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Comment

A Shared Vision of Banking and Ethics?

T

he latest initiative promoting the
need for a code of ethics i n
i n t e r n a t i o n a l business (as such
banking) was launched i n the
salubrious chambers of St James'
Palace in London recently.
The Duke of Edinburgh, Crown
Prince Hassan of J o r d a n and Sir
Evelyn de Rothschild, under the
banner of the Interfaith Declaration
proposed 'A Code of Ethics on
International Business for Christians,
Muslims and Jews'. This was drawn up
by a group of eminent scholars,
businessmen and clerics from the three
religions "with regard to ethical issues
in the conduct of business" in order to
" h i g h l i g h t the importance of the
shared moral, ethical and spiritual
values inherent i n the common
Abrahamic tradition".
Indeed, at the London conference
on The Development of an Accounting
System for Islamic Banking in May,
this same pertinent issue of business
and ethics featured p r o m i n e n t l y .
According to Sir Peter Tapsell, the
British parliamentarian, who chaired
the conference, "there is a great need
for the question of morality and the
need for moral factors to be stressed
on the m o d e r n commercial and
financial mind. It (Islamic banking) is
going to be a major force i n the
commercial life of the world i n the
years to come."
Any initiative that tries to promote
a shared vision of morality and ethics
within business should be supported.
Under the aegis of interfaith dialogue,
such an initiative assumes a more
i m p o r t a n t role for i t sets out the
common principles of business ethics
under which Muslims, Christians and
Jews should operate. However, ethics
in business is not the monopoly of the
'People of the Book'. For instance
there is a small but vibrant Japanese
Buddhist ethical banking movement in
the City of London as well.
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Nevertheless, there are some Islamic
bankers who are downright sceptical
of the involvement of non-Muslims in
Islamic banking. They scoff at the socalled Islamic banking 'windows' of
conventional banks saying that such
endues are 'Windows of Opportunism'
rather
than
'Windows
of
Opportunities'.
Similarly there are members of the
Christian ethical banking movement
that admonish Christians against
investing with and depositing savings
in Islamic banks - deeming such acts as
an ti-Christian.
Luckily the latter two attitudes are
marginal and given the global nature
of banking and commerce, no one
system can operate in a vacuum. Some
of the biggest takers of Islamic short
term Morabaha and leasing finance
(Ijara) transacted through the Londonbased Islamic banking 'windows' of
Citibank, Kleinwort Benson and ANZ
Grindlays, are western multinational
blue-chip corporations.
The three 'Abrahamic faiths' as the
Duke of Edinburgh, Crown Prince
Hassan and Sir Evelyn rightly point
out, do share a common moral basis
derived from the Scriptures. Shariah
banking principles, for instance, are
not very different from what Christian
Canon Law and the Law of Moses say
about business morality. Christian
ecclesiastical courts regularly punished
business people for the sin of "usury" which Professor Trevor Gambling,
Emeritus Professor of Accounting at
the University of B i r m i n g h a m i n
England says is the same as "Riba".
"Islamic banking", he adds, "is not
purely the creation of Islam. It is the
same as the sort of b a n k i n g the
Christian Church insisted upon 700
years ago. Modern banking history as
outlined by R.C. Tawney in his book
'Religion and the Rise of Capitalism:
An Historical Study' is how the sheer
pressure of the growth of demand for

financial services whittled away of this
more ethical way of lending money.
Alternatively, perhaps it is possible to
develop banking products that will fit
in with Islam, which would therefore
have fitted in with Christian Canon
Law and you could obey the word of
God and still r u n a large m o d e r n
business".
It was "the rise of capitalism" i n
Europe and the separation of state and
Church that promoted the secular
principles of conducting business,
which i n t u r n gave rise to modern
economic theory of the market, profits,
prices and competition.
In 1990, following a challenge by
the Bishop of O x f o r d the Right
Reverend Richard Harries, that the
Church of England Commissioners
have a duty to follow an investment
policy based on Christian values, the
High Court threw out the challenge
and ruled that financial considerations
should take precedence over the
principle of ethical investment. But
Just as Islamic bankers are taking up
the challenge of controlling large scale
modern finance, so must Christian and
Jewish counterparts i n the ethical
banking movement. The latter should
not j u s t refrain from investing i n
pariah countries or corporations but
should challenge the basis of the
interest-based financial system.
As such Christians and Jews must
be interested to see how Muslims
develop an alternative financial system
especially in the era of growing doubts
whether the market ethos of 'Business
is Business' or 'Let the Market Decide'
can really deliver the sort of more
equitable world which most of us want.
Islamic banking is the response to a
global desire for more ethical business
practices and as Sir Peter Tapsell
suggests, should develop into a potent
force i n the commercial life of the
world in the years to come!

Overview

A New Sense of Urgency
Mushtak Parker

^Tever has the first half of any year
seen so many seminars and
conferences discussing contemporary
issues in Islamic banking than 1994.
That there is a new sense of urgency
and interest in Islamic banking is clear.
From London to Bahrain to Tehran to
Karachi to Kuala Lumpur, officials,
; bankers, scholars and businessmen are
coming together to discuss relevant
issues relating to Islamic banking.
The good sign is that these seminars
and conferences are not merely talking
shops but are steadily increasing in
their sophistication and seriousness,
providing real platforms for discussing
and tackling some of the more
pertinent challenges facing the Islamic
banking movement.
These challenges include uniform
accounting standards in Islamic
banking;
capital
adequacy
requirements; export credit and
investment guarantees; Islamic banking
product development; the development
of an Islamic cheque clearing and
interbank system; the development of
an Islamic capital market and the
restructuring of Shariah Supervisory
Boards (SSBs).
Some of them of course slip back
into tedious talking shop and mutual
admiration society style, but there is an
increasing recognidon that refinement whether in discussing issues or
development products - is very much
needed if the image of Islamic banking
is to be enhanced.
Perhaps Islamic banking would
receive its biggest boost i f Muslim
governments, in particular the
monetary and regulatory authorities,
ever displayed the same kind of
enthusiasm for the development of an
Islamic banking system as for instance
the Bank Negara (the Central Bank) in
Malaysia is showing.
Apart from Bank Negara, Bank
Markazi in Iran, the State Bank of
Pakistan, Bahrain Monetary Agency
(BMA) and the Central Bank of Sudan,

N

the rest of the central banking
authorities have shown l i m i t e d
consideration for Islamic banking.
Their enthusiasm ha ranged from
tepid interest as in Kuwait, Indonesia,
Jordan, the UAE, Turkey and Qatar to
forced toleration, as in Saudi Arabia
and Egypt to downright indifference as
in Oman, Syria, Libya and the Yemen.
In fact, countries in this last category
are yet to establish any Islamic financial
institutions.
Even in the case of Iran, Pakistan
and Sudan, the practice and supervision
of Islamic banks is erratic. In Iran even
officials at Bank Markazi (the Central
Bank) acknowledge anomalies, in
particular relating to the foreign
transactions of Islamic banks and in
interpretations of the Shariah and
acceptance of Shia rulings over the
more mainstream Sunni ones.
In Pakistan too, there is confusion
following legal attempts two years ago
to force the State Bank to take back
regulatory
and
supervisory
responsibility for Islamic banks from
the Shariat Court.
Not surprisingly, Bahrain and
Malaysia are now setting the pace for
Islamic financial institutions, with the
former already the Islamic banking
centre of the Middle East and the latter
of South East Asia.
In terms of sheer global expansion,
so far, the Dallah Albaraka Group has
been the most active commercial
Islamic banking group in 1994.
Albaraka is not only involved in a new
JV bank in Indonesia with Bank Surya
and BIM, but has also launched new
Islamic investment funds through its AlTawfeek Company for Investment
Funds (ATCIF) and the A l - A m i n
Company for Securities & Investment
Funds (AACSIF). These include the
United States Real Estate Fund and the
Pakistan Emerging Ventures Limited.
Albaraka's main problem however,
especially in the light of new
international banking guide-lines, is its

unconsolidated Group accounts and its
ownership structure. As Bank of
England Governor Eddie George said
at the 1994 Arab Bankers Association
dinner earlier this year, "supervisors
world-wide 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".
In Kuwait the International Investor
( I I ) , an Islamic financial entity
specialising in private banking services
and headed by Adnan Al-Bahar, is in
the process of setting up the country's
first Islamic insurance company.
And the Jeddah-based Islamic
Development Bank (IDB) in June
increased its capitalisation to 6b Islamic
Dinars in anticipation of it's growing
role in financing intra-Islamic trade of
its 46 member states.
Apart from its normal trade, project
and special assistance financing, the
IDB during this year has increased its
contacts with several CIS republics either Muslim or those w i t h large
Muslim minorities - as well as with
other countries in Eastern Europe such
as Albania and Bulgaria. The IDB's new
President Dr. Osama Faquih is
especially keen on helping the fledgling
Central Asian Muslim states who are
just emerging from over seventy years
of communist rule.
So far this year. Islamic banking has
increased its maturity but the
challenges that lie ahead are enormous.
This is particularly true in its applied
sense. Depositor and investors are
primarily interested in how Shariah
banking is translated into practice and
what returns on investments and profits
can be got.
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Guest Column

