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COMMENT

New Millennium - Optimism for
development of Islamic banking
The sixth annual Islamic Banking
and Finance Forum held at Hilton
Hotel in Abu Dhabi in November,
witnessed the attendance of over
250 bankers from 90 banks and
financial organizations from 30
countries.
BEID bin Saif A l Nasiri,
chairman of Abu Dhabi
Islamic Bank (ADIB)
suggested, at the conference, that although the region
had been affected by the global
slowdown in economic activity
the role of Islamic banking was
increasing steadily. With both the
UAE government and the Central
Bank supporting Islamic banking,
the proliferation of different
financial agencies offering different Islamic products would mean,
on the positive side, that there
would be different products and
services to meet different needs.

O

The ADIB recently opened its
second branch in Dubai, inaugurated by Hasher A l Maktoum,
head of Dubai Information
Department. ADIB, which has a
capital base of over D h l billion
and is in the second year of operations, offers a wide range of
banking products and services,
including
savings
accounts,
investment accounts, letters of
credit and guarantee and Islamic
financing
services
such
as
Murabaha, Istisna and Ijara.
By 2001, it plans to establish
Islamic funds, participate in global financial markets and reach out
to more customers by opening
branches in Sharjah, Abu Dhabi
and the western parts of UAE. A l
Nasiri, confident that ADIB's performance this year would top
1998's, said that his bank would
set up a fully owned finance company to serve individual needs. It
would also explore opportunities
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to invest in overseas markets in
an Islamically compliant manner.
ADIB, together with the Dubai
Islamic Bank, is also hoping to set
up subsidiaries to offer insurance
and finance services.
A l Nasiri's optimism on the
future of Islamic banking was
echoed by Commodore Ataur Rahman, chairman of the 16 year old
Islamic Bank Bangladesh Limited
(IBBL), who was in Qatar creating
awareness about the "tremendous
potential and prospects" of
Islamic banking in Bangladesh.
Mr Rahman stated that "IBBL
has brought together many entrepreneurs and depositors, who for
so long avoided interest-based
banking on grounds of religious
injunctions," According to him,
"the gradual and successful globalization of Islamic banking, coupled with growing awareness of
the people about its financial and
social benefits" has made it clear
that the next millennium was
going to be the "century of
Islamic banking."
IIBL has arrangements with
two exchanges in Doha; the
Eastern Exchange Company and
Union Exchange Company, to
send remittances by expatriate
Bangladeshi working in Qatar.
Previously, due to predominance
of private arrangers, the government and banks had lost a great
deal of money over remittance
transactions. In realization of this
banks especially national banks
in Pakistan, India and Bangladesh
have stepped up overseas operations offering remittance services.
Sultan bin Nasser A l Suwaidi,
UAE's Central Bank governor,
urged the Islamic banks to develop an Islamic short-term money
market, develop e-banking and einvestment. According to the
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1980 Central Bank regulations,
individuals as well as corporations can transfer their money
without restrictions at any time
to any destination that they wish.
This, he said, would encourage ebanking, which would enable
residents in the UAE to operate
their accounts from abroad.
Al-Suwaidi also warned that^
e-banking would pose a challenge to Islamic banks to
improve their services in order to
be at par with international
banks in advanced countries. He
added that "With competition,
especially from international
rivals, Islamic bankers should not
expect central banks to play the
role of big brother. In addition to
learning to cope on their own,
the two other challenges facing
Islamic banking are to find an
Islamic short-term financial
instrument to deal with shortterm liquidity, and to produce a
list of banking products considered truly Islamic by all Islamic
banks".
Dr Henry Azzam, chief econ-omist and managing director of
the Middle East Capital Group,
also foresees intense competition
for banks, thanks to technological innovation as well as financial liberalization under the
agreement with the World Trade
Organisation. This, he predicted,
would lead to mergers, acquisitions and more importantly, a
change in the management culture. "Power culture would be
changed into 'performance culture' to maximise shareholders'
value," he said. In the light of
this, he felt that Islamic banks
were likely to see mergers earlier
than other commercial banks and
urged Islamic banks to develop
their brand and niche market. •

CONFERENCE

Regulation of Islamic banking conference
for 2000 launched in Bahrain

A

n international conference - first
of its kind - addressing the critical issue of regulation for the
global Islamic banking and finance
industry is to be hosted in February 2000
by Bahrain, under the auspices of the
Bahrain Monetary Agency.
The 'Regulation of Islamic Banking
Conference', which is co-organised by
AAOIFI (The Accounting et Auditing
Organisation for Islamic Financial
Jnstitutions) together with the Islamic
jvelopment Bank (IDB), and the
International Monetary Fund (IMF) will
take its primary theme as "The
Formulation of a Cohesive Regulatory
Strategy for the New Millennium.
This major event is set to bring
together the world's most powerful and
influential decision makers from the
leading global Islamic banks and financial institutions with key multilateral
authorities and international central
bank bodies.
Bahrain, who can boast the largest
number of Islamic banks in one capital
centre, a total of 16 to date, is the natural host for this prestigious event. With
the Islamic banking and finance industry
continuing to expand rapidly and its
'^^irizons becoming truly global, a critical
juncture for the industry has now been
reached.
If the Islamic financial sector is to
achieve its full potential, it is imperative
that the unique characteristics of the
industry are recognised and that a tailormade approach is adopted in terms of
developing a cohesive regulatory strategy which can be harnessed by the industry world-wide.
His Excellency, Slieikh Ebrahim Bin

Interested in
Islamic
Finance?
Look no further...

Khalifa A l Khalifa, Chairman of the
Board of Trustees of AAOIFI, the
Conference Co-Organiser, commented:
"The 'Regulation of Islamic Banking
Conference' has a very clear vision and
mission to fulfil as it takes its strategic
place at the commencement of the New
Millennium.
By gathering together of the global
Islamic banking and finance industry's
most powerful and influential decision
makers in one key forum, a uniform and
harmonising regulatory strategy for the
next century can both be formulated and
implemented.
In order to achieve such a vision and
mission, the Conference aims to provide a
stimulating and effective environment for
the discussion and dissemination of up to
date information relating to important
issues of global regulation, accounting,
governance and banking practices
throughout the Islamic banking industry.
We look forward to welcoming the
world's key industry representatives to
Bahrain to contribute to its future success.
A high profile panel of regional and
international speakers has been convened to contribute a series of thought
provoking and stimulating papers to the
Conference programme.
Main conference speakers and chairmen include: His Excellency Abdulia
Hassan Saif, Minister of Finance ft
National Economy and Governor of the
Bahrain
Monetary
Agency;
His
Excellency Ismail Hassan, Governor,
Central Bank of Egypt; His Excellency
Sheikh Salim A l Sabh, Governor, Central
Bank of Kuwait, and His Excellency Dr
Sabir Mohammed Hassan, Governor,
Batik of Sudan.

I N S T I T U T E OF I S L A M I C
BANKING a INSURANCE
( I I B I ) is a research and
educational organisation
based in London, the
International finance capital.
IIBI is one o f the world's most
i m p o r t a n t and sought after
centres in the dissemination
of information and advice on
various topics relating to
Islamic banking and finance.

Tel: + 4 4 171 2 4 5 0 4 0 4

IIBI acts as an active i n t e r m e diary between Islamic bankers,
insurers, students and people
from varied professions
interested in the field of
Islamic finance f r o m all over
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IIBI fosters co-operation,
exchange i n f o r m a t i o n and
ideas, promotes and advances
the knowledge and practice
of the industry world wide.
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In addition, the speaker faculty also
includes keynote contributions from the
IDB, led by His Excellency Ahmed
Mohammed A l l , President of Islamic
Development Bank together with Dr
Fouad Al Omar, Vice President Financial
and Administration IDB. Other major
industry presentations are to be made by
a senior level delegation from the
International Monetary Fund including:
Mr V Sundararajan, Deputy Director,
Monetary and Exchange Affairs Department, IMF, Mr John Dalton, Advisor, Mr
Olivier Frecaut and Mr Richard Abrams."
Professor Dr Rifaat Abdel Karim,
Secretary-General of AAOIFI stressed the
vital importance of the Conference, its
key mission, and the relevance of its
launch at the commencement of the New
Millennium:
"At this pivotal stage of their development, Islamic financial institutions are
looking forward to being perceived as an
industry in the process of becoming
mature. The implementation of a cohesive, harmonising regulatory strategy is
important, indeed imperative, for the
Islamic banking industry in order to support its future growth enhance its credibility and competitiveness in a global
marketplace.
Through the staging of such an international, high profile Conference, the
organisers hope to encourage the world's
leading Islamic banking industry representatives to proactively engage in
meaningful debate and discussion on this
most crucial of topics and to disseminate
the resulting information and recommendations for the benefit of the industry as a whole". •

IIBI conducts in-house
discussions, seminars, monthly
lectures on Islamic finance
w h i c h a t t r a c t highly d i s t i n guished audiences from major
financial i n s t i t u t i o n s (Islamic
Et conventional) and from
varied backgrounds.

In addition t o a monthly

j o u r n a l NewHORIZON, IIBI
also produces publications
on various topical issues.

IIBI runs a membership scheme

open t o organisations as well
as individuals.

IIBI runs a long distancelearning post graduate diploma
course on Islamic banking and
Insurance.

