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Accounting for Uniform Standards

t is no secret that there are significant variations in the
presentation and degree of disclosure in the financial
statements of Islamic banks and financial institutions.
More disturbingly is the lack of quality information that
would enableapotentialdepositor,investor or user of Islamic
flnance to make a relatively informed judgement about a
particular institution's health.
However, this issue of a lack of uniform accounting standards in
Islamic banking and finance, is a serious one which perhaps has
obfuscated the acceptance of Islamic banking on a wider scale
especially in Western Europe. Western monetary authorities
such as the Bank of England rue the fact thai financial reporting
varies such a lot on such important issues from one Islamic bank
to another and very often in the same country.
The Phuining Committee of the Financial Accounting Standards
Board of Islamic Banks and Financial Institutions in Bahrain
have commissioned a number of studies to address the problem.
The committee will probably think it unfair, but to date no
concrete measures have been adopted to enforce a uniform and
universal set of Ishimic banking accounting standards.
Part of the problem is that Islamic banks cannot be left to selfregulate. As such it is incumbent on the monetary authorities in
IsUunic countries to impose uniform accounting standards on
Islamic banks, without which no Islamic bank could get a licence
or operate in aparticular jurisdiction. Indeed, the central biinks in
the Muslim countries will find that their counterparts elsewhere
will be only tcx) willing to co-o[)erate.
It is importitnt for the central banks in the M uslim states to consult
their counterparts, for instance, in Western Europe, where a
number of Islamic financial institutions arc l(K;ated. In this way
issues such as taxation, 'Aakat and other pertinent issues can be
discussed. Tliere should also Ix; gretiter contact with the Bank of
International Settlement (BIS) and the Basle Committee of
Banking, who really set the guidelines for international banking
regulations.
There arc a number of fundamental areas that need to be sorted
out. Under the new Basle guidelines, multinational banking
groups must submit consolidated accounts to one regulator/
supervLsor. There is at least oncmajor Islamic financial institution
which does not publish consolidated accounts nor has it got a
banking licence in its countiy of domicile. However, to tie fair,
the institution has tried to get a licence in its home country but the
monetary authority has re[x;atedly rcfu.sed to grant such an
application.
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Annual statements of Islamic banks also fail to give full information
about .shfucholders and board directors - the size and value of their
stakes or whether they are paid or non-executive dii-ectors.
Information about the Shariah Board is idmost non-existent other
than pers(.)ns serving on them. There is no information about how
many transactions have been vetted; what prcx;edures are used: how
many transactions have been vetoed and the qualifications of the
members of the Shariah Board.
Almost all Ishimic banks accrue some interest on activities in the
conventional sector in which they are either forced to invest under
the banking regulations of a particular counlj^ es[x;cially in the
West. However, this kind of information is hardly revealed in the
financial reporting of Islamic banks. More important perhaps is the
question of how these funds arc disposed.
Another source of confusion is the concept of 'Funds under
Management' which allows banks to not to he liable for these funds
because they are off balance sheet funds. What is disturbing is that
one bank in one country differs in its treatment of this concept to
another bank in another country, but which iue part of the siune
parent group.
Islamic banks hardly ever give adequate information about its
declared'/xikat- whether the Yxikat to be distributed is corporate or
paid by individual shareholders. There is no infonnation how the
Zakat for the financial jxiricxJ is arrived at and how it is distributed
in each financial year. It is also a dubious practice to carryover Z«A:«?
funds from one fiscal yeiU" to another. Those '/xikat committee s in
Islamic biuiks are notoriously slow and lethargic when it comes to
distribution of dechired YMkat.
However with a changing banking envin)nment following the
spectacular collapse of a numter of intemational banks, factors such
a.s capital adequacy, credit rating, capital reserves and restructuring
are being significantly highlighted.
On the conference circuit, this important but neglected topic is also
to get an airing. Later this month (May) the Institute of Islamic
Banking and Insurance in London hosts a seminar on the
'Development of an Accounting System for Islamic Banking'.
Accounting standards and tiixation issues such as abohtion of
withholding tax on deposits will feature even more prominently at
a major conference in Kuala Lumpur on 5-6 July entitled 'The
Challenges of Interest Free Islamic Banking System'.
The hope, of course, is that the talking and the studies will now
conclude. The time for action and implementation could not be
more urgent
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Islamic Bank of Bahrain - The Jewel in
DMI's Crown
For the Manama-based Faysal Islamic Bank of Bahrain (FIBB), a member of Dar Al-Maal Al Islami (DMI) Group,
fiscal year 1993 has been a year of consolidation and sustained growth despite the difficult conditions and the
increasingly competitive environment Islamic banking and finance.

F

IBB, set up 12 years ago as the first
of the Group's massarefs (Islamic
commercial banks) is fast becoming
thejewel in DMI's crown and continues its
robust performance.
Sound Management

FBB's success is largely due to the
management style and policy of the
experienced general manager and chief
operating officer Imtiaz Pervez, one of the
outstanding Islamic bankers of his
generation.
According to FIBB President and CBO
Nabil Naseef, FIBB continued to play a
major role in various fields of Islamic
banking especially in its pioneering
Morabaha (cost-plus financing)
syndication facility.
Thus far FIBB has lead managed three
separate Morabaha facihties this year
mainly for the Cotton and Rice Export
Corporations of Pakistan and the Pakistan
National Oil Company.
But to date FIBB has lead managed 22
syndications totalling $2b with the
participation of 56 Islamic and conventional
banks since 1987. FTBB has created a
pioneering niche forthese syndicationsand
the fact that they are heavily oversubscribed
everytime they are offered, underlines the
success of the product. Indeed this
instrument is now being used widely by
other Islamic banks throughout the world.
FIBB sees Morabaha syndications as a
major growth area and there are possibilities
that the bank will arrange such syndications
for corporations and companies in other

countries especially in the high growth
economies of South East Asia in particular
Malaysia and Indonesia.
There have been suggestions that this type
of specialist facility could be extended to
other regions such as the Middle East,
North Africa and the Muslim Central Asian
Republics where commodity export and
import finance is in big demand.
Intra-lslamic Trade

FIBB continued to give special attention to
financing intra-lslamic trade and the thrust
of its syndications are aimed primarily at
enterprises in Muslim countries. Nearly 60
per cent of the financing activities of FIBB
during fiscal year 1993 were in support of
trading operations.
Last year FIBB, which has been operating
as an Offshore Banking Unit (OBU) in
Bahrain, got an on-shore commercial
banking hcence. Its first commercial branch
in Bahrain thus started operations in October
and the bank has plans to open a second in
Bahrain during the year. The branches are
expected to contribute "significantly to the
country's industrial and commercial
sectors" as well as to its financial markets.
FIBB's financial results are indeed
encouraging, reflecting the underlying
strength of the bank. Net profit after tax
increased by 9.6 per cent from $ I0.05m in
1992 to $ 11.02m in 1993, although
translated into return on average equity, the
figures are reversed decreasing to 14 per
cent from 15.1 per cent. Total income also
increased to $28.57m from $26.23m.

