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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
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Maal Al Islami (DMI) and others.
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arranged by topic under chapter and section headings. For ease of accessibility, the
volume includes an exhaustive subject index.

COMMENT
Published by

Michael Clode is a finance partner based in Freshfields' London
office. He specialises in Islamic finance and offers his insight into
the way Islamic finance is shaping up around the world. Mr
Clode voices his concern at the relative lack of imaginative
innovation in Islamic products which has resulted from reliance
on the more simple modes of finance. He encourages the growth
of this industry toward creating its own central regulatory
Shariah board as well as a much wider range of products capable
of providing viable alternates to those available within
conventional finance.
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'...your Institute is to be commended for having commissioned this work. To the
I have read and heard discussions about various aspects of Islamic banking,
extent
Edited and Translated by
it has sometimes seemed to me that some of the discussants had little greater
Yus4f Total DeLarenza
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."
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Seminar Report, 'Islamic Banking in Europe'.

Muazzam Ali

Farid Scoon reports on the seminar held at the Institute entitled,
'Islamic Banking in Europe' on the 16th of September 1998. The
seminar was addressed by Mr. Suleiman Abdi Dualeh, Director
of the Asset Management and Investment Group of Faisal
Finance, Switzerland, Mr Duncan Smith and Mr Waheed
Qaisar of the Islamic Investment Banking Unit (IIBU) of the
United Bank of Kuwait, and Mrs. Stella Cox of Dawnay Day
Global Investment. This was the first of a series of three one-day
seminars on Islamic Banking in Europe organised by the Institute
of Islamic Banking and Insurance. The focus of these seminars is
on the UK and more generally European Institutions role in the
development of Islamic financial products and services.
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"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."
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Islamic Finance:
Stalled at the Crossroads
Michael Clode is a finance partner based in Freshfields' London office.
He specialises in Islamic finance , asset finance and project finance as
well as banking and insolvency. He has extensive experience in
Islamic finance and has spoken widely on this subject. Mr Clode is
Deputy Secretary General of the British Middle East Law Council
espite the considerable increase in the value of Finally, the Islamic communities in the United States
Islamic Finance business over the last decade, and Europe are looking for the opportunity to utilise
the industry has now reached a crossroads. Islamic retail banking.
I am not a Muslim - let alone a Shariah scholar, I
Indeed, it has probably been stalled at that cross roads
am,
however, a friend of Islamic finance and wish to
for some two years. The problem is that it is on a
minor road and needs to cross two major and see it succeed and meet the needs of the Muslim
opposing roads. The first is to be able to offer population. I look on, however, with concern and
sometimes real irritation at the lack of
instruments to match, or act as
progress, and the endless arguments as
alternatives to, those offered by
to whether or not some of the products
conventional banks. The second is to
and procedures already in use are
develop in a way which is consistent with
Shariah compliant.
the Shariah.
There is, of course, sonic progress.
That the second is necessary is selfThe work of Professor Rifaat Ahmed
evident. If Islamic finance does not
Abdel Karim and his team in developing
comply with the Shariah it is not Islamic
accounting and audit standards for
and its basic raison d'etre evaporates.
Islamic financial institutions is
Why, however, does an apparently
particularly welcome. The move
successful and expanding industry need
towards
greater transparency in all
to enter new fields and produce new
MichasI Clode,
aspects
of Islamic finance and
products? The reason is simple - to meet
Partner, Freshfields
particularly Islamic investment Funds is
the needs of the Islamic community,
businesses and governments in a way -which it a long overdue step in the right direction, as are moves
presently does not. The existing products, based to provide benchmarks for the performance of those
largely on Morabaha, and Ijara, cover only a tiny funds. But it is in the central question of the
percentage of the potential market and are clumsy, development of new products and the ascertaining of
whether they are Shariah compliant that paralysis
inflexible and expensive.
continues.
Whatever one's views on western interest based
Many will think it presumptuous of me to
banking, it is indisputable that its flexibility, its ability
to transform a myriad of short term deposits into large suggest what should be done - but I will do so
long term loans and the range of instruments which it nevertheless since often those able to stand back
offers have resulted in an enormous boost to from a problem have a clearer view than those
commerce, a huge increase in the standard of living in crowded too closely round it. I have said that I
the West and a decrease in the gap between rich and believe it is the duty of the industry to provide the
poor. The Islamic world by contrast has by and large Islamic markets with the benefits of alternatives to
missed out on these gains and has some of the widest western instruments. Despite comments by
disparities of wealth the world has ever seen. The academics to the contrary, I believe there is a need
Islamic finance industry has a duty, if humanly for a central Shariah board, with sufficient authority
possible, to offer those same opportunities to those and credibility that its decisions will be generally
people in a Shariah complaint way. Likewise, Islamic accepted, to review new instruments. I appreciate
investors expect, and are entitled to expect, that they that Islam has many schools of law and several
should be able to invest at a similar rate of return and different sects, nevertheless, surely some consensus
with no greater risk thin their western counterparts. could be found.

D
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In addition, Shariah advisors within banks should development could lead to useful and acceptable
see their role as proactive in assisting to develop products.
instruments rather than as an obstacle to be overcome
Traditionally the most long term of investors are
when a product has been proposed by the commercial the insurance companies and the pension funds, Yet
team. There is a dangerous and pervasive approach that there seems little interest in the Islamic finance
nothing new can be approved unless it can be squeezed industry to work with Takafol entities or the pension
into the corset of an existing instrument. This view lets industry. Pensions in particular should be a growth
down the industry. Surely the test is whether or not the area. The development of a middle class in parts of
proposal offends any of the established prohibitions. I the Islamic world and the high incidence of selfwould like to see Shariah advisors act like tax advisors employment amongst the Islamic communities in the
helping develop products to suit customer needs using US and Europe makes them particularly likely to
their expert knowledge of the basic ground rules (tax need private pension provision. The Islamic
law is one case, the Shariah in the other). Naturally, I do investment funds, were they to offer pension
not suggest they should bend the rules, compliance provisions, would have a huge untapped market.
with the Shariah is the sine qua non of Islamic Likewise the Islamic finance houses could provide a
finance, but they should be positive not negative.
home for some of the long-term investment by
pension funds. I suggest this
What further could be
is an area where there is a
done? It is, I believe,
need and an opportunity.
acknowledged that two of
The Islamic finance industry
Finally, we should
Islamic finance's major
problems are the lack of has a duty, if humanly consider the question of the
liquidity and the difficulty of possible, to offer those same provision of retail banking
providing long term finance. opportunities to those people services. Some progress has
Liquidity can be assisted by the in a Shariah complaint been made on this,
conversion of rights into way. Likewise, Islamic particularly in Malaysia and
tradable paper. Already there investors expect, and are Pakistan, but the huge markets
the
Islamic
are some forty-five Islamic entitled to expect, that they amongst
communities in the US and
investment funds which are
should be able to invest at a
Europe remain largely
either listed on stock exchanges
or in respect of which their similar rate of return and with untapped. There has been
sponsor makes a market. no greater risk thin their some movement towards the
Moves are afoot to securitise the western counterparts. Finally, provision of housing finance
income streams from Ijaras. the Islamic communities in the in the US and very recently in
This should be actively United States and Europe are the United Kingdom (the
pursued. The world, and looking for the opportunity to United Bank of Kuwait's
Manzil Mortgage plan). As
especially the Islamic world, has utilise Islamic retail banking
well as this, Muslims are said
an enormous need for project
to want Islamic cheque
finance for infrastructure and
industry which, despite numerous claims, is simply accounts (non-interest bearing) which are not
not being met by Islamic finance. I suggest that it currently available outside Asia, a mechanism for
should be possible to finance initial construction by short term deposits which carry a return by
Istisna and at completion to repay out of the proceeds reference to what the bank can earn on investments
of an issue of units entitled to a fractional share of the generally (which I understand is currently available
production of the project, be it oil, electricity or, in Malaysia), and finance for cars and other major
possibly, even the throughout of a pipeline. The items of equipment (presumably, either by
sponsor would be obliged to buy the production from Morabaha or ljara wa Iqtna. These latter could, of
the investor and the unit could be traded. This is an course, be the subject of securitisation.
To summarise, the Islamic finance industry
idea which clearly still needs development to meet all
has
a huge potential, a duty to the Islamic
Shariah requirements but it or something similar is
population
to realise that potential, and the
needed if Islamic project finance is to become a reality.
tools
so
to
do.
I hope that we will now see steps
The developments in Malaysia and the participation
units issued by Tehran City Council merit careful taken to restart the car, cross the crossroads,
review, not a 'knee jerk' rejection. Even if they and accelerate fast up the motorway to that
ultimately prove to fail the Shariah test, further potential.
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`Islamic Banking in Europe'
Seminar Conducted at the 11B1, 16th September 1998 Report
By Farid Scoon
The Institute hosted a one-day seminar at its London headquarters on the
16th of September 1998 specifically aimed at understanding the practices of
Islamic finance in Europe and the Islamic products that are available. Faisal
Finance Switzerland, the Islamic Investment Banking Unit (IIBU) of the
United Bank of Kuwait and Dawnay Daw Global Investment made
presentations on their products and role in this potentially huge
marketplace.
Faisal Finance Switzerland
Suleiman Adbi Dualeh, Director Asset
Management
ive essential steps must be taken by Islamic financial
institutions to bridge the gap between the 300 million dollars under Islamic management versus the
1.9 trillion dollars under conventional management in
Europe. So said Mr. Suleiman Abdi Dualeh, Director of
the Asset Management and Investment Group of Faisal
Finance, Switzerland, at a seminar entitled, The Islamic
Financial System: Its Current State and Future in Europe,
organised by the Institute of Islamic Banking and
Insurance on September 16, 1998. The seminar was
chaired by Mr Mustafa Turki, Managing Director of
Crescent IT, a forerunner in the development of tailored
software systems for the support of Islamic financial products, and addressed by Messrs. Duncan Smith and
Waheed Qaisar of the Islamic Investment and Banking
Unit of the United Bank of Kuwait and by Mrs Stella Cox a
director of Halal Mutual Investment Co., the only retail
Islamic fund in the Europe.
Mr. Dualeh, who has a long and distinguished career
in Islamic and conventional banking and is responsible for
launching no less than 5 Islamic funds in his current
position at Faisal Finance in Geneva, stated these five
conditions for improved performances by Islamic fund
managers in Europe to be:
1. Capitalising on the Islamic world's links with Europe
2. Capitalising on Europe's developed legal and
regulatory framework
3. Establishing a balance between Shariah, risk, and
performance considerations of Islamic financial
institutions
4. Selling Europe; and
5. Overcoming the distribution deadlock.
Mr. Dualeh estimates that there are at least 10 major
Islamic financial organisations in Europe. These
organisations sponsor nearly 20 funds and collectively
manage about one fifth of the 1.5 billion dollars under
global Islamic fund management. Confusion sometimes
exists about what is a European fund. A fund organised in