Email: icis@iibi.demon.co.uk
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contact

I n s t i t u t e o f Islamic B a n k i n g
a I n s u r a n c e (IIBI)
16 Grosvenor Crescent,
London SW1X7EP, UK

URL: w w w . i s l a m i c - b a n k i n g . c o m

ISLAMIC INDEX

FTSE Intemational and
The Intemational Investor (Til)
Launch Global Islamic Indices

T

^ he FTSE Global Islamic
Index Series (GIIS), the equity benchmark indices targeted at those who wish to invest
according to Islamic investment
guidelines was launched during the
6th Annual Islamic Banking and
Finance Forum in Abu Dhabi,
United Arab Emirates held in mid
November.
Islamic investing is growing by
12 -15% per annum, as more and
more international investment
bodies stake an interest in this specialist service. The FTSE Global
Islamic Index Series address this
demand by creating a standard for
applicable Islamic equity investing.
Initially pioneered in January
1999 by The International Investor
(TII) and calculated by FTSE International, the series were marketed
as "the first truly global Islamic
Index series". It was designed to
track the performance of leading
publicly traded companies whose
activities are not inconsistent with
Islamic Shariah principles.
Due to its success over the past
months, the Islamic Index Series
will now be incorporated into the
FTSE family of indices. Using the
FT/SaP-Actuaries World Index as
the universe, TII applies Shariah
principles, following guidelines
provided by its Fatwa and Shariah
Supervisory Committee to rule out
those companies whose business
activities are incompatible with the
Islamic law.

ensures that the Shariah principles
have been properly applied to the
companies in the World index. Our
Index Committee, which includes
highly respected practitioners and
specialists, brings objectivity, technical and practical knowledge to
the process."
After removing companies with
unacceptable core business activities the remaining list is tested by
a financial-ratio 'filter', the purpose of which is to remove companies with an unacceptable debt
ratio.
Thomas Gainor, of TII Advisory
Group Ltd., added: "We are
delighted to be associated with
FTSE International's extensive
expertise and global brand awareness. By combining their knowledge of the global marketplace
with our knowledge of Islamic
investments, we have created a
series of indices which cover more
companies than competing indices
and therefore offer more investment opportunity. The FTSE
Global Islamic Indices provide a
much-needed tool to help set
benchmarks for those wishing to
invest according to Islamic investment guidelines."
Sub-component Indices:
FTSE
FTSE
FTSE
FTSE

Americas Islamic Index
Europe Islamic Index
Pacific Basin Islamic Index
South Africa Islamic Index

Mark Makepeace, Managing
Director of FTSE International,
said: "By offering quality benchmarks to Islamic investors, we are
providing a service for a market
that is undergoing unprecedented
growth. Our relationship with Til

S e c t o r Screens
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By way of guidance, stocks whose
core activities are or are related to
the following are excluded:
a) Banking or any other interest
related activity
b) Alcohol

c) Tobacco
d) Gaming
e) Insurance
f) Pork production, packaging and
processing or any other activity
related to pork
g) Activities deemed offensive to tl
principles of Islam
h) Sectors 1 companies significantly
affected by the above
The companies that have incompatible lines of business are
removed from the "universe" of
stocks included in the FT/SetP
Actuaries World Index. Companies
classified in other Industry groups
may also be excluded i f deemed to
have a material ownership in, or
revenues from, prohibited business
activities.
Financial S c r e e n
Debt ratio: (exclude companies) i f
Interest-Bearing Debt divided by
Assets is equal to or greater than l , * ' ^
or 33.33%. Companies that pas's-'
these screens are generally eligible
for inclusion in the FTSE Global
Islamic indices' investable universe.
Dividend Cleansing
'Tainted dividend' receipts relate to
the portion, if any, of a dividend paid
by a constituent company that has
been determined to be attributable to
activities that are not in accordance
with Islamic Shariah principles and
therefore should be donated to a
proper charity or charities.
S h a r i a h Scholars
The screening criteria of the FTSE
Global Islamic range of indices is
supported by the credibility of Til's
Fatwa and Shariah Supervisory
Committee (Shariah Board), the
members of which are:

• Mr. Ahmed Bazai'a Al-Yaseen
A Kuwaiti national, Mr Al-Taseen
is a founder of the Kuwait Finance
House, where he is a member of the
board of Directors.
• Dr. Khalid AI-Madhkour
A Kuwaiti national. Dr. Al Madhkour
holds a PhD in Shariah law. He is a
board member of the Fatwa
Committee of the Ministry of
Awqaf and the Kuwaiti Higher
planning Commission.
• Dr. Mohammed Fawzi Faidhulia
A Syrian national, Dr Faidhulia
holds a Ph.D. in Shariah law and is
a professor of Fundamentals of
Islamic Shariah and Fiqh at the
^Cuwait University. He is a board
ember of the Fatwa Committees
of the Ministry of Awqaf
• Dr. Md Abdul Ghaffar Al-Sharif
A Kuwaiti national, Dr. Al-Sharif is
Dean of the College of Shariah 8t
Islamic studies at Kuwait University.
He holds a Ph.D. in Comparative
Jurisprudence from Medinah Islamic
University, and an MA in Divine
Message and Control.

Availability o f information

timely and without bias. FTSE
International is owned jointly by
the Financial Times and the
London Stock Exchange.

Information on the FTSE Global
Islamic Indices is available from
the web sites of FTSE International
(www.ftse.com) and The International Investor (www.tiiag.com).
FTSE International is also working
with the main quote vendors to
ensure that information is available on their systems early in 2000.

Background to t h e
International Investor
The International Investor (TII) is a
premier wholesale Islamic investment bank. It specialises in providing creative and efficient access to
the ever expanding Islamic capital
market by drawing upon its distinctive competencies, primarily its
Islamic structuring expertise and
extensive knowledge of the Islamic
financial marketplace.

Background to FTSE International
FTSE International manages and
develops world-wide equity and
bond indices ranging from the
FTSE 100 to the FT/SftP Actuaries
World Index. FTSE International
Indices are extensively used by
fund managers worldwide for
investment analysis, performance
measurement, asset allocation, and
for creating a wide range of indexlinked tracking funds. Committees
of senior fund managers, derivatives experts, actuaries and experienced practitioners independently
review all changes to the indices
ensuring that they are accurate.

Til's activities are focused on
structured finance and Advisory
Services. In addition, it markets Isiamically correct products with
financial institutions to end consumers. With fiduciary and advisory assets approaching US$ 3 billion. Til is considered to be one of
the leading Islamic investment
banks in the world.
•
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BANKING

Habib Nigeria Bank Ltd, establishes
Islamic banking
Sani A m i n u Dutsin-Ma

T

^ HE F I R S T STEP toward
the establishment of an
Islamic financial system has
been taken by Habib Nigeria Bank
Limited, an affiliate of Habib Bank
Pakistan. This step has been taken in
light of the dearth of Islamic banking in Nigeria. It is a welcome development as it provides the Muslim
community in Nigeria (which make
up a substantial percentage of the
population), the opportunity to take
advantage of a Shariah compliant
banking operation.
The bank commenced NonInterest based banking operations on
the 15th October 1999 and has
opened Non-Interest banking "Windows"
in six of its branches in Nigeria, with
its head office being in Kaduna.
These operations will operate alongside its existing conventional banking system. The Bank is hopeful that
in the near future a full-fledged
Islamic bank will be established.
The objectives of the NonInterest Banking operations of the
Bank are to apply Islamic principles,
laws and traditions to the transactions of financial, banking and related business affairs and to promote
enterprises and concerns which shall
in themselves be engaged in business in accordance with the Shariah.
Shariah compliant Services
1. Non-Interest Current Account
• To be operated as conventional
banking system but without interest element.
• The Bank accepts deposits from its
customers looking for safe custody
of their funds and absolute convenience in their use.
• The Bank requests permission from
such customers to make use of
their funds so long as these funds
remain with the Bank.
• The customers may withdraw part
or the whole of their balances at
any time; and the Bank guarantees
the refunds of such balances.

6
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• The Bank provides its customers
with cheque books and usual services connected with Current
Account.

•

2. Non-Interest Savings Account

This account is similar to the existing Bank's savings account without
the interest element. The following
are its salient features:
• The Bank accepts deposits from its
customers looking for the safe custody of their fiinds and a degree of
convenience in their use in the
form of savings accounts.
• The Bank requests permission from
such customers to make use of
their funds so long as these funds
remain with the Bank.
• The customers may withdraw a
part or the whole of their balances
at any time they so desire, and the
Bank guarantees the refund of
such balances.
• The Bank may reward the customers by returning a portion of
the profits generated from investments made with such funds as
dividend
• The Bank provides its customers
with Savings Passbooks and other
usual services connected with
Savings Accounts.

