant

spread out, difficult to quantify in terms

groups such as al Qaeda, which was

of market potential, and difficult to

products that conform to Shariah
New Horizon
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widely blamed for the September 11

Mortgage Problems

attacks on the United States.

The FSA would apply its main
objectives — which include reducing

As part of intemational efforts to
prevent the financing of terror, the
Group of Seven leading industrial are
also looking at the role of Islamic banks
and charities.

financial crime and protecting
consumers of financial services — to an
Islamic bank as stringently as to westem
institutions. But would allow a room to
accommodate some of the differences

Davies said Britain had an economic

between Islamic and westem banks,

interest in ensuring a flourishing Islamic

such as greater risks home by Islamic

financial market in London, but the FSA

investors compared with their westem

would not treat applications from

counterparts.

¥ i # w w . i s f a m i c - b a n k i n g . c o m

Islamic institutions differently from any
other institution, now would it lower its

The watchdog added that more work
was needed to reduce some of the

supervisory standards.

discrepancies involving Islamic
"We would welcome a soundly financed

mortgages.

D I P L O M A IN

Islamic mortgages in the U K currently

ISLAMIC B A N K I N G

and pmdently managed Islamic financial
institution in this country, which would
be good for Muslim customers, good for
innovation and diversity in our markets
and good for London as an intemational

POSTGRADUATE

attract stamp duty, a tax on property
purchases, twice — once when a lender
buys a property and once when it is

A N D INSURANCE

transferred to the mortgage holder

financial centre," Davies said.

•

Top quality distance learning

•

Open course

Also, the Basel Accord, which sets

Large Potential U K Market
There are approximately 1.8 million
Muslims permanently resident in the
UK with estimated savings of around
one billion pounds, while over half a

global mles on banking supervision,
requires a bank to carry twice as much
capital for an Islamic mortgage as for a
conventional, westem mortgage.

Course contents:
Islamic economics.

million Muslims visited Britain last

However, the new Basel Accord, known

year, spending nearly 600 million

as Basel I I , would allow for a more

pounds.

flexible treatment of Islamic mortgages

and investments,

and thus remove this competitive

Takaful (Islamic Insurance)

"So the potential market, whether for
savings products, borrowing, or simply

A new version of Basel I I is scheduled

large," Davies said.

to be published on October 1, but will

convenfional banks because they regard
fixed interest payments as usurious.

Islamic products

disadvantage, Davies said.

transaction related finance is very

Many devout Muslims do not save in

Islamic banking.

first be implemented around 2006,

•

Free one year
subscription to New Horizon.

for further information please contaa:

something that might present a problem
for institutions wishing to get into this

The Course Coordinator

market, Davies added.

The Institute of Islamic

There are no purely Islamic banks in the

Banking & Insurance

UK at present, though London is an

16 Grosevnor Crescent

important centre for Islamic financial

London S W I X 7 E P

products and some banks, like HSBC

Email: diploma@islamic-banklng.com
Tel: 44 020 7245 0404
Fax: 44 020 7245 9769

Holdings Pic, have windows dedicated
to Islamic customers.
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Name
Business Group
in

BANGLADESH
who are in

textiles
chemicals
ceramics
real estate
jute
trading
marine food
media

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

When you have a vision in the world ot islamic
investment, others cannot keep up with you

opportunity

0

Al-Tawfeek Company
For I n v e s t m e n t Funds L i m i t e d

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

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
with Shariah Law.
We then take the most advanced banking systems
and technologies in the world and adapt them for use
with Islamic Investment instruments. The result is a
level of service that we believe matches anything in
the industry has to offer.

