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COMMENT

The essence of Islamic finance
and the role of Shariah scholars
in Islamic financial institutions

I

T IS SUPRISNG that
even with current interest in and growth of
Islamic finance there is
still a tendency to view
the elimination of
"Riba" or interest in all its forms
as the sole concern of Islamic
finance.
The role that Shariah boards
play has also been little understood and often cited as one of
the main stumbling blocks to
Islamic financial institutions
gaining regulatory approval
from western regulators. The
essence of Islamic finance, however, is to eliminate exploitation
and to establish a just society by
the application of the Shariah or
the Islamic law to the operations
of Islamic banks and financial
institutions. To ensure compliance to the Shariah, Islamic
banks consult boards comprised
of Shariah scholars.
The religious boards have
both a supervisory and consultative function and since the
Shariah scholars carry great
responsibility, it is important that
only high calibre scholars are
appointed to such boards.
The day-to-day application of
Shariah by religious boards is
two-fold. First, the religious
board reviews the operations of
the financial institution to ensure
that they comply with the
Shariah, which is to a large
extent an investigatory role.
Secondly, the religious board
also plays an innovative role. In
the increasingly complex and
sophisticated world of modern
finance, the religious board
endeavours to ascertain whether
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The role t h a t Shariah boards play has
also been little understood and often cited
as one of the main stumbling blocks t o
Islamic financial institutions gaining
regulatory approval particularly from
western regulators. The essence of Islamic
finance, however, is t o eliminate exploitation and t o establish a just society by the
application of the Shariah or the Islamic
law t o the operations of Islamic banks and
financial institutions. To ensure c o m p l i ance to the Shariah, Islamic banks consult
boards comprised of Shariah scholars

or not proposals for new transactions or products conform to the
Shariah and offer constructive
and creative recommendations.
Management is required to
periodically report and certify to
the religious board that the actual investments and business
activities, undertaken by the
institution conform, to forms
previously approved by the religious board.
Needless to say, compliance
with the above-stated requirements calls for an organisational
structure, efficient information
flow and channels of communication, operating procedures and

Shawwal 1420

controls etc. tailored to the specific needs of each institution.
It is therefore important to
ensure that the Shariah scholars are not only well versed in
religious matters but also have
a good understanding and
experience of financial matters
to effectively assist financial
institutions establish a credible
system that conforms with the
provisions of the Shariah.
In practice, the permissibility or otherwise of a transaction
or business activity under the
Shariah is conveyed by the
issue of a "Fatwa" or legal
opinion.
•

CONFERENCE

The Regulation of Islamic
Banking Conference

Formulating a Cohesive Regulatory
Strategy for the New Millennium
DR RIFAAT A B D E L K A R I M !

T

he rationale for the staging of this Conference at
this key point in the
global financial sector
calendar is explained by one, of the
event's keynote speakers and sponsoring organisations, Mr V
Sundararajan Deputy Director of
the Monetary ft Exchange Affairs
Dept, The International Monetary
Fund, who said.
"One of the major pillars
required to be put into place in
order to strengthen both international and domestic financial systems is to successfully develop
supervisory and regulatory frameworks which are consistent with
internationally accepted practices
for bank and non-bank financial
entifies. Organisations such as
AAOIFI, the Accounting and
Auditing Organisation for Islamic
Financial Institutions, can play a
major role in the development of
standards and guidelines in this
area and the essential dissemination of Information on these standards to its global membership.
This major global Conference provides an important conduit to
facilitate the exchange of information amongst the industry as a
whole and to stimulate greater coordination amongst financial
supervisors to help strengthen the
architecture of the Internafional
Monetary System".
This highly focused 2 day
Conference programme, has been

• The Need for the Regulation of
Islamic Banks
• Emerging Issues in Assessing
the Soundness of Financial
System
• Comparative Models of
Banking Supervision
• Uniform Accounting Standards
- the Basis for Regulation
• Issues in Implementing and
Adapting to Islamic Banking
• Issues of Solvency in Islamic
Banks
• Capital Adequacy and Basle
Guidelines on Risk Weight of
Assets
• AAOIFl/Basle Guidelines on
Capital Adequacy
• Issues in Profitability and
Internal Governance
• Issues of Risk Management
and Liquidity in Islamic
Banking
• Regulation and Adaptation to
Best Practice - the Way
Forward

" Organisations such as \
AAOIFI, the Accounting j
and Auditing Organisa- ]
tion for Islamic
Financial Institutions,
\
can play a major role in ]
the development of stan- j
dards and guidelines in \
this area and the essen- \
tial dissemination of
\
Information on these
i
standards to its global
membership. This major j
global Conference provides an important con- \
duit to facilitate the
exchange of information \
amongst the industry as \
a whole and to stimulate
greater co-ordination
j
amongst financial super-1
visors to help strengthen
the architecture of the \
International Monetary
System."
^
specially formulated to provide the
most intensive analysis and discussion of the key issues relating to
the regulation of the Islamic banking industry. The agenda includes
such vital topics as:
NewHORIZON