•

•

•
•

3. General Purpose Investment
Account
The Bank accepts deposits from its
customers looking for investment
opportunities for their funds in the
form of General Purpose Investment Account.
The account holder authorizes the
Bank to invest the money in any
of its project.
The deposits will have to be for a
specified period.
The Bank acts as "entrepreneur"
and the customer as the "provider
of capital". And both agree among
others on how to distribute the
profits, i f any, generated by the
Bank on the investment of the

Ramadan 1420
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Head, Non-Interest Banking Unit
Habib Nigeria Bank Ltd

funds. The offer of ratio of distribution of profits may be varied
from time to time.
The depositors do not participate
in the management of the investment of the funds.
This investment cannot be withdrawn or encashed on demand
except on its maturity.
This investment is not legally
repayable
before
due dat^g^
Nevertheless, the Bank may pay
before maturity.
I f investors agree to forfeit profit
and also undertake to share loss i f
any, on the investment, the bank
may charge penalty of 1% on the
invested fund.
Instead of repayment, fiinds may
be provided by allowing advance
from the non-interest fund available at no interest.
4. Specific Purpose Investment
Accounts
The Bank accepts deposits from its
customers looking for investment
opportunities for their funds in the
form of Specific Purpose Investment Accounts.
The Bank obtains the consent oT'
the account holder after informafion through a written investment
memorandum before money is put
in a particular project.
The Bank may invite depositors to
subscribe to the financing of a
particular project under the Specific Purpose Investment accounts.
Funds (accounts) shall be matched
to specific investment project.
The deposit may be for a specified
period.
Once funds of an account are
committed to a project, maturity
of funds will be tied to the maturity of the project.
Even though the Specific Purpose
Investment Account may remain
with the Bank for a fixed period,
and can be invested for earning
profit, the Bank pays only the sum

deposited if the money is not used
in any transaction during the
tenure of the investment.
• Each of the investment accounts is
treated as separate contract even
though the depositor may be the
same.
• The Bank acts as "Agent" and the
Depositor as "Provider of Capital"
and the utilizer of the funds as the
"Entrepreneur". Both will agree
among others on how to distribute
profit, if any generated by the
Entrepreneur on the investment of
the funds. The offer of the ratio of
distribution of profit may be varied from time to time. (This will
bring the depositor and the
-investor together).
• In the event of investment loss, the
depositor bears all the loss.
• The depositors do not participate
in the management of the investment of the funds.
• This investment is not legally
repayable before due date, nevertheless, the Bank may pay it before
maturity • If the amount is yet to be committed to any project
• If project the fund committed
to mature before the funds'
maturity date.
5. Eligibility For Investments/
Financing
'**s Non-Interest Banking is a financial concept based on the Shariah,
therefore the following transactions
shall not qualify for consideration:
(a) The alcoholic beverage trade
(b) Business activities related to
Interest forbidden by the Shariah.
(c) the gambling business.
The Bank may participate or provide
financing for its customers' projects
or asset acquisition in various ways
under the principles of profit and
loss sharing and/or mark-up. Below
are some modes of financing/investment that Habib Nigeria Bank
Limited may provide to utilize the
funds raised from its customers and
sponsor shares:
i. Trustee Project Financing
ii. Joint Venture Project Financing
iii. Trade Financing

The Bank may provide specific facilities and/or financing mostly on
short-term basis for the purpose of
facilitating trade or working capital
for its customers. These facilities/
financing may be granted in connection with the purchase/import and
sale/export of goods and machinery,
and the acquisition and holding of
stock and inventories, spares and
replacements, raw materials and
semi-finished goods.
The facilities/financing being provided include:
(a) Commodity Venture on the
basis of mark-up:
One of the major objectives of this
facility is to promote financial assistance to entrepreneurs who may
need funds to purchase merchandise
for trading. This facility operates on
the basis of "mark-up" in which the
Bank will purchase the requisite
merchandise and sell to needy entrepreneurs at slightly higher prices, i.e.
keeping a marginal mark-up which
will be the Bank's profit.
(b) Letter of credit
It is obvious that importers get
involved generally in interest transaction from the time when L/C is
negotiated, i.e. even before the cargo
has been actually shipped. To enable
those who would not like to be
involved in interest transaction, the
Bank offers the same facility under
the following principles:
• Letter of Credit under the Principle
of Agency
• Letter of Credit under the Principle
of Joint Venture
• Letter of Credit under the Principle
of Mark-up
(c) Letter of Guarantee
The Bank may offer Letters of
Guarantee to companies or government departments on behalf of its
clients under the strict limitation of
the Shariah Laws, and may charge a
commission.
6. Rental Venture
This is a contract for the use of rental
assets or properties (tangible or
intangible) for a specific period of
NewHORIZON

time, at a fixed rent. Rental venture
can be categorized into two: (a)
Lease Purchase
(b) Hire Purchase
7. L.P.O/Trade Finance Deal
The LPO/Trade Finance Deal is a
scheme of financing customers for
trading in commercial transactions.
It involves two contracts, viz:
• The Purchase Commitment
Contract (PCC) and
• The Sale Commitment Contract
(SCO
Under this facility, a middleman can,
at any time, seek finance from the
Bank to complete a business transaction described above. For this, he
will have to obtain PCC and SCC
forms filled in, and duly signed/
stamped by the respective parties.
On completion of the formalities
described in the said form, the middleman and the Bank will negotiate
a percentage for distributing the
profit in the ensuing deal.
Selection Criteria
All financing/investment proposals
shall be appraised to establish feasibility. Proposals must meet the following criteria;
(a) Reputation and integrity of the
client
(b) Proof of positive demand situation either by firm commitment of a
consumer or apparent supply gap
position of the product
(c) Clear and unambiguous procurement process, quality and standard
handling storage and delivery plan
(d) Impeccable procurement source
with optimism cost implication and
devoid of any encumbrances to
acquisition and disposability.
(e) Evidence of capacity to meet
financial obligation on the part of a
client in the case of Joint Venture
(f) The amount to be put in should be
within the ceiling and floor of what
the Bank may determine from time
to time.
(g) Projected cost and revenue
should make a difference that justifies the proposed transaction; and
(h) Adequate collateral and or guarantee to secure capital in the event
of loss arising from negligence or
willful act on the part of a client. •
December 1999
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Can Mudaraba and Musharaka be

Musharakah, while the other party
wants to continue the business, the
latter can purchase the share of the
former at an agreed price. In this
way the financier may get back the
amount he has invested along with
a profit, i f the business has earned
a profit.
On the other hand, the businessman can continue with his
project, either on his own or by
selling the first financier's share to
some other person who can substitute the financier.
Since financial institutions do
not normally want to remain partners of a specific project for good,
they can sell their share to other,^
partners of the project as aforesait*^
I f the sale of the share on one fime
basis is not feasible for the lack of
liquidity in the project, the share of
the financier can be divided into
smaller units and each unit can be
sold after a suitable interval.
Whenever a unit is sold, the share
of the financier in the project is
reduced to that extent, and when
all the units are sold, the financier
comes out of the project totally.

what way?

What type of services do Islamic

Questions
Answers
What

is the

rationale

behind

Profit-sharing and risk-sharing?

Nabil Ebrahim, Dubai

Is it a condition in a Murabaha

sales contract that all elements of

the sale be known to both parties?

Uthman Ibrahim , Kuwait
The rationale of the principle of no
profit-sharing without risk-sharing
(al-ghunm bi-'l-ghurm) is that
earning profit is legitimized by
engaging in an economic venture
and thereby contributing to the
economy. The traits that distinguish Islamic economy
and
finance from their conventional
counterparts reflect a different
understanding of the value of capital and labour. In lieu of a lenderborrower relationship, Islamic
finance relies on equitable risksharing between the person who
provides the capital and the entrepreneur.
This practice derives
from the central tenet of Islamic
banking based on the Qur'an: the
prohibition of riba.
Along with distributive justice,
the rationale for profit-sharing
also embraces allocative efficiency, economic stability and growth.
As regards allocative efficiency, it
is contended that debt financing
usually goes to the most creditworthy borrower and not necessarily to the most productive and
potentially profitable projects. As
for stability, the argument is
advanced that an interest-based
economy has an built-in tendency
towards inflation because the creation of money is not linked to
productive investment. By contrast, in the Islamic banking system, so Islamic economists claim,
inflation will be at its lowest,
since the monetary supply will be
proportionate to and correlated
with economic activities.

8
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It is a well established fiqh principle that in a Murabaha sale the
original purchase price and all the
expenses incurred by the purchaser
in order to take possession of the
commodity must be known by the
client (purchase pledger). It is for
this reason that fiqh scholars
define Murabaha as the sale of a
commodity, as is, plus an agreed
upon margin of profit.

used in project financing, if so in

Mahmoud Abdullah Ibn Thalib
Saudi Arabia
In the case of project financing,
the traditional method of Musharakah or Mudarabah can be easily
adopted. I f the financier wants to
finance the whole project, Mudarabah can come into operation. I f
investment comes from both sides,
the form of Musharakah can be
adopted. In this case, i f the management is the sole responsibility
of one party, while the investment
comes from both, a combination of
Musharakah and Mudarabah can
be brought into play.
Since Musharakah or Mudarabah would have been effected from
the very inception of the project,
there should be no problem with
regard to the valuation of capital.
Similarly, the distribution of profits
according to the normal accounting standards should not be difficult. However, i f the financier
wants to withdraw from the
Ramadan 1420

banks offer?

