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Adnan Al-Bahar takes a critical look at the Islamic banking industry and
highlights some areas, which, if unchecked or unresolved, could limit the
growth of the industry. Islamic banking is a fast-growing, specialised niche
market within the global banking industry. It is crucial to countries that have
sizeable Muslim populations, if these nations are to fully and productively tap
national resources (i.e. fully attract their national savings and recycle them
efficiently).
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Prince Mohamed Al Faisal Al Saud, Chairman of DMI, has said that he is
encouraged by the resilience of DMI Group during the recent economic
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finance, promising closer support to the Group's subsidiaries, stressing the
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Islamic Banking Reflections
he purpose of this paper is to look
critically at the Islamic banking industry
, (the 'industry') and highlight some areas,
which, if unchecked or unresolved, could limit
the growth of the industry.
Islamic banking is a fast-growing, specialised
niche market within the global banking industry.
It is crucial to countries that have sizeable
Muslim populations, if these nations are to fully
and productively tap national resources (i.e. fully
attract their national savings and recycle them
efficiently).
Islamic banking is also important to some
economies because it is (or can become) a key
contributor to local GDP, and in certain countries
(such as Bahrain), can also become an important
revenue generator through the provision of
cross-border Islamic financial intermediary
services.
Islamic banking on average accounts for
about a 20 per cent market share of private sector
savings in the GCC countries. In some countries,
such as Kuwait, the market share is closer to 30
per cent to 35 per cent. In my view, the Industry
has the potential to grow to a 60 per cent market
share over the next 10 to 15 years. As a result,
Islamic banking shall, ('Inshaallah'), assume a
leading role with banking in the Islamic world.
Some market participants may wish to focus
on constraints that could slow down the
industry. In particular, there is insufficient
competition in Islamic banking, especially in
countries where the largest pools of private retail
funds reside, such as the GCC countries,
Malaysia and Egypt.
In terms of Industry representation within
these locations, Egypt has three Islamic banks,
Qatar and the UAE have two each and Malaysia
has one but allows several conventional banks to
operate Islamic banking 'windows'.
However, what the Industry really needs is a
greater number of dedicated players who can
respond to the strong demand for Islamic
products and services. A greater level of
competition among Industry providers will drive
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it to increased levels of creativity and efficiency,
thereby resulting in the widest possible range of
quality Islamic banking and investment solutions
at prices which compare favourably with their
conventional counter-parts.
It is also important to understand that the
Industry encompasses commercial banking as well
as the Islamic capital and investment markets (for a
range of asset classes such as commodities, Islamic
real estate, debt and equity linked products). The
diversity within the Industry is already clear and
will increase going forward.
Today, there are already Islamic commercial
banks and investment banks as well as
companies which provide consumer credit
financing, mortgage and insurance products in
accordance with Islamic principles. Hence, it is
important too for the regulators in each country
not to treat the players within the Industry in a
homogenous manner.
Given the rapid rate of growth in the industry
and the lack of uniformity among the players, it
would be a mistake in my opinion to insist on a
central Shariah Committee to rule on all matters
relating to the Industry. This process will slow
down the development of the Industry by
creating a severe bottleneck in the system.
In the final analysis, Islamic banking is about
banking in conformity with Islamic laws, and
each industry payer has its own Shariah
Committee to provide the necessary guidance in
this area. Yes, every system requires a judicial
body or court not to approve every product
being created but rather to settle disputes, and a
central Shariah Committee if set up should be for
this purpose (i.e. to resolve disputes on Shariah
issues between parties).
In conclusion, I believe the three most
important factors which will contribute to the
growth of the Industry to its full potential are:
greater competition, flexibility and better
understanding of the industry by the national
regulators and retention of a decentralised
approach to product implementation.
Adnan Al-Bahar

Third Executive
Development Programme
Farid Scoon participated in the Institute of Islamic Banking and Insurance's
third Executive Development Programme, held recently. Here he recounts
some of the issues and topics covered during the week-long programme.
he Institute of Islamic Banking and Insurance (IIBI)
held its third Executive Development Programme
(EDP) between 27th April and 1st May 1998. It was
attended by representatives of leading international
financial organisations including, Faysal Bank Limited
(Lahore), Faisal Finance (Switzerland), Habib AG Zurich
(England), and the United Bank of Kuwait (England).
The programme, which is a bi-annnual feature of the
IIBI, is aimed at augmenting the professional skills of
middle and senior level personnel involved in Islamic
banking and insurance. Several important issues affecting
the concept and operations of Islamic banking and
insurance, and Islamic financial institutions, were
addressed by the eminent experts who conducted the
workshops and seminars comprising the
programme.
Ian Edge, a practising barrister and a
professor at the School of Oriental and •
African Studies in London, gave a
comprehensive introduction to Islamic
commercial law. He dealt with the salient
features of Islamic commercial law and
highlighted some of the fundamental
differences between Islamic and Western
commercial legal concepts in general and
commercial law in particular.
Edge noted that on the whole Islamic
commercial and civil law does not consist
of a general body of principles such as
found in English common law systems of
jurisprudence. Rather, Islamic jurists look
at a scheme of nominated contracts, and generally attempt
to fit the intended transaction into one of these contracts.
Notwithstanding, he noted that the following general
principles of Islamic commercial law with their contrasting
Western positions can be discerned:
The concept of settlements is haram in Islam.
•
Property can only be settled in Islam through a Waqf. A
Waqf is an irredeemable disposition of property for
charitable purposes. In other words under the Shariah it is
not possible for a person to settle the property that he
owns in favour of his wife for her use until her death and
then for the benefit of his children and grandchildren after
the death of his wife. While such settlements are common
in English common law jurisdictions, they are not possible
under the Shariah.
Another notion in Islamic property law (and
•
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incidentally in Japanese law as well) is that buildings,
trees, and other fixtures to land, are not considered part of
the land and are consequently not sold with and as part of
land. There is no notion of fixtures in Islamic law and
hence even trees are sold separately in an Islamic contract
for the sale of land.
•
There is no notion in Islamic law of a right to do
something being a property. Accordingly, except until
very recently the notion of intellectual property did not
exist in the Shariah. Similarly, according to Edge, while the
Shariah does recognise the notion of an easement, such as
a right to light, such property right may not be bought and
sold.
•
Islam never developed the notion of the separate
legal personality such as the limited
liability Company. Thus according to
Edge, all concepts of the separate legal
personality now incorporated into the
commercial codes of Middle Eastern or
other Islamic countries are borrowed
from Western, mainly English common
law, legal systems.
• An important difference between
Middle Eastern or Islamic law and
Western law has to do with the
termination of the appointment of an
agent. Middle Eastern law has been
interpreted to mean that as long as the
agent is performing well it can not be
terminated, notwithstanding that the
contract itself says that the agency is
definitely terminable. Edge pointed out that Western
companies dealing in Middle Eastern countries frequently
find themselves the subject of litigation claims when they
attempt to retire agents appointed for a definite term.
The issue of agency also received attention from
Professor Simon Archer of the Department of Management
of the University of Surrey in connection with his
presentation, which dealt with issues of corporate
governance peculiar to Islamic banks.
These issues, according to Prof Archer, were excerpted
from a soon to be published paper entitled Financial
Contracting, Governance Structures and the Accounting
Regulation of Islamic Banks: An Analysis in terms of
Agency Theory and Transaction Cost Economics written
by himself, Rifaat A Karim, of the Accounting and
Auditing Organisation for Islamic Financial Institutions
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(AAOIFI) and Talla Al-Deehani of Kuwait University.
Wilson of the department of Economics of the University
Professor Archer looked at the corporate governance of Durham both dealt with issues of project finance in
structure of Islamic banks which typically comprises a separate sessions.
group of shareholder investors who put up the original
Both pointed out that approximately US$650 billion of
capital of the bank, the management of the bank who are leasing and project finance will be required by the Arab world
answerable to the shareholders, and the investment up the year 2010, mainly in power, telecommunications, oil
account holders, (IAH) who are the main providers of and gas and private sector infrastructure. Islamic institutions
capital for the bank's investment activities.
are therefore poised for unprecedented growth rising on par
Under conventional corporate governance structures with conventional project financing in the future.
capital investors of a firm have the power to select and
Tariq indicated that the Islamic approach to project
deselect the governing board of directors and the auditors financing can be pursued using two basic models, namely
of the firm. Islamic banks on the other hand operate the mark-up model and the equity model. The current
according to Mudaraba rules. Under these rules IAHs may fixed return financing techniques of Islamic institutions
not participate in the management of the bank's funds, and are Bai Salam, spot payment with future delivery, Ijara or
in addition do not have the power to participate in the leasing, Ijara wa Iqtina being a lease with a purchase
selection of the bank's board of directors, auditors or its option, and Istisna being production or construction
Shariah supervisory board.
finance. It is possible to convert these latter three into
The only avenues open to the IAH to monitor the variable instruments. The current Islamic variable return
performance of the Islamic bank's management and board financing instruments are, Mudaraba, Musharaka and
of directors is vicariously through the shareholders, or equity finance.
through examination of the annual reports of the bank.
Hussain also discussed certain requirements for the
In the first case the bank's shareholders may not have future of Islamic project financing, including the need for
the same interests as its investment account holders. In the standardisation of product ranges. Much of this standardisecond case the annual report and financial statements of sation will depend on the approval of Shariah boards.
the bank are produced and
distributed by management albeit
after an independent audit.
Some of the obstacles facing Shariah-compliant
It is presumed also that
financial
institutions looking to operate in Western
management do not always share
the same interests of either economies were examined. Chief among these
shareholders or investment obstacles is the view that regulators tend to have of
account holders. The situation is
Islamic banks. The view of the regulators is based
aggravated by the current
shortcomings in the financial on a set of historical setbacks for Islamic banking
reporting of Islamic banks and the in Western countries.
limitations in the scope of external
auditing.
IAH and shareholders are both residual claimants to
Duncan Smith, the Head of the Islamic Investment
•
the Islamic bank's profits. How profit is recognised and Banking Unit of the United Bank of Kuwait, discussed the
how it is allocated as between shareholders and IAH, development of Islamic products and Services in Nondepends on the accounting rules that are applied by Muslim countries. He focused on the United States and
management subject to the approval of the Shariah board. Britain, as in both these places, the IIBU has launched,
and/or is in the process of launching, Shariah-compliant
.These rules often lack transparency.
Prof Archer pointed out that there is evidence of financial products to cater for the needs of minority
practices, which make it difficult if not impossible for the Muslim populations, representing 3 to 4 percent of the
IAH to monitor the bank's performance as asset manager population - a potential market of more than 10 million
on the IAH's behalf. The board for example may decide to people.
It was noted that both in the US and the UK the
declare a dividend not related to the actual performance of
the bank for a given period. In other words they may Islamic market comprises a large proportion of people
decide to compensate the IAH out of retained earnings. who are too young to need financial services, and a much
This is an issue of accountability for which, as Prof Archer smaller proportion who are of retirement age and are
pointed out, AAOIFI is introducing reporting and auditing cashing in on financial services purchased in earlier years.
Between these two groups there is a substantial
standards to address.
Syed Tariq Hussain, a director and Head of Finance of percentage of Muslims who do need financial services and
ANZ Investment Bank London, and Professor Rodney there is a worrying lack of pension products to cater for
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this population as they grow into maturity. The family and
community social service structures and mechanisms that
were present in the home countries of migrant Muslims,
are not present in the adopted Western countries and this
aggravates the problem. Of course this represents a good
opportunity for Islamic banks and financial institutions.
In any event it was noted that Muslims in the United
States and Britain do not fully participate in the economies
of these countries because they are not able to participate
on terms consistent with their religious beliefs. It is
understood that Muslims keep substantial sums of cash
out of the financial system.
Although there are local community mechanisms for
putting these cash sums into productive use, they often too
expensive, and perhaps in addition these funds are not
efficiently allocated through these community
mechanisms.