During the year FIBB also increased its
authorised capital to $2(X)m and its share
capital increased to $70m, of which all is
fully paid up, and reserve capital totalled
$14.8m.
Dividend Payout

The board of directors also recommended
the payment of a 10 per cent dividend to
its shareholders. According to Nabil
Naseef, FIBB experienced a growth in its
overall activities with total deposits
including funds under management
increasing by 7 per cent in fiscal year
1993 to $ 1.38b compared to $ 1.29b in the
previous year. Total assets including funds
under management increased to $ 1.697b
in 1993 compared with $ 1.68b in the
previous year.
In Pakistan, FIBB has three branches and
these, according to the bank's latest
annual report, maintained strong growth.
There are however plans to convert the
FIBB branches in Karachi, Lahore and
Faisalabadintoalocallyincoiporatedbank
and the necessary permission from the
State Bank of Pakistan has been sought.
According to the plan, some 50percentof
the equity of the entity will be offered to
local investors through a share flotation.
The new bank will be capitalised at $50m.
During 1993, FIBB's parent, the DMI
Group sold 5.6 per cent of the issued
capital of FIBB to leading businessmen in
theGuIf states which resulted in a $8.39mn
profit for the Group.
May
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1993A Year of Transition for DMI

T

he Geneva based Dar Al-Maal
Al-Islami (DMI) Group, the
Islamic financial institution
headed by Prince Muhammad AlFaisal, is to concentrate on mobilising
more funds and generating more
business during 1994.
At the Group's recent AGM in France,
Chairman Prince Muhammad Al-Faisal
stressed that although fiscal year 1993 was
one characterised by recession, "the present
situation is a transitional one which should
improve with the turn around of the world
economy. In order to improve the Group's
income, steps have been taken to generate
more business, to diversify investments
through Islamically-structured trade and
corporatefinacetransactions, to launch new
Islamic financial instruments and products
that will help improve the Group's
performance and to develop a positive
image".
The DMI Group, one of Islamic banking's
pioneer groups and which has an authorised
capital of $lbn and paid-up capital of
$3 lOmn, has maintained its deposit base
despite an stubborn economic recession
especially in the Westanda sluggish growth
in the Gulf states - the two regions where
the core business activities of DMI is
conducted.
Funds under management sHghtly
increased for fiscal year 1993 totalling
$2.699b compared with $2.686b in the
previous year.
The Trust's book value per unit share is
valued at $88.97 at end 1993, and although
DMI Trust capital and net assets are down
from $274.8mn to $239.68mn for the same
period, total assets increased from
$627.63mn to $669.18mn. The aim for this
4 May ^994 NEW HORIZON

year is to increase profitability and to
reverse this year's loss after tax and after
transfers of $26.824mn.
The economic recession in the West has
once again taken its toll in most countries
and this is reflected in the banking sectors
in general. The majority of DMI's
shareholders are from the Gulf states and
the Middle Eastern states and its activities
areIargelyconcentratedinBahrain,Geneva,
Pakistan and Istanbul. Other Islamic banks
in the Gulf and the region elsewhere in
Southeast Asia are in fact similarly faced
with cost-cutting, efficiency measures and
restructuring as business becomes even
more competitive.
DMI's subsidiaries such as the Manama
based Faysal Islamic Bank of Bahrain
(FTBB) andtheGenevabasedFaisalFinance
(SA) are bucking the trend reporting
increased profitability - perhaps the
sfrongest sign the shoots of recovery are
sprouting. Faisal Finance for the sameperiod
has actually turned a SFRl.lmn loss in
1992 to a net profit of SFR44,000 in fiscal
year 1993.
If as Chairman Prince Muhammad AIFaisal stresses, "the dominant external
influence on the Group's business activities
during 1993 was the persistent economic
recession in most of the leading
industrialised countries", then perhaps DMI
is set to explore new business opportunities
in other pockets of the world where the
recession has been muted such as the AsiaPacific Rim counties, which "remained
firmly on a sustained growth path".
DMI's Board of supervisors, whose
chairman is Prince Mohammad, sttess in
the latest annual report of the Group that the
prosperous Islamic countries in Asia such

^

as Malaysia, Indonesia, and Brunei
continued to boom and offered growing
trade and investment opportunities. The
accelerated growth had significant effects
as these countiies provided each other wi th
fast-growing markets for manufachired
goods as well as primary commodities.
As such DMI's offices in Djakarta and in
the Offshore Banking Unit in Lubuan in
Malaysia, are in for a busy year as the
Group tries to access opportunities
especially with other Islamic banks in the
region such as Bank Islam Malaysia (BIM)
in Kuala Lumpur and Bank Muamalat in
Djakarta in Indonesia, the world's most
populous Muslim nation.
Bank Bumiputra, according to Malaysian
finance minister Anwar Ibrahim, who is
very sympathetic to Islamic banking, is up
for sale and it should be possible for DMI
with local investors to acquire the Bank,
which could then be converted into apurely
Islamic financial institution. The Malaysian
government in the past has indicated that it
does not have objections to acquisitions of
existing banks, but no new banking licences
would be accommodated because the
countiy is overbanked and branched.
DMI's Board and management are
determined to come up with more
innovative ways of generating business
opportunities to ensure a sustained future
profitabihty and sound performances. The
base is there - the Group's operating profit
income increased last year to $65.78mn
compared with$62.17mn in 1992. The
Group also made a profit of $8.34mn as a
result of the sale of 5.6 per cent of shares in
its Manama based subsidiary, Faysal
Islamic Bank of Bahrain (FIBB).
DMI is also expanding its interests and
investment in its Cairo based affiliate the
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Faysal Islamic Bank of Egypt (FIBE).
The Group has acontingency commitment
to contribute $6.37mn and to underwrite
a further $18.127mn under a plan to
increase the capital of FIBE. DMI already
has a $7.356mn investment in FIBE.
Other measures being taken by Chief
Executive Officer Omar Abdi Ali
including cutting Group expenditure by
restructuring Group operations, reducing
staff and eliminating a number of
unprofitable operations and nonproductive units. Chairman Prince
Muhammad pledges in the recently
released annual report that "the
expenditureoftheGroupwillbemanaged
as tightly as possible without sacrificing
efficiency. Special steps are being taken
to ensure that all these measures do not
reduce DMI's ability to serve its clients
fully and effectively".
In 1993, DMI did restructure its
operational and administrative HQ in
Geneva, reducing Trust staff and closing
loss-making departments. And this has
resulted in a one-off charge of $3mn,
which is reflected in increased expenses
of $56. Imn in 1993 compared with $49mn
in the previous year.
The DMI Trust now only accounts for 7
per cent of Group employees compared
with 33 per cent a decade ago. Overall the
averagenumberofemployeesatend 1993
totalled l,149uponthe l,104in I992,but
this reflects the Group's expansion
overseas.
The Islamic Investment Companies of
the Gulf (IICG) in Sharjah, Bahrain and
Bahamas, remained the flagship of DMI
even though funds under management
decreased from $1.46bn in 1992 to
$1.25bn last year. This year the IICG's
are seeking "to increase the number of
their private and corporate clients and to
respond to their changing needs by
developing new investment opportunities
in profitable ventures designed topreserve
capital and produce reasonable returns
for various groups of clients".
The Group's Islamic banks (the
Massarefs), of which Faysal Islamic Bank

of Bahrain (FIBB) is the flagship have
shown encouraging resilience and growth.
FIBB'snetprofitfor 1993 totalledahealthy
$1 Imn - up 9 per cent on the previous year
and giving an average return on equity of 14
per cent. FIBB also consolidated its
syndicated trade finance under the
Morabaha instrument and has thus far lead
managed 22 such syndications totalling
$2bn, with 56 intemational Islamic banks
and conventional banks participating. (See
separate article).
In Pakistan, the Al-Faysal Investment Bank
(FIBL) set up in 1992, increased its deposit
base to $80mn at end 1993 and the bank is
establishing its Morabaha financing in a
market with much greater opportunities.
In Turkey, Faisal Finance Institution (FFI)

increased its net profit from $0.2mn in
1992 to $2.6mn in 1993 - this was achieved
despite the dire economic situation in
Turkey which has just reported three-digit
inflation figures for the fu-st time in more
than a decade.
In Europe, Faisal Finance and Faisal
Intemational Bank (formerly the Islamic
Bank Intemational of Denmark) are being
considered and restractured for expansion
in the European Union. The same appUes
to the Group's Takafol and Retakafol
companies.
Once again the main Group activities
included long-term investments such as
core project financing in manufacturing,
hade fmancing and equity participation
certificates.
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Bank Chief Moves to
Reassure Islamic Bankers
In a speech delivered in London recently to the Arab Bankers Association (ABA), the
Chairman of the Bank of England (BoE), Mr Eddie George made a special effort to reassure
his audience that Islamic bankers could rely on the full support of the BoE. The fact that Mr
George chose to mention this topic at all shows that this is an issue that will not go away.
NAOMI COLLETT reports.

