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2006 brings with it even greater
challenges for financial institutions gaining wide acceptance of
Shariah-compliant products and
services. When the modem
Islamic Banking movement started nearly three decades ago, it
was hoped that it would eradicate
the economic imbalances and
exploitation in Muslim countries
in particular. It would also bring
economic justice by aiming at
fairness and equitable distribution of wealth in society without
inhibiting individual enterprise
beyond the point where it
becomes not only collectively
injurious but also individually
self-destructive. It employs the
concept of participation in the
enterprise, utilising the funds at
risk on a profit-and- loss-sharing
basis without recourse to riba.
This concept of profit-and-loss
sharing, as a basis of financial
transactions, is a balanced one as
it imposes obligations both on
the lender and the borrower in
sharing risks. Adherence to ethical standards and prohibition of
riba will create much needed
economic justice in societies
working on an exploitive interest
based system, which is making
the rich, much richer and the
poor, much poorer.

ter o f fact what has been
achieved so far is no more than a
tiny fi-action of what is possible
and necessary. There is not
enough headway made by
Islamic banking in most Islamic
countries due to a combination of
factors, which includes lack of
awareness, well-trained staff in
Islamic financial institutions
equipped with the ability to guarantee the correctness and implementation of products and services in accordance with Shariah,
political instability and the structures of institutions providing
such services.
It is a sad reflection that a large
number of Muslim countries still
border on poverty and unequal
distribution of wealth. There
were also failures and bankruptcies in some Islamic financial
institutions, which contributed to
distrust of masses in some countries about Islamic banking
extending to good governance
and transparency that are the hall
mark of all successful organisations. In many Islamic countries
their economic systems are still
grappling with the interest-based
system that the population have
become used to and the level of
saving or investment in accordance with Shariah principles are
meagre as compared to size of
the economies.

After nearly three decades have
passed, Islamic banking still has
some way to go and much more There are signs of optimism. It is
will need to be done before it can estimated that Islamic Banking
claim to have arrived. As a mat- assets globally have grown to
4
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over three trillion US dollars. In
an increasing number of Muslim
countries. Islamic financial institutions are already working providing banking services in accordance with the Shariah principles. Some Muslim countries like
Malaysia have already streamlined their legal and regulatory
system for Islamic banking. It is
also worth mentioning Bahrain's
efforts in the active development
of an Islamic financial centre followed by Dubai.
In Kuwait, which has long been
served by the Kuwait Finance
House, the Kuwait Real Estate
Bank has recently converted all
its operations to Islamic banking
and a licence was granted recently for a new Islamic bank, the
Boubyan Bank. Other Muslim
countries have also embarked on
creating the economic environment, which supports working of
an Islamic financial system.
Non-Muslim countries like UK,
USA, Singapore, Thailand are
also playing a lead role in promofing Islamic finance. In U K
the removal of double Stamp
Duty on Shariah mortgages
which had previously made them
too expensive, has been partly
responsible for mainstream
lenders, such as HSBC and
Lloyds TSB coming into the
market, alongwith two more new
players. United National Bank
and Aburaq Home Finance. Until
2003 Ahli United Bank was the

COMMENT
only player in the UK Islamic
mortgage market which is
expected will grown by nearly
50% on an average per year for
the next few years.
Last year, at the Seminar in
Malaysia on 10-Year Master Plan
for Islamic Financial Services
Industry, Dr Zeti Akhtar Aziz,
Governor of the Central Bank of
Malaysia, talked about the sustainability of the progress in taking a longer-term perspective
into the needs of the future, an
essential part of this process
being the clarity of the vision and
the objectives that are to be
achieved. The Governor added
that while envisioning the future
will provide the strategic focus

and the common goal to be
achieved, of greater importance
will be the actions that need to be
taken to make it happen.

The Institute is pleased to be
associated as a strategic partner
with the conference organisers,
Euromoney Seminars

The 5th Annual Islamic Finance
Summit to be held in London on
24th and 25th January 2006 in
London is an important event
where many senior figures in
Islamic banking will meet again
under one roof It will facilitate
the exchange of information and
expertise that is needed in
exploring new opportunities,
seeking ways to solve the existing problems and reviewing the
actions needed for the future
development of a successful and
vibrant
Islamic
Financial
System.

London is now a major player in
the emerging Islamic Financial
System and most of all, with a
varied range of leading financial
and educafional institutions, it is
also strategically placed for the
Muslim countries to take full
advantage of its intellectual capital, professional expertise and
access to the West, in finding
new and innovative solutions to
the several problems and disagreement that are still encountered in implementing Islamic
finance.
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ISLAMIC F I N A N C E

DIRECTION OF THE ISLAMIC FINANCIAL
SERVICES INDUSTRY
By Hamza Mian

We are currently fortunate to be i n a climate where the

started at a macro level, being brought about by the

prevalence o f Islamic banking and financial services is

Islamic scholars and politicians o f the time its

final

growing at an unprecedented rate despite the current

implementation was actoally the result o f its appropri-

political environment. I n the U K we have two well

ation by many o f the merchants and traders. This dis-

known high street banks providing Islamic financial

tinction in implementation is important to note as the

services, a significantly larger number o f lesser k n o w n

scholars had a very pure vision o f Islamic finance and

providers starting to gain a foothold in the market and

wanted to implement it in its entirety to ensure that the

a new establishment dedicated

social benefits are gained. The contracts and products

to providing only

Islamic financial services. The type and depth o f prod-

first developed by the merchants and banks however

ucts now available has also grown. A large variety o f

were much more geared to be viable products

that

different home financing products based on a number

could be brought to market i n the existing legal frame-

of different underlying Islamic template contracts are

works available whilst focussing on the most important

now available. Home finance is also no longer the only

aspect o f Halaal financing, the removal o f riba. This

Shariah compliant product on the retail market. The

trend has subsequently continued and led to the estab-

availability and uptake o f current accounts and, numer-

lishment o f a multi m i l l i o n dollar global Islamic finan-

ous other financial (investment) advisory services is

cial services industry based around the

rapidly gaining popularity.

implementation o f Islamic trading contracts strucmred

pragmatic

and govemed under non Islamic state laws.
The industry is growing steadily and has the benefit o f
ever increasing backing from the govemment, even the