The vision and mission for the
Conference is explained by Shaikh
Ebrahim Bin Khalifa AI Khahfa,
Chairman of the Board of Trustees,
AAOIFI, the joint organisers of this
major event together with the IMF
and the Islamic Development Bank.
"It is estimated the Islamic
banking industry has been
expanding at an annual rate of 15
per cent over the past five years,
with a current market size estimated to reach around US$ 200 billion
January
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ISLAMIC CONFERENCE
at the commencement of the year
2000. Islamic banking is increasingly expanding throughout the
world with forty-eight developing
and emerging market countries
now involved, with varying intensity, in Islamic banking activity. In
the light of such indusiy globalisation, with both its benefits and
challenges, the need for the development of a cohesive, uniform regulatory strategy, which can be harnessed by the industry worldwide,
has never been greater. This
Conference provides the most
effective opportunity for the global
Islamic banking industry to disseminate and discuss the latest
information relating to regulatory
issues and accounting, governance
and banking practices and to formulate effective strategies to meet
the challenges of the new century".
The Conference speaker panel,
which has boon convened to tackle these major topics, has attracted
the support of the world's leading
authorities and industry specialists
in these fields and includes.
•

•
•
•
•

It is estimated the
Islamic banking industry has been expanding
at an annual rate of
15 per cent over the
past five years, with
a current market size
estimated to reach
around US$200 billion
at the commencement
of the year 2000.
Islamic banking is
increasingly expanding
throughout the world
with forty-eight developing and emerging
market countries now
involved, with varying
intensity, in Islamic
banking activity

Dr Fouad Omar, Vice President,
Financial ft Administration,
Islamic Development Bank
John Dalton, Advisor,
International Monetary Fund
Olivier Frecauk, International
Monetary Fund
Richard Abrams, Intentional
Monetary Fund
Noor ur Rahman Abid, Deputy
Chairman, Accounting ft
Auditing Standards Board

Interested In
Islamic
Finance?
Look no f u r t h e r . . .

AAOIFI and COO, Assurance ft
Advisory Business Services
Middle East, Ernst ft Young,
Bahrain
Abdul Samad bin Haji Alias,

Member of the Malaysian
Accounting Standards Board Et
Partner, Arthur Andersen,
Malaysia
Zaiton Moh'd Hassan,

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.

NewHORIZON

IIBI acts as an active i n t e r m e diary between Islamic bankers,
insurers, students and people
f r o m varied professions
interested in t h e field o f
Islamic finance f r o m all over
the w o r l d .

IIBI is one o f the world's most
important and sought after
centres in t h e dissemination
of i n f o r m a t i o n and advice on
various topics relating t o
Islamic banking and finance.

T e l : + 4 4 171 2 4 5 0 4 0 4

4

January

2000

CEO,

Malaysian Rating Corporation
Berhad

•

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.

F a x : + 4 4 171 2 4 5 9 7 6 9
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Charles llaco, Partner
Pricewaterhouse Coopers

Anwar Khalifa AI Sadah,

Director of Financial
Institutions Supervision
Directorate, Bahrain Monetary
Agency
Michael Ainley, Financial
Services Authority, UK
Andrew Cunningham Moodys

Interbank Credit Service Ltd
Jim Saloman, Technical
Director, International
Accounting Standards
Committee
Professor Richard Dale,

Southampton University

Professor Simon Archer,

Surrey University

Prof. Rifaat Ahmed A. Karim,

Secretary General, AAOIFI #

Further information on this
important 2-Day Conference
can be obtained from the
AAOIFI Conference Office
Telephone: +973 244496
Fax: +973 250194
Email: aao'lf!(a,batelco.com,bh.
• A comprehensive media briefing
information pack on the
Regulation of Islamic Banking
Conference is available upon
request.
• Media representatives may also
obtain their official press passes
to attend the Conference by
contacting the AAOIFI Conference
Office on the above address.

IIBI conducts in-house
discussions, seminars, m o n t h l y
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 f r o m major
financial i n s t i t u t i o n s (islamic
a conventional) and f r o m
varied backgrounds.

In addition t o a m o n t h l y
j o u r n a l NewHORIZON, IIBI
also produces publications
on various topical issues.

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

For further information contact

Ennail: i c i s @ i i b i . d e m o n . c o . u k

•

IIBI runs a membership scheme
open to organisations as well
as individuals.

I n s t i t u t e o f Islamic

a I n s u r a n c e (IIBI)
16 Grosvenor Crescent,
London SW1X7EP,UK

Banking

URL: w w w . i s l a m i c - b a n k i n g . c o m
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Institute of Islamic Banking Et
nsurance-London
Our Publications
Encyclopaedia of Islamic Banking ft Insurance

HB

1995

pp436

1 898420 05X

£150.00

Islamic Banking and its Problems

PB

1995

pp32

1 898420 009

£5.00

Journey Towards Islamic Banking

HB

1996

pplBO

1 898420 157

£25.00

Islamic Banklng-An Overview

HB

1996

pp184

1 898420 106

£25.00

European Perceptions on Islamic Banking

HB

1996

pp136

1 898420 254

£25.00

Concise Directory of Islamic Banking

PB

1997

pp32

1 898420 300

£5.00

Accounting Issues In Islamic Banking

PB

1994

pp142

1 898420 203

£25.00

HB

1998

pp270

1 898420 351

£200.00

pp24

0955 095

• Compendium of Legal Opinions on
the Operations of Islamic Banks
• New Horizon - Monthly Journal
Annual subscription UK £45, Rest of the World £55.

