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Research and Development
The concept of Islamic financial system, launched over three decades ago is
fully understood worldwide. Its parameters are no longer in doubt. Islamic
financial system aims at seeking the
economic well being of all human
beings. Its banking arm is consequently
structured to assist the development of
an Islamic economic order based on its
value and ethics and to put a human
face to it. It forbids all form of economic activities which are morally or socially injurious. It forbids dealing in interest and regards it exploitive and against
social justice. The underlying policy
behind the prohibition of usury (interest) is the protection of the weak against
the exploitation of the strong.
Today more than 250 Islamic financial
organizations are operating all over the
world, managing funds of over 300 billion dollars. This is just a tip of the iceberg. Inspite of its progress, Islamic
banking has to go a long way before it
can claim to meet the needs of the present day financial expectations. Islamic
banks must evolve methods and instruments that are tuned to tackle intricate
issues that financiers and investors face
in day-to-day operations.
To achieve these goals Islamic banks
should encourage research and development programmes. They must be able to
compete with the highly sophisticated
conventional banks who have spent

time and money in developing modem
instruments.
Unfortunately, research and development is an area much neglected in it. By
contrast, conventional banking has been
evolving over centuries, has robust ongoing R & D programmes and allocates
substantial funds to the activity. R & D is

" Islamic banks must evolve methods and instruments
that are tuned to tackle intricate issues that fmanciers and investors face in day-to-day operations. To
achieve these goals Islamic banks should encourage
research and development programmes. They must
be able to compete with the highly sophisticated
conventional banks who have spent time and money
in developing modern instruments."
an essential aspect of modem industry
and enterprise, no less so in the financial world. Any industry not able to
maintain a dynamic approach to its own
development can ever attain its full
potential. In order to create an effective
and mature Islamic banking system
which is able to meet the demand of a
modem and sophisticated market, R & D
is a must.
Once the Islamic Banks have achieved
their target they should attend to train
their staff with new techniques and
skills. The Institute realized the value of
training and research and launched a
distance-learning
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Diploma Course in Islamic banking.
The course, the only one of its kind has
so far enrolled over 675 students and
out of which over 150 have graduated.
Stella Cox, one of the pioneers in
Islamic banking commended the contribution and the progress of Institute. She
wrote: "The distance learning Diploma
Course made available by the Institute
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of Islamic Banking and Insurance fills
another gap, as it is targeted not only at
Islamic financiers, but importantly, is
available to other individuals working
in western markets and workplaces
seeking knowledge of, and involvement
in, the Islamic banking system.
I f Islamic banks do not venture in the
field of research and training in a serious manner they w i l l face bleak future.
Islamic banking must strive to face
practical aspect of the system other wise
they shall fade away and remain in the
history books as relic of the past.
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ISLAMIC FINANCE

Derivatives and Islamic Finance
Muhammad

Ayub

The conventional options, swaps and
futures stem from debts and involve
sale and purchase of debts/liabilities.
As a group, products such as interestrate swaps, stock options and futures,
currency futures etc are called derivatives i.e. instruments derived from the
expected future performance of the
respective underlying assets. These are
very complex and risky contracts having present market value of trillions of
dollars over the world. According to an
article published in the Economist,
some $ 128 trillion of over the counter
derivatives were outstanding in June
2002, a 28% increase over a year earlier . It has been observed, however, that
global financial market is becoming
increasingly fragile as more and more
derivatives and 'hedging' instruments
emerge.
Just to introduce the terms to common
readers, an option to buy a commodity
is known as 'call option' while the
option to sell a commodity is known as
a 'put option'. An option has a nominal
size, this being the amount of underlying asset that the option holder may buy
or sell at the strike price, the price at
which the holder may buy or sell the
underlying asset upon exercise of the
option. I f the price moves favorably, the
option is exercised and the commodity
is bought/sold at the agreed price. If the
price moves unfavorably, the buyer of
the option simply abandons it. Thus an
option contract confers the right but not
the obligation to enter into an underlying contract of exchange at or before a
specified future date (the expiry date).
The buyer of that option pays a price
(the premium) to the seller (the writer)
of the option.

We can explain the options trading with
help of an example. A call option purchase at a price of say Rs 5 on bond or
stock 'A' provides a right to Mr. M to
purchase the stock at price of Rs 50
three months from now. I f as per his
expectations the price of 'A' increases to
Rs 60 on the maturity date, then the
buyer of the call has a net gain of Rs 5
(on an investment of Rs 5). This is
what the seller or the writer of the call
would lose. But if the price of the stock
falls below Rs 50 on the maturity date,
say to Rs 40, the buyer would allow the
option to expire without exercising it
since he can buy from the market at a
lower price. His loss would amount to
Rs 5 or hundred percent with the call.
This Rs 5 would be what the seller of
the call would gain on zero investment.
In the game, the buyer and seller have
diametrically opposite expectations.
The possibility of risk and returns are
magnified, the gains of the buyer being
equal to the losses of the seller and vice
versa.
The institutions dealing in derivates and
hedge funds claim that diversity of
hedging products protect their clients
against market volatility and provide a
larger spectrum of risk management to
the benefit of the society. But, actually
volatility is caused by their activities
when they trade in derivatives as a part
of rip-off factor and the clients are sold
nothing for something - protection
against a danger that never needed to
exist in the first place. They may produce huge profits for financial institutions at the cost of others. But these
profits are not necessarily indicative of
productive efforts. Mr. Warren Buffet,
Chairman Berkshire Hathaway says:
Derivatives are financial weapons of

mass destruction mainly due to opaque
pricing and accounting policies in
swaps, options and other complex products whose prices are not listed on
exchanges; Credit derivatives and total
return swaps that are agreements to
guarantee counterparty against default
or bankruptcy merit special concern."
The macro-economic arguments for
their existence are also not convincing they are for minimizing risks which do
not need to exist as described earlier.
The global foreign exchange market as
at present is more or less an unproductive pursuit in that it exists because of
an unnecessary monetary expansion. It
would be better to structure the financial system such that it does not suffer
from continuing volatility. What we are
seeing in the Western world is the emergence of financial products that are a
symptom of a system that has gone
wrong. For a more efficient economy,
we must promote systems in which people work in productive pursuits rather
than unproductive ones. Change the
system to relate it with real sector activities and all those clever dealers who
earn huge profits out of thin air could
become doctors, industrialists, business
people and teachers instead! As such.
Islamic financiers who look at the products of this system as a paradigm seem
to be at mistake.
Study of the behaviour of the
Derivatives market reveals that it has
the potential to cause a serious breakdown in the financial system. The
degrees of leverage that are afforded by
option contracts can be so high that
large unpredictable market moves in
underlying prices may one day lead to
the insolvency of a major financial
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ISLAMIC FINANCE
institution. Liabilities cannot be perfectly hedged even i f that is the intention,
and some traders deliberately do not
hedge their option portfolios because
such action would limit the potential for
high returns. The case of Long Term
Capital Management in the United
States, rescued by a Federal Reserve
bail out in 1998, demonstrates the
degree of risk that can be incurred. The
question is whether the central bank or
other authorities would be able to move
quickly enough, or in large enough
measure, to prevent failings.

severe losses; some have been wiped
out. Even senior tranches, usually rated
A A A , have been downgraded because
losses may yet reach them . Thus, the
whole concept of CDOs as in vogue
refers to absolute risk and exploitation.