Research

into

implementing

Islamic

finance

in

Chancellor has made a commitment to ensure taxation

economies vastly dominated by conventional interest

of Islamic products is at the same rate as their conven-

based products has continued unabated and we are now

tional equivalents. B y all accounts it w o u l d seem that

in a situation where we find a great deal o f work is

Islamic Finance is a booming industry. There remains

being carried out to bring to market products that con-

however a degree o f uncertainty about the direction o f

sistent w i t h the Shariah yet practical and familiar to

the industry.

ease the transition. Further there appears to be a growing belief i n the Islamic banking community that there

I n order to understand this uncertainty a certain amount

is a need for the same range o f products that are avail-

of appreciation o f how the industry has evolved to its

able in the conventional markets including instmments

current state (and some knowledge o f the evolution o f

such as futures, options, derivatives and the ability to

the conventional industry) is required. I n the last thirty

short sell.

years, we have seen the reintroduction o f Islamic financial practises after their absence for almost t w o cen-

To facilitate this there are a number o f Islamic financial

turies. Starting w i t h very limited use in the M i d d l e East

instimtions w o r k i n g on the implementation o f these

- at very small, largely unsuccessful levels - by various

constmcts i n a manner that is consistent w i t h Islamic

merchants it led to the establishment, after consider-

jurispmdence. (This is largely done through the use o f

able difficulty i n obtaining authorisation from the reg-

Wa'd however this is a complex topic that demands an

ulatory bodies, o f Islamic Bank in Dubai in 1975.

article in its own right. 1 do not intend to discuss the

Although the desire for an Islamic financial system

permissibility o f such contracts in this article, suffice to

6
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ISLAMIC F I N A N C E
note that there are Islamic financial
institutions that are currently engaged in
providing contracts of this nature).
A cursory glance at the conventional
markets today will show that trading in
derivates products is rife, with the markets remaining profitable even in otherwise harsh trading conditions. This has
been especially true of fixed income
based derivative trading in the last few
years and more recently with convertibles and equity derivatives. Given the
highly profitable nature of derivatives
trading and the risk management and
mitigation opportunities that come with
the use of futures and options products
it would seem at first understandable to
want to be able develop products that
allow us to mimic the cash flows with
Shariah compliant products.
However, i f we stop for a moment and
take a look at the evolution of these
products in the conventional markets it
quickly becomes apparent that they are
in fact a very recent phenomenon that
has come about as changes in liquidity
and transparency shape the markets.
Transactions in derivative products
(especially in the Fixed Income markets), futures and options have really
only started to grow in volume and
become more mainstream over the last
thirty years, and more particularly, over
the last ten years. What is important
though is for us to understand why these
products have gained popularity comparatively recently in terms of financial
history and whether it is relevant for us
to develop similar products in the
Islamic financial markets.
''
As the conventional markets have
matured it has led to the gradual but
definite securitisation of products followed by the increase in liquidity and
finally price transparency of these now
securitised products (and where relevant the emergence of liquid secondary
markets). Whilst the availability of liq-

uidity is generally regarded as a definite
benefit, i f not necessity, for free market
economics to operate it generally also
leads to a decrease in profit margins for
the major financial institutions, especially i f it is combined with increased
price transparency for the final consumer. Decreasing profit margins
require financial institutions to trade in
ever greater volumes in order to remain
profitable or shift their trading focus to
instruments where price transparency
has not started to cut into their profits.
This has led to the development of
futures and derivative products which
allow investment banks and hedge

The costs of structuring
products such os these
under Shariah law is unsurprisingly greater than that
of their conventional counterparts due to the limited
availability of expertise and
experience in the area and
levels of research required.
From a competitive standpoint this places Islamic
products at an immediate
disadvantage.

change has happened in recent years
due to advancements in technology
allowing more dealers access to liquidity and the implementation of more
sophisticated pricing algorithms (such
as Black-Scholes) required for derivatives trading.
Given this progression of the conventional markets, it is somewhat questionable not only i f it makes sense to be
developing similar derivative products
for the Islamic markets but also i f it is
possible. I believe it is necessary to first
develop a sufficiently broad range of
products, each with an appropriate level
of liquidity before it starts to make
sense to attempt development of more
complex financial instruments that rely
on the presence of this liquidity.

funds to leverage their transactions in
the market. The important thing to note
here is not that these investors are now
able to leverage their positions to
increase profitability but that the use of
these instmments has risen as liquidity
and price transparency in the underlying
asset classes has risen and made them
less profitable.

I further suspect that in the development
of a more liquid market that is govemed
in accordance with the Shariah the type
of secondary markets and products that
are required to adequately manage risk
may be very different from those that
are used today in conventional markets.
For now the vanilla cash markets
remain a highly profitable (and very
opaque) sector in the Islamic financial
industry - the market forces that have
caused the widespread use of more
complex financial instmments in conventional banking are not yet present,
nor are the levels of liquidity nor price
transparency to investors and clients.
Under these conditions, while it may be
possible to stmcture derivative products
under Shariah their execution on a practical basis in the free markets would be
limited to using conventional underlying assets.

In fact pre-requisite to the ability to
trade in the derivatives market is access
to a large pool of liquidity in the underlying asset classes. It has taken hundreds of years of trading activity to
reach this situation, though it could be
argued that a large proportion of this

The costs of stracturing products such
as these under Shariah law is unsurprisingly greater than that of their conventional counterparts due to the limited
availability of expertise and experience
in the area and levels of research
required. From a competifive standpoint
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ISLAMIC F I N A N C E
this places Islamic products at an immediate disadvantage. While there appears
to be a great demand for the Islamic
products, in depth research reveals that
the majority of Muslims are interested
in Halal products only where they are
competitive with their conventional
counterparts. I f however novel products
based on traditional Islamic contracts
were developed it would be difficult at
best to make comparisons against conventional products. There remains
though a danger that the increased complexity involved in these products and
lack of comparison (to conventional
products) will also serve to alienate
potential users. It could equally well be
argued that the additional costs of structuring products under the Shariah will
in time become marginalised to the
point of being negligible.
Additionally the creation of products
that mimic those in the conventional
markets combined with the additional
costs of "Islamification" of a conventional product immediately limits the
target market to Muslims (unless a compelling additional benefit is also provided such as superior levels of service). In
order to gain sufficient market share
and become a real alternative to many
conventional products Shariah compliant versions are going to have to appeal
not only to Muslims but also to non
Muslims.
Given that a non Muslim has no interest
in gaining the pleasure of Allah the only
way to achieve this is to either offer a
product that offers the same cash flows
but is "cheaper" (which is likely to be
near impossible given the volumes in
conventional markets) or be sufficiently
different, and offer different cash flows,
such that investors and consumers are
interested in taking them on in order to
diversify their risk profiles and portfolios. Even i f every Muslim man, woman
and child in Britain were to conduct all
their financial transactions in accor8
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dance with Islamic jurisprudence, the
liquidity this would provide in the markets would still pale into insignificance
by comparison to that available in the
conventional markets. In order to gain
significant market share Islamic products w i l l have to appeal to both
Muslims and non Muslims alike.
From an Islamic perspective it can also
be questioned as to whether the industry
has now reached a sufficiently mature
stage that products more similar in
nature to those originally envisaged by
the scholasfic community be developed