E

ver since the closure of the Bank of
Creditand Commerce Intemational
(BCCI) - which although not an
Islamic bank as such, its deposit holders
were predominantly Muslim - relations
between the Islamic banking community
and the BoE have been at best ambivalent.
Calls by British Muslims for those at BCCI
to be charged with fraud rather than the
bank closed, fell on deaf ears and many
claimed that the BoE's decision was
motivated by a desire to use BCCI as a
scapegoat.
Any suspicions on the part of British
Muslims towards the BoE were only made
worse with the closure of Britain's only
Islamic bank, the London-based Albaraka
Bank in June of last year, on the grounds of
Albaraka's complex corporate structure,
lack of consolidated accounts, lack of a
banking license in the Group's domicile
country (Saudi Arabia) and ownership
stmcture.
AgainitwasfeltbytheMushm community
that Islamic banking had been singled out
for unfair treatment and that Albaraka's
owner. Sheikh Saleh Kamel should have
been given more time to get his affairs in
order. In fact, the closure lead many
prominent Mushms to go as far as to claim
that the BoE would never allow an Islamic
bank to operate in Britain.
In fact, it was just in last month's
6 May
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The Bank of England
Overview that NEW HORIZON asked received.
why - given the fact that London is a As NEW HORIZON has already pointed
major centre for Islamic banking out, the need for an Islamic bank in the UK
transactions such as Morabaha (cost plus is there. And considering that the first
fmancing) and Ijara (Leasing) - it still anniversary of the closure of the Albaraka
does not have a single Islamic bank. And Bank is rapidly approaching, Mr George's
surely the fact that the Dallah Albaraka comments were well timed.
to Mr George, the bank is well
Group, Al Rajhi Group and the Dar Al According
aware
that
the
Islamic banking community
Maal Al Islami, haveall chosen to establish has, on some occasions,
been suspicious of
subsidiaries in the UK along with the the BoE's motives. "There have been anumber
flotilla of conventional banks all offering of recent incidents which, I am aware, have
Islamic banking services, points to the left the impression that the bank is in some
fact that an Islamic bank would be well way suspicious of Arab banks and Arab
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banking practices, and unfriendly in
particular towards Islamic banking."
But, as Mr George went on to explain,
this was simply not the case.
"There have been a number of
recent incidents which, I am
aware, have left the impression
that the bank is in some way
suspicious of Arab banks and
Arab banking practices, and
unfriendly in particular towards
Islamic banking." - Mr Eddie
George
Referring to BCCI he said that the bank
was closed because of the discovery of
pervasive fraud, "not because of any
other characteristic" and "the action
would have had to be the same no matter
where the bank was owned or originated."
Mr George also made a tacit reference to
the BoE' s decision to suspend Albaraka's
license; "Supervisors worldwide have
learnt from the experience (with BCCI).
It served to focus their attention on the
risks posed by international banking
groups that are not effectively supervised
on a consolidated basis, and where their
location and structure is such as to
obscure effective supervision...as
supervisors, we must be satisfied about
the capital, liquidity and corporate
structure of every bank in London."
Mr George did however say that there
were still aspects of Islamic banking that
were a cause for concern although he
believes that none of these problems are
insurmountable.
The two areas that he singled out for
special attention were the problems of

classifying Islamic funds within the UK's
legal framework, and the issue of risk.
The question Mr George asked was; "To
what extent and in what precise forms,
are funds placed with an Islamic
institution capital certain, thus falling
within our banking act definition of
deposits, or to what extent are they
participating in a collective investment
scheme, falling under the financial
services act?"
On the subject of risk, Mr George warned
that the absence of interest in Islamic
banking could place a greater burden on
risk managers in Islamic banks. This
would particularly be the case because

Islamic banks' earning assets may tend
towards the long term and the iUiquid,
which may require the institution to hold
higher levels of overall liquidity, with
possible negative implications for its
profitabihty.
Mr George's comments were the last in a
long line of attempts by the BoE to reassure
Islamic bankers that it is not opposed to
their form of banking and would have no
hesitation about granting a banking license
for a British-based Islamic bank - provided
that it conforms to UK laws and the Basle
convention (on banking). Now the onus is
on Islamic bankers to step forward and put
Mr George's word to the test.
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The Accounting System in
Islamic Banking
Final in the three-part series by MUSTAPHA HAMAT, Financial Director, Bank Islam Malaysia
Berhad (BIMB). The first part of this paper highlighted features of an accounting system which are
essential to any Islamic banking operation. The second section looked at the many changes and
modifications that could be made to existing accounting standards in order to ensure that they
conform to Shariah principles. In the third part of the series, Mr Hamat examines the implications
for Islamic banking on tax laws.

A

s far as tax laws in Malaysia are Act of 1949 - which was enforced in 1983
concerned, there are three Acts - customers are obUged to pay ad-valorem
directly affected by Islamic duty twice, and assessment is made on the
bankings' operations. These are the Stamp basis of cost plus profit. The customers
Duty Act of 1949, the Real Property Gains have to pay ad-valorem duty when the
Tax Act of 1976 and the Income Tax Act property is purchased from a developer or
of 1965.
vendor. The customer also has to pay adThe implications of Islamic banking for valorem duty again when the property is
these acts arise mainly from the changes in sold to the customer and this time
the depositor-bank and bank-entrepreneur assessment is made on the sale price.
relationships as well as the prohibition of Because of this double duty, as one would
interest. For the purpose of this paper it is expect, financing according to the Bai
best to deal with the three major tax issues Bithaman Ajil mode is extremely
which need amending or at least need the expensive and as such, it cannot compete
with conventional housing loans.
introduction of new provisions.
Any changes would be in the form of an BIMB has sought exemption under section
introductory definition to Islamic banking 80 of the Stamp Duty Act of 1949 for the
as an amendment to item 27 of the first following provisions:
schedule of the Stamp Duty Act of 1949. a. That no stamp duty is to be imposed on
Second, paragraph 3(g) of the second the purchase agreement when the bank
schedule of the Real Property Gains Tax buys property for the customers,
Act of 1976 should also include an b. That only nominal duty is imposed on
introductory definition and third, section 2 the sales agreement as the customers pay
of the Income Tax Act of 1965, should ad-valorem duty on the transfer,
include a redefinition of interest to cover
That assessment of the duty (then under
gains or profits arising from transactions c.Section
12A) is to be made on the basis of
made according to Shariah principles.
amount disbursed and not on sale price.
There are many points to be kept in mind As a result of these requests, an
when considering possible changes and exemption order was issued by the
amendments to the Stamp Duty Act of Minister of Finance specifically to BIMB.
1949. As regard to financing extended to At that time, the ad-valorem duty was
customers who are using the Shariah paid on the timisfer documents as the
principle of al Bai Bithaman Ajil, if it is primary documents, however, this practice
based on the provisions of the Stamp Duty was changed. When the first schedule
8 May ^994 NEW HORIZON