'Harmonisation of Accounting Standards Vital for Islamic Banks'
Omar Abdi Ali

T

he I s l a m i c b a n k i n g system
appeared on the international
financial horizon only two decades
ago and is fast becoming increasingly
acceptable.
There are today over 100 Islamic
financial institutions i n the world.
These institutions manage billions of
dollars a n d have p r o v e n to be
capable o f a c t i n g as f i n a n c i a l
intermediaries, which is the principle
r o l e o f a b a n k or a f i n a n c i a l
institution.
Islamic banks have to operate
under strict religious guide-lines,
w h i c h are based o n d i f f e r e n t
principles
from
those
of
conventional banks. These principles
are: P r o h i b i t i o n o f interest i n a l l
forms of transactions; Undertaking
business and trade activities on the
basis of fair and legitimate profits
(Halal); Payment of "the poor due"
{Zakat) f r o m t h e i r o p e r a t i o n s ;
P r o h i b i t i o n o f m o n o p o l y and cooperation i n the development o f
society, by investing in business and
trades which are not prohibited by
Islam.
Although an Islamic bank differs
from a c o n v e n t i o n a l bank i n the
principles on which it operates, its
main objective, like a conventional
bank, is to provide good returns to
its depositors
and distribute
reasonable d i v i d e n d s
to
its
shareholders. These returns and
dividends are based on the results
shown i n the a u d i t e d f i n a n c i a l
reports that are published by banks
(whether Islamic or conventional)
and which are extracted from the
prevailing accounting
system
maintained by such banks.
Due to their similar objectives,
the a c c o u n t i n g standards a n d
principles, applied to Islamic banks
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do not differ much from those of
conventional banks. As a result also,
auditing an Islamic bank should not
in p r i n c i p l e , differ much from
a u d i t i n g a conventional bank.
However, it is increasingly important
to standardise, as much as possible,
the accounting system that fits into
an Islamic banking environment and
to h a r m o n i s e
it within
the
constraints of Islamic Shariah and
the restrictions of the different local
statutory requirements.
When
discussing
the
d e v e l o p m e n t o f an a c c o u n t i n g
system for an I s l a m i c bank, its
accounting
principles
and
standards, it should be emphasised
that although i n an Islamic banking
relationship, the financial risk of a
transaction rests with the investor,
such a r i s k is e n t r u s t e d by the
investor with the Islamic bank on a
fiduciary basis, whereby the bank
acts as a trustee and the investor is
the b e n e f i c i a r y . I n r e t u r n , the
I s l a m i c B a n k receives a p r o f i t
p a r t i c i p a t i o n and some fees. T h e
whole Islamic b a n k i n g concept is
based on the fact that the trustee (in
this case, the Islamic bank) shares in
the p r o f i t or loss o f a f i n a n c i a l
transaction made on behalf of the
beneficiary (investor).
T h e r e f o r e strictly speaking,
funds received by an Islamic bank
from investors should be treated offbalance sheet. However, Islamic
banks, o p e r a t i n g u n d e r different
j u r i s d i c t i o n s and c o m p l y i n g w i t h
incompatible
local
statutory
requirements, have differed on the
presentation of such funds. Some of
them present managed funds as onbalance sheet, while others present
them as off-balance sheet and again
others present some funds under

management on as on balance sheet
w h i l e o t h e r funds as o f f balance
sheet. I n certain jurisdictions, like
B a h r a i n for example, a Modaraha
fund may be treated as a separate
legal entity and could have its own
audited financial statements.
On the other hand, conventional
banks usually assume the financial
risk of a banking transaction.
Therefore most conventional banks
t r e a t t h e i r m a n a g e d funds o n balance
sheet.
In
return,
conventional banks make most of
their income from the margin they
realise on the difference between
their cost of the funds and the return
they make f r o m t h e i r b a n k i n g
transactions.
It is also important to point out
that an Islamic bank has to follow
h i g h ethical standards and has to
comply with the Islamic Shariah. This
m u s t be c a r r i e d o u t w i t h i n the
existing internationally recognised
f i n a n c i a l system. T h e r e f o r e , an
I s l a m i c bank has to be able to
c o n f i r m t h a t a l l the b a n k i n g
activities of such an Islamic bank are
"Halal"
(i.e. are
Islamically
acceptable).
F i n a l l y , the two f u n d a m e n t a l
questions that need to be answered
are: Is there a need for standardised
accounting system for Islamic banks?
A n d i f so, what are the plans for
developing such a system? Secondly,
can such a system w o r k i n
accordance with the requirements of
the regulatory agencies under which
Islamic banks operate?
Omar Abdi Ali is the Chief Executive Officer of
the DM! Trust, Geneva.
This is an abridged version of a paper given at the
seminar entitled 'Development of an Accounting
System for Islamic Banking', held in London in May.

Malaysian Focus

The Malay Way
Shifting Sands of Islamic Banking

T H E M A L A Y S I A N MODEL IS FAST S H I F T I N G T H E F O C U S O F I S L A M I C BANKING

from the Gulf to Asia where the phenomenon is more of a 'banking' than
political issue. This augurs well for the Islamic finance movement, says
Mushtak Parker.

On Monday the 3rd of January 1994, the first-ever Islamic overnight
interbank and cheque clearing system started operations in Malaysia
under the supervision of the ever-watchful Bank Negara.
A few days later, Bank Islam Malaysia Berhad (BIMB) together with
D&C Sakura Merchant Bankers Berhad launched the first Islamic Debt
Securities with Warrants issue totalling RM 300m on behalf of Petronas,
the state oil company, for use as working capital for the latter's subsidiary
Petronas Bagangan Berhad.
A few weeks later Malaysia launched its first-ever Islamic stock-broking
house, the BIBM Securities Sdn Berhad which is capitalised at RM 30m.
The Islamic brokerage is a subsidiary of Bank Islam Malaysia and is
headed by former BIBM Managing Director Dr Abdul Halim Ismail.
The significance of the three events have not yet filtered through to the
world of Islamic banking, but in Malaysia, the government is pushing
ahead with a pioneering dual system of banking and finance - an Islamic
banking system operating side-by-side with a conventional system but not
inter-acting.

July 1994 New Horizon 5

In fact the Malaysian model of Islamic
banking has come full circle since last
year when Finance Minister Anwar
Ibrahim opened up the Islamic
banking market, thus ending the
monopoly of B I B M . Since then a
number of Malaysian conventional
banks have queued up to launch socalled 'Islamic banking windows' to get
a slice of the m u l t i - b i l l i o n r i n g g i t
Islamic banking market. Another bank,
the Bank Rakyat, Malaysia's largest
cooperative bank with strong roots in
rural communities, has recently
announced that it is converting all its
operations to Islamic banking
principles by the end of next year.
Perhaps more significantly, the
Malaysian model has shifted the focus
of Islamic banking from the Gulf to
Asia and is providing a model for other
Islamic banks in the region and
hopefully beyond. Already BIBM has
helped set up Indonesia's first Islamic

Finance Minister, Senator Datuk
Mustafa Mohamed confirmed to New
Horizon d u r i n g a recent visit to

Perhaps more
significantly, the
Malaysian model has
shifted the focus of
Islamic banking from
the Gulf to Asia and is
providing a model for
other Islamic banks in
the region and
hopefully beyond.

Downtown Kuala L u m p u r

financial institution. Bank Muamalat
and is also playing an important role
with the Saudi-based Dallah Albaraka
Group headed by Sheikh Saleh Kamel
to set up a second Islamic bank i n
Indonesia in a joint venture with the
local bank Surya. According to BIBM
Finance Director Mustafa Hamat,
negotiations should be finalised
shortly and the new bank should start
operadng before the end of this year.
In Malaysia, Islamic banking is a
"banking" issue - elsewhere i t is a
highly contentious political issue as the
difference in pace of development
clearly shows. And Malaysian Deputy
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London that Malaysia is prepared to
share its expertise and experience of
Islamic banking with other countries in
the region and elsewhere.
However, even in Malaysia there is
still some way to go in the
i m p l e m e n t a t i o n of an
Islamic
financial system. On May Day, a new
Governor Mr Ahmad Mohammed Don
took over the helm at Bank Negara
replacing the seasoned Tan Sri Jaffar
Hussein, who took early retirement
after taking the responsibility for the
$2.28b losses which the Central Bank
sustained on the w o r l d foreign
exchange trading markets.