From an Islamic perspective it can also be questioned as to whether the
industry has now reached
a sufficiently mature stage
that products more similar
in nature to those originally envisaged by the scholastic community be developed in order to start reaping many of the non (or
long term) economic and
social benefits.
in order to start reaping many of the non
(or long term) economic and social benefits. Many of the products that are currently in common use are derived from
conventional financial products. The
development process for these products
has often started with a conventional
product and a great deal o f joint
research by scholars and industry to
decompose the cash flow and reassemble in a manner that is acceptable within the confines of the Shariah.
The current offering of home finance
products in the British market is an apt
example of this process. These products
have served to provide a foothold and
entry point in the market and have

Dhu Al Hijjah 1426

resulted in Islamic finance being recognised as a viable alternative to conventional modes of financing. To this end
their introduction has been invaluable.
Now that we have gained this initial
foothold in the markets the decision that
presents itself to the industry is a continuation of development of products
with cash flows akin to those of conventional products or to attempt to provide products that are unfamiliar but
closer in nature to the preferred profit
sharing form of financing favoured in
Islam.
A closer look at structuring traditional
profit sharing contracts under British
law also reveals the process to be considerably simpler than that of structuring products based on conventional
semantics i f less attention is paid to
attempting to effectively reduce consumer risk or simulate conventional
cash flows. For example it is possible to
structure both traditional Musharaka
and Mudarabha contracts under British
law through the use of Limited Liability
Partnerships or Limited Companies.
The effect of this however is the creation of products that fall into areas of
finance that are comparatively little
used (though currently growing in popularity) even in conventional economics, namely private equity and venture
capital funds. The advantage here
though is that the necessary expertise in
Shariah is much less than that required
for structuring products such as an Ijara
or Murabaha contract and i f the resulting product is simply structured to following existing precedent in private
equity or venture capital markets then
the number of regulatory barriers is also
reduced.
Arguably the industry needs to start getting Islamic financial products recognised and developed in their own right.
It has now been thirfy years since the
reintroduction of Islamic finance in the
global economy and perhaps it is time

ISLAMIC F I N A N C E
that we at least started to develop new
products based around traditional
Musharaka and Mudarabha contracts.
With the market conditions at the time
of writing being at quite a pivotal point,
now would be a very good time to start
establishing
products
such
as
Musharaka based financing as they tend
to favour the consumer in adverse mar-

ket conditions. The United Kingdom's
currently rather uncertain economic
outlook is an ideal opportunity to
release a new breed of Islamic financial
instruments geared towards rewarding
risk and operating on the basis of profit
sharing. The Islamic Finance industry is
at an interesting point in its development cycle. It can continue develop to

develop in the direction it has chosen to
take to date or it can attempt to develop
and promote products that place a
greater share of the risk (and hopefully
the reward) on the shoulders of
investors and consumers.
Hamza
Mian
FaqatSafiFinance

is
UK.

Director

of

BMA CAPITAL RULES FOR TAKAFUL ARE UNIQUE
The Bahrain Monetary Agency (BMA)
stands ready to support the country's
insurance and takaful (Islamic insurance) industry in its efforts to meet new
BMA regulatory requirements. BMA's
Directorate of Insurance Supervision
will assist firms to facilitate the implementation of the Insurance Rulebook,
said Mr. Anwar Khalifa A l Sadah,
Executive
Director,
Financial
Institutions Supervision, at the BMA.
The Insurance Rulebook, which comprises Volume 3 of the B M A Rulebook,
is a comprehensive document setting
out BMA requirements for the insurance, reinsurance, takaful (Islamic
insurance) and retakaful industries. The
requirements cover such issues as high
level standards, business standards,
reporting requirements and enforcement and redress.
For the takaful industry, the B M A aims
to allow takaful firms to operate in
Bahrain within the BMA's insurance
regulatory regime, on a basis consistent
with that imposed on conventional
insurers. The BMA's regulatory regime
has been designed not to favor one form
of insurance over another, allowing
both types of structures, takaful and
conventional, to operate in a competitive environment. However, the B M A
regime takes into consideration the
unique characteristics of takafiil and
retakaful business, such as high level

controls; segregation of shareholder and
participant funds; capital adequacy and
solvency; valuation o f assets and liabilities; and business conduct. A highlight
of the takaful regime are the capital
rules specifically designed to meet the
unique structure of takaful/retakaful
companies. Proposals on capital rules
designed for takaful/retakaful were
issued as part of the consultation
process towards the completion of the
Insurance Rulebook, said Mt A l Sadah.
The capital framework maintains that
all takaful funds are subject to capital
available and solvency requirements as
outlined in the Rulebook's Module CA
(Capital Adequacy). Each takaful fiind,
specifically general and family funds,
must maintain and calculate its solvency requirements as i f each takaful fund
were a separate licensed insurance firm.
The capital available to meet the
required solvency requirements is
defined as the participants' equity (surplus of revenues over expenses), in
respect of each fund.
In instances where the takaful fund's
available capital fails to meet the
required solvency requirements, the
shareholder fund must provide a loan to
the takaful fund in order for the deficient fund to meet its solvency requirements. Where a loan is made available
to the takaful fund, the capital available
requirements must also be applied to the