was amended, i.e. item 27 where it
specifically includes financing under the
Shariah, theinfroductionofanewparagraph
12A (d) and 14A was made.
Paragraph 12A was made (d) relates to the
date for determining the market value and
paragraph 14A relates to the chargeable
duty to be calculated, based on the principle
amount excluding profit portion.
Changes and amendments are also needed
to be made to the Real Property Gains Tax
Act of 1967. Again it has implications
relating to Bai Bithaman Ajil financing.
When the property is purchased by the
bank, the transaction is not subject to the
Act - assuming that the Act is taken care of
by the vendor. But when the property is sold
to the customer, the ti^saction is subject to
the Act.
In view of the fact that the sales agreement
is a mere instrument under the financing
procedure involving "banks stock in trade"
BIMB has informed the Director General
that the gain from the ttansaction should be
treated as gross income under the income
tax act of 1967 and not as chargeable gain
under the act of 1976.
BIMB has again made a submission to the
Minister of Finance. The submission by
BIMB has led to the amendment of schedule
2, where Islamic banking is specifically
defined and the introduction of a new
paragraph 3(g), relating to the ti^saction in
which disposal price is deemed equal to
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acquisition price has been included.
Third, changes and amendments should
also be made to Income Tax Act 1965, as
Islamic banking affects the operation of
the Act in a number of areas. Among these
are:
a. The definition of interest in section 2
does not cover the profit or gain and
fmancial expenses charged to the profit
and loss account. To streamline this issue,
the Minister of Finance redefined the
word interest in this section to include
gain or profit and financial expenses. This
amendment gives a global definition to
this act.
b. Cash or accrual - the act provides that
the income should be recognised on a
cash basis. As such there are certain types
of income which would under
conventional banking, have been taxable,
but are not in Islamic banking.
c. Zakah is mandatory for Islamic banks
as provided for in the Islamic Banking
Act of 1983 but not in conventional
banking. Furthermore, Zakah is not
deductible either as allowable expenses
under Section 33 or as a knock off
against tax liability. As such in the case
of Islamic banking a certain proportion
of income is taxed twice. Neither of the
above tfrree issues have yet been
resolved.
The flexibility allowed by the accounting
conventions and the Shariah principles
in adopting different accounting methods
for the treatment of certain accounting
issues has lead to different results being
presented in financial reporting.
Therefore, unless proper disclosure with
regard to these issues; the underlying
Shariah principles; and the accounting
methods adopted is made, the information
contained in the financial statement will
not be useful for comparing the
performance of different Islamic banks.
Insufficient disclosure of the underlying

Shariah principles will subject the
Islamic banks to many pertinent
questions as regards to the Islamicity of
their activities. Therefore the need for a
standard accounting practice in the
reporting of Islamic banks' activities
worldwide is obvious.
However, this does not mean that
Islamic banks must come up with a
complete new set of accounting
procedures. The existing accounting
standards will continue to be applicable,
so long as they do not go against the
requirement of the Shariah. As
mentioned earlier, most of the accounting
issues found in the operations of Islamic
banks fall within the scope of existing
accounting practices or standards.
Therefore there is no need in Malaysia at
least for new standards to be formulated.
If observing certain standards is contrary
to the Shariah, the standards can still
continue to be adopted, but with some
modifications, as has been discussed

earlier in this paper in relation to the Disclosure
of Significant Accounting Policies and the
Information to be disclosed in an financial
statement.
In certain cases however, such as the provision
for bador doubtful debts andforeign exchange
transactions, a new type of accounting standard
needs tobeformulated as theexisting standards
do not cover these issues.
In summing up the implications of Islamic
banking operations for current tax laws, it is
safe to say that although tiie major tax issues
have been resolved either by the modification
of existing laws, or the inti-oduction of new
provisions, there are still certain pertinent tax
issues which remain unresolved.
This paper was first presented at the
Interest-Free Banking I Islamic
Financial System held in January
1994, Malaysia.
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monitors, display cards, printers, scanners tape streamers and
floptical drives.
• Training on all major software packages in English/Arabic.
• Systems can be customised to specific requirements.
• Data base derived applications written and training given.
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Al Faysal - Pakistan's Most
Profitable Investment Bank
At a time when the biggest ever privatization programme is being undertaken by the
Government of Pakistan, Al-Faysal Investment Bank has emerged, in its second year of
operations, as the most profitable investment bank in Pakistan.
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UBK's Funds Reviewed
Naomi Collett

In December 1993, in the midst of the ongoing debate over whether non-Muslim bankers are capable of structuring Islamically
acceptable deals, the United Bank of Kuwait (UBK), announced the establishment of two Islamic investment funds, one a trade
and currency fund and the other a leasing fund to operate under the auspices of its Islamic Investment Banking Unit (IIBU).
Five months later, the head of the Unit, Mr Duncan Smith has expressed his satisfaction at the performance of the funds. In fact
both funds - although obviously designed to appeal to Islamic investors - are not being marketed simply for their Islamic nature
but for their reliability and profitability, surely the most important criteria for any mvestment fund.

T

he first fund to be estabUshed was
the trade and currency fund. This
is an open-ended fund with a
minimum subscription of $100,0(X) and
deals monthly. Minimum subscription to
the leasing fund is $500,000 and dealing is
donequarterly.Fortaxpuiposes,bothfunds
operate out of Dublin's tax free zone with
shares traded through a subsidiary of the
UK's Baring Brothers.
The trade and currency fund was designed
as a non-interest bearing equivalent to bank
deposits. A minimum of 75 per cent of the
funds' assets are invested in the purchase
and sale of merchandise on deferred terms,
with risk averse companies, and up to 25
per cent of the fund's assets are held in cash
in non-US dollar currencies and traded on
a spot basis to generate capital gain. Both
types of asset have been approved by the
Shariah Committees of Islamic banks in
the Gulf region that invest through the
IIBU.
The fund's target is to exceed the equivalent
of US Dollar 1 Month LIBOR if the
investment is held for one year, and it
certainly seems to be on target, given the
fact that the fund has achieved a rate of
three quarter of a per cent over deposits in
its first four months.
And such is UBK's faith in the fund, that it
has seen fit to invest its own money.
Granted, this does not guaranteea continued
good performance, but it does give outside

investors more reason to feel that their
investments are secure. This is
particularly so since the fund - in line
with Shariah requirements - has no fixed
management fees, with the manager
being rewarded a share of the profits
only.
In fact both funds - although
obviously designed to appeal to
Islamic investors - are not being
marketed simply for their Islamic
nature but for their reliability
and profitability, surely the most
important criteria for any
investment fund.
And, according to Duncan Smith, the
fund is distinguished by its low risk unlike a conventional currency fund - as
wellas goodretums. The stated objective
of the fund's portfolio is to be as well
diversified as possible in order to lessen
the risk and aims to replicate as far as is
possible security to match traditional
bank deposits.
UBK's second fund which accepted its
fu-st subscription in April, is the leasing
fund. The fund was designed as a noninterest bearing equivalent to Fixed
IncomeBonds. With access to arange of
investment grade clients (rated Baa or
better by Moody' s) the fund promises to

provide both security and a solid return
The fund also has the added advantage of
offeringadiversifiedportfolioof primarily
low tech. equipment, meaning that the
volatile markets of hi-tech, equipment are
avoided.
Furthermore, through leasing out adiverse
range of products, the fund is able to offer
a high level of stability, as all sectors of the
economy will lease equipment thereby
allowing the fund to move vwth the market.
The funds' objective is to dividend out a
minimum of 7 per cent per annum after
fees and to achieve further profits by releasing and selling equipment at maturity.
The leasing fund's current portfolio
contains manufacturing and distribution
equipment on lease to such companies as
General Electric Company, General
Motors and Fina Oil.
In line with UBK's poUcy elsewhere, UBK
provides an underwriting facility to
enhance the fund's Uquidity and also
ensures that all fund's leases are approved
by UBK's own Credit Department.
Although it is still too early in the day for
an accurate judgmentof the funds' success
to be made, Duncan Smith has made it
clear that so far he is happy with the
amount subscribed, and the attention the
funds have attracted. "We are aiming for a
well diversified group and not just at
investors from the Gulf."
May 1994 NEW HORIZON