It remains to be seen how effectively
Governor Don steers the pioneering
efforts of his predecessor to consolidate
the country's
Islamic b a n k i n g
achievements . Don's banking
experience is with the country's
largest bank, Malaya Banking Berhad (
Maybank) - a conventional bank. Whilst
he is regarded as a relative novice in
Islamic banking, nonetheless he is
acclaimed as an honest operator.
Bank Negara's reputation - even
among Islamic bankers such as Mustafa
Hamat of BIMB is one of fearless
supervision and regulation. So much
so that M r Hamat complains that
" w o r k i n g i n an Islamic bank i n
Malaysia is a hazard. It is not a luxury
occupation. I t is very strict. Under
section 47 of the Banking Act, a banker
can go to prison simply for reporting
the wrong figure ( albeit by mistake) to
the Central Bank. The disclosure of
accounting policy and statements is
even stricter since Islamic banks are
subject also to the variations of
Shariah banking policy".
This explains perhaps why BIMB,
in which the Malaysian government
still has a substantial sake, adopts a
very cautious approach to banking and
is particularly reticent about expanding
its operations abroad. B I M B for
instance, should be a very active
subscriber in the Islamic Morabaha
(cost-plus financing) syndications
which the Bahrain-based Faysal Islamic
Bank of Bahrain (FIBB) has pioneered.
It should also invest in countries with
large Muslim Malay minorities such as
Sri Lanka, Madagascar and South
Africa. In fact its insularity stands in
sharp contrast
to the wider
development of the Islamic banking
system in Malaysia and the region.
The Malaysian model of Islamic
banking is indeed being closely
watched by both Western monetary
authorities, i n c l u d i n g the Bank of
England, and
hopefully their
counterparts in the Muslim w o r l d .
Islamic bankers, conventional bankers,
lawyers and businessmen too are
increasingly aware of the developments
in Kuala Lumpur and as such, the
responsibility which the Malaysian
model assumes on behalf of the Islamic
banking community world-wide is
indeed enormous.

Malaysian Monitor
BMP 'First in' With Islamic
Banking
"Not many people realize the fact that
although Islamic banking has quickly
found a niche amongst Malaysia's lead
banks, it was Bank Pertainian Malaysia
(BPM) which actually first introduced it
here", says Manager for BPM
Promotions Division, Encik Zamberi
Ibrahim.
He went on: "although there has
always been unease over interest-free
banking", the reason we ourselves
started was to win the hearts of our
customers, particularly those of our
Malay farmers. And it was because of
this very conflision in the minds of
many Muslims over Riba that we finally
decided in 1969 to set up financial
schemes based on Islamic principles.
"Initially we introduced a number
of Interest-free lending schemes,
including our Padi Credit Scheme
(PCS); and our Petty Traders' Credit
Scheme (PTCS). Then in 1990, we
implemented our Patriot Ummah
Savings Scheme (PUSS), which truly
complies with Islamic practices. Under
this scheme a person pays the bank RM
10 to start a savings account, but
instead of earning interest, the saver is
paid a bonus, the rate of which
depends on the inflation rate".
"To add a touch of charity along
Islamic lines", says Mr Zamberi, "BPM
pays out RM 500 to the next of kin i f a
saver dies, although this payment is
only made if the deceased has a
minimum balance of RM 500 in his or
her account. What's more, BPM is the
only financial institution in the country
to write off a loan when a borrower dies
before settling it.
"This facility is offered under the
Padi Credit Scheme and it is very much
in keeping with Islamic teaching, which
encourages debtors to forego all debts
owed to them by deceased persons.
"One of the latest Islamic schemes
to be introduced by BPM is the Patriot
Ummah Deposit Certificate (PUDC)
which is a fixed-deposit scheme. To
participate in this, the saver and the
bank must first utter an oath stating
that the bank is entrusted with paying
Zakat (or a tithe) for the savings
concerned, and that it will return the

money to the saver when the fixed
deposit period matures. It is this aspect
that makes this scheme different from
other fixed deposit schemes.

Bank Snaps up Land at Half Price
"Bank Islam Malaysia Bhd (BIMB) has
bought 0.6 hec of land for its proposed
new headquarters at half the current
market price", claims Acting
Managing-Director of BIMB, Ahmed
Tajudin Abdul Rahman.
Ahmed Tajudin said that although
BIMB has already paid the government
for the land, details such as
construction costs and building plans
for the new site were still being worked
out. Asked how BIMB intended to pay

"Also, because the new site would
be much bigger than originally
planned, BIMB might well either lease
or rent out any excess space".
Ahmed Tajudin went on to say that
although Bank Negara had already
approved Bank Islam's acquisition of
this land, this consent was subject to
the submission and passing of BIMB's
construction plans and ultimate
costing, and their means of funding the
project.

Cagamas Issues RM 30m ProfitSharing Mortgage Bonds
The national Malaysian mortgage
institution, Cagamas Berhad, has
added another financial instrument to

Downtown Kuala L u m p u r

for the new headquarters, he said that
although his bank was still exploring
the best means of funding the work, he
did not discount the possibilty of a
rights issue.
"This piece of land is big enough
for Bank Islam to have a bigger
premise than the 21-storey building
near Kampung Baru it had earlier
considered acquiring, together with
subsidiary Syariah Takaful, and the
Malaysian Islamic Development
Foundation (MIDF). Then, we would
have been paying the Urban
Development Authority (UDA) between
RM 45m and RM 50m.

the Islamic banking system by issuing
RM 30m in profit-sharing mortgage
bonds. Now known as the Cagamas
Mudarabah Bonds, "it represents the
first effort ever to securitize housing
loans", according to Bank Negara
(Central Bank).
The new scheme will allow the
issuers of Islamic-based housing loans
to reduce their exposure by trading
their loans to Cagamas, who in turn
will issue bonds. Lower costs of fiinds
will also benefit borrowers resulting in
cheaper loans, and the introduction of
these Mudarabah Bonds will add
greater depth to the local Islamic
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financial system.
According to Bank Negara the
scheme should be usefiil according
priority to home owners, especially low
and middle-income groups.
"Cagamas will purchase any
housing debt fi-om financial institutions
or private companies as long as the
loans were issued in accordance with
Islamic banking principles", says a
Bank Negara official, "and the
purchase of the debt will be through
the concept of Bai'Alayn (Debttrading)".
Cagamas will then scrutinise, or
issue bonds on the loans; and profits
arising from the operations would be
shared between the bondholders and
Cagamas at a ratio of 90:10. The
profits concerned are generated from
the purchasing by Cagamas of Islamic
housing loan debts, and the consequent
reinvestment of re-flow funds.
At the official launching Cagamas
issued RM 30m Mudarabah bonds for
RM 30m in housing debts it purchased
from Bank Islam Malaysia Bhd (BIMB).
These bonds, which will have a tenure
of three years, were offered for sale to
the twenty-one financial institutions
working within the Islamic-based
interest-free banking system.

Islamic Brokers Have RM 30m
Paid-up Capital
BIMB Securities Sdn Berhad,
Malaysia's first Islamic-based
stockbroking house, will have a paid-up
capital of RM 30m.
"This was the capital requirement
stipulated by the government when it
recently gave Bank Islam approval to
set up a stockbroking subsiduary",
explains Acting Managing-Director,
Ahmed Tajudin Abdul Rahman. " I
have to add though, that the paid-up
capital asked for was more than the RM
20m currentiy imposed on Malaysia's
other 57 stockbroking firms".
Ahmed Tajudin also confirmed that
former Bank Islam Managing-Director
Datuk Dr. Abdul Halim, would head
the stockbroking unit as Chief
Executive.
Dr. Halim, who has recently been
under training with a Kuala Lumpur
stockbroking business, has been offered
8 New Horizon July 1994

a 10 per cent stake in BIMB Securities,
while Bank Islam will take a majority
share. The balance of the equity will be
offered to other institutions.
"Since BIMB Securities will provide
a stockbroking service based on Islamic
principles, we shall not be dealing in
activities such as gambling and liquor",
said Ahmed Tajudin after signing an
agreement with Oriental Bank Berhad
(OBB) in Kuala Lumpur, appointing
Bank Islam as consultant for OBB's
own interest-free banking scheme.
"What's more, we already have a list
of securities which comprise about 70
per cent of the counters on the Kuala
Lumpur Stock Exchange, and
concurrent with the launching of BIMB
Securities, Bank Islam is offering share
financing on the Al-Mudarabah or
profit-sharing concept.
Chief Executive, Datuk Ramly
Ahmed, said that interest-free banking
facilities would be available at all
Oriental Bank Branches by the end of
this year.
"For starters", he said, "Oriental
Bank are already offering three
financial instruments. The Al-Wadiah
Savings Account; the Al-Mudarabah
General Investment Account; and Bai
Bithman Ajil Financing. All facilities
can now be taken advantage of at our
Bank's main branch in Jalan Bukit
Bintang, Kuala Lumpur, and at our
branches in Kuala Terengganu and
Alor Star."

MCF Brings in Islamic Banking
Malaysia Credit Finance Berhad (MCF)
is now offering interest-free banking
services. The company will initially be
introducing just two Islamic financial
instruments at its fourteen branches
nationwide. These will be the AIWadiah Savings Account, and the AlMudarabah Investment Account.
MCF's Executive Director, Ramzan
Ibrahim, says that his bank will be
introducing more instruments as and
when the need arises. At present there
are more than twenty available
throughout the Islamic banking world.
Mr Ibrahim's comments were made
following a memorandum of
understanding signed between MCF
and Bank Islam Malaysia Berhad

(BIMB) recendy in Kuala Lumpur,
under which Bank Islam acts as
consultants for MCF.
MCF is wholly owned by South-East
Asia Development Berhad (SEAD), and
Mr Ramzam Ibrahim says that "MCF's
involvement in interest-free banking
services is strictly in line with our
parent company's financial policies".
SEAD intends to see that both its
Discount House and its Unit Trust
Companies will also soon begin
offering financial instruments.