shareholder fiind, ensuring that the loan
represents capital meeting the permanency and quality requirements outlined
in Module CA. In addition, BMA rules
allow for separate treatments where the
shortfall in solvency requirements
involves a family takafiil fund. In these
cases, the loan to meet the solvency
requirements may originate from the
surplus of another separate family takaful fimd. Such loan must not result in
the lending family takafiil fund failing
to meet its own solvency requirements.
Module CA makes clear that the provision of such loans require prior written
consent from the B M A and the takaful
firm must, as a minimum, include a specific note in its financial statements
explaining the arrangements and implications for all shareholders and participants of the takaful fimd. Furthermore,
disclosure requirements are also
imposed so that takaful fund participants are fully aware of the wakala fee
and mudaraba profit share rate that are
to be paid out from the takaful fund(s)
to the shareholder fund. Bahrain is the
first country to standardise the practice
of takaful and regulate the takafijl companies through a regulatory framework
that takes into consideration the nature
of the takaful model and its relationship
with participants as well as shareholders. The new regulations also require all
companies to enhance the transparency
of their contracts with the participants.
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THE P O S T G R A D U A T E D I P L O M A C O U R S E
In a short period of some 20 years, Islamic banking and insurance has nnade 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.
^^^§B^^k
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written by an international team of
eminent scholars in the field of
Islamic banking and finance. These
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The University of Durham, UK has
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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 :

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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For more information on the exhibition and conference, please contact Beinardine Midiael Anthony a! +603-2723 6677 or email bernartinem@niarais6vanskl.com.

Why Attend:

Islamic finance is one of the fastest growing and most innovative financial disciplines currently in the international capital market and is now at the threshold of its next
stage of development This decade has seen significant progress being achieved. Islamic finance has noiw gained wide acceptance as a form of financial intermediation The
sustalnability of this progress, however, demands due attention to the future - to look beyond the near term, and to take a longer-term perspective into the needs and to
evolve an Islamic financial system that will best serve these needs An essential part of this process is the clarity of the vision and the objectives that need to be achieved
Over the years this interest free banking, or to use its more appropriate description - Islamic Banking, has grown in size and divereity The global facts surrounding the Islamic
finance sector are truly astounding with Islamic bonds currently estimated at around USS30 billion and remain the 'hot issue' in Islamic finance There are around 270 Islamic
banks worldwide with a market capitalisation in excess of USil3 billion Combine this with the asset figures of those banks - the estimation is that this figure accounts to
USS265 billion with investments topping US$400 billion.
In positioning itself as an Islamic financial gateway to the East Asian region, Malaysia is not only offering financial communities that deal in Islamic financial transactions,
but also the international investment community at large, the potential for further opportunities for financing and investment in productive activities. The pace of integration
process of Islamic finance with the International financial system will promote increased competitiveness, resilience and sustainability as a form of intermediation. This would
greatly contribute towards facilitating greater cross border flows in terms of increased trade and investment transactions
This conference will focus on innovating and diversifying efficient products which are already in the market to penetrate the global market Delegates will be able to garner
the experts' advise from various key players in the Islamic financial industry.

Key benefits of attending this event:
• Building bridges in Islamic Banking & Finance in the Asia Pacific region

• Acquiring and optimising the knowledge of Shan'ah Pnnciples in Islamic banking and finance
• Critically analysing the reinterpretation of Shan'ah standard for the global financial instruments
• Developing and launching new innovative products to allow foreign investment especially from the Middle East
• Reengineenng of structural and issuance procedural of sukufc with a global perspective
• Unlocking the opportunities in Islamic project financing
• Establishing Islamic pnvate equity investment by maximising on the high-growth area of Islamic funds
• Positioning Takaful and retakaful for deeper market penetration
• Curbing the challenges of Basel II and it's implications on Islamic financial institutions globally
• Focusing on challenges and opportunities in Islamic financial planning
• Promoting and enhancing talents for national and global development of the Islamic financial system

Who Should Attend:

|

Key decision makers, CEOs, MDs, Regional Directors, Senior Directors, Directors, GMs, VPs, Heads, Senior Managers of;
• Corporate / Retail Banking • Investment • Portfolio Management

"

• Credit policies • Credit Management • Private Equity Fund
• Wealth Management • Capital Market * Credit Derivatives
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• Operations • Compliance/Internal auditors • Treasury
• Risk Management • Risk Control • Retail / Monetary/ Regulatory
From these industries:
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• Insurance companies
•Consultants
•Universities

• Financial Institutions
'Legal firms-

• Goverment
• Credit companies

'
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ISLAMIC BA N K I N G

AN ISLAMIC PERSPECTIVE OF ACCOUNTING
OBJECTIVES A N D CONCEPTS
By Assoc. Prof. Dr. Abdul Rahim Abdul Rahman

The growth o f Islamic financial market and institu-

shari'ah, therefore, i n order for the Islamic

tions, culminating i n the growing interest i n Islamic

institutions to perform the role effectively, accounting

financial

banking, finance and insurance reiterates the need for

standards need to be developed and complied w i t h by

different accounting requirements. Islamic accounting

Islamic banks. The development

is needed to serve different principles o f

must be based on clear objectives o f financial account-

financial

instruments that are founded on the Islamic w o r l d v i e w

o f such standards

ing and agreed upon definitions o f its concepts.

and syari'ah requirements. The efforts o f Accounting
and A u d i t i n g Organizations

o f Islamic

Financial

A l l a h S W T said:

Institutions ( A A O I F I ) i n the 1990s to develop accounting standards for Islamic financial institutions are com-

"We shall set up justice

scales for the Day

mendable as a positive contribution towards harmoniz-

not a soul will be dealt unjustly in the least. And if there

ing accounting practices o f Islamic financial institu-

be (no more than) the weight of mustard seed, we will

tions. The standards developed by A A O I F I are also

bring

expected to facilitate the needs o f the users o f account-

account"

it (to account);
(Al-Qur'an

And

enough

ofJudgment,

are We to take

Chapter 21, verse 47).

ing information o f Islamic financial institutions who, i n
theory, demand different sets o f information. I n the

"O you who believe! When you deal with each other, in

light of the above development, the paper aims to intro-

transactions

involving

future

obligations

in a

fixed

duce how the Islamic worldview and ethics influences

period

of time, reduce

the objectives and concepts o f modem accounting and

scribe

write down faithfully

reporting.

(Al-Qur'an

Accounting Objectives and Concepts

Based on the above verses we can deduce that the

Conventionally, accounting, accounting objectives and

objectives o f accounting should be to ensure fair and

concepts are needed to guide existing accounting prac-

just

tice; prescribe future accounting practice; and define

Accounting information is expected to fulfill the needs

key terms and fundamental accounting issues (Miller,

o f those who are i n need or expected to require such

1985). A A O I F I ' s Statement o f Financial Accounting

information.