Some of the obstacles facing Shariah-compliant
financial institutions looking to operate in Western
economies were examined. Chief among these obstacles is
the view that regulators tend to have of Islamic banks. The
view of the regulators is based on a set of historical

setbacks for Islamic banking in Western countries.
Smith pointed out that Islamic banks and financial
institutions must look to the correct regulators. It is not
always necessary to have the Federal Reserve board or the
Bank of England regulate the Islamic financial institution.
Sometimes it may be more appropriate for the SEC or
IMRO to be the supervisory or regulatory body.
Michael Clode, a senior partner, and Justin Turner, a
manager, at Freshfield's, a leading British international
and commercial law practice, discussed issues related to
legal documentation of Islamic financing deals. Freshfields
has been favoured to provide documentation for quite a
few substantial Islamic-financing packages.
Among the several important issues raised by
Messrs Clode and Turner was the problem faced by
Islamic lessors who finance the acquisition of assets with
floating rate funds and lease it to Islamic lessees at fixed
rentals. The Islamic lessor cannot pass a
fluctuating rate down to the lessee through a
conventional finance lease, because such a
lease will provide for a varying rent by
reference to a rate of interest. Such a
transaction would be impugned for violating
the prohibition against Riba.
One option has been for the lessor to enter
into successive leases on substantially the same
terms except as to the payment of rent. For
example if a three-year lease were proposed,
three one-year leases would be entered into with
a rental figure inserted only in the first of these.
The rental amounts for the succeeding leases
would be agreed at the beginning of each
respective term. In this way the lessor, who in
these cases would typically be a principal
Mudarib of a set of investors, may vary the rate
he pays to these investors each year. In addition
to the costs associated with reaching successive
agreements, there is of course no guarantee that
the parties would be able to agree on a rental
amount each year.
A more recent option proposed at the
workshop is for the principal Mudarib to
employ an agent who has a relationship with a
trading company. The fixed funds, which are
received from the lessee and passed to the
agent, are then used by the agent to purchase
gold or some other metal on the metal
exchange. The metal purchased is then sold to
the trading company at a price that reflects a
floating rate. The agent of the Mudarib/lessor is
thus able to supply funds to the Mudarib and the Mudarib
to the investors on a floating basis, based on the profits
accruing from trade in metals. In this manner the Mudarib
may be able to offer much better and more flexible options
to his investors.
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Dar AI-Maal AI-Islami Increased Profits in 1997
1997 has proved an encouraging year for Dar Al-Maal
Al-Islami (DMI), with operating profits up by 54 per
cent, and net profits up by 42 per cent. HRH Prince
Mohamed Al Faisal Al Saud, Chairman of DMI, has said
that he is encouraged by the resilience of DMI Group
during the recent economic setbacks, and has
reiterated his and the Group's commitment to Islamic
finance, promising closer support to the Group's
subsidiaries, stressing the need for efficiency, and emphasising staff training.
I/he 1997 financial year was another encouraging (DMI) SA located in Geneva, Switzerland, focuses on
one for DMI Trust as the growth in profits Group strategy, corporate activities, information
continued," wrote HRH Prince Mohamed Al technology, legal and financial control, internal audit, risk
Faisal Al Saud, in the 1997 annual report of the Dar Al management and technical assistance to subsidiaries.
Maal Al Islami Group.
Asset management is the Group's core business
"The operating profit of US$ 50.6 million was US$ 17.7 activity. Clients' funds are invested prudently with the
million or 54 per cent above that of last year. We achieved objective of optimal return as well as asset preservation.
a net profit of US$ 14.3m. This was US$ 4.2m or 42 per cent DMI has devised a comprehensive range of Islamic
above that of last year and we continued to increase our financial instruments to channel investors' funds into
efforts to improve profitability
so as to provide our DM! Trust is an Islamic financial Institution founded in
Participants with better value 1981. It has an extensive network stretching over four
for their investment," he said.
DMI Trust is an Islamic continents with well integrated regional subsidiaries
financial Institution founded in enabling it to respond adequately to local business
1981. It has an extensive needs and conditions. Based on this geographic
network stretching over four
structure, DM1 acts as a financial bridge between the
continents with well integrated
regional subsidiaries enabling world's leading financial centres and the Islamic
it to respond adequately to countries with which the Group has a special
local business needs and relationship.
conditions. Based on this
geographic structure, DMI acts as a financial bridge viable Shariah compatible operations and investment.
"The DMI Trust has successfully carried out its
between the world's leading financial centres and the
Islamic countries with which the Group has a special pioneering mission in creating and maintaining relevance
for Islamic finance," according to Prince Faisal.
relationship.
It "has become an economic force which is here to stay
The Group comprises three main business sectors:
Islamic banking, Islamic investment (fund management) and is expected to enjoy continued growth in the future.
and Islamic insurance and reinsurance (Takafol and Due to this growth potential, Islamic finance has now
attracted the attention of major world financial
Retakafol).
Islamic banking is exercised in different forms: fund institutions, which have established specialised
management and financial services in Switzerland, subsidiaries in Islamic banking. It is therefore imperative
investment banking in Bahrain and Pakistan, and for us to face this increasing competition head-on," he
commercial and retail banking in other parts of the world. explained.
"We have paid a cost for pioneering, a fact that we
Islamic investment companies are located in Bahrain,
Egypt, Pakistan, Qatar and the United Arab Emirates. have never tried to conceal," the Prince admitted. "Thanks
There are DMI Takafol and Retakafol companies based in to its strong financial base, however, DMI Group has
the Bahamas, Luxembourg and the United Kingdom, proved resilient during difficult times. We have gradually
providing Islamic Takafol and Retakafol services to the rid ourselves of our less efficient practices and we are
continuously engaged in reviewing our structure,
Islamic community in Europe and Asia.
The Trust's administrator, Dar Al Maal Al Islamic activities and services."
New Horizon June 1998 6
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growth. Synergies among the
Group's subsidiaries will also be
maximised," the chairman.

