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COMMENT

HARMONISING ACCOUNTING STANDARDS IN
THE ISLAMIC FINANCIAL SECTOR
issues

understand the financial p o s i t i o n

emerging as a v i a b l e and compet-

and p r o b l e m s i t finds i t s e l f fac-

o f the organisation and its adher-

i t i v e alternative for w e a l t h cre-

i n g , a n d find their I s l a m i c s o l u -

ence to Shariah p r i n c i p l e s .

ation and

tions.

Islamic

f i n a n c i a l services

domestic

development
economy

are

o f the

a l l the c o m p l i c a t e d new

in Islamic

The A c c o u n t i n g and

countries as w e l l as o f M u s l i m

T h e objective o f

communities

in

non-Islamic

financial

state-

Organization

Auditing

for

Islamic

ments is to p r o v i d e true and fair

Financial Institutions ( A A O I F I )

countries. I n the face o f g r o w i n g

view o f company

posi-

is p l a y i n g a p i v o t a l role i n d e v e l -

c o m p e t i t i o n the I s l a m i c

t i o n , w h i c h enables users i n d e c i -

oping and promoting application

sion-making.

of

financial

institutions i n c r e a s i n g l y face
challenging
domestic

and

and

a

innovative

global environ-

information
and

financial

This

financial

s h o u l d be

reliable. Islamic

accounting

standards

for

relevant

I s l a m i c financial institutions tak-

financial

i n g i n t o consideration the inter-

ment, w h i c h includes presenting

i n s t i t u t i o n s s h o u l d present t h e i r

n a t i o n a l standards and practices

their financial data i n a standard-

financial

which

ised manner

w h i c h n o t o n l y depicts

and p r o v i d i n g its

data i n such

a way,

comply

with

Islamic

proper

Shariah rules. A l s o , its efforts t o

c o m p l i a n c e w i t h Shariah p r i n c i -

approach the concerned r e g u l a t o -

ples, b u t also p r o v i d e adequate

r y bodies. I s l a m i c financial i n s t i -

imposed

disclosure o f any m a t e r i a l trans-

tutions, other

financial

institu-

Islamic

actions or events, w h i c h are rele-

tions that offer I s l a m i c

financial

b a n k i n g and finance i n r e l a t i o n to

v a n t to the user. G e t t i n g across

services,

both r e g u l a t i o n and

the r i g h t corporate

adequate disclosure.
The 21st century has
many

challenges

upon

and

accounting

and

message is

a u d i t i n g firms i n order t o i m p l e -

f u n d a m e n t a l to any business or

m e n t the standards, as w e l l as the

technology-led m o d e m w o r l d o f

banking

statements a n d

globaUsation o f markets, satellite

Reports,

communication,

other

practices.

The

accounting

fast-developing

and

ceaseless

i n n o v a t i o n , has no t i m e for ama-

enterprise.
half-year

financial

financial

Annual

reports

and

data released b y

i n s t i t u t i o n are means o f

are

published

that

AAOIFI

and

should

be

I t has

issued

56

acknowledged
appreciated.

guidelines
by

is

teurs. A s I s l a m i c b a n k i n g c o n t i n -

corporate

sup-

standards so far o n a c c o u n t i n g ,

ues to consolidate its p o s i t i o n i n

posed to p r o m o t e an e n t i t y or its

a u d i t i n g , governance, ethical and

the financial w o r l d , i t i n e v i t a b l y

objectives and perhaps assumes

shariah

comes face to face w i t h

an even m o r e i m p o r t a n t r o l e i n

statement o n c a p i t a l adequacy. I t

corporate c u l t u r e .

has 115 m e m b e r s

many

issues that need i m m e d i a t e atten-

r e p o r t i n g . I t is

standards,

t i o n . I n the i n i t i a l stages I s l a m i c

t u t i o n s , w h i c h are

b a n k i n g , as an entity, was content

27 countries.

T h e I s l a m i c bank's approach to

s i m p l y to handle i n basic f o r m s

client's ftinds is that a l l

the Musharaka,

transactions

Murabaha

and

including

financial

insti-

representing

financial
and

T h i s steady progress is a reflec-

Mudaraba instruments. H o w e v e r ,

above b o a r d , w i t h a detailed d i s -

t i o n o f the confidence p l a c e d i n

with

rapid

closure o f accounts to p r o v i d e

A A O I F I as the l e a d i n g represen-

g r o w t h . Islamic b a n k i n g is n o w

greater impetus to investors and

tative o f the i n d u s t r y i n d e f i n i n g

its i m p r e s s i v e

and

c o m p e t i n g almost head-on
established

conventional

I n order to r e m a i n i n the
sector, and

financial

stakeholders.

The

basic

that

all information should

be

m a d e available i n such a w a y as

footing, i t must be able to handle

to enable the average c l i e n t to

New Horizon

on

other

p r i n c i p l e o f I s l a m i c b a n k i n g is

equal

4

compete

with
banks.

m u s t be open

O c t o b e r 2005

Shawwal

1426

accounting

standards a n d

harmonisation
financial

f o r the

their

Islamic

institutions.

progress is set to c o n t i n u e .

This

Summit

I

m

Plus:

ver 50 world-renown
and respected speakers
including...

Dr. ^ t i Akhtar Aziz

Governor

B a f f ^ N e g a r a Malaysia

Professor Rifaat Ahmed Abdel Karim'
Islamic F i n a n c i a l S e r v i c e s B o a r d
Fahmi bin Ali Al Jowder.
Kingdom of Bahrain

Shari'ah panel:

Sheikh Nizam Yaquby
Sheikh Esam Mohammed Ishaq
Dr. Muhammad Imran Usmani
Dr. Mohamed A. Elgari
Sheikh Dr. M. A. Zaki Badawi M

^

Secretary General,

Minister of Works and Housing.

Chief Executive Officer. Al B a r a k a G r o u p
Chief Executive Officer Noriba
Iqbal Khan, Chief Executive Officer, H S B C A m a n a h
Ishan Kapur,
iead, Financial Institutions Group,
Member of the Executive Committee, C a l y o n
Ahmed Abbas, CIvef Executive Officer,
Adnan Yousif,

Mohamad Toufic Kanafani,

Liquidity M a n a g e m e n t C e n t r e

Chief Executive Officer, AmIak F i n a n c e
MD Azmi Abu Bakar Chief Executive Officer, Takaful Malaysia
Ijlal Ahmed Alvi, Chief Executive Officer,
International Islamic F i n a n c i a l Market
Dr. Hussein Hassan, Wee P.resident. Islamic Finance Structuring,
Mohamffled Al Hashimi.

Deutsche Bank

John Weguelin,

Managing Director

E u r o p e a n Islamic Investment Bank

Gold Sponsors:
HSBC^I^

^

N

o

R ^ i

B A

Amanah

Deutsche Bank

1 ^

Islamk: Banking Solutions

Lunch Sponsor:

a>i

CALYON

CORPORATE AND INVESTMENT BANK

Silver Sponsor;
STANDARD
SPOOR'S

Bronze Sponsors:
Dawnay, Day
^

J

C;!oba! Investnienf Limited

TROWERS & HAMLINS

K i N O & S P A L D I N G ,,r.r

Sponsor;
standard
Bank

C

L

I

F

F

O

C H A N C E

R

D

ISLAMIC B A N K I N G

RIBA-FREE RETAIL BANKING
Transparent, Inflation-Protected, and Operating Under
Conventional Banking Laws - Part 11
By Professor A.LM Abdul Gafoor

Retail banking has become an essential sector of the modern economy. Whilst in
some countries it may be smaller than in others, rarely can a country do without
its services completely. In the advanced economies,
department, business organisation, institution

practically every

and private

government

individual needs, and

has, a bank account. In the developing countries too the trend is in this

direction.

Muslims, who follow the religion of Islam, and who form nearly one fifth of the
world's population and live in all parts of the world, are no exception
However, the Muslim

community

has a problem with the banking system as it

exists today and this essay aims to address their concerns.
let us briefly examine the services
can determine

banks provide and how they do it, so that we
Muslims.