Malaysian Money Market Must
Work
"This newly-established Malaysian
Islamic money market of ours is both
critical and necessary for facilitating
interest-free banks to resort to more
instruments for their short-term
funding", said Bank Islam's Acting
Managing Director, Ahmed Tajudin
Abdul Rahman recendy.
"This is because the magnitude of
funds available in a money market
through inter-bank borrowing is
significantly larger. Besides which, the
growing number of Malaysian financial
institutions offering the Interest-Free
Banking Scheme (IBS) warrants a
money market based on Islamic
principles.
"Now that the money market has
been launched, Malaysia will have the
unique distinction of being the only
country in the world with an efficient
Islamic financial system encompassing
both the banking system and the
capital market. At the same time, we
might emerge as the only country in
the world to offer a dual banking
system - one conventional, the other
Islamic - both equally efficient and
sophisticated.
"Currently, Bank Islam's funding
requirements are fulfilled by the
Malaysian Government Investment
Certificate (MGIC's); and Islamic
Acceptance Bills (lAB's). The latter
were issued specifically for the bank
when it was set up in 1983. The MGIC
- a sort of Treasury Bill - was issued to
enable Bank Islam to resource fiinds
from non-interest free bearing
instruments. But this scenario has
changed, because of the growing

number of financial institutions who
are joining Bank Islam to compete in
the IBS.
"So far, the new players offering
IBS products, just like Bank Islam,
have only been able to turn to Bank
Negara for their short-term funding
requirements by way of MGIC's. But
the demand for funds grows, and
MGIC's have their limitations.
"The overall customer base is
growing rapidly, with ten or so
commercial banks, including the
Standard Chartered Bank - the first
foreign bank here to offer IBS - five
financial companies, and one merchant
bank, now offering Islamic-based
products. This makes the demand for
interest-free short-term funds that
much greater."
Former Deputy Finance Minister,
Haji Abdul Ghani Othman, said that
"IBS has gone down so well with the
public that there are as many as 32,353
using it. Of the funds received from
them, RM 131.1m were investments;

and RM 45.6m were savings accounts.
"What we should remember is that
before the money market, those
financial institutions offering IBS could
not mrn to non-IBS banks for fiinds, as
that money would have been obtained
from the conventional money market,
which thrives on interest rates.
"Clients also stand to gain from this
money market, as IBS financial
institutions are now much better-placed
to offer a wider range of interest-free
banking facilities. More than that,
besides fulfilling short-term funding
requirements, an Islamic money
market is a necessity, as it enables
banks to 'Park' their excess cash
temporarily.
" I myself believe that the Islamic
money market will tend to operate on
the Mudarabah, or profit-sharing
principles, meaning that if a bank is
short of funds it can get them from a
pool in the market set up for just that
purpose.
"The bottom-line for Islamic

banking products to ensure success is
to offer competitive returns. NonMuslims will accept Islamic banking
instruments if they are more
competitive.
"Frankly the average member of
our society is not too bothered about
whether he is dealing with an Islamic
or a conventional bank. What matters
to him or her is finding the most
competitive returns. I know you all
want to know how Bank Islam is
bracing itself, and facing up to this
growing competition, after having been
the sole provider of Islamic banking
facilities since 1983. Well, from day one
we knew that real competition was
eventually going to come, and have
been preparing for it ever since."

BIMB Offers New Instrument
In a bid to attract more customers in an
increasingly competitive Islamic
banking sector. Bank Islam have

Muslims Must Not Reject Traditional Banking
"In an effort to
develop an Islamicbased financial
system, Muslims
should not reject the
modern banking
system, as this may
well be more
advanced Islamically",
Malaysian Deputy
Prime Minister,
Datuk Seri Anwar
Ibrahim announced
recently.
Elaborating on
the theme, he insisted that, "there really are good facets
of the more developed conventional banking system
even though they do not carry the Islamic label. There
exists vast opportunities for the development of the
Islamic-based interest-free banking system, i f only there
discourse between scholars and bankers, as well as
between Muslims and non-Muslims".
Mr Anwar, who is also Malaysian Minister of Finance,
said it was only through such discussions that the IBS
could develop further in both depth and sophistication.
"The need for discussion with others is obvious", he
says, "and despite the fact that there has been Islamic

scholars talking about Islamic economics for centuries, it
took those with real knowledge of conventional banking
to make the IBS workable.
"The success of the IBS is due to the content and the
substance of the system, and not because of any name or
label attached to it. When IBS was introduced, the
government made sure that there was the management
and technical expertise to make it a success, as there was
much pressure through the rhetoric of politicians of
other Islamic nations to set up such a system."
Anwar added that any attempt to introduce Islamic
principles to the management of economics should not
only be limited to a legalistic approach by the Shariah or
Islamic jurisprudence.
"While I have no intention of reducing the roles of
strict legal interpretation by the Shariah", he said, " I still
feel any approach made must adopt the basic Islamic
principle of equity and fairness.
"Any attempt must further be tempered by the need
to attain a social, economic, and political agenda, for
economic growth - whether it has a label or not. This is a
realistic approach.
"The IBS was introduced when the economy was
good, and the banks were showing good results. This was
to ensure that the financial community could support the
system, and that any new financial instruments could be
effectively sustained by the system".
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unveiled yet another new financing
facility. This service is a financing
scheme for Umrah and Ziarah, which is
based on the Al-Bai Bithaman Ajil (or
deferred-payment) concept. This
means that BIMB marks up the price
of Umrah and Ziarah packages, and
resells them at a higher price to clients.
In order to implement this scheme.
Bank Islam has tied up with a whollyowned subsidiary - Lembaga Urusan
Dan Tabung Haji (LUTH),
Perbadanan Pengangkutan Dan
Perusahaan Tabung Haji Sdn Berhad
(Pengangkutan Tabung Haji), both of
whom now provide various Umrah
packages.
Under these schemes, customers
are entitled to borrow up to RM 10,000
depending on the type of Umrah
package they choose, with the interestfree loan repayable over three years.
This Umrah and Ziarah scheme also
includes a Takaful family insurance
facility. This is provided by Bank
Islam's insurance arm, Syarakat
Takafol Malaysia Sdn Bhd (STM).
"Bank Islam realised that such
services were badly needed", explained
Chairman Tan Sri Shamsuddin Abdul
Kadir. "Although I must add that this
scheme was not introduced to
encourage Muslims to borrow money to
perform religious commitments such as
Umrah, but rather to provide a facility
that will enable more Muslims to visit
the Holy Land".
"This is a scheme targeted at fixedincome earners", says Ahmad Tajudin,
"and we are confident that it will
receive a good response from Muslims.
The amount of any loan will be based
on the actual price of the Umrah
package, minus the deposit and linked
to maximum limit of RM 10,000 whichever is lower".

RM 2.7m Pumped into Pawn
Service
Bank Kerjasama Rakyat Malaysia
(BKRM) is offering RM 2.7m under its
newly introduced Islamic Pawn Service
(IPS). In its first four months of
operation, BKRM has attracted no less
than 2,412 customers, and is already in
the process of extending its Pawn
Service to a further five of its branches.
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IPS is already on offer at Bank Rakyat's
branches in Seremban, Muar, Bandar
Tun Razak, Butterworth, Mergong,
Kuala ferenganu, Banting, Jitra,
Taiping, Temerich, and Machang.
Head of Public Relations, Puan
Nasirah Aris, says that loans "presently
range from a minimum of RM 100 to
RM 5,000, depending on the value of
the items pawned.
"Those who pawned their
belongings are given a maximum of six
months to redress them. On appeal
they may be given an additional three
months to re-claim their property.
However, Puan Nasirah, added that
"at the moment we are only accepting
gold items. This is because gold is
relatively easy to assess, and also
because the staff currently attached to
our eleven operative branches have
undergone special training at reputable
jewellery establishments. These officers
are trained to recognise the various
grades of gold they are likely to meet,
and are authorised to offer up to 50
per cent of the total value of the
pawned items." And unlike traditional
pawnshops, the service offered by
BKRM is conducted in private.