Please refer t o the subscription f o r m in this issue

For further information please contact:
IIBI, Subscription ft Marketing, 16 Grosvenor Crescent, London SWIX 7EP, UK
Tel+44 171 245 0404 • Fax+44 171 245 9769 • E-mailicis@iibi.demon.co.uk • URL http://www. islamic-banking.com

BOOK REVIEW

Commemorative book "Islamic Banking 8t

Finance - A Global Industry Perspective"
Launched by specialist publishing company, UnTel

T

^ he global Islamic Banking • In-depth interviews with distinguished, world renowned
and Finance Industry is to
Islamic banking industry leaders
be the primary focus of a
major new book project • Detailed industry analyses on
key Islamic banking and
which has just been launched by
finance industry sectors around
Switzerland and Bahrain based
the world
specialist publishing company,
UnTel. This commemorative book • Corporate profiles on leading
global Islamic financial instituentitled "Islamic Banking ft
tions and associated industry
Finance - A Global Industry
specialists
Perspective", will document the
growth of the global Islamic bankThe "Islamic Banking Et Finance
ing and finance industry from its - A Global Industry Perspective"
initial conception, to its substantial book project, will be officially
current international status, and its launched in the Middle East at the
future aspirations.
'Regulation of Islamic Banking
This book project has several Conference' to be held in Bahrain
important aims and objectives. A on 8-9 February 2000. Other
primary objective is to provide a launches are planned in key world
unique record for posterity of the financial centres during February
considerable achievements of the and March including Malaysia,
Islamic banking industry, its lead- Indonesia and Brunei and a second
ers and key champions. Secondly, launch campaign in Europe followit aspires to provide a major source ing an inifial December 1999 preof inspiration to a new generation launch.
of bankers and financiers in the
As with other books published
new Millennium. Finally, it aims by the UnTel team, "Islamic
to provide a prestigious platform Banking ft Finance - A Global
for the Islamic banking and Industry Perspective", will be profinance industry to showcase its duced on-line worldwide through
specialist services, to promote its the UnTel website, interfacing with
key objectives, and to disseminate its international editorial board
information to a truly global audi- and its team of highly respected
ence for the generation of a greater authors using the latest on-line
understanding of the industry.
publishing technology. The UnTel
The book's concept has been website is an integral element of
designed to be a lasting reference the global marketing and commuwork featuring vibrant photogra- nication concept for the book prophy, well researched, original edi- ject and up-to-the-minute infortorial and world class production, mation on the book's progress can
incorporating a number of unique be accessed daily at www.untel.org
The "Islamic Banking ft
elements:
Finance
- A Global Industry
• A history of the Islamic banking
Perspective"
book will be puband finance industry and its
lished
and
officially
launched in
impact throughout the world,
August
2000.
As
part
of the
written by prominent and globlaunch
strategy,
4000
complimenally respected academics, econtary copies of the book will be preomists, bankers and financiers
NewHORIZON

sented to key individuals and institutions throughout the world
including:
• 800 copies to Heads of State,
Prime Ministers, Ministers of
Economy and Finance in over
200 countries
• 1200 copies to Economic
Departments
of
Leading
International Universities
• 500 copies to International
Media, TV, Radio, Newspapers
and Magazines
• 1000 copies to Selected
International Business People
and International Investors
• 500 copies to International
Meetings, Conferences and
Islamic Associations
The book is published in three
versions - the standard hardback
version; the limited edition
leather-bound, gold embossed version; and a customized version for
sponsor companies wishing to provide their clients and key business
contacts with special company
logo branded versions to be used
as prestigious corporate gifts.
#
Previous books published by
UnTel, include:
• The United Nations Fifty Years On
• Indonesia's Economy Entering the Third
Millennium
• 1291-1991 - The Swiss
Economy
Additional information on each of
these books can be found on the
UnTel website - www.untel.org
Further information on this book
project can be obtained by contacting UnTei on info@untel.org
January

2000
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IIBI FORUM
Investing Liquidity from an
Investment Account

Rescheduling of payments
in murabahah
Is one allowed to reschedule one's
payments in Murabahah financing?

Abdulrahman

Saleh, S. Arabia

If the purchaser/client in murabahah financing is not able to pay
according to the dates agreed upon
in the murabahah agreement, he
sometimes requests the seller / the
bank for rescheduling the instalments. In conventional banks, the
loans are normally rescheduled on
the basis of additional interest.
This is not possible in murabahah
payments. If the instalments are
rescheduled, no addifional amount
can be charged for rescheduling.
The amount of the murabahah
price will remain the same in the
same currency. Some Islamic banks
proposed to reschedule the
murabaha price in a hard currency
different from the one which the
original sale took place. This was
proposed to compensate the bank
through appreciation of the value
of the hard currency.
Since this benefit was to be
drawn from rescheduling, it is not
permissible. Rescheduling must
always be on the basis of the same
amount in the same currency. At
the time of payment however, the
purchaser may pay with the consent of the seller, in a different currency on the basis of the exchange
rate of that day (i.e. the day of payment) and not at the rate of the
date of transaction.
What is the Shariah ruling on the
purchase of certain services and
selling them through murabaha to
one of the bank's clients? For
8
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example, a client who wants to
finish the interior of a building
he owns by having the bank pay
a contractor to do the job and
then sell the contractor's services
to him (the client) through
murabahah.

