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COMMENT

The Greater Responsibilities
of Islamic Banks

Some Thoughts on Interest-free
Banking - An Indian Perspective
A Hasib looks at the characteristics of interest-free banking and finance,
particularly in the context of its potential for operating in India.

The Islamic bank should not just be concerned with
stensibly, Islamic banks have developed in
response to the need of the Muslim Ummah to investing its money cleanly, i.e. clear of interest, alcohol,
conduct its banking transactions in accordance gambling or pornography and the like. The more
with the law of Allah, which prohibits dealing in Riba. important goal of the Islamic bank is investing its money
While this may be a popular perception it is a limiting positively, to help achieve real changes in the world
one. Islamic bankers must realise that although the socio-economic environment.
It is time for Islamic banks to use their not
elimination of interest is a central tenet of Islamic
insubstantial power to influence the positive economic
banking, it is by no means the only tenet.
Now that the Islamic banking industry has passed direction of the Ummah. This need not be in opposition
its embryonic developmental stages and has to, but as a partner and advisor to local governments. No
mushroomed into a market with more than 185 Islamic bank will find government opposition to a
participating institutions with some US$100 billion positive investment strategy.
The first step to positive investing is the rationalisaunder management, Islamic banking officials need to
seriously consider their further role and contribution tion of Qarz-Al-Hasana. Far from being a charitable or
in steering Muslim and non-Muslim economies alms-giving fund that is supplementary to the main
toward the expansive safe haven of justice of the activities of Islamic banks, Qarz-Al-Hasana is actually a
critical developmental financial instrument that was
Shariah.
Granted, most Islamic banks are private profit enormously important in the fiscal policy of the early
making institutions. However, the legal foundation upon Islamic state.
It is the only investment mode in use by Islamic
which an Islamic bank bases its profit-making activities is
through acting as a trustee of its depositors funds. This is banks today that is mentioned and blessed in the Quran.
It is lamentable that no Islamic
in marked contrast to nonbank has yet taken a high profile
Islamic banks which borrow
role in supporting charitable and
money from depositors with a
It is disgraceful that Islamic
other events of national or
promise to repay at a higher
banks are not aggressively
international importance.
rate of interest.
pursuing and developing
Another important step is
Conceptually and legally
speaking, the Islamic bank is a
procedures for funding micro- investment in projects whose
primary motive is not profittrue fidu'ciary agent that
Industries, low-cost housing,
making but to be socially
gathers surplus capital of the
renewable energy, cobeneficial. It is shameful that no
Ummah and allocates it
operatives, fair trade,
Islamic bank is taking a lead
presumably to projects and
position in funding financially
activities in consonance with
sustainable transport or
sustainable, environmentally
the goals, values, and ethos of
building restoration projects. friendly
projects
and
the Ummah. Profit-making is
incorporating this position into
certainly one such goal.
However, given that the vast majority of depositors its marketing strategy.
It is disgraceful that Islamic banks are not
are motivated not by their profit-making potential but by
their Shariah compliance, Islamic banks need to aggressively pursuing and developing procedures for
reconsider how they may achieve the often unspoken funding micro-Industries, low-cost housing, renewable
energy, co-operatives, fair trade, sustainable transport or
goals of their depositors.
A perceptive fourteenth-century Islamic thinker, Abu building restoration projects. It is no excuse that the
Ishaq Shatabi, in describing the economic activities of the Islamic banks have not yet been approached.
Islamic banks need to discard their solely profitcompanions of the Prophet expresses perhaps what are
pursuing, soft, non-socially conscious images. The role of
the universal goals of the depositors of Islamic banks.
He says: "They were experts in business enterprise, the Islamic bank is not different from the role of its
keen and persistent in a variety of economic pursuits. socially conscious Muslim depositors - to establish justice
They did not do so to amass wealth or save it for on the earth by gearing the environment and the
themselves, rather their aim was to spend their earnings structures of society to conform to the expected Islamic
in good causes and for such purposes as are economy. The history of Islam proves that establishing
recommended by the Shariah and are exalted in a life social and economic justice is not economically
incompatible with profit-making.
Farid Scoon
lived according to it."

O
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The world is undergoing a basic change in the
structure of economic systems. New instruments of
savings and investments are being fashioned in order to
help national economies integrate into a global economy.
The change has become particularly apparent since
the collapse of the Soviet Communist system. In India
itself the economy is undergoing a radical change. From a
socialist, public sector dominated economy, there is a clear
movement towards using the market as the major
instrument for growth.
In the financial sphere a basic change had taken place
with the nationalisation of major banks in 1969 which
resulted in the coverage of almost the entire country by
one or the other bank, rapid increase in deposits and
extension of credit to priority sectors.
From 1969 till 1992 the public sector banks dominated
the financial system both in commercial and development
banking fields. Since the economic reforms initiated in
1991, a major change has taken place.
The Reserve Bank of India has allowed the setting up
of private sector banks and the policy of permitting
foreign banks to open their branches or offices in India has
become liberal. Indirect monetary instruments are being
used in place of direct methods. This is an on-going
process.
Local Area Banks with moderate capital are being
permitted to mobilise local resources and deploying them
in the same areas. The rural credit system is going to be
revamped. Non-banking financial Intermediaries (NBFIs)
have also mobilised an appreciable amount of deposits
from the public and are catering to segments of
population, which are either denied credit by banks, or
find it easier to borrow from NBFIs.
The emphasis of policy is now on improving the
financial position and quality of assets of banks. What is
even more important is the development of new financial
instruments. It is not so very long ago that current, savings
and fixed deposits, along with postal deposits and
National Savings Certificates, were the main forms of
mobilising savings. Likewise, on the asset side cash credit
and overdrafts were the major forms of deploying banks
resources.
Under the new competitive system, savers have an
expanding choice of financial instruments which include
not only the familiar shares, debentures and bonds but
also new instruments like index-linked bonds, deep
discount bonds, income and capital growth units, zerointerest securities etc. The basic point is that a change has
taken place in economic thinking that allows the
acceptance of new forms of financial institutions and
I

financial instruments.
It is in this context that the idea of interest-free
banking in India has to be examined. The system itself has
taken root in large parts of the world, and Islamic banks
are now considered as constituting a viable alternative
system. The practicality and viability of the system have
been proved in countries like Malaysia, Iran, Pakistan and
Sudan. Even some the leading Western banks have
opened interest-free banking windows, with some
financial institutions floating funds which are based on
Shariah principles.
Major Characteristics of the Interest-Free System
Like any other financial system, interest-free banking
also performs the function of mobilising savings of the
community and deploying these savings in productive
channels.
Under the modern interest-based system the creditor
is concerned only with the recovery of the money lent by
him for enterprise, plus a predetermined Interest rate. He
is not primarily concerned with the success or failure of
the enterprise, the focus is wholly on the recovery of
principal with interest.
In the case of consumption loans the creditor does not
go into the compulsions because of which the borrower is
seeking a loan. Here also the basic concern is to earn
interest and recover loans, thus instances of the brutality
of the system are innumerable.
The interest-free system, however, is based on
partnership between capital, labour and enterprise. It is
essentially a profit/loss and risk-sharing system. The
profit and loss are shared between creditor and the
entrepreneur in accordance with the respective shares of
capital contributed by both parties.
Interest-free banking is a part of the total Islamic
economic system that is value-based. Under the modern
economic market-based system, human values are not
taken into account when dealing with economic problems.
Under the Islamic banking system, banks mediate
between savers and borrowers not through the medium of
the interest rate, but through various instruments of
profit-and-loss-sharing (PLS).
Islam recognises man's urge to increase his wealth,
however the Holy Quran orders man to place moral
values above the desire to make quick profit. Thus, man
has been ordered to be honest in his business dealings.
Yet, honesty is not mentioned in modern economic
analysis, even as an assumption.
The Quran also recognises a basic economic principle that of uncertainty of the future. "No soul knoweth what it
will earn tomorrow", says the Holy Quran.
New Horizon March 1998 3
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There is some doubt about whether an interest-free
banking system can actually work, since it is open to
exploitation and abuse by dishonest persons, causing
financial institutions to make huge losses.
This is simply an assumption. If a borrower does not
share full information about his enterprise with the banker
or conceals some profits, he will be exposed and in due
course and will be denied credit by the banking system as
a whole.
There is also a fear that under an interest-free system,
savings could actually decline, this again is not correct
because motivation to save depends not only on the
expectation of return on savings, but also on other
considerations like security for the future, safety of funds
etc.
In any case the operations of financial institutions
which have been working on interest-free basis show that
the returns on savings placed with them by investors and
depositors are comparable with those paid by financial
institutions operating on an interest basis.
Also, diverse saving instruments have been designed
by the Islamic banks which take care of various
motivations for savings. Thus, under the interest-free
banking system, savings and investment are both
encouraged, and social justice is ensured because the
system is value-based. Even from the monetary
management point of view the system is more stable
because credit is intimately connected with production of
goods and services, and the element of speculation is
almost non existent. Islamic banks and Islamic financial
institutions choose their borrowers with care, avoiding
those who indulge in activities like manufacturing and sale
of drugs and liquor, or who are involved in gambling etc.