According to the concept of Option
(khiyar) as we find in Shariah literature,
the informationally disadvantaged party
at the time of entering into the contract
has the option to cancel the contract
within a specified period. A person has
also the right to undo his purchase i f the
seller specifically allows as part of the
terms of the sale. A l l such forms of
For example, Collateralized Debt
option are in the nature of rights
Obligations (CDOs) are sophisticated
embedded in a contract. In the term
type of derivatives and clever way of
khiyar as used in Fiqh books we do not
exploiting anomalies in credit ratings.
see any analogy that would lead us to
A number of loans or debt securities
acceptance of the structure of modem
payable by various companies are put
option contracts.
into a pool, and new
"Study of the behaviour These are indesecurities are issued
which
pay
out
of the Derivatives market pendent financial
contracts traded for
according to the reveals that it has the
pool's
collective potential to cause a seri- a price that do not
have any clear-cut
performance. The ous breakdoY^n in the
parallel
in the clasnew securities are fmancial
system.
The
sical Islamic theodivided into three
degrees of leverage that
ry o f contracts.
(or more) levels of
are afforded by option
Khiyar relates to a
risk. The lowest,
contracts can be so high
halal contract of
equity tranche, takes
that large
unpredictable exchange that has
the first loss i f any
market
moves
in underly- already
taken
companies in the
ing
prices
may
one
day
place, whilst a
pool default.
If
modem
option
enough losses eat lead to the insolvency of a
fmancial
institu- relates
to
an
that up, the next, major
exchange that is
mezzanine
level tion."
yet to take place.
suffers. The most
In the case of khiprotected level, the
senior tranche, should still be safe, yar, the exchange of one or both counter values is effected immediately while
unless the collective pool has severe
in the case of the modem option conlosses. It takes only a couple of defaults
tract, future delivery applies to both the
in a pool of 100 companies to destroy
the equity tranche. Downgrades of payment and the underlying asset. In
addition, uncertainty as to the materialinvestment-grade corporate bonds in
ization of the exchange exists with the
America were a record 22% in 2002,
according to Moody's and it recorded modem option contract but not in khiyar. A resolution of the Islamic Fiqh
bond defaults of $ 160 billion worldwide.
The equity and mezzanine Academy of the OIC asserts, "Option
contracts as currently applied in the
tranches of many CDOs have suffered
6
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world financial markets are a new type
of contracts which do not come under
any of Shariah denominated contracts.
Since the subject of the contract is neither a sum of money nor a utility or a
financial right which may be waived,
the contract is not permissible in
Shariah."
Most of the derivatives incorporate
gharar (absolute risk), gambling and
interest and support speculative activities. Islamic legal mles, particularly the
ban on Gharar and on the sale of debt
for debt, do not allow transactions
devoid of real/productive activities.
Derivatives involving such financial
contracts which themselves are prohibited in Shariah (Riba based bonds &
forward foreign exchange where mutual
exchange is not simultaneous, for
example) are clearly un-acceptable
according to the Shariah principles. In
case the underlying assets are equities
and commodities it would be seen
whether or not Riba and Gharar are
involved. Experts are of the view that
even in case of acceptable forms of
underlying assets, a key valuation element in arriving at the fair value of an
option contract remains the rate of interest. The Black-Scholes formula proposes that since an option can be perfectly
hedged through constant trading in the
underlying asset, the option position
should be riskless and hence cam the
buyer the risk free rate of interest on the
premium that was paid for it. (In reality,
constant trading of the underlying asset
to achieve the perfect hedge is unattainable, and so option prices behave in
ways that are not entirely predicted by
Black-Scholes.) For the unhedged
option, the contract becomes one o f
pure uncertainty. Neither party knows
whether the option would be exercised,
as it is dependent upon the condition of
the market at a future date.
According to some writers 'Arbun' can
become a basis for developing some

ISLAMIC FINANCE
kinds of Shariah compHant options contract by which one party buys the
right to purchase from the other party
specified goods for a specified price on
a certain date . 'Arbun' is a void contract according to a Hadith and the three
schools of Islamic law. Only Hanabalah
uphold 'Arbun' with the condition
imposed by some of them that time
should be stipulated for the option. The
OIC Fiqh Academy has also endorsed
'Arbun' but only i f time limit is specified. Even i f 'Arbun' is accepted as
valid transaction, most of the derivatives current in the market would still be
unacceptable from Shariah angle due to
involvement to Gharar and Riba. A Call
Option can be considered near to Bai al
Arbun in the sense that the seller does
not return the premium or advance payment to the buyer in case the latter does
not exercise the purchase option and the
buyer loses the option premium even i f
the option is exercised and the contract
is confirmed. In case of Bai al-Arbun,
however, the option premium is adjusted in sale price when the contract is
confirmed. However, this subject of
derivatives needs extensive research.
Samuel L. Hayes, after detailed discussion on derivatives concludes, "There
are no effective derivates of Islamic
debt contracts which replicate conven-

tional risk-hedging and leveraging contracts such as swaps, futures, and
options. Similarly, in the equity security sector, there are no risk-hedging or
leveraging contracts in Islamic finance
truly comparable to available conventional derivatives
With respect to
commodities and other goods, the
Salam contract is an imperfect Islamic
substitute for a conventional forward
contract. The related Istisna contract
for goods being manufactured for a
buyer provides another partial Islamic
proxy for a forward contract. It is also
possible to construct an Islamic contract
which partially replicates a conventional futures contract, via back-to-back
Salam contracts".
Foot Notes
1 The Economist, London, March 15,
2003
2 Buffet, Warren, The Economist,
March 15, 2003
3
El-Gamal,
Mahmoud
Amin,
Professor at Rice University, Houston,
TX; E Mail: elgamal@rice.edu
http : // www.ruf.rice.edu/~ elgamal
4 The Economist;
5 OIC Fiqh Academy, Seventh session;
9-14 May 1992
6 Gharar: It means any element of
uncertainty in any business or contract

about the subject of contract or its
price, or mere speculative risk. It leads
to undue loss to a party and unjustified
enrichment of other, which is prohibited
7 Arbun: Down payment; a nonrefundable deposit paid by a buyer retaining a
right to confirm or cancel the sale.
8 Vogel, E. Frank & Samuel L . Hayes,
1998; P. 156
9 Bai Salam, a contract in which
advance payment is made for goods to
be delivered later on. The seller undertakes to supply some specific goods to
the buyer at a future date in exchange of
an advance price fully paid at the time
of contract. The objects of this sale are
goods and cannot be gold, silver or currencies because these are regarded as
monetary values exchange of which is
covered under rules of Bai al Sarf
where exchange needs to be simultaneous.
10 Istisna a is a contractual agreement
for manufacturing goods and commodities, allowing cash payment in advance
and future delivery or a future payment
and future delivery. It can be used for
providing the facility: of financing the
manufacture or construction of houses,
plants, projects,
and building of
bridges, roads and highways.
11 Vogel, E. Frank & Samuel L . Hayes,
1998, Pp. 219-232

DIB Appointed as Lead Manager
Dubai Islamic Bank (DIB) announced it's appointment by Nakheel as lead manager and arranger for a $350 million Ijara
syndication, will be one of the largest syndication deals in the UAE.
The financing will make fijrther capital available to build on Nakheel's blue chip portfolio of developments such as The
Palm Jumeirah and Jebel A l i , The World, International City, Jumeirah Islands and Jumeirah Lake Towers. DIB has been
appointed as lead to manage and arrange the syndication and will be supported by HSBC, Standard Chartered and Citigroup,
three of the world's leading international financial groups as co-arrangers.
The award of the lead manager's role to DIB confirms the bank's position as the leading Islamic finance institution in the
region following its earlier success in winning a similar role for Dubai's Department of Civil Aviation (DCA) giant $750
million issue of Sukuk A l Ijara - the largest to date - to help fimd the second phase of the expansion of Dubai International
Airport.
New
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POST GRADUATE
DIPLOMA COURSE
IN ISLAMIC BANKING
AND INSURANCE
The Institute is pleased to announce that the enrolment on its Post
Graduate Diploma Course in Islamic Banking and Insurance has
crossed the 660 mark. Out of these many have already graduated
and quite a few are on the verge of graduation.
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The Use of Conventional Interest Rate
Benchmarks in Islamic Financing
Richard T D e 6e/der