Zenab Mohammed,

Bahrain

The sale of services by means of
murabahah as envisioned in the
question above is not legally valid.
The clearly lawful way, however, is
for the bank to buy the building
and finish it, and thereafter to sell
it to the client through murabahah
and on the condition that the bank
undertake everything connected to
fitting out the building, and that
the bank during the fitting out
period assume full responsibility
for the building as its rightful
owner.
Or the bank might, as a contractor itself, undertake the finishing of
the building under an agreement
with the chent/owner in which the
price for the job, and the terms of
payment, could be negotiated.
Agency
May an agent lawfully purchase
goods on behalf of the bank and
then sell the same to himself?

Ismail Abubakar,

Kenya

An agent may not lawfully purchase, by means of murabahah, the
same goods he purchased on behalf
of the bank because such a transaction involves several dubious
elements and ill serves the concept
of murabahah sales. The bank
should seek out another party to
act as its true agent.
Shawwal 1420

With regard to Private investment
accounts (in qualified mudarabah),
the bank, the agent manager
undertakes to invest the funds of
investors in a way that each
investor agrees to, and for a certain period of time. In regard to
unqualified mudarabah, however,
the agent manager, the bank, will
invest the investors' funds in
whatever way it feels to be suitable. Certain investments will be
short-term and low-risk, so that
they result in liquidity.
Will it be possible, then, for the
bank to invest these liquid funds
in one of its qualified or unqualified mudarabah operations, or in
another sort of operation, like
murabahah or ijarah, such that
the bank will insure it against
whatever risks are particular to
that sort of operation and its
duration?

Walid Suhail, South Africa

With regard to qualified mudarabah
operations, care must be taken to
honour the conditions set by the
investor, as any infractions, if they
lead to losses, will become the
responsibility of the bank.
Secondly, in regard to unquahfied mudarabah, the bank has the
right to invest in whatever it considers to be in its own best interests, so long as it stays away from
unlawful or high-risk investments;
because if it invests in projects
with a high likelihood of failure, it
will be held fiscally responsible for
whatever losses may ensue.
Differences in Profits
Is it lawful for amounts of profit
among investors in a single
mudarabah operation to differ in
accordance with differences in
the periods of their involvement
in the operation?

Hassan Fawzi, Dubai

Yes, this is lawfiil, because lower
profits for some of the investors
equal higher profits others when
they keep their money in the
mudarabah for longer periods of
time. The amounts earned may be
determined by the percentages of the
partnership in the mudarabah, the
time the capital is allowed to remain,
and in accordance with the stand
established by a just Islamic accountant. All of this will be conditional
on its being understood by both the
investors and the agent-manager,
and specified in the mudarabah contract itself, and agreed to in writing
by the client investors.
An Agent-manager Acting
as an Investor
Is it lawful for an agent-manager
to become an investor in the mudarabah deal he/she is operating?

Mohammed Abdulla,

Kuwait

It is lawfiil for an agent-manager in
a mudarabah operation to invest in
that operation such that he/she will
be legally termed a partner in the
operation through the capital which
he/she puts into it. At the same time,
he/she will still be legally considered
an agent manager in the mudarabah
owing to his/her work, and for the
percentage agreed upon. Thus,
he/she will have two legal roles in
the operation: that of an investor,
and that of an agent-manager.
Stipulating Trade in
Profitable Goods Only
Is it lawful for an investor to stipulate to the agent-manager that
he trade only in goods likely, under
present market conditions, to bring
in a certain amount of profit?

Ahmed Sami, Saudi Arabia

Such a condition will be lawful in
rnudarabah, and it must be abided
by. This is because the investor has
the right to place such conditions
on the agent-manager within the
framework of qualified mudarabah
operations.

Stipulating that Sales be
Made in Cash Only
Is it lawful for the investor to
stipulate to the agent-manager
that he/she trade only in cash?
And that if he/she sells goods on
credit, he/she will be held responsible if payments are not made?

Bashir Sayed, Karachi,

Pakistan

There is no legal impediment to
altering the conditions of institutional reserve mudarabah by writing in the contract that: "Whoever
withdraws from the mudarabah
before the determined period is
over will be bound to forfeit
his/her right to any part of whatever profits may result during the
period his/her capital remained in
the mudarabah operation, and
his/her profits will be donated to a
mudarabah reserve kept for emergencies." In addition, it is suggested that the application form for
mudarabah be amended to include
the condition that if an investor
withdraws before the mudarabah
term has come to an end, and a
profit has been earned, the investor
agrees to forfeit his/her right to
that profit and will instead donate
it to the mudarabah reserve fund.

With regards to a Musharaka
contract, what is to be done with
profits, which remain unclaimed
by clients?

Rahman Yusuf, Tehran, Iran

Profits that cannot be delivered to
clients, or which the clients do not
claim, will take the same ruling as
a foundling. It will therefore be
lawful for these to be given away
in charity. If however the clients
return to claim their profits in the
future, the finance house will have
to return the profits to them in
their entirety. Under such circumstances the finance house will be
considered a guarantor.
Expenses incurred after the
conclusion of a contract

Accounting for Expenses
How are expenses in a mudarabah
operation to be accounted for by
Islamic banks?