Misconceptions About Loss and Gain when a Bank is
Riba-Free
Frankly speaking, when one talks of Islamic banking there
seem to be two expectations - expressed and unexpressed in the minds of people. Those who expect to borrow seem
to feel that they would get loans on which they need not pay
any interest - they need to repay only the capital. On the
other side, those who have capital seem to feel that they
would get a return on their capital that would be higher than
if they used a fixed-deposit account in a conventional bank.
And, the bankers are afraid that no one will deposit in a nointerest account, and that a no-interest loan is simply impossible. These are valid concerns and expectations. But, it
should be pointed out and emphasised that, they relate to the
savings accounts, especially the fixed deposit accounts; and
our scaled-down retail bank does not deal with this type of
deposit, neither with the medium- and long-term loans granted using such funds. As such they are beyond our scope
here. Our bank deals only with current and ordinary savings
account deposits, and with loans and advances granted using
funds from these deposits. Yet it would be useful to examine the validity of these expectations and reservations in the
case of our bank, vis-a-vis the conventional banks. First, the
current (or demand deposit) accounts. Conventional banks
do not pay any interest on current account depositsi2. Our
N e w Horizon
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bank also does not. So there is no difference between the
two banks in this area. This leaves us with only the ordinary
savings accounts and the short- and medium-term loans.
An ordinary savings account in a conventional bank stands
somewhere between a current account and a fixed-deposit
(or time-fixed) savings account, both in terms of interest
paid and facilities provided. A n ordinary savings account
holder has the advantage of withdrawing his deposit (fully or
partially) practically at any time (or at very short notice). In
this he is nearly akin to one having a demand deposit
account, but without the other facilities of the latter (mainly
transactions using cheques). A depositor holds his funds in
such an account because he is not sure when he may need his
funds back or how much at any given time. Here he has the
advantage of taking out what he needs when he needs, but
what is not withdrawn earns interest, albeit at a reduced rate
compared to a fixed deposit but better than the zero interest
of a current account deposit. The main concern of such a
depositor is the safety of his funds. In developing countries,
for various reasons, some people are unable to have a current
account and therefore they use a savings account instead.
These latter are not concerned about the interest. Some others use this account to build up a certain amount for future
use (such as to buy property, durable goods, or to invest in a

ISLAMIC BANKING

business) by depositing their extra earnings as and when they receive it. These
and such others consider any interest
received as compensation for loss of
value suffered by their capital due to
inflation.
But the interest on these
deposits are computed on the minimum
balance held during a calendar period,
such as a quarter or month.
When there is high inflation the lower
rate paid on ordinary savings accounts
hardly covers the capital loss due to
inflation. Further, when the minimum
balance and calendar period criteria are
taken together, many depositors miss
out on their interest. For example, i f
one deposited 5000 on 5 January and
withdrew it on 27 June, given a minimum period of one quarter, he would
have missed the first quarter by four
days and the second quarter by three
days and would receive no interest
whatsoever, even though his money was
available to the bank for a full five
months and morei3.
As another example, suppose a person
deposits 5000 on 15 December, withdraws 4000 for an emergency on 20
March and deposits it back five days
later on 25 March, and finally withdraws the whole amount on 15 April.
He will receive interest only on the
1000 minimum balance held during the
first quarter, on account of that withdrawal for five days. This happens all
too often in practice, and therefore the
perceived loss to ordinary savings
depositors is in reality minimal 14. I f
compensation for inflation loss can be
arranged, as is proposed in this system,
then such fears will have no basis. The
expectation of cost-free loans from a
bank is simply wishful thinking. It is
both unrealistic and impractical.
Unfortunately it is the result of a narrow, out of context, interpretation of a
Qur'anic verse. The verse is addressed
to a lender who lends his own money to
a known person, in a person-to-person

context. The lender is asked not to
demand anything more than his capital
from the borrower. The additional
amount is called riba and prohibited,
but the capital is his due. Even here, i f
the borrower had to incur expenses in
travelling to meet the lender, the lender
is not expected to pay the travel expenses o f the borrower, and the travel
expense is obviously not riba. I f he sent
a courier instead and the courier asked
for the same travel expenses, and his
wages in addition, these will have to be
paid by the borrower and not by the
lender, and this expense is not riba.
Obviously it is ridiculous to expect the
courier, who provides a tangible service
to the borrower spending his own time
and effort, to do it free and also to incur
the travel expenses, without any benefit
to himself. Yet this is exactly what
some seem to expect when they demand
interest-free loans from a bank. That a
modem bank incurs a lot of expenses in collecting funds from depositors,
keeping them safe, scrutinising the loan
applications of the borrowers, disbursing the loans, re-collecting them and
repaying the depositors, and in keeping
accounts and records of ail these - is for
all to see. Riba-free loans are possible,
when the capital owners do not demand
it, but cost-free loans are a fantasy,
except when it is a person-to-person
transaction in the same locality.
What the proposed riba-free bank promises is exactly what it says - banking
facilities 15 without involving in riba.
The small reduction in the charges the
borrower pays this bank (as compared
with those paid to a conventional bank),
because it does not include the riba
component, is incidental 16. So is the
minimal loss an ordinary savings
account depositor may suffer. The
yardstick of success here is whether the
bank operates riba-free or not - not
whether the loss or gain is more or less
when compared with a conventional
New

bank. However, the transparency we
discussed earlier will bring about reductions to the cost of borrowing, compared to a non-transparent conventional
bankiv. Additionally, the compensafion
for inflation provided for in this system
will safeguard the depositor from real
loss to his capital without recourse to
riba.
Operations of the Bank
The compatibility of this bank with conventional banking procedures facilitates
its integration into an existing banking
system. For all the tried-and-trusted
methods of the conventional banks can
be readily used by this bank, except that
the cost of borrowing as explained
above will replace bank interest in all
calculations, and the deposit interest
rate will be set equal to zero. Where
relevant, compensation for inflation
w i l l be computed as explained in
Gafoor (1999) and will be collected
from the borrowers and paid to the
depositors, as appropriate. Now let us
very briefly sketch the main operations
of the bankis.
Deposit Accounts
This bank w i l l have two kinds o f
deposit accounts: demand and savings.
Demand deposits will earn neither riba
nor any compensation for inflation.
Savings deposits too will not earn any
riba but they will be paid compensation
for inflation on minimum balances held,
say, for a minimum of three calendar
months.
Loans
It will provide short-term advances, and
short-term and medium-term loans,
which can be for durations of less than
a month, less than a year and less than
three years, respectively. Borrowers
will pay the cost of borrowing on all
loans and advances. However, one or
more components of the cost of borrowing may become zero, depending on the
type of loan. For example, compensaHorizon
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tion for inflation will be collected from
all loans of three months or more duration but this component will be zero in
shorter-term loans; short-term advances
will not have the service cost component; and inter-bank loans will entail
only the overheads charge, all others
being zero. Islamic banks as they operate today find it difficult to provide
needed services in many important
areas.
These include short-term
advances to see through liquidity problems, medium-term loans to set up
small businesses, short-term loans (or
working capital) to running businesses,
and consumer credit, on a viable commercial basis. But these are among the
most important banking services
required in any economy. Inter-bank
credit is also another necessity in a conventional banking system, but Islamic
banks are unable to provide it 19. Under
the proposed riba-free bank these loans
and advances can be provided very easily.
Bills of Exchange
Other important areas include treasury
bills, bills of exchange, and any financing connected with letters of credit.
These too present no problems, since
they can be treated as short-term loans
(of generally less than three months)
and charged accordingly.
Government bonds
Another important area is government
bonds. The suggested solution to this is
to denominate these bonds in units of
gold20. Then they will be sold at the
current price of gold and will be bought
back at the price current at the time of
maturity. Thus the government will not
pay any riba and the bond-holders will
not demand or receive any riba, but the
real loss of value of their capital due to
inflation will be automatically and very
transparently compensated. This, however, will require new government legislation. Governments of high inflation
countries should consider this course of
8
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action seriously. Banks come into the
picture only after government action.
Other Services
A l l other normal retail banking operations will take place as in a conventional bank.
Bank's Services to the Depositors: is
it Riba?
Depositors, both current and savings
account holders, receive several types
of services from the bank. These
include accepting deposits whenever
they are brought in, keeping them safe,
returning them fully or in part when
requested, keeping account of all these,
accepting cheques drawn in favour of
an account-holder and presenting it to
the drawer's bank and collecting the
proceeds and crediting it to the payee,
paying cheques drawn by an accountholder, honouring standing orders for
regular payments, electronic transfer of
funds, cash dispensing from automatic
teller machines, and so on. Most of
these are offered free of charge, though
the bank incurs a lot of expense in providing them. They are offered to the
depositors free only because their
money, while held in the bank, is used
by it to lend to borrowers and thereby
earn an income. These services are
needed by the depositors, and they
should pay for them in cash i f obtained
from any other source. But the bank
provides them free in order to induce
them to keep their money with the bank.
This service in kind is offered and
received only because the depositor has
given (or lent) some money to the bank;
otherwise it would require payment in
cash. Seen in this light, is it riba? The
Islamic banking literature seems to be
largely silent on this questionzi. But it
is necessary to raise the question, even
though we do not propose to answer it.
It is for the Shari'a experts to enlighten
us on this. A l l that we can say here is
that the bank as proposed above can
accommodate both yes and no answers.