RM 2b in Islamic Banking
Deposits
Deposits placed with Bank Islam
Malaysia Berhad (BIMB) and other
financial institutions with interest-free
banking schemes (SPTF's) now total
RM 2,050m, said Malaysian Deputy
Finance Minister Senator Mustapha
Mohamed recently.
Giving the keynote address at a
seminar on "Islamic Banking System Interest-Free Banking/Islamic Financial
Systems" in Kuala Lumpur, Mustapha
said that "of that total, RM I,80Im was
placed with Bank Islam, while the
remaining RM 249m was now with the
SPTF institutions".
"During the same period", he
continued, "the number of account
holders totalled 522,087, of which
476,230 were with BIMB. Also, the
number of branches of financial
institutions providing Islamic banking
services totalled 630 as at December
31 St, 1993, fifty two of which were our

own BIMB branches.
"What's more, by the end of this
coming year, we expect all financial
institutions to have embarked on the
SPTF. By which time we shall also be
introducing yet more financial
instruments."
Senator Mustapha said also that the
government would continue to provide
its full support for the fiirther
development of Islamic banking in
Malaysia, and with the recent
introduction of the Islamic Inter-Bank
Monetary Banking System (IIMBS), the
Islamic banking system as a whole was
poised to take off on a path of
sustained growth.
"By then, we shall have all the
necessary ingredients for a
comprehensive, and vibrant Islamic
banking system", he added.

Bank Islam Post 57 per cent
Profit Increase
Bank Islam Malaysia Bhd (BIMB) has
announced a 57.74 per cent increase in
profits before tax and Zahat for the
half-year ending December 3Ist, 1993,
rising to RM 22.67m from RM I4.37m
over the previous corresponding
period. Meanwhile, operating income
rose 36 per cent to RM 47.59m from
RM 35.08m.
Profit before tax and Zakat was up
by 58.87 per cent to RM 17.92m from
RM 11.28m previously, while operating
income rose 34.06 per cent to RM
41.27m from RM 30.79m.
In a statement on its audited
results. Bank Islam said that the halfyear results were due to an increase in
operating income resulting from an allround improvement in financing,
investments, and other banking
activities.
Shareholders profit was RM
14.28m, up 65.47m per cent from RM
8.63m.
Net earnings per share increased to
10.7 Sen from the previous 6.47 Sen.
Bank Islam is confident that its
performance will be maintained in the
second half of the year.

BBMB Lands Most Interest-Free
Deposits
Bank Bumiputra Malaysia Bhd (BBMB)
has collected more deposits under the
interest-free banking system than any
other financial institution in Malaysia.
"As of December 23rd, last year, we
collected more than RMlOOm. An
amount recognised by Bank Negara to
be the highest figure achieved
nationally", says BBMB ChiefExecutive Tatuk Abdul Aziz Othman.
"BBMB collected RM 68.2m from
its Al-Mudarabah General Investment
^ Account, a facility similar to hirepurchase facilities. The money
collected from Al-Wadiah Saving
Accounts, similar to deposit facilities
offered by conventional banks,
amounted to RM 34.8m.
"Our interest-free schemes
attracted 27,000 account holders,
comprising 926 in the Al-Mudarabah
scheme, with the rest choosing to take
advantage of Al-Wadiah.
Our other interest-free products are
Assets financing facilities; Interest-free
Accepted Bills; Interest-free Export
Credit Refinancing Facilities; Autopay;
Standing Instructions; and ATM
Juwara Muamalah Cards.
"Indeed, BBMB approved close on

RMIm in loans under the Assets
Financing Facility in just three
months".
BBMP have also brought in AlWadiah current accounts, which will be
operated with a difference. Where in
addition to the normal current account
operation, account holders also
authorize the bank to use its hinds for
any investment activity approved of by
Islamic financial law.
"BBMB makes token payments to
account holders if it makes any profit
from these investments", says Abdul
Aziz.
"Apart from our interest-free
banking schemes, we have identified
several growth areas across the country
where we shall be setting up Trade
Centres. We already have five such
centres specializing in providing Trade
Financing Facilities, and hope to open
three more sometime this year".

Nod for Islamic Fund Conversion
Asia Unit Trusts Berhad (AUT), a
wholly-owned subsidiary of the SouthEast Asia Development Corporation
(Seacorp), has received the approval of
the registrar of Companies to convert
its Malaysia Security Fund into an

First For Islamic Debt Securities
As part of its flotation on the Kuala Lumpur Stock Exchange (KLSE),
Petronas Dagangan Berhad is offering for sale various securities, including
three hundred million ringgitt in nominal amount of Islamic Debt
Securities (IDS) and sixty million warrants. The IDS are to be issued
together with 120m detachable warrants.
The issue has a term of five years from date of issue upon which the
outstanding IDS will be redeemed at the par value. The Securities have
been awarded a double A A I rating by the Rating Agency of Malaysia
(RAM). Bank Islam Malaysia Berhad and D& C Sakura Merchant Bankers
Berhad acted as advisers and managers to the issue.
The securitisation of debt arising from sale or loan contracts is allowed
by the Shariah with a certificate of debt. It will act as Islamic banking's
equivalent to conventional zero-coupon bonds - but with the elimination of
interest.
The issue is the first to be launched in Malaysia and indeed is
considered to be the first of its kind worldwide. It is also important as its the
first time an Islamic financial instrument has been rated by the RAM as well
as listed on the KLSE. It is envisaged that the introduction of the IDS will
spearhead the creation of a new Islamic bond market for local investors.

Islamic Fund. To be known as the
Tabung Amanah Baku (TAB), diis fund
is also open to non-Muslims, with unit
holders comprising of both
corporations and individuals.
AUT's Chairman, Mohamed
Ramzan Ibrahim, says that this
conversion is in line with his company's
objective to provide product
differentiation between unit trust funds
to investors. "By offering this Islamic
banking option for TAB, Asia Unit
trust becomes the second financial
organization in the country to offer an
Islamic Unit Trust Fund", he said.
The TAB Fund only invests in
companies whose business activities do
not contravene Shariah principles and
are taken from a recommended list
provided by Bank Islam Malaysia
Berhad (BIMB). Under these
recommendations, unit trusts are
restricted from investing directly in
property or commodities, and are only
allowed to invest in Malaysian equities.
AUT, established in 1966, is widely
recognised as a pioneer in the
Malaysian unit trust industry. In 1992,
the company became the first
institution of its kind in Malaysia to
enlist the services of a professional and
independent investment advisor.
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Corporate Profile

JIB Consolidates its Monopoly Position

Tordan Islamic Bank (JIB), set up in
I 1978 and as such one of the oldest
"Islamic commercial banks, is targeting
branch expansion and p r o d u c t
diversification for fiscal year 1994. Set
up under a special law - the Jordan
Islamic Bank Law No. 13 - J I B
remains the only Islamic Bank i n
Jordan, giving it a monopoly position.
It is part of the Jeddah-based Dallah
Albaraka Group, whose Chairman
Sheikh Saleh Kamel is also the
Chairman of the Board of Directors of
JIB. Shareholders in JIB include other
Albaraka Group companies such as
AlBaraka Investment and Development
Company.
Perhaps more i m p o r t a n t l y , J I B
buoyed up by a net profit o f 4.3m
Jordanian Dinar (JD) i n 1993, is
aiming to expand and diversify its
services; to finance in particular the
business activities of craftsmen, artisans
and small-scale businesses; to increase
its branch network; to continue its
training programme; to enhance the
performance and efficiency o f its
employees; and to introduce the
computerisation and i n f o r m a t i o n
technology i n its operations including
new applications for signature
verification and an ATM network.
Last year was an encouraging one
for JIB partly due to the relative
success of the Jordanian economy
which saw an estimated GNP growth
rate of 6 per cent and inflation stabilise
at about 4.5 per cent compared with 4
per cent in 1992. The net result was
that client's deposits increased to JD
421m in 1993 compared with JD 370m
in the previous year.
In 1993, according to M r Musa
Shihadeh, JIB's General Manager, the
Bank's capital was increased from JD
7.2m to JD I 5 m . The extra
capitalisation was acquired through
offering new shares for public
subscription towards the end of last
year. The share offer was heavily
oversubscribed.
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Last year was an
encouraging one for
JIB partly due to the
relative success of
the Jordanian
economy which saw
an estimated G N P
growth rate of 6 per
cent and inflation
stabilise at about 4.5
per cent compared
with 4 per cent in
1992. The net result
was that client's
deposits increased
t o J D 4 2 l m i n 1993
compared with JD
370m in the
previous year.