Thompson Ivanov, Ukraine
Generally, Islamic banks accept
deposits from their clients an*^^
there are at least four
'
types of accounts: current; savings; general investment; and special investment that they offer to
the public.
Current accounts
Islamic banks accept into current
accounts deposits from clients
looking for safe custody of their
funds, together with convenience
and use thereof on the principle of
al-wadiah (trust). The banks take
permission from their clients to
make use of their funds while these
funds remain with the banks. The
clients may withdraw a part or the
whole of their balances at any time
and the banks guarantee the funds
of such balances. A l l the profits
generated by the banks from the
use of such funds belong to the
banks. For their part, the banks

provide the cHents with cheque
books and the other usual services
connected with current accounts.
Savings accounts
Savings accounts are similar to current accounts except that the banks
may, absolutely at their discretion,
reward the clients from time to time
by returning a portion of the profits generated from their funds.
General investment accounts
Islamic banks accept into general
investment accounts deposits from
clients seeking investment opportunities for their funds, on the principle of mudarabah. The deposits are
held for a specified period. When
operating fully, the Islamic bank
atends to accept deposits with different maturities.
In basic Shariah terms, the
Islamic bank in the case of these
accounts is acting as entrepreneur, or
borrower, and the clients are
providers of capital, or lenders. Both
agree on how to distribute the profits, i f any, generated by the bank
from the investment of the funds. At
present, banks offer the distribution
in the ratio of between 60-80 per
cent to the clients and 20-40 per cent
to the bank. This ratio of distribution may be varied from time to
time. In the event of a loss in investment the client bears all the loss.
The client, in most cases, does not
'Participate in the management of
investment of the funds.
Special investment accounts
In addition to the general investment
facilities for accepting deposits from
its ordinary clients, the bank may
also selectively accept deposits from
its wealthy individual or corporate
clients in the form of special investment accounts. These accounts are
also operated on the principle of
mudarabah; but the modes of investment of the funds and the distribution of profits may be (and usually
are) negotiated individually.
Fund management
Many Islamic banks have created a
specific fund with its own relevant
terms and conditions. These funds
operate as trust funds, which are
considered as an item off the balance sheet. Creation of such funds
has flourished in recent years since

they improve the liability and
maturity of the banks, provide the
investors with a variety of investment opportunities and provide the
bank with substantial income to
compensate for its role as mudarib
or entrepreneur (borrower) under
Islamic law.
In addition. Islamic banks offer the
following services:
Correspondent banking services
Islamic banks offer services in the
sphere of international trade and
money transfers. They establish correspondent relationships with foreign banks to facilitate services to
be provided on their behalf
In case of direct money transfers, no special relationship is
needed beyond providing the correspondent bank with ready balances in a current account to meet
such obligations. The correspondent bank can legitimately claim
commission on these services.
Islamic banks may, however,
ask the correspondent bank to add
its confirmation to letters of credit
opened on behalf of foreign suppliers to importers in the country
where the Islamic banks operate.
Suppliers usually ask for this as an
added security for their payments.
Either Islamic banks must keep
huge surpluses in their account
with the correspondent bank to
meet such obligations or they must
ask the correspondent bank to
cover their obligations to the third
party (the suppliers) while they
seek to replenish their accounts
with the correspondent bank. This
amounts to taking (short-term)
loans from the correspondent bank
for which Islamic banks cannot
agree to pay any interest.
How do Islamic banks solve this
problem? In some cases foreign
banks agree to deal with Islamic
banks on the basis of a mutual
agreement, initiated and confirmed
by a simple exchange of letters, to
provide the latter with confirmation facilities up to an agreed ceiling without charging interest,
should the accounts go into the
red. In return for this consideration. Islamic banks undertake to
NewHORIZON

keep a reasonable amount of cash
in their current account with the
confirming banks and they try to
cover any debit as soon as possible.
Others
Islamic banks provide other normal
banking services under various
rules of the Shariah. For example:
remittance and transfers; sale and
purchase of foreign currency; sale
of travellers' cheques; trustee and
nominee company services; and
safe-custody services.
Kindly confirm whether leasing is
allowed under the Shariah.

Rhubarb Hussain, London
Leasing certainly is or can function
as a financing technique. A n individual short of funds may approach
another with a surplus (the financier) to fund the purchase of a productive asset. The financier may do
so by buying and renting it out to
the one who needs the asset. This
certainly is a financing technique
in that the investor's financial difficulties (with respect to purchasing the required asset) are overcome. He pays only the rent and
does not have to incur the capital
investment involved in the purchase of the asset.
To be acceptable in an Islamic
framework, the leasing contract
must meet certain conditions. The
principal ones are the following:
• the service that the asset is supposed to provide and for which it is
being rented should be definitely
and clearly known to both parties;
• the asset remains in the ownership of the lessor who is responsible for its maintenance so that it
continues to give the service for
which it was rented;
• the leasing contract is terminated
as soon as the asset ceases to give
the service for which it was rented.
If the asset becomes damaged during the period of the contract, the
contract will remain valid;
• the price of an asset that may be
sold to the lessee at the expiry of
the contract cannot be predetermined. It can be determined only
at the time of the expiry of the
contract.
•
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Technology to support Islamic banks
in facing global competition in the
new Millennium
SOHA

The Growth of Islamic Banking
and Finance
Islamic banking has witnessed a
noticeable growth over the last
decade, with an increasing demand
for Islamic banking services, an
improved legislative and administrative framework, the introduction
of new Shariah compliant investment vehicles, and a wider international acceptance and awareness of
this specialised and highly ethical
banking activity.
Despite this growth, the supply
of Islamic banking facilities is still
below the demand in terms of services and International presence.
Evidence of the viability of Islamic
banking is that commercial banks
are not only opening Islamic banking windows but are also establishing specialised branches offering
Shariah compliant financial services. Many countries with a
minority or even a majority of
Muslim communities are still lacking Islamic banks and financial
institutions, despite the rising
demand for Halal sources and uses
of funds.
The Global Challenges Facing
Banks and Financial
Institutions
Globalization, financial deregulation and the rapid growth and
development in the telecommunication industry are creating a highly
competitive and challenging environment for banks and financial
institutions worldwide. Moreover,
the impact of financial crises, market crashes, and the introduction of
new monetary units and systems
are threatening the stability and the
survival of financial markets and
institutions who fail to adapt to this
volatile and changing global environment. Merger and acquisition is
10
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Globalization, financial
deregulation and the rapid
growth and development in
the telecommunication industry are creating a highly
competitive and challenging
environment for banks and
financial institutions worldwide. Moreover, the impact
offinancial crises, market
crashes, and the introduction
of new monetary units and
systems are threatening the
stability and the survival of
financial markets and institutions who fail to adapt to this
volatile and changing global
environment

a widespread phenomenon, driving
small financial units to integrate
with large ones in order to face the
global competition.
Is Islamic Banking and Finance
Away From the Global
Competition?
Islamic banks and financial institutions are not isolated from global
competition and the rapidly changing business environment. However,
the nature of this banking activity
and the requirements for its proper
management create market segmentation and put Islamic banks and
financial institutions in a privileged
position compared to commercial
banks with identical or even greater
strength. But should Islamic banks
Ramadan
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and financial institutions rely on this
privilege? Surely not. A large number of Muslim investors are now
looking for highly rated financial
institutions offering a wide range of
services with low risk and efficient
performance.
Islamic banks and financial i n s t i ^ ^
tutions should not rely on their pri\
ilege of offering unique services to a
large Muslim community. The supply of Islamic banking services is
still below the demand and the rating of Islamic banks and financial
institutions is still far from competing with large and well-established
international financial institutions,
taking into consideration the difficulty in adopting standardised measures to rate Islamic banks and
financial institutions.
The Evolution of Information
Technology in Banking and
Finance
Years ago, the developments and
change in the Information Technc'"*^
logy (IT) industry were responding to
market change and needs. Today,
however, technology is imposing
changes on the microstructure of
local and global business and financial markets. The low cost of
telecommunication services, the
Internet, the evolving business intelligence and enterprise resourceplanning technologies, are opening
the way for institutions to make a
profit and remain competitive in a
global marketplace. Failing to cope
with the technology changes and
development forces many firms
leave the global market.
The following paragraphs introduce the tools available to the business and financial community to
improve their internal operations
and strengthen their communication
with the external world.