Shawwal 1426

I f the answer is no, then nothing in the
present state of affairs need to change.
I f yes, then the depositors will have to
pay a fee for the services they receive
and it will become an income to the
bank, reducing its net overheads cost.
Consequently the cost of borrowing will
become cheaper.
Discussion and Conclusion
In the foregoing paragraphs we have
taken a conventional bank and divided
it into two sectors, one that provides a
banking service and the other that caters
to investment and finance. Our essay
here was concerned with the former and
the latter has been dealt with in a companion article22.
The sector that is
under consideration here plays an
important and essential role in conducting the businesses of individuals, organisations, businesses and the government, and touches the lives of practically everyone. Most of the daily activities
in a bank, including almost all the transactions, take place in this sector.
Comparatively speaking, the number of
people involved and the number o f
transactions taking place in the other
sector are much smaller, even though
each transaction may involve huge
sums of money.
In the history of banking, the origins of
the first sector goes back to the goldsmiths and their receipts confirming the
deposit of gold by a client and its availability to the bearer, and the second sector goes back to the moneylender who
lent his own money on interest. Later
on these two were combined to form the
progenitors of the modem bank. The
activities in the first sector provide the
modem bank with the ability to create
bank credit, and the second sector the
bulk of the monetary basis for this credit creation (using depositors' money).
Thus this combination enables the modem bank to lend huge sums of money.
In tum, this enables the debt-based
financing of enterprises, large and

ISLAMIC BANKING

small. This contributes to greatly accelerated economic activity, using a relatively small monetary base; but it also
has its negative side. Business cycles
are traced back to speculation and
excessive bank credit. Beyond a certain
limit, unstable banks, bank failures, and
the consequent economic chaos are the
results.
By separating the two sectors, this chain
of events can be eliminated at source
without losing the benefits of either.
The retail bank can still create credit
and help cash flow and provide financing, but on a smaller scale and on shorter terms, using the funds in current and
savings accounts. This would practically eliminate risks of bank failures. And,
the fimds that would otherwise go into
time deposits will be used by investment companies and investment banks
to equity-finance enterprises, giving
stability to the economy. But both will
have to go together to create a comprehensive banking and finance system.
Unfortunately, Islamic banking has
come to be associated with the investment and finance sector, and has practically ignored the other sector, except in
a few countries such as Iran and
Pakistan where it has been compelled to
accommodate it. There is a historical
background for this situation.
In the Middle-east, Islamic banks came
into being consequent to the oil price
hike of 1973 and the resultant flow of
huge amounts of money into the oil producing countries. When the new money
flowed in the only income-earning
investment options available were those
offered by the conventional banks,
based on interest. This pricked the
Muslim religious conscience, and they
searched for interest-free alternatives.
Dubai Islamic Bank, the D M I (Darul
Maal Islami) group with banking subsidiaries such as Faisal Islamic Bank,
the Dallah Al-Barakah group and the
Kuwait Finance House, these are some

of the first fruits of this search. They
came into being beginning 1975.
What was required here was an agent to
find opportunities for the direct employment of new money. The ancient concept of mudaraba suited this situation
best, and the investment accounts of
these banks and the mark-up tradefinancing model served the purpose
well. Some of the new money began to
be deposited in the investment accounts
of these banks, and the banks used it to
finance the imports required for public
and private development projects and
consumption needs. The size of both
the deposits and the transactions were
large, and the profits were good. There
was also enough new money in private
hands providing sufficient liquidity in
the economy. The conventional banks
continued to operate in these countries
side by side with the new banks. Large
Western banks provided all the conventional facilities, both nationally and
internationally, and dominated the field.
Since the current account operations of
the conventional banks were considered
riba-free, the need for a fully riba-firee
system was not acutely felt.
When it was sought to establish Islamic
banks in Western countries, based on
this model, their conventional central
bank regulatory authorities refused permission. Therefore financial institutions, which are governed by a different
set of rules, were set up in these countries, and they targeted high net-worth
individuals and large ticket trade items.
They concentrated on short-term trade
financing and generally avoided longterm commitments. Reputed Western
banks joined in the bonanza, and
Islamic banking came to be identified
with this model.
In Iran and Pakistan, Islamic banks
were established (beginning 1981) for a
different reason - religion and politics.
It was by government initiative and the
New

aim was to completely rid the economy
of riba, and they began with the banking
system.
The needs and circumstances
of these countries are different. Unlike
in the oil producing countries of the
Middle-east, there i s n o ( o r v e r y little)
inflow of new (oil-bonanza) money
here. Most of the money comes from
normal economic activities, except for
any outside loans and aid. There are
few high net-worth individuals. The
deposits come mainly from a large
number of small depositors. There are
also few large ticket items of import.
The economies of these countries are
dominated by a large number of small
and medium size businesses, which
need temporary advances to tide over
short-term liquidity problems, and loans
to set up new enterprises and to expand
existing ones. Inflation and liquidity
are also acute problems. The situafion
is similar in most of the other Muslim
countries too. The existing Islamic
banking models do not suit this situation. Therefore their search for a ribafree alternative continues.
The profit-and loss-sharing (PLS) concept of the Islamic banks seems to work
when it comes to financing one-time
trade contracts (even though s u c h activity gives rise to questions o f economic
morality), but has proven itself difficult
to implement in the financing o f enterprises on a medium or long-term
basis23.
We have dealt with this aspect
and provided a viable solution in the
companion article mentioned earlier.
The PLS scheme is also unsuited to
catering for the short-term liquidity
needs of b u s i n e s s e s 2 4 , individuals and
the government, nor can it provide
short- and medium-term loans to set up
new small enterprises and working capital
for
existing ' businesses.
Furthermore, it is unsuitable for providing consumer loans on a commercially
viable basis. Inter-bank credit is another difficult area.
Horizon
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In this article we have tried to rectify
this lacuna by establishing a riba-free
retail bank that uses conventional banking methods and operates under conventional banking laws. This bank provides all current account services, and
makes use of the riba-free demand and
savings deposits to provide riba-free but not cost-free - loans and advances.
It can also create bank credit to meet the
credit needs of its clients, and provide

inter-bank loans. There is a need for
riba-free banks in all countries where
Muslims live. But most countries operate under conventional banking laws,
and it is futile to expect the situation to
change. Neither need it change. Given
also the generally tight monetary situation in countries other than the oil producing ones, we have to look for a solution within the conventional model.
The model presented above is designed

to work within the conventional laws.
Under this model converting an existing
bank into a riba-free one, as well as setting up a new bank, is relatively easy.

Footnotes
12. There is now a tendency in
advanced countries to pay some
interest on these too. But that need
not distract us here.
13. Of course the effect will be less
severe if the minimum period is one
calendar month, but the argument
still holds. The trend now is to
reduce the minimum period and this
is being helped by the widespread
me of computers.
14. Empirical studies testing the
truth of this claim will be veiy useful.
15. Regrettably, the day-to-day banking facility needs of ordinary individ-

uals, businesses, organisations and
the government are not given sufficient attention in the Islamic banking
literature. The number and size of
the transactions effected daily are
very large, and they affect many
aspects of life for a large number of
people.
16. Contrary to popular perception,
the pure interest component in the
cost of borrowing (CoB) is much
smaller than (only a fraction of) the
interest paid to the depositor. This
comes about on account of the
bank's credit creation. See Gafoor
(1996) Appendix B for a concise

explanation of the process of credit
creation. For a mathematical explanation of its role in reducing CoB,
see Gafoor (1999) Appendix A.
17. Empirical studies using the general model given in Gafoor (1999)
Appendix A and data from conventional banks will be very useful in
testing this claim.
18. See Gafoor (1995) for details.
19. See Ainley (1996), Usmani
(1999).
20. See Gafoor (1999) for details.
21. Please correct me if I am wrong.
22. Please see footnote 4 above.
23. See Gafoor (1995), Chapter 4.
24. Ibid.