"We have paid a cost for pioneering, a fact that we
have never tried to conceal," the Prince admitted.
"Thanks to its strong financial base, however, DM1 The subsidiaries include:
Group has proved resilient during difficult times. We • The Islamic Investment
Company of the Gulf (Bahrain)
have gradually rid ourselves of our less efficient
EC
practices and we are continuously engaged in • The Gulf Company for
Financial Investments, Egypt
reviewing our structure, activities and services."
•

Other key financial highlights of 1997 included:
• Investment and fee income increased by US$ 21.9m, or
15 per cent, from US$ 148.9m in 1996 to US$ 170.8m.
• The highest contribution to income was from short-term
investment income of US$ 60.3m (1996: US$ 62.2m).
• This was followed by income from fund management
and services of US$ 41.9m (1996: US$ 39.7m), long-term
investment income of US$ 35.9m (1996: US$ 14.5m), and
fee and commission income of US$ 32.7m (1996: US$
32.5m).
• Distribution of Massaref account holders, excluding
those paid to off-balance sheet investors, amounted to
US$ 50.9m (1996: US$ 49.3m).
• Investment and fee income, net of distributions to onbalance sheet Massaref account holders mentioned
above, increased by US$ 20.2m or 20 per cent from US$
99.7m in 1996 to US$ 119.9m.
"Operationally, we plan to focus our activities on the
Group's subsidiaries which already enjoy a good market
position and offer further business potential for future

Al Faysal Investment Bank
Limited, Pakistan
• Faisal Finance Institution, Turkey
• Faysal Islamic Bank of Bahrain (celebrating its 15th
anniversary)
• Faisal Finance (Switzerland) SA
• Faisal Finance Maroc SA, registered as a Moroccan
Corporation on 31st March, 1997
• Faisal Finance (Jersey) Limited
• Takafol SA, Luxembourg
• Takafol (UK) Limited
• Takafol Islamic Insurance Company Bahrain EC
• Islamic Takafol and Retakafol (Bahamas) Company
He also emphasised DMI Group's need to continue
building on its strengths, and endeavouring to increase
return on equity and the funds under management, "to
this end we will introduce a more sophisticated marketing
strategy".
Prince Faisal added that the expertise and
commitment of staff in the Islamic finance service industry
was critical, and that staff training would be further
developed.
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Al Baraka Bank Bangladesh Significant Progress in 1997

9

Al Baraka Bank Bangladesh recorded an increase in gross
income in 1997 of 82.44 per cent. The Bank also recorded a
growth rate of 10.04 per cent with total deposits of 6401.85
million Taka (an increase of nearly 9 per cent), writes Nasiruddin Ahmed.
, Baraka Bank Bangladesh Limited is a jointventure banking enterprise of Al Baraka
Investment & Development Co of Jeddah, a
renowned financial and business house of Saudi Arabia,
Islamic Development Bank (IDB), a Group of Eminent
Bangladeshi Entrepreneurs and the Government of
Bangladesh.
The Bank was incorporated with the Registrar of
Joint Stock Companies, Bangladesh on 30 April, 1987,
and it started operation as a scheduled Bank with effect
from 20 May, 1987.
The Bank carries on its business in keeping with the
dictates of Islamic Tenets (Shariah). In particular, the
Bank seeks to work towards eliminating usurious
practice in its day-to-day operations. Al Baraka Bank
finance practically the whole range of economic
activities, the sine qua non being that these are not
inconsistent with Islamic principles.
The Bank has made a significant growth in all
spheres of its operations including deposit
mobilisation, investment, recovery, introduction of new
products and attracting more clients, etc. The bank is
expecting to play a vital role in the economic
development of the country by mobilising the idle
funds and investing the same in trade and small &
medium scale industries in keeping with the dictates of
Islamic tenets (Shariah).
The Board of Directors, which is its highest
policymaking body, is constituted with wellexperienced and successful bankers, businessmen and
industrialists of Saudi Arabia as well as of Bangladesh.
The Government is also represented in its Board.
The bank has already established 33 branches
within the country and 108 correspondents in major
financial markets of the world. The bank showed a
remarkable growth in its income portfolio, which was
possible due to increase of business in investment,
foreign exchange, remittance, service-oriented
transactions, etc.
More than 70,000 customers have done their
banking transactions with Al Baraka Bank Bangladesh
Ltd during the year 1997, which proves that the officials
of the bank are very cautious about their services,

A
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dealings and behaviour with the customers.

Financial Highlights - 1997
• Gross income reached Taka 371.23 million in 1997 as
compared to Taka 203.48 million in 1996. The increase is
about 82.44 per cent.
• Deposits reached Taka 6401.85 million as against the
deposit of Taka 5880.76 million in the year-end of 1996.
The increase is about 8.86 per cent as against national
growth of 18 per cent.
• At the year-end of 1997, the investment of the bank
stood at Taka 6203.39 million as against the investment
of Taka 5513.69 million in the year-end of 1996. The
increase is about 12.5 per cent as against national growth
of 15 per cent.
• The foreign exchange business of the bank stood at Taka
3481.79 million in the year end of 1997. The increase is
about 27.84 per cent as compared to 1996.
• Total assets were Taka 8014.99 million in 1997 as against
the assets of Taka 7283.24 million in the year-end of
1996. The growth is about 10.04 per cent.
• Liquid-assets to total-assets was 14.70 per cent in 1997.
• Advance to total deposits ratio stood at 77.56 per
cent in 1997.

Management
The Bank's management consists of a team of highly
skilled senior bankers having long outstanding banking
careers and headed by the Executive President, the Chief
Executive of the bank.
Anwar Ahmed, a reputed Banker, is the Executive
President of the bank. He is assisted by other members of
the management and responsible for its smooth
functioning in consistence with the policy guidelines of the
Board of Directors and the Central Bank.

Capital
The authorised capital of the Bank is Taka 600
million. The Paid-up Capital is at present Taka 259.533
million, which is shared by different groups as
mentioned below:
Group. A

a)
b)

ABIDCO: 34.67 per cent
IDB: 5.78 per cent

Group B

1997
(provisional)

1996

1995

Authorised Capital 600

600

Paid-up Capital

259.553

259.553

259.553

Reserve Fund

15.9

15.9

15.9

Deposits

6401.86

5880.69

4754.9

Investments

6203.39

5513.69

4369.9

Import Business

2694.1

2231.88

1185.4

Export Business

542.08

254.78

259.51

No. of Foreign
Correspondents

108

98

94

Net Profit/Loss

(162.13)

(273.29)

(239.73)

No of Branches

33

33

32

Bangladeshi Sponsors: 45.92 per cent
Group C

a)
b)

Government of Bangladesh: 5.78 per cent
General Public: 7.85

Scheme for low paid service holders and professionals;
and response is also very good. Till December, 1997, 638
clients have availed themselves of this facility.
Total investment of the bank stood at Taka 6203.39
million at the year-end of 1997 as compared to Taka
5513.69 million of the preceding year-end.
Al Baraka Products and Services
Current Deposit Accounts
Mudaraba Deposit Accounts
Mudaraba Short Term Deposit Accounts
Mudaraba Term Deposit Accounts
Different Types of Savings Scheme Accounts
Consumer's Credit Scheme
Inward and Outward Remittances
Traveller's Cheque
Exports
Imports
Guarantees
Trade Finance
Working Capital Finance

Equity
The total equity stands at Taka 316.50 million as on 31

December 1997.