11

FEATURE

acquisition price has been mcluded.
Third, changes and amendments should
alsobemadetohicomeTaxActl965, as
Islamic banking affects the operation of
the Actinanumber of areas. Among these
are:
a. The definition of interest in section 2
does not cover the profit or gain and
financial expenses charged to the profit
and loss account. To streamline this issue,
the Minister of Finance redefined the
word interest in this section to include
gain orprofit and financial expenses. This
amendment gives a global definition to
this act.
b. Cash or accrual - the act provides that
the mcome should be recognised on a
cash basis. As such there are certain types
of income which would under
conventional banking, have been taxable,
but are not in Islamic banking.
c. Zakah is mandatory for Islamic banks
as provided for in die Islamic Banking
Act of 1983 but not in conventional
banking. Furthermore, Zakah is not
deductible either as allowable expenses
under Section 33 or as a knock off
agamst tax liability. As such in the case
of Islamic banking a certain proportion
of income is taxed twice. Neither of the
above three issues have yet been
resolved.
TheflexibiUtyallowed by the accounting
conventions and the Shariah principles
in adopting different accounting methods
for the treatment of certain accounting
issues has lead to different results being
presented in financial reporting.
Therefore, unless proper disclosure with
regard to these issues; the underlying
Shariah principles; and the accounting
methods adopted is made, the information
contained in the financial statement will
not be useful for comparing the
performance of different Islamic banks.
Insufficient disclosure of the underlying

Shariah principles will subject the
Islamic banks to many pertinent
questions as regards to the Islamicity of
their activities. Therefore the need for a
standard accounting practice in the
reporting of Islamic banks' activities
worldwide is obvious.
However, this does not mean that
Islamic banks must come up with a
complete new set of accounting
procedures. The existing accounting
standards wiU continue to be applicable,
so long as they do not go against the
requirement of the Shariah. As
mentioned earher, most of the accounting
issues found in the operations of Islamic
banks fall within the scope of existing
accounting practices or standards.
Therefore there is no need in Malaysia at
least for new standards to be formulated.
If observing certain standards is contrary
to the Shariah, the standards can still
continue to be adopted, but with some
modifications, as has been discussed

earUer in this paper in relation to the Disclosure
of Significant Accounting PoUcies and the
Information to be disclosed in an financial
statement.
In certain cases however, such as the provision
for bad or doubtful debts andforeign exchange
transactions, a new type of accounting standard
needs tobe formulated as the existing standards
do not cover these issues.
In summing up the implications of Islamic
banking operations for current tax laws, it is
safe to say that although the major tax issues
have been resolved either by the modification
of existing laws, or the intioduction of new
provisions, there are still certain pertinent tax
issues which remain unresolved.
This paper was first presented at the
Interest-Free Banking I Islamic
Financial System held in January
1994, Malaysia.

DATAVIEW COMPUTERS & APPLICATIONS
155, King's Cross Road, London WCIX 9BN
Tel: 071-278 5629 Fax: 071-833 3970

• Apple Macs, IBM compatible computers, computer repairs
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• Computer parts including: motherboards, hard drives, memo
ries, floppy drives, cases with PSU, keyboards, mouse,
monitors, display cards, printers, scanners tape streamers and
floptical drives.
• Training on all major software packages in English/Arabic.
• Systems can be customised to specific requirements.
• Data base derived applications written and training given.
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Al Faysal - Pakistan's Most
Profitable Investment Bank
At a time w l i e n tine biggest ever privatization p r o g r a m m e is being u n d e r t a k e n by the
Government of Pakistan, Al-Faysal Investment Bank has e m e r g e d , in its s e c o n d y e a r of
operations, a s the most profitable investment bank in Pakistan.
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UBK's Funds Reviewed
Naomi Collett

In December 1993, in the midst of the ongoing debate over whether non-M usUm bankers are capable of structuring Islamically
acceptable deals, the United Bank of Kuwait (UBK), announced the establishment of two Islamic investment funds, one a trade
and currency fund and the other a leasing fund to operate under the auspices of its Islamic Investment Banking Unit (IIBU).
Five months later, the head of the Unit, Mr Duncan Smith has expressed his satisfaction at the performance of the funds. In fact
both funds - although obviously designed to appeal to Islamic investors - are not being marketed simply for their Islamic nature
but for their reliability and profitability, surely the most important criteria for any investment fund.

T

he first fund to be established was
the trade and currency fund. This
is an open-ended fund with a
minimum subscription of $100,000 and
deals monthly. Minimum subscription to
the leasing fund is $500,000 and dealing is
donequarterly.Fortaxpurposes,both funds
operate out of Dublin's tax free zone with
shares traded through a subsidiary of the
UK's Baring Brothers.
The trade and currency fund was designed
as a non-interest bearing equivalent to bank
deposits. A minimum of 75 per cent of the
funds' assets are invested in the purchase
and sale of merchandise on deferred terms,
with risk averse companies, and up to 25
per cent of the fund's assets are held in cash
in non-US dollar currencies and traded on
a spot basis to generate capital gain. Both
types of asset have been approved by the
Shariah Committees of Islamic banks in
the Gulf region that invest through the
IIBU.
The fund's target is to exceed the equivalent
of US Dollar 1 Month LIBOR if the
investment is held for one year, and it
certainly seems to be on target, given the
fact that the fund has achieved a rate of
three quarter of a per cent over deposits in
its first four months.
And such is UBK's faith in the fund, that it
has seen fit to invest its own money.
Granted, thisdoes not guaranteeacontinued
good performance, but it does give outside

investors more reason to feel that their
investments are secure. This is
particularly so since the fund - in line
with Shariah requirements - has no fixed
management fees, with the manager
being rewarded a share of the profits
only.
In fact both funds - although
obviously designed to appeal to
Islamic investors - are not being
marketed simplyfor their Islamic
nature but for their reliability
and profitability, surely the most
important criteria for any
investment fund.
And, according to Duncan Smith, the
fund is distinguished by its low risk unlike a conventional currency fund - as
wellas goodretums. The stated objective
of the fund's portfolio is to be as well
diversified as possible in order to lessen
the risk and aims to replicate as far as is
possible security to match traditional
bank deposits.
UBK's second fund which accepted its
first subscription in April, is the leasing
fund. The fund was designed as a noninterest bearing equivalent to Fixed
Income Bonds. With access to a range of
investment grade cUents (rated Baa or
better by Moody's) the fund promises to

provide both security and a solid return
The fund also has the added advantage of
offering a diversified portfolio of primarily
low tech. equipment, meaning that the
volatile markets of hi-tech, equipment are
avoided.
Furthermore, through leasing out adiverse
range of products, the fund is able to offer
a high level of stabiUty, as all sectors of the
economy will lease equipment thereby
allowing the fund to move with the market.
The funds' objective is to dividend out a
minimum of 7 per cent per annum after
fees and to achieve further profits by releasing and selling equipment at maturity.
The leasing fund's current portfolio
contains manufacturing and distribution
equipment on lease to such companies as
General Electric Company, General
Motors and Fina Oil.
In line with UBK's policy elsewhere, UBK
provides an underwriting facility to
enhance the fund's liquidity and also
ensures that all fund's leases are approved
by UBK's own Credit Department.
Although it is still too early in the day for
an accuratejudgmentof the funds' success
to be made, Duncan Smith has made it
clear that so far he is happy with the
amount subscribed, and the attention the
funds have attracted. "We are aiming for a
well diversified group and not just at
investors from the Gulf."
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Islamic Syndicated
Financing
In April's issue of NEW HORIZON, Mr Imtiaz Ahmad Pervez, General
Manager and Chief Operating Officer of the Faysal Islamic Bank of
Bahrain (FIBB) - one of the pioneering institutions of Islamic banking discussed the history of Islamic syndicated financing. According to Mr
Pervez, the objectives are exactly the same as the conventional sector,
except for the fact that funds are tied to entrepreneurial transactions - and
fmancial transactions are totally excluded. The techniques examined last
month were Morabaha financing and Ijara (leasing). Here, he looks at
the Modarabah financing contract.