R. Malik,

er is required of an agent-manager.
Expenses for things having nothing to do with the agent-manager,
however, will be borne by the
investor(s) in accordance with the
rules they have elucidated regarding mudarabah.
Reference may be had to the
opinions of specialists when
doubts arise as to whether to classify expenses as the responsibility
of the agent-manager or the
investor.

Pakistan

With regard to expenditures related
to investment operations in Islamic
banks, the general rule is that each
operation will account for its own
expenses (i.e., the expenses necessary for carrying out the operation).
General administrative expenses necessary for operating the bank
and its various activities and functions will be borne by the bank
itself. This is for the reason that
such expenses may be covered by a
part of the bank's share in the profits it earns as an agent-manager in
mudarabah, because the bank bears
the responsibility of doing whatevNewHORIZON

In cases where letters of credit
have been issued as a part of a
murabaha transactions, there are
times when a correspondent bank
will bill for expenses long after
the murabahah contract has been
completed. Is it lawful, from a
Shariah perspective to charge the
client for those expenses?

Abdulaziz Yaseen,

Brunei

All expenses that might be
incurred in a murabaha transaction
(even if they are not actually
incurred) must be mentioned in the
murabaha contract between the
bank and the client. Only if this is
done, may a bank charge its client
for expenses unknown at the time
the contract is concluded. •
January 2000
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IIBI DISCUSSION FORUM

The Shariah Bench of the Supreme Court of
Pakistan declared all laws dealing with the
payment of interest as repugnant to Islamic
injunctions, and ordered to cease them by
June 2001

T

^ he progressive Islamisation
of Pakistan's financial services industry has been
plagued by repeated comphcations, uncertainties and disputes. In 1991, the country's
Supreme Court ruled that all riba
was illegal - even that paid to foreigners. This ruling was accompanied by the release of a document
determining that by June of 1992
all bank loans, local or international, should be free of interest, by
whatever name.
Local bankers with links to the
international capital market as well
as industrialists hoping to raise
funds in overseas markets greeted
the ruling with alarm. By early
1992, fears had arisen that the ruling would, for example, jeopardise
the future of the Hub River Project,
a blueprint project financing which
promised to supply 13 % of
Pakistan's future electricity needs.
The reality is that Pakistan's
economy in general, and its capital
market in particular, have become
increasingly integrated with the
international system. Pakistani
companies are active players on the
international capital market. The
government has successfully raised
external finance through Eurobond
issues, while companies such as
Pakistan Telecom (Paktel) have
become increasingly active in the
international market in recent years.
The Federal government dissatisfied with the Shariah Court's ruling filed an appeal to the Supreme
Court and the case appeared to be
indefinitely shelved indicating that
Pakistan's financial services industry has failed to win credibility
among domestic depositors:

r
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Pakistan's domestic savings are
a mere 4.5 % of its GDP, as contrasted with India's 20
One of
the urgent needs for Pakistan is to
mobilise (and expand) existing
domestic makings for productive
purposes.
Pakistani Supreme
Court declares interest
un-lslamic

After a relief of eight years, the
Federal Government applied to
withdraw the case from the
Supreme Court and to refer it back
to the FSC in order that it would
come up with a workable solution.
The Appellate Bench of the
Supreme Court unanimously
rejected this plea and started hearing the case in February 1999. At
the commencement of the appeal,
in addition to hearing the arguments of government representatives it also invited economists and
bankers to assist the Court on different aspects of the Riba issue.
The Shariah Appellate Bench of
the Supreme Court of Pakistan in
December of 1999 declared all laws
which deal with the payment of
interest as repugnant to the injunctions of Islam and further ruled
that all such laws shall cease to
have effect from June 30, 2001.
The bench observed that a variety
of Islamic modes of financing
developed by Islamic scholars,
economists and bankers could
serve as a better alternative to
interest.
By June 2001, therefore, all
laws that are deemed to be repugnant to Shariah should have been