Deposit
Since inception, the Bank has been making strides in
deposit mobilisation. The main target of the Bank is to
mobilise deposit from different Sector including a board,
Cross-section of the General public and different places of
the country through its network of 33 branches.
In 1997, the bank launched 5 new deposit products,
namely;
1) Hajj Deposit Scheme
2) Higher Education Savings Scheme
3) Marriage Savings Scheme and
4) Instalment based Future Savings Scheme and
5) Monthly Savings Scheme for Tiny Tots
These deposit schemes have not only helped the bank
in mobilisation of deposit, but also attracted a good
number of clients in depositing their savings in these
schemes. At the end of 1997 the Bank collected/procured
5730 accounts.
The total deposit of the Bank stood at Taka 6401.85
million on 31 December 1997 as compared to Taka 5880.76
million on 31 December 1996.

Credit
The main objective of the bank is to contribute to the
growth of the national economy as well as to boost the
overall growth of the bank. The bank diversified its credit
operation in the fields of trade, commerce and industry,
transport, real estate, ship breaking, etc.
Recently, the bank has introduced Consumer's Credit

Project Finance
Cheque Encashment Facility at Chittagong, Dhaka,
Rajshahi, Khulna & Sylhet
Nasiruddin Ahmed is Executive Vice President of
Al Baraka Bank Bangladesh Ltd
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equal, fixed, monthly instalments through a direct debit
arrangement.
Although no life assurance cover is require, building
insurance cover is. The maximum repayment term is 15
years, with shorter periods available subject to
negotiation, and the loan amount is anything up to two
and quarter times the primary annual income in the case
of a sole applicant, and two times the higher income,
plus one times the lower income, in the case of a joint
application.

Special Feature on UBK's 'Manzi!' Programme

Improved Terms for Islamic Mortgage
With the ever-increasing interest and demand in practical financial services
by minority Muslim communities living in the West, and with the United
Bank of Kuwait's Islamic Investment Unit having just announced improved
terms for its Manzil programme, we take a closer look at the UK's only
`halal' mortgage, and put some key issues of concern to Customer Services
Manager, Waheed Qaiser.

T

he Islamic investment Banking Unit IIBU), part of
the British-registered United Bank of Kuwait Plc
(UBK), recently announced improved terms for
Manzil, its home purchase plan which boasts conformity
to the principles of Islam.
Manzil, which was launched in the summer of 1997 by
IIBU, enables Muslims who wish to buy residential
property in the UK, to do so in a way which is compatible
with Islamic Shariah (law).
Manzil, which is an Arabic word found in the Holy
Quran, meaning home or house, or more romantically
'dwelling of the soul', is based on the Murabaha financing
technique and has been approved by IIBU's Board of
Shariah (Islamic law) scholars.

The main improvements are as follows:
• The minimum down-payment required as a deposit has
been reduced from 25 per cent to 20 per cent of the
property value on'properties valued at £100,000 or less,
and from 25 per cent to 17 per cent on properties valued
in excess of £100,000.
• The minimum property value has been reduced to
£50,000 from £67,000.
• IIBU is reducing its profit margin, giving a saving of
about £40 a month for a typical Manzil, paid over 15
years to purchase a house valued at £80,000
"We believe that these changes make Manzil more
affordable and will enable more Muslims to buy their own
home," explained Waheed Qaiser, Customer Services
Manager of IIBU. "Our experience shows that there is a
tremendous demand from Muslims in the UK who want
to buy their homes in a way which is compatible with
Islam."
The IIBU is a segregated division of the UBK and
claims more than 30 years of aggregated specialist
experience in Islamic Banking, asset and transaction credit
analysis and structuring.
The UBK is a British bank, incorporated in England
and authorised and regulated by the Bank of England and
the Investment Management Regulatory Organisation
(IMRO). Established in 1966, UBK has shareholders funds
of over £130 million and assets approaching £2 billion.
UBK provides a broad range of investment and
commercial banking services to a domestic and
New Horizon June 1998 10
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Life Assurance
IIBU have decided not to make life assurance a
condition of Manzil, recognising the fact that many
Muslims hold differing views on the subject of lifeassurance. As such a life assurance policy is
optional.

Tax Relief
There is current legislation under which tax relief is
granted to individuals on interest paid on loans taken
out to purchase their main residential home. Because the

international
client base. These
include retail
banking facilities,
treasury
and
foreign exchange
services, fund
management and
commercial and
residential
property finance.
Manzil has evolved from IIBU's experiences of property
finance techniques in the Gulf.
Although Manzil cannot be used to refinance existing
mortgages, IIBU is currently working on a different
version of Manzil to enable those, forced to take interestbased mortgages, to transfer to a 'Halal' scheme
compatible with Islamic Shariah.
This is part of an on-going process at IIBU, through
which it is working towards offering a full range of
Shariah-compliant financial services such as pension
plans, savings schemes, insurance products and personal
and business facilities in the future.

Income Support Payments
In certain cases of financial hardship the

help
will
government
'conventional' mortgage borrowers
Manzil, which is an Arabic word found in the Holy by paying part, or possibly all, of
Quran, meaning home or house, or more their loan interest. Since Manzil is
romantically 'dwelling of the soul', is based on new and because the payments to
IIBU are not interest, the IIBU are,
the Murabaha financing technique and has been at present, unable to confirm
approved by IIBU's Board of Shariah (Islamic law) whether the authorities will extend
the same level of financial
scholars.
assistance.
As with the question of tax relief, the IIBU holds
profit element of Manzil is not designated as interest, the position that the same 'rules' should be applied
the authorities may refuse to grant tax relief under the to everyone, irrespective of how their mortgage
scheme.
payments are structured, and are seeking
Although the financial benefit of tax relief is limited, clarification on this point.
IIBU believes as a point of principle that anyone
Qaiser,
Waheed
Services
Customer
Manager, responds to
questions and comments
'halal'
regarding
mortgages, sent in to the
Institute of Islamic
Banking and Insurance:

How Manzil works
IIBU buys the chosen property from the seller to sell
on to the buyer at a higher price. The buyer then repays
IIBU by monthly instalments over a number of years as
previously agreed.
The sale price between the vendor and IIBU is the
price the buyer will have negotiated with the seller. The
amount that the buyer then pays to the IIBU is that same
price, plus the return IIBU pays its investors, its
administrative costs and expenses and a reasonable
profit margin. This form of financing is known as
Murabaha.
The property, after the vendor has sold it, is
registered in the buyer's name, whose obligations
towards IIBU will be secured by a first legal charge
(mortgage) in favour of IIBU over the property.
The purchaser's first payment to IIBU is made on the
day of completion of the contract of sale, and is the total
of his initial contribution. Thereafter the higher sale
price between IIBU and the buyer is repaid through

requiring financial assistance to buy their home, should
qualify for tax relief, irrespective of how the payments
are structured, and is presently trying to get the relevant
authorities to change their position.

Q. Is it Islamic?

'3

A. Yes, Manzil follows
the principles of
Murababa and it
complies with the Islamic
a
As
Shariah.
confirmation to this effect
the complete process and documentation has been
reviewed and approved by World-renowned Islamic
Shariah scholars, and they have given a signed Fatwa on
this as well. There are various other instruments such as
declining equity participation and Ijara/Ijara wa Iqtina
used in different jurisdictions.

Moreover, we have a legal responsibility to act
reasonably at all times. Our approach is, and will be, to
find an amicable solution to any issue arising during the
life of the Manzil facility. We shall make every possible
effort not to get into a situation whereby we are left with
no option but to take the home back..
We have a well-balanced, disciplined and simple
qualifying criteria, with adequate controls, and therefore
the chances of default are mitigated. Moreover as UBK is
a member of the Council of Mortgage Lenders, we will
adhere to the mortgage code.
Q. Is Manzil more expensive than, and is the criteria
different from, conventional, interest-based, home
loans?