Europe but dealing in Latin American equities is not
considered to be a European Fund as stated by Mr.
Dualeh. He considers such a fund to be a Latin American
fund. He noted that existing Islamic funds are registered

F

New Horizon

October / November 98 4

(From left to right) Mr Muazzam Ali, Chairman IIBI, Chair: Mr Mustafa
Turki, Managing Director, Crescent IT, Mr Suleiman Dualeh, Director,
Asset Management Faisal Finance (Switzerland)

in Europe but are not necessarily targeting European
assets nor attempting to distribute to Muslims resident in
Europe. Fund managers are selling the European legal
and regulatory framework as well as the professional
management and custodial services available in Europe to
non-European, mostly Arab Gulf clients, for investment
outside of Europe. Mr. Dualeh believes that one of the
positional shifts that Islamic fund managers must make is
the establishment of what he calls truly European funds,
that is Europe specific funds that are sold to European
Muslims or otherwise distributed in the Muslim world.
Given the extensive links between Europe and the
Islamic world, Mr. Dualeh believes that fund managers
should find a receptive market for Islamic products among
the 17 million Muslims permanently residing in Europe.
Besides commenting on the historical and cultural links
that exist between Europe and the Muslim world,
including the presence of substantial Muslim minorities in
various European countries and the existence of at least 3

Muslim European countries, Bosnia, Turkey and Albania;
Mr. Dualeh elaborated on often overlooked political and
economic links between these two entities. He pointed to
the facts that Europe is the main market for oil and other
marketable commodities from the Muslim world, and that
the Middle East is a major market for European exports of
consumer and durable goods, including substantial
military hardware, as often overlooked political and
economic links.
In addition to these links, Mr. Dualeh stated that
perhaps one of the most promising aspects of Europe for
Islamic fund managers is its legal and regulatory regime.
European jurisdictions according to Mr. Dualeh offer
maximum protection to the small investor. The required
levels of financial disclosure; the specificity, enforceability
and commonality of the legislative regimes; the presence
of laws that regulate the quality of financial services for
investors; together with laws that prohibit money
laundering are legal and regulatory merits common to

through the economies of scale of a hugely expanded
market. According to Dualeh, technology companies
might well be the first sector to benefit. He also expects to
see market pressure intensifying on banking and other
financial services providers leading to cross border
consolidations and mergers. He advised Islamic fund
managers to position themselves to sell the future growth
of Europe to Muslims by:
• Creating Europe specific funds,
• Utilising the available superior fund advisory and
administration services and buying into good
distribution networks,
• Selling European funds to European Muslims; and
• Aiming to outperform the average conventional fund
managers.

Mrs Stell Cox, Dawnay Day Global Investment,
Speaking to participants at the seminar

(From left to right) Mr Ghazanfar Adil, Director General, IIBI,
Mr Duncan Smith and Mr Waheed Qaisar, Islamic Investment
Banking Unit (IIBU), United Bank of Kuwait

both EU and non-EU jurisdictions. In addition to these
factors, Mr. Dualeh also examined the beneficial impact of
the introduction of the Undertaking for Collective
Investment in Transferable Securities (UCITS) which
provides a framework in which fund manages could
operate in all EU member countries.
In addition to the harmonisation provided by the
UCIT regulations, Mr. Dualeh speculated about the likely
impact of the final removal of barriers to the mobility of
capital and currency with the imminent introduction of
the common European currency in January of 1999. Mr.
Dualeh expects that in the pan European market most, if
not all of the country funds we know of today will
disappear, and that the focus of fund managers will be on
sector as opposed to country investment. He expects there
will be an initial period of chaos and that fund managers
will face initial extraordinary legal costs associated with
making existing and newly established funds compliant
with EU directives. However in the long run, Europe as a
whole and European funds in particular will benefit

This positioning will however not be possible and
Islamic fund managers will not succeed in closing the
significant gap between the Islamic and conventional