repealed in a phased manner
including Federal and Provincial
money lenders ordinances and
interest laws. A variety of Islamic
modes of financing have been
developed by Islamic scholars,
economists and bankers that may
serve as a better alternative to
interest.
These modes are being practiced by about 200 Islamic financial institutions in different parts
of the world. Hence, the transactions of interest cannot be allowed
to continue for ever on the basis
of necessity. The Islamic modes of
financing are not only feasible,
but are also more beneficial to
bring about a balanced and stable
economy.
The present financial system,
based on interest, is against the
injunctions of Islam as laid down
by the Holy Quran and Sunnah,
and in order to bring it in conformity with Shariah, it has to be subjected to radical changes.The
Shariah Bench in its judgment, laid
down that any amount, big or
small, over the principal in a contract of loan or debt was Riba,
which is prohibited by the Holy
Quran, regardless of whether the
loan was taken for the purpose of
consumption or for some p roduction activity.
An effort to eliminate only Riba
in isolation from the banking system would be more harmful than
helpful due to intricate interdependence of different vital economic sectors and that the efficient
course will be to first identify and
strengthen the existing critical economic sectors falling under
Shariah thus isolating Riba-based
system for its proper treatment.lt is
argued that economy in this way
will be strengthened and a strong
foundation laid to promote Ribafree economy.
An important fallout of this
approach would cause the major
savings of citizens to be channeled
into Shariah based sectors. This situation, it was emphasised, will
automatically put pressure on
Riba-based banking system to
innovate itself into an Islamic sys-
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tem to attract depositors investing
in parallel Shariah based sectors.
The reason for the under-development of Shariah based instruments
in our banking system is due to
the inefficient and unregulated
parallel major Shariah compliant
(Stockmarkets) economic sectors
in existence.
It is pertinent to note that the
total value of the capital market is
much bigger than the GDP. So,
even if Pakistan is successful in
creating an Islamic-based judicious
regulations at least for capital markets, it can hope for a quick change
for the better as well.
These reforms would be effective to check corruption in all the
sectors.The disintermediation will
also trigger competition within our
banking sector towards promoting
Islamic products.The regulatory
framework to control unlawful
conduct, including gharar is
designed to maximise justice and
fair play at all levels of investors
interaction.The regulatory agencies
eliminated gharar by bringing as
much transparency-fair play as
possible in all the public dealings.
The disclosure requirements are so
elaborate that speculative activities
are minimized.
Contrary to the general perception, brokerage houses are of the
opinion that Islamic banking laws
are more tilted towards an efficient
banking system. Banks at present
try to act as intermediary between
the depositor and borrower and,
beside their intermediation cost,
ensure higher returns for the
depositors and lower costs for the
borrowers. Now under the Islamic
system, the banks would keep
working on mediatory commission
basis where they would just perform the treasury function.
The Supreme Court's orders in
respect of specific deposit and
lending pools are exactly in line
with the maturity matching
process. However, to perform better in the Islamic system, the banks
would have to focus more on
value-added services rather than
their commodity operations of
mobilising and allocating money.
January
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Pakistan has an inactive debt
market and its savings have been
repeatedly wiped out, as unlike
Western markets during melting
down of stocks, debt markets are
not in a position to provide the
necessary " h e d g e " to the
investors. The result of this underdeveloped debt market is the promotion of Riba through savings
being channeled into the banking
system as industries want longterm finance, they have to resort
to the banking system, which in
turn results in promoting Riba
transactions.
If the concept of Islamic debt
through Musharaka Certificates is
adopted, a good sum of equityfunds can be made available
through developed debt markets.
By doing this the reliance on banks
can be reduced.
Infrastructure can be provided
by advising provinces, municipalities and corporate bodies to connote Qirad Certificates diminishing
Musharaka Certificates, thus reducing reliance on foreign exchange
borrowings and this is how local
funds can be generated.

New
HORIZON
Print clearly in all CAPITAL letters

The financial institutions
should continuosly encourage
experts, lawyers and others to
establish firms for keeping track
of the clients, individuals, corporations who commit default so
that they could be brought before
the competent Court. Requesting
the service of the courts and also
tracing the properties and assets
of defaulters will facilitate recovery through the execution of
decrees.
The laws pertaining to recovery
of
the
defaulted
loans
are to be streamlined along with
the establishment of requisite
number of educated officers and
staff of the financial institutions so
as to make them aware of the rudimentary or essential principles of
Islamic economy. They should
have necessary knowledge of the
modes and the products to be used
by them.
These training institutes should
include courses in accounting and
audit procedures suited and conforming to the principles of
Shariah. Such an education should
be objective oriented and should

inculcate commitment with the
objective of Shariah.
The development of audit and
accounts system and procedures
conforming to the principles of
injunctions of Islam and capable of
achieving objectives of Shariah is
also essential.
The Supreme Court has recommended a number of reforms that
are perfectly consistent with the
financial sector reform conditions
laid down by the international
financial institutions and bear the
hallmark of efficient and progressive financial institutions.
They include fiscal discipline,
transparency, effective supervision,
improved financial reporting,
mandatory credit rating and the
promotion of the equity market.
The implementation of the
Apex Court order would also be
very useful for the country, as
'project-specific' clause would
inject self-discipline in Government borrowings.
The Government would offer
returns only to the extent it can
reasonably earn from new development projects. •

SUBSCRIPTION

UK £45; Rest of the world £55
Please enter a subscription to ISIewHORlZON for me for
1 Year (12 issues) at Standard Annual Subscription
2 Years (24 issues) and save upto 10% off the newsstand
Standard Annual Subscription:

a

For i n f o r m a t i o n on

Corporate Discounts

please contact t h e
Subscription department

Tel

Name
Position
Company
Address

+44 (0)171 245 0404
¥^

+44 (0)171 245 9769
Email

ids @ iibi.demon.co.uk
URL

City
Post Code
Country
Telephone
Fax
This is my
Office address
Q
Home address
Invoice me/my company
Q
Charge my credit card
Visa | _ |
Mastercard
Q
American Express
Card No. ! I I 1 I I I I
Cardholder's Name

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

•
•
•

Institute of Islamic Banking
and Insurance

Expiry Date
Signature
If you would prefer not to receive promotional mailings from other companies please
tick b o x | ^

12

NewHORIZON January 2000

Shawwal 1420

16 Grosvenor Crescent
London SWIX 7EP, UK

i w l l t i n v e s t
wB^mW

MIDDLE EAST 2000

Alternative investments - the key
to high performance investing i n
the Middle 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 yoiu 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

•

Please rush me full details on Altinvest Dubai 2000

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

Fax

E Mail

www.altinvest.org

BANK SEPAH
Financial & Business Analysis:
21 March 1997 to 20 March 1998

Financial Trends

"A good year, will all main financial indicators showing solid progress.
Extended commercial coverage throughout I.R. of Iran"