A. We are not expensive considering the unique and
distinctive nature of our product.
As regards our criteria, we have very simple and
straightforward criteria and provide a premier,
personalised service.
There are currently over 2000 different types of
interest-based mortgages, but only one truly different
type of mortgage and that is Manzil.
Q. Can UBK repossess a home? What happens in a
If one wants to compare the cost with a conventional
default situation?
interest-based mortgage, we, at present rates might
A. There is nothing in Shariah that prohibits the claiming appear expensive. For example, when compared against
of security when a contractual party defaults, and, as a a typical fixed rate mortgage for a property valued at
bank, we would be negligent not to make this clear.
£80,000 or £100,000 our costs are higher by about £30 or
New Horizon June 1998 11
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E40 per month respectively, over a period of 15 years.
up to 75 per cent, and for amounts above this they cover
We continually review our processes and products to their risk by arranging mortgage indemnity cover. We are
help more people to use the Manzil product, and the cost in the process of finding an alternative solution to the
will be a part of this review process.
conventional mortgage indemnity in a way that complies
Moreover, I can also confirm that looking ahead to with Islamic Shariah. We will not incorporate any element
once we have a broader range of products, such as in our products and services that threatens to, or makes,
personal pensions and savings plans, the pricing on the whole proposition un-Islamic. That would be selfManzil and other asset products will be much more defeating.
competitive. It is a question of economies of scale making
Q. What happens in the case of someone who wants to
products and services cheaper as volumes grow.
I would like to request my Muslim brothers and make an early payment?
sisters to consider something a brother said to me A. We welcome any early payment. We have accepted
recently: "If we can afford to pay 25-30 per cent more on three so far and we have acted professionally and
Halal meat and Vegetarian cheese, then for an investment humanely by returning to them a handsome amount as a
of a lifetime and from a religidus point of view, Muslims goodwill gesture and gift. This was greatly appreciated by
should be grateful to Allah and
should use this needed
product."
The IIBU is working towards offering a full range of
Analysing it from a purely Shariah-compliant financial services such as pension
economic point of view, I am
sure that the Muslim brothers plans, savings schemes, insurance products and
and sisters can appreciate that personal and business facilities in the future.
the unit price of goods
produced in fewer quantities, tend to be higher than those
all the beneficiaries/customers involved. We shall
produced in greater numbers.
It is now left to each individual as to how he or she continue to act generously in future as well, as we do not
wants to react; essentially the choice is between the want to make exorbitant profit by penalising those
interest-based conventional mortgage or the Islamic Home making early payments.
Purchase Plan - Manzil.
Q. What is the position of Re-mortgage?
Q. Why does the UBK not offer loans up to 95 per cent of A. Our present Manzil programme is operative under
Murabaha principles and cannot cover a re-mortgage. We
the property value rather than just 75 per cent?
A. Most of the conventional providers extend the facility are working on an alternative Manzil product which will
Inshallah be ready in the third quarter of this year.
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A Compendium of Legal Opinions
on the Operations of Islamic Banks
Edited by Yusuf Talal DeLorenzo
Published by the Institute of Islamic Banking and Insurance,
London 1997. Hardback, 269 pages.
Institute of Islami
Western bankers and finance specialists interested in
Islamic banking have often been confused over the precise
interpretations of the Shariah Law despite the increasing
standardisation of Islamic financial instruments. The
rulings of particular Shariah advisors have frequently been
misunderstood, and concerns have been expressed over
the lack of consistency between the practices of different
institutions offering financial services.
The publication for the first time of the legal opinions
sought by leading Islamic banks is a very welcome
development, as it will help resolve some of these issues.
It brings unprecedented clarity and transparency.
There has been much progress on the standardisation

Other Comments
"This volume will be treated as an asset of great value."
Jeremy Martin, Trowers & Hamlins

"...it will be invaluable whenever I am again called upon
to act as an external assessor on a doctoral thesis in this area!
...your Institute is to be commended for having
commissioned this work. To the extent I have read and heard
discussions about various aspects of Islamic banking, it has
sometimes seemed to me that some of the discussants had little
greater understanding of the Islamic Law which underpins it
than I do. One thinks of post-graduate students in my case, of
course; previously I had little idea of what members of the
Ulema would say about such issues.
"But now I do have a record of what they say, for which I
will be eternally grateful. These opinions lie at the heart of
Islamic Banking; they provide the flesh to the outlines set out
in the Quran and the Hadith."
Trevor E Gambling, Professor Emeritus,
Birmingham University

"This will be of great interest to me and is also, I believe,
of great value to all involved in Islamic Banking. The Institute
deserves to be congratulated for the preparation of this
excellent work, which must have taken a great deal of time and
effort to produce."
Justin (Turner) and I are now looking through the
Compendium to try to identify answers to a number of points.
We have already found the answer to a question which has
been puzzling us for some time, and our initial reaction is that
the book is laid out in a most user-friendly manner."
Michael Clode, Freshfields

ce

of accountancy practices in
II II
Islamic banks, but legal
A
Comp
practices were often
he
viewed as much more Legal Op
diverse. This new work, Operati
IC
which includes all of the
La
most significant Islamic
legal rulings on financial
issues, should facilitate
and
greater convergence, as Murabahah, Mudara
Musharakah
there is at last a standard
volume of reference
available.
Edited and Translated by
The Editor, Yusuf Talal
Yusuf Talal DeLorenzo
DeLorenzo of the Fiqh
Council of North America,
has done an outstanding job in translating the fatwas into
English, and in organising them into coherent categories.
There is a very logical ordering of the material, and a good
contents list and index which enable the reader to
immediately find what he is looking for. An excellent
introduction by the editor puts the rulings into context.
Justice Muhammad Taqi Usmani of Pakistan, a
respected Shariah advisor with substantial experience of
the workings of Islamic banks, provides a thoughtful
foreword to the volume.
Separate chapters are provided on Murabaha,
Mudaraba and Musharaka. These are divided into sections
listing fatwas on contract components, provisions and
procedures as well as rulings on the treatment of profits
and losses.
The rulings cited come from those provided by
Shariah advisors to the Kuwait Finance House, the Jordan
Islamic Bank, the Faisal Islamic Bank of Bahrain, Egypt
and the Sudan, Dar Al Maal Al Islami of Geneva and the
Al Baraka Group. The logic and social justice in these
rulings is readily apparent.
The publication should help ensure that there is even
greater respect for Islamic banking practices from
conventional bankers, and it will facilitate greater
understanding by Western financial analysts of what
exactly Islamic banking involves.
Muazzam Ali, the Chairman of the London based
Institute of Islamic Banking and Insurance, deServes to be
congratulated for the publication of this extremely useful
volume that will serve as a standard source of legal
reference for many years to come.

Professor Rodney Wilson, University of Durham
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INTERNATIONAL CONFERENCE ON

Islamic
F inance

BAHRAIN

Featuring top-notch industry speakers from USA, Asia, Europe, Middle East and Africa
Unravelling new Products & Markets, Shariah & Regulation, Trends & Growth Areas,
Provocative Case Studies
+ Restructuring of the Concept of Islamic Financing in line
with the Shariah Principles and in response to the Asian
currency Crisis.
+ Assessing Islamic Finance in Emerging Markets Conventional Versus ISlamic Financing
+ Counrty Focus
• STRUCTURING OF ISLAMIC INSTRUMENTS

+ Financing Techniques and Development of Innovative
Product for Mega Projects
+ Islamic Estate Mortgage Financing; Trade Finance / Asset
Finance
+ Islamic Venture Capital Investments & Financing; Islamic
Debt versus Equity Financing; Issues relating to Islamic
Securities for purpose of Infrastructure'Finance;
Commodity Financing
+ Loan Syndication; Privatisation;Islamic Leasing
+ Securitisation of Islamic Financial Instruments
+ Bonds as long-term funding alternative
Organised by

(r)

Endorsed by

• LEGAL DOCUMENTATION

+ Contractual Agreement for Islamic Project Finance
+ Standardisation and Successful International Transactions
• TAX & ACCOUNTING

+ Accounting Treatment for Islamic Finance
+ Structuring Islamic Finance and investments to avoid
or minimise taxation
+ Floating rates versus fixed-rate rules of financing
• PRODUCT DEVELOPMENT & MARKETING

+ Product Innovations and Developments for Western
market
+ The Creation and Marketing of competitive interest free
financial products
• ASSET-LIABILITY & RISK MANAGEMENT

+ Strategy for Balancing Liquidity & Profitability in Islamic
Finance
+ Risk Management of Islamic Project Finance
+ Managing effective Asset/Liability strategies
+ Business valuation for Islamic Project Finance
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Mashreq Bank Extend Credit Line to Al Baraka
Islamic Asia Equity
Fund Launched
l Baraka Bank Bangladesh Ltd Ali Akbar Khan, Area Manager,
A 1-Tawfeek Company for
and Mashreq Bank PSC, Dubai Mashreq Bank PSC, Dubai UAE

25 — 26 August 1998 • Kuala Lumpur • Malaysia

• REVIEWING ISLAMIC FINANCE
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..Investment Funds, an investment
unit of Al-Baraka Investment and
Development Co, a Dallah Al-Baraka
Group subsidiary, and Nomura
Investment Banking (Middle East),
have announced the formation of a
new open-ended equity fund called
Al Nukhba Asia Equity Fund. The
fund will aim to raise $50-100 million.
The release said the fund has been
established for medium and long term
investors and will invest under Islamic
guidelines in a diversified portfolio of
shares listed on the Asia-Pacific stock
markets, which include Hong Kong,
Singapore, Thailand, Indonesia, and
Philippines in addition to Japan.
Investors can buy units of $100
each, while the minimum investment
is $10,000 for individuals and $100,000
for corporations and institutions.
The fund has been launched due
to the confidence in the region's
transparency in its economic
healthy
and
programme
fundamentals. - Khaleej Times

A

UAE, boasting a long-standing
relationship of co-operation,
strengthened this bilateral
relationship, when Mashreq Bank
extended a Credit line for US$3
million to Al Baraka Bank
Bangladesh Ltd for
its
handling
international banking
business smoothly.
To mark this event
an Agreement was also
signed between these
two institutions recently
at Dubai. In the signing
ceremony of the
Agreement, Serajuddin
Ahmed, Assistant Vice
President, visited Dubai
and concluded the deal.
In the picture,
Ahmed (middle) and

(left) are seen signin g the
Memorandum of A g reement,
while Saadat Husain, Business
Development Mana ger of
Mashreq Bank BSC is witnessing
the ceremony.