Potential of Interest Free
Banking in India:
At present there is no commercial bank in India
operating on an interest-free system, A Committee of
Experts studying the interest-free financial system in India,
in its report in August 1991, had observed that it was not
feasible to operate a full fledged commercial banking
system in India under the present legal and policy
framework.
The legal situation remains unchanged. However, the
situation has somewhat changed regarding economic
thinking and policy. With attempts to globalise the
economy, and in particular the financial system of the
country, now ideas are emerging and are receiving the
attention of authorities.
Since interest-free banking has been demonstrated to
be a success in some countries and there is growing
research on the feasibility and competitiveness of the
system. It should be possible to suggest changes in the
legal and policy framework for consideration by the
Government and the RBI, provided that the system is
shown to be efficient, strong and competitive.
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In fact there already a number of interest-free financial
institutions operating in India for quite some time. The
Expert Group has estimated that at least 300 such
organisations, with total demand deposits of at least Rs50
million have been operating in India. Some of them have
been operating since pre-Independence days. Most of
them are accepting demand deposits and giving loans
against gold ornaments. However, there is no reliable basis
to judge the standard of their operations.
Some of them have fashioned new modes of
mobilising deposits on a profit-sharing basis and are
extending loans for financing working capital as well as
projects and exports. They are also active in the leasing
and housing finance fields.
The prominent ones among the successful institutions
are Bait-ul-Nasr, Barkat Investment, AI-Baraka and AIAmeen. There may be many others that are smaller in size.
However, while some of them have a creditable record,
there is still a need for a commercial banking system
operating on interest-free banking in India.
With Muslims constituting a fifth of the huge
population of India (700 million), there is clearly a large
untapped market available. The Muslim community is
looking for avenues for their savings on interest-free basis,
meanwhile enterprising individuals can encouraged to
develop into modern entrepreneurs through extensions of
credit, assistance in marketing and entrepreneurial
training. Even the non-Muslim population will accept the
idea once the advantages of the system are demonstrated.
This requires some serious thought and a plan of
action. What is needed immediately is to ensure that the
savings placed with the interest free organisations are safe,
in order to give depositors confidence in the system, and
that the resources so mobilised are used for promising
business enterprises.
This needs a well thought out and concerted effort to
make these organisations financially strong. Capital
adequacy is important. Further, the manpower of these
organisations should be fully trained both in banking
procedures and Shariah principles. In fact, the evaluation
and monitoring of proposals in interest-free banking
system requires more advanced skills than in conventional
banking, because of the direct involvement of the bank in
the success of enterprises financed by it.
They should also evolve uniform accounting practices,
as well as effect research and development departments.
With an increasing demand for various saving and
investment instruments, it is necessary to have a strong
research organisation that should fully utilise the
information available abroad, and also be able to make
suggestions in the light of the changing situation.
Additionally the various co-operative credit societies and
other forms of organisations operating on an interest-free
basis in India, do not have a central organisation to coordinate with, to help facilitate their activities, to deal with
problems, and to keep a tab on the system. It would be useful
to organise a Federal Organisation of those institutions that

could evolve proper banking policies, procedures, accounting
practices, and inspection and audit systems.
The norms laid down by the Reserve Bank of India
should be fully honoured. All the organisations should be
inspected and audited by the Federal Organisation and
those which are approved by it should be publicised. In
view of the large number of organisations operating in the
field, the promotion of a Federal Organisation will be
helpful to Reserve Bank of India also.
The authorities are more likely to consider changes in
legal and policy framework to facilitate the working of
interest-free banking system if the viability of the existing

operate as a central body to provide liquidity, where

needed, and transfer of surplus funds to places where there
is demand. The leading interest-free financial organisations
working in India should take a lead in the matter.
In sum, we should take advantage of the changing
situation in India, but first put our own house in order so
that the interest-free banking system, which has clear
advantages over the conventional banking system,
appears strong and competitive. The evidence suggests
that it is sure to serve the unique needs of the Indian
economy better than the interest-based system.

organisations is demonstrated. The proposed Organisation

A Hasib is Director General, Sheikh M Allabux, Urban
Banking Dev. Institute, Bombay Mercantile Co-Operative Bank

can also be a clearing house for the system and can also

Ltd., Vashi, New Bombay.
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Population
Total (1995 estimate): 931,044,000
Muslim: 102,415,000
Hindu: 772,767,000
Christian: 18,621,000
Sikhism: 18,621,000
Other: 18,621,000
Population age 15 and under: 36%
Population age 65 and over: 4.1%
Life expectancy: 58.6 years
Largest Cities
Bombay: 9,925,891
Delhi: 7,206,704
Calcutta: 4,399,819
Employment Breakdown

India statistics
Economy
$272.2 billion
Overview: India's economy is a
mixture of traditional village farming, Chief Economic Products:

modern agriculture, handicrafts, a
wide range of modern industries, and
a multitude of support services.
Faster economic growth in the 1980s
permitted a significant increase in real
per capita private consumption. A
large share of the population, perhaps
as much as 40%, remains too poor to
afford an adequate diet.
Financial strains in 1990 and 1991
prompted government austerity
measures that slowed industrial
growth but permitted India to meet
its international payment obligations
without rescheduling its debt. Policy
reforms since 1991 have extended
earlier economic liberalisation and
greatly reduced government controls
on production, trade, and investment.
Gross Domestic Product (1992):

Agriculture - sugarcane, rice,
wheat, tea, cotton, jute, vegetables,
melons, sorghum, millet, cashews,
coffee, spices, livestock.
Fishing - shrimps and prawns,
croakers, Indian oil sardines, Bombay
ducks, anchovies, Indian mackerel,
marine, catfish.
Mining - iron ore, coal, bauxite,
manganese, mica, dolomite, copper,
petroleum, natural gas, chromium,
lead, limestone, phosphate rock, zinc,
gold, silver.
Manufacturing - textiles, iron and
steel, processed agricultural products,
machinery, transportation equipment,
non-ferrous metals, fertiliser, refined
petroleum, chemicals, computer
software.

Agriculture, Forestry and Fishing 67%
Services - 20%
Industry -13%
Major Exports

Gems and jewellery, engineering
goods, garments, chemicals and pharmaceuticals, cotton yarn and fabrics,
leather and leather goods, marine
products, iron ore, tea, vegetables and
fruit, petroleum products, handmade
carpets.
Major Imports

Petroleum and petroleum
products, non-electric machinery,
precious and semi-precious stones,
inorganic chemicals, iron and steel,
fertilisers, electrical machinery, resins
and plastics.
Major Trading Partners

United States, Japan, Germany,
Commonwealth of Independent
States, Great Britain, Belgium and
Luxembourg, United Arab Emirates,
Saudi Arabia
New Horizon

March 1998 5

-M,L9
XIVIV
eXPe`

eAwinis..mr

K1,

O-

Ax.4,,w,.

mMkitikft\4,,,

Investment Products
for Indian Muslims

his small savings can typically invest in less than five
stocks, he is exposed to high unsystematic risk.

2. Islamically Acceptable Features of
Indian Mutual Funds

The Case for Mutual Funds

Dr Mohammad Obaidullah, looks at investment products available to Indian
Muslims, presents an anatomy of this new investment alternative, examines
if it qualifies as an Islamic product and compares it with existing investment
products.

Given the above problems mutual funds offer ideal
alternatives. These provide two important benefits to the
unit holder in the form of reduced risk because of welldiversified portfolios and professional fund management.
The investor also gets the benefit of economies in
information and transaction costs. Because of these reasons
mutual funds are immensely popular in developed
markets and the small investors, in general, enter the
market indirectly through mutual funds.
However, in case of such indirect investment, the
Muslim investor now has to exercise extra caution since
the decision regarding where and when to invest the funds
is taken by the fund manager who may not be bound by
the Islamic constraints on these decisions. Let us now take
a look at the characteristics and features of the Indian
mutual funds.

A welcome feature of the SEBI regulations for mutual
funds is that the Indian funds are not permitted to deal in
option trading, short-selling, or carrying forward
transactions. This is in conformity with the Islamic norms
for security transactions. According to Islamic scholars, a
transaction is valid only when along with buyers and
sellers there is also the commodity to be bought and sold.
There is no idea of a commodity without possession. This
view is backed by the following Hadith:
lbn Abbas reported Allah's Messenger (upon whom be
peace) as saying: "He who buys food grain should not sell
it until he has taken possession of it." lbn Abbas said, "1
think it applies to all other things as well".
Thus short-selling of scrips is not a permissible
activity. The primary reason according to scholars is that
such activity is always undertaken with a speculative
intent. Another kind of speculative activity unique to
Indian market is through carry-forward transactions.
The carry forward facility is extended to transactions
in the actively traded scrips. A buyer or seller in these
scrips is not required to settle his transaction by making
payment and taking delivery or giving delivery and
accepting payment at the end of the settlement period,
which is normally a week. The buyer or seller if he wants,
can carry forward his outstanding position to the next
settlement period on payment of financial charges.
The system thus permits speculating on the price
movements without any intention to take, or give, delivery
of scrips. Such speculation clearly violates Islamic norms.
The Arabic equivalent of such speculation or gambling is
"maisir" which literally means "getting something easily
without any productive efforts" and is unlawful in Islam.
SEBI guidelines clearly stipulate that every mutual
fund shall buy and sell securities on the basis of deliveries
and shall in all cases of purchases, take delivery of related
securities, and shall in all cases of sale, deliver the
securities and in no case put itself in a position whereby it
has to make short sale or carry forward transaction. SEBI
regulations prohibiting mutual funds from trading in
options are also governed by similar apprehensions about
speculative activity by the funds.
Option contracts have a lot in common with "Bai al
Uryan" which are prohibited under Islam. "Bai al Uryan"
refers to a transaction in which the buyer gets a thing
against nominal advance payment on the condition that if
a bargain is struck, the advance would be adjusted and if a
bargain is cancelled, the seller will not return the advance.
The only difference of such contract from a call opticin
is the adjustment of the advance in case the buyer
exercises his right to purchase. In modern call options the
option premium is not an advance. It is paid to the seller
whether or not the right to buy is exercised. In fact the
option contract per se is a subject of controversy among
Islamic jurists. Most are of the opinion that an option

T

he first mutual fund targeting Indian Muslims as an
important market segment is the Tata Core Sector
Equity Fund opened for subscription during March
1996. The fund is managed by Tata Asset Management
Company which is a joint venture with a holding of 80
percent by the Tatas and 20 percent by Kleinwort Benson
Investment Management Limited (KBIM), UK.
KBIM has offered many Islamic funds world-wide and
its association perhaps explains the marketing strategy of
the new fund. The marketing network for the fund
includes all the important Islamic financial institutions in
India, such as: the Barakat Investment Group, Bait-unNasr Urban Co-operative Credit Society, Muslim Fund
Najibabad, and the Al-Ameen group.
The fund is being described by the marketers as "an
answer to the prayers of Muslim investors".