funds unless they learn to harmonise and balance the
Shariah, risk and performance considerations of fund
management and as well take concerted steps to overcome
the distribution deadlock in which they are currently
immersed.
Mr. Dualeh provided a unique insight into how the
process of harmonising Shariah, risk and performance
considerations works between the various components of
management responsible for the decision making process
at Faisal Finance, Switzerland. In the first place, Islamic
bank fund managers had to contend with an historical
aversion on the part of Islamic scholars for investment in
equities. This aversion was based on the assertion that the
purchase of an equity stake in a company entitles the
purchaser to actual share of the company with the
following consequences. Firstly, if the company was then
to become involved in riba transactions, which invariably
most companies do, the equity holder would be
implicated for devouring riba just as if he was personally
New Horizon October / November 98 5
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engaged in the riba transaction. And secondly, to the
extent that leverage add value to the shares of the
company, the holdings of an Islamic equity holder would
be compromised.
Such considerations on the part of the ulama
threatened to effectively exclude Muslims from the entire
global investment market since investing in fixed income
products is also prohibited. As for the first consideration,
the Shariah supervisors took the view that only controlling
interest in the equity of a company would implicate share
holders in its riba transactions. As for the second
consideration, Mr. Dualeh argued that it is conclusively
proved that for investors who are buying for the long
term, capital structure is a quite unimportant contributing
factor to a shares asset value. Performance is what really
matters.
Once the scholars came to grips with the unfeasibility
of totally excluding Muslims from the global equity
market, attention has since focused on what will be a
Shariah acceptable level of leverage in the capital structure
of companies permissible for investment. Different
Shariah scholars have proposed different percentage levels
of acceptable leverage. Some have said that the debt to
equity ratio of the company being invested in must be less
than 10%. Mr. Dualeh noted that in today's market, a debt
to equity ratio of 5% to 10% is characteristic of a venture
capital company. Faisal Finance have concluded that
equity investments are acceptable in any firms that have a
debt to equity ratio from 0 to 100% or debt to equity ratio
of up to 1:1, provided of course that they fulfil other
criteria, including of course non-investment in non-halal
sectors. Although Mr. Dualeh was quick to point out that
the present figure accepted by DMI's Shariah panel was
not sacrosanct, he felt that a 100% debt to equity ratio was
about the average in the market and such a ratio generally
preserved the rights of creditors in the event of
bankruptcy.
As far as halal sectors are concerned, Dualeh noted
while there is general agreement on which sectors should
clearly be avoided, including the conventional banking;
gambling; hospitality; and food and beverage sectors
where these deal with pork and alcohol respectively, other
sectors presented more difficulty. For example, DMI has
taken the view that it would not invest in property funds
that hold interests in properties in any of the above
mentioned sectors. It also considers the tobacco and
airline sectors to be unacceptable. Even more
controversial is the question of how do you classify
conglomerates that are involved in a range of haram and
halal activities, or how do you deal with the question of
mergers, as for example if a telecommunications company
you are invested in takes over an entertainment company.
Faisal Finance has taken the position in all of these
situations that if upon analysis 90% of the revenue of the
companies in which it invests is derived from Shariah
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acceptable sources, then the company would be deemed
acceptable for investment.
Most Islamic banks implement a purification process
to rid their revenues of amounts that are by mistake
or/and inadvertently tainted by haram. This purification
process can often be nightmarishly cumbersome to fund
administrators and may contribute to significant costs. At
Faisal Finance, in the first place all specifically identified
sources of revenue that are impugned are immediately
expunged from the fund, given to charity and reported as
such. The company has also avoided administrative
nightmares likely to arise from attempting to purify
inadvertent haram revenue by streamlining its purification
process. It dedicates 10% of its dividend income to
charity, after expunging any impugned amounts.
Mr. Dualeh noted that DMI appreciates that most of
the Islamic products are geared to high net worth
individual clients and that the group has not been
successful in selling its fund to European Muslims. He
attributed this to the fact that there were no outlets for
distribution and that their products were perhaps not
appealing enough and to the fact that most Muslims in
Europe fall into the lower Middle classes. Mr. Dualeh
believes that the only way Islamic financial institutions can
overcome the distribution deadlock is through entering
into strategic alliances with major distributors of financial
products in Europe. He indicated that DMI has already
forged alliances for fund administration with major
conventional players and that the company is imminently
forging alliances with major conventional players for the
distribution of its products to the Muslim population in
Europe. He also believes that the internet will increasingly
become a vehicle for distribution of Islamic financial
products.
Mr. Dualeh noted that it is extremely difficult to
quantify the size of the market or potential Islamic market.
He noted that significant funds are in the hands of
Egyptian expatriates in Europe and the USA, and that it is
estimated that the Abu Dhabi Investment house alone, a
conventional institution, has substantial investment in the
US and European markets. Whatever the verdict on the
magnitude of the potential Islamic market, Mr. Dualeh
concluded by urging Islamic fund managers to take the
mentioned five urgent steps to increase the actual size of
the market.

DAWNAY DAY GLOBAL INVESTMENT
Stella Cox, Head,
Islamic Banking Unit
Mrs. Stella Cox for her part addressed the seminar on
the topic of the 'UK, The Domestic Market for Islamic
Products'. Having spent fourteen years developing Islamic
investment and financing products at Kleinwort Benson in
London, Ms. Cox is considered a senior and seasoned

Islamic banking practitioner. In her former position at
Kleinwort, Ms. Cox focused on structuring investment
assets for institutional and private clients. She noted that
even though she had limited involvement with retail
products at Kleinwort; in recent years she has not been
alone in witnessing a spiralling demand for Shariah
endorsed financial services from retail investors seeking an
alternative to the product offerings of the high street
majors in Britain.
Ms. Cox used the opportunity presented her at the
seminar firstly to establish a broad picture of wholesale
Islamic banking activities in Europe, then secondly, in
sharp contrast, she considered the prospects for delivering
properly regulated or authorised Islamic retail financial
products and services to British Muslims. Ms. Cox is also
particularly suited to this task from her vantage point as a

director of the Halal Mutual Investment Company plc.
(HMIC), the company that established Europe's first retail
sector Islamic mutual fund, the Halalco Fund. The Halalco
Fund is a Modaraba fund that invests in physical trade
assets primarily through bills of exchange drawn to the
order of HMIC. Ms. Cox, who has been involved with
HMIC since it inception retraced some of the complex
issues covered during the five year period it took to launch
the fund. She is now heading the Islamic banking division
of Dawnay Day Global Investment Ltd., London. Some
verbatim excerpts from Ms. Cox's contribution to the
seminar follow:
On the Reluctance to cater for the Islamic Retail Market

"Among the London-based institutions offering
Islamic investment funds or wholesale investment
services, there has been a general incapacity or perhaps
disinclination to deal with the smaller amounts that the
retail customer typically invests or requires. Perhaps
such a sweeping statement is a little unfair, as an
institution needs to be properly focused on retail
requirements and have recourse to appropriate channels
of distribution to become effective in this marketplace.
On the other hand, the high street majors in the UK

have, as yet, to make any real contribution to the
development of financial products for their Muslim
customers."
On Previous Attempts to Cater for the Islamic Retail
Market in Europe

"During the 1980s two institutions were established
in the UK with the objective of developing dedicated,
retail financial services for British Muslims, the better
known of the two being Al Baraka International Bank
Limited. There was a good deal of cordial interaction
taking place between the Islamic institution in the UK
and the conventional banks already involved in
structuring wholesale investment for institutions. After
all, the funds circulating within the global Islamic
financial sector were clearly escalating rapidly.

Then, after more than a decade of growth within the
London markets came the collapse of the Bank of Credit
and Commerce International (BCCI). At the institutional
level it impacted severely on a number of Gulf-based
Islamic financial institutions. These had placed
extremely, and perhaps inappropriately, large amounts
of funds with that institution through short-term,
Shariah endorsed investment structures. Perhaps more
alarmingly, its retail capability and market positioning
in the UK had led it to become banker to a substantial
percentage of the British Asian community, who also
perceived that they were accessing Shariah endorsed,
financial services through the bank.
BCCI's collapse resulted in significant public
relations damage to the Islamic banking industry,
combined with the vastly more unfortunate loss of
money suffered by the banks ordinary depositors. It also
resulted in the Bank of England, which had licensed
BCCI's UK branches, launching a review of the status of
every foreign bank operating within the UK.
The review resulted in the Bank of England levying
additional, structural requirements and regulatory
procedures on UK based banks falling under its
supervision. Ultimately, these caused London-based, Al
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Baraka International bank to hand back its own license,
although it should be emphasised that there was no
impropriety in Al Baraka's financial activities. The other
small Islamic institution also closed. Effectively, this
meant that there were no basic financial services run in
accordance with the principles of Islamic Shariah
available to the British public, with the notable
exception of the Islamic Takafol subsidiary of the Dar Al
Maal Al Islami Group."
On Post BCCI Initiatives
"Following this sorry episode in the financial
services arena, people working in Islamic finance and
investment began to think about how to create a retail
investment product that would operate strictly in
accordance with Islamic Shariah, whilst simultaneously
affording investors the highest possible level of
commercial protection. The UK seemed a logical starting
point for the development of the project
although there also seemed to be significant scope
for the introduction of Islamic retail financial products
in the west and specifically in Western Europe.
Consideration has to be given, at an early stage as to
the most effective way to promote, or distribute an
Islamically endorsed financial product to a Muslim
community domiciled in a Western county. Al Baraka,
as we have seen, had been successful in obtaining a
banking license in the UK and Islamic Bank
International had done so in Denmark. These
institutions both offered retail banking services,
although combining Shariah stipulations with issues of
regularity compliance caused significant, operational
difficulties which were exacerbated by additional
statutory requirements following the collapse of BCCI.
Take for example an Islamic bank being required by its
central bank regulator to quote deposit rates to
customers or to maintain reserve requirements with the
central bank itself. Both of these introduce unacceptable
elements of Riba into an institutions operations, even if,
otherwise, it operates on a Halal basis."
On Alternatives to the Licensed Retail Islamic Bank
"It was decided that a licensed bank was not the
most appropriate vehicle through which to distribute
Islamic finance services in the west, if indeed, a license
could again be obtained. A mutual fund was deemed to
be the most appropriate vehicle for offering an ultra
retail, conservatively structured investment product.
The Modaraba structure very closely resembles a
conventional mutual fund, which is also flexible enough
to deliver a variety of different, asset-based investment
opportunities. Each of these can be structured on a
stand alone basis, to avoid co-mingling of investment
funds that are exposed to different risk profiles, thereby
enabling investors to select the levels of risk and return
New Horizon October / November 98 8