M

odarabaha is a contract between
the Islamic bank and the client
whereby the Islamic bank
provides a specific amount of funds to the
client for an enteiprise in exchange for a
highly predictable profit.
The client receives a share of the profit as
compensation or fee for his / her knowhow and management services.
Entrepreneurs with strong technical and
managerial skills but without adequate
financial strength often find it extremely
difficult in the contemporary financial
world to raise capital for the establishment
of viable economic units.
They also find it difficult to find the
money to carry out contracts which
provide for sufficient cash flows and
earning capability that will allow attractive
returns on investors' capital - in addition
to permitting a reasonable compensation
to the entrepreneur for his/her know-how
and management.
But under this contract, the entire capital is
provided by the Islamic bank, which
looks to the client for management and
technical know-how and basically to the
feasibihty - technical commercial, financial
and legal - of the economic unit. The bank
will provide adequate cash flows and

earnings that will permit the repayment of
the principal return on investment as well
as incentive to the entrepreneur within a
reasonable time frame.
Depending on the viability of the enterprise,
this form of financing is highly conducive
to the creation of new entrepreneurs who
are technically proficient and have the
ability to run specific enterprises to the
highest levels of efficiency, but have no
cash resources of their own.
The Islamic bank allows all costs of
production - including the management
expenses of the client and his/her labour as
deductible expenditure. In addition, the
client is permitted a fixed percentage of
profit as fee for his/her know-how and
management without which the enterprise
would not be in existence and producing;
this sum is normally between 10-20 per
cent of the total profits obtained, depending
on the amount and quality of the client's
contiibution.
This form of remuneration provides
considerable incentives to the client to
generate a high income and buy out the
Islamic bank from the management fees
earned out of the net profit of such an
enterprise.
However, it remains a high risk financing

mode. Although the client has sufficient
incentives to make the unit a success, he/she
has no capital committed to the enterprise.
The Islamic bank therefore, makes great
efforts to scrutinise the feasibility of
projections provided by the cUent using the
most sophisticated credit risk evaluation,
analysis techniques and criteria for its
decision making process.
Folio wing credit approvals, the Islamic bank
takes all necessary steps to guard, as far as is
possible, against completion and operational
risks and such common causes of project
failures as completion delays, cost overrun,
technical obsolescence and failures, changes
in regulatory risk factors, raw material
shortages and ineffective marketing, as a
part of its moves to require the enterprise to
be managed to the highest standards toensure
that the projections are achieved.
And after tiie project's completion, the
Islamic bank maintains a shict check on
operationalriskssuch as the quality, quantity,
availability and price of war materials, and
changes in the regularity and environmental
conditions,productivity and effective output
at desirable cost levels, adequacy of
infrastiucture and contmued availabihty of
qualified and skilled labour and managerial
personnel.
If required. Islamic banks may put a member
on the clients' board of directors to keep
abreast of the developments taking place
within the enterprise.
Cross-border Modaraba financing involves
several additional risks. Political and
regulatory risks are among the most
important - as are tax factors. Meanwhile,
local laws in certain countiies do not permit
banks to take an equity stake in the manner
prescribed.
The Modarabah
relationship is
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characterised by the following points:
a. The relationship is entered intobetween
the parties for a certain duration in which
the repayment of capital is provided for
on the basis of mutual agreement.
b. The determinarion of a profit
redistribution and principal repayment is
agreed between the two parties for a fixed
period of time as well as the date on which
the determination is carried out. On this
date, audited financial accounts including
the balance sheet and income statements
are submitted to the parties for necessary
determination.
c. From the net profit after payment of all
costs including management costs
(including the salary of the cUent) the
client is payed his^er management fee at
the rate prescribed under the relationship
contract. The balance of the profit goes to
the Islamic bank for distribution to the
investors.
d.While under this mode of financing,
fixed ratios are permissable, fixed
amounts of profit for either party are not
permitted.
e. Liability for loss rests solely with the
Islamic bank unless it is proved that the
client was grossly negligent in the
performance of his/her trust functions in
which case the entire loss is borne by the
client.
f. Iftwoormorelslamicbanks are involved
in providing capital for the Modarabah,
the distributable part of the profit, (ie after
payment of management fees) is
distributed between them on a pro rata
basis to the amount invested by each.
g. Eachpartyexercises business discretion
strictly in terms of the relationship contract
and discretionary authorities so approved.
This avoids confusion and provides a
clear cut functional process.
h. The Modarabah capital is only
consumedforthepurposesapproved under
the relationship and the client has no
authority to invest the capital in other
ventures without the prior approval of the
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Islamic bank.
i. During the duration of the relationship,
the client is not permitted to introduce his/
her personal or any other external capital
into the unit unless provided for and
previously approved by the Islamic bank
Although
the client has
sufficient incentives to make
the unit a success, he/she has
no capital committed to the
enterprise. The Islamic bank
therefore, makes great efforts
to scrutinise the feasibility of
projections.
j. It is expected that the client will achieve
the projections provided to the Islamic
bank at the time of the initiation of the
relationship on the basis whereof the
Islamic bank decided to enter such a
relationship. Should the actual results fall
short of these projections, the Islamic
bank will be within its rights to seek a full
explanation and the client is obUged to
provide the same. Should such an
explanation be found unsatisfactory, the
Islamic bank may seek recourse against
the Clint for misrepresentation.
k. Unless provided for in the relationship
contract or approved by the Islamic bank
as being imperative for the success of the
enterprise, the client is not allowed to
appoint another management of the
enterprise.
1. Modaraba is not permitted to obtain
financing from a third party without the
prior permission of the Islamic bank.
However, the cUent may engage in frade
credit operations as are normal within the
type of business and are duly provided for
in the relationship.
m. Liabilities of the Islamic bank under
the Modarabah are limited to the extent
of its capital provided to the client under