Now it is up to the Muslim bankers and
others to take steps to establish such
riba-free retail banks in all countries of
the world, and pave the way for ribafree economies in Muslim countries.
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IIBI P U B L I C A T I O N

A COMPENDIUM OF LEGAL OPINIONS ONTHE
OPERATIONS OF ISLAMIC BANKS: VOLUME III
Wakalah, Kafalah, Rahn and Takful
Edited & Translated byYusufTalal DeLorenzo
Book Review By David Cowan

This new compendium of legal opinions
builds on two prior volumes and deals
with rulings on Wakalah (agency),
Kafalah (surety), Rahn (collateral) and
Takaful (insurance). The
earlier
Volumes I & I I deal with rulings on
Mudarabah,
Murabahah
and
Musharakah and the rulings on Ijara,
Sarf and Riba, respectively. Part of the
aim of all three volumes is to help
reflect the level of agreement among
Shari'a scholars in these core areas of
thought, thus disputing claims that
Islamic financing is riddled with inconsistent legal opinions.
What is evidently required is evidence
of broad consensus building, and this
can be achieved in Islamic banking by
seeing what the major practitioners of
Islamic banking are being advised on by
their Sharia'a boards, and the editor is to
be commended on this undertaking.
This is a usefiil collection of legal opinions that will serve as an important collection of source material
for
researchers and practitioners, and a
reading of the collection prompts many
questions in one's mind that could pave
the way for further research topics.
The fatwas published herein are of
recent origin, and any theoretical
assessment of the problems surrounding
the issue of inconsistency will naturally
have to be pursued by studying historical sources and more detailed resources
than is on offer here. The fatwas published here are in the main tantalizing,
in that they are very much rest, and necessarily so, on the side of brevity.

Hence, the legal reasoning that has led
to these fatwas is not present in great
detail except in a small number of cases.
This suggests two things. First, the user
of this volume will gain most by seeking to understand the commonality in
outcomes of judicial study of the quesfions arising, and secondly in assessing
the kinds of questions that are being
asked. To have succeeded in these goals
is a big enough achievement in themselves.

Islamic financing. This is an area where
new ground is continually being broken, and these fatwas reflect where
bankers are going in this respect.
This volume will certainly help those
who are building the ever-growing
insurance business. Given concerns
about the uncertainty of the future
involved in insurance assessment this
work is doubly important, so that we see
the emerging consensus view of legal
opinions.
This work is closely tied to the overall
direction of Islamic financing, in that to
defend against charges of superficiality
in practice it is essential that there is
elaboration of the legal principles
underpinning
Islamic
financing.
Ultimately, this requires a balance
between the scholarly research being
done in many institutions and the practical working out of ideas in the banking
sector, and this volume succeeds in
bridging the gap somewhat.

A C O M P E N D I U M OF
LEGAL O P I N I O N S
O N THE OPERATIONS OF
ISLAMIC BANKS
Volume Three

By far the most extensive fatwas are
those contained in Chapter 4 on
Takaful. This contains, for example, a
precise but thorough response on the
question concerning the establishment
of an Islamic insurance company, with a
memo to the Board of Directors of the
Islamic Bank of Bahrain. This is hardly
surprising given the growth of the insurance business as a whole and the
increased attention given to insurance in
New

The further research point mentioned
earlier is addressed by seeing in many
opinions the means by which various
Shari'a boards have reached their decision. I f there is one recommendation to
be made in response to this work, it is
that one can see the potential for a companion volume to this, and the earlier
volumes, which perhaps outline some
of the legal issues that were under consideration as boards reached their decision.
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THE POST GRADUATE DIPLOMA COURSE
In a short period of some 20 years. Islamic banking and insurance has made an impressive progress.Today, a large
number of Islamic financial institutions are functioning in many countries around the world, managing huge funds
and employing thousands of people.
Indications are that the coming years will see a big increase in the number, size and sophistication of Islamic
financial institutions all over the world. Two factors support this view. First, after a great deal of research and
development the groundwork for the establishment of Islamic financial institutions has been laid and their viability
in the modern world firmly established. Second, the demand for interest-free ethical banking and insurance is
growing strongly.
The rapid growth of Islamic financial institutions during the last 20 years has created good job opportunities for
people well-versed in the philosophy and concepts of Islamic banking and Insurance.The demand is expected to
receive a big boost in the coming years. Unless met in time, the increasing shortage of qualified personnel would
retard the growth of Islamic financial institutions, frustrating the aspirations of the Muslim people.
Responding to this important need, the Institute of Islamic Banking and Insurance, London developed a post graduate
diploma course in Islamic banking and insurance with the help of a team of experts, based on the "distance learning"
method.The Institute believes that job opportunities for suitably qualified people in Islamic financial institutions are
quite bright and will be even better in the coming years with the establishment of more and more institutions.
The Lessons for the course were
written by an international team of
eminent scholars in the field of
Islamic banking and finance. These
were then checked for technical
accuracy and compliance with the
Shariah by experts of the highest
standing and finally submitted to
the Institute in London.

\lS,illali(749-J4M!
.Al-Kula mint, 137 AH
Dirham, silver. 25 mm.

conventional
hanhs, which aire
introducing istanic Banlinf windows

I-

show their interest in ow post gradnate
diploma course. The post gradnate
diploma coarse, which has a separate
lesson on the subject of how to cMvert a
conventional bank into an isiaaic bank is

invaluable for conventioml banters who
want to understand the concept and

The University of Durham, UK has
accorded recognition to
the
Institute's post graduate diploma
course as an entry qualification to
the University's MA programme in
Islamic political economy and MBA
by distance learning. Informing the
Institute of the recognition. Prof.
Rodney Wilson, Head of the
University's centre for Middle East
and Islamic Studies, commended
the Institute's post graduate
diploma course and described it as
"well prepared, clearly set up and
invaluable to students."

The Institute of Islamic Banking and insurance, London is
an independent, non-profit organisation. Its aims and
objectives include:

(9

Promotion of knowledge and understanding of Islamic
banking and insurance.
Education of personnel in Islamic banking and insurance
and conducting research and development to develop
new Islamic financial instruments and to tackle issues and
problems relating to Islamic banking and insurance.
The Institute publishes a monthly magazine - The New
Horizon - devoted to Islamic banking and insurance.
The Institute's standing programes include holding of
meetings of professionals using Islamic financial
instruments, organising International Conference,
Seminars and workshops to address various issues
concerning Islamic banking and insurance.
The institute offers its membership to organisations and
individuals who satisfy prescribed conditions.
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TAKAFUL

THETAKAFUL INDUSTRY CHALLENGES
Paper No. 2
By Dawood Taylor
The article is the second of three extracts from a paper prepared in May
2005 by DawoodTaylor on a 10-year master plan for the Islamic Insurance
Industry and presented at a workshop organised by Islamic Development
Bank (IDB) and the Islamic Financial Services Board (IFSB).The first extract
was published in September 2005 Issue of NewHorizon.

industries. The development of Takaful

cism when companies fail or fail to pro-

w i l l greatly enhance the ability of

tect the consumer. The potential to uti-

Islamic fund managers to significantly

lize participant's funds in a way, which

cy. This is a major gap in the provision

increase assets under management as

contradicts good corporate governance

of an Islamic financial service to the

well as the number of clients in a fund.

within the Takaful industry, is a very

Strengths
1. Takaful life insurance is in its infan-

Muslim

community

real threat going into the fiiture.

worldwide.

Significant opportunities exist to devel-

Weaknesses

op this market.