The Avenues for Investment
1. The Range of Products
The Indian financial market offers a relatively narrow
range of financial products to investors. The various
alternatives are interest-bearing deposits with banks, nonbanking finance companies, private manufacturing
companies, public sector undertakings, and government
agencies, various financial securities issues by the above
debt securities called debentures and bonds, preference
shares, ordinary equity shares, debentures convertible to
equity, and units of mutual funds.
Some other new financial instruments, such as zeroes,
floating rate notes, asset backed securities have also
appeared on the scene. Among these, the interest-bearing
deposits or debt securities carrying interest are not
permissible as they involve "Riba" which is explicitly
prohibited by the holy Quran and the traditions of the
holy Prophet.
The only Islamically acceptable choice seems to be
equity. Of course, investors have to ensure that the issuer
is not engaged in 'Haram' activities, such as, interest-based
financing or manufacture or sale of alcohol etc.
Convertible debentures also offer a choice but returns to
Muslim investors would be drastically reduced when
interest accrued till the time of conversion is forgone.
Asset-backed securities in the form of pass-throughcertificates backed by auto and property receivables may
also be Islamically acceptable.
But such instruments have been issued so far by only a
New Horizon March 1998 6

handful of companies and hence, are not available for
subscription to the average Muslim investor. Interest-free
deposits have also appeared on the scene. These are
offered by a small number of Islamic financial institutions
mentioned above. However, the number and reach of such
institutions is small.

2. Problems with
Direct Investment in Equity
While equity does offer an Islamically acceptable
alternative, it may not be the ideal alternative for a large
majority of the Muslim investor community because of
several reasons. First, let us consider the case of new issues
of equity. Most Muslim investors are low net worth
individuals and small savers.
The Indian market has a proportional allotment
system under which the number of shares allotted to an
individual is directly proportional to the number of shares
applied for. The system is biased in favour of high net
worth individuals and corporate applicants who are able
to make huge applications. As a result, getting an
allotment in potential 'blue chips' is extremely difficult.
Of course the small Muslim investor has a better
chance of getting an allotment in fundamentally weak
scrips where the large and more 'informed' investors are
not competing. The number of such weak issues entering
the market is, unfortunately, quite large. Further, the
Muslim investor is typically 'uninformed', or does not
possess the requisite information processing skills to
differentiate between strong and weak issues. Thus, there
is a high probability that he would 'burn his hands' and be
left with a portfolio of 'dead' and illiquid scrips.
The secondary market for equity in India has many
peculiarities. Research shows that the market is not
efficient in pricing the securities. This does not pose a
problem for a speculator trader with a short time horizon.
Since Islamically acceptable investment in equity rules out
speculative trades, the Muslim investor with a longer time
horizon is confronted with the onerous task of
undertaking sophisticated research and analysis in order
to avoid overpriced securities and invest in the underpriced ones.
For small and individual Muslim investors, the cost
per transaction of information collection and its processing
becomes prohibitive. Another problem is related to the
size of portfolio. Since the average Muslim investor with

1. Overview of Indian
Mutual Fund Industry
The mutual fund industry in India has a short history
of about one-decade. Presently there are about eighty
mutual fund schemes offered by about twenty asset
management companies. The list includes some public
sector giants, such as, the Unit Trust of India, Insurance
Companies and subsidiaries of leading commercial banks;
private players, such as, the Tatas, and the Birlas, and also
international players, such as, Morgan Stanley, and
Alliance Capital. The industry is governed by the
regulations framed by the Securities and Exchange Board
of India (SEBI), the apex body for regulation of the Indian
capital market. The various funds offered by the industry
can be broadly classified on the basis of their investment
pattern into the following categories:
income funds which aim to provide a recurring
i)
income to investors and hence have a concentration in
fixed-income debt securities in their portfolio;
growth funds which aim to provide returns
ii)
primarily through long-term capital appreciation, and
hence their portfolios compose mostly equity and equityrelated instruments of existing as well as green-field
projects;
income-cum-growth funds which aim to provide
iii)
recurring income as well as capital appreciation and
hence, have a balanced portfolio of both debt and equity
instruments. There are some sectoral funds too which aim
to invest in specific promising sectors, such as, the export
sector, and the core sector. The present fund is the fourth
successive fund floated by the Tata Mutual Fund, the asset
management company of the Tatas. It is a growth fund
focussing on the core sector.
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contract in shares is allowed as per Islamic law as long as
it is between the two parties. As to whether such an option
could be sold or transferred to a third party is still being
debated.
It may be noted here the above position is quite
rational. Options are used for both risk management and
speculation. When these are used for risk management
they undoubtedly serve a useful purpose. However, their
abuse for speculative activities is facilitated by the modern
option exchanges created for continuous trading in these
instruments. The limited permissibility of options by
restricting its transferability to third party enables the
buyers to manage risk, but does not permit speculative
activity using these instruments.
Some other welcome features of the SEBI regulations
are as follows, no term loans for any purpose may be
advanced by mutual funds. Mutual funds are also not
allowed to borrow funds.

3. Unlslamic Features
of Indian Mutual Funds
SEBI regulations require that the moneys collected
under any scheme of a mutual fund shall be invested only
in transferable securities whether in the money market or
in the capital market or in privately placed debentures or
securitised debts. The investment mix as discussed earlier
depends upon the nature of the scheme. All income funds
and income-cum-growth funds do not qualify as possible
investment alternatives for the Muslim investor, since a
large proportion of their funds are invested in debt
instruments. The growth funds are not entirely free from
"Riba" either.
According to SEBI regulations, all mutual funds may
invest up to a maximum of 25 per cent of the resources
mobilised by a scheme in money market instruments
within the first six months from the closure of the scheme
and up to a maximum of 15 per cent of the resources
mobilised by schemes thereafter to meet their short term
liquidity requirement.
Further, investments by way of privately placed
debentures, securitised debts and other unquoted debt
instruments shall not respectively exceed forty per cent of
the total assets of the relevant scheme in case of income
schemes and ten per cent of the total assets of the scheme
in case of growth schemes. As for as marketable debt
securities rated by credit rating agencies, there is no such
upper limit for investment.
Experience shows that the proportion of equity in the
total portfolio of existing growth funds has been varying
from one fund to another and also depending upon the
state of the market increasing during bullish phases and
declining during bearish phases. Further, with the
exception of only one fund focussing on the infrastructure
sector, all other funds have been investing in various
industries including banking and finance, hotel, breweries,
and the like, which are not permissible under Islam.
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4. An Assessment of Tata Equity
Fund:
The new Tata Core Sector Equity Fund is different
from other growth funds in many ways. The corpus of this
scheme will be invested in equity capital, warrant/debt
securities (offered on rights basis) convertible into or
carrying the right to acquire equity capital by both
established as well as emerging growth companies in the
core sector. This implies:
(1) the fund would stay away from pure debt instruments
and also money market instruments;
(2) the fund would not invest in industries, such as,
banking and finance, hotel, breweries, and the like, which
are not permissible under Islam. These are welcome
features. Some questions however, remain unanswered.
The first point relates to the treatment of interest
income that would accrue on the convertible debentures
from the date of purchase till the time of conversion of
these instruments into equity. The offer document released
by the fund does not mention anywhere that the fund
managers would consciously keep in mind the religious
injunctions applicable to Muslims. Hence, it is likely that
interest income would be part of the revenue of this fund.
An examination of the small print in the offer
document reveals an interesting feature of the fund: the
possibility of a change in the investment pattern. The
document states that the trustee company may, after three
years from the closure of the initial offer, and at its
absolute discretion and with prior approval from SEBI
review, modify the investment pattern to include
investment in debt and money market instruments in
accordance with the scheme objective and SEBI (Mutual
Funds) Regulations, 1993, the intent being to protect the
Net Asset Value of the scheme and unitholders' interest.
Of course, the saving grace is, "in case the scheme then
exercises this option, it shall give on month's advance
notice to all unitholders of such intention and also offer
existing unitholders not desirous of continuing in the
scheme till maturity to opt out of the scheme at the NAV
prevailing at that point of time". Hence, the devout
Muslim investors should be prepared for such an
eventuality and should have a time horizon of three years
only.
The Tata fund is in many ways better than all other
investment products available for Indian Muslims.
However, it still does not meet all the criteria for being
labelled as an ideal product. In the continuum of
investment products, with pure Islamic products on one
extreme and interest-based and speculative products on
the other, the Tata fund units can be seen to lie closer to
the Islamic extreme.

5. Ethics of Disclosures
An examination of information provided to
prospective Muslim investors reveals poor disclosure
standards of the fund. It may be noted that the offer

USN

document is subject to scrutiny by SEBI, which tries to

ensure adequacy and accuracy of disclosures made to
prospective investors.
For example, it prescribes that all advertisements
about a scheme shall be truthful, fair and shall not contain
a statement, promise or forecast which is untrue or
misleading. Advertisements shall not be so framed as to
exploit the lack of knowledge or experience of the
investors. Further, the advertisement shall not contain
information, the accuracy of which is to any extent
dependent on assumptions. All advertisements shall also
make a clear statement to the effect that all mutual funds
and securities investments are subject to market risks, and
there can be no assurance that the fund's objectives will be
achieved. All these guidelines are in conformity with
Islamic ethics. Islam prohibits selling by false vows.
Abu Huraira said "He heard Allah's messenger (may
peace be upon him) as saying: "Swearing produces a ready
sale for a commodity, but blots out the blessing".
The advertisements released to the general investors by
the Tata fund conform to the SEBI stipulations. However,
the documents circulated among Muslims by the various
Islamic financial institutions which form part of the
marketing network, suffer from many inaccuracies and
misleading forecasts. Some glaring examples are as follows:
The offer document asserts that the corpus of this scheme
will be invested in equity capital, warrant/debt securities
(offered on rights basis) convertible into or carrying the right
to acquire equity capital by both established as well as
emerging growth companies in the core sector. This is
different from the disclosure in the marketing document
released by Barkat Investment group to Muslim investors!
The document states that the scheme will invest only in
equities and equity-related instruments offered on a rights
basis. This difference has some major implications in terms of
the risk-return trade off for the investors.
The Barakat marketing document also mentions an
expected return. It asserts that over a 7-year period (life of