with which they are comfortable."
On Selecting a Jurisdiction
"The initial objective was to develop a retail fund for
the United Kingdom, whilst maintaining an ongoing
perspective of the potential within other European
markets. The conclusion was that it would be expeditious
through a single vehicle that, ideally, would be authorised
to effect distribution throughout the European Union.
The selection of jurisdiction was ultimately
determined by a combination of the availability of high
quality service providers for custody and administration,
as well as the willingness of the relevant central
regulatory authority to accommodate and regulate an
investment product operating in accordance with Islamic
Shariah.
The original shortlist included the four main British
offshore centres of Guernsey, Jersey, Isle of Man and
Bermuda and the major European mutual fund centres of
Ireland and Ireland and Luxembourg. Authorisation
within the British offshore centres, although obviously
well established, would have required incorporation of
another investment vehicle for European operations,
pushing expenses up considerably. However the
Undertaking for Collective Investments in Transferable
Securities (or UCITS) directives stipulate that a fund
incorporated in one member state of the European Union
can be sold in all of the other member states except that of
its incorporation. This eliminated incorporation in the UK
as it would preclude it being marketed there. Significant
future product potential was also identified in France,
Belgium, Holland and Germany, making registration in
those jurisdictions inappropriate, notwithstanding the
difficulties that were expected to be encountered in
seeking authorisation for an Islamic investment fund from
each of those countries.
The southern European member states did not have
the right profile for launching such an innovative product,
which left Luxembourg and Ireland. Both offer an
abundance of credible, quality service providers as both
are established and growing mutual fund centres.
Eventually Dublin in Ireland was selected as a couple of
advantages were perceived, namely:
Irish law is similar to English law and more straightforward, in commercial terms, than the French-based law
used in Luxembourg;
Custodial and Administrative services were more
competitively priced in Dublin; and finally
The profile could not be compared to BCCI, which
was incorporated in Luxembourg."
On Identifying a Custodian and Administrator
"Having selected Ireland, the next task was to identify
a Custodian and Administrator that would enhance the
stature of the fund. This proved to be more of an issue
than had been anticipated as a number of institutions

were discouraged by the perceived additional financial services on Islamic principles throughout the
responsibility of supporting a Shariah compliant fund. world. They have accumulated over 50 years of
Others were discouraged by the possible cost implications experience, of Islamic asset financing expertise and have a
of administering a potentially mass retail product. strong team consisting of 25 members, divided between
Furthermore, none had adequate software for the task, nor London and New York. They expressed their high level of
were they able to accommodate the accounting commitment to helping Muslims to have the same
requirements that would arise from the application of financial choices under Shariah principles that others
Islamic Shariah to the investment portfolio. After several already have.
Whilst it might seem obvious that there would he a
abortive attempts, the services of an AA rated
Administrator and Custodian were secured in 1996. demand for Halal banking products, IIBU's decision was
Accordingly, having been introduced to the Central Bank based on the findings of extensive research over several years.
of Ireland on December 12, 1994, authorisation for the The research provided many important 'steers' that will shape
fund was finally issued on December 23, 1996. The delay their business to come. For example, they have learned that
was due in part to the custodial and administrative issues the nature of the organisation offering the Islamic products
and partly to the issues arising in structuring a product will be as important to their potential customers as the design
that simultaneously complied with central bank of products themselves. It is for this reason that IIBU is set to
stipulations, UCITS directives and, most importantly, launch a new company in 1999, which they have named Al
Manzil Islamic Financial Services or AMIFS for short. The new
Islamic Shariah."
company will be the umbrella under which the businesses
focusing on the different markets will operate namely, AMIFS
Investment Strategy
"The investment portfolio is designed to provide an UK, AMIFS USA and IIBU. IIBU will remain as the
income generating savings plan. It is already apparent international asset management arm, which is well known in
that some of the HMIC's investors are familiar with the UK the Gulf Arab countries.
Although the formal launch of the new company is set
banking system whereas others have previously chosen
not to lodge money in any UK bank or building society to occur, the process of product development has already
account. Nevertheless, people appear to require begun with the introduction of two home finance plans
benchmarks for comparison and it is the objective of the under the Manzil banner, in the UK and USA. Over the
HMIC that the sterling portfolio should generate profits next 6-12 months it hoped that further products will be
that provide a competitive alternative to conventional, introduced including savings and pension plans and a
further home finance product.
instant access saving products.
The challenges of introducing Islamic financial
The profit must be generated through investments that
comply with the Shariah stipulations of the Advisors and products into the highly regulated and developed western
also comply with UCITS regulations. They also have to markets should not be underestimated. The IIBU realises
satisfy other objects, which are capital preservation and a that to simply offer a 'Halal' product will not guarantee
success unless it is also competitive in terms of pricing and
reasonable degree of liquidity for investors."
convenience and unless customers can trust and believe in
the motives of the organisation providing the service.
IIBU's (or AMIFS) approach is no less than would be
ISLAMIC INVESTMENT BANKING
expected
from such a successful organisation. They have
UNIT, UBK
conducted thorough research and are following a long-term
Duncan Smith and Waheed Qaisar
Mr Duncan Smith, Chief Executive Officer, IIBU and plan that, if successful, should go some way towards
his colleague Mr Waheed Qaisar, gave a presentation on improving the economic wellbeing of Muslims in the West.
The seminar addressed by Messers Dualeh, Smith and
the growing Islamic product base at the IIBU and in
particular answered questions on their product, 'Manzil Qaisar and Mrs. Cox is the first of a series of three one-day
seminars on Islamic Banking in Europe organised by the
Islamic Mortgage'.
The Islamic Investment Banking Unit (IIBU) of United Institute of Islamic Banking and Insurance. The focus of
Bank of Kuwait was established in 1991 as a segregated these seminars is on the UK and more generally European
division of The United Bank of Kuwait Plc and quickly Institutions role in the development of Islamic financial
became one of the foremost innovators and product products and services. Europe has emerged a significant
providers. With funds under management approaching participant in the growth of Islamic banking. According to
US$800 million, its success in the Gulf region led them to informal estimates, approximately more than US$10
consider the needs and requirements of Muslims in other billion Islamic funds are turned over annually through the
parts of the world, starting naturally in their home UK based alone besides the large amounts channeled
through Swiss banks and other off-shore and European
countries of the USA, the UK and Continental Europe.
The IIBU is dedicated to providing banking and other financial institutions.

New Horizon October / November 98 9

COMPANY PROFILE

COMPANY PROFILE
2.

Faisal Finance
(Switzerland) S.A

3.

aisal Finance (Switzerland) S.A., originally established in Geneva in 1980 as Shariah Services S.A.,
was restructured in 1990 into a bank-like finance
company subject to the then prevailing articles 7 and 8 of
the Swiss Federal Banking Law.
The company today is a wholly owned subsidiary of
Faisal Finance (Luxembourg) S.A., a member of the Dar Al
Maal Al Islami Trust (DMI) with a subscribed capitol of
SFr 20 million. As of December 31st 1997, net equity
stands at SFr 45.9 million.
Faisol Finance (Switzerland) S.A. offers sophisticated
investment
and
financial
services
which are finely
tailored to meet the
individual needs of
high net worth private
clients, commercial
firms and financial
institutions. Our clients
benefit from the close
personal attention and HRH Prince Mohamed Al Faisal Al Saud,
Chairman
highly professional
investment advice.
Strategically located in Geneva, the world's centre for
international private banking, Faisal Finance (Switzerland)
S.A. works with Swiss and international banks in addition
to collaboration with various members of the DMI Trust.