IRAN

ANZ Group Provides $250m Financing to Iran

he Australia and New Zealand
Banking Group, including its
Egypt International
wholly-owned subsidiary, ANZ
Grindlays, have signed a framework
Zakat Fund
rTlhe former Egyptian Prime Minister, agreement in Dubai to provide $250
million in financing to Iran's five
1 Dr Abdul-Aziz Higazi called for the
main commercial banks. The
establishment of an International Zakat
agreement establishes the mechanism
Fund, which if administered according
through which industrial and other
to the Quranic principles and Hadith
project financing can be provided for
could easily solve poverty in the Iranian projects in which export
Islamic World.
credit agencies of OECD countries are
The former Prime Minister was providing cover to Tehran.
speaking at the " Islam and The
Export credit cover will be
Economy" conference organised by available as the umbrella agreement
the Cairo-based Islamic Relief society. carries a sovereign guarantee from
He announced the formation of an Iran's Ministry of Economic Affairs
Islamic company with a capital of 100 and Finance. ANZ's role will be as
million Eg yptian Pounds, as an executor of the framework agreement
alternative to the existing Bank of the and provider of finance, said Darren
Poor, in order to propel the society to Rickards, senior corporate bankin g
manager for Dubai and Iran.
a more prosperous level.
The agreement will be open to
Higazi stated that in the present
international
companies with the
regionalisation of the world economy,
it is incumbent on large Islamic majority of financing deals expected
and
organisations to pool their resources to be related to Australian goods
services,
in
view
of
ANZ's
role
in
the
in the service of Islam. - IINA

T

deal, and the high profile of
Australian firms in the Iranian
market, Rickards said.
The $250 million ceiling will
represent ANZ's involvement in
project work and any increase will be
subject to agreement between the
bank and government agencies
involved. The borrowers will be Bank
Mellat, Bank Melli, Bank Saderat,
Bank Sepah and Bank Tejarat, and the
agreement provides funding for 85
per cent of capital procurement for a
specific project and the remaining 15
per cent will represent the down
payment.
Rickards said finance will be
provided in any major currency and
loans granted through the agreement
will be repaid in a maximum of 20
semi-annual instalments. The Iranian
government will be responsible for
approving projects and amounts.
Once approval has been granted,
ANZ will be notified, and will sign a
project-specific loan ag reement.
- Gulf News
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Compendium of Legal Rulings on the
Operations of Islamic Banks

BPTMB to Launch Islamic Unit Trust Fund

Edited and translated by Yusuf Talal DeLorenzo, Introduction by Mufti Taqi Usmani
A unique subject-wise collection of all pertinent fatawa (legal opinions) directly
relating to and concerning Islamic banking and allied issues, translated from and
published along with the Arabic version. 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.
The material for this volume has been gathered from the rulings or fatawa of the
religious supervisory boards of several major Islamic Banks, including the Bahrain
Islamic Bank, Kuwait Finance House, Faisal Islamic Bank of Egypt, Faisal Islamic Bank
of Sudan, Dubai Islamic Bank, Jordan Islamic Bank, the Dallah Al-Baraka Bank, Dar Al
Maal Al Islami (DMI) and others.
All Fatawa have been carefully selected, ordered, and then edited, translated and
arranged by topic under chapter and section headings. For ease of accessibility, the
volume includes an exhaustive subject index.

Institute

of Islamic Bisistir

J,1,

Murabahah, Mudara
Musharakah

and

...your Institute is to be commended for having commissioned this work. To the
extent I have read and heard discussions about various aspects of Islamic banking,
Edited and Translated by
it has sometimes seemed to me that some of the discussants had little greater
Ytiscif
DeLorenzo
understanding of the Islamic Law which underpins it than I do. One thinks of postgraduate students in my case, of course; previously I had little idea of what members of the Ulema would say about such issues.
But now I do have a record of what they say, for which I will be eternally grateful. These opinions lie at the heart of Islamic
Banking; they provide the flesh to the outlines set out in the Quran and the Hadith."
Trevor E Gambling, Professor Emeritus, Birmingham University
"

"This will be of great interest to me and is also, I believe, of great value to all involved in Islamic Banking. The Institute deserves
to be congratulated for the preparation of this excellent work, which must have taken a great deal of time and effort to produce."
Michael Clode, Partner, Freshfields, London
"This volume will be treated as an asset of great value."
Jeremy Martin, Partner, Trowers & Hamlin, London
"This publication should help ensure that there is even greater respect for Islamic banking practices from conventional bankers,
and it will facilitate greater understanding by Western financial analysts of what exactly Islamic banking involves."

Professor Rodney Wilson, University of Durham

Government to 'Islamize'
Financial Sector in the Country
Dakistani Commerce Minister Ishaq

Published by the Institute of Islamic Banking and Insurance, London.

Postcode:
Tel:

1 Dar has said that the government
will take appropriate steps to
'Islamize' the financial sector in the
country.
He said that with the introduction
of Islamic system, the government
will be able to solve the fiscal
problems faced by the financial
sector.
Dar stated this while talking to
a delegation of the representatives
of financial sector. The delegation
apprised the minister about
problems of the sector particularly
those of Mudaraba companies.
They proposed various measures
for the approval of the
government.

copy/ies of Compendium of Legal Rulings on the Operations of Islamic Banks
each including p&p.

Country:
Fax:

Signature:
Date:
Please enclose a banker's draft or cheque payable at a UK bank made out to 'Institute of Islamic Banking and
Insurance. Overseas orders dispatched by airmail.
Send to: The Publications Manager, Institute of Islamic Banking and Insurance
144-146 King's Cross Road; London WC1X 9DH. UK
Tel: 0171 833 8275 Fax: 0171 278 4797 E-mail: icis@iibi.demon.co.uk
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Angers said the Shariah advisory
panel was very important because
BPTMB was perceived as a Chinese
company.
BHLB Pacific Dana Al-Ihsan will
be the company's fifth unit trust fund.
The others are the BHLB Pacific
Double Growth Fund, BHLB Pacific
Emerging Companies Growth Fund,
BHLB Pacific Savings Fund and BHLB
Pacific High Growth Fund.
In 1997, Micropal, a rating house
for unit trusts, ranked BPTMB among
the top market players, whose funds
had topped the performance charts by
outperforming both the KLSE
Composite Index benchmark and the
average equity fund in 1996.
In 1996, a survey jointly
conducted in Hong Kong by BPTMB
and Watson-Wyatt World-wide, a
renowned actuarial and pension
consulting firm, put BPTMB as one of
the top eight Malaysian fund
management companies in the IMRTop 100 Asian managers' list.
BPTMB has an approved fund
size of 1.4 billion units, making it one
of the largest private unit trust
companies in the country. — Bernam
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an Hin Lee Pacific Trust
Management Bhd (BPTMB) has
launched its maiden Islamic unit trust
fund.
In a statement, it said the BHLB
Pacific Dana Al-Ihsan unit trust fund
was aimed at providing consistent
capital growth over the medium to
long-term as permitted by Shariah
principles.
Its managing director Philip
Angers said the fund would invest in
halal investments and shares for
investors seeking to combine religious
aspirations with investment
objectives.
"This will be an opportune time
for these investors to invest in the
company's Islamic unit trust fund
because many of the counters and
investment opportunities which the
company plans to invest in are
available at extremely competitive
prices," he pointed out.
BPTMB has appointed BIMB
Research and Training Sdn Bhd
(BIRT) as the Shariah adviser for the
fund. Its function is to ensure that the
fund complies with Shariah laws and
principles.
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The minister assured the
delegation that government would
give sympathetic consideration to
their problems and that the necessary
steps would be adopted in the
forthcoming budget 1998-99.
He told the delegation that the
government under the leadership of
Prime Minister Nawaz Sharif has a
clear vision to achieve the important
objectives of the Islamization of the
economy particularly in the financial
sector. However, he added, a subsector of the economy particularly the
Non-Banking Institutions (NBIs) has
to play a vital role in accomplishing
this goal.
Referring to the administrative
problems being faced by the financial