N o . l ( A A O I F I SFA 1) views that accounting objec-

accounting information must be to fulfill the ultimate

tives for Islamic financial institutions stemmed from

accountability to A l l a h SWT. I n addition to fulfilling

the role o f accounting. Since the role o f

them to writing"

Chapter 2, verse

financial

as between

and "Let a
the

282)

transactions between human

However,

the

parties"

beings.

p r i m a r y objective

of

financial

the ultimate accountability to A l l a h SWT, the preparers

accounting is to provide the information w h i c h users o f

o f financial information must know the common infor-

the fiijancial statements o f Islamic banks depend on i n

mation needs o f users o f financial reports. Common

assessing the bank's compliance w i t h the precepts o f

information needs o f the users are normally consist o f
New Horizon

January 2006

DhuAl Hijjah 1426

13

ISLAMIC BANKING
the needs for information which can

The preparation of financial informa-

(1) The entity has the right to receive

assist in evaluating the entity's ability in

tion in Islam should be aimed among

the revenue;

using its economic resources and fulfill

others for zakat purposes. Thus, the aim

its obligations. In this respect AAOIFI's

for zakat leads to the need of periodici-

(2) There is an obligation on the part

SFA 1 has broaden the scope beyond

ty assumption as zakat is only paid once

of another party to remit; and

just

a year. The periodicity assumption has

economic

responsibilities

to

encompass information that can assist

led

to the development of accruals

in evaluating the entity's compliance

accounting,

with the principles of shari'ah and its

income recognition and matching.

ability to carry out social responsibili-

Therefore,

ties specified by Islam.

would, therefore, be prepared for that

The above recommendation indicates

particular period, showing the amount

the use of accrual basis accounting,

Some scholars have also argued that

of

which has been claimed to be better

accounting objectives can be derived

(Gambling and Karim, 1991).

which

and the

principles of

accounting

zakat

would

(3) The amount of revenue should be
known and collectible with reasonable
degree of certainty.

statements

be levied

than the alternative cash basis account-

from the way one account for his or her

ing. Accrual basis of income recogni-

zakat obligations (Adnan & Gaffikin,

tion does meet the requirement of

1997). Adnan and Gaffikin (1997) argue
that by making zakat the primary objective, in theory one tend to avoid the
unwanted practices of cheating or 'window

dressing'

because he or

she

believes that accountability to Allah
SWT is of utmost important and Allah
SWT always watches him or her.
On the other hand, accounting concepts
are variously referred to as principles,
axioms, postulates, assumptions and
rules. One of the basic accounting prin-

The conventional accounting measurement is based
on the cost principle that
considers the acquisition
cost or historical cost as
the appropriate measurement basis. However, this
principle is questionable
from the Islamic point of
view due to it conflicts with
the concept of fairness and
justice.

Islamic objectives as it aims to measure
the 'real' wealth of an entity. Contrary
to accrual accounting, cash accounting
most likely provides an underestimate
value of wealth as the recognition is
based on actual cash received and paid.
In addition, according to the matching
principle, expense recognition is realized either because the expense relates
directly to the eaming o f revenues or
because it relates to the period when the
expense is incurred. From the Islamic
perspective, the matching principle

ciples is the use of historical cost for

which allocates expenses to their related

asset valuation that basically derived

revenues, provides fairness and justice

from the concept o f conservatism.

Accounting Recognition,

Many Islamic accounting writers (e.g.

Measurement & Disclosure

Gambling and Karim, 1991; Adnan and

Accounting

Gaffikin, 1997) cast doubt on the rele-

recording the basic elements of the

vance of the concept of conservatism.

financial statements. The concepts of

The conventional accounting measure-

Many refer to the principles of zakat

accounting recognition define the basic

ment is based on the cost principle that

where trade assets subjected to zakat

principles that determine the timing of

considers the acquisition cost or histori-

must be based on current market value

revenue, expense, gain and loss recog-

cal cost as the appropriate measurement

(Qardawi, 1999) or cash equivalent

nition in the entity's income statement

basis. However, this principle is ques-

recognition

simultaneously to the shareholders and
refers

to

other stakeholders (El-Tegani,undated)

value (AAOIFI FAS 9). Adherence to

and, in turn, the basic principles that

tionable from the Islamic point of view

the cost principles leads to the conven-

determine the timing of assets and lia-

due to it conflicts with the concept of

tional accounting practice that is lower

bilities recognition. AAOIFI's SFA 2

fairness and justice. In the case of zakat

of cost or market value. This will lead to

recommends that "revenues should be

determination, majority scholars recom-

understatement of trade assets to be

recognized when realized". Realization

mended the use of current prices on the

subjected for zakat. Thus, the cost con-

of revenue shall take place when one of

due date of zakat (Al-Qardawi, 1999).

cept cannot be acceptable in Islam.

the three conditions are met:

The argument for the use of current

14
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market value has been based on the

past literature, the second two objec-

The concept of social accountability in

needs for the most accurate valuation of

tives require special attention. Baydoun

Islam is also related to the principle of

wealth to be subjected for zakat in order

and Willet (1997) viewed the Islamic

full disclosure. According to Baydoun

to serve justice to both the zakat recipi-

concept of social accountability to

and Willett (1997) full disclosure does

ents and zakat payers.

encompass the accountability ultimate-

not mean to disclose everything down

ly to God. The fundamental concept of

to every minute detail of transactions.

AAOIFI, however, asserts that the

Islamic

where

There is, however, the need for the pre-

measurement attributes should be guid-

Muslims believed that all resources are

parer of account to disclose everything

ed by the relevance, reliability, under-

made available to individuals in a form

that is believed as importance to users

standability and comparability of the

of trust. The success of individuals in

for purposes of serving God.

accountability

is

information to be provided to the users.

the life hereafter depends upon their

AAOIFI has recommended the use of

performance in this world.