Business Intelligence Tools
These tools are used to transform
data and information into knowledge. The term 'knowledge' may be
confusing to us. What is the difference between information and
knowledge? Information is raw data
stored in our databases and in
hyperlinked text format over the
Internet, while knowledge is our
understanding and analysis of this
information. Knowledge allows us to
take better decisions and improve
business performance.
Business
intelligence
tools
encompasses OLAP (Online Analytical Processing Tools), Decision
Support tools, query and reporting
K)ls, and data-mining
tools.
Turning information into knowledge
is becoming the key criterion to
remaining competitive in the global
information age, where geographical
distances are no longer posing any
barrier to human communication
and where huge amounts of information are easily accessible by anybody from any place in this world.
Knowledge is an asset like cash, real
estate and securities. It helps us to
build a new type of capital called
"intellectual capital", which reflects
the potential of a firm to grow and
remain competitive.
Knowledge management tools
""^lowledge should not stay locked in
one central place in an institution. It
should be distributed in different
forms to those who need it.
Knowledge management tools, are a
range of tools that help us to capture
information, transforming it into
knowledge and distributing it
throughout the enterprise. The
Internet is increasingly used at the
front end to access and share this
knowledge.
Document management tools
This range of tools helps us to store,
retrieve, and manage the flow of
documents throughout the enterprise. It can also help us to undertake
collaborative work. Document management tools are very important to
enable banks and financial institutions to process large amounts of
documents such as faxes, credit

... the developments
and change in the
Information Technology (IT) industry
were responding to
market change and
needs. Today, however, technology is
imposing changes on
the microstructure of
local and global
business and financial markets. The low
cost of telecommunication services, the
Internet, the evolving
business intelligence
and enterprise
resource-planning
technologies, are
opening the way for
institutions to make
a profit and remain
competitive in a
global marketplace
applications, cheques, financial
statements, etc. Documents are not
stored in one place and are not
processed by only one person, but
are passed from one person to
another throughout an enterprise for
approval, amendment or rejection.
Automating this workflow is important in consolidating financial
reporting and reducing the accounting errors. Collaborative work on
projects such as syndicated financing, co-financing and financial
research requires the storage of documents and the management of their
workflow. This task is facilitated
using specialised document management tools.
NewHORIZON

Online banking and trading
How can a bank go online?
A bank can go online by first
establishing a presence in the
Internet, that is, building its own
web site. This web site can just contain information about the bank (its
branches, services, addresses, management, annual reports, research
pubhcations, etc.). Or it can additionally offer online banking services (such as inquiry about customer balances and
financial
position; receiving payment orders;
filling applications for credit, loans,
or other type of financial services,
providing consultancy services, etc.).
Designing and maintaining an
up-to-date web site is very important for a bank to track the development and progress of its newly
introduced services. Many tools are
available to easily design and maintain a web site. Their features range
from simple HTML publishing to
including multimedia, applets, and
XML parsing. Promoting a web site
is also very important and a range of
software tools is available to submit
the address of a given web site to
many search engines.
Online facilities are of great benefit to Islamic banks and financial
institutions. It creates for them a virtual presence internationally and
makes their services accessible to the
minority Muslim communities in
Western countries, thus bypassing
the limitation of geographical distance and the lack of legislative
framework for undertaking Islamic
banking activity in certain countries.
Moreover, the online presence of
Islamic banks and financial institutions can help in establishing a closer customer relationship, creating
low-cost delivery channels, and may
save the bank the large expenses
incurred in opening intemational
branches with littie profitability to
justify their existence.
The web site can also be a medium for testing the viability of
Islamic banking and financial services in a given country. It can
establish a real presence for an
Islamic bank in a country i f the
amount of online activity proves to
be high in that country.
» »»
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«« Online Islamic banking can open
new business channels such as trading in halal financial instruments
and creating an over-the-counter
Islamic stock market. The rise of
electronic commerce and electronic
trading are forcing banks and financial institutions to re-engineer their
processes to meet the requirements
of technology-driven investors looking for efficient and low-cost transactions and services. Unfortunately,
countries with weak communication
infrastructure cannot benefit from
online Islamic banking services.

Customer relationship management is referred to as the ability to
capture customers and to satisfy all
needs and requirements with minimum cost and high efficiency. This
relies on many tools and technologies that can capture all the relevant
information about customers and
their needs via multiple channels
(e.g. telephone, fax, Internet), store
this information in databases and
analyse it using data-mining and
business intelligence tools. These
tools can help to find profitable customers and turn the normal call centre into an intelligent one.

Customer Relationship
Management tools
Deregulation and the reduction of
barriers for entry into the financial
industry has resulted in the establishment of new institutions offering
retail-banking services with competitive prices and quality. Realising the
need for new means to remain competitive in a global market, top managers in banks and financial institutions started shifting their interest
from cutting operational costs to
improving customer services and
customer-relationship management.

advent of the year 2000 problem and
the introduction of Euro currency is
forcing all business and financial
institutions to upgrade the tools and
technologies used in their back
offices and to re-engineer their
internal processes. The shift toward a
client-server architecture is rising
and the role of Enterprise Resource
Planning software tools is no longer
limited to handling the internal
operations in a centralised location
in the firm. The features of ERP software packages have been extended
to manage the networked operations
of multinational firms and to integrate with e-commerce and frontend applications.

Enterprise Resource Planning
tools
Enterprise Resource Planning is an
umbrella term for all the tools and
technologies used to handle the
internal operations of a firm and
automate its business processes
(controlling payroll, inventory, purchases, finance, personnel operations, etc.). The term "back office"
refers to the IT centre where all
Enterprise Resource Planning applications are handled. ERP software
used to run on mainframe, but the

New
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Data Warehousing tools
The data warehouse is the store of all
data pertaining to a single firm. The
role of the data warehouse is to integrate the multiple databases available in a firm, to assess the quality
of their content, and to make them a
reliable source for intelligent analysis. A well-managed data warehouse
can support the decision making
process and improve customer relationship management.
•

SUBSCRIPTION

Stan^dard Annual Subscription: UK £45; Rest of the world £55

a

Please enter a subscription to NewHORlZON for me for

Print clearly in all C A P I T A L letters

l Year (12 issues) at Standard Annual Subscription

For information on

Corporate Discounts

2 Years (24 issues) and save upto 1 C/o off the newsstand

please contact the
Subscription department

Tel

Name

+44 (0)171 245 0404

Position

Fax

Company

+44 (0)171 245 9769
Email

Address

icis@iibi.demon.co.uk
URL

City

http ://www.islamicbanking.cora
Please make cheque payable to

Post Code

Country

Telephone

Fax

This is my

Office address

Q

Invoice me/my company
Visa

Q

Card No.

Q

Mastercard
I

I

I

I

|^
I

I

Home address
Charge my credit card
American Express

i

•
•
•

Institute of Islamic Banking
and Insurance

Expiry Date

Cardholder's Name

Signature

If you would prefer not to receive promotional mailings from other companies please tick box

12

NewHORIZON

December 1999

16 Grosvenor Crescent
London SWIX 7EP, UK

Ramadan

1420

Q

9pr

D L E E A S T 2000

Alternative investments - the key
to high performance investing i n
the M i d d l e East...

Dubai. The event of the year
8 & 9 February 2000
Le Meridien Jumeria Beach Hotel, Dubai, United Arab Emirates
For further information or a full conference programme, please fill in your details and fax this form back to
us on +44 (0) 20 7 242 2320 or telephone +44 (0) 20 7 242 2324, or Email: Tom Murray at tomm@aic-uk.com
Q

Please register me for Altinvest Dubai 2000

Q

Please rush me full details on Altinvest Dubai 2000

[ J Please send me more information on sponsorship opportunities
Name
Job Title
Company
Address
Postcode
Tel

Fax

E Mail

w w w . a l t i n v e s t . o r g

THE INTERNATIONAL E^VESTOR
Financial Trends

1998 Financial & Business Analysis
"Another successful year with 20% profit increase achieved in difficult and
increasingly competitive markets"
Ownership and Legal Status
The Intemational Investor Company ('IIC') is a Kuwaiti Closed Shareholding Company,
engaged in investment and related financial services permissible under the Shari'a. Share
capital consists of 170 million authorised, issued and fully paid up shares of 100 fils each,
l i e has its main office in Kuwait, with The Intemational Investor Advisory Group Limited
being based in London.

Exchange Rate as at 31 December 1998
1 US Dollar = .30156 KD

Key Financial Information (kd million)

Funds under
Management
Total Assets
Net Front

Tlie Year in Brief
1998 was a successfiil year, with net profits growing by 20% to K D 4.81 million (I997:KD
4.01 million), fiduciary and advisory assets growing by 3.9% to K D 797 million (US$2,643
billion) (1997: KD 767 milHon, US$2,516 billion). Retum on capital grew to 28.30% (1997:
23.6%). Assets on balance sheet increased by 7.4% to K D 27.8 million (1997: K D 25.9
million). Total income increased by 4% to K D 9.50 million (1997: K D 9.14 million) with the
three main components being management fees (up 53% to K D 3.56 million); placement fees
(down 37% to K D 3.46 million) and gains on sales (up 243% to K D 1.94 million). Viewed
separately, fee income was down by K D 0.792 million or 10% to KD7.022 million (1997:
KD 7.815 million). Administrative and general expenses were 9.3% higher at K D 4.1 million
(1997: K D 3.7 million), while expense to income ratio was higher at 49.3% (1997: 43.9%).
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Change

797
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+4%

27.80

25.90

+7%
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+20%
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Funds Under Management

Business Highlights
£
O
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Activities during the year comprised four main areas:
I.

•
Stmctured finance, which embraces corporate finance, project finance,
venture capital, IPOs, mergers and acquisitions. There was increased demand
throughout the region for investment banking and project finance, and the Company
drew on its core strengths in stmcturing, placement and market knowledge to
develop and expand this area of the business. Key assignments in Kuwait included
the raising of equity and leasing facilities to finance the expansion of A l Mowasat
Hospital and a mandate to arrange equity and debt for a new Spent Catalyst venture.
Outside Kuwait, the Company provided a range of Islamic merchant banking
services for clients in the UAE, Lebanon, U K and USA.
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II.