the fund) investments in the scheme are expected to
appreciate three to three and half times the original value.
Such assurances and forecasts without any mention of the
risks involved is obviously misleading and against
regulations as well as norms of Islamic ethics.
Concluding Remarks
A discussion on mutual fund as an investment
alternative for Indian Muslims would be incomplete
without making a mention of a major dilemma Islamic
funds worldwide are confronted with. There is
considerable difference of opinion regarding whether
Islamic funds can invest in equity of companies which also
partly finance their capital by issuing interest-bearing
debt.
Some Islamic funds do not mind investing in such
companies after making suitable adjustments to income
earned from such investments. The adjustment involves
deducting the value of the stock growth attributable to the
interest-bearing loans.
Other funds do not find this acceptable and restrict
their investment to all equity firms. However, the number
of such pure equity-financed companies is extremely small
and these funds face difficulty in investing their funds
prudently and profitability and provide competitive
returns to their own investors. The fear of losing investors
is real.
Muslims in India like their counterparts elsewhere are
looking for avenues for investments that do not violate
their fundamental Islamic beliefs. The corporate sector has
responded with introduction of the so-called Islamic
products. But very often, such actions are guided by pure
profit motive resulting in traditional products
camouflaged as Islamic products.
A recent Euromoney article discussing the Islamic
restrictions on investment by mutual funds predicts: "the
demand for higher yield will overcome religious
scruples". It is only the Muslim investors who can prove
this forecast wrong.
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Seeking Islamic Banking in Nigeria
Despite the fact that the Nigerian Government issued the Banks and Other
Financial Institutions Decree, one that gave legal recognition to the Profit
and Loss Sharing system, and which gave unprecedented provisions for the
operations of Islamic banks, six and half years later there are still no Islamic
banks, writes Mansur A Noibi.
n 1991, the Nigerian Military Government promulgated Nigeria that might have operated in accordance with
the Banks and Other Financial Institutions (BOFI) Islamic principles, was the Muslim Bank for West Africa
Decree in order to fill certain gaps inherent in the (Nigeria) Limited. Due to the dearth of information in
Nigerian banking system and substantially change the Nigerian banking literature on the Muslim Bank, not much
regulation of banks in the Country. The Decree seems to is known about the bank's background or operations. This
reflect consciousness on the part of the legislative authority, bank was a product of a spate of indigenous banking
of the need to address the exigencies of the time within the establishments, in reaction to the discrimination against
Nigerians by foreign banks that dominated the banking
financial system.
One of the features of the Decree is the legal sector.
The Muslim Bank was incorporated in Nigeria in 1957,
recognition it gives to Profit and Loss Sharing (PLS)
banking. Profit and loss sharing is the basis of all economic granted banking license in 1958 but was revoked by a
activities involving capital and labour in Islam. The concept Ministerial Order in 1968. The Bank's name suggests that it
of profit sharing is meant to replace interest, as return on was either wholly or predominately owned by Muslims
and/or its aim was to operate in accordance with Islamic
invested funds.
PLS banking, may therefore be seen within the context principles. Hence, the bank may have been established at
of the Nigerian banking industry, as a vehicle for the the time to cater for the interest of Nigerian Muslims.
Following a study of the Nigerian banking system, the
provision of Islamic banking services. The recognition thus
given to PLS banking is the
aftermath of the continuous demand PLS banking, may therefore be seen within the
by the Nigerian Muslim community
context of the Nigerian banking industry, as a
for Islamic banking services in the
vehicle for the provision of Islamic banking services.
Country.
The earliest traceable date for the The recognition thus given to PLS banking is the
arrival of Islam in the region now aftermath of the continuous demand by the Nigerian
known as Nigeria is between 1085
Muslim community for Islamic banking services in
and 1097CE. Through hundreds of
years of application, Quranic the Country.
injunctions had supplanted the
customary rules of some geo-political entities in Nigeria. 1953 World Bank Mission to Nigeria recommended
Hence, the Quranic prohibition of Riba and Gharar have support for indigenous banks in the Country. The Regional
since been part of the law and practice of the people Governments provided this support for all indigenous
banks except the Muslim Bank.
concerned.
The support was fundamental as it contributed to the
In some parts of Northern Nigeria, trading operations
were financed through various types of arrangements such survival of the banks. The Muslim Bank had shared with
as Kiralu, which adhered to the Islamic rule prohibiting other indigenous banks, the need for substantial injection
Riba. Kiralu, a Hausa language variation of the Arabic of capital, as most of its assets were in premises and its
word qard (loan), is similar in operation to Musharaka, the advance provided partly out of its capital. While in
Islamic financing partnership. It entails a dormant partner operation, the bank was the smallest and the only privately
financing an active partner's purchases on a stock trading owned indigenous banking institution in the Country.
However, unlike other indigenous banks it was not
trip, in return for a share of the profit.
It has been argued that community banking services in plagued with financial malpractice or bad debt.
The reason behind the revocation of its license was not
Nigeria should reflect the custom and tradition of the
communities where they are based. Community banks published. At the time, the Finance Minister could revoke a
operating in predominantly Muslim communities should, bank's license, if, in his opinion, the affairs of the bank were
therefore, provide Islamic banking services. The Shariah, being conducted in a manner prejudicial to depositors'
being an integral part of Nigerian law, has been upheld interest. It is however, an interesting coincidence that the
and applied by courts at various times to financial Premier of the Western Region, whose Government had
earlier failed to support the Muslim Bank, was the incumbent
transactions which sought to comply with Islamic rules.
However, the only modern banking institution in Finance Minister that revoked the bank's license in 1968.
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However, it is doubtful that the Muslim Bank's
operations were mainly based on Islamic principles. This is
evidenced by the bank's financial relationship with the
Nigerian Breweries Limited, a company producing drinks
prohibited under the Shariah. Banking in accordance with
Islamic principles is not restricted to interest-free operation,
it entails compliance with the Shariah in its entirety.
In the 1980s, the Dallah Albaraka and Dar al Mal al
Islami (DMI) Groups, both made efforts to set up a
subsidiary Islamic bank in Nigeria, but to no avail. Similar
futile attempts were also made by some Nigerian
promoters.
In 1989, the Federal Government promulgated the
Pilgrims Commission Decree, which empowered the
Pilgrims Commission to initiate or establish an interest-free
bank. This is perhaps the most emphatic enabling provision
for Islamic banking in Nigeria. However, the Commission
has now been dissolved without having initiated or
established an interest-free bank.
The formal recognition given to PLS banking in Nigeria
cannot be appreciated without first analysing the
provisions of the BOFI Decree. Spread out in the Decree are
a number of new provisions and amendments which
accommodates to some extent Islamic banking within the
framework of the Nigerian banking system. These
legislative reforms have facilitated the operation of Islamic
financial instruments such as; Mudaraba, Musharaka,
Murabaha and Ijara.
A PLS bank, is defined in the Decree as "a bank that
transacts investment or commercial business and maintains
profit and loss sharing account." To this end, a PLS bank
may either operate as a retail or wholesale bank.
However, this definition does not indicate an interestfree system of operation or compliance with Islamic
principles. While a writer on banking in Nigeria has
described a PLS bank as a hybrid bank, others are quick to
conclude that a PLS bank is, in practice, an Islamic interestfree bank.
This majority opinion is perhaps not only based on the
Islamic basis of the profit and loss sharing concept, but also
new provisions that have appeared in the BOFI Decree. The
most important of these provisions, is that which exempts
PLS banks from interest rate provisions in the Decree. This
exemption is the first of its kind in the history of banking
regulation in Nigeria.
The Decree also improved on the definition of deposit
to mean "money lodged with any person whether or not
for the purpose of interest or dividend." Hence, either
interest or dividend yielding deposit may now be placed
with banks. The introduction of the "dividend purpose",
equates deposits with shares and depositors with
shareholders in a bank's deposit portfolio.
Payment of dividend is therefore dependent on profit
made on the invested fund/deposit. Since the dividend
purpose is mainly applicable to PLS banks, it may be
concluded that the meaning of deposit was extended in the
BOFI Decree to facilitate PLS banking.
It is a basic principle of occidental bank lending that a

borrower provides acceptable security to minimise or
eliminate losses on the part of the bank. Within the
framework of Islamic banking, security is not required, as
financing activities are based on the profitability of a
proposed trade or project, as opposed to the creditworthiness of a client.
The restriction on the granting of unsecured credit has
been relaxed by the BOFI Decree. Unsecured credit may
now be granted, if it is the bank's rule, or with the prior
approval of the CBN. The BOFI Decree has also relaxed the
restriction placed on banks' trading and investment
activities. Furthermore, other banks in the Country may
now carry out equipment leasing, which used to be the
exclusive preserve of Merchant banks.
The Decree, however, places restriction on the use of
the words; Islamic, Muslim and Quranic amongst others, in
a bank's name. The provision, which was adopted from the
repealed Banking Act, requires approval of the CBN
Governor before a bank may use any of these words in its
name.
In light of the changes in the BOFI Decree, the
application of this restriction to PLS banks is seems
inappropriate. This restriction may be interpreted as an
attempt to discourage the indiscriminate use of these
words. The Decree however, failed to set out the criterion
for granting approval for the use of these words in a bank's
name. It is envisaged that the CBN Governor, may require
to be satisfied that the bank seeking approval is indeed
worthy of using any of the words by virtue of the service it
is offering to the public. As far as a bank operating in
accordance with Islamic principles is concerned, it is the
substance of the operation rather than the bank's name that
is important.
While the BOFI Decree provisions are encouraging,
they are not adequate and in some respects difficult to
comply with. For example, it will be difficult for a PLS
bank to seek approval from the CBN each time it is to carry
out a trading activity. Perhaps in anticipation of the
difficulty that might arise in complying with this and
certain other provisions, section 52 of the BOFI Decree
provides that PLS banks may be exempt from its
provisions.
In the event of this exemption being granted, there will
be an urgent need for the CBN Governor, to provide an
adequate regulatory framework for PLS banking. Banking
institutions are generally heavily regulated due to their
uniqueness in an economy. The developing nature of
Islamic banking further necessitates regulation to provide a
level playing field, investor/depositor protection, and
ensure confidence in PLS banking.
Six and half years after the BOFI Decree was
promulgated, no PLS bank has been established in Nigeria.
While some banks may oblige their customers with noninterest yielding accounts, there is no record of any
Nigerian bank providing finance in accordance with
Islamic principles.
The report of a study carried out by the Nigerian
Guardian newspaper in 1993, confirmed the need for
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interest-free banking in Nigeria. The report stated that
some members of the investing public refuse interest on
their deposits due to the Islamic prohibition of Riba,
preferring interest-free accounts to interest-yielding
deposits. This report does not only indicate the need for
Islamic banking services in Nigeria, it also reveals that
there is a market for the service in the Country.
A great deal of effort had gone into enabling Islamic
banking through the BOFI Decree. The modality adopted
was necessary perhaps because of the volatility of religious
issues in Nigeria. For example, in the mid-1980s, there was
a national debate on the propriety of the Nigerian Federal
Government receiving an interest-free loan from the
Islamic Development Bank. The loan was subsequently not
taken up due to the religious tension that ensued mainly
because the loan was from an Islamic Organisation.
With an estimated population of one hundred million,
over fifty per cent of which is Muslim, there is presently no