FFS ISLAMIC FINANCIAL
PRODUCTSAND SERVICES
Financial Instruments Utilised by FFS
•
•
•
•
•

Modaraba Trust Financing
Mosharaka (Profit Sharing)
Morabaha (Cost Plus Financing)
Ijara (Leasing)
Ijara-wa-Iktina (Lease Purchase)

Portfolio Management ServicesFFS operates and
manages client private portfolios based on the
fiduciary system. The Islamic Fiduciary Account (IFA)
is the main product of FFS. It is conceived as a
fiduciary account in line with the Swiss law.
New Horizon October / November 98 10

Commercial Services-

Export/Import Financing
Letters of redit•
Guarantees.
Islamic Trade Syndications

The IFA can be for
individuals, companies or institutions. The period of
investment is flexible and can be for 1, 3, 6 or 12 months.
The nature of investment of the funds is specified by the
client and the risk can be selected as low, medium or high.
FFS currently manages the IFA's in US Dollars,
Canadian Dollars, Swiss Francs, French Francs, Deutsche
Marks, Pounds Sterling, ECUS, Saudi Riyals and the
Japanese Yen.
The minimum investment per client in an IFA
is US$200,000 or its equivalent in another

Mr Omar Abdi Ali,
Vice Chairman

Custodian Services.
Islamic Securities.
Inventory Financing.
Leasing
Real Estate.
Vault and Safe Deposits.
Domestic and Foreign Funds Transfers.
Documentary CollectionsForex and Precious Metals Trading

Dr Mahmoud El Helw
President & CEO

designated currency. FFS currently manages
portfolios ranging between US$200,000 and US$40
million.
FFS keeps its clients regularly informed
about the progress of investments through
periodic statements and portfolio evaluation.
Whenever desired, clients can request
additional information as to the performance of
specific portfolios.

Distinctive Features
of Services Offered by FFS
1. Portfolio Management Services

Fiduciary Investments
Investment Advisory Services•
Foreign Exchange TransactionsParallel Purchase and Sales of Currencies and
Commodities

Financial ServicesMedium and Long Term Financing.

it

Faisal Finance (Switzerland) S.A. is the flagship of the
Dar Al-Maal Al-Islamic Trust (DMI), recently released it
1977 Annual Report, reporting net income of SFr 4.4
million representing a15% increase above 1996 figures of
SFr. 3.9 million.
The growth in net income represents a second year of
significant improvement for the 17 year old bank-like
finance company, buttressed by a Swiss economy that
finally showed signs of improvement after a six-year
period of stagnation and recession, and by management
efforts to develop new products of an international
standard and diversify investment portfolios. Faisal
Finance continues to emphasise service to high net worth
clients and institutional investors. Funds under
management from private clients rose to US$323 million in
1997 from US$239 million in 1996 representing an increase
of 35%. Institutional funds under management also
increased from US$300 million to US$322 million. Funds
were conservatively diversified between short-term money
market Islamic instruments, trade finance, real estate,
leasing, equities and syndications.
The Chairman of Faisal Finance (Switzerland) S.A. is
HRH Prince Mohamed Al-Faisal Al Saud, the son of the
late King Faisal of Saudi Arabia. The chairman reports
that product development was a priority in 1997. New
funds developed during the year include the Islamic
Multi-Investment fund (IMIF) and the Faisal Fund for
Egyptian Equities.
IMIF is jointly sponsored by American Express
Bank Ltd. and Faisal Finance (Switzerland) S.A. The
Fund is comprised of five compartments managed in
accordance with Shari'ah principles: Islamic Market
Opportunities, Emerging Market Equities, Global

Equities, Trade Finance and PPSC&C.
The Faisal Fund for Egyptian Equities concentrates
in long-term capital appreciation by investing mainly in
the equities of Egyptian companies. The fund is
promoted and distributed by several DMI and other
institutions namely: Faisal Finance (Jersey) Ltd., Faisal
Islamic Bank of Bahrain E.C., the Islamic Investment
Company of the Gulf (Bahamas) Ltd. and EFG-Hermes
Advisory Inc.
The company has consistently provided its clients with
above-market returns on their investment with an average
in each sector, as follows:
Short-term and fully secured money market Islamic
instruments yield between 5/5% to 6% p.a.;
•
•
•

Trade financing and syndications yielded
about 8/3 % p.a.;
Real estate investment offered a yield of 9% p.a.; and
Investment in stock market ethical equities yielded
over 20% p.a.

The company has make significant improvements to
its Islamic Business Investment System (IBIS), one of the
first fully comprehensive computer systems for Islamic
banking institutions including the replacement of the
entire network and PC system. During 1997 it also
increased its Geneva-based dedicated professionals by
15%. The company hopes that the increased staff will
contribute to the effective management and administration
of the significant number of new investments established
in 1977.
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Freshfields, London

Takafol UK
he United Kingdom has one of the largest Muslim
populations in Europe. These Muslims have
developed successful businesses and have recognised themselves in various professions. Their adherence
to Islamic values and principles is growing and therefore
so is their need for Islamically approved financial products such as savings accounts, investment and life insurance.
A majority of Muslims in the UK do not benefit at all
from the conventional financial products because these
to do not conform to the tenets of their faith. Income and
savings are frozen, neither benefiting them nor the
economy.
Takafol (UK) Ltd. was constituted in
1983 to cater to the needs of these
Muslims by offering them Takafol
products provided by Takafol S.A.
Luxembourg. The demand for Takafol
related services grew so rapidly that
DMI decided to restructure the UK
operation in 1993 to expand its
activities.
This development has enabled
Takafol (UK) to offer a wide range of
services from other group members.
Takafol (Islamic insurance) products are developed on
the basis of the concept of solidarity amongst
participants. The aim is for an individual to save for his
or her future requirements and at the same time
participate in the creation of a fund to pay for the losses
of fellow participants.

T

The following products are available:
• Modarabah Al Takafol Savings and Life InsuranceA medium to long term saving programme for any
future needs such as the purchase of a car or house,
holidays or deferred spending til after retirement.
• Education and Marriage Capital ProgrammeFor planning ahead for marriage expenses or a

•

•

•

child's education.
Hajj and Umra Sermaya Programme- Savings
programme specifically tailored to be able to provide
for Hajj and Umra expenses.
Al Takafol Lump Sum Investment- A savings
planensuring easy acces to capital and allowing for
peace of mind for family in case of death.
Al Tadoman Reular Savings- Purely and Islamic
savings plan

Takafol (UK) Limited is regulated by PIA. It is the
pioneer of Islamic Savings, investment and life
assurance in the UK. The offices are situated
conveniently in central London.
Takafol UK is a member of the
Chartered Insurance Institute and
registered with the Society for
Financial Advisors (SOFA).
Takafol is the marketing wing of its
sister company, Takafol S.A.
(Luxembourg) which is the product
provider. Even though the product
range is still very limited, demands
from the community experienced as
part of our continuous market research
is conveyed to our product provider and our parent
company Dar al Maal al Islami (DMI).
Takafol divides the UK into four regions for
marketing purposes, London and surrounding areas,
Midlands, north and then Glasgow etc. Takafol UK
in its capacity of group marketing associate intends
to market other services from the group e.g. Islamic
Multi-investment Fund from Faisal Finance once the
regulatory formalities are completed. This product
has been launched with the collaboration of
American Express. This will fulfil the need of the
medium to high net worth clients, whether they be
cautious or adventurous in their investment
strategies.

New •

Horizon
Covers the needs of Islamic Banker

F

reshfields is one of the world's largest law firms. agreements for working capital facilities on a
We have recently been strengthened by a strategic motorway project in Pakistan, including Modaraba
alliance with the leading German law firm arrangements;a major US bank as arranger on
Deringer Tessin Herrmann & Sedemund. Together we Murabaha financings for a multi-national company and
have a network of 20 offices in 14 countries and over other companies with operations in Pakistan;an Islamic
1,100 lawyers. The firm offers legal services to corpora- bank on the restructuring of a lease of a Boeing 747
freighter to a defaulting airline;the Islamic banking
tions, financial institutions and governments.
Islamic FinanceFreshfields has wide expertise in the unit of a British merchant bank on an Islamic trade
purchase facility for South
field of Islamic and emerging
African and a Mexican joint
market financing. We have
venture;a major US bank as
advised financial institutions
arranger on the structuring of
FRES HFIELDS
on products including
a
proposed
Islamic
traditional Murabaha and I
investment
fund;on
parallel
jara short to medium term sale
Murabaha financings for the
or leasing of goods, Islamic
investment funds, Bei Ajel transactions, project Hub river power project;a Saudi bank on several
financing and the more sophisticated aircraft leasing, Islamic aircraft leases to airlines in Spain, Thailand and
ship finance and syndicated transactions. We have the UAE;a US investment bank on a proposed
experience in co-ordinating Islamic and western leveraged Islamic fund for the financing of Boeing 737
tranches of finance and are developing innovative aircraft;on a proposed Istisna financing of an Islamic
holy site in Saudi Arabia;a Saudi bank on Bei Ajel
products in long term finance.
Recently, we have advised: a major US bank as arrangements for a major UK corporate;a major US
arranger on numerous Murabaha financings and bank on terminating Murabaha and Modaraba
Islamic leasing facilities for Pakistan state-owned arrangements as a result of recent events in Pakistan;
companies, including Modaraba arrangements;a major anda major US bank as arranger on a Murabaha
US bank as arranger on 12 Murabaha financing financing for a major Brazilian petrochemical company.