III.

rV.
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•
Advisory services that are long-term relationships where Islamic advisory
services are provided to asset managers around the world. Significant progress was
made during the year in the development of advisory services provided by the
Company for asset managers wishing to enter the Islamic market. Attention was
focused on responding to the increasing difficulty faced by conventional local and
intemational industry players of entering the Islamic market, largely due to the rapid
growth, dynamic and fast-moving nature of this niche market. The Company was
designated by Japan Energy as regional investment advisor for selected projects in
Egypt and Jordan.
•
Franchising, where retailers are helped to build an Islamic retail banking
capability using the TII brand name. Initial franchising activities in Islamic retail
banking with the Gulf Bank in Kuwait, and in Islamic Private Banking with Pictet
& Cie in Switzerland both had an encouraging start. The Company is in progress of
opening TII operations in Qatar and the UAE with local partners. A joint venture
agreement was signed with the Bank of Bahrain and Kuwait to provide Islamic
services in Bahrain
•
Wholesaling, providing a range of Islamic investment products funds and
unit tmsts for distribution through others. Discussions in relation to wholesaling
were initiated with leading financial institutions for the global distribution of Til's
products
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Islamic Bank of Y e m e n
For Finance & Investment
Financial & Business Analysis
Six Months to 30 June 1998

Financial Trends

"Return to profitability with reasonable growth in both assets and customer
deposits"
Ownership and Legal Status
Islamic Bank of Yemen for Finance & Investment is a Finance Shareholding Company,
established in 1996 and incorporated in Yemen, fully operating in compliance with Islamic
principles, with licensed capital of Y.R. I billion and paid-up capital of Y.R. 500 million.
Shareholders with greater than 5% of total shares outstanding include AI-Haj Abdulkarim
AI-Aswadi & Sons (41%); Islamic Development Bank, Jeddah (10%); A l i Sa'ad Murshid
& Sons (7.65%); Dallah Al-Barakah Co. Jeddah (5%). The Company has two offices (in
Sanaa and Hodeidah).
The Period in Brief
Total assets at 30 June 1998 were Y.R. 3.461 billion (US$23.3 million) up by 14.7% from
the previous period (31 Dec 1997: Y.R. 3.017 billion). Customer Deposits totalled
YR2.77I billion, up by 15.7% from the previous period (31 Dec 1997: Y.R. 2.394 billion).
Net Profit was sharply higher at Y.R. 63.6 million (31 Dec 1997: a loss of 15.1 million
Y.R.). Total income for the period was up 79% to Y.R. 135.4 million (31 Dec 1997: Y.R.
75.5 million). General and Administrative expense was materially lower by 22% at Y.R.
71.0 million (31 Dec 1997: Y.R. 90.6 million). Expense: Revenue ratio was 52.4%o.
Business Highlights
The Scope of the Company is "to satisfy the needs of the society (individuals, companies
and corporations), the Bank offers a complete package of bank services completely in
compliance with Islamic Shari'a.". This package includes:
I.
A l l Islamic bankmg and investment services
Pursuit and revival o f social and cooperative ways based on the bilateral
II.
benefits
III.
•
Attraction of funds and deposits for participation in the right investments
IV.
•
Ensuring the finance necessary for the requirements of the different
economic and social sectors
During the period, the Company undertook the following Banking activities:
A.
Current accounts opened in both Yemeni Riyals and foreign
currencies, with funds available for immediate withdrawal by cash or
cheque
B.
Savings accounts, with a minimum deposit balance of YR 5000,
where profit is shared at year end 50:50 between the Bank and the
account holder
Time deposits for periods of 6 or 12 months, subject to
C.
minimum balances of Y.R. 100,000, with profit calculated at the end of
the financial year.
D.
Investment accounts; letters of credit; letters of guarantee; local
and global money transfers and foreign exchange
Trade and Investment services offered included:
E.
Local and global Murabaha trade finance (cost-added financing)
F.
Musharaka (joint-venture partnership between the bank and one
or more parties with a pre-agreed capital ratio. Contracts included:
•
Fixed Musharaka (valid for the life of the project)
I.
•
Decrement Musharaka (with part of the client's profit
2.
used to reduce the Bank's share of the capital of the project to
eventually pass ownership of the project to the client
•
Direct Investment; investing in trade, agricultural,
3.
industrial and real estate projects; instituting or participating in
the institution of companies
NewHORIZON

Exchange Rate as at 30 June 1998
1 US Dollar = 148.50 Y.R.

Key Financial Information
Yemeni Rial millions
6Mts.
To

6Mts.
To

30/6/98

31/12/97

3461

3017

14.7%

135

76

79.3%

63

(15)

Total
Assets
Total
Income
Net Profit
(Loss)

Ctiange

Balance Sheet
(Y.R. millions)
30/6/98

ASSETS

31/12/97

Cash

443

431

Balances with Banks

310

370

Balance with Central
Bank

285

218

Current Accounts

375

317

Statutory Reserve

994

597

Murabahat

514

640

Deposits with Foreign
Banks

370

272

Other Debit Balances

134

130

Net Fixed Assets

333

377

3461

3017

2771

2393

170

163

0

7

500

500

TOTAL
LIABILITIES
Customer Deposits
Other Credit Balances
Due to Banks
SHAREHOLDERS'
EQUITY
Paid-up Capital

14

12

Retained Earnings
(Defecit)

-60

-45

Profits and Losses

63

-15

TOTAL

3461

3017

Letters of Credit

Reserves & Provisions

2295

1269

Guarantees

276

252

Acceptances

268

140

Customer Deposits (y.r. millions)
31/12/97
30/6/98
Current
Y.R
Foreign

354

228

809

901

127

108

66

107

633

468

261

244

Savings
Y.R
Foreign
Time
Y.R
Foreign
Collateral
Y.R.

20

14

Foreign

498

322

December 1999
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BAHRAIN
Top Conference to
Review Key Role of
Islamic Banks
Manama: Islamic banking and
finance experts are set to meet
in Bahrain for a prestigious
international conference in early
December.
The World Islamic Banking
Conference will feature top
speakers from Bahrain
and
around the world and is expected
to attract 300 participants.
The event will be held at the
Gulf Hotels Gulf International
Convention Centre, under the
patronage of the Bahrain Monetary Agency (BMA), from December 4 to 6. It is organised by
Middle East Global Advisers
(Mega). The conference, which is
slated to be the largest and most
prestigious gathering of Islamic
banking and finance experts, is
expected to attract delegates from
over 30 countries. Speakers will
include Finance and National
Economy Minister Abdulia Saif
BMA Governor Shaikh Abdulia
bin Khalifa Al Khalifa, UAE
Finance and Industry Minister Dr
Mohammed
Khalfan
bin
Kharbash and Bruneis Finance
Deputy Minister Haji Selamat bin
Haji Munap.
According to Mr Saif, Bahrain
places great importance on the
development of Islamic banking
and finance. Islamic financial
institutions have very substantial
opportunities to meet their customers preference that financial
matters should be conducted
under Shariah law.

IVIOMITOR
host the annual World Islamic
Banking Conference.
The conference would provide
a vital industry barometer, said
Shaikh Abdulia, indicating the
future direction and aspirations
of the industry.
Among the topics to be discussed at the conference, held
under the theme Islamic Banking
and Finance, Charting a Course
for the 21 st Century, are strategic
directions for the new millennium,
exploring the synergies
between
conventional
and
Islamic banks and developing
Islamic capital markets.
The event will also feature a
special
Rare
Islamic
Coin
Exhibition and a specialist Islamic Banking Showcase Exhibition featuring the global Islamic financial institutions.
Gulf Daily News

Islamic Banking
Laws to be Probed
at Pioneering
Seminar
Islamic banking regulation will
be the focus of a pioneering conference to be staged in Bahrain
next year. The Regulation of
Islamic Banking Conference is
being organised by the Bahrainbased Accounting and Auditing
Organisation for Islamic Financial Institutions (AAOIFI) in conjunction with the Jeddah-based
Islamic Development Bank (IDB)
and the International Monetary
Fund.