bank operating in accordance with Islamic principles in
Nigeria. It is noteworthy that there are Islamic banking
institutions in other West African countries with lesser
Muslim populations than Nigeria, such as; Guinea, Liberia,
Niger and Senegal.
Scattered in the BOFI Decree are amendments and new
provisions which enable banking operation in accordance
with Islamic principles. Existing banking institutions may
also utilise the BOFI Decree provisions in operating Islamic
banking windows. The opportunities provided in the BOFI
Decree cannot be realised until they are explored. Until this
opportunity is taken, Islamic banking will remain only an
aspiration for the Nigerian Muslim community.
Mansur A Noibi is a postgraduate research student,
specialising in Banking law (including Islamic Banking) at the
Department of Law, School of Oriental and African Studies,
University of London.
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Nigeria statistics
Economy
Overview: Although Nigeria is

growth, however, have fallen short
because of inadequate new
Africa's leading oil-producing investment funds and endemic
country, it remains poor with a $300 corruption. Living standards remain
per capita GDP. In 1991-92 massive below the level of the early 1980s oil
government spending, much of it to boom.
help ensure a smooth transition to
Gross Domestic Product (1993):
civilian rule, ballooned the budget $37.2 billion
deficit and caused inflation and
interest rates to rise. The lack of fiscal Chief Economic Products:
discipline forced the IMF to declare
Agriculture and Forestry — yams,
Nigeria not in compliance with an 18- cassava, sorghum, rice, millet, maize,
month standby facility started in sugarcane, taro, plantains, peanuts,
January 1991.
palm oil, chillies and green peppers,
Lagos has set ambitious targets tomatoes, palm kernels, cotton lint,
for expanding oil production capacity cacao beans, timber and livestock.
and is offering foreign companies
Mining — petroleum, natural gas,
more attractive investment incentives. coal, tin, columbite, limestone, iron,
Government efforts to reduce ore, lead, zinc.
Nigeria's dependence on oil exports
Manufacturing — food products,
and to sustain non-inflationary

Total (1995 estimate): 126,929,000
Muslim: 60,926,000
Christian: 43,156,000
Traditionalist animist religions:
22,847,000.9%
Population age 65 and over: 2.8%
Life expectancy: 52.9 years
Largest Cities

Lagos: 1,347,000
Ibadan: 1,295,000
Kano: 699,900
brewed beverages, refined petroleum,
iron and steel, motor vehicles, textiles,
cigarettes, footwear, pharmaceuticals,
pulp and paper, cement.
Employment Breakdown

Services — 47%
Agriculture, Forestry, and Fishing
— 46%
Industry — 7%
Major Exports

Petroleum, cacao beans, rubber,
urea and ammonia, fish and shrimp,
textiles, cotton.
Major Imports

Machinery and transportation
equipment, manufactured goods
(mostly iron and steel, textiles, and
paper products), chemicals, food
products.
Major Trading Partners

United States, Germany, Great
Britain, France, Spain, Netherlands.

Arig to set up
Bahrain Reinsurance
firm
rab Insurance Group (Arig), the
A
Arab world's largest insurance
firm, has revealed plans to set up a
separate reinsurance company in
Bahrain with a paid-up capital of $300
million.
Arig, which divested the
controlling 50.5 per cent equity to the
public late last year, has been looking
to expand operations with the funds
generated by the initial public
offering. A company statement said
Arig Reinsurance Co would take over
the reinsurance business of the group
as part of plans to develop it into a
global reinsurer.
Arig Health and General
Insurance Co, a wholly-owned
subsidiary set up in 1997, had been
granted permission by Bahrain's
Commerce Ministry to write life
insurance and other financial services
products, the statement said.
Bahrain-based Arig was
converted to a public company after
offering 181.8 million shares worth
$291 million for public subscription in
1997. The offer reduced the 33.3 per
cent each equity ownership of Arig by
UAE, Kuwait and Libya to 16.5 per
cent each.
Arig is looking to set up operations
in Tunisia, Egypt and Jordan. It is the
largest medical insurer in Saudi
Arabia. It plans to convert its London
office into a wholly-owned subsidiary
specialising in reinsurance. The
company is also moving towards the
direct insurance market.
The objective of the offer was to
expand the business mix by including
direct, Islamic, health and medical
and personal assets and liability
insurance.
This was to be achieved through
acquisitions such as the recent 67 per
cent stake of CNIA in Morocco and
the recent health insurance subsidiary
in Bahrain. Arig is ranked 50th
globally in terms of shareholder
funds, and is mainly limited to
reinsurance. - Gulf News

AAOIFI Holding Public Hearing
he Accounting and Auditing
Organisation for Islamic Financial
Institutions (AAOIFI), in compliance
with the requirements of the due
process of preparing accounting and
auditing standards for Islamic
financial institutions, endorsed by the
Accounting and Auditing Standards
Board, will hold a public hearing to
receive the views and comments of
specialised and interested parties on
the exposure drafts of four standards
given below, before their adoption by
the Standards Board.

T

Accounting for Zakat
Istisna and Parallel Istisna
Shariah Review
Code of Ethics for Accountants
and Auditors of Islamic Financial
Institutions
The hearing is to be held between
19-20 April, 1998 at the Regency InterContinental Hotel in Bahrain. This will
include a seminar on the
Implementation of Accounting and
Auditing Standards for Islamic
Financial Institutions Under the
Auspices of Bahrain Monetary Agency.

BANGLADESH

IBB to Open Branch in Pakistan
he Islamic Bank of Bangladesh 92% are invested in the essential
(IBB) has plans to open a branch sectors of the economy every year.
in Pakistan and has already Talking of the operations of IBB, he
approached the government to make said the Bank mobilises funds
through general deposits and fixed
a formal request in this regard.
This was stated by the visiting term investment and lends mostly to
Senior Executive of IBB, M A Rehman private sector projects.
IBB executive said 12% of the
during talks to the president, Karachi
Chamber of Commerce and Industry deposits are kept as liquidity cash to
(KCCI), Mohammad Hanif Janoo, and meet other requirements. He said IBB
holds about three per cent of the total
other members.
He said the branch will serve the bank deposits in Bangladesh and it
requirements of Pakistanis economy enjoys the same percentage in the
under the Islamic mode of finance countryis total credit disbursementis
including Mudaraba and Musharaka share. He said 16% of the total loan
etc. He said as a non-governmental portfolio is in bad debts while other
source of funding IBB, had 100 Bangladeshi commercial banks had
branches in Bangladesh, catering to twice as much at 36%. He said the rate
of return of IBB was higher than other
all the sectors of the economy.
Rehman said the bank had 16 commercial banks in Bangladesh and
billion Taka as total deposits of which its performance better. - APP

T

KUWAIT

Islamic Fund Launched
he Kuwait Finance House (KFH) various domains and all projects of
has announced launching of a the Fund would be based on the
new Islamic investment fund in US Islamic Shariah.
Al Weqayan revealed that the
dollars.
The fund is created in partnership Fund has so far attracted an amount
with ANZ, the International Finance estimated at more than $40 million.
Corporation, an offshoot of the World Minimum subscription is KD 50,000
Bank and the Jeddah-based Islamic (approx. $170,000).
Kuwait Finance House
Development Bank.
Director of the KFH, Khaled Al announced last week a net profit of
Weqayan said in a statement that KD 88.7 million for 1997, up by KD
Kuwait Finance House will be the 7.3 million over 1996. Leasing is one
of the main businesses of the KFH
main shareholder in the new fund.
He said that the Fund is aimed at and the new Fund will concentrate on
realising high revenues in US dollars leasing equipment and machinery. through an investment portfolio in Abdus Sattar Ghazali
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PAKISTAN

First Takafol
Company to Open in
Kuwait
e Ministry of Commerce and
Industry recently announced that
it has agreed to grant a license for the
establishment of the first Takafol
company in the country. The new
Islamic mutual insurance company,
capitalised at KD30 million ($98
million), plans to offer a full range of
Islamic insurance products.
This upstart company has eight
major shareholders including Kuwait
Finance House, The International
Investor, and International
Murabaha, the main Islamic financial
institutions in the country. The group
is in the process of issuing and
pricing shares. Shares will be
distributed to the eight founding
members as well as the public
through an initial public offering
(1P0). - Failaka Investor
IRAN

Iran for Islamic
Common Market
!The visiting head of Iran's
1 Chamber of Commerce,
Industries and Mines, Ali-Naqi
Khamoushi has called for the
establishment of a common market
by Islamic countries.
Due to current economic trends,
Islamic countries should act as an
economic power in the international
arena, he noted.
Commenting on TehranDamascus economic relations,
Khamoushi said great efforts are
being made to remove the existing
obstacles blocking further promotion
of bilateral economic co-operation.
He further voiced Iran's readiness
to transfer technical know-how to
Syria. Khamoushi stressed that the
way has been paved for the two
countries to co-operate in the field of
engineering consultations and joint
projects, and the need to expand cooperation between the two countries
private sectors. - APP
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Corporate profile:
Third Prudential Mudaraba