FX Rate @ 20 March 1998
I US$ = .1,750.00 Iranian Rials

Ownership and Legal Status
Bank Sepah is registered with the Registrar of Companies, Tehran, I.R. of Iran, and was
established in 1925. Owned by the Government of the I.R. of Iran, paid-up capital is IR
400 billion. The Bank has 1354 domestic branches, together with four branches and one
representative office abroad.
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The Year in Brief
Profit for the year was IR 9.447 billion, up by IR 1.057 billion or 12.6% (96/97: IR
8.390 billion). Revenues were IR 992 billion, up by IR 176 billion or 21.7% (96/97: IR
814 billion). Operating expenses were IR 318 billion, up by IR 33 billion or 11.5%
(96/97: IR 285 billion). Ratio of operating expense to total revenues was 32% (96/97:
35%). Total Assets increased to IR 14,454 billion, up by IR 1,040 billion or 7.75%
(96/97; IR 13,413 billion). Deposits were also higher, increasing by 12.58% to IR
12,541 billion (96/97: IR 11,140 billion).
Business Highlights
I. Iranian commercial banks continued to follow the second five-year social,
economic and cultural development plan of the I.R. of Iran. The year saw
continuous growth in many economic aspects: GDP by 5.6%, national income by
16.2%, value-added in industry and mining by 5.1%, in the agricultural sector by
1.5% and m the non-oil-based part of the economy by 3.9%. Electricity
production rose by 7.6% while the external trade surplus amounted to US$3.8
billion.
II. Loans and credit facilities at year end were IR 7,702 billion, with facilities
granted during the year allocated to industry and mining (42.10%), agriculture
(0.9%), housing (40.3%) and services (16.7%). Of this total, 66.5% was granted
to co-operatives and private institutions, 24% to state-owned bodies and 9.5% to
Iranian specialised banks.
III. The Bank's investment portfolio on the Tehran Stock exchange was IR 126
billion, with IR 210 million of profit accruing during the year.
IV. Establishing 85 new branches expanded the Banks domestic network, and it now
consists of 1354 domestic offices and 5 overseas offices. Overseas offices
include branches in Frankfurt, London, Rome and Paris, together with a
representative office in New York.
V. A long-term IT plan was put in place, aiming to upgrade and enhance operational
systems. Emphasis will be made on IT applications in all critical areas. A
committee of managers from all pertinent departments was formed to ensure that
all hardware and software is YT2K compliant.
VI. To provide opportunities for staff development, 361 different training courses
were held in the various banking business areas. 733 people were hired during
the year, mostly at graduate level, while 318 staff retired.
VII. Having taken a customer-oriented approach, the Bank has ensured expanding
correspondent banking relationships with more than 550 banks worldwide. This
enables the bank to provide a variety of services for its customers and also
provides a reliable correspondent for many first-class overseas banks.
VIII. The Bank continued to build up its coin museum, established in 1964. It mirrors
a 2700-year history of human magnificent art and technology of coinage. The
museum is one of the most impressive in Asia, and is a reliable source for
scholars and researchers who are interested in the history of art and technology
of ancient, particularly Middle-Eastern, civilisations.
14
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T A K A F U L INTERNATIONAL
Financial & Business Analysis: 1998

Financial Trends

"Fierce competition in local markets results in lower underwriting profit,
while sharply higher staffing costs hit net profits. "
Ownership and Legal Status
Takaful International Company BSC is a Bahraini joint-stock company incorporated in
Bahrain in 1989 under the name of Bahrain Islamic Insurance Company BSC to carry
out all types of insurance and reinsurance activities in accordance with the Shari'a. The
name was changed to the current one in 1998. Issued and paid-up capital is BD 4 million
The Year in Brief
The company's operating resuhs arise primarily from the activities of insurance and
reinsurance in the GCC countries. Premiums written (net of re-insurance) for the
following industrial groupings were Motor and General Accident BD 1.360 million (up
3 1 % from 1997's BD 1.035 million); Other: BD 0.046 million (up 2 3 % from 1997's BD
0.037 million). However, pressure on margins resulted in lower underwriting profits of
BD 232.872 million, down by 36% (1997: BD 0.366 million). Net profit was BD 0.204
million, down by 37% (1997: BD 0.324 million).

FX Rate @ 31 December 1998
I IIS$ = .377 Bahraini Dinar
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Other mdicators of overall performance were
I.
II.
III.
IV.

Total insurance premiums of BD 2.093 million (up 32%)
Net investment returns of BD 0.309 million (up 30%)
Total assets of BD 7.073 million (up 4%)
Total expenses of BD 0.361 million (up 53%). The expense to net revenue ratio
was 59.48% (1997: 38.83%).