In a more precise word, AAOIFI's

cash equivalent value that indicates the

Statement of Financial Accounting No.

value that would be realized i f an asset

2 on Concepts of Financial Accounting

was sold for cash in the normal course
of business as at the date of the financial
statement. In order to ensure the reliability and comparability of the cash
equivalent value, it must be supported
with objective indicators; logical and
relevant valuation methods; consistency
of the use of valuation methods; expert
valuation; and conservatism in the valuation process (AAOIFI SFA 1). AAOIFI
also recommends an alternative method
i.e. historical cost that refers to its fair
value at the date of its acquisition
including amounts incurred to make it
usable or ready for disposition.
In terms of disclosure requirements, it is
of interest to examine Baydoun and

The implications of Islamic
accountability on accounting is that the management and providers of capital need to be accountable
for their actions (or inaction) both v^ithin and
outside the firm by providing proper accounting and
reporting. Thus, the Islamic
concept of social accountability departs clearly from
the western attitudes
toward
accountability
which are most applicable
to the concept of private
accountability.

for

Islamic

Banks

and

Financial

Institutions (SFA 2) made it very clear
that the Islamic concept of disclosure
revolved around the concept of 'adequate' disclosure. Here, adequate disclosure means that the financial statements should contain all material information necessary to make them useful
to users.
AAOIFI's SFA 2 elaborated the concept
of adequate disclosure into two aspects
namely optimal aggregation and appropriate descriptions and clarifications.
Optimal aggregation means the financial statements should provide sufficient details to meet the users' need for
information. However, too much detail

Willet's (1997) proposed objectives of

can contribute to confusion. Therefore,

accounting disclosure. They argued that

it needs appropriate descriptions and

there are at least four objectives of

The implications o f Islamic accounta-

clarifications to make the information

accounting disclosure for an Islamic

bility on accounting is that the manage-

provided to be useful to users and suffi-

firm, whereby the first two are specific

ment and providers of capital need to be

cient additional notes become neces-

requirements laid down by shari'ah for

accountable for their actions (or in-

sary.

the firm to avoid riba' and pay zakah.

action) both within and outside the firm

The second two objectives are based on

by providing proper accounting and

Conclusion

inferred general requirements which

reporting. Thus, the Islamic concept of

The above discussion is an effort to crit-

can be referred to as 'social accounta-

social accountability departs clearly

ically evaluate accounting objectives

bility' and full disclosure'.

from

the western attitudes toward

and concepts from an Islamic perspec-

accountability which are most applica-

tive. The development o f a new disci-

While the first two objectives i.e. prohi-

ble to the concept of private accounta-

pline called Islamic accounting estab-

bition, of riba' and payment of zakat

bility.

lishes an urgent need for the accounting

have extensively been covered by many

academics and practitioners to underNew Horizon
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take studies that attempt to understand
how accounting is influenced by and

Financial Accounting for Islamic Banks

-

and Financial

Postulates

adapted to the way the economic system

AAOIFI

Institutions.
Financial

Accounting

is organized and the philosophy under-

Standard No. 9 (FAS 9), Accounting for

pinning its system. The interests on

Zakah..

Islamic accounting has been growing

-

for the past two decades, however, the

AAOIFI

El-Tegani,

Accounting

"Accounting
from

Gambling,

T

and

Karim,

and Accounting

R.A.A.
Ethics

Standard No. 17 (FAS 17), Investments.

- Miller,

- Adnan, M.A and Gaffikin, M. "The

Framework:

still at the infancy stage.
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International
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5th Islamic Finance Summit

23-25 January 2006
T h e Millennium H o t e l , L o n d o n Mayfair
The 2006 Islamic Finance Summit is primed t o be the biggest yet from Euromoney
Seminars. Having garnered support from the world's leading professionals over
the past four years, January 2006 will welcome back more leading Islamic
finance professionals than ever before for a packed programme
that addresses all learning requirements t o enable success in
the modern Islamic finance marketplace, whilst satisfying
the equally important networking needs of the audience.
www.euromoneyseminars.com

Advanced Bank Analysis - Seminar/Workshop

20th & 21st M a r c h 2006
Limassol, Cyprus
Capital Intelligence's (CI) Bank Analysis & Ratings Seminars are designed t o provide
an insight into the credit rating methodology employed by CI and t o gain an
understanding of rating techniques and counter-party risk analysis.
Contact: Dina Vanessa James
Tel: +357 25 342300
email: dina.james@ciratings.com
Web: www.ciratings.com
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TAKAFUL

ICMIF SERIES OF TAKAFUL ARTICLES
T H E ROLE O F Z A K A T IN RISK M A N A G E M E N T

F O R T H E P O O R - The Experience of Selangor Zakot Centre
By Mohamed Zamerey Ben Abdul Razak Al Dawood

Zakat is an empyreal system and law set up by the Almighty God as
the creator of human beings and which is closely linked in Islam to
social equality. Zakat is a balance of vital needs between people in a
given society. Zakat is also an intermixture between the present life
responsibilities and the hereafter, between the care and attention
shown by the rich and their role towards poor and needy people.

1. Introduction
The Zakat system is as clear as its obligation as God says in
the Holy Koran: "And be steadfast in prayer; practice regular charity; and bow down your heads with those who bow
down (in worship)" Surat El-Baqara 43. The precepts of the
Almighty God conceming the Zakat were repeated 32 times
in the holy Koran that shows how important and how compulsory this practice is in Islam. Zakat's development and
performance process was absolutely clear during the glorious past Islamic ruling, and this was made possible thanks to
the resourcefulness and the rapidity of Zakat gathering and
collection as well as to the awareness of the society of their
obligations conceming the importance of paying and performing the Zakat.
Thanks to God, currently we can find several authorities that
try to make Zakat something compulsory, and essential, and
whose constant aim is to develop and promote the Islamic
society. Malaysia is one country among others that started to
take the necessary steps. The aims behind these steps are to
find and establish Zakat gathering and collection centres,
which are run on a high level and on a professional basis.
2. Development of the Zakat Collection and Distribution
Centre in Malaysia
A l l matters and transactions related to Islam are performed
and administered under the supervision of the relevant govemment of every state (state's govemment) through the independent religious affairs council for every state. Therefore,