In terms of branch expansion, the plan
for this year include the opening of
three new branches and the upgrading
of another three. One good sign is that
JIB's training institute was very active
during 1993 conducting 26 courses in
banking, finance and management.
This compares well with only 13 held
the previous year. I n addition, the
Institute also held some seminars
aimed at m i d d l e and
senior

management
on
advanced
management and efficiency measures.
Within
the
framework of
cooperation w i t h other Islamic
financial institutions, JIB also trained a
number o f personnel from Saudi
Arabia, T u n i s i a and M a u r i t a n i a .
T r a i n i n g of course is a major
bottleneck i n Islamic banking today,
and i f a proper assessment of JIB's
training institute is to be made more
needs to be done about the quality of
the curriculum, and staff.
In terms of financing, over half was
allocated to 'miscellaneous financing' funding vehicles purchases, the needs
of craftsmen, furniture and building
material purchases for the construction
of private housing. T h i s type of
financing totalled JD 153. I m last year
compared with JD 103.8m in 1992. On
the other hand general trade financing
totalled 28.8 at JD 86.8m compared
with JD 67.1m for the same period.
This means that JIB's financing is
mainly orientated at consumer and
trade finance. M i n i n g and industry
only attracted 9.1 per cent of financing;
construction 10.1 per cent, transport a
mere 1.36 per cent; and agriculture a
paltry 1.25 per cent. It is obvious that
JIB's corporate strategy is aimed at
retail banking and financing trade and
not at contributing to the development
of infrastructure and industry and
agriculture. Its balance sheet is too
small to accommodate more of the
latter's financing.
Nevertheless, JIB's assets continued
to increase - last year these totalled JD
528.25 compared with JD 435.34m in
the previous year. JIB's reserve
position is quite sound as well. At end
1993, its statutory reserve stood at JD
4.86m, its voluntary reserve at JD 2m,
its special reserve at JD 16.6m and
provision for investment risks at JD
I0.73m.
A l t h o u g h the auditors r e p o r t
stipulates that the Bank's statements
were carried out i n accordance with

International Accounting Standards
that conform with the Bank's Special
Law which i n turn complies with the
provisions o f the Shariah,
the
presentation of the English version of
the Annual Report is very poor. It is
obvious that the report was translated
from the Arabic into English and the
person who translated i t has an
inadequate understanding of the use of
English i n the Financial Reports of
financial institutions. Unfortunately,
JIB is not unique i n this oversight.

Musa Shihadeh, JIB's General Manager
Left: Logo of the Bank
Righc Head Office building - Shmeisani
Below: Deposit and Accounts 1984-93

Many other banks from the developing
world regularly produce poor English
annual reports, which can only reflect
badly on the bank itself.
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Arts
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Interview

Faquih Pledges to Increase Ties with
Member States
IDB Targets Private Sector
he President of the Jeddah-based
Islamic Development Bank (IDB),
Mr Osama Faquih, has said that he
expects Muslim countries to register a
four per cent growth rate in 1994, with
a further increase expected early next
year, but added a cautionary note that
some of the member states - including
the oil e x p o r t i n g countries - w i l l
continue to face problems in the fiiture.
Since its establishment in 1975, the
IDB has approved financing operations
totalling $14.6b to its members, in
addition to .$I.2b in interest-free loans
extended to over 200 projects in 22
countries. The loans are to be paid
over a 25 year period, including a
grace period of ten years. The IDB also
provides technical assistance in the
form of non-refundable grants and a
special assistance fund to help
countries facing natural disasters. So
far, $120m has gone i n special
assistance to finance 160 operations in
47 Muslim communities in non-Islamic
countries, and $3.03m to help member
countries, suffering from natural
disasters.
Mr Faquih, aged 51, is a former
Deputy Minister in the Saudi Ministry
of Finance and National Economy, in
charge of international economic
cooperation. I n 1990, he was
nominated to the UAE-based Arab
Monetary Fund (AMF), where he
served as President and General
Manger, until he took up his post as
IDB President. A c c o r d i n g to Mr
Faquih, the external debt of the IDB
members is estimated to be around
f495b - a figure which is providing the
bank with considerable headaches, and
so, it has over the past few years,
launched several projects to try to
reduce the burden.

T

Q. W h a t are your plans for the I D B
in the next century?

A. The IDB has j u s t approved a
Strategic Plan, in which priority areas

in the i n d u s t r i a l i s e d countries is
coming to an end. This will stimulate
growth and development i n I D B
member states.
However, the fact cannot be
i g n o r e d that some I D B member
countries w i l l continue to face
problems for some time to come, in
particular the less developed African
nations. Even the o i l e x p o r t i n g
member states may experience some
difficulties depending on the price of
oil, although having said that, because
of increasing economic diversification,
the medium and long-term economic
prospects for these countries are very
promising.

Osama Faquih, President of the Jeddah based
Islamic Development Bank (IDB).

have been identified for participating
groups of I D B member countries.
W i t h i n this framework, certain
objectives have been i d e n t i f i e d
including
poverty alleviation,
promoting science and technology and
strengthening the role of the private
sector.
Q. W h a t are your expectations for
the I D B m e m b e r states' economic
performance?

A. Present projections suggest that
Gross Domestic Product (GDP) growth
rates in IDB countries will be about 4
per cent in 1994. Several factors are
expected to contribute to these more
positive growth rates. First there are
economic reforms being introduced in
member countries, especially directed
at i m p r o v i n g macro economic
management and encouraging the
development of the private sector. Also,
the end of the trade talks and recent
improvements in the US economy
means that the long period of recession

Q. Most I D B m e m b e r s a r e suffering
f r o m h u g e f o r e i g n d e b t w h i c h is
crippling their economic plans. W h a t
c a n t h e b a n k do t o s o l v e t h i s
problem?

A. Estimates are that in 1993, the total
external debt of the I D B members
amounted to $495b. The debt-service
ratio was 17 per cent that year.
However, there is of course a great deal
of variety amongst IDB members. I n
1993, the debt-service ratio was 16 per
cent for oil exporting members, 18 per
cent for non-oil exporting members
and 26 per cent for the Least
Developed (LD) members. By
comparison, the ratio for all
developing countries was 14 per cent in
the same year.
The magnitude of this debt is of
course a cause of concern both to the
IDB and its donor countries. This
concern has been reflected in the
several initiatives aimed at relieving the
burden. Both Kuwait and Saudi Arabia
have started initiatives in this area. In
1988, Kuwait proposed that the interest
on the debt be cancelled and that the
principal of the loans to the poorer
countries be written off. In 1991, Saudi
Arabia announced its decision to write
off the debt of all of the LD counties.
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For its part, the I D B has been
encouraging its partners to do what
they could to reduce the debt burden
of the member states. It has also been
helping its members to better manage
their debt through the training and
organising of seminars. The bank also
has been reserving most o f its
concessional financing for the L D
counties.
Q. How is the I D B going to help the
m e m b e r states increase the role of
t h e p r i v a t e s e c t o r t h r o u g h its
contribution to the G N P ?

A. From its inception, the bank has
been doing what it can to assist and
encourage the private sector to play a
greater role i n the economies of
member states. P r o m o t i n g the
development of the private sector is
one of the major objectives of the IDB both long and medium terms. And all
IDB models of financing such as equity
participation, leasing, and instalment
sale, with the exception of loans and
grants, are developed in order to allow
the private sector to benefit from them.
The bank has also been making a
conscious effort to help promote small
and medium scale enterprises i n
member states. It does this by making
available lines of financing to nauonal
development financing institutions
which can provide financing to these
enterprises.
A third area in which the IDB tries
to help the private sector is by
providing trade financing. The bank
has introduced - as well as its import
trade financing - two new schemes, the
Longer Term Trade Financing Scheme
and the Islamic Banks Portfolio. The
IDB Unit Investment Scheme has been
initiated to mobilise resources from the
private sector and the bank is in the
process of financing the establishment
of the Islamic C o r p o r a t i o n for
Investment Insurance and E x p o r t
Guarantee which will greatly support
the activities of the private sector in the
member countries.
Q. In a w o r l d c h a r a c t e r i s e d by
e c o n o m i c blocs a n d i n t e r n a t i o n a l
trade pacts, what can Muslim
countries do to establish themselves
as an effective economic bloc?

A. Two trends characterise the existing
16 New Horizon July 1994

world economic order. One is towards
multilateral trade liberalisation as
shown by the Uruguay round of trade
talks and the second is the
establishment of sub-regional and
regional economic groupings. These
trends are not necessarily incompatible
so long as the economic groupings do
not become closed to the outside world.
IDB members have already been active
in this area through institutions such as
the Gulf Cooperation Council (GCC),
the Maghreb Union, and the Economic
Cooperation Organisation, all of which
are made up of IDB member countries.
Efforts have also been made to
strengthen the cooperation among the
50 plus members of the Organisation
of Islamic Conference (OIC). The IDB
has always given its support to all
initiatives to promote greater economic
cooperation between member states
and enhancing their impact on global
trade negotiations.
Q. Do you see any duplication of the
mandate between the I D B and t h e
A M F , especially w h e n it c o m e s to
evaluating economic problems
affecting members states?

A. Over the years, Muslim countries
have created a number of organisations
which demonstrate their commitment
to strengthening the ties between them,
so as for your question, there is a
complementary relationship between
the two bodies. The I D B is a
development financing institution with
activities covering both its members
and the Muslim communities in nonMuslim countries. The AMF on the
other hand, is a Pan-Arab monetary
agency dealing with the monetary
affairs of its members - all of whom are
members of the IDB.
Q. W h a t is the criteria followed by
t h e I D B in e x t e n d i n g l o a n s a n d
assistance to m e m b e r countries?