T

he Mudaraba posted loss of Rs
21.8m for the year ended June 30,
1997, which raised the accumulated
deficit to Rs 80.0m. The loss for the
year was mercifully only a half of the
loss of Rs 46.3m sustained the
previous year.
It is significant however to note
that all of the loss sustained in the
financial year 1997 and most of it the
previous year was due to "diminution
in value of investments"; The
company provided Rs 29.4m during
the year under review and Rs 34.3m
last year for diminution in value of
investments.
The directors reported that the
auditors had reclassified long-term
investment in shares of Rs 69.2m to
short term investment, thereby
booking a loss of Rs 8.1m on account
of reclassification of shares from longterm to short term on the basis of
lower of cost and market value.
The directors contended that the
Mudaraba was not required to make
provision for diminution in value of
long-term investments, but had
decided to do so, so as to strengthen
the balance sheet. Including the latest,
the total provisions had scaled to a
whopping Rs 55.0m, which had
reduced the market value of original
investment of Rs 124.2m to the June
30, 1997 value at Rs 65.1m.
Two principal investments at
year-end were Rs 23.4m in Prudential
Commercial Bank and Rs 11.0m in
Schon Textile Mills. The Mudaraba
also sustained loss on sale of
shares/certificates amounting to Rs
2.1 during the review year (1996: Rs
1.4)m.
With no dividends since 1994 the last payout being 15% bonus that
year, the 10-rupee certificate in the
Mudaraba had dipped to Rs 1.55. The
scrip had touched highest at Rs 10.40
in 1994. Sixty per cent shares in the
Mudaraba were held by 7,056

individuals.
The directors lamented that low
business activities in trade and
industry were the major cause of
liquidity constraints, during the year
under review. Consequently, overall
activities of the Mudaraba in the
context of Murabaha and Musharaka
financing remained adversely
effected.
The Mudaraba was said to have
diversified in the trading of
commodities and earned a substantial
profit of Rs 5.7m on this account in
1996. However, due to "complications
in tax matters", trading activities had
been suspended. These were resumed
after consultations with the tax
advisors and the positive impact was
hoped to be evident during the ongoing year.
The directors contended that the
Mudaraba had been able to register a
higher operating profit at Rs 11.1m
for the year under review, in spite of
"nil trading, limited activities in
Murabaha and Musharaka financing
and loss on trading in equities".
The operating profit was derived
mainly from portfolio management
which yielded income of Rs 11.9
(1996: Rs 9.3)m. Other income
including "damages" amounting to Rs
1.8m, also contributed a hefty sum of
Rs 2.8m. The Mudaraba also earned a
heavily improved sum of Rs 4.2m on
Musharaka financing compared to Rs
1.4m the previous year.
Notwithstanding the looming
deficit, the directors hold optimistic
view of the future. "The turnaround
of your Mudaraba seems to be
imminent", they wrote in the 1997
report, adding, "The bleak years of
despondency are over." The optimism
was said to have been sparked by the
removal of political uncertainties in
the post election era, which was
hoped to fuel stock market rally. Dilawar Hussain, Dawn

Corporate Profile: Third Prudential Mudaraba
rr he Mudaraba posted loss of Rs
1 21.8m for the year ended June 30,
1997, which raised the accumulated
deficit to Rs 80.0m. The loss for the
year was mercifully only a half of the
loss of Rs 46.3m sustained the
previous year.
It is significant however to note
that all of the loss sustained in the
financial year 1997 and most of it the
previous year was due to "diminution
in value of investments"; The
company provided Rs 29.4m during
the year under review and Rs 34.3m
last year for diminution in value of
investments.
The directors reported that the
auditors had reclassified long-term
investment in shares of Rs 69.2m to
short term investment, thereby
booking a loss of Rs 8.1m on account
of reclassification of shares from longterm to short term on the basis of
lower of cost and market value.
The directors contended that the
Mudaraba was not required to make
provision for diminution in value of
long-term investments, but had
decided to do so, so as to strengthen
the balance sheet. Including the latest,
the total provisions had scaled to a
whopping Rs 55.0m, which had
reduced the market value of original

investment of Rs 124.2m to the June
30, 1997 value at Rs 65.1m.
Two principal investments at yearend were Rs 23.4m in Prudential
Commercial Bank and Rs 11.0m in
Schon Textile Mills. The Mudaraba also
sustained loss on sale of
shares/certificates amounting to Rs 2.1
during the review year (1996: Rs 1.4)m.
With no dividends since 1994 the last payout being 15% bonus that
year, the 10-rupee certificate in the
Mudaraba had dipped to Rs 1.55. The
scrip had touched highest at Rs 10.40
in 1994. Sixty per cent shares in the
Mudaraba were held by 7,056
individuals.
The directors lamented that low
business activities in trade and
industry were the major cause of
liquidity constraints, during the year
under review. Consequently, overall
activities of the Mudaraba in the
context of Murabaha and Musharaka
financing remained adversely
effected.
The Mudaraba was said to have
diversified in the trading of
commodities and earned a substantial
profit of Rs 5.7m on this account in
1996. However, due to "complications
in tax matters", trading activities had
been suspended. These were resumed

after consultations with the tax
advisors and the positive impact was
hoped to be evident during the ongoing year.
The directors contended that the
Mudaraba had been able to register a
higher operating profit at Rs 11.1m
for the year under review, in spite of
"nil trading, limited activities in
Murabaha and Musharaka financing
and loss on trading in equities".
The operating profit was derived
mainly from portfolio management
which yielded income of Rs 11.9
(1996: Rs 9.3)m. Other income
including "damages" amounting to Rs
1.8m, also contributed a hefty sum of
Rs 2.8m. The Mudaraba also earned a
heavily improved sum of Rs 4.2m on
Musharaka financing compared to Rs
1.4m the previous year.
Notwithstanding the looming
deficit, the directors hold optimistic
view of the future. "The turnaround
of your Mudaraba seems to be
imminent", they wrote in the 1997
report, adding, "The bleak years of
despondency are over." The optimism
was said to have been sparked by the
removal of political uncertainties in
the post election era, which was
hoped to fuel stock market rally. Dilawar Hussain, Dawn

First Hajveri Mudaraba

1'

first Hajveri Modaraba paid cash surplus in the sum of Rs 22.9m
dividend at Rs 1.40 per 10-rupee besides the paid-up capital intact at
certificate for the year 1996 and Rs Rs 205.3m. On the Earing per share at
1.25 for the latest year ended June 30, Rs 1.52 for financial year 1997, the
1997. Yet the market price of the certificate is currently trading on a
certificate trades at a distressing ly price-to-earnings multiple of only 3.3
times.
huge discount.
The Mudaraba does not seem to
Listed in 1991, the scrip recorded
hest
value
in
1994
at
Rs
12.50
have
skipped a dividend for any of
its hig
but dipped to lowest at Rs 2.50 in the past six years since listing, which
1995; the current market price is Rs makes the discounted price of the
3.70 ex-dividend. The cash dividend scrip quite unjustifiable and the
works out to a return of 25% for the reason could only be the investors'
past two years at around the ruling loss of interest in the Mudaraba sector
price, which ought to be regarded as in particular and the overall stock
market in general.
satisfactory.
At the last count on June 30, 1997,
Break-up value of the certificate
also carried premium of Rs 1.10, with four private limited companies
the company having reserve funds- commanded 11% of the Mudaraba's

equity, with an equal stake of six
Mudaraba companies. Twelve
financial institutions had 10% of the
capital, while a total of 6,373
individuals held 62%.
For the year ended June 30, 1997,
the First Hajveri Mudaraba posted
pre-tax profit at Rs 37.7m, which
represented 7.4% decline from Rs
40.7m the previous year.
After tax profit decreased 12.1%
to Rs 31.3m from Rs 35.6m.
Management fees at 10% of the pretax profit after charging such fees
amounted to Rs 3.8 (1996: Rs 4.1)m.
The cash dividend required Rs 25.7
(1996: Rs 28.7)m.
Operating income amounted to
Rs 81.7m for the year under review,
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down 12.8% from Rs 94.0m the year
earlier. Financial charges could be
reduced 8.3% to Rs 33.2 (1996:
Rs36.4)m and the operating profit
amounted to Rs39.3 (1996: Rs 47.8)m.
While Rs 3.0m had to be provided for
diminution in value of investments in
1996, the Mudaraba could write back
Rs 2.2m in the year under review.
The directors attributed the fall in
the profits during the year under
review "partly to lower volume of
business and partly to further
provisions made for stuck up

Murabaha facilities. In addition,
taxation authorities disallowed
provisions made for classified
Murabaha facilities and diminution
in value of investments for the
previous year, which further reduced
profits to the tune of Rs 1.70m".
The directors also reported that
the Mudaraba had filed three
recovery suits, of which two had been
decided by the courts in favour of the
Mudaraba. Decrees totalling Rs 22.0m
were said to have been passed for the
claimed amounts. These were in the

process of execution and the
management was optimistic of
recovery.
"Upon successful execution of the
decrees, 50% of the provisions made
for the classified facilities will be
written back to the profit and loss
account", said the directors and this
was hoped to enhance profits
available for appropriation in the
coming period. Balance sheet carried
the short-term Murabaha finances at
Rs 305.4m at the close of the review
year. - Dawn