In terms of explaining how Islamic
finance works to people new to the
product, one issue that tends to confuse
them is the basis on which Islamic institutions calculate the returns that their
customers pay. Whether the return is
profit or rent. Islamic financial institutions still refer to a conventional benchmark, such as LIBOR.
With a financing that is structured strictly in accordance with the Shari'a, the
risk reward allocation should not be
exactly the same as with a conventional
financing. While an Islamic financial
institution should be willing to participate in greater risks than a conventional
bank, this should in turn lead to a
greater reward.
However, in the
author's experience this may not necessarily be the case. Commercial customers invariably still use as their
benchmark the rates that are charged by
conventional banks (i.e., by reference to
LIBOR or other similar rates ). Many
commercial customers are not amenable
to the argument that, as the Islamic
institution is taking on more risks, it
should receive a greater reward.
Accordingly, an Islamic financier will
not usually be willing to take on additional risks for no additional reward, not
least because it also has a responsibility
to its depositors and investors. It is
important to note, however, that Islamic
financing is generally very competitive
and can often be cheaper than conventional financing.
Often, therefore, an Islamic institution
may be forced to compromise the structure of its financing so that the risk:
reward matrix is, to a large extent, the

same as with a conventional financing.
However, this can result in unfortunate
consequences.
Strategies must be
adopted when drafting the documents to
shift the risks that strictly should be
borne by the Islamic financier as owner,
but in a manner that, on the face of the
documents, is not Shari'a repugnant.
Therefore, the documentation can (but
may not always) be more complex than
would be expected.
However, while the documentation can
sometimes be complicated, the structuring and drafting of the documents can
usually be explained away not least
because many conventional financings
are also complex. In the authors expe-

'y/ith a financing that
is structured strictly in
accordance
with the
Shari'a, the risk reward
allocation should not be
exactly
the same as
with
a
conventional
fmancing.
While an
Islamic financial institution should be willing to
participate
in greater
risks than a conventional bank, this should in
turn lead to a greater
reward."
rience the real problems in terms of
credibility centre on the calculation of
the rate of return. In part this is because
corporate customers still use as their
reference point conventional benchmarks such as LIBOR. This is hardly
surprising because Islamic finance has
New

only recently become a viable alternative in the Middle East and, in any
event, as yet no viable alternative
Islamic alternative has been developed.
Arguments can of course be raised to
support using a reference to LIBOR.
The first one that is commonly used is a
technical one. This is that it is perfectly acceptable to use any benchmark as a
mathematical basis for calculating profit, rent or return under an Islamic
finance facility. Using a conventional
rate as a benchmark is, therefore,
acceptable as it is just a mathematical
calculation that is as good as using any
other reference point. In the author's
experience, however, this can be difficult argument to use to convince people
who are new to Islamic finance because
this looks to be exactly the same way in
which interest is calculated.
Perhaps a more straight-forward
approach is to merely admit that the calculation is the same as that used in calculating interest but that this is being
done using the Shari'a ground of necessity or public need. This is the principle
that in extreme circumstances, it may be
necessary for a person to deviate from
Shari'a principles.
In the context of
Islamic financing, the better description
is probably that of public need, as the
principle of necessity is more associated
with an individual. I f there is a class of
society that is required to do something
that is not strictly permitted, then this
may be acceptable on the basis that the
individuals in that class are being
obliged out of individual necessity to
perform actions that strictly speaking
are prohibited. However, the prohibited
action should only be done as a last
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resort and with a view to returning to
the strict interpretation of the Shari'a as
soon as possible.
Various elements in the context of
Islamic finance may be taken into
account in permitting a deviation from
Shari'a principles and it is suggested
that some relevant factors could be as
follows: (i) the need to assist countries
and people who wish to invest in Shari'a
products and companies following
Islamic principles; (ii) the need to
develop Islamic finance (which is still
in its infancy) as an alternative and
viable fmancing system; (iii) legal constraints derived from the applicable
governing law that impact on a particular product or transaction; (iv) when
there is a co-financing involving conventional finance, the fact that often the
Islamic finance tranche will be smaller
and so less able to dictate the structure
of the transaction; and (v) the prevailing
conditions and affairs of the Ummah
and the need to remove them from the
unjustness and oppression of riba.
It is recognised that this is an area that
requires to be addressed by the Islamic
finance industry and it is to be hoped
that over time an Islamically acceptable
alternative to conventional interest
bases will be developed.
Richard T de Belder
Denton Wilde Sapte

WWW. islamic-banking,
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Shamil Bank to Distribute
Solidarity's Family Takaful Products
The Shamil Bank of Bahrain and Solidarity, one of the Middle East's leading
Takaful companies, have signed an agreement making Shamil the banking
distributor of Solidarity's Family Takafiil Products in Bahrain.
Announcing the partnership, Mohamed Hussain, Deputy Chief Executive,
Shamil Bank of Bahrain, highlighted the growing demand for Islamic
Shari'ah compliant Takaful products in the region. "Takaful products are in
huge demand because they rely so heavily on the virtue of fairness and are
concurrent with the teachings of Islam. As we now live in such a dynamic and
diverse market, many methods are causing a financial frustration on an individual basis, so the need for these Shari'ah compliant products and services is
greater than ever," said Hussain. Shamil Bank of Bahrain signed the agreement as part of its strategy to increase the services available to its customers
by providing Family Takaful Products.
"By signing this agreement with Solidarity, we are helping to build a sound
fixture for individuals, families and the community, by enabling people to fulfil their basic rights to protect family life, property, peace of mind, and their
dignity and honour," said Hussain. "Shamil Bank has leveraged itself as the
leading Islamic Banking Institution in the region and this agreement ensures
we continue to lead the market. Our ability to repeatedly deliver innovative
and well thought out products, whilst adhering to the Islamic principles of
Shari'ah, has meant that the bank has developed a solid and respected reputation with customers and investors alike."
Solidarity is primed to become the largest Insurance Company in the
Kingdom of Bahrain and the largest Takaful Company in the world. It has
been newly established as one of the top 10 companies in the Arab world in
terms of paid up capital, (US$ 100,000,000). "Shamil Bank is one of the pioneering institutions in the Middle East for Islamic financing solutions," said
Rob King, General Manager, Family Takaful, Solidarity.
"Both our companies aim to accommodate the diverse individual needs of
clients by providing a comprehensive range of traditional and modem products in accordance with Islamic Shari'ah principles and to generate a satisfactory rate of retum for shareholders and policyholders alike". Solidarity has
been set up in direct response to the growing demand for Takaful products
around the world. Its core product offering will be long term savings related
assurance such as savings schemes for the education of children. "Solidarity's
principal objective is to be the leading Takaful company globally by providing a full range of Family Takaful and General Takaful and Re-Takaful products to the highest standards possible," said King. Already having a presence
in Bahrain and Qatar, Solidarity is looking at moving into thirteen countries
over the next three year period including Lebanon, UAE, Egypt, Pakistan,
Saudi Arabia, Iran, Oman, Yemen, Morocco, U K and Luxembourg.
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Deposit Insurance: Raising issues of Consumer
Protection in islamic Banking