the contract. Creditors have no recourse to
other assets of the Islamic bank, should any of
their claims remain unsettled from the
resources of the enterprise.
n. Either party in the Modarabah contract
has therightto terminate the confract. If there
are more than two partners, the contract may
continue in favour of the remaining partners.
However, many Islamic jurists agree that at
the time of the termination of the contract, all
goods and capital should have been converted
into cash. Even in the case of a fixed-period
confract, it will be illegitimate to bind the
partners to not terminating the contract until
the date of maturity. The Modarabah also
termmates upon the death of any one of the
partners.
This last principle can make the contract
problematic especially, if the contract is for a
long term project. Modem scholars of Islamic
economics have recommended that certain
principals for the contract be revised, such as
this one, in order to eliminate undue advantage
or disadvantage toeitherparty. Conventional
equities are one of the most desirable Islamic
financing vehicles. However exceptions do
have to be made in the following areas:
a. The main line of business of many
companies is in areas that are considered to be
non-Islamically acceptable.
b. A number of the corporate entities
themselves issue interest-based debt
instruments.
Investment in equities is generally risky, and
in order to get around this there has to be a
wide range of companies invested in. But due
to the reasons outlined above, it may be
difficult for an Islamic bank to chose a suitably
diversified rangeof investments. These factors
have made equity investment relatively
unatfractive and complex for many Islamic
banks.
This paper was first presented at the
Interest-Free Banking I Islamic
Financial System, held in January
1994, Malaysia.
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Welcome Address
MR. MUAZZAM ALI: Chairman, Institute of Islamic Banking and Insurance, London; Vice
Chairman Dar Al Maal Al Islami, Geneva; Vice Chairman Intemational Association of Islamic
Banks, Jeddah.
Keynote Address
MR OMAR A r I: Chief Executive Officer, Dar Al Maal Al Islami, Geneva.
Accoimting for Islamic Banking - A Western Perspective
PROFESSOR TREVOR GAMBUNG: Emeritus Professor, The University of Birmingham,
author of Business and Accounting Ethics in Islam.
The Regulation of Financial Reporting by Islamic Banks
DR RIFAATA ABDEL KARIM: Adviser to the Financial Accounting Organisation of Islamic
Banks & Financial Institutions, Bahrain.
Accounting Standards for Islamic Banks
MR MUSTAPHA HAMAT: Financial Director, Bank Islam Malaysia Bhd, Kuala Lumpur.
Questions-Answers
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AFTERNOON SESSION
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Accounting of Islamic Banks - An Insider's Perspective I
MR MUSA A SHIHADEH: General Manager, Islamic Bank of Jordan, Amman.
Accounting Problems of Islamic Banks - An Insider's Perspective II
MR IMTIAZ PERVEZ: General Manager and Chief Operating Officer, Faysal Islamic Bank
of Bahrain, Manama.
Auditing of Islamic Banks - A Practitioner's Perspective I
MR SAMIR BADAWL Chairman, SLT Environmental Inc., USA.
Auditing of Islamic Banks - A Practitioner's Perspective II
MR KHAUD ABDUITA JANAHL Partner, Price Waterhouse, Bahrain.
Regulation of Financial Accounting of Islamic Banks
DR AHMED ALI ABDUIJ A: Secretary General, Shariah Supervisory Board, Khartoum.
Questions-Answers
Coffee
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We cater for all palates - a unique place for
traditional Sub-continental dishes. Parties
catered for upto 200 guests. Outdoor catering
for every occasion at competitive prices.
ONLY HALAL MEAT IS SERVED.
Centrally situated.
Open 7 days a week for lunch and dinners.
Please caU 071-727 5420 or Fax: 071-229 1835 for reservations.
13-15 Westbourne Grove, London W2 4UA
(Nearest tube station: BAYSWATER)
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Islamic Banking

Bahrain
FIBB Improves Operations
with New System

T

he Faysal Islamic Bank which provides its financial
services on the principles of the
Shariah is further increasing its
operations in Saudi Arabia, Pakistan
and several African countries, with
an improved information technoI(^y
(IT) system.
FIBB's deal for the system was
coordinated by Sun Middle East
together with distributors in Saudi
Arabia and Pakistan.
FIBB - which offers offshore banking
services - in Bahrain, where its head
office is located and Saudi Arabia as
well as retail banking in Pakistan and
Bahrain, has been in operation since
1982 and last year posted a profit of US
Slim.
FIBB's selection of Sun Microsystems
to rebuild its IT in a $lm move to
"Open platforms" follows its plans for a
phased replacement in all its branches
worldwide with a Sun system.
Its head office is to have a Sun SPARC
server as its main server, with SPARC
stations providing automated teller
machines and network management
services. A similar configuration has
been ordered for the Karachi branch,
while the SPARC server 10 has been
chosen for all other branches.
Previously, FIBB engineered and
developed application software in house
on Wang VS systems for both offshore
and commercial banking, but decided to
migrate this application to open
platforms in line with the industry trend
towards Open Systems.

MONITOR

According to HBB's Senior Vice
President of IT Anwar LutfuUah: "The
Sun SPARC systems are truly open
standard-based systems, offering us the
portability complemented by an
attractive price/performance ratio."
"These factors together with the growth
path offered by Sun, are critical to a
banking establishment like ours " he
added.
Faysal Islamic Bank

A

Reports Profit Rise

9.6 per cent rise in net
profit to $llm was recorded in
1993 by the Faysal Islamic Bank of
Bahrain (FIBB), the Manama-based
off shore bank. The bank has
announced a dividend for the year.
President and Chief Executive of the
Bank, Mr Nabil Nassief said in a
statement released after the bank's
annual general assembly that 1993 had
been a "year of consolidation."

Kuwait
Til Establishes New Islamic
Insurance Company

T

he Kuwait-based International
Investor (TII) has announced
that it plans to establish a new local
Islamic insurance company.
The main shareholders in TII are the
Public Institution for Social Security, the
Awqaf & Islamic Affairs Ministry, the
Public Authority for Minors Affairs in
the Justice Ministry and Al Rajhi
Banking and Investment Corporation of
Saudi Arabia.
The group recently announced its results
for the 13 months to December 1993. It
said that it had acquired an estimated
$700m of assets under its management.
Total assets reached KD 19.9m (US

$66.9m).
The International Investor Results
Nov. 1992-Dec. 1993
Total Assets
19.9
Of which:
short-tcmi investments
18.6
Share Capital
17.0
Total Income
3.7
Total Exficnses
1.7
Net Profit
2.0
Proposed Dividend
1.2
Source: The International. Investor

Malaysia
Share Expertise on Islamic
Banking

M

alaysia is prepared to share its
expertise and experience of
Islamic banking in the implementation
of the system in other Muslim counties,
the Malaysian Deputy Finance Minister
Senator Datuk Mustapa Mohamed has
said.
Speaking at a press conference after
opening a seminar on the Islamic
economy he said that many Muslim
countries had been very impressed by
Malaysia's success in implementing
Islamic banking and were keen to adopt
the system.
He also said that the government was
satisfied with the progress of the world's
first Islamic money market launched in
January. - Bemama

Pakistan
Seminar Urges Islamisation
of the Economy

f 11 he Pakistan-based Institute of
X Policy Studies (IPS) was the
host of a seminar on the Islamisation
May 19Q4 NEW HORIZON
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of the Economy - with Special
Reference to Pakistan. The
seminar was attended by
professionals from the banking,
accounting and religious fields.
The impehis for the seminar was the
fact that despite Islamisation of
Paksitan's economy having started
with much fanfare only a few years
ago it had recently showed serious
signs of waning. The object of the
seminar was to analyse ways in
which Pakistan could continue
along its path of becoming a model
for Islamic banking worldwide.
The organisers of the seminar made
it clear that in their opinion, Islam
has provided a comprehensive
blueprint for all aspects of modern
Ufe, including economic activity.
Islam seeks to regulate the use of
property rights to safeguard the
common good of the society, and
advocates moderation in
consumption and equity and
cooperation in all business dealings.
It was also noted that an Islamic
economic system promises the
fulfilment of the basic needs of all
individuals irrespective of the state
of development of the economy.
The seminar noted that in order to
ensure the fulfilment of a society's
needs, it has to develop a social
system based on such Islamic
principles as Zakah.

UK
Insurance Workshop
Planned for London.

T

he Institute of Islamic
Banking and Insurance
is planning to organise in
November of this year a
workshop on Islamic
insurance. The workshop - to
be held in London - will be
attended by representatives
18 May 1994 NEW HORIZON
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of various Islamic Takafol
(Insurance) companies world-wide.
The two day workshop will discuss,
among other issues, the Takafol
instrument, a training programme and
plans for future co-ordination among all
Takafol companies.
Islamic insurance companies are
currently operating in the UK,
Luxembourg, Bahrain, Saudi Arabia,
Jordan and many other Arab countries.

with Morocco: Rafidah. Stepping up the
exchange of information on potential trade
and investment is the key to increasing
economic cooperation between Morocco
and Malaysia, Malaysia's Intemational
Trade and Industry Minister, Datuk Seri
Dr Rafidah Aziz has said.
Bilateral trade between the two countries
is currenfly negligible, with Malaysia
importing some US $5m worth of goods in
1992, and exporting US $10m.
The main problem has been identified as
Banking and Trade
the lack of information between the two
in the Muslim World
countries, whilst Malaysia and Morocco
have not traditionally been each other's
prime markets. "There is a need for a big
Malaysia
• Information Key to Boostmg Ties splash in terms of generating awareness of