Corporate Profile: Equity International Mudaraba

I

n deciding on whether to or not to
invest in the Mudaraba sector,
investors ought to have sifted the
good from the bad and the
remunerative sound-growth scrips
from hapless lame ducks. For the time
being, however, investors seem to be
treating all of them alike. Hence most
of the Mudarabas are currently
trading at huge discounts; And in
some cases unjustifiably so.
Equity International Mudaraba of
the B.R.R group (B.R.R is for
"Bismillah-hir-Rehman-ir-Rahim")
paid the maiden dividend at 10.5% in
the very first year after listing in 1994.
And there has been no break since.
The company paid 5% for 1995,
10% for 1996 and the same for 1997.
Given that the 10-rupee certificate in
the Equity International is trading at
Rs 3.75 ex-dividend, the return works
out to a hefty 27%. Break-up value of
the certificate also commands
premium at Rs 11.56. Earning per
certificate for financial year 1997 is Rs
1.24 and the company has earned
Return on Equity (ROE) at 11% for
1997. In the latest financial year ended
June 30, 1997, the company posted
23.6% growth in pre-tax profit to Rs
21.5m from Rs 17.4m. All of which
shows that at low 3.8 times the 1997
EPS, the Equity International
Mudaraba scrip is considerably
attractive.
The certificate in the Mudaraba
touched five-year high at Rs 14.50 in
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1994 while its lowest was Rs 2.75 in
1996. Eight joint stock companies
have 45.9% stake in the Mudaraba,
followed by five investment
companies with 19.0% and two
financial institutions with 14.8%. A
total of 340 individuals held 12.8% of
the Mudaraba's stock. Besides, the
chairman Siddique Dawood and CEO
Safdar Rashid of the B.R.R group, the
three other directors are institutional
nominees, one each of IFC; Robert
Fleming Ltd, UK and Saudi Pak
Industrial & Agricultural Investment
Co (Pvt) Ltd.
The recent developments are both
interesting and encouraging. The
Group decided to merge the Equity
International Mudaraba with another
old and strong Mudaraba in the fold:
B.R.R. Capital Mudaraba. The two
together would create the largest
Mudaraba in the country.
The new Mudaraba to be called
"B.R.R International Mudaraba",
would boast equity base of over Rs
500m and total assets of over Rs 2.0
billion. The certificate holders in the
two old Mudarabas would receive
certificates in the new Mudaraba in
the ratio of one-for-one. Clearance has
already been obtained from the
creditors and the certificate holders
and the process may well be
completed before the middle of
March.
After tax profit for the year ended
June 30, 1997 amounted to Rs 18.6m,

reflecting improvement of 6.9% from
Rs 17.4m the previous year. Directors
apportioned Rs 3.7m, being 20% of
the year's taxed profit to the statutory
reserve and paid the balance Rs 15m
in cash dividend to the certificate
holders.
Total income of the Mudaraba
increased 17.4% to Rs 27.6m from Rs
23.5m with return on deposits
amounting to Rs 17.2 (1996: Rs
19.9)m. Paid-up capital stood at
unchanged Rs 150.0m. The Mudaraba
has invested Rs 30.9m in enlisted
associated undertakings.
Investment
in
listed
shares/certificates stood at cost Rs
2.0m and book value of Rs 0.8m,
after providing for diminution in
value of investments amounting to
Rs 1.2m.
Short-term investments at yearend stood at Rs 57.0 (1996: Rs
37.5)m. These represented
investment in Certificate of
Investments (Cols) of financial
institutions. Cash and bank balances
at close of the year were hefty Rs
82.3 (1996: Rs 108.5)m, including Rs
80.0 (1996: Rs 76.0)m parked on
deposit account with banks. The
chairman reported that due to
difficult market considerations, the
Mudaraba had followed 'a very
cautious approach in making
investment decisions and continued
with Treasury operations'. - Dilawar
Hussain, Dawn

IDB International Developments
Albanian Delegation

The Albanian minister of
Commerce, Shakir Fokag visited the
Jeddah-based Islamic Development
Bank (IDB) to observe the investment
procedures and other activities of the
bank. The minister held a meeting
with the IDB president, Dr Ahmed
Mohammed Ali, in which they
discussed bilateral relations, and the
IDB's role in assisting the Muslim
Albanian people.
In addition, they discussed the
state of the IDB financed projects in
Albania. The minister explained the
steps taken by the Albanian
government to reconstruct the
institutions of the country, especially,
since last year's problems. He pointed
out, his country's need for assistance
in the fields of transport, energy,
health, water, and sewerage works.
The minister appealed to the IDB
to encourage businessmen and
investors from the IDB member states
to invest in Albania, as the country is
facing immense difficulties in
providing employment opportunities
for its citizens.
In addition, the two sides
discussed the status of the Arabian,
Islamic Albanian Bank. The IDB is
one of the contributors to its capital.
Another point under discussion
was the status of the Arabian-Islamic
Albanian company, which is
supported by the bank and a number
of Saudi businessmen.
Albania joined the IDB in 1992,
and since then the bank financed 11
investment operations costing US $40
million.
Afghanistan

A top level delegation from the
Saudi-based Islamic Development
Bank (IDB) visited Afghanistan, in
order to assess the immediate needs
of the population.
The bank agreed in principle to
allocate US $220,0000 to provide foodstuffs for children, fuel for hospitals
during the winter season, and
immunisation against some diseases.
The assistance will be channelled

through the Peshawar-based Kuwaiti
Common Relief committee.
Bulgaria

The President of the IDB received
at his office Dr Nadim Hafiz Jingef,
the President of the Supreme
Religious Council in Bulgaria. The
two men discussed the plight of
Muslim Bulgarians, who suffer from
80% unemployment.
Dr Jingef appealed to the IDB
President to increase the bank's
assistance to the needy Bulgarian
Muslim Minority.
The IDB president promised to
send a delegation to Bulgaria to study
their situations, and then to speed-up
the implementation of projects for
Bulgaria already agreed upon by the
bank.
Meanwhile, Dr Ahmed
Mohammed Ali received in his office,
the Mufti of the Yugoslav province of
Sunjak, Sheikh Muamar Zokorash,
who expressed his satisfaction with
the bank's assistance to Islamic
minorities and states.
The Sheikh looked forward to
IDB investment in his province
especially after the province became
peaceful and secure compared to the
last few years.
The Sheikh spoke about the
possibility of the bank participating in
financing some educational, medical
and housing projects.
The Sunjak province is
exceptionally important for the
Islamic provinces in the Balkans. It is
the crossroads between the Muslims
of Macedonia, Kosovo, Bosnia,
Albania and Turkey. The province is
about 8,500 square meters, and its
population is about 500,000 persons
of which the Muslims constitute over
80%.
The Mufti office requested the
bank's participation in the
construction of an Islamic centre in
the city of Tofi Bazar. The centre
will be used for educational and
Islamic education. The projected
cost of the centre is US $3.7
million.

Egypt

The Egyptian Prime Minister, Dr
Kamal Al-Janzure received at his
office, Dr Mohammed Ahmed Ali
during the President's working visit
to Egypt, at the head of a delegation
of experts to prepare a working plan
for the next three years.
The IDB president expressed his
thanks to the Egyptian government
for its decision to increase its financial
contribution to the IDB capital, which
is vital to expanding the IDB's role in
assisting with the economic, and
social development in member states,
and reflects Egypt's interest in this
vital Islamic economic institution.
For his part, the Egyptian Prime
Minister expressed his pleasure with
the bank's commendable activities in
the development field, and its pursuit
of economic co-operation between
Islamic states.
He stressed, the need for
increasing the bank's activities in
these areas, in order to raise
production capacities, which will in
turn assist economic co-operation and
trade relations between the Islamic
countries.
Senegal

Dr Ahmed Mohammed Ali met
the Senegalese Minister of Water
Resources Mamadu Fai. The
Senegalese minister delivered a
message from his president, in which
Abdou Diouf stressed the IDB's
possible contribution to alleviating
the drought problems in some
The
provinces.
Senegalese
government of Senegal places high
priority in treating the consequences
of the drought in these provinces. In
addition, the Minister discussed the
possibility of the IDB financing a
sewerage system for four cities.
The IDB President expressed the
bank's willingness to participate in
development programs in the
Senegal, and to strengthen the fruitful
co-operation between Senegal and the
IDB.
The IDB's total investments in
Senegal up to the present time have
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reached US $247 million. The funds
were used to finance 31 development
projects, and the financing of foreign
trade operations with IDB member
states.
Arab Bank for African Development
The IDB signed a memorandum

of understanding with The Arab Bank
for African Development. The
memorandum stipulates that, the IDB
will have full use of US $50 million
provided by The Arab Bank for
African Development.
The IDB will act as the agent of
the said bank and will act freely in
disbursing the funds in support of
Arab export to non-Arab League
African countries. The funds will be
used in a manner similar to the
program of long-term trade financing
between the IDB member states.
The agreement stipulates that, the
length of any trade agreement must
not exceed 36 months. All goods that
are Shariah approved are covered by
the export financing agreement.
In addition, the IDB undertook to
train some of the Arab Bank for
African Development staff.
The agreement was signed on
behalf of the IDB, by its president, Dr
Ahmed Mohammed Ali, and by
Ahmed Abdallah Al-Ageel for the
Bank for African Development.
IDB Endowment conference

A conference on endowment was
held at the IDB in which numerous
Islamic scholars and preachers from
Africa participated. The president of
the IDB, delivered a lecture, which
concentrated on the activities of the
bank.
He added, that the Bank's
economic activities are based on
Islamic Shariah, and he spoke at
length about the important role that
endowment as an institution played
in Islamic history, particularly in
supporting social and educational
endeavours.
The next speaker at the
conference was Dr Muabad Al-Garhi,
the director of the Islamic Research
and Training Institute, an IDB
subsidiary. He stressed that
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importance of endowments in Islamic
history, and the development of this
important Islamic institution over the
ages.
He added, that the IDB is
attempting to modernise the basis and
methods associated with the
institution, and then to participate in
special projects in member states
specifically related to endowments.
The last speaker was Kuwait's
general secretary for endowments,
Abdul-Muhsin Al-Othman, who
explained the historical development
of the endowment institution in
Kuwait to the present day.
He informed the participants, that
endowments is now a general
organisation, which specialises in
guiding endowment work, its
development, and the provision of
material and moral assistance to
endowment undertakings.
Prince Bandar Bin Salman Bin
Mohammed Al-Saud concluded the
meeting, by thanking those present
for their excellent presentation, and
the IDB for facilitating the conference.
Arab-European Institute

Dr Ahmed Mohammed Ali met
the president of the Arab-European
Institute at the IDB headquarters.
The two men discussed matters of
mutual interest, and in particular
IDB's contribution to the financing of
the Spain-based institution, which is
jointly financed by the Arab League
and the European Economic
Community (EEC).
The institution, which is based in
the Spanish City of Grenada, aims to
strengthen European-Arab cooperation in the fields of science and
technology within the framework of
the Arab-European dialogue.
The number of students from
Islamic communities in non-member
states that have benefited from the
bank's scholarship program exceed
4,000 students from 50 countries, and
out of these a total of 1,519 graduated
in the fields of Medicine,
Pharmacology,
engineering,
agriculture and other branches of
scientific study. - IINA