4. Because of the very nature of Takafiil
and the Islamic elements making it

2. Offering a Sharia compliant Takaful

1. The lack of a "supreme" sharia judi-

sharia compliant, other than Malaysia

product to a Muslim provides him with

cial authority and the uniform sharia

(and Sudan) where a separate Takaful

both a financial product required in

decisions such an authority would pro-

law has been introduced, nowhere else

everyday life plus the added benefit of

vide, or endorse where decisions are

in the world is there an insurance regu-

adhering to Islamic principles as well as

referred to them from "national" or

lation, which embraces Takaful. This

potentially assisting brother Muslims

company sharia boards, will continue to

causes

within the cooperative Takaful pool.

undermine the Takaful industry, both

Takaful in specific areas such as the

3. Takaful allows the avoidance of

now and the immediate future. The

European and USA markets. This is also

"haram" elements associated with con-

industry will be weakened in the eyes of

a problem, albeit less of a one, in pre-

ventional insurance products.

many until this matter is resolved.

dominantly Muslim countries.

4. Conventional insurance operators are

2. To this day many sharia scholars

5. Within many Muslim countries, espe-

difficulties

in

establishing

showing a great interest in Takafiil.

refuse to accept the concept of insur-

cially those in the Middle East where

Adoption by one or two international

ance, whether it be Islamic or conven-

conventional life insurance has also

players will see an immediate global

tional. Worse some scholars cause con-

taken hold, the concept of long term

development of Takaful.

fusion amongst the Islamic community

savings is an alien concept to many

5. Islamic and conventional banks have

by declaring there is no difference

Muslims who rely on the state or state

the opportunity to create and develop

between commercial and Takaful insur-

pension, as well as family ties for secu-

Banctakaful programmes which will

ance, thus undermining the industry's

rity in their old age or time of crisis.

greatly enhance the ability to introduce

attempts to both distinguish itself from

6. This also applies to the concept of

Takafiil to the Muslim communities

conventional insurance and the "haram"

risk protection, again be it one of con-

worldwide

elements contained therein

ventional or Takaful. The concept is

6. The synergy between life insurance

3. The lack of uniform Corporate

alien to many in the Middle East coun-

and the asset management industries is

Governance standard and sharia audit

tries.

well known. It is no different for the

guidelines, which the industry can fol-

7. Having no rated Retakaful company

Takaful and Islamic asset management

low, leaves the industry open to criti-

causes consternation amongst many.
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tive basis, under sharia compliant prin-

4. Regions of low insurance penetration

industry. Although the problem is really

ciples. The adoption of a savings ele-

can jump direct to a Takaful concept

one of "a chicken and an egg", in that

ment for individual participants is to be

leaving the insurance industry little

you cannot have retakaful unless and

lauded and welcomed but as in conven-

choice but to move directly to Takaful

until you have built up a sufficient pool

tional insurance, such funds are not

as a solution. As such there is little or no

of Takafiil business, this necessitates the

mutual or cooperative but belong exclu-

opportunity for the conventional life

use of conventional reinsurance. Critics

sively to the member making the contri-

insurance industry in such a situation.

do rightly point out that even with

bution. It is therefore unfortunate that as

Saudi Arabia is a prime example of such

both inside and outside of the Takaful

sharia dispensation in supporting the

an industry we market sharia compliant

a development with nearly all of the

use of conventional reinsurance, that

investment products, with very little or

new life insurance licenses issued being

the Takaful industry is a "cocktail" of

no Takaful coverage

for Takaful operators.

conventional and Islamic. ARIL, at this

Takaful. To move away from the very

5. Many "virgin" Takaful regions have

time, is the only Islamic retakaful oper-

essence of Takaful and what it means is

high income levels resulting in the

ator providing life retakaful support, but

to lean too far towards a conventional

opportunity for significantly higher lev-

unfortunately does not have a rating.

insurance model, mimicking the tax

els of premiums than possible in either

This situation will continue to dog the

advantages of products which are sig-

existing

industry until resolved.

nificantly more investment and tax

Malaysia or even potential Takaful

8. As many of the new life Takafijl

avoidance vehicles than they are protec-

regions such as Europe

operators are adopting a unit-linked

tion or Takaful products. The industry is

6. Many Takafijl opportunities are in

rather than a pooled investment strate-

open to criticism i f we do not recognise

regions with very large populations i.e.

gy, the range of unit linked flinds open

the roots of our Takaful concept as

Pakistan,

to a Takaful participant is somewhat

being mutual risk protection under

although contributions may be smaller,

limited and ranges from Equity to

sharia law.

the market size is significant

included, as

India,

regions

Egypt,

such

Iran

a

etc.

7. The Muslim minorities in the west

Murabaha but at this moment in time is
quite weak in the areas in between i.e.

Takaful

are a vast untapped potential

Opportunities

Islamic property funds, Islamic Leasing

8. Banctakaful and the relationship with

funds. Islamic Sukuk funds. More effort

1. Takafiil is being driven by the vast

Islamic banks, or, where permitted, con-

is needed by the Islamic asset industry

untapped Islamic market, which can be

ventional banks with Islamic windows,

to introduce a broader range of Islamic

introduced to the Takaful concept.

opens up yet again significant potential

unit-linked fiinds for the Takaful indus-

Whether such potential participants are

for development.

try.

part of a Muslim majority in markets

9. Although many Takaful markets still

9. Unfortunately in some areas of the

such as the Middle East, or part of a

remain untapped the fact of the matter is

Islamic world, government agencies

minority in European countries, the

that the Muslim population worldwide

and

potential for Takaful life insurance is

is growing with some populations pre-

although praising the development of

enormous.

dicted to double by 2020 i.e Saudi

Takaful and in many ways supporting

2. Although many o f the potential

Arabia

this development, are not supporting it

Takaful markets are familiar with an

in a commercial sense by either chang-

insurance concept, many more, specifi-

ing from conventional life insurance to

cally in the Middle East are not, result-

Takaful or adopting Takaful where the

ing in a very low penetration level for

leading

Islamic

institutions,

Threats
1. As a repeated theme in this paper, the

use of conventional life insurance is

the insurance industry in general.

lack of a sharia consensus is not just a

quite rightly prohibited.

3. Potential sales to government and

weakness but is a very real threat to the

10. In many ways the Takaful life indus-

leading Islamic agencies is enormous,

development of Takaful. I f the industry

try does not help itself when promoting

where such agencies presently either do

is to be taken seriously, this issue needs

and selling Takaful products. The very

not utilize life insurance or perhaps do

to be resolved

essence of Takaful is mutual risk pro-

accept

insurance

2. Again, a perceived weakness also

tection between members on a coopera-

because of a lack of Takaful in the past.

becomes a threat where potential partic-

conventional life
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ipants are subjected to conflicting argu-

the borders of predominantly Muslim

potential Islamic financial develop-

ments between scholars on their beliefs

countries

ments in the USA.

concerning conventional and Islamic

4. WTO developments, in many of the

6. Pending any developments recom-

insurance. We cannot afford to have a

countries in the Middle East, sees the

mended in this paper as essential to the

perceived weakness tum into a threat

breaking down of traditional protection-

development of Takaful over the next

because of a lack of action on the part of

ism practices, which is to be welcomed.

ten years, one final threat to this indus-

the industry to resolve such issues.

What must also be clearly understood

try does remain. Unless the Takaful

3. Unless a movement, presently under-

though is that such practices should not

operators can unite in a cause to jointly

way between the IFSB and the ISIS,

lead to an unwelcome competitive

develop Takaful worldwide, albeit via

meets in success whereby the conven-

advantage for the conventional insur-

their own possibly small contribution

tional insurance

ance industry.

within their own borders, with the adop-

Takaful at the highest level, thus leading

5. The 9/11 events still remain, to many,

tion of uniform standards even before

the way in resolving the many difficul-

an obstacle to Takaful even starting the

such may become compulsory, then the

ties faced by the industry in its dealing

development process in the USA and

threat of fragmentation looms over the

with national regulators, such potential

possibly some European countries. This

industry moving forward over this next

failure to resolve such issues would

may be a perceived rather than an actu-

decade.

result in Takaful not developing beyond

al threat but clouds still hang over many

industry embraces

US$400 MILLION ISLAMIC GCC EQUITY FUND
Leading regional financial institutions,

ing selectively in stocks of listed as well

rate fundamentals. The size of the Fund

Gulf Finance House B.S.C. (GFH),

as unlisted Shari'a-compliant compa-

at US $400 million makes it the region's

Kuwait

nies in the region.

most significant offering,' he said.

Finance

and

Investment

Company (KFIC) and Qatar Islamic
Elaborating on the new initiative, Mr.