A. These are laid out in the Policies
and Procedures for Financing
Operations - which stipulates that the
first and most important criteria is that
the project or enterprise should be
technically sound and commercially
viable. Due regard is also paid to the
direct impact of the project on the well
being of the region and the extent to
which the project demonstrates that

clear efforts are being made towards
achieving self assistance.
The I D B also seeks to promote
activity between its members and so
preference is given to multi-national
projects, j o i n t enterprises and other
activities that aim to strengthen
economic cooperation among member
states. Because of this, the IDB pays
special attention to the needs of the LD
members especially in the allocation of
its concessional financing made up of
grants and loans.
Q. A r e political considerations taken
into a c c o u n t w h e n giving loans to
m e m b e r s t a t e s o r is t h e p r o c e s s
dependent on the member's share in
the bank's capital?

A. The answer to the first question is a
categorical no. Political considerations
do not enter into decisions regarding
loans
or
grants.
The
only
considerations are those of the validity
and profitability of the project.
As for the relationship between the
financing and a member's share in the
bank's capital, again there is no link
between the two. In fact, right from the
very outset, major contributors to the
share capital such as Saudi Arabia and
Kuwait made it clear that they do not
intend to benefit from the financing
made available by the IDB, and this has
since remained the case.
Q. Last year, the I D B sponsored an
international investment conference
in Albania to help the country stand
on i t s o w n t w o f e e t . A r e s i m i l a r
conferences being planned for other
East European or C e n t r a l Asian
Muslim countries?

A . The IDB will be glad to do so i f
there is enough interest shown by the
private sector in order to ensure that
the conference is successful.
The bank has also already extended
special assistance of $21m to Bosnia
Herzegovina, and has financed and
participated i n the meeting of the
Economic Cooperation Organisation
held in Alma Ata, Kazakhstan. It also
participated in an investment meeting
held i n Kazan, Tataristan, at which it
pledged assistance for five educational
projects.
Courtesy of Arab News.

Conference Reports

Back to Basics for Islamic Banking Seminars
Naomi Collett

hree conferences organised across
the globe this year have signified
the beginning of a new era for Islamic
banking. These conferences are now
getting to grips with real and specific
issues rather than limiting themselves
to the more general aspects of profit
I and loss (PLS) banking.
Past conferences on Islamic
banking tended to concentrate more
on descriptive aspects of the interestfree system, with delegates avoiding
potential problem areas. So it is not
surprising that the increasingly
applied nature of these new
conferences means that many
problems are being brought to light.
But this does not signify a sudden
increase in the number o f new
problems facing Islamic banking.
Nor does it mean developments in
old problems. Rather, the number of
issues raised in the three conferences
represents a positive step for Islamic
banking. These are not the kind of
issues that a serious financial system
- and certainly not one that purports
to provide a workable alternative to
the conventional - can afford to
ignore.
The
first
of the
three
conferences, which took place at the
Holiday Inn, London, on May 24th
provided a model example of the
new trend. Organised by the
London-based Institute of Islamic
Banking and Insurance (IIBI), in
conjunction with the accountancy
f i r m Price Waterhouse and the
Geneva-based financial institution Dar
Al Maal Al Islami, the conference took
up the thorny issue of developing an
accounting system in Islamic banking
as its subject.
This represented a confident step
for the IIBI. Accounting standards have
proved to be a topic which has been the
subject of much interest and indeed
controversy among individual Islamic
bankers and auditors over the past few
years. But so far a viable and

T

internationally workable solution to the
problem has remained elusive.
Indeed, it has long been accepted
wisdom i n banking circles - both
conventional and Islamic - that the
Islamic banking sector is in danger of
suffering a serious image problem
unless i t gets its act together and
tackles head on the p r o b l e m o f
accounting standards. Whilst no one is
d o u b t i n g the validity of Islamic

International
Conferences
In London,
Tehran and
Kuala Lumpur
Reflect a New
realism
Towards
Problemssolving in
Islamic
Banking.
banking per se - Islamic financial
institutions manage funds to the tune
of billions of dollars - its credibiUty is
set for a knock i f it does not come up
with viable accounting standards. And
whats more, an accounting standard
that can be applied to the 100 or more
Islamic financial houses operating
worldwide.
The unavoidable fact is that the lack
of common accounting standards can
only result in doing Islamic banking a

grave disservice. This is particularly so
in the West. European capitals are the
places where Islamic banks should have
taken off on a wider scale but so far
have failed to do so. The need for
common accounting standards is no
more true than in London, given the
less than easy relationship Islamic
banking has experienced with the Bank
of England over the past few years. The
hallmark o f successful banking
regulating is prudence, and in the
opinion of the British regulators
inconsistent balance sheets between
the Islamic banks can only signify a
no-go area.
Not surprisingly, the message
that came from Islamic bankers and
auditors at the London conference
was clear. Whilst Islamic banks are
on track in developing common
accounting standards, there are still
many hurdles to cross. In fact, given
the seriousness o f the subject,
progress,
so far, has been
lamentably slow.
Conference delegates pointed
out that at the moment, i t is not
possible to compare the financial
statements of the different Islamic
banks. For example. Islamic banks
use four different accounting
methods to recognise income
arising from the popular Murabaha
transactions. A n d as M r Samir
Badawi ex of the accountancy firm
Ernst and Y o u n g p o i n t e d out,
experience has shown that the
Islamic banks do not always choose
to reveal the particular methodology
adopted.
Another example, and another
major source o f confusion is the
concept of 'Funds under Management',
which allows banks to escape liability of
these funds because they are off
balance sheet. The most disturbing
aspect of this is that discrepancies in
approach can occur between banks
from one country to another, although
they are still part of the same parent
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tough. The planing committee of the discrepancies. Greater coordination
group.
Other speakers at the conference FAOIBFI is sUll to introduce a uniform between themselves, and the Western
confirmed the view that circumstances and universally applicable set of Islamic Central Banks was advised.
Another area that is causing
will have to change. Mr Omar A. A l i banking accounting standards.
However, delegates acknowledged problems is that every Islamic bank is
Chief Executive Officer of the Dar Al
Maal A l Islami, said that all Islamic that there were various logistical required to employ in-house religious
banks had to operate under strict problems faced by Islamic accounting advisers - Shariah Supervisory Boards
religious guidelines, in effect bodies in their task. Since many Islamic (SSB) to make sure that all operations
prohibiting interest in all their business banks are based in the non-Muslim carried out under the auspices of the
bank are done so in
and trade transactions.
accordance with Islamic
But, he p o i n t e d out,
law.
Whatever the
this shared system does
advantages in terms of
not mean that they
ensuring that the bank
could avoid indefinitely
only deals in Islamically
the dual tasks of
acceptable practices this
developing
and
has
the
obvious
standardising
an
disadvantage
of
appropriate accounting
producing a variety of
system for Islamic
d i f f e r i n g accounting
banking.
practices for the same
It was made clear
transaction. I t was
that puzzlingly slow as
suggested that this
the sector has been in
problems c o u l d be
arriving at a workable
avoided by establishing
solution, this is not for
one central Shariah
lack of interest. Two
council to serve all
separate bodies are
Islamic banks.
currently engaged in
Speakers also drew
finding solutions. The
attention
to
the,
Organisation of Islamic
perhaps more worrying,
Conference (OIC), the
frequent
lack
of
pan-Islamic
body
transparency in Islamic
dealing in financial and
Banks'
financial
commercial matters,
reporting
often
of an
had given the task of
extremely
l
i
m
ited
establishing common
nature, to say the least.
Islamic
banking
This does not mean
accounting standards
that Islamic bankers
applicable to all Islamic
have anything to hide financial institutions to
on the contrary, the
the
Jeddah-based
Shariah obliges Islamic
Islamic Development
bankers to be prudent
Bank
(IDB). The
and honest i n their
Board of Governors of
advice but the fact of
which then set up the
the matter is that some
Islamic Accounting
of the Islamic banks are
Standards
Board
Participants at the London Conference, top: From left to right, Mr Muazzam Ali, Mr
d r a g g i n g t h e i r feet
(lASB).
However,
Hamat and Dr Gambling. Above: From left t o right, Mr Omar Ali, Mr Karim, Sir
when it comes to
despite an interval of
Tapsell, Mr Muazzam Ali, Mr Hamat and Dr Trevor Gambling.
changing their style of
some years, the lASB
financial reporting. Not altogether
added
has so far failed to produce any w o r l d , they have the
surprisingly. Islamic banks are
consideration of cooperating with the
concrete results.
currently facing external pressures for
And whilst the private sector local statutory requirements. I t was fuller accounts.
standard-setting body the Financial stressed that Islamic Banks "must work
Accounting Organisation for Islamic in harmony with the constraints of the Mr Samir lamented the fact that the
statutory
requirements." auditors of Islamic banks were not yet
Banks and Financial I n s t i t u t i o n s local
(FAOIBFI), was set up in Bahrain with However, the Muslim Central Banks d o i n g enough to give sufficient
the expressed mandate of tackling this came under fire by delegates for information to shareholders. But, he
very task, it too has found the going lacking the political will to remove pointed out that although in theory the
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auditing of Islamic banks should be no
different from the auditing of other
banks, experience shows that it requires
a certain knowledge of the Shariah
which may not always exist. Other
speakers such as Dr Trevor Gambling,
Emeritus Professor at Birmingham
University, cited cultural reasons for
the different approach
to financial accounting.
However, it was left
up to Mr Muazzam A l i
of the Institute of
Islamic Banking and
Insurance to put the
— general feeling of the
^ ^ o n f e r e n c e participants
into words by pointing
out that " although
there are no easy
solutions
to
the
problems
of
accounting...the basic
p r i n c i p l e of Islamic
b a n k i n g is that all
information should be
made available in such a
way
to enable the
average
client
to
understand the financial
position
of
the
organisation."

exchange rates.
The conference did not shy away
from controversial issues such as
developing an interest-free securities
market, a topic that has been the
subject of some controversy recently. As
was to be expected,
Dr A.
Djahankhani's paper on this subject.