(I`?

Gulf International Bank (GIB)
ulf International Bank is strongly committed to provision of successful asset backed project and trade
providing wholesale Islamic financial services finance deals. Wholesale non-interest bearing trade
to Islamic banks, Islamic divisions of conven- related facilities remain the major focus. As a
tional banks, corporations and high net worth individ- consequence, GIB has been able to attract substantial
funds to non-interest bearing
uals.
Islamic
investment
Based on customer needs
opportunities
and
it will
and in compliance with Shariah
continue to highlight the
principles, these products are
potential of international
structured to meet the growing
markets. With a view to the
demands of clients for high
longer term, a certain amount
quality Islamic financial
of capacity during 1997 was
services.
Gulf Internotional Bank fi
targeted at identifying and
GIB's Islamic products
converting more medium
Murabaha
include,
in
term
transactions
transactions, Istisna (project
financing), syndicated Islamic financing, Islamic accordance with clients' gradually changing needs. As
such, the London branch of GIB has strengthened its
private placements and Ijara (Islamic leasing).
Gulf International Bank has increased the diversifi- position in volume referral to the Islamic Banking
cation of its Islamic banking offer through the Division in Bahrain.

G
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ANZ Global Islamic Finance
ith assets of over US$ 80 billion and a capital of
US$ 4 billion, ANZ ranks as one of the leading
Financial institutions world-wide. ANZ had its
origins in London in 1835, when the Bank of Australasia
was established under Royal Charter. Since then, the
Bank of Australasia managed to grow steadily organically,
as well as through acquisitions.
In 1951, the Bank of Australasia merged with the
Union Bank of Australia (established in 1837) to form
ANZ Bank.History was to repeat itself through another
merger in 1970, with the then largest merger in Australian
banking history, the joining of ANZ Bank and the
Australian Bank Limited (established 1852).
ANZ acquired the British based Grindlays Bank
plc.(established 1828) in 1984,
which was itself a product of a
number of mergers. This
acquisition broadened ANZ's
international horizons and was a
major contributor to ANZ's
current
international
representation.
Currently, ANZ has a network of over 2,100 points of
representation in 43 countries. This makes it one of the
few banks that has a wide multinational coverage. ANZ's
wide geographical representation means that it is
accessible to customers world-wide. Furthermore, such a
wide network enables the bank to access and process
transactions for its customers on a global scale.

W

finance are explained in Appendix A. The total cost to the
borrower, generally speaking, is comparable to the cost in
the conventional financing market.
Although the concept and modes of Islamic finance
date back to the advent of Islam some 1400 years ago,
Islamic Finance as a viable alternative to conventional
finance emerged only some 20 years ago, when the first
Islamic financial institution of the modern era was
established. Some 150 Islamic financial institutions have
come into being since the first institution was established.
The combined total assets of these institutions are
estimated at US$80 billion, and believed to be growing at
12 15% annually.
Islamic financial institutions operate currently in
North America, Europe, the
Middle East, Northern Africa,
the Indo-Pak subcontinent and
the Far East. Although many of
.A11111111111r
these institutions serve only
•■•
their home markets several,
primarily in the Middle East
and Far East, are also active in
financing international transactions.

ANZ Islamic Finance

Islamic Finance

ANZ, has been involved in Islamic finance since the
early 1980s, when banking in Pakistan was converted to a
non-interest based Islamic system. ANZ played a leading
role in the transition, and was heavily involved in the
development of the Islamic finance documentation
utilised by all the banks.

Islamic banking is based on the Shariah (Islamic Law).
Under Shariah, it is not permissible to lend money and
charge a return on the loan. Money is considered to be
only a means of exchange and not an asset in its own
right. However, Shariah does permit the earning of a
return on trade of real assets. For example, a buyer wishes
to acquire a certain asset and does not have the cash to
pay for it immediately. The seller however, demands
immediate payment. In such a situation, an Islamic
financier can interpose itself between the two parties,
purchase the asset from the seller on sight payment and
simultaneously sell the same asset to the buyer on a
marked up deferred payment basis. The sale price is
based on the purchase price plus a margin. This mode of
finance is termed Murabaha, and is used extensively in
Islamic finance. This mode and other modes of Islamic

In 1987, ANZ Pakistan successfully launched 'First
Grindlays Modaraba', an Islamic leasing company. This
listed vehicle attracted substantial investments from the
Middle East and Europe, and quickly established itself as
one of the most successful lessors in Pakistan. ANZ was
the first large conventional bank to have a wholly Islamic
entity within its group.
In the late 1980s, ANZ correctly assessed the need of
Middle Eastern based Islamic financiers for sound asset
based transactions outside their home countries. With
representation in the vast majority of the countries in
which these Islamic financiers had interest, ANZ was
ideally suited to fulfil the role of structurer and arranger.
Accordingly, ANZ's Global Islamic Finance ('GIF') was
established in London in 1989.
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GIF utilises ANZ's network world-wide to identify
potential borrowers in countries such as Pakistan, India,
Turkey, Saudi Arabia, Iran and the United Kingdom, then
co-ordinates with Islamic financiers to structure
transactions. The Islamic financiers who have provided
the funding include Al Rajhi Banking and Investment
Corporation, Kuwait Finance House, the Al Baraka Group,
Dubai Islamic Bank and the Islamic Development Bank.
Since its inception, GIF has arranged and structured
transactions in excess of US$ 2 billion for borrowers.
GIF has clearly established itself as a dominant player
in arranging and structuring Islamic financing. Due to its
long involvement in this area, GIF has also developed
substantial expertise in structuring transactions according
to the Islamic financier's Shariah requirements. At the
same time, GIF endeavours towards meeting fully the
needs of the users of the funds.

1996 US$65M Three-month revolving Murabaha facility
for IDB

Cross Border Financing

1995 DEM 34M, 1 year facility for Saudi Pak Industrial &
Agricultural Company (Private) Ltd

GIF strives to combine its strong product knowledge
with an in-depth local country knowledge and experience,
to maintain itself as a top player in the market. It has
proven expertise and strength in analysing, structuring,
arranging and finalising cross border financing.
With an extensive international network covering 42
countries, GIF is focused on providing international high
quality service where the chief competitive advantage lies
in the spread of ANZ's representation, the quality and
range of Islamic products, and the efficiency with which
these are delivered to the customers.
Many variations are possible of the basic scheme
mentioned above. Moreover, tailor-made solutions can be
developed by GIF for specific situations. The size of a
typical deal is in the US $5-20 million range. In particular
cases it maybe possible to arrange amounts outside of
these parameters.
Some Transactions Arranged By ANZ Islamic Finance
1998 US$11M Ship financing for a Singapore corporate

1996 US$7.2M, 2 year Murabaha for a leading Turkish
corporate
1996 1,200M Pak Rupee Project Finance facilities for
Rousch (Pakistan) Power Limited
1996 US$8M, 2 year Murabaha for a leading Turkish
corporate
1996 US$25M Revolving Islamic Trade Finance facility
for Pakistan Fertiliser company
1995 US$25M Revolving Islamic Trade Finance Facility
for public sector enterprises in Pakistan

1995 US$10M revolving 2 year Murabaha facility for a
leading Saudi Arabian corporate
1994 US$22M, 4 year Ijara facility for the Municipality of
Izmir, Turkey
1994 US$300M, 3 year Murabaha facility for a leading
New Zealand entity
1994 US$5M, 1 year Murabaha facility for a leading
Pakistani corporate
1993 US$100M, 1 year Wakala oil facility for the
Government of Pakistan
1993 US$92M, Istisna financing for the Hub River Power
Company
1992 US$100M, 1 year Murabaha financing for the
Government of Pakistan