Mansoor

Niobi

The question about the applicabiHty of
deposit protection to Islamic banking is
a growing issue, particularly following
Ihlas Finance House's spectacular collapse in Turkey three years ago. The
case for deposit insurance rests on the
consumer protection argument that
stresses the need to safeguard the
deposits of ordinary bank customers
who do not have the ability to monitor
the risk of institutions where they have
placed their funds. The propriety of
deposit insurance for Islamic banking is
seemingly questionable, yet arguably
necessary in order to conform to international best practices in banking regulation. This article examines the place
of deposit insurance in Islamic banking
with a view to addressing regulatory
authorities' responsibility to maintain
systemic stability and ensure consumer
protection.
Regulatory authorities are generally
concemed that the failure of one-troubled bank could trigger a contagious
collapse of healthy banking institutions.
I f events give rise to the suspicion that a
bank cannot meet all its commitment,
depositors would pre-empt other creditors by withdrawing their claims immediately. The bank is then forced to sell
assets quickly at low prices and/or
acquire reserves at high cost to meet
depositors' withdrawals. Contagion the vulnerability of a banking system to
the failure of one of its members - then
sets in by the; Simultaneous sale of similar types of assets and forms of collateral held by banks, resulting in the disappearance of the liquidity of the assets.
Close pyramid of inter-bank deposits
spread the demand for reserve as banks

call in loans. Payment clearance mechanism enables an insolvent bank to owe
significant balances to other banks
through their acceptance of its customers' cheques.
Governments and central banks forestall 'bank runs' and insolvencies by
effectively underwriting the losses that
may be suffered by bank depositors. In
the event of financial crises, banking
institutions receive protection from the
government, through the lender of last
resort facility and the deposit insurance
scheme. The lender of last resort facility deals with liquidity problems while
the deposit insurance deals with solvency problems. Both facilities are meant
to prevent the failure of a single bank
from initiating a contagion. When a
bank is insolvent, both facilities attempt
to forestall a run to allow for the
planned disposal of banks' remaining
assets, in order to maximize their value.
Regulatory authorities will not always
make this distinction between lender of
last resort facility and deposit insurance. For example in the US, the lender
of last resort and deposit protection
insurance has been merged into a single
federal guarantee.
The policy of intervention to address
imperfections in financial markets can
be traced to the nineteenth century
when Walter Bagehot persuaded the
Bank of England, to lend cash on security to the banking system, in the event
of a depositors' run for cash. Following
the Great Depression in the 1930s when
over 9,000 banks failed in the USA, the
first formal deposit insurance scheme the
Federal
Deposit
Insurance
Corporation (FDIC) - was established in

1934. The FDIC was established to
protect bank depositors and ensure the
stability of the financial system. The
'60s and '70s witnessed similar exercises in Norway, India, Canada and Japan.
Deposit insurance has now been widely
adopted by central banks around the
World following the spate of systemic
or near systemic failures of banking and
other deposit-taking institutions in a
number of countries.
The aim of deposit insurance is to protect minimum wealth-holdings of small
depositors and forestall bank runs by
making depositors' fears of non-repayment irrelevant. It indemnifies banks'
depositors against loss of principal,
should their banks become insolvent.
However, the principle 'caveat emptor'
(buyers beware) still applies. Deposit
insurance only underpins the financial
market in the event of distress, and not
meant to protect depositors from any
mistaken savings or investment decision that might be made.
Deposit insurance can be in two forms First, the implicit deposit insurance,
where there are no stated rules but
depositors have assurances implied by
governments' action either through
precedence or stated intention. Second,
the explicit deposit protection, where
the terms and conditions of the scheme
are explicitly stated in a statute. The
scheme provides a legally enforceable
guarantee on all, or a portion of the
principal, and in some cases the interest,
on a deposit. Under an explicit scheme,
the statute states categorically the types
of deposits that are covered in the event
of bank failures.
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TAKAFUL
Conceptually, Islamic banking does not
guarantee the capital value of investment deposits or the returns on these
deposits.
The two main types o f
deposits in Islamic banks - demand
deposits and term deposits - function
differently from those in conventional
banks. The demand deposits are primarily zero-return deposits with the principal guaranteed by the bank. Term
deposits are invested on the basis of
restricted or unrestricted profit-and-loss
sharing. The legal entitlement of an
investment account holder is the principal and a contractual share of the bank's
profit, or liability in the event of a loss.
Under normal circumstances, these
profit-and-loss sharing investment
funds are not liabilities o f Islamic
banks.

Islamic bank deposits, are covered by
the Jordanian Deposit Insurance
Corporation.

According to an IMF Working Paper, an
analysis of current practices and future
developments in Islamic banking reveal
that all deposits, including investment
ones, are always explicitly or implicitly
guaranteed in the event of a bank failure. In some cases, the capital value
guarantee is formally written in laws
and regulations. For example, in Iran,
the nominal value of deposits is guaranteed by the central bank, which also
guarantees that no loss is passed to short
and long-term investment account holders. In other cases, it is based on implicit understanding among the authorities,
banks, and the public. For example,
although Kuwait has no system o f
deposit
insurance,
" The aim of deposit until recently, the
insurance is to protect government guaranminimum
wealth-hold- teed all deposits.

It could be argued
that deposit insurance should not normally
apply
to
Islamic
banking
ings of small depositors
deposits since the
Kuwaiti
and forestall bank runs This
principle of profitGovernment guaranby making
depositors'
and-loss
sharing
teed deposits in an
fears of non-repayment
accounts does not
attempt to resolve
irrelevant. It indemnifies financial crises that
lend it to deposit
depositors struck the financial
insurance. With a banks'
bank that issues equi- against loss of principal,
system, starting with
their
banks the collapse of the
ty type liabilities, the should
value of its deposits become insolvent. "
securities market in
will fluctuate auto1982 (Al-Manakh
matically with that of
Crisis) to the occuthe underlying portfolio. Shocks to
pation of the State of Kuwait by the
asset positions of deposits received on
defunct Iraqi regime in 1990. It is the
profit-and-loss sharing basis are instanperception of the Kuwaiti Central Bank
taneously absorbed by changes in the
that local banks have now considerably
values of the deposits. Depositors
improved their financial positions and
would therefore not have the incentive
are able to adequately protect their custo withdraw their claims. Based on this
tomer deposits. The Bank places
argument, it is contradictory that invest- emphasis on sound financial position,
ment account holders place their deposit
good governance, and efficient internal
on the basis that they share in profit and
control and risk management systems as
loss, and at the same time, their deposits
the real guarantee of depositors.
are guaranteed by being insured against
loss. For example, in Jordan, all deposit
In Turkey, the government established a
taking institutions with the exception of
mandatory deposit guarantee ftind in
12
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June 2003 for Special Finance Houses
(SFH). The newly established Deposit
Guarantee Fund is similar in principles
to the Deposit Insurance Fund for conventional banks. The Special Finance
House Association of Turkey manages
the Fund under the strict supervision of
the Government, unlike the conventional fund, which is managed by the
Banking Regulation and Supervision
Board. The level of cover is the same as
the conventional equivalent - deposits
up to TL50 billion are guaranteed. The
SFHs contribute 0.15% of their deposits
to the fund every quarter, and the fund
invests only in Islamically acceptable
investments. Similarly, Bank Negara
Malaysia, the Central bank of Malaysia,
is also planning to introduce a Shari'ahcompliant deposit insurance scheme for
the Islamic finance sector.
It is not illogical that depositors are
compensated for losses incurred as a
result of their bank's collapse. We
should not loose sight of the fact that
deposit insurance does not apply to the
day-to-day operations o f a bank.
Deposit insurance does not provide capital guarantee for term deposits irrespective of the retum of the investment
of the funds. A depositor who had suffered a loss because of a negative retum
on assets, in which a proportion of
deposit had been invested, would not
have a claim against the deposit insurance scheme.
The failure o f a bank is not only attributable to the conduct of the business of
the bank, but also to supervisory inadequacies. Governments and regulatory
authorities owe bank customers the duty
to take all necessary actions in protecting their deposits/investments. This
responsibility is assumed when an institution is granted operating license to
carry on banking business. The prudential regulation of banks puts in place
indicators of an adverse banking problems, such as increased risk exposures