Riding on the success of its investment

US $400 million A l Basha'er GCC

Esam Janahi, Chief Executive Officer

portfolio and the robust economic indi-

Equity Fund - an Islamic equity fund

of GFH, said: 'The A l Basha'er GCC

cators of the GCC, the new GFH, KFIC

offering investors an excellent opportu-

Equity Fund will introduce investors to

and QIB open-ended fund will unlock

nity to take part in the surging growth of

the active markets of the region and

the growth potential of investing in

the region's capital markets. The part-

superior retums that are characteristic

blue-chip equities with an eye on max-

ners have also forged major collabora-

of all GFH offerings. A distinctive fea-

imising retums.

tions with Abu Dhabi Commercial

ture of the Fund is its partnership with

Bank, Gulf Bank and Gulf Finance

the region's leading financial institu-

Mr. Janahi added that A l Basha'er GCC

House Commercial Bank for the Fund

tions, which enables it to benefit from

Equity Fund reflected GFH's pioneering

as exclusive placement agents in the

the rich pool of expertise and knowl-

spirit to offer innovative investment

United Arab Emirates, Kuwait and

edge of the GCC markets. The launch of

products

Bahrain, respectively.

the Fund comes at a time when the

investors. 'At GFH, we have always

Bank (QIB) announced the launch of

to

global

and

regional

region's equity markets are upbeat, sup-

been driven by the desire to be innova-

The Fund, which offers monthly sub-

ported by the changing economic land-

tive in our investment strategy and the

scriptions and redemptions, w i l l be

scape across the GCC.'

GCC equity fund is another step in this

under the supervision of the Bahrain

direction, which will also contribute to

Monetary Agency ( B M A ) and w i l l

'The Fund will capitalise on the bright

the expansion

adhere to all Mutual Funds related mles

prospects of the GCC markets, encour-

investment opportunities.' 'Managed by

and regulations. The Fund will be joint-

aged by buoyant oil prices, high liquid-

a GFH and KFIC team with a superior

ly managed by GFH and KFIC, invest-

ity, low interest rates and strong corpo-

track record in high-yielding invest-
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o f Shari'a-compliant

ISLAMIC

ments, the Fund will leverage the

BANKING

compliance with Islamic norms. Our

Investments in Qatar Islamic Bank,

wealth of expertise and regional market

studies have confirmed that there is

said: 'Capital markets in the GCC are

knowledge o f the Fund Managers.

tremendous

potential for

expected to continue growing at a rapid

Investments will be based on stock

Shari'a-compliant investments in the

pace, spurred by liquidity and the large

picking and the opportunistic style o f

GCC equity market,' said Mr. Al-Saeed.

number o f upcoming IPOs which are

untapped

management and not indexing, while

giving depth to the market. Investments

ensuring efficient management of risk,'

'Al Basha'er GCC equity fund

will

in the market are largely driven by

Mr.

Vice

expand the existing range of opportuni-

momentum and there exists a need for a

and Managing Director,

ties for investors o f Shari'a-compliant

research-based approach to investments

products. We are confident that the

to ensure positive returns.'

Abdulrahman

Chairman

Al-Saeed,

KFIC said.

strong backing of its sponsors and its
The dollar-denominated Fund aims at

collaboration

capital appreciation through invest-

financial

with

several

reputed

'The A l Basha'er GCC equity fund gives

ensure

investors an exposure to the challenging

ments in select equities that comply

tremendous success for the Fund. The

markets through a dynamic team o f

with Shari'a investment guidelines. It is

minimum initial subscription in the

fund managers, which ensures that

open for subscription on a monthly

Fund is US$10,000, followed by subse-

investment decisions are fundamentally

basis and can be redeemed at Net Asset

quent

in tranches o f

driven. Qatar Islamic Bank is pleased to

Value (NAV) after a two-month lock-up

US$3,000. The minimum holding limit

partner GFH and KFIC for the fund,

period. The total size of the initial offer

in the fund is pegged at US $3, 000,' he

which brings together

to the market is 40,000,000 units. The

said.

financial institutions in the region.' The

institutions

investments

will

the premier

Shari'a advisors to the fund include

fund will open for initial subscription
from October 9, 2005 for one month.

Commenting on the launch of the Fund,

Shaikh Nizam Moh'd Saleh Yaquby and

'The significance of the Fund is in its

Professor

AbduUatif

A. Al-Meer,

Dr. Abdul Sattar Abdul Kareem Abu

prudential investment strategy that is in

Assistant

General

Manager

Ghuddah.
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ABC ISLAMIC BANK (E.C) CLOSES US$100 MILLION
AL MUSHARAKA SUKUK
ABC Islamic Bank (E.C.) is pleased to announce that the signing ceremony
for the Investment Dar Company (K.S.C.) A l Musharaka Sukuk was held on

List of Participating

Investors:

October 2nd at the Gulf Convention Centre, Gulf Hotel, Bahrain. The ceremony was attended by senior management of The Investment Dar Company,
Arab Banking Corporation (B.S.C.), investors Mr. Hussain A l Meeza, Board
Member & Executive Committee Chairman, Amlak Finance; Mr.

Mandated Lead Manager
ABC Islamic Bank (E.C.)

Mohammed Abdullah, A G M , Sharjah Islamic Bank; Mr. Abdullah
Showaiter, GM, Emirates Islamic Bank; Mr. Enrico Grino, Qatar National
Bank A l Islami and representatives of other investors in the Sukuk.
Representatives from the Bahrain Monetary Agency and the Ministry o f

Senior Lead Managers
Commercial Bank of Kuwait
Qatar National Bank Al Islamic
Emirates Islamic Bank

Commerce were also present.
Sukuk placement received strong support from the market. As a result of a
significant oversubscription, the Sukuk is to be increased from the initial
US$50 million to US$100 million. Please see the attached for a list of par-

Lead Managers
Dubai Bank
Boubyan Bank
Bank Muscat International

ticipating investors.

Liquidity Management Center
At the signing ceremony, Mr. Adnan A l Musallam, Chairman and Managing
Director of The Investment Dar Company commented on the outstanding
performance of the Company and thanked the investors for their support and
the teams of both organizations who worked on this financing. Mr. Naveed
Khan, Managing Director of ABC Islamic Bank (E.C.) commented, "This
marks the culmination of a very successful transaction and is the result of
some serious effort put in by everyone over the summer." He further added,

Managers
Abu Dhabi Investment Company
Sharjah Islamic Bank
Al Amin Bank
Bahrain Islamic Bank
Najeb Abdullah Al Mulla

"Investor appetite was twice what was anticipated. The measure of success
can also be gauged by the breadth and geographic spread of the investors in
the Sukuk. This is a debut issue for The Investment Dar and it speaks volumes for the company and the quality of its management. The ceremony is
our way of saying thank you to the company for entrusting us with this task,
and to all the investors for making this a landmark transaction."

Co-Managers
Amlak Finance
Doha Bank
Arab Islamic Bank
Al-Safa Islamic Bank - Commercial
Bank of Qatar

The Investment Dar Company (TID') is a Kuwaiti Islamic investment and
finance company established in 1994. TID provides a range of Islamic services, including consumer finance, investment services, brokerage and trading, real estate and fund management. TID has a diversified portfolio of
products and services with real estate and vehicle financing as the dominant
segment of its operations, and is listed on the Kuwait Stock Exchange. For
the financial year ended 31 December 2004, TID's net profit stood at
KD26.8 million, a more than twofold increase over the previous financial
year, whilst total assets and equity were KD335.9 million and K D l 13.2 million, respectively. Furthermore the profit for the first half of 2005 was
KD35.5 million, proving a continuation of the performance.
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Solidarity Insurance
Arab Insurance Group