1997 US$100M For Korean Banks

Institute of
Islamic Banking and Insurance
Web Site: http://www.islamic-banking.com
E-mail: icis@iibi.demon.co.uk
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KFH Launches $40 Million Leasing Fund in US
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LEGAL OPINIONS
ON THE
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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.
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Price: £200 fUK Pounds Sterling) or $300 (US Dollars) including p&p
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ast June, Kuwait Finance House
(KFH) announced that it launched
a leasing fund in the US with $40 million in assets. Jassar Al-Jassar,
Assistant General Manager, said that
the new fund is in line with the
bank's goal of developing new
Islamic products which satisfy it
clients' needs.
The US market was selected
because of its developed leasing
market and its large size (over $100
billion). Al-Jassar also said that Equis,
a New England-based leasing
company was selected as the fund
manager. The company has a long
track record in leasing funds and
currently manages over $700 million
in assets.
The fund is an medium-term
fund (5 years) which will invest in
industrial equipment and machinery.
Minimum investment in the fund is
set at $250,000.
The International Investors Wins
Bid to Underwrite Warba Insurance
Secondary Offering
The Kuwaiti-based Islamic
financial services company, The
International Investor (TII), recently

copy/ies of
each including p&p.
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won the bid to underwrite 20 million
shares of Warba Insurance in a
secondary offering. The offering will
be complete on October 10, 1998.
Warba Insurance, currently
traded on the Kuwait Stock Exchange,
has approximately 50.7 million shares
outstanding and paid-up capital of
KD 5.73 million. The shares being
offered are currently owned by the
Kuwait Investment Authority (KIA),
which is overseeing Kuwait's
privatization program. The KIA, a
government organization, currently
owns 55% of Warba Insurance and
recently sold a 10 million block of its
shares on the open market. The
organization is currently studying the
possibility of fully divesting of its
ownership in the insurance company.
Warba Insurance announced a
profit of 8 fils per share for the halfyear ending in June 1998. TII set the
secondary offering price at 800 fils per
share (KD 0.800).
Another Islamic Financial
Services Company Launched in
Kuwait
An official announcement was
made on September 9, 1998, on the

Pakistan Expects $1.5 Billion
loan from Islamic Banks
he Islamic Development Bank
(IDB) and Saudi Arabian
lenders met with Pakistan
Finance Minister Sartaj Aziz to
discuss loans to the financially
distressed country. The IDB,
based in Jeddah, Saudi Arabia,
which lends to governments of
mainly Islamic nations, will offer
Pakistan as much as $1.5 billion.
Any new loans will likely be in
addition to the $250 million
pledged by Kuwait last July.
Pakistan, with its foreign
exchange reserves dwindling and
its economy sinking, jump-started
negotiations with international
lenders after the US said it
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wouldn't actively oppose fresh
loans. Pakistan needs about $2
billion in new loans from the
International Monetary Fund, the
World Bank and Middle Eastern
nations.
The US imposed economic
sanctions on Pakistan and India
in May after the two nations
tested nuclear devices. The
sanctions not only blocked any
new loans, they delayed money
from existing laons. Now,
Pakistan wants the money
previously committed by
international donors - also about
$2 billion - plus more to shore up
its economy.

establishment of Gulf Investment
House (GIH), an Islamic financial
services company. The new company
raised KD 30 million ($100 million) in
capital.
Mohammed Al-Alloush, the
former Director of the Direct
Investment Department at Kuwait
Finance House (KFH) and founding
member of GIH, said that some of the
other founding members include
KFH, The International Investor, First
Investment Company, International
Mudaraba, the Islamic Development
Bank, Bahrain Islamic Bank as well as
many other investors. Al-Alloush
estimates that there are over 1,500
investors in GIH.
GIH will be active in all
investment sectors, all of which will
be in compliance with Islamic Sharia,
but will initially focus on direct
investment, corporate finance and
consumer finance. GIF also plans on
becoming active in Islamic asset
management and fund management.
Geographically, the company will
concentrate its activities in Kuwait
and other Gulf countries as well as
Egypt and Lebanon.

Saudi Pak Leasing
Recommends 15% Dividend

S

audi Pak Leasing Company Limited (SPLC)
has recommended a cash dividend of 15
percent for the year ended June 30, 1998.
The Board of Directors of the company has
finalised the accounts of 1997-98. The total
income amounted to Rs 330 million as
compared to Rs 388 million of the previous
year. The operating profit of the company was
Rs 60 million. The lease contract receivables
rose by Rs 266 million to Rs 201 million. The
balance sheet size grew by over 14 percent.
The company during the outgoing year
successfully arranged a lease syndication of Rs
750 million for Sui Southern Gas Company
Limited, which is the single largest lease
syndication arranged by any leasing company.
The company plans to issue Term Finance
Certificates (TFCs) of Rs 250 million by
December 1998.
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National Commercial Bank
Says Fund Plans Stalled By Asia Crisis
talled by the economic troubles in
Asia, Saudi Arabia-based National
Commercial Bank said plans to introduce its Islamic global equity fund in
this region may have to wait about
two years.
"We have been very much proinvesting and doing business in Asia,
especially countries like Malaysia,
Singapore and Indonesia," said Said
Al-Martan, the bank's executive
advisor on Islamic banking. "But the
regional crisis has stopped everything
and made us hold back our plans for
some time." "The expectation is that
maybe two years is needed for the
economies to get stable," he added.
Al-Martan is in Singapore
attending a two-day conference on
Islamic Banking and Finance, which
ends Tuesday. National Commercial
Bank, which has total assets worth
US$22 billion, introduced the first of
its five Islamic funds, the Global
Trading equity Fund in 1986. A
conventional commercial bank, it
started an Islamic banking division in
1991.
NCB's Global Trading Equity
Fund, its sole equity mutual fund, is
the first global equity fund to be
structured along Islamic guidelines,
Al-Martan said. While the fund is
offered to Asian investors, he said the
fund hasn't been registered elsewhere
other than in Jeddah. But, he said the
bank is keen to have the fund
registered in more countries and
distributed more widely. "We are
willing to have subsidiaries of the
fund in the Far East," Al-Martan said.
"There's nothing to prevent us from
doing this is if we find the right
bank."
He said the bank's experience
with a bank in Kuwait is
encouraging. While the Kuwaiti bank
was one among several banks
interested in the Global Trading
Equity Fund, it was the only one

S
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opportunities," Al-Martan said.
"What we had (in mind) had to do
mostly with Malaysia. We've been
talking to some Malaysian companies
and banks for about three or four
years to set up investment companies
and Islamic banks that would help
Muslims to find channels to invest in
the region."
He said the bank was considering
setting up a fund or investment
company for project financing in
Labuan, Malaysia rather than
elsewhere in Southeast Asia because
of the infrastructure that facilitates
the setting up of offshore Islamic
investment companies and funds.
While these plans won't be
implemented in the near term, AlMartan said the bank continues to
finance infrastructure projects and oil
exports to Korea, China and
Singapore.

chosen to distribute it, he added. AlMartan attributed the interest by
other banks in the fund to its strong
performance. Over the last three
years, he said the fund has managed
to deliver an average yearly return of
20%. He chalks the fund's success
down to the strict screening of stocks
in the portfolio.
While its strong performance has
spawned similar equity funds set up
by other banks, Al-Martan said many
banks would still prefer to distribute
an existing fund rather than establish
one from scratch. That's because the
NCB has its own in-house Shariah
board, which helps define guidelines
for investment and shapes the stock
selection process. NCB's Al-Martan
said the fund, which is designed to
provide medium to long-term EMEEME
investments, accruing profits with the
UMF launches
potential for higher return, invests in
new account
some 92 to 110 companies listed on
global stock markets.
nited Merchant Finance Bhd
Some of the constraints on stock
(UMF) announced on Saturday
selection are imposed by the fund's the launching of an investment savadherence to Islamic principles, Al- ings account known as Aqil Savings
Martan said. These principles include Account. Aqil, which means smart, is
avoiding companies involved in operated based on the al-mudgaming, financial services, and the harabah concept or trustee profit
production of pork, or alcoholic sharing.
Profit from Aqil is calculated
beverages or weapons.
based
on outstanding daily balance
Al-Martan said the Asian crisis
and
credited
into the customers'
has had little impact on the fund
account
monthly.
Customers would
because about half its assets are
enjoy
the
opportunity
of gaining
invested in U.S. stocks. He added that
monthly
profit
from
the funds
the remaining assets are spread over
deposited.
various countries. Of that, about 13%
Aqil Savings Account can be
is invested in Japan, 2.5% is in Hong
opened with a minimum deposit of
Kong and less than 1% is invested
RM50 and it is offered to individual
elsewhere in Asia.
customers aged 15 and above,
Until the economies in the region associations, clubs and societies.
start to recover, Al-Martan said the Apart from targeting the new
bank's mutual fund plans will be put customers, Aqil is also meant to cater
on hold. He said the bank was in to existing UMF Al-Faaiz Custodian
discussions with potential partners in Savings Account depositors who
such countries as Malaysia to set up reached 15 years old by converting.
funds. "Before things changed, we the account to Aqil savings account.
thought that there were some
- Bernama