The American Muslim
Quarterly magazine est. 1989. An independent, openfomm for dialogue and debate on critical issues. If you are
interested in Islam in America - you need this publication. Find
out what readers in 40 states and 20 countries overseas already
know.
An exciting publicationfilledwith information, fascinating
articles on wide-ranging topics,poetry, news, interviews, cartoons
and a regular calligraphy fold-out suitable for framing.
Make your cheque for $18/year ($30 outside U.S.) to:
American Muslim, POBox 5670, Bel Ridge MO 63121. Single
review copy $2 (credited when you subscribe).
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the potential of both counties" Mr Rafidah
said. - Business Times.
• ASEAN Officials Want Review of
Trade Plan. ASEAN Trade Ministers
began informal talks in Malaysia about the
future direction of economic cooperation
among the six nation grouping.
The minsters will discuss issues to
formulate a long-term economic plan,
including theestablishmentof the ASEAN
Free Trade Area.
Some have called for a shortening of the
15-year time frame for AFTA, while others
want bigger and faster tariff rollbacks for
manufacturers.
• Malaysia and Thailand Both Set to
Tap JDA. After fifteen years of effort by
Malaysia and Thailand to settle their
dispute over the oil and gas rich Joint
Development Area (JDA) a production
sharing contract has been signed between
the two countries and three contractors.
• Malaysia and Brunei to Discuss
Cooperation. The fu-st meeting of the
Malaysia-Brunei Joint Commission will
begin shortly, lead by the Malaysian
Foreign Minister, Mr Datuk Abdullah
Ahmad Badawei.
Both the Malaysian and the Brunei foreign
ministers will sign a memorandum of
understanding on the setUng up of the
Malaysia-Brunei Joint Commission.
• ASEAN Foreign Ministers to Discuss
Long term Vision. ASEAN Economic
Ministers are expected to discuss a strategic
direction for the ASEAN nations in a three
day meeting to be held shortly in
Malaysia.
The Ministers are expected to discuss
matters that could help individual ASEAN
economies shape their long term vision
and strategic direction, as well as regional
and global developments, andnew business
opportunities, a source at the Ministry of
Trade and Industry has announced.-
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Bemama
• Bank Bumiputra For Sale. The
government-owned Bank Bumiputra, the
country's second largest bank is for sale.
Finance Minister Datuk Seri Anwar
Ibrahim has announced.
However, he made it clear that whoever
is interested in buying the bank must go
through the standard procedures.
• Merchant Bank Goes Bust. Rakyat
Merchant Bankers Bhd is insolvent
having accumulated losses totalling RM
624. Im. The sum wipes out 42 per cent
of its total assets.
Bank Negara has taken over the bank's
management in order to make sure that it
can continue with its normal operations
for as long as possible.
Finance Minister Datuk Seri Anwar
Ibrahim has said that investigations into
Rakyat Merchant Bank's insolvency has
shown that the bank breached the
Banking and Financial Institutions Act.
Since February of last year it had also
failed to meet the risk-weighted capital
ratio. Mr Anwar Ibrahim promised that
full action would be taken against
however was responsible for the bank's
losses.
• Proposal to Freeze Crude Oil not
Practical. Opec and non-Opec members
should meet immediately to discuss the
low market prince of crude oil following
the over-production by oil producing
countries, the Minister in the Prime
Minister's Department, Datuk Hamid
Albar has said.
He also said that the recent proposal by
Oman's Oil minister Mr al-Shanfari that
Opec and non-Opec members should
freeze crude oil production for up to 12
months was not practical.
• Malaysia May Soon have Trade
Commissioners From the Private
Sector. Malaysia may soon appomt

trade commissioners at its foreign business
missions. They would be chosen from those
with a wideknowledgeof the business sector.
Finance Ministry Parliamentary Secretary
Dr Omar has said.
He also added that most of the country's
trade commissioners were from the
administrative field and did not have direct
experience of business.
It was felt that such appointments would
make the missions more effective and should
be carried out in conjunction with the rapid
expansion of the country's export sector.
• Ringgit Sustains Impressive Run-up.
Theringgithas gone from strength to strength
surpassing market expectations to close a
massive 340 points higher at 2.6130 against
the US dollar.
This is one of the ringgit's largest gains since
it nosedived by some 2,0(X) points late last
year and early this year, hitting a low of
2.7835 in February.
It closed at 2.6470 against the greenback at
the end of April. - Business Times
Saudi Arabia

• Saudi Arabia Pledges Aid. Saudi
Arabia has so far proved itself to be one of the
most generous donors of aid to the new
Palestinian state, it was announced recently.
The government of Saudi Arabia will
contribute US $ 100m as an initial instahnent
to the intemational donors programme of
$1.2b over the next three years. The World
Bank's role is to help identify projects and
coordinate expendiUire. However, it will only
put up US $50m in the emergency assistance
programme.
• Saudi Trade Stable. Speaking in
Washington at the 48th session of the World
Bank Development Committee, the Saudi
Minister of Finance and National Economy.
Muhammad Aba Al-Khail, stated that the
kingdom of Saudi Arabia has occupied the
seventh place in the league of countries in
terms of growth of intemational trade over
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the past five years.
He added that the non-oil sector was now
growing at an annual average rate of 3.7
per cent as the result of the policy of
diversifying the economic base currently
being followed by the government.
The Minister also claimed that the
kingdom hosts over 1,300 joint ventures
and that the investment opportunities in
the Kingdom are still very attractive.
Remittances made by foreign workers are
also healthy with US $14b being made in
1993 alone.
• The National Airline Saudia has been
given a 7 per cent increase in its 1994
budget. It is one of only two autonomous
govemmentagencies granted an increased
spending plan for the coming year.
This year, the total budgetary allocations
for the 22 government agencies are
almost eight per cent lower than for
1993.
The airUne has recently announced plans
to buy 80 new aircraft. Aviation industry
analysts in the kingdom have said that
potential suppUers have been informed
that the order must have been announced
by April of this year.
Tunisia

• Government Consults Industry. The
government is canvassing opinions from
top figures in the industrial sector for its
opinions on plans to offer new incentives
to investors in oil exploration, production,
refimng and storage, energy officials
have said.
The government has also decided to
circulate a draft investment code in order
to get comments from the industry.
Turkey

• Treasury Acts Against Bank. The
Turkish treasury has banned the private
sector TYT Bank from collecting
deposits on the grounds of ill-health. The
20
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bank has been severely affected by are those squeezed between large short foreign
Turkey's foreign exchange crisis, exchange positions and portfolios of onbanking sources have said.
profitable government paper, banking sources
The bank has also been banned from any said.
banking activities until the treasury carries U A E
an investigation into the bank's activities. • ABC Awaits Announcement of New
The appointment of a replacement
Because of Turkey's overheated President.
for Abdulla Saudi, who steps down as
economy, all Turkish financial President of the Arab Banking Corporation
institutions are facing great volatility. (ABC) is still pending despite reports that an
Rapid deprecation of the currency as a announcement is soon to be made.
result of the austerity measures The foimer Manager of the Kuwait Investment
introduced by Prime Minister Tansu Authority (KIA), MrAbdallah al-Gabandi
Ciller, is still increasing losses.
is seen as Abdulla Saudi's most likely
Institutions most at risk from the crisis successor.
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DIVERSITY IS OUR STRENGTH
— our growth speaks for itself

Beximco's 18 Companies employing over 6,500 persons
having total turnover of Taka 2.5 billion and total assets
exceeding Taka one billion are engaged in industrial
manufacturing, construction activities and international
trading.
We are involved in marine food export, shrimp farming,
pharmaceuticals, agro-chemicals, garments, computers,
soil investigation, foundation and piling works, deep
tubewell drilling, bridges, superstructure and road
building, hydraulic structure and general construction,
besides being the world's largest jute yarn manufacturer.
We also handle over 3.5% of Bangladesh's total export.
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joint ventures and for investment in new activities.
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