It is appropriate that Bahrain,
as the Gulf regions major international financial centre, should

It will be held under the
patronage
of
the
Bahrain
Monetary Agency (BMA) in
February next year. The event,
under the theme. The formulation
of a Cohesive Regulatory Strategy
for the new millennium, will
bring together the worlds most
powerful and influential decision-makers from leading global
Islamic banks and financial institutions, key multilateral author!-
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ties and international central bankbodies. A high-profile and prestigious
line-up of speakers will include
Finance and National Economy
Minister Abdulia Saif, Central Bank of
Egypt governor
Ismail Hassan,
Central Bank of Kuwait governor
Shaikh Salim A l Sabah and Central
Bank of Sudan governor Dr Sabir
Mohammed Hassan. The conference
has a very clear vision and mission to
fulfil as it takes its strategic place at
the beginning of the new millennium,
said Finance and National Economy
Under-Secretary and AAOIFI Board of
Trustees Chairman Shaikh Ebrahiiii
bin Khalifa Al Khalifa.
^
Through the gathering of the
global Islamic banking and finance
industry's most powerful and influential decision-makers, such a uniform
and harmonising regulatory strategy
for the next century can be both formulated and implemented, he said.
The speaker faculty of the conference also includes IDB president Dr
Ahmed Mohammed A l i and IMF
deputy
director,
monetary
and
exchange affairs, V. Sundararajan.
According to AAOIFI secretarygeneral Dr Rifaat Abdel Karim, " A t
this pivotal stage of their development. Islamic financial institutions
are looking forward to being perceived as an industry in the process
becoming mature". The implementa--'
tion of a cohesive, harmonising regulatory strategy is important, indeed
imperative, for the Islamic banking
industry in order to support its future
growth and enhance its credibility
and competitiveness in a global marketplace, he said.
Gulf Daily News

Bahrain and Malaysia
join hands to create
international Islamic
money market
The move, a significant shot-in-thearm for the growing Islamic banking
industry, is aimed at finding a solution for the excess liquidity in Islamic

financial markets and shortage of
Islamic financial instruments.
The initiative was in line with
efforts to promote Bahrain as the
premier Islamic banking centre in
the world, said Bahrain Monetary
Agency (BMA) banking operations
executive director Khalid Abdulia
Al Bassam. He said the BMA had
signed a memorandum of understanding (MOU) with Labuan, the
off-shore
financial centre in
Malaysia, and the Jeddah-based
Islamic Development Bank (IDB).
Under the MOU, all three parties
will work together on creating an
International
Islamic
Money
J^larket (IIMM). The MOU has been
gned by Mr A l Bassam, Central
Bank of Malaysia Governor A l i
Abdulhassan Sulaiman and IDB
president Dr Ahmed Mohammed
Ali. "We, at the BMA, are trying to
promote Bahrain as an Islamic
banking centre, particularly in creating investment alternatives for
the excess liquidity available with
Islamic banks and financial institutions and to find a solution to the
lender of last resort facility," said
Mr A l Bassam.
Bahrain and its two partners
w i l l work to develop various
aspects of an international Islamic
money market, including the
issuance of Islamic government
•^^d non-government bonds tradd O l e in stock exchanges and to
enhance the secondary market for
the trading of those bonds and
securities, which will be traded by
Islamic banks and financial institutions.
In addition, the initial work will
also address the formation of a liquidity management house (LMH) in
which Islamic banks and financial
institutions can participate.
"This would create the required
utilisation of excess and shortages
of liquidity funds when needed and
enable the funds to play the major
role to be the lender of last resort
for Islamic banks globally," said Mr
Al Bassam. It is hoped the lIMM
will provide the liquidity that
Islamic banks need, to further their
growth and development. Islamic
financial markets lack liquidity as

they need to deal in Islamic principles. The money market should
also spur the much-needed growth
in Islamic financial instruments.
"The creation of an Islamic
money market will be a major step
forward for the Islamic banking
industry," said Mr A l Bassam. "No
doubt, the creation of such a market would also add further importance to the role Bahrain is playing
in the area of Islamic banking,
locally and internationally." He
continued. Bahrain has the largest
concentration of Islamic banks and
financial institufions in the world.
There are 16 Islamic banks and
financial institutions in Bahrain.
These comprise two full commercial banks, two offshore banking
units and 12 investment banks. In
addition, several conventional
banks have Islamic 'windows' as
part of their banking activities.
This is the first time that
Bahrain and Malaysia, which also
hosts several Islamic banks and
financial institutions, are joining
hands to assist the growth and
development of the Islamic banking industry.

vate bank's chief executive Richard
Amos told a news conference in
Dubai. Bank officials said the fund
had existed for a few years, but
they had pinpointed it as among
the best and were now offering it
under the Barclays name.
The fund would be consistent
with Islamic laws on investment,
they said. Companies targeted for
investment were screened for
adherence to Islamic principles and
did not deal with banned goods or
activities, such as alcohol, pork
and gambling.
The fund, set up in September
1996, w i l l retain management
company
Wellington
Global
Administrator and fund manager
WeUington Management Company.
It has a minimum investment level
of $5 million. "We are sponsoring
the fund here because we felt it
was needed in this market," Amos
said. Several major Western banks
have been increasing their involvement in the Islamic banking market, which is seen as a growth area.
Reuters News Service

Egyptian Gazette

LEBANON
DUBAI
Barclays announce
introducing a $30m
Islamic mutual fund
into its product range
Barclays Private Bank Ltd, a wholly owned subsidiary of Britain's
Barclays Bank Pic, has announced
that it was introducing a $30 million Islamic mutual fund into its
product range in response to client
demand.
"We are now able to offer an
Islamic fund called - the Barclays
Islamic Portfolio - a diversified,
global, equity portfolio," the pri-

CL and ABC Sign
Murabaha Contract
Credit Libanais has signed a
Murabaha contract - an Islamic
banking concept - with the Arab
Banking Corporafion for $5 million. A first for the Lebanese bank,
the contract will give CL the means
to offer lines of credit on a profitsharing basis rather than on interest. Credit will be made available
to businesses within the next 15
days. The size of the loan will
depend on the credibility of the
customer and guarantees provided,
said CL's Sami Nseiri. Loan application
procedures
will
be
announced at a later date.
The Daily Star, Beirut, Lebanon.
NewHORIZON November 1999 Sha'ban 1420
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MALAYSIA
Globalising Islamic
Banking
THE Islamic Development Bank
(IDB) should be given full support
in its effort to establish an Islamic
International Money Market in all
of its 53 member countries. Aimed
at overcoming the liquidity problems of the Islamic banking system, the new vehicle will allow
financial centres in Islamic nations
to tap directly into global opportunities in Islamic financing. The lack
of liquidity in the Islamic banking
system is quite serious. Despite all
the wealth of the Islamic world,
derived mostly from their huge
natural resources such as oil and
minerals, most of it is deposited
with the more established banking
networks in the West.
This has been a perennial problem. Few countries in the Islamic
world have taken serious efforts to
introduce financial services based
on Islamic principles.
The lack of expertise is a major
issue, but the absence of the correct
moral atfitude is an even more pertinent factor. Perhaps because it is
more convenient, banking and
financial institutions are often
"imported" lock, stock and barrel
to service domestic needs and
requirements. Governments and
wealthy organisations as well as
individuals have also tended to
"export" their assets directly into
the vaults of banks in foreign land.
As a result. Islamic banks are
denied access to much of this
wealth. On the other hand, the
Islamic financial system has not
been able to attract too many
accounts from abroad,
especially
from
the
nonMuslims. As a result. Islamic banking and other money instruments
have made littie headway.
The potential for growth, how18
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ever, is vast. The launch of the Dow
Jones Islamic market index in
February this year, for example,
shows that interest in Islamic
financial and monetary schemes
has taken on a global dimension.
But unless the relevant authorities
and players in the Muslim world
take immediate measures to promote their markets and services
and act to cater to this growing
interest, they would be brushed
aside by the majority of investors.
This will be especially true when
the global financial system operates in a more liberalised environment come the year 2003.
The
Islamic
International
Money Market can be an impetus
to generate greater activities, and
more confidence, in the Islamic
financial and banking systems.
As it will offer a wide range of
money market instruments such as
mutual funds, bonds, derivatives,
insurance-linked products as well
as intellectual properties,
the
bourse will provide vast and varied
opportunities to players.
This
initiative,
however,
requires more than just monetary
commitments. While the participating monetary agencies from IDB
member countries will provide the
necessary standby credit lines to
facilitate liquidity in the market,
the governments must also consciously pursue a policy to promote
Islamic monetary instruments and
services in their countries.
For Labuan Offshore Financial
Services Authority (Lofsa), which
signed a memorandum of understanding with IDB to help establish
an Islamic money market on the
island, this is in line with
Malaysia's aspiration to make
Islamic financial instruments its
forte to attract investors. As an
International Offshore Financial
Centre, Labuan needs a niche to
compete with others.
Furthermore, from the country's
own experience. Islamic banking
offers enormous prospects and
integrates well with conventional
banking.
In a short period. Islamic banking assets in Malaysia reached
Sha'ban 1420

RM20 billion last year, with 52
banking institutions participating
in schemes which comply with the
Syariah principles. Even then.
Bank Negara feels that Islamic
banking in Malaysia needs to move
faster and grow bigger to withstand the challenges of globalisation and liberalisation. The Islamic
International Money Market will
certainly provide this push for
Malaysia but for it to create waves
internationally, the member countries of IDB will need to be equally
committed.
Business Times (Malaysia)