U

US$60 Million Ijara Facility for Telekom Malaysia

T

elekom Malaysia signed a US$60
million Ijara (interest-free leasing)
facility, arranged by First Islamic
Investment Bank, Bahrain, HSBC
Investment Bank PLC and Standard
Chartered Bank Offshore Labuan.
The facility is for a five year tenure
and is the first cross-border syndicated Ijara deal for a major corporate in
Malaysia.
The co-arrangers are Bank
Islam (Labuan) and Arab Banking
Corporation
while
the
participating financial institutions
are Abu Dhabi Islamic Bank, the

First ANZ International Modaraba
Ltd. The Sharia Advisor to this
facility is First Islamic Investment
Bank E.C. The Facility and Paying
Agent is HSBC Investment Bank
Plc, Singapore while the Security
Agent is Standard Chartered
Bank.
The Ijara facility has been
undertaken in order to refinance part
of the bridging facility, provided by
Standard. Chartered Bank.
Dato Mohamed Said Mohamed
Ali, Chief Executive of Telekom
Malaysia said, "This is a landmark

transaction for Telekom Malaysia as
this represents the first Islamic debt
financing that has been raised by
the Company in the financial
markets."
The syndication facility was
oversubscribed and amount increased
by 20 per cent. Dato Mohamed Said
commented, "This is a welcome
reflection of the confidence which the
market has in Telekom Malaysia and
in the country, during a very
challenging period not only for
Malaysia but for all Asian
economies."

Iranian Representation of Islamic Finance Aired at the Institute
st October 1998. Dr Reza Shiva,
Managing Director of Bonyad
Finance and Credit Association
accompanied by Dr Haider Pourian,
represented their organization at a
lecture entitled, 'New Developments
in Islamic Banking and Finance in the
Islamic Republic of Iran', given at the
Institute of Islamic Banking and
Insurance.
Dr Shiva and Pourian both
presented Bonyad Finance's ability to
now offer Islamic financial products
such as tailored non-interest bearing
loan arrangements as another step in
the rebuilding of an Islamic economy
after a war torn period in Iran's
history. Answering questions posed
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by the participants, they reported that
Shariah scholars in Iran were in full
support of the products being made
available and that rapid
developments in product innovation
could be expected in Islamic finance.
Bonyad Finance & Credit
Association was founded in 1986 on
the basis of the Commercial Law,
Bonyad Finance & Credit Association
(BF&CA) is the sole savings and loan
association operating in the Islamic
Republic of Iran. Affiliated with one
of the largest economic conglomerates
in the World, with the privatisation
and liberalisation policies under way,
the plan is to turn this Association
into a joint stock company.

BF & CA's main activities include,
Negotiable Order of Withdrawals
(NOW accounts); deposit services
(short, medium and long-term); wire
transfers and other customer services;
non-interest-bearing
loan
arrangements under Profit-Loss
Sharing (PLS) principle; liability
management and loan securement
from individuals or corporations;
cash management services; computer
services; securities floatation; limited
foreign exchange transactions;
consulting services, for domestic and
international businesses.

ANZ Raises $54
Million for Its FAIM
Islamic Fund
he subscription recently ended
for ANZ Investment Bank's First
ANZ International Mudaraba Fund
(FAIM). The bank raised $54 million
during the 45 day subscription period, of which $12 million came from
Kuwait Finance House (KFH), its
partner in the fund.
The fund aims to invest in
developing markets using Ijara
(leasing) and Istisna (progressive
financing). The fund will concentrate
on medium-term financing of
machinery and airplanes.

T

(From left to right) Mr Ghazanfar Adil, Director General, IIBI, Dr Reza Shiva, Managing
Director of Bonyad Finance and Credit Association accompanied by Dr Haider Pourian
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Islamic Banking System
to be Based on Malaysian Model
Following on a visit earlier this
year, Mr. Farid Scoon an associate of
the Institute of Islamic Banking and
Insurance (IIBI) of London, England
recently met with the Honorable John
Humphrey, Ministry of Housing and
Settlements of the Government of
Trinidad and Tobago to whom he
presented a Preliminary Report on the
Introduction of Islamic Banking into
this country.
Minister Humphrey has expressed
in various forums his interest in
Islamic banking which is considered by
many as a fairer and more equitable
alternative to conventional Westerntype banking. Interest and usury,
known as 'Riba' in the Arabic language
of the Qur'an, is considered as 'haram'
or prohibited by Muslims.
The report, which was written by
Mr. Scoon, contains various recommendations to the government about
steps that it may take to further pave
the road for the reception of Islamic
banking in Trinidad and Tobago.
Among the recommendation is the
passage of an Islamic Banking Act of
Trinidad and Tobago that may be
patterned on the Islamic Banking Act
of Malaysia. Malaysia's legal system,

like Trinidad and Tobago's, is an
English common law based system
with commercial and banking
legislation very similar to Trinidad and
Tobago's. Mr. Scoon also recommends
that the Government of Trinidad and
Tobago, in co-operation with the
Muslim Credit Union and the Islamic
Development Bank of Jeddah in Saudi
Arabia, should take immediate steps to
train a number of local citizens in
Islamic banking theory and practice to
meet the potential human resource
requirements of the newly developing
Islamic financial market in Trinidad
and Tobago and the Caribbean.
The Institute of Islamic Banking
and Insurance is acknowledged as the
world's leading body in the field of
education and training, research, and
dissemination of information in the
Islamic financial services industry.
The Chairman of the IIBI is Mr.
Muazzam Ali, who is also a vicechairman of Dar Al Maal Al lslami,
one of the three largest Islamic
banking groups in the world. The
Chairman of Dar Al Maal Al lslami is
HRH Prince Mohammad Al Faisal,
the son of the late King Faisal of
Saudi Arabia.

One of the results of the
deliberations between Mr. Scoon and
Mr. Humphrey's was an indication by
Mr. Humphrey that it is perhaps
appropriate at this time to seek cabinet
approval to extend an invitation to
Prince Mohammed AI Faisal to visit
Trinidad and Tobago.
Mr. Farid Scoon is a Trinidadian
born and Hugh Wooding Law School
trained attorney at law. He is a fellow
of the Institute of Islamic Banking and
Insurance and a frequent contributor to
academic journals on Islamic banking
and insurance.

Islamic Bank Export
Loans to Tunisia
Tunisia signed four loan
agreements worth 23.7 million U.S
dollars with the Islamic Bank (IDB)
for development of its steel and
paper industries as part of the IDB
effort to encourage export-oriented
industries in member sate.
The agreements were signed by
the IDB deputy president Osman Sik
and a delegation representing a
group of Tunisian companies.
News sources include The Failaka Investor,
Business Recorder, Star, Malaysia Online
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DIVERSITY IS OUR STRENGTH
our growth speaks for itself
Beximco's 18 Companies employing over 6,500
persons having total turnover of Taka 2.5 billion and
total assets exceeding Taka one billion are engaged in
industrial manufacturing, construction activities and
international trading.
We are involved in marine food export, shrimp farming,
pharmaceutical, agro-chemical, garments, computers,
soil investigation, foundation and piling works, deep
tubewell drilling, bridges, superstructures and road
buildings, hydraulic structure and general construction,
besides being the world's largest jute yarn manufacturer.
We also handle over 3.5% of Bangladesh's total export.
We welcome co-operation with others technological
joint ventures and for investment in new activities.
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