t d k a M

every state in Malaysia has its own independent religious
affairs council which performs and manages specific matters
and transactions relative to Islamic issues. The Zakat Centre
is one of its relevant administrative department and under
the jurisdiction of the state's independent religious affairs
council.
In some other Malaysian states, private companies and
enterprises related to the religious affairs council were established to collect and gather the Zakat such as in the federal
states of Kuala Lumpur, Selangor, Malacca and Pahang. The
purpose of establishing such Zakat collection centres is to
eradicate complex routine administrative issues and matters
as well as to contribute in the performance of Zakat management and distribution.
However, some states are still self-managed as far as Zakat
management and distribution are concerned via some departments or organisms specially established under the supervision of the state's religious affairs council named "Beit El
Mai" or "Zakat Department". The results and abilities of
Zakat management start to become clear and evident through
companies and enterprises specially established under the
supervision of the state's religious affairs council compared
to what is called "Beit El Mai" or "Zakat Department" in collecting and distributing the Zakat. Some of these centres play
a role of collecting Zakat only and perform their roles for
administrative purpose in collecting and gathering the Zakat
such as for the federal state of Kula Lumpur Zakat Centre,
New Horizon
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Malacca Zakat Centre and Pahang
Zakat Centre. Whereas, the Zakat distribution task is still carried out and managed through "Beit El Hekma
Department" "Beit El Mai Department"
or "Zakat Distribution Department" in
the state's religious affairs council.
3. Selangor Zakat Centre
It was established on February 15th,
1994 and registered as Selangor religious affairs council Zakat Company
Ltd. and abbreviated as 'MAIS ZAKAT
SDN BHD'. The Selangor Zakat Centre
started its activities in October 1995
with eight employees and in 1998, this
centre was empowered with the responsibility to administer the Zakat
Distribution Department. In 1999, the
Selangor Zakat Centre obtained and
was awarded the Intemational Quality
and Norms Certificate.
Currently, Selangor Zakat Centre
employs 184 employees who are working on a permanent basis, has 20
branches and centres for collection of
the Zakat and has 10 representing agencies in collecting the Zakat such as the
Malaysian Post, The Malaysian
Commercial Banks and many others.
3.1 Administrative organization chart
of the Selangor Zakat Centre (see
Annex 1): What is noticed from a first
sight to this administrative organization
chart of the Selangor Zakat Centre is
that it is a company and an enterprise
managed on a commercial and professional basis by and under the supervision of highly qualified and experienced
officers and executives. Several departments and services were established
within the Selangor Zakat Centre to fulfil the company's ambitions to reach the
highest level and to make sure that all
operations, matters and plans are strictly organized and performed on an intensive basis. We would like to wish them
honesty, righteousness and devotion in
18
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their work and may the Almighty God
bless them all so as to promote and
develop the Zakat as an essential and
important issue for the improvement
and development of the Islamic nation.
3.2 Total of the collected Zakat under
the supervision of the Selangor Zakat
Centre: The collection of Zakat level in
the state of Selangor reveals a high and
noticeable increase since it has been
managed on a commercial and professional basis.

Allah is Knower, Wise." Surat AtTaubah 60. It should also be noticed that
the rights of the above mentioned eight
categories are granted through and
under the supervision of the Selangor
Zakat Centre. This working paper
focuses more on the manner how to
manage the menaces for a specific category of poor and how to manage it
through Zakat payments and it is no
doubt that the lives of these poor people
not only need care and attention, and a
well organised

Year

Total of payers

Amount collected

2000

23,295

39,966,873

2001

37,673

55,160,808

2002

46,860

79,018,564

2003

58,061

86,280,197

2004

79,550

107,041,894

/ MYR = 0.264 USD
4. Zakat Distribution
It is compulsory in Islam, as far as
Zakat collection and gathering are concerned, to be distributed to those who
really in need and who belong only to
these eight categories mentioned in the
Holly Koran in the following Surat:
"The alms are only for the poor and the
needy, and those who collect them, and
those whose hearts are to be reconciled,
and to free the captives and the debtors,
and for the cause of Allah, and (for) the
wayfarer; a duty imposed by Allah.

DhuAl Hijjah 1426

planning to face potential dangers that
they could encounter in the future, but
also to relieve them from the poverty
they are enduring and to prevent the
forthcoming generation to live in such a
condition.
In order to eradicate this constant
poverty problem and sufferance, the
Selangor Zakat Centre designed several
plans for the forthcoming and expected
helps so as to build a better fuUire and a
better life for poor These distributed
helps and aids can be seen in the following table:

TAKAFUL
Through the aids and assistance mentioned before, the poor become capable
of improving their life condition and
skills in order to build up a better prosperous future. While working towards
that end, they are still subjects to unexpected extemal dangers such as accidents, fires, diseases and deaths. In
order to preserve the standard of stability in living condition for the families
and dependents of the poor, the people
responsible of Selangor Zakat Centre
with the cooperation of Takaful dealers
and employers have prepared a plan
(made up to suit the condition and the
needs of the poor) to face risks.
5. The Collective Family Takaful Plan
Islam requires from his followers correct and safer planning for a happy life
on earth especially from people who
have families with children and spouses. It is obvious in the following verse
of the Holy Koran: "(In the case of)
those of you who are about to die and
leave behind them wives, they should
bequeath unto their wives a provision
for the year without turning them out,
but if they go out (of their own accord)
there is no sin for you in that which they
do of themselves within their rights.
Allah is Mighty, Wise." Surat El-Baqara
43

ments. That money is
deposited m the Collective
Takaful Fund. Conceming
the
new
cooperation
between Selangor Zakat
Centre and Ikhlas Takaful
Company Ltd, the new
convention/agreement o f
cooperation which was
signed on 28 April, 2005
includes the following
articles:
1. Fund Name: The
Collective and Intensive
Takaful
Fund:
The
Collective and Intensive
Fund (Ikhlas) has developed with the factor and

4.J(a) Table of Zakat distribution to poor under
^^e supervision of the Selangor Zakat Centre

Year

Zakat distribution to poor

2000

4,820,230

2001

12,963,229

2002

17,335,047

2003

26,574,266

2004

31,019,159

4.1 Table o f total benefits

Total benefits
(Malaysian Ringgit)

BenefitsI

24,000

Normal Death Benefit

48,000

Death Benefits in case of Accidents

24,000

Benefits for the Total Loss of Capabilities for life due to
Normal Cause

48.000

Benefits for the Total Loss of Capabilities for life due to
Accidents

Taking into consideration wisdom,
wakefulness and comprehension, planning to face dangers is highly important
for the care takers of the poor The people responsible for Selangor Zakat
Centre have made a convention/agreement of cooperation with the dealers
and Takaful companies such as Takaful
Malaysia Ltd and Ikhlas Takaful
Company Ltd and aim to make known
the plan of protection and social security for the poor.
Selangor Zakat Centre with the consent
of the poor prepared a budget for them.
It has been done through a monthly
deduction from their monthly pay-