TAKAFUL
and possible capital adequacy problems. These indicators serve as an early
warning system for more thorough
investigation and appropriate action to
forestall bank failure. The failure of a
bank is therefore as a result of failed
supervisory system, and arguably, the
authority would be liable in tort. The
case before a High Court in the UK hearing a claim by BCCI creditors that
the Bank of England failed in its duties
as a supervisor - is a good reference.
Deposit insurance could therefore be
appropriately regarded as compensation
for supervisory failures.
In order to provide a Shari'ah-compliant
protection, regulators should establish
collective insurance schemes, administered by independent bodies to protect
bank depositors through loss compensation. Such a system will accord protection to Islamic banking deposits in a
manner consistent with Shari'ah principles. This will be achieved by incorporating specific features that will cater
for the distinct elements of Islamic
banking in its design and operation. The

suggestion that Islamic banks may
adopt the takaful (Islamic insurance)
concept as a means of protecting their
depositors has been on the table for two
decades awaiting implementation by
policy makers.
Takaful has been endorsed by Islamic
jurists across the Muslim world and is
based on concepts that had existed from
the second century of the Islamic era. It
operates on the principle of mutual
assistance and solidarity, by providing
mutual protection of assets and property through joint risk-sharing in the event
of a loss by any one of the member.
However, irrespective of the non-existence of an explicit deposit protection,
governments will often intervene to
assist a failing bank or the depositors of
a failed bank.
Mansoor Noibi presented this paper at
the First Islamic
Retail
Banking
Conference,
Dubai,
United
Arab
Emirates, 3-4 March 2004
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IIBI NEWS

IIBI Book Exhibition
IIBI held its First Book Exhibition of the year on the 30th of
June 2004. The event was held for three days from 30th of
June to the 2nd of July, between 11.00 am to 6.00 pm daily.
Prof M.S. Abdel Haleem, of School of Oriental and African
Studies (SOAS), opened the exhibition.
The exhibition was held in association with books published
by The Islamic Foundation, Leicester, The Islamic Text
Society, Cambridge and The Islamic Arts Foundation,
London on Islamic banking. Economics and Finance. The
initiative behind this event was to allow professional, students, bankers and general public to have access to all the
Publications of the Institute in Islamic banking, Insurance,
Finance and Islamic Arts. These publications covered the
transition of Islamic banking from its humble beginning in
the 1960s to current era, where it has a market capitalisation
of over $250 billion.

In his welcoming note, Mr. Muazzam A l i , Chairman IIBI,
thanked Prof Haleem for his interest in the Institute and
highlighted the efforts and progress that the Institute has
made over the years in developing, distributing and spreading the understanding of Islamic banking and Insurance
around the world.In his opening remarks, Prof Haleem congratulated the Institute in its efforts to bring knowledge of
Islamic banking to the general public in the form of its publications and also organising such events where such information can be available from one platform.The exhibition
was attended by professionals in the field banking and
finance as well students aspiring to equip themselves with
the knowledge of Islamic banking. The exhibition offered
10% discount to all the attendees with IIBI members given
a special 15% discount. This exhibition was a prelude to an
International Book Exhibition on Islamic Banking,
Economics and Finance to be held in February 2005.

IIBI Book Launch

Islamic Bonds: Your guide to Issuing, Structuring and Investing in Sukuk
By Abdulkader Thomas and Nathif J Adam
The Institute of Islamic Banking & Insurance in collaboration with Euromoney Books, publishers of the book,
launched the latest book on Sukuks by Mr. Abdulkader
Thomas and Mr. Nathif J Adam. The launching ceremony
was held at the Institute's Auditorium and was attended by a
large number of people involved in Islamic banking and
Islamic Asset and Fund management. Mr. Thomas introduced the book and shared his and the co-author's experience in bringing together the book.
The main feature of the launch and the talk was the importance of Sukuks in Islamic Banking and Finance.
Highlighting on this, the speaker emphasised on the importance of Sukuks in the current market and the role it can
play in the development of Islamic Banking and Finance.
Noting that the recent issues of Sovereign Sukuks make it
all more important for Islamic banks and companies to
structure and Issue Islamic Bonds. The book is a great effort
in understanding the need and benefits for Sukuks in
Islamic banking and is distributed into the following chapters: 1. Investment in Islam, 2. Sukuk: origins and distinctiveness, 3. Structuring sukuk transactions, 4. Sovereign
sukuk: applications and implications, 5. Sukuk applied to
corporate finance and real estate, 6. Enabling infrastructure.
14
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Looking at the topics covered in the book, Mr. Thomas
looked in detail at the Sovereign sukuk, Risk management.
Real Estate and project infrastructure and pointed at the
opportunities sukuk offer in corporate finance. Liquidity
management, development finance and active trading. In
his concluding remarks Mr Thomas said that sukuk have
generated the first true global convergence between Islamic
and conventional markets. The relative simplicity of sukuk
to conventional fixed instruments attracts a greater universe
of investors from the conventional markets, each with a distinct risk or diversification goals. For conventional global
investor, sukuk represent a sound diversification of financial choices.

Mr Abdulkader Thomas, Mr Tariq Hameed
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CORPORATE PROFILE

Rusd Investment Bank
RUSD Bank is a licensed offshore bank
regulated by the Labuan Offshore
Financial Services Authority (LOFSA)
and domiciled in Labuan, Malaysia.
RUSD Bank officially started operations in 2003. RUSD Bank's name has a
connotation with the words Waqf and
Trust in Arabic and English respectively. RUSD Bank's objective to provide a
combination of Sharia compliant investment and fmancial services is embodied
in its name.
RUSD Bank's shareholders include
major insurance and reinsurance companies that operate according to Islamic
principles. The leading shareholder of
RUSD Bank is Best Reinsurance of
Tunisia. The three other companies are
Islamic Arab Insurance Company
(Bahrain), Islamic Arab Insurance
Company UAE, and Islamic Insurance
& Reinsurance Company Bahrain.
Within the RUSD Group, there are two
associate companies, RUSD Direct, an
insurance brokerage firm and Tajeer
Leasing Company Ltd., an automobile
and equipment leasing company. RUSD
Bank also has an extensive network of
contacts in the Middle East especially in
the Gulf Cooperation Council (GCC)
countries enabling it to source and
arrange deals and also provide placement services.
RUSD Investment Bank offers a new
facet to Islamic investment and financial services. RUSD Bank not only provides traditional asset management,
mutual funds, private placement, financial advisory but also Islamic Trusts
with features similar to Waqfs, allowing
investor's greater control in managing,
investing and allocating their assets. As
part of its strategy to offer investors a
greater choice of investment products.
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RUSD Bank is at the forefront of packaging investment opportunities and
financing deals into Sharia compliant
investment products such as Sukuk,
general investment accounts, Ijarah
notes, insurance linked products and
also private equity investments.
RUSD Bank also has a subsidiary company, Al-Aman Trust Services Ltd.,
based in Labuan, offering offshore trust
management services as part o f its
fmancial and investment management
services. Al-Aman is licensed to establish and manage off shore trusts for
individuals and corporate entities and
act as a trustee in Labuan. The Bank is
also in the process of incorporating an
onshore Malaysian asset management
company and will be able to provide
asset management services not only to
individual but also corporate investors.
RUSD Bank provides
corporate
investors structured finance, fmancial
and investment advisory, and syndication services among others. Starting
from being an investment arm of it's
parent insurance companies, RUSD
Bank can provide advise on and implement capital restructuring including valuations and IPO's.

fund structuring and management. The
bank's Sharia Advisors are Professor
Mohammad Daud Bakar and Shaikh
Nizam Yaquby. Professor Bakar sits on
the Sharia Advisory Boards of various
national and multilateral organizations
including the Securities Commission of
Malaysia and other banks. Professor
Bakar is an Associate Professor at the
International
Islamic
University
Malaysia (HUM) and is also currently
the Deputy Rector (Student Affairs and
Discipline) at the same university.
Shaikh Yaquby is a member of the
Sharia Advisory Boards o f many
Islamic Banks and companies including
Abu Dhabi Islamic Bank, Islamic
Investment Company of the Gulf and
Arab Islamic Bank. He pursued ft-aditional Islamic studies in Makkah, India
and Morocco under eminent Islamic
scholars and is a Ph.D. candidate in
Islamic Law at the University of Wales.