1979, the government has consistently
stated its commitment Islamising the
banking system. Yet so far, progress has
been slow and erratic. The May
conference
p r o v i d e d a strong
i n d i c a t i o n that the government is
finally t a k i n g their c o m m i t m e n t
seriously.
Moving to the Far
East, the Singaporebased
Centre
for
M a n a g e m e n t
Technology (GMT)
organises its second
two-day conference of
the year in July (the
first took place i n
January). To be held in
Kuala L u m p u r , the
conference w i l l take
place under the title of
'Second International
Conference on the
Challenges of Interestfree/Islamic Banking
System:
Successful
I m p l e m e n t a t i o n and
Operations of Islamic
Financial
Markets,
Products
and
Standards'.

True, many of the
Iran's offering for
issues to be covered are
1994, also organised in
of a general nature and
mtMay by the Tehranare similar to those
based Monetary and
discussed
in
the
Banking
Research
January event. These
^institute
of
Iran,
include
Pakistan's
(MBRII)
similarly
Islamic banking model,
repeated the new trend
revenue
sharing
of tackling specific
banking in Indonesia,
problems head on.
and legal issues i n
Unfortunately, the now
Islamic Banking as well
annual conference on
as
the
Malaysian
'Monetary and Foreign
Islamic Banking Act of
Exchange
Policies'
1993.
limited itself to dealing
But this time the
Participants at the London Conference, top: The audience. Above: D r Trevor
specifically with Islamic
July event will be firmly
Gambling.
banking
in
Iran,
in line with the general
although a paper was
trend
for
1994's
given on a comparative analysis of
Forecasts for this
"Proposing securities consistent with conferences.
Islamic banking i n various Islamic
and w i t h i n the framework of the conference are unanimous that as well
countries. However, the conference
interest-free
financial system." as the general, more crucial issues will
provided a fascinating insight into the
be taken u p . The programme has
provoked much discussion.
workings of an economy m o v i n g
The highly technical nature of the already revealed that, in common with
towards Islamisation. And it should be
topics discussed in the conference and the London conference, high on the
remembered that the Iranian economy
their wide-ranging nature is a agenda will be accounting in Islamic
has many a d d i t i o n a l pressures to
promising sign for Islamic bankers in banking and taxation issues. And like
contend with such as the adjusting of
Iran. Since the Islamic revolution of the T e h r a n conference, Islamic
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stockbroking and u n i t
trusts,
securitisation and debt trading will be
discussed. As well as of course the
framework of the Islamic interbank
market on which Malaysia has already
proved itself to be a pioneer.
The year 1994 will go down in banking
history as the year in which Islamic

banking conferences took on a new and
more demanding role. But so far these
conferences have taken place in the
UK, Iran and the Far East, with the
Gulf - the home of Islamic banking being notable by its absence. Therefore
there is all the more reason to hope
that the Bahrain!
conference,
organised by the Bahrain Ministry of

Information and the International
Association of Islamic Banks (lAIB) in
cooperation with Reuters Corporation,
scheduled to take place in Manama in
October of this year will rise to the
occasion and adopt a similarly critical
and analytical approach towards
Islamic banking.
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Faisal Finance - Slow But Steady
Recovery in Switzerland
Mushtak Parker
aisal Finance Switzerland (FFS), the
Geneva-based subsidiary of Dar AlMaal Al-Islami ( D M I ) , the Islamic
finance group headed by Prince
Muhammad Al-Faisal, has announced a
modest net profit of SFr44,000 for fiscal
year 1993.
The significance, however, is that in
fiscal year 1992, FFS suffered a net loss
of SFrl.072m, perhaps indicating that
the shoots of recovery are sprouting
despite a difficult year in Western
Europe in 1993 when economic
slowdown continued and volatility in the
financial markets adversely affected
investment yields. The Swiss economy
itself of course was no exception.
Nevertheless, FFS Chairman Prince
Muhammad Al-Faisal sees the 1993
results as a t u r n i n g point in the
institution's three years of operation.
"The net profit of SFr44,000 will start to
compensate for the losses made during
its first two formative years which were
caused by start-up and establishment
expenditures
and which
have
significantly decreased from SFr3m in
1991 t o S F r l . l m i n 1992".
FFS, "a bank-like finance company"
operating on a fiduciary basis and set up
in Geneva canton in March 1990, has
been trying to attract expatriate Arab
investment funds from Europe, the
United States and Canada and since the
Gulf War has also been acting
increasingly as a conduit for investments
from the Gulf and DMI's subsidiaries
there, such as the Islamic Investment
Company of the Gulf (IICG) in Sharjah
and Bahrain and IICG in the Bahamas.
According to Prince Muhammad AlFaisal, FFS aims to "provide
discretionary private banking and
financial services to its clients, including
high net worth individuals, commercial
companies and financial institutions".
The plan is also to diversify FFS
operations to include extending more
financing, albeit Islamic Mudarabah
(trust financing) and Murabaha (costplus financing) to the local community
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in Geneva.
Funds under management at FFS
last year totalled SFr707m ($490m)
compared with SFr723m ($495m) in
fiscal year 1992. Given the recession in
Europe and the economic slow-down,
FFS seems to have retained the
confidence of its clients in its
competitive strength. Funds in 1993
were invested on a fiduciary basis in
short-term money market Islamic
instruments, including equity (4 per
cent) and trade finance (26 per cent),
syndications (13 per cent), leasing (33
per cent) and real estate transactions (24
per cent).
Investments d u r i n g the year
included a 5 per cent equity stake worth
SFr0.863m in Faysal Islamic Bank in
Islamabad in Pakistan and the
participation in the Morabaha
syndications arranged by Faisal Islamic
Bank of Bahrain (FIBB) on behalf of
Pakistani entities such as the Cotton &
Rice Export Corporations of Pakistan
and the Pakistan National O i l
Company.
FFS operates and manages client
private portfolios on a fiduciary basis
using a product called the Islamic
Fiduciary Accounts (IFA) which satisfies
both Shariah law and Swiss banking law
and regulations. The IFA, according to
FFS, can be both for individuals,
companies or other financial institutions
and is attractive because of flexible
maturities, risk categories
and
currencies, which include all the major
hard currencies, the ECU (the European
Currency Unit of the European Union)
and the Saudi Riyal. IFA are offered to
clients directly, or through a j o i n t
account with two of DMI's major
subsidiaries operadng in the Gulf - IICG
Sharjah and IICG Bahrain.
During this year, FFS wants to widen
its product-mix, taking care to offer its
clients the best possible investment
strategies. While income from trading in
foreign exchange remained subdued
due to the weakness especially of the US

dollar during 1993, FFS is increasingly
targeting the 'safer' products of trade
financing and leasing (Ijara) and lease
purchasing {Ijara wa Iktina).
It is also determined to contain
operadng expenses especially given the
fact that its activities continue to
expand. However, this determination is
reflected in the fact that operating costs
last year decreased to SFr4m from
SFr4.5m in the previous year.
The total balance sheet also
increased to SFr27.1m in 1993 from
SFr26.44m in the previous year. Total
income in the profit-and-loss account
also increased from SFr3.486m in 1992
to SFr4.049m last year.
FFS, capitalised at SFr5m with a net
equity of SFr24.23m was set up in
Geneva in March 1990 under Articles 7
and 8 of the Swiss Federal Banking Law
but came to prominence following the
downturn of business in the Gulf
following the Iraqi invasion of Kuwait
and the subsequent Gulf Crisis, when its
parent company the D M I Trust
expanded its base to attract funds to
Geneva to access investment and
deposits from Arab expatriates for
placement in its Islamic banking
instruments.
FFS is not only aiming at Islamic
private banking and investment
portfolios management but is also keen
to finance local Swiss trade with the
Islamic world.
The institution prides itself in
personalising services "aimed at
establishing long-term banking and
investment relations with clients". FFS
has done some pioneering local
financing for companies such as Andre
Chevalier (SA), the largest Mercedes
Benz agent in Switzerland. This deal in
1991 according to DMI Chief Operating
Officer Omar Abdi Ali was important
because it showed "that we can be
competitive in the toughest of markets.
The company went to a normal bank for
finance but found better terms with us".

DIVERSITY IS OUR STRENGTH
— our growth speaks for itself
Beximco's 18 Companies employing over 6,500 persons
having total turnover of Take 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, foundatidn 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.
We welcome co-operation with others for technological
joint ventures and for investment in new activities.
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