Saudis offer
Interest-Free Loans
The Saudi Government is ready to
provide interest-free loans to
Pakistani businessmen to set up
industries and launch joint venture
projects in Saudi Arabia.
This was stated by Chairman,
Council of Saudi Chambers of
Commerce and Industry, Hamad
Abdullah Al-Zamil while addressing
the members of trade and industry at
Karachi Chamber of Commerce and
Industry (KCCI).
The leader of the 26-member trade
delegation said their government was
also ready to offer 50% equity
participation in projects while banks
could finance 25% of the cost of any
venture set up in the Kingdom.
He said the Saudi Government
was keen to promote industrialisation
in the Kingdom with the assistance of
Pakistani businessmen.
Chairman of the Council asked
KCCI to identify projects which could
be established in Saudi Arabia and
send the feasibility studies for onward
circulation among Saudi businessmen
through 19 Chambers which are
affiliated with the Council.
Referring to delegationis visit to
Islamabad, he said, it has been very
successful and hailed the investment
policies announced by the
government of Pakistan to lure
foreign investors.
eThe discussion with the
government and the private sector
was very fruitful,i he added. He
extended invitation to the members of
KCCI to visit Saudi Arabia and
explore the opportunities of business
and joint ventures.
Earlier, President KCCI
Mohammed Hanif Janoo invited the
Saudi investors to set up industries
along the recently inaugurated
Motorway between Lahore and
Islamabad.
Referring to trade relations
between the two countries, he said
imports from Saudi Arabia were worth
$712.8 million in 1996-97 as compared
to $ 484.9 million in 1991-92 while
exports to Saudi Arabia were worth $
216.8 million in 1996-97 compared to $
295.4 million in 1991-92. - APP

Trade Agency Calls
for Islamic Free Zone

T

he Islamic Chamber of Commerce
and Industry seminar concluded
yesterday with an agreement on the
need for greater effort to establish an
Islamic Free Zone other than the Arab
'Free Zone'. Both could be the nucleus
for an Islamic Common market.
"Islamic nations should bury their
differences and work towards a
common market. Everyone agrees in
principle upon the need for it,” said
Sheikh Ismail Ali Abudawood,
president of the Islamic Chamber.
A study of the Islamic common
market will be prepared by the
chamber for the next meeting in
Indonesia with suggestions to
prioritise the issue and gear up for the
challenges of the coming millennium.
Each country's delegates to the
seminar hoped to win increased
business or sew up project deals.
Tatyana Zhdanova of Kazakhstan

sought an Arab League initiative to set
up premises for an Arab-Kazakh trade
chamber and permanent exhibition in
Almaty. Zhdanova plans to explore
new markets for the country's copper,
cotton, grain and chemicals. Dr A A

Elbukhari Ibrahim stressed Sudan's
potential as the "food basket of the
world", considering the steady growth
of Khartoum's exports of vegetables,
fruit, cereals and livestock. - Gulf News

SVP Abu Dhabi Islamic Bank Appointed
A n experienced Islamic banker, Syed Khizar
...Ahmed, has been appointed Senior Vice
President for Islamic Treasury and International
Banking business at Abu Dhabi Islamic Bank, the
newly established financial institution, touted as the
largest Islamic bank in the world.
Prior to his appointment, Ahmed, a US resident of
Pakistani origin, held the position of Head of Islamic
Banking Division with the Saudi-British Bank in
Riyadh (1992-1998). He has more than 25 years of
banking experience with 14 in Islamic Banking.
He started his career in Banking with
Australasia Bank Ltd, Karachi, in 1972. In 1974, he
joined The Commercial bank of Kuwait (1974-83). He then left Kuwait in 1983
to Join Islamic banking career with Qatar Islamic Bank, where he was
responsible for Treasury and International Investments (1983-92).
Born in 1950 in Karachi, Ahmed holds a Bachelors Degree in Business
Administration, and lives in Houston, Texas, with his wife and three children.

Compendium of Fatwas
The London-based Institute of Islamic Banking and Insurance,
has announced the publication of its latest title: A Compendium of
Legal Opinions on the Operations of Islamic Banks.
This is a unique subject-wise collection of all pertinent
Fatwas (legal opinions) directly relating to, and concerning,
Islamic banking and allied issues, translated from, and
published along with, the original Arabic versions.
This is the first time that in-depth religious rulings on
issues of Islamic banking have been brought together, making
this publication indispensable to scholars, bankers and
financial experts.
This volume and the ones to follow represent material
gathered from the rulings of the religious boards of several
major Islamic banks and eminent Shariah Scholars.
These volumes owe their existence to the vision of
Muazzam Ali, Chairman of the Institute of Islamic Banking
and Insurance, whose determination and efforts have made
this publication possible.
With a publisher's note by Muazzam Ali, a foreword by
Justice Mohammed Taqi Uthmani, and preface by Sharifuddin
Pirzada (former Secretary General OIC), the Fatwas have been
carefully translated and edited by Yusuf Talal DeLorenzo,
Secretary/Member of the Fiqh Council of North America,
Scholar of the Shariah sciences, and translator of some fifteen
works from Arabic, Urdu and Persian.
"The relatively new field of Islamic economics and
banking is particularly challenging for the reason that it brings
together scholarship from jurists and economists; and the
present work is a good example of how the two disciplines
interact," said Yusuf Talal DeLorenzo.

With a print run of 110,000
the highly acclaimed Muslim Directory is the largest circulating
Muslim Publication in the UK.
Tap into the large British Muslim Market in one simple step.
Advertise your company in the 1998/9 UK-Wide
edition of the Muslim Directory.
For your free information pack call us on: (+44) 181 840 0020

65a Grosvenor Road, London, W7 1HR. United Kingdom
Email: infoOmuslimdirectory.co.uk web site: wenv.muslimdirectory.co.uk

The book is available directly from the Institute priced at £200 (UK Pounds
Sterling) or $300 (US Dollars) including p&p.
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AmEx Plans Hajj
Cash Card

Charles W C Chan, pictured left, Director, Vinaconsult (Hong Kong)
Limited, visited the Institute of Islamic Banking and Insurance last month. He
discussed issues relating to the potential for Islamic banking in the Far East,
with the Instituteis Chairman, Muazzam Ali (centre) and Director General,
Ghanzanfar Adil, (right).

Conference: Islamic Investment Products

A

conference on the latest
innovations and developments
in designing, structuring and
marketing Islamic investment
products, will be held in London, at
the Hilton, between 21-22 May, 1998.
Organised by AIC conferences, it
will offer idetailed analysis of new
Islamic investment products ft
identifying the true benefits of
investing in this innovative and
dynamic market.i
Questions to be tackled include:
What are the factors that have
resulted in new growth in Islamic
investment? Which new Islamic
investment instruments are being
developed? And what are the latest
Shariah opinions of these new capital
markets instruments?
The conference will focus on
seven key areas: global Islamic
investment trends and market
development; Shariah opinion
relating to securitisation and the use
of derivatives; Methods for liquidity
management and enhancement; the
acceptability and use of derivatives;
designing an Islamic benchmark
bond; launching an Islamic index
derivative; and distributing and
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marketing Islamic funds.
Speakers will include: Dr Wan
Muhammad Hasni Wan Suleiman,
President and CEO, Abrar Group
International; Basil Al-Ghalayini,
Managing Director, The International
Investor Advisory Group Limited; Dr
Saleh J Malaikah, CEO, Albaraka
Investment & Development Co;
Naseerudding A Khan, Assistant
General Manager, Al-Tawfeek Co for
Investment Funds Ltd; Sheikh Nizam
Yaquby, Islamic Scholar from
Bahrain; Dr Sheikh Gamal Manna Ali
Soleiman, an Islamic Scholar from the
Muslim College; Gleen Stewart,
Chairman, Halal Mutual Investment
Company PLC; Stella Cox, Director,
Halal Mutual Investment Company
PLC; and representatives of Citi
Islamic Investment bank, and Faisal
Finance Switzerland.

Institute of
Islamic Banking and
Insurance
Web Site
httpi/www.islamic-banking.com

E-mail
icis@iibi.demon.co.uk

The Islamic World Organisation is
teaming up with American Express to
offer 'Hajj Cash Cards' to three million
pilgrims a year. Performance of the
pilgrimage to Makkah is one of the
five main tenets of Islam. Muslims
who can afford to pay for the Hajj
have a responsibility to perform it at
least once in their lives.
Pilgrims, however, end up
waiting in lines for hours to cash their
traveller's checks. "What we are
offering is a cash card that will
replace traveller's checks and with
which pilgrims can take cash from
bank ATMs," said Khanzadeh Sajjad
Khaliq, Head of the Islamic World
Organisation. After approaching 16
banks in Arab and European capitals,
"none could understand the idea
because they don't have a global
exposure", Khaliq found a listening
ear at American Express.
The company confirmed in New
York that it was in discussions to offer
the Hajj card, although it stressed that
a final agreement had not been
signed. It said the card would operate
similar to a plastic travelleris check",
which could be loaded with cash in
advance, so that pilgrims would not
have to borrow money.
American Express said it would
provide all the administrative support
and "back office" systems for the card
but would not market it. The deal
forms part of its aggressive strategy to
form joint ventures and alliances with
companies in an array of countries,
which it started two years ago in an
attempt to reverse the steep fall in its
share of the global charge card market.
It had previously refused to offer cards
jointly with any other group.
Khaliq explained that most
pilgrims came from humble
backgrounds and saved for years for
the average $1,250 spent during the
Hajj. But many lacked a basic
education and could not sign a check.
"It is even waterproof," he said,
"which helps since you have to wash
before you pray."
The organisation is launching the
Hajj card for the 1998 Hajj season,
which this year falls in April, with a
"limited edition" of 100,000 cards for
$1,000 each. - Financial Times
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