Joint Equity Fund
From Kuwaiti and
Saudi Banks
e National Bank of Kuwait

TI(INBK) and the National
Commercial Bank (NCB) of Saudi
Arabia, have jointly launched the AlKawthar Fund (not to be confused
with Al Baraka's GAM Al Kawthar
Fund) in Kuwait. The fund will invest
solely in NCB's Global Trading Equity
Fund.
According to NBK's general
manager, Asim Al-Saqr, the Kuwaiti
bank surveyed most of the available
Shariah-compliant investment funds,
and concluded that NCB's Global
Trading Equity Fund was "the most
superior, offering the best investment
structure and generating returns within
an acceptable margin of risk."
NCB's fund is the largest Islamic
equity fund, according to market
sources. The bank claims that its fund
has accumulated returns of 84%,
equivalent to an average annual return
of 21% since inception in 1995. The
fund's assets now exceed $320 million.
The Global Trading Equity Fund
has a diverse portfolio of equities
covering leading international
companies listed on major stock
markets. The fund's investments are
concentrated in the industries of
trading, manufacturing and services.
The fund also invests its short cash
surpluses in Murabaha transactions.
The fund is managed by
Wellington Management Company
LLP of Boston, Massachusetts, who
also manage the Banque National de
Paris' Caravan Fund and Al-Rajhi's
Fund.
Equity
Global
- The Failaka Investor
sector, not directly related to the next
budget, the minister said that a
meeting of representatives of the
State Bank of Pakistan, Corporate
Law Authority and Registrar
Mudaraba Companies would be held
soon to have a frank and candid
discussion related to these problems,
and to suggest possible solutions.
- PPI
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Islamic mode can attract investment
IDB Grant
nakistan could attract a greater part potentially billions of rupees loss to Mindanao
1 of the estimated $200 billion worth suffered by investors.
of investment available in the Islamic
Vice-chairman of the Mudaraba Islamic Society
world, if it could properly implement Association of Pakistan (MAP) S M
the Islamic modes of financing and Aminullah said last year that tax
exemption was given to the Mutual
trade according to financial experts.
At present only one mode of the Funds and Unit Trust but the same
Islamic system of finance, 'Mudaraba', was denied to the Mudarabas despite
is functioning in Pakistan. The system, the fact they are also based on the
introduced in the 80s after registering concept of mutuality.
He said Mutual Funds of all kinds
tremendous growth, is, however,
are universally exempted from tax so
presently under crisis.
Nonetheless, experts say that if long they distribute 90% of their
the 48 listed Mudarabas on the annual profits. By denying the
Karachi Stock Exchange, with a paid- universal benefit to Mudarabas, the
up capital of Rs 8.191 bn, are given important Islamic mode of finance has
growth-related incentives, they could been jeopardised, he added.
He said, IFC, recognising the
be instrumental in attracting some
part of these huge funds available in potential of the mode of Islamic
the Islamic countries.
finance, has already invested around
"All was going well in $40 million in various Mudarabas in
Mudaraba-related financing, and the Pakistan, and another $40 million are
companies dealing under this mode in the pipeline from IFC.
In short it could be said that the
of Islamic system of financing
maintained their growth, but the Mudaraba sector has been denied a
fiscal measures of 1992-93 had a level playing field as they are not
crippling affect on their operations allowed to raise funds from banks
and profits,' said an expert.
and on the strength of a bank
Not only did the imposition of guarantee.
12.5 per cent income tax erode their
Moreover, credit ratings have
profits, but it also made their survival been made mandatory on Mudarabas
difficult. By bringing Mudarabas as against no such compulsion on
under the tax net, experts say the other financial and corporate
he
government has collected a meagre entities,
maintained.
amount in revenue, compared to the - Parvaiz Ishfaq Rana, Dawn
SAUDI ARABIA

OMC Member States Trade

T

he volume of trade in goods
between the Organisation of the
Muslim Conference member states
showed a positive increase in the
period between 1993-1995 AD. The
level of export increased by 28%, and
imports to 25%.
In addition, the level of trade
deficit declined from US $11
billion Dollars to US $5 billion
Dollars in 1995 AD. The level of
import and export in the Asian
member states reached 44.7% of
the total trade.
The second most active economic
region is that of the Gulf, where its
share of the export market was 30.7 %,
and imports 20.6 % in 1995. The next
New Horizon June 1998 18

most active economic region was the
Middle East, where exports reached
10%, and imports reached 20%. The
Maghrib Region comes next with 8.7%
of exports and 9% of imports. The
Sub-Saharan African states scored 5.8
% in exports and 5.2 % in imports.
The Islamic Development Bank
statements showed that, the export of
services to the member states reached
US $56 billion Dollars compared to US
$69 billion Dollars in 1992. In other
words that sector declined by 19.13 %.
Likewise imports stood at US
$80.6 billion Dollars compared to a
previous high of US $99 billion
Dollars, a reduction of 19.08 %.
— IINA

T

he Jeddah-based Islamic
Development Bank (IDB)
extended a US $390,000 grant to the
West-Mindanao based Islamic society
as a contribution toward the building
of an Islamic secondary school in the
city of Golo, in the Sulu region of the
Muslim-majority Mindanao province.
The grant is meant to assist in the
provision of Islamic education for the
Muslim youth in the region. The
school will have an in-take of 600
students of both sexes. It consists of
two floors, with a library, a
laboratory and administration offices.
The IDB is keen to assist the
Muslims of the southern Philippines
to overcome the ravages of war and
years of neglect by the central
government in Manila. - IINA
SAUDI ARABIA

SAUDI ARABIA

Middle East Equity
Fund From Al-Rajhi
l-Rajhi Banking and Investment
Corporation (ARABIC) recently
launched an open-ended Middle East
Equity Fund. The fund, available only
to Saudi nationals, will invest in stock
markets of the Middle East, North
Africa, Turkey and the Gulf, with
Middle East stock markets having
performed impressively over the last
five years, yielding average returns of
around 30%.
ARABIC claim that the fund is a
key element in the Al-Rajhi family
of funds and its investors benefit its
expertise. Bakheet Financial
Advisors of Riyadh has been
appointed as the fund's investment
advisor. ARABIC, which launched
an Egyptian equity fund last year, is
a publicly traded Saudi commercial
bank with the largest national
network boasting over 340 branches.
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UNESCO Deputy
President Meets IDB
President

T

he president of the Jeddah-based
Islamic Development Bank (IDB),
Dr Ahmed Mohammed Ali received
at his office, the deputy-president of
the UN cultural agency (UNESCO),
Adnan Badran.
The two men discussed the
opportunities for co-operation
between the two international
organisations in supporting
educational and human development
in members of the two organisations
and Islamic communities in nonmember states.
Badran expressed his pleasure at
the IDB's important activities and
support in the fields of vocational
training, education, and human
development in member states.
It is noteworthy that, the IDB
concluded an agreement in 1977 to
co-ordinate their activities with
UNESCO to assist member-sates in
both organisations. - IINA

SWITZERLAND

IDB/OIC Meeting in Switzerland
he Jeddah-based Islamic
Development Bank organised a
conference in Geneva to enable the
Organisation of the Islamic
Conference (OIC) member states to
discuss their common policy towards
the second ministerial meeting of the
World Trade Organisation (WTO)
meeting in Geneva.
The aim of the conference was to
discuss the priority areas of the OIC
states, and to assist these countries in
benefiting from the opportunities
offered by the New World Trade
Order.
The IDB president, Dr Ahmed
Mohammed Ali, told the gathering
that the new multilateral economic
order, which was adopted in the
Uruguay Round of talks, offers
opportunities and dangers to
developing countries.
Dr Ali expressed the bank's
willingness to offer technical
assistance to enable these states to
overcome the challenges of
globalisation.