The management team at RUSD
Investment Bank includes senior players and respected names in the Islamic
fmancial industry. Their combined
experience is over 100 years. Dr. Saleh
Malaikah,
chairman,
and
Mr.
Naseeruddin Khan, managing director,
both formerly of Al-Tawfeek Company
For Investment Funds and Al-Baraka
Group have over 60 years of combined
experience in investment and finance
between them having a track record of

RUSD Bank successfiilly launched a
Sukuk issue in August 2003 based on
the securitization of leasing assets of
Tajeer Company in addition to a money
market account for investors to manage
liquidity and a general investment
account investing in short term Islamic
financing and other Islamic liquid securities. Additionally, the bank is arranging financing and syndication of various
projects for corporate clients in Saudi
Arabia and Malaysia as well as structur-
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ing listed equity, real estate and leasing
funds for investors. A GCC equity fund
has also recently been launched by the
Bank. The Bank also recently been
awarded a mandate by a public shareholding company for provision of capital restructure advise and finance.
Recently, RUSD Investment Bank also
participated in the visit by a Malaysian
trade delegation to Saudi Arabia, at the
end of February 2004 which included
representatives from the Labuan
Offshore Financial Services Authority
(LOFSA) and other offshore corporate
entities as well as many Malaysian
companies. The delegation visited other
parts of the Gulf as well. RUSD Bank
hosted a dinner reception for members
of LOFSA in Jeddah.

ISLAM
AND

RUSD Bank's website can be visited at
www.msdbank.com.
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NEWS MONITOR
Bahrain
H S B C Amanah Introduces
Global Equity Index Fund
The HSBC Amanah has introduced the
HSBC Amanah Global Equity Index
Fund ("HAGEIF"), which is the first
Shariah compliant index tracker fund to
invest in the 100 largest Shariah compliant companies by market capitalization.
The Global Equity Index Fund is
designed to achieve long-term appreciation of capital through investment in a
well diversified portfolio of equities
listed worldwide in a manner that is
consistent with the principles of the
Shariah. Investors will have access to
equity markets through an experienced
manager and service provider.
The Fund aims to fully replicate the performance of the Dow Jones Islamic
Market Titans 100 Index (before fees
and charges). The Fund is available
through investment advisory services of
HSBC branches in Middle Eastern markets, and the minimum investment
amount is US$5,000. A l l HSBC
Amanah Funds abide to the investment
guidelines issued by the HSBC Amanah
Shariah Supervisory Committee, to
ensure compliance with Shariah investment principles

iMal to Help Reduce Costs,
Improve Efficiency
The Gulf Finance House has appointed
Kuwait-based vendor of integrated
Islamic banking software.
Path
Solutions, as its new technology partner. The partnership contract was signed
by Dr Fuad A l Omar, Chairman of
GFH, and Ahmed A l Sager, Chairman
of Path Solufions, at the GFH headquarters in Manama.
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Announcing the decision to install Path
Solutions' iMal - an integrated banking
software solution increasingly used by
leading Islamic banking institutions
throughout the Middle East - GFH's
CEO Esam Janahi said: "Technology is
now a key driver of growth in businesses across the world. The decision to
partner with Path Solutions comes at a
time when GFH is actively accelerating
its expansion plans, within Bahrain, as
well as across the region and in key
global markets. We believe that Path
Solutions' iMal w i l l enhance our ability
to serve our clients and help us improve
and streamline our operations," he
added. Janahi said that before selecting
iMal system. Gulf Finance House went
through an extensive process and evaluated a number of software solutions
available in the market.
"Our final selection of iMal for our
technology platform was specifically
based on the fact that it offers an
unmatched integration of core banking
features, with strong Islamic banking
functionality, which will help us in
maintaining edge in an increasingly
competitive market-place, while driving
our long-term growth strategy o f
becoming a truly global institution."
Peter Panayiotou, Chief Operating
Officer of Gulf Finance House said:
"Path Solutions has demonstrated an indepth understanding of Islamic investment banking, and this is reflected in
the functionality of the system. We
found that the iMal solution was the
core banking system best suited to meet
our Islamic functionality and operational requirements." Naji Moukadam,
Executive
Vice
President
(Development), Path Solutions, said:
"We consider joining hands with a leading institution like Gulf Finance House
in a technology partnership as a major
milestone in our strategic growth in the
Middle East. "It also reinforces the
importance that Gulf Finance House
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places on serving the specialized needs
of the Islamic banking and finance sector."
"iMal will allow Gulf Finance House to
reduce costs and improve efficiency and
use human capital in a much more productive way without compromising on
quality and business results. Further the
implementation process will be structured, seamless and will have a minimum effect on the day-to-day operations of the bank," he said.

BMA Makes BD-Dominated
islamic Leasing Bond Issue
The Bahrain Monetary Agency (BMA)
has made its first BD-denominated Ijara
sukuk (Islamic leasing bond) issue. The
BD40 million, fixed rate issue will also
be BMA's, as well as the global Islamic
banking industry's, longest tenor Sukuk,
having a maturity period of 10 years.
The issue date of the Sukuk was 20th
July 2004 and the maturity date is 20th
July 2014. The rental retum on the
Sukuk w i l l be 5,125%, to be paid twice
a year, on 20th January and 20th July
each year. Minimum subscription has
been set at BD 10,000. BMA. A l l commercial banks and national insurance
companies operating in Bahrain are
allowed to subscribe. Individual and
institutional investors can also subscribe through the participating institutions.
"Once again, B M A is coming into the
market with a sukuk issue which offers
a variafion on earlier issues," said Mr.
Waleed Rashdan, Executive Director,
Banking Operations, at the BMA. "Our
aim, with this issue, is to establish a
yield curve benchmark for longer-term
securities." The sukuk will be Hsted and
traded on the Bahrain Stock Exchange.
They can also be traded at prevailing
market prices, over-the-counter through
the participating banks.
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Financial institutions holding the sukuk
will also be able to engage in contracts
involving the simultaneous sale and
future repurchase of the sukuk, in the
near future. BMA is in the process of
finalizing an Islamic repurchase agreement (Repo), which will provide banks
greater flexibility in meeting unforeseen
liquidity requirements.
The upcoming offering is the 10th issue
of Ijara sukuk to be made by the B M A
and the first to be denominated in the
local currency; all previous offerings
were denominated in USS. This offering
will bring to a total of US$1.13 billion
the value of Ijara sukuk issued by the
BMA. The Ijara sukuk are issued by the
BMA on behalf of the Government of
Bahrain, which enjoys a local currency
rating of A from international rating
agencies. Standard & Poor's (S&P) and
Fitch.