ISLAMIC M O R T G A G E S

LLOYDS TSB ISLAMIC
FINANCIAL
SERVICES
EXPANDING

ISLAMIC INVESTORS OFFERED
BUY-TO-LET DEAL
A buy-to-let mortgage aimed at Islamic
investors has gone on sale in the UK.
The new deal is the latest in a range of
sharia-compliant Islamic home finance
products designed by Bristol & West
and the Arab Banking Corporation
(ABC).
Sharia law prohibits the practice of
eaming money from money, so the payment of interest (known as riba) is not
allowed. Sharia-compliant finance
products operate without eaming - or
charging - interest, enabling Muslims to
bank without compromising their principles. The buy-to-let package from
Bristol & West and ABC follows the
diminishing musharaka principle. This
allows the bank to purchase the property and lease it to the client, who then
sub-lets it to a tenant.
The customer and the bank share ownership of the property, with the customer increasing their share over a period of up to 25 years. They will make
rental payments to the bank, which will
be calculated every six months.
On the standard version of the mortgage, rent will be charged at London
inter-bank offered rate (Libor) - currently 4.55% - plus 1.09%, giving a current
rental charge of 5.64%. This puts the
cost in line with Bristol & West's con-

ventional buy-to-let mortgage range, ii Lloyds TSB has opened its 17th Islamic
The arrangement fee is £299 in total and ;I banking centre at Bethnal Green that as
the entire amount can be repaid at any
been designed to provide financial servtime without penalty. Bristol & West
ices to the areas Muslim community.
said the Islamic buy-to-let mortgage
The branch will offer customers finanwas designed to address a growing
cial products that comply with Islamic
desire to invest in property among its
law, which forbids the payment or
Muslim customers.
receipt of interest.
"We have found that our Muslim customers have a particular interest in owning property," said Alison Pallett, head
of consumer lending at Bristol & West.
"By offering a buy-to-let product which
complies with Islamic law, we'll be
opening up many more possibilities for
them." The mortgage will be available
from ABC, as well as selected IFAs and
some branches of Lloyds TSB.

Paul Sherrin, head o f Lloyds TSB
Islamic
financial
services,
said:
"Bethnal Green is home to one o f
London's strongest Muslim communities and by bringing Islamic banking to
the area we hope to give our customers
a real altemative to traditional banking."
The current account comes with no
credit interest and there is no overdraft
facility. However, a debit card is provided and there is no fee or minimum
balance requirement.

The Islamic finance market is growing
fast and high street banks are increasingly interested in attracting custom
from the UK's two million plus i
Muslims by offering a range of compliThere is also a home finance product,
ant services.
with which the bank buys the customers
home outright - paying up to 90 per
Lloyds TSB began a pilot Islamic bankcent. The "owner" then pays rent on the
ing scheme with the launch of a current
property as well as regular repayments
account in February 2005, following it a
until the home is effectively re-purmonth later with a home finance packchased.
age, provided by ABC. It has since
expanded the pilot from four branches
A l l Lloyds TSB Islamic financial servto 17, opening its Bethnal Green branch
ices funds are held by the bank in accorin east London recently.
dance with Islamic laws.

The editor and the staff of
New Horizon wishes its readers
Eid Mubarak
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Bahrain
Gulf Investors Establish New
Islamic Investment Bank In
Bahrain
A number of Gulf investors announced
on Sunday the establishment of a new
Islamic investment bank with a paid
capital of USD 66 million. The bank,
named Venture Capital Bank (VCB),
will focus its core business on financing
promising economic projects in the
Middle East and North Africa, a statement by the bank issued said. VCB's
board of directors named Ghassan alSulaiman, who is president o f the
Chamber of Coimnerce and Industry in
Jeddah, Saudi Arabia as chairman of the
board and Abdulfattah Rafie of the
Kuwaiti Real Estate Commercial
Company as vice-chairman and
Abudllatif Janahi as chief executive
officer (CEO), said the statement.
Among the new bank's functions will be
giving out consultation on real estate
investment deals, and offering ideas on
ownership of viable commercial companies. The bank will be based here in
Bahrain and has 44 principal investors,
more than half of them from Saudi
Arabia. There are also 15 Kuwaiti
investors, 11 Bahraini ones, and four
each from Qatar and Oman, and two
investors from the UAE.

Malaysia
RHB Islamic Bank Starts
Operation In Kelantan
RHB Islamic Bank, which started operations in March, has chosen Kota Baru
as its first destination after approval
from Bank Negara to carry out business
activities. Chairman Vaseehar Hassan
Abdul said the opening of its first marketing centre in Kota Baru was in line
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with the rise in industrial and economic
developments in the country, including
Kelantan. "RHB Islamic Bank sees
Kota Baru as a business centre with big
potential and opportunities," he said at
the opening ceremony of the marketing
centre, which was officiated by
Kelantan Mentri Besar Datuk N i k
Abdul Aziz Nik Mat.
According to Vaseehar, the bank was
able to offer its customers Islamic
financial products and services of high
quality. "It cannot be denied that RHB
Islamic Bank is a new bank but the bank
itself has 12 years of experience in
Islamic banking locally," he said. A l l
the existing products and services as
well as those to be launched were monitored by the RHB group syariah committee, comprising five syariah members well-versed in Islamic banking, he
said, adding that RHB Islamic Bank
was the first Islamic bank with connections to syariah members inside and
outside the country to meet the increasing local and foreign needs.
Meanwhile, chief executive officer
Khalid Bhaimia said the Islamic banking system was not facing a problem as
the huge losses incurred by Bank Islam
were not related to the Islamic banking
concept. "We want the market to be rest
assured that Islamic banking is not in
trouble. It is one part of an Islamic bank
in trouble and that part is not in
Malaysia, it is in Labuan," he said.
"RHB Islamic Bank is under Bank
Negara and whatever we do, Bank
Negara has very strict rules," he added.

Zeti:
islamic
Finance
Gaining Strength Globally
Global development of Islamic finance
is now gaining momentum, with major
banks in the US and Europe setting up
divisions in their institutions to develop
Islamic products and services.
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Bank Negara governor Tan Sri Dr Zeti
Akhtar Aziz said she had met with
bankers of major banks in the US and
Europe who had indicated this to her.
Speaking to Malaysian journalists at the
end of the International Monetary Fund
and World Bank AGM, she said already
two non-Islamic countries - Britain and
Singapore - were doing this. "The international community looks at the Islamic
finance as an interesting form of financial intermediation and many countries
have revised their legislation to accommodate Islamic finance," she said.
She said this meant that the global
development of Islamic banking had
now gathered momentum. Zeti said
Islamic finance started with the Muslim
population looking at it as a form of
financial intermediation that met the
requirements of Islam. She said it was
now further than that and non-Muslims
now looked at it as an attractive form of
financial intermediation. "In the US and
Europe, it is picking up. Bankers from
the US and Europe who came to see me
discussed this and indicated they are
setting up divisions in their institutions
to develop Islamic products and services," she said. Islamic banking has also
taken a strong foothold in many countries in the Middle East.
Zeti has been a strong advocate of
Islamic banking and finance and has
given speeches around the world on the
subject.
She said that in Malaysia,
Islamic banking accounted for 11% of
the country's financial system. Zeti said
the Islamic Financial Services Board
(IFSB), formed in 2002, set the credential standards and this had ensured harmonisation of standards.
These standards are now followed by
other countries. The IFSB organised
dialogues, meetings and conferences
that provided the opportunity for discussion for professionals and officials
from various parts of the world. "This
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has contributed towards further developments, innovation and convergence,"
she said.

Malaysian
Islamic
Bank
Reports $220m Losses
Malaysia's oldest Islamic banking
group Bank Islam Malaysia Berhad
(BIMB) reported a total loss of nearly
RM500 million (S$224 million), one of
the biggest for local banks in recent
years. It also has RM1.16 billion of
Non-Perfomiing Loans on its books,
more than double the industry average
here. It is the first time BIMB has gone
into the red in its 22-year history. Many
of the losses have accumulated through
bad loans given out by the governmentcontrolled bank's subsidiary to companies, including firms in Sarajevo and
South Africa.
Many of the bad loans, dating back to
the 1997 Asian financial crisis, were
given out during Tun Dr Mahathir
Mohamad's tenure as prime minister.
Tun Mahathir had been responsible for
Malaysia's leading position in the
development of Islamic finance, and
had encouraged the global expansion of
institutions such as Bank Islam. The
bank's new management team is trying
to start afresh, and yesterday's
announcement of huge losses appear to
be designed as part of Prime Minister
Abdullah Badawi's campaign to clean
up and rebuild government-linked companies (GLCs) that have been tainted by
corruption, questionable deals and inefficiencies in the past.
'We needed to make these provisions so
that Bank Islam is in a better position to
face the challenges that are already confronting our businesses,' BIMB managing director Noorazman A Aziz said.
BIMB Holdings reported a fourth-quarter net loss of RM473.4 million due to
large provisions for bad loans. But the

bank says it expects to return to profit in
the current financial year ending June
2006, with contributions from the banking and insurance segments. The government has ordered an investigation to
track down any possible mismanagement or wrongdoing.
'There seems to have been a lack of control and supervision that led to the losses, but such weaknesses were also
apparent in other banks at the time of
the financial crisis,' a senior government source said. The losses stemmed
mostly from its lending unit in Labuan,
the bank said.
Nearly RM450 million in loans was
given out to companies in South Africa
and Sarajevo. The companies were not
named, while the loans are beheved to
be the subject of a government investigation. Bank Islam's losses are not likely to affect Malaysia's push to position
itself as a hub of global Islamic finance.
According to Bank Negara, Islamic
banks now account for RM95 billion of
banking assets, or 11 per cent of the
total, in Malaysia as of 2004.