T

UAE

EIBFS Holds Islamic Banking Seminar
Seminar at the Emirates
Institute for Banking and
Financial Studies (EIBFS)
discussed experiences and
challenges faced by Islamic
banking and focussed on a range
of issues from legal issues to
achievements made by specific
institutions in this regard.
The seminar held at the
institute's premises in Sharjah,
was inaugurated by His Highness
Shaikh Sultan bin Mohammed Al
Qassimi, Member of Supreme
Council and the Ruler of Sharjah.
The inauguration was
attended by Mohammed bin
Khalifa Al Habtoor, Speaker of the
Federal National Council; Humaid
bin Nasser Al Owais, Minister of
Electricity and Water; Mohammed
Khalfan Kharbash, Minister of
State for Financial and Industrial

A

Affairs; Shaikh Abdullah bin
Mohammed Al Thani, Chairman
of the Sharjah Civil Aviation
Department and Shaikh Isam bin
Sager Al Qassimi, Chairman of
Culture and Information
Department, Sharjah.
The opening session at the
forum was addressed by Shaikh
Isam and Fadil Saeed Al Darmaki,
Chairman of the Board of
Directors of EIBFS.
Meanwhile, the EIBFS also
held its annual meeting to endorse
the 1997 administrative and
closing accounts of the institute.
In a statement, Al Darmaki said
that the institute was playing an
important role in developing
human labour skills and
upgrading the performance of the
nationals in the banking industry
in the country. - Khaleej Times

Moreover, the meeting discussed
the latest proposals to be presented to
the second ministerial conference of
the World Trade Organisation, and
the most appropriate way of
strengthening the interest of the OIC
member states, and the developing
countries in general.
The meeting reviewed in detail
matters and problems arising from
the Uruguay Round of talks
concerning world trade. In that
regard, they expressed their anxiety
about the inability of the developing
countries to benefit from the
multilateral talks. In addition,
subjects that are of immense
importance to them are yet to be
discussed fully.
They felt that, the benefits of
world trade are distributed unfairly,
and very little progress was made
since the first conference in
Singapore. The participants praised
the role of the IDB in proposing the
meeting, and called for continued
monitoring of world trade. - IINA

DIB Chairman Hails
Govt. Support
ubai Islamic Bank (DIB)
chairman, Saeed bin Ahmed
Lootah, has expressed his
appreciation of the support given to
the DIB by the Dubai Government
and the UAE Central Bank.
"The assistance received by DIB
from His Highness Shaikh Maktoum
bin Rashid Al Maktoum, VicePresident And Prime Minister of the
UAE and Ruler of Dubai, Shaikh
Hamdan bin Rashid, Deputy Ruler of
Dubai and UAE Finance Minister,
General Shaikh Mohammed bin
Rashid, Crown Prince of Dubai and
UAE Defence Minister, and from the
UAE Central Bank, reflects the great
attention given by the Dubai
Government to the Islamic economy
and the key role played by DIB in the
development of Dubai in particular,
and the UAE in general," Lootah said.
"This support also reflects the
confidence in the bank's strong
financial position and the strength of

D
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its balance sheet and investments," he
went on.
Lootah said that he had received a
number of messages from banks and
Islamic economic institutions in Arab
countries expressing their support for
the bank and their willingness to offer
assistance to boost the DIB's
operations.
Lootah said that messages had
been received from the International
Islamic Banks Union, the Saudibased Islamic Development Bank,
the Bahrain Islamic Bank and the
Saudi-Egyptian Financing Bank and
from other Islamic financial
institutions.
He also said that the bank was
operating normally and had ample
liquidity to meet customer
requirements no matter what amount
they needed.

The chairman said that the Dubai
Islamic Bank has made large profits
over the past few years and seen
steady growth year after a year,
thanks to the bank's extensive
activities in the country which
increased its 1997 balance sheet to
Dh8.4 billion.
He stressed that DIB has made
significant profits, which increased
every year, reaching Dh381 million
last year, a growth of 15 per cent over
the previous year.
Referring to the large
withdrawal of funds in the last
few days, he said that there have
been many who have brought
back deposits. Customers are
bringing additional deposits
now, which also reflects the
complete public trust on the
Islamic bank. - Warn

Seminar on Endowment

T

he United Arab Emirate's
(UAE), Minister of Justice,
Islamic Affairs and Endowments,
Mohammed Al-Dhahiri, met the
Jeddah-based Islamic Development
Bank's (IDB) director of the
Institute of Islamic Research, and
Training, Dr Muabad Al-Garhi.
They discussed the possibilities
for co-operation between the
ministry and the institute regarding
Zakat and Endowment. In addition,
they agreed to hold a seminar on
endowment in the UAE, with the
view of developing the endowment
system and making it even more
productive for the national
economy.
Dr. Muabad stressed the
institute's willingness to help the
ministry to develop the
endowments role in the economy,

and to prepare an advanced system
of gathering Zakat tax, spending it
wisely and making the best possible
use of it.
In addition, the minister met
the IDB's delegation in charge of
projects led by, Sulaiman Salim, the
director of operations in the bank,
with a special responsibility for
Arab states.
They discussed the possibility
of the bank's participation in
managing the state endowment
investment projects, with the aim of
developing its income.
These meetings are in line with
existing co-operation and coordination between the IDB and the
Ministry in the area of assisting the
bank in achieving its goal of Islamic
development through visits and
exchange of expertise. - IINA

Institute of
Islamic Banking and Insurance
Web Site: http://www.islamic-banking.com
E-mail: icis@iibi.demon.co.uk
New Horizon June 1998 20

Electronic
Commerce 98

T

he Electronic Commerce show is
set to take place from 13-15
October, 1998, at the Olympia
Exhibition and Conference Centre in
London.
The three-day exhibition and
conference, now in its 4th year, is
designed to make electronic
commerce understandable to nontechnical managers, and includes
discussions on the application of
leading edge technologies.
Conference themes include the
growing use of the Internet,
opportunities for supply chain
collaboration and taking electronic
commerce to the consumer. The
Show has been described by VP
International as: "For any firm in the
e-commerce business, this is the show
in Europe!"
The organisers have launched a
website
(www.ecommerceshow.com) to reflect the
way electronic commerce is
transforming business relationships.
The site has been designed as a
practical resource for both exhibitors
and visitors and, for the first time in
the UK, offers an exhibition product
search system.
Set to be one of the most exciting
developments in the use of the
Internet by exhibition organisers, the
Electronic Commerce Show
introduces SHANE (Sophisticated
Help and Navigation Expert).
Visitors to the show simply let
SHANE know what their own areas
of particular interest are and SHANE
matches these up with his exhibitors'
profiles to produce a list of the stands
he advises you to visit in order to
make the best of the time spent at the
show.
Exhibitors are encouraged to use
the site as a working resource in the
time leading up to the Show and are
free to make their own additions
and add details about products on
show.
An additional feature of the site
is Newsflash, a graphic which
appears throughout the site
providing the most up to date
information on the show — direct

from exhibitors.

We cater for all palates — a unique place for
traditional Sub-continental dishes. Parties
catered for upto 200 guests. Outdoor catering
for every occasion at competitive prices.
ONLY HALAL MEAT IS SERVED.
Centrally situated.
Open 7 days a week for lunch and dinners.
Please call 071-727 5420 or Fax: 071-229 1835 for reservations.
13-15 Westbourne Grove, London W2 4UA
(Nearest tube station: BAYSWATER)

Local Presence - Global Outlook
In a short span of six years Al Faysal Investment Bank has emerged as the leading
investment bank of the country. The reasons for this achievement are simple. We
are backed by the global network of the DMI Group, which gives us access to International Investors as well as the international expertise of the Group. We have a
team of professional and competent staff, dedicated to providing the best quality
service. And most importantly, we give top priority to finding innovative solutions
for our customer's problems.

AFIBL Offers the following services, locally and internationally

o
o
o
o
o
o
o
o
o

Local and Foreign Currency Deposits.
Working Capital Finance.
Project Finance.
Venture Capital.
Loan Syndications.
Guarantees.
Capital Markets, including Equity Participation,
Pre-IPO Placements and Underwriting.
Privatisation.
Corporate Consultancy and Advisory Services.

For more information, contact,
Islamabad:

15 West Blue Area, Jinnah Avenue
Tel(051)272579 Fax(051)272578/272570
UAN: 111-999-786

Karachi:

1st Floor, Block-A, Finance & Trade Centre,
Shahrah-e-Farsal,
Tel(021)5660472-76 Fax (021)5687130/5687617
UAN: 111-999-786

Lahore:

2nd Floor, Ajmal House, 27 Egerton Road,
Tel(042)6316000 Fa x(042)6316500
UAN: 111-999-786

Al Faysal Investment Bank Limited
Investing in the Future