Business Highlights
I. During the year, the company's name was changed from Bahrain Islamic
Insurance to Takaful International, with the intention of signifying the corporate
objective of globalisation of insurance operations. The Company's new offices
was officially opened on 14* December 1998, complete with the installation of
updated computer and information systems.
II. The acquisition by International Investment Group (IIG) of a major share of the
equity in the Company in July 1997 boosted the resolve of the existing
shareholders (Bahrain Islamic Bank, Bahrain Islamic Investment Company and
others) to strengthen the professional base of the Company and to refine its
operational efficiency. The management team of the Company was sfrengthened
by the appointment of a Chief Executive reporting to the Executive Committee
of the Board of Directors, and new staff was recruited to improve operational
efficiency in insurance, marketing and information technology.
III. The 32% in gross premium written reflects previous frends of growing business
volumes and improving awareness of takaful products. With increased activity
in both premiums and claims, the Company took measures to improve service to
its customers.
IV. The rising claim costs in Motor concern Management and efforts are being made
to contain this business and develop non-motor classes. The frequency and
severity of road accidents are a significant problem in the Bahrain market,
which need to be addressed in a concerted manner by the insurance industry.
V. Sharply higher expenses were a result of the Company implementing a rebranding and re-launch of its business
VI. Planned developments include (i) the infroduction of family takaful protecting
family income and savings, medical expenses and other personal lines products;
(ii) developing takaful business within the GCC and other counfries and (iii)
cross-border listing on stock markets within the GCC countries.
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BAHRAIN
Participatory
Culture Vital for
Islamic Banking
Growth
The Chief Executive of the First
Islamic Investment Bank (FIIB)
Atif Abdulmalik has underscored
the importance of the 'participatory corporate culture' terming it
one of the major factors to make
the Islamic institutions a success
in this highly competitive banking environment.
Expressing his views on
Islamic banking, he said that in
order to build on the considerable
success for the Islamic banking,
the institutions need to concentrate on six basic areas. They
should focus on people and create
participatory corporate culture;
move away from Murabaha syndrome; provide products and services matching conventional
equivalents and work with conventional banks; embrace information technology; make a distinction between business and
social objectives and give more
responsibility to management.
He said that without taking
certain radical steps the only 20year-old Islamic institutions
would not be able to compete
with the 200-year-old conventional banks.
He went on to say that the
Islamic banking industry's most
valuable assets are not the assets
that appear on balance sheets but
rather the people. "Recruiting and
retaining high calibre people is
critical for our success. We
should recruit the best, based
purely on talent without any
restrictions such as nationality or
16
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even religion. We have to invest
in the human resource development the way we are spending on
acquiring and maintaining our
other assets such as our corporate
building, we need to invest in our
people," he said.
He said that the selection of
appropriate
people
would
enhance the potential of the institutions. That there was a need for
the motivation and the best way
is to give incentives to the people
through equity participation in
banking institutions.
"There is no substitute for the
motivation that comes from a
direct ownership and small enterprises. Companies such as Wal
Mart even give share options to
people who work on the checkout counters. Probably, the most
difficult thing to build in any
institution is to create a participatory corporate culture.
For this purpose, we have to
minimise hierarchy and bureaucracy and build participatory and
flat management structures in our
institutions, which encourage
team-oriented and inter-dependent decision-making," he added.
Explaining the working of a
flat management structure he
said: "We must ensure that we
reward people based strictly on
performance and not on the basis
of the seniority or the length of
service. Only this way we would
make our employees accountable
by measuring precisely how
much each line of business contributes to the bottom-line compared to the resources they consume."
Referring to murabaha syndrome, he said that we need to
develop more creative business
plans and diversify away from
the
lower-risk
low-return
murabaha product, which make
up the majority of the Islamic
banking transactions. He said
that a frequent comment made by
those who are new to Islamic
banking when they analyse
transactions in detail is that they
Shawwal
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thought Islamic banking was all
about taking risk. "While there is
nothing wrong with providing a lowrisk, low return product such as
Murabaha, we should aim to offer
products and services that cover the
full range risk/return profiles," he
said.
He was of the view that offering
products such as a direct investments
not only provides customers the
opportunity to earn higher-risk
adjusted returns but also gives Islamic
banks an opportunity to generate
considerably higher levels of profits.
He called upon the Islamic banks to
float specialised products rather than
competing over a narrow range of
low-risk, low return products on the
basis of price, we should specialise
and target a market niche either in
terms of product line or geography.
He said that we should be more
ambitious and aim to provide our
products and services as competitively as the conventional alternatively
and then market them to any customer regardless of the whether he is
strict Islamic customer or not.
Coming to the technology side, he
said that increasingly developments
in information technology are
redefining how we do our business.
"The successful players of tomorrow
will be those who are most adept at
using IT to do their business more
efficiently," he said.
Explaining the business and social
objectives he said that Islamic banks
usually aim to fulfil certain social
objectives as well as being a vehicle
for generating Shari'ah compliant
profits for their shareholders. "We
need to make a clear distinction
between these social objectives and
business objectives and should avoid
using our commitment to fulfil social
objectives to explain away poor business performance," he added.
Talking about giving more
responsibilities to management, he
said that shareholders through the
Board of Directors have a vital role to
play in setting the strategic direction
and for monitoring the performance
of management. The board should
clearly delegate responsibilities for all

operational matters to the line
management. This would not only
make line management more
responsible in their performance
but also allow the board to devote
its time to more important strategic
issues where it can add value," he
concluded.

May last year, have left the country cash-strapped, said Mr Chishti.
In addition to its trade debt,
Pakistan is also on its way to
restructure $610m in outstanding
Eurobonds

Gulf Daily News

Bahrain Tribune

Bahrain Banks Set
to Seal Pakistan
Trade Debts Deal