BSE Announces Listing of
BMA^s International Sukuk
The Bahrain Stock Exchange (BSE) has
listed the Bahrain Monetary Agency's
first $250 million international Sukuk
following the listings of a series of successful local issues. With the listing of
the latest issue, the number of Islamic
Sukuk and conventional bonds listed in
the BSE now reached 18 issues with a
total value in excess of $2.7 billion. The
five-year bond issue, which was closed
for subscription at the end of June 2004
and matures on June 30, 2009, enables
certificate holders to receive retum
equivalent to 0.45 per cent over LIBOR
December. The issue has been rated 'A' by Standard & Poor's rating services.
Citigroup has been appointed as the
issue's lead manager.
Khalid A l Bassam, Deputy Govemor of
BMA, and Deputy Chairman of BSE,
said: "This issue will also be listed on

both Luxembourg Stock Exchange and
Labuan Stock Exchange (Malaysia ) in
addition to the Bahrain Stock Exchange
in order to emphasize the commitment
of the B M A and its leading role to support the Islamic Financial Market on
both local and international levels." A l
Bassam said that the B M A will also
encourage institutions to benefit from
those instruments in financing their current and future expansion plans.
Norton Rose teams in London and
Bahrain acted for the Kingdom of
Bahrain on the issue. Norton Rose international securities partner Christian
Parker said: "We were delighted to act
for the Kingdom of Bahrain on such an
important transaction... Following on
from recent recognition for our Islamic
finance group, this Sukuk issue highlights Norton Rose's strength in depth
and continuing pre-eminence in all
aspects of Islamic finance."
Carol Roberts, Norton Rose's Bahrain
managing partner, said: "Norton Rose is
dedicated to providing our clients with
innovative financing solutions and we
were delighted to advise our long-standing client, Bahrain, on this prestigious
Sukuk." Christian Parker was assisted
by Ed Bracken in London and Bahrain
managing partner Carol Roberts was
assisted by Tim Waghorn. Allen &
Overy, acted for the lead manager,
Citigroup Global Markets Limited and
Citibank, N.A. as agent and common
depositary. In 2003, Norton Rose, with
Allen & Overy advising the lead managers, advised the Kingdom of Bahrain
on its debut conventional Eurobond
issue.
Bahrain Monetary Agency ( B M A )
announced that the BDIO million weekly issue of Govemment Treasury Bills,
No 1006, has been oversubscribed by
160 per cent. The bills, carrying a maturity of 91 days, are issued by the BMA,
on behalf of Bahrain. The issue date of
New

the bills is July 14 and the maturity date
is October 13,2004. The weighted average rate of interest is 1.51 per cent and
the approximate average price was
99.621 per cent, with the lowest accepted price being 99.610 per cent.

Citigroup Floats Islamic
Leasing Bond
Citigroup has successfully floated the
first of its $250 million issue of Ijara
Sukuk on behalf of the Bahrain
Monetary Agency (BMA), bringing to a
total of $1.03 billion the value of
Islamic leasing bonds issued by the
agency. The five-year floating rate note
(FRN) matures on June 30, 2009. The
rental retum on Sukuk is 45 basis points
above the six-month London inter-bank
offered rate (Libor). The retum will be
paid on June 30 and December 30 each
year.
The debut intemational Sukuks will be
listed on the Bahrain Stock Exchange,
the Luxembourg Stock Exchange and
Malaysia's
Labuan
International
Financial Exchange. The transaction
was lead managed by Citigroup with
Citi-Islamic Investment Bank acting as
the stmcturing adviser. Co-lead managers were Gulf Intemational Bank,
National Bank of Bahrain and Arab
Bank. Investors continued to remain
interested in tne issue, witti the final
order book distributed among investors
in Europe/offshore US (22 per cent),
Asia (12 per cent) and Middle East (66
per cent).
B M A was also able to price the transaction at the same spread in which it was
originally marketed. "Citigroup is honoured to lead-manage the Kingdom of
Bahrain's debut international Sukuk
issue and is extremely pleased to deliver an innovative stmcture, competitive
pricing and intemational distribution for
the transaction," said Mohammed A l
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Shroogi, Middle East managing director
and
chairman
of
Citi-lslamic
Investment Bank. The issue refinances a
100 million Dinar (about $264 million),
30-year conventional bond issue.

BSE and IIFM Sign MoU
The Bahrain Stock Exchange (BSE) and
Intemational Islamic Financial Market
(IIFM) have signed a memorandum of
understanding (MoU) aimed at enhancing cooperation between the two institutions. The MoU establishes a mechanism that will enable the two institutions to work towards the development
of Islamic financial markets, particularly in promoting the listing and active
secondary trading of Islamic financial
instraments and products.
The agreement was signed by Khalid
Abdullah A l Bassam, Deputy Govemor
of Bahrain Monetary Agency (BMA)
and the Vice-Chairman of the BSE, and
Abdulrais Abdulmajid, IIFM's Chief
Executive Officer.
Al Bassam welcomed the agreement
and urged the two institutions to work
together to stimulate the Islamic capital
markets and create liquidity through the
listing and active trading of Islamic
fmancial instruments. "The agreement
is timely as we are seeing a greater
number of Sukuk being issued, especially by corporate," he said.
Under the terms of the agreement, BSE
and IIFM w i l l exchange expertise,
information and technical knowledge to
promote the development of an active
secondary market for Islamic financial
instmments globally, and in the markets
of IIFM members, in particular. They
will also work together to develop market infrastracture and cooperate to make
available the benefits of Islamic investments to the community at large. They
will also explore the possibilities of
20
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strategic alliances among the markets of
IIFM members. This may include cooperation in development of secondary
market and trading, dual listing, crosslisting and cross-trading of Islamic
financial products and instmments in
the future.

Kuwait
K R E B Making Headway in
Loan Operations
Kuwait Real Estate Bank (KREB) is
making headway in converting its loan
operations to be Sharia-based, said the
bank's general manager Abdullah alSaif The conversion is part of the
process involved in tuming the bank
from a commercial one to an Islamic
one, he said, adding that all conversion
operations are being carried out under
the auspices of the Central Bank of
Kuwait. The bank has been calling its
customer base to report to it expediciously to re-process customer loans
into Sharia-based loans, he said while
indicating that the bank will officially
follow Sharia in all its operations beginning January, 2005.

KFH Launches European
Real Estate Fund
The Kuwait Finance House (KFH) has
launched an Islamic European Real
Estate Fund. The fund intends to invest
400 million euros in European property
concentrating on high-yield office,
logistics and light industrial properties
in the Benelux, France and Germany,
according to a statement.
The Sharia-compliant fund is its second
major European real estate fund in a
year. Its first, the £250 million
Almannar fund, invests in U K property.
Nick Edmondes, a Trowers & Hamlins
partner, said: "This second fund shows
the continued interest of Gulf-based

Jumada A l T h a n i

1425

investors in European real estate and the
growing importance of Islamic investments as an asset class."
Real-estate specialists Equity Estates
BV is the investment manager and will
co-invest capital alongside KFH to
align their interests over the life of the
fund. The fund will be looking at sales
and lease backs as well acquiring substantial investment portfolios in
European markets. Macquarie Capital
Partners Ltd. , the boutique real estate
investment bank, acted as fmancial
advisor to KFH and Equity Estates.

Pakistan
Standard Chartered
Launches Islamic Banking
Offering in Pakistan
Standard Chartered Bank has also
launched Islamic Banking services in
Pakistan. The products offered are
Islamic Current Account (ICA), Islamic
Home Finance (IHF) and Islamic Auto
Finance (lAF).
ICA provides end to end solution in
complete compliance with Shariah principles. It facilitates a non-profit bearing
deposit for customers and with help of
established Shariah principles, the bank
w i l l ensure funds deposited in the
account are deployed in a Shariah compliant venue.
IHF is based on diminishing musharaka
concept, which is considered by all
standards to be most preferred financing
mechanism in Islamic Finance. It will
work with Standard Chartered acting as
participant in the property, where bank's
share will diminish over time, leading
eventually to 100% ownership of the
property by customer. lAF is structured
on profit-based Murabaha concept,
wherein the bank will buy a vehicle and
in line with established principles of
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Murabaha, sell it at a price, which
includes a disclosed profit. Chief
Executive Standard Chartered Pakistan
Badar Kazmi speaking at launching ceremony here said future o f Islamic
Banking in Pakistan is "extremely
promising. We are strongly positioned
to lead in it with support of our partners,
especially State Bank of Pakistan
through its proactive regulatory and
promotional policies".

"But now it is a matter of concern that
since these Islamic banks cannot get
into the interest-based banking and the
requirement of 15 percent SLR for
Islamic banking system was posing difficulties for which the government
wants to launch instruments which
would not be based on interest but
would help the Islamic banks raise their
capital without interest based system,"
Dr Khan said.