20 a day

Hospitalization Benefits

48,000

Permanent Partial Disability due to Accidents

24.000

Difficult Illnesses

32.9% of the

Savings

monthly subscription
600

subscriber

600

Husband/wife

300

Children (3)
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4.2 T a b l e o f Z a k a t d i s t r i b u t i o n t o p o o r s t a r t i n g f r o m January t o M a r c h 2 0 0 5 :
Distribution type

.March

February

January

000

000

14,295

14,295

102,031

231,770

35,233

369,036

Poor wealth

000

000

000

000

A i d present distribution to poor
orphans

000

000

000

000

Administration o f a sewing plant

33,722

84,235

24,171

142,129

Medical help

16,837

19,549

14,439

50,826

Building houses to individuals

272,700

197,226

589,450

1,059,376

House renovation

100,000

41,000

43,000

1 84,000

House renting aids

5,320

22,330

14,140

41,790

Adventitious aids

12,218

26,893

2,835

41,946

498,800

539,920

99,250

1,137,970

Collective Takaful membership

1,840

41,502

4,632

44,294

Celebration o f M u s l i m s ' feasts

18,245

47,210

35,064

100,519

000

1,000

970

1,970

Electrical aids

64,350

22,500

50,500

137,350

Aids as capital for commerce

48,000

24,000

121,570

193,570

Aids as capital for fish breeding

4,300

19,000

28,000

51,300

Aids as capital for agriculture

5,500

1,550

3,000

10,050

Aids as collective capital

6,750

2,440

6,742

15,932

M o n t h l y food aids

182,758

44,032

106,381

333,172

Skills learning aids

14,428

9,317

10,001

33,747

Training sessions

41,754

15,443

57,240

1 14,438

33,790

171,677

1 80,948

386,415

Education fees aids

24,461

73,903

172,647

271,012

Scholar prizes

13 1,463

95,596

65,416

292,476

1,615,591

1,732,098

1,679,930

5,027,621

A i d presents
Building urban areas

Monthly financial aids

Funeral expenses

Scholar fees aids

Total

1

Total

1

TAKAFUL
principle of high benefit, benefits of
protection and total care with a low
monthly deposit. This special feature
has attracted the subscribers who are
actually longing for a better life in the
future.
2. Monthly Subscription: 20 Malaysian
Ringgit (USD 5.296)
3. Age Accepted: 18 to 54.
5.1. Takaful Fund Benefits
5.1.1. Normal Death Benefit: In case of
normal death, the total sum of the security amount is paid to the subscriber's
inheritors or to the closest of his family
members.
5.1.2. Death Benefits in case of accidents: I f a subscriber dies in an accident, a double sum is paid to his inheritors or to the closest of his family members depending on the total sum of the
security amount.

5.7.7. Hospitalization Benefits: A subscriber is paid on a daily basis once
admitted at a hospital for treatment.
Takaful Fund includes security and
deposit for the benefits of the poor. It
operates indirectly because i f the head
of the family happens to have an accident whatsoever, they can find a security plan and care. Children of the poor
will be given a good chance for security and care plan and this will make them
love depositing. This fund helps the
poor and inheritors at crucial times and
the total security aids taken from the
Deposit Fund will assist towards that
end.
6.0. Recommendation
6.1. Education Takaful: It is possible to
widen the scope of the caretaking. As a
matter of fact, subscriber's children can
also enjoy the benefits through collective Education Takaful. Thanks to
deposit, a special and independent fund
for education and teaching will be set
up for those children so that they can
continue their further studies.

5.7.5. Benefits for the Total Loss of
Capabilities for life (Total Permanent
Disability) due to Normal Cause: In
case a subscriber has lost his total capa6.2. Zakat as a basic and fundamental
bilities for life due to a normal cause, he feature: Zakat should be an important
is paid 10 times the amount of his annuand fundamental feature of Muslim
al deposit as a total security.
Countries. This can happen through the
creation of an Income Section within
the State Income Department which
5.1.4. Benefits for the Total Loss of
collects taxes. Therefore, various forms
Capabilities for life due to Accidents:
of aids can be delivered to those who
In case a subscriber has lost his total
need it by Zakat Collection under the
capabilities for life due to accidents, he
control of a central administration.
is paid the total amount for security.
5.1.5. Difficult Disease
Benefits
(Critical Illnesses Benefits): In case a
subscriber suffers from one of the 40
listed diseases, he is entitled to flill
security as compensation.
5.7.6. Funeral Expenses Benefits: In
case of death, the funeral expenses are
paid to the subscriber's inheritors or one
of his family members.

7.0. Conclusion
This fund can be carried out and worked
out through Zakat Collection Centres
because the total number of contributions and subscriptions is suitable for
the level and living standards of the
subscribers. The Muslim World should
reconsider the importance o f Zakat
companies in order to help the poor

cope with life burdens. In this context,
the creation of Selangor Zakat Centre in
Malaysia has changed the way, the form
and the standard of their living. Hence,
not only have the poor received aids for
their life but also benefited from the
Care and Security Fund.
The success and Ijtihed (hard work) of
Selangor Zakat Centre can be a perfect
example for the Muslim World. In fact,
Zakat companies can deal with the businesses and needs of the Muslim Nation
such as assisting the poor and the needy.
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Annual Report 2000; - Selangor Zakat
Centre Annual Report 2001; - Selangor
Zakat Centre Annual Report 2002; Selangor Zakat Centre Annual Report
2003; - Selangor Zakat Centre Annual
Report 2004; - Agreement contract
between Selangor Zakat Centre and
Ikhlas Takaful Company Ltd
Established in 1922, the International
Cooperative and Mutual Insurance
Federation (ICMIF) is a not-for-profit
vohmtaiy trade association representing 144 member insurers from 69 countries including eleven Takafid operators. The principal member services
provided by the secretariat are reinsurance, development, training, intelligence (a function which includes a
range of collaborative research reports
and professional networks), lobbying
and a biennial CEO and reinsurance
conference.
Additionally, there a number of centrally driven initiatives which include the
ICMIF series of mutual funds, the
ICMIF Best Practices Knowledge Hub
and the industry acclaimed insurance
and reinsurance business simulations.
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