Tijarl Offers Islamic Banking
Nationwide
Bumiputra-Commerce Bank's (BCB)
Islamic banking subsidiary, Commerce
Tijari Bank (TIJARI), has successfully
rolled out the first batch of Islamic
banking products at all BCB's 233
branches nationwide. "We apologise to
our customers for being so late in delivering Syariah compliant products at our
branches," chairman o f CIMB-BCB
Exco, Datuk Nazir Razak said in a statement. He noted that following the original Bank Bumiputra Malaysia Bhd and
Bank of Commerce merger, BCB had
exited the business by transferring all of
its Islamic banking assets and liabilities
to newly formed Bank Muamalat, in
which Commerce Asset-Holding Bhd

held a minority stake until 2003.
TIJARI was launched as a separate
Islamic banking subsidiary only early
this year "With our customer profile,
the absence of Islamic products at our
branches is unacceptable." "This project
was one of the first priority retail projects identified following the June
announcement of the CIMB-BCB integration and we are pleased that our project teams exceeded the October deadline we set ourselves," Nazir added.
In the first batch of products, TIJARI
will offer basic services like Al-Wadiah
and Al-Mudharabah current, savings
and investment accounts, cheque collections and interbank fund transfers.
Soon, it would expand the product
range to include products such as home
financing, personal financing, credit
cards as well as a suite of Islamic business banking products such as property
financing and trade financing.

Sudan
Al Salam Bank - Sudan,
Started "Waseela"
A l Salam Bank - Sudan, started
"Waseela", the most competitive auto
finance program in Sudan. Sudanese
will now have an access to it at a predetermined fixed profit rate of 8.5%.
Waseela is an Islamic finance program
which comes under the Murabaha services in Shariah law. In a press statement
al-Salam Bank indicated that Waseela
will cover all types of new cars to
ensure that the applicant can own a car
of his choice. In addition, the program
will facilitate easy documentation and
fast procedure which w i l l give the
applicants a hassle free experience
without any extra loss o f time and
money. The A l Salam Bank's Vice
Chairman, Hussein Mohd. A l Meeza
said, "In today's modem world to own a
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car is every man's dream, and now that
dream can be fulfilled without struggling with finances. These programs
will not only serve the basic purpose of
providing financial support but will also
encourage number of automobile companies to venture here adding to the
modernization process." This program
is designed to give maximum benefits
to the applicant. In addition to the low
rate of profit Waseela also specifies reasonably low first instalment, which is
around 10% to 20% depending upon
various factors such as, the cost of the
car, the guarantee, the income, etc.
Waseela will also provide a long instalment plan that extends to 48 months and
this is very crucial as it will facilitate
nominal cut down in the monthly
income.
Investors from the United Arab
Emirates and Islamic financial institutions set up at the end of last year A l
Salam Bank in Sudan with capital of
USSlOO million. Mohammed Khalfan
bin Kharbash, chairman of Dubai
Islamic Bank (DISB.DU), heads the
founders' committee. Kharbash is also
UAE's minister of state for finance and
industry. Its Islamic products include:
Murabaha, Istisna'a, Ijara, Mudaraba,
real estate and land purchases, sales,
and leases, creation of Shariah-compliant joint ventures, and the establishment
and fiinding of insurance vehicles and
companies.

invests in a variety of physical realestate focusing on the United Arab
Emirates to take advantage o f growth
and rental income opportunities represented by the regions' as well as one of
the world's most dynamic real estate
markets. The fund also retains the
option to invest in markets outside of
the UAE.
'We are pleased to announce such positive results, which reflect both the pioneering nature of this fund in this market and the joint expertise of Emirates
Islamic Bank and our partners
Belgravia Asset Management,' said
Faisal A q i l G M Retail banking o f
Emirates Islamic Bank. 'The early success of the fund and the strong volume
of subscriptions we received reflect
well on our commitment to leading the
UAE banking industry in offering exciting, innovative and Shari' a-compliant
products and services for our valued
retail, corporate and investment clients,'
Aqil added. High capital requirement
has prevented the average investor to
include local property among their
assets of choice. EIB Ethmar now offers
its affluent clients the opportunity to
invest in the property fund at minimum
investment levels of USD 25,000. The
Fund offers monthly subscriptions and
redemptions and a targeted dividend
payment of 6 to 8% p.a. In addition
investors may also witness an increase
in the value of their capital.

Emirates Islamic Bank announced that
it's Emirates Real Estate Fund, the first
Shari'a compliant property fund in the
region, has registered a strong capital
growth of 2% since launch. The fund

The fund focuses on residential and
commercial properties offering both
rental income and capital growth and is
managed by Emirates Islamic Bank in
conjunction with Belgravia Asset
Management, a leading property fund
manager to various successful U K and
international property funds. The
Emirates Real Estate Fund is governed
by the strong regulatory environment of
Jersey. Other parties include independent auditors, Emirates Islamic Bank
Shari'a Board, legal advisors, independ-
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ent valuers and offshore administrators.
The UAE has been one of the market
leaders for property developments and
innovation in the region. The huge
growth in demand for residential and
commercial properties continues to provide many interesting and potentially
profitable opportunities to astute
investors.

Shamll Bank to Provide
Islamic Home Financing for
Abraj Al Lulu Project
Pearl
Real
Estate
Development
Company, a consortium of investors
from Bahrain, Saudi Arabia and UAE,
have announced that it has entered into
an agreement with Bahrain-based
Shamil Bank to provide Islamic home
financing to buyers in the BD95 million
($250 million) Abraj A l Lulu development, the freehold luxury apartments
project in Bahrain.
Mohammed Dadabhai, Chairman of
Pearl
Real
Estate
Development
Company, said: "Our agreement with
Shamil Bank to offer Islamic home
finance is a step to provide best-of-class
mortgage financing option to our customers. The home finance offer also
reflects our desire to increase financing
options in order to facilitate buyers to
acquire property in Bahrain," he added.
Under the terms of the agreement,
Bahrainis, other GCC nationals and
expatriates residing in GCC states,
would be offered Shamil Bank's Islamic
financing product 'Shamil Tamweel
Aqari' which is based on the Sharia'a
principle of 'Ijara.' Customers availing
this facility under the Islamic financing
mechanism 'Ijara' will not be required to
start repayments during the construction
period which will work out to be the
benefit of a grace period on repayment.
Other facilities include sale deeds from
the government with resale rights."

v> TEJOORI

The Future of International islamic Investment
Working within a framework of Shariah principfes, Tejoori utilises superior analytical skills and
a keen acumen for capital growth to identify investment opportunities in ventures across tt»e globe.

www.tejoori.com

Islamic Finance

4alburaq
Shariah compliant financial services

alburaq - Shariah compliant property finance
® Looking to buy or refinance your home?
We offer amongst the most competitive and flexible
terms in the UK Islamic mortgage market.

•Difficulty proving income?
alburaq self-certification products allow you
to certify your own income.

•Want to buy-to-let?
alburaq buy-to-let allows you to purchase
a residential property as an investment.
You may purchase up to 10 properties <^
in addition to your own home,
^^^tttttt^^

Highly competitive terms offered.
Call the alburaq hotline now on 0800 587 88 66 or email on info@aiburaq.co.uk
ABC International Bank pic • www.alburaq.co.uk

ABC International Bank pic Is auttiorised and regulated by the Financial Services Authority

A member of the Arab Banking Corporation group headquartered in Bahrain alburaq is the brand name under which Shariah compliant products are provided
Your home is at risk if you do not keep up monthly payments due under your Lease and Diminishing Ownership Agreement | All terms subject to change