He noted that Islamic banking products
are very important facilities for customers and offering of these products is
a key initiative of bank. Head
Consumer Banking Standard Chartered
Bank Abid Sattar said bank also plans to
introduce corporate banking related
products in coming days. "We have
forged strong relationships with stakeholders and built sound reputation of
providing high quality banking products and services. In backdrop of this,
future of Islamic Banking products in
Pakistan is both exciting and challenging," he added.

Dr Khan said he had discussed various
options with the SBP officials, who
gave detailed presentations on the
launching of some interest free instmment (Ijara) for Islamic banks to raise
capital and meet 15 percent SLR
requirements of the SBP.

Islamic Banks in Pakistan
May Launch New instruments
Pakistan govemment plans to allow
banks, operating under the Islamic
mode of banking, to launch some interest free instmments to raise capital to
meet the Statutory Liquidity Ratio
(SLR) of the State Bank of Pakistan and
operate in a level playing field in competition with other commercial banks.
According to Dr Ashfaque Hassan
Khan, economic adviser to the federal
govemment, the government had
allowed establishment of Islamic banks
in the country, whereby the existing
commercial banks can also designate
their separate branches or establish separate subsidiary to mn parallel Islamic
banking system, or establish new
Islamic banks in the country.

"The commercial banks outside Islamic
banking get benefit of interest based
retum from SBP on the 15 percent SLR
deposit with the SBP, but this contradicts with Islamic banking system, that
is why the govemment is planning to
launch an instmment known as Ijara
Sukook," he said and added through
these instmments Islamic banks can
raise capital with interest free system
and maintain 15 percent SLR and have
the level playing field as well to cater to
their clients. Dr Khan said that the govemment with the help of the central
bank is working on the pricing mechanism for the Islamic debt instmment
(Ijara Sukook), and recent presentations
of the SBP also revolved around the
same subject.
Meanwhile, the Islamic Banking
Department at the SBP was working on
an instmment which, w i l l be known as
"Ijara Sukook," or leased certificates,
for Islamic banking system. Ijara
Sukook matches with Islamic banking
practices and the banks, which intend to
develop a parallel system (Sharia-compliant investments), would be able to
raise capital through this instmment.

New

Qatar
Q i l C Provides Insurance
Cover
Expatriate individuals aged between
five and 60 years can now buy insurance cover against risks like death and
disability from Qatar Islamic Insurance
Company (QIIC) for a minimum
monthly premium of QR80. So far only
groups sponsored by companies and
community organizations were permitted to subscribe to the above-mentioned
QIIC scheme.
The company has liberalized subscription rales to enable low-paid foreign
workers to protect their future and that
of their dependents against unforeseen
exigencies.
"We wish is to extend the benefits of
our Takaful scheme to expatriate individuals," QIIC's general manager, Izzat
A l Rashid, said at a press conference.
Present were Nizar Kocheri, Indian
lawyer and social activist; and
Mohamed Maher Jaber and Mohamed
Ashraf, underwriting officials of QIIC.
For a premium of QR80 a month, a policy holder will be covered for a year for
QR30, 000 against risks like death and
permanent disability. In case of partial
disability, the insured would get QR15,
000. The repatriation benefits will be
QR2, 500. The scheme is ideal for lowincome workers like housemaids,
cooks, gardeners, drivers, constmction
workers and others.
Those willing to pay higher premium
can have higher insurance cover. No
health check is required to buy the policy. Non-Muslims are eligible, said
Izzat. A n encouraging response from
Indian, Sudanese and Egyptian communities to group insurance policies,
prompted QIIC to open up its takaful to
individuals, he said. QIIC's takaful
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products have an estimated 40,000 subscribers, representing over five per cent
of the country's population. As the concept of Takaful is based on cooperative
insurance, QIIC shares its annual profits
with policy holders. The profit shared
last year was 14 per cent. This means
that i f one due to pay a premium of
QR80 would have to actually pay
QR70, explained Rashid. He said
QIIC's
savings-linked
insurance
scheme, Sanabel, was quite popular,
too, and the dividend disbursed to policy holders averaged an incredible 10
per cent a year since launch in March
2000. Funds mobilized under Sanabel
exceed QRlOm.
QIIC invests its funds in Shariah-compliant avenues locally with half of its
investments concentrated in real estate
and about 35 per cent in blue chips.
Izzat said his company was preparing to
have a fair exposure to the initial public
offering (IPO) of the LNG transport
company, Q-Gas, which was set for
launch in January next year. "Qatar is
like a family and we want to help one
another," said Izzat, underlining QIIC's
motto.

United Arab Emirates
Tamweel Provides Home
Financing of Dh 500 million
in Dubai Real Estate
Tamweel, a leading mortgage company,
has made a significant achievement
within four months of its establishment
by providing home financing of Dh 500
million in the Dubai real estate market.
Khaled A l Kamda, Chairman o f
Tamweel, said the company, which was
established in March 2004 with a capital base of Dhl billion, is in a dynamic
growth phase due to its focus, leadership and innovation in the home finance
market.
22
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"Our partnerships with the industry are
integral to the delivery of our mission to be the most admired home finance
provider. Working together, with the
real estate developers, estate agents and
corporates, is a win-win situation, for
our customers, the industry and our
shareholders and we look forward to
their feedback and support," he said.
"Our goal is to provide our customers
and the market with products and services that are tailored to meet their needs,
so they will in turn choose Tamweel.
We are looking for open dialogue and
feedback from the industry and corporates on these new products, so that they
will want to engage with us and become
our long-term partners," Kamda said
while addressing Tamweel's first ever
industry dialogue session at a dinner on
Tuesday. Present were Tamweel's Chief
Executive, Adel A l Shirawi, members
of Tamweel's Board of Directors and
over 250 senior management from
developers, real estate agents and corporates from Dubai.
"While Tamweel has achieved significant growth and record breaking numbers in just four months, we must continue to outperform the market and
deliver value to our customers, partners
and shareholders through our partnerships, product innovation and service
strategy. This is just the beginning of
several new initiatives we will unveil in
the coming months," said Shirawi. He
said the new products have been
designed to provide real estate agents
with incentive schemes to refer their
customers to Tamweel when considering buying or leasing a home.
Additionally the product focus is on
developers and builders for Tamweel to
finance their buyers, along with an
attractive package for corporate customers. Other Tamweel products
launched include Flexi-Rent-To-Own,
Fixed Lease-To-Own, Home Owner
and Home Builder.
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Financial Closure of Ijara
Sukuk
The documentation and fmancial closure of Emaar's five year $65 million
Ijara Sukuk transaction was completed
in July, 2004 with all the participating
financial institutions signing the sukuk
subscription agreement. Liquidity
Management Centre, a Bahrain based
company, arranged and structured the
transaction. The issue was funded
through L M C Emaar Sukuk Company,
special purpose company. While the
Emirates Bank Group was the senior
lead manager to the issue, Dubai
Islamic Bank, A B N Amro Bank, Arab
Bank, BNP Paribas and The Arab
Investment Company participated as
co-lead managers. The sukuk issue represents Emaar's first foray into the
Islamic capital markets. On behalf of
the Lead Managers, Suresh Kumar,
General Manager, Emirates Bank
Group, and Ebrahim H. Ebrahim, Chief
Executive Officer, LMC, expressed the
view that the Emaar Sukuk will prove to
be a benchmark transaction and they
expect it to provide further momentum
in the regional capital markets.
The transactions successful closure,
along with several others, is indicative
of the increased demand for such products as well as the growing maturity and
diversity of the regional capital markets. The Sukuk and other conventional
bond documentation are evolving well
and reflect global best practices in terms
of transparency and disclosure. Such
documentation templates are expected
to help the future public offerings
across the region. Welcoming the cooperative spirit of he GCC-based institutional investors in making the issue a
big success, the lead managers said all
concemed should work towards the creation o f a vibrant secondary market for
such Sharia-compliant instraments to
ensure the liquidity.
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