BIMB Holdings Bha
to Introduce New
Islamic Financing
Product
BIMB Holdings Bhd has submitted
a proposal to Bank
Negara
Malaysia to introduce another new
range of Islamic financing product
with floating rates, to be offered
via its banking division. Bank
Islam Malaysia Bhd (BIMB).
The banking group managing
director, Datuk Ahmad Tajudin
Abdul Rahman said that he was
confident in getting the centi^^^
bank's approval in the current
financial year ending June 30,
2000. The approval would allow
BIMB to compete effectively with
the conventional banks.
Ahmad Tajudin said that the
range of floating rate financing
product would enable BIMB to
review rates charged to borrowers
from time to time, while maintainNewHORIZON welcomes
comments, information and news
from Financial institutions
offering Islamic financial services.
Please contact the Editor at
16 Grosvenor Crescent
London SWiX 7EP, UK
Tel+44 171 245 0404 ext 21
Fax+44 171 245 9769
icis@iibi.demon.co.uk

ing its competitiveness, vis-a-vis
conventional rates. He said that the
new product was a combination of
deferred
payment
sales ( A l Bithamin Ajil) and leasing.
Al-Bithamin Ajil is an Islamic
financing concept where the bank
buys a product a customer wishes
to purchase at cost price, such as a
property or motor vehicle and sells
it to the customer with a certain
profit margin added.
Under Islamic financing, total
sales price financed by the bank
would be paid back by the customer over a number of years at a
fixed rate.
But with the adoption of fluctu^ ^ ^ n g rates concept under conventional leasing facility into the proposed financing product, the rates
could be reviewed over some years
based on market demand, Ahmad
Tajudin said.
When asked on the bank's marketing strategy to promote its
Islamic-based financing products,
he said that BIMB will make allocations for advertising on top of its
aggressive
direct
marketing
approach.
Apart from this, BIMB's RMIOO
million Management Information
System (MIS) upgrade which was
expected to be completed by the
first quarter of next year will equip
^'*e bank with the world's first
lotal Islamic Banking Solution
(TIBS), he said.
The TIBS project is an effort to
computerise the bank's operations
with the installation of new computer applications, which enables
the bank to introduce new facilities
such as on-line banking, phone
banking and internet banking. Todate, BIMB has implemented the
first phase of the TIBS project,
which commenced in September
1997. An integrated on-line service
at all of its 80 branches nationwide
had already been introduced.
The TIBS focussed on critical
areas of BIMB's banking operations, such as deposits, treasury
and human resource. It is now in
the final phase where the upgrading project would focus on the
development of systems for elec-

tronic banking and executive
information
system.
Ahmad
Tajudin said that after some years
of implementation and fine tuning,
BIMB planned to export TIBS to
Islamic bankers abroad, apart from
making it available locally.

age the indigenes to be fully integrated into the shari'ah norm,
commercial banks are being encouraged to commence interest-free
banking services to individuals.
The Guardian Newspaper

Lagos,

The Malaysian National News
Agency.

SAUDI ARABIA
NIGERIA
IDB Grants Loan to
Zamfara State
There are indications that the
Zamfara State government has
been granted a loan of $500m by
the Islamic Development Bank
(IDB) for development projects. It
was gathered that the bank would
also assist the state in the promotion of foreign trade, especially in
capital goods.
The loan, according to a source
close to the Nigerian Supreme
Council for Islamic Affairs (NSCIA),
is a response to the "bold and
encouraging" move of the state
governor, Alhaji Ahmed Sani in
adopting the Islamic legal system
in conducting the affairs of the
state.
By any standard, the source
said the adoption of the shari'ah
law in Zamfara has made it purely
an Islamic state which must be run
according to the tenets of the
Islamic religion. Although IDB, the
source also disclosed, has been
involved in funding of projects in
many states of the Muslim-dominated northern part of the country
especially in the area of the funding of primary and Quranic school,
Zamfara State is the first to enjoy a
direct loan from the IDB.
The loan, according to the
tenets of Islamic banking is interest-free and only repayable on the
terms agreed to by the state government. Also in order to encour-

Move to Develop
Islamic Finance
Market
Moves are underway to develop an
international Islamic finance market to provide better opportunities
and alternatives to investing
excess liquidity at Islamic financial
institutions and
banks.
Bahrain and Malaysia have joined
hand with Jeddah-based Islamic
Development Bank to develop
Islamic finance market.
Bahrain Monetary Agency
signed a memorandum of understanding (MOU) with the Offshore
United
Centers
in
Labuan,
Malaysia and IDB. The move is to
provide more opportunities and
alternatives for investing excess
liquidity at Islamic financial institutions and banks. It is also aimed
at affirming the intention of the
three parties to work together for
developing
an
international
Islamic financial market. The MOU
was signed by BMA acting executive director for banking operations Khalid Abdullah A l Bassam,
Malaysian Central Bank governor
Ali Abdul Hassan Suleiman and
chief
executive
of
Islamic
Development
Bank
Ahmed
Mohammed A l i .
The initial concept is to focus
on the fact that the authorities
should adopt necessary procedures
for the development of an Islamic
financial market, where government and non governmental
Islamic tradeable bonds could be
NewHORIZON November 1999
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issued in addition to developing
secondary market for trading these
bonds among Islamic banking
Institutions. It also stresses the
establishment of a liquidity fund in
which Islamic financial institutions
would take part to ensure the
availability of liquidity when
required, and enable the fund to
assume a major role as a last resort
for Islamic financial banks and
institutions. The setting up of this
market will be a significant step
towards bolstering the Islamic
banking activity in Bahrain and
elsewhere.
Gulf News

ABU DHABI
Islamic Index Series
of FTSE Launched
The International Investor (TII), a
global Islamic investment bank
and the FTSE International, jointly
owned by the London Stock
Exchange and the Financial Times,
entered into an agreement to
launch the FTSE Global Islamic
Index Series (GIIS).
The agreement, signed in Abu
Dhabi, by Ahmed Faisal A l Refaie
of TII, and Carl Beckley of FTSE,
coincided with the sixth annual
Islamic Banking and Finance Forum.
Mr Refaie has indicated that the
total number of the indices will be
five to include the Islamic indices
of the Global, Americas, Europe,
Pacific Basin and South Africa.
"The GIIS is the result of
analysing and screening 2,400
companies included in the FTEtSP
Actuaries World Index, and the TII
selected some 110 companies
whose business activities are in
compliance with the terms and
conditions of the Sharia," he said.
The importance attached to the
exercise represents the concern to
20

satisfy the needs of Muslim
investors and financial managers
who are seeking right investment
decisions, he stated.
The KhaleeJ Times

Islamic Banks
Urged to Merge,
Offer More Services
Islamic banks must work to form
alliances and provide new highyielding financial instruments i f
they want to thrive in the competitive financial services industry,
analysts and bankers say. With
potential clients among the world's
1.2 billion Muslims, about 200
Islamic banks are armed with surplus liquidity to invest according
to Islam's Sharia law.
"Islamic banks are trustworthy
in the sense that they adhere to the
Sharia... but they need to form bigger entities and to develop and
market a brand... they need to
become part of the world economy," Henry Azzam, chief economist and managing director of the
Middle East Capital Group.
The Islamic market, which
includes banks, equity funds and
other special operators, does not
pay or collect interest and also will
not invest in shares, projects and
products including gambling, alcohol, pork, etc banned by Islam.
Spanning the globe from Malaysia
to Canada, Islamic financial institutions are seen by Gulf and foreign bankers as a growth area.
UAE central bank governor
Sultan Nasser al-Suweidi says
Islamic banks must provide electronic banking, Internet banking
and electronic commerce and
investments, otherwise investment
funds will go beyond them directly
to those that offer wider services.
" I believe that Islamic banking
is faced with two big challenges,
they need to find an Islamic shortterm financial instrument, and they
need to agree on a list of banking
products that are considered truly
Islamic by all Islamic banks,"
Suweidi said.
•
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The Editor and the
staff at the NeivHorizon
extend their well
wishes to the
subscribers and
readers of the
NewHorizon,
on the occasion of
the Muslims' holy
month of Ramadanal-Mubarak, and
simultaneously
wish them
a very happy and
prosperous
Eid Mubarak

EXCHANGE

SPOTS
ALGERIAN DINAR

RATES

SPOT RATES
USD
65.32

STG
106.1973

BAHRAINI DINAR

0.3769

0.6128

DJIBOUTI FRANC

177.72

288.9372

EGYPTIAN POUND

3.4061

5.5376

GAMBIAN DAU\SI

11.32

18.4041

INDONESIAN RUPIAH

7,230.00

11,764.53

IRANIAN DINAR

1,750.00

2,846.15

•IRAQI DINAR

1,250.00

2,032.26

JORDANIAN DINAR

0.708

1.1511

KUWAITI DINAR

0.30365

0.4937

LEBANESE POUND

1505.00

2,446.83

•LIBYAN DINAR

0.4648

0.7557

MALAYSIAN RINGQIT

3.7996

6.1772

MOROCCAN DIRHAM

9.9300

16.1442

NIGERIAN NAIRA
OMANI RIAL
PAKISTANI RUPEE

97.15

167.95

0.38499

0.6269

51.88

84.3466

QATAR RIAL

3.6395

5.9171

SAUDI ARABIAN RIAL

3.7504

6.0974

STERLING POUND
•SUDANESE DINAR

1.6258

1.00

256.0000

416.2048

45.0000

73.1610

SYRIAN POUND
TUNISIAN DINAR
URKISH LIRA
UAE DIRHAM
UGANDAN SHILLING
UNITED STATES DOLLAR
YEMEN RIAL

1.2346

2.0072

519.960

845.351

3.6728

6.9712

1,469.90

2,373.61

1

0.6161

169.44

269.22

'These currencies are estimated values only, as for
political reasons or otherwise, are not readily traded.
Source: THE ISLAMIC INVESTMENT BANKING UNIT. UBK, London

A unique place for traditional
Indian Subcontinental Dishes
In the
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of London

We Cater for all Palates ...
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Meat Served
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Call
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Banking, Investment a Insurance (Takaful)

r
84 Avenue Louis Casai 1216
Cointi'ln, Geneva, Switzerland
Tel+22 791 7111
Fax+22 791 7298/7299
Telex 415 648 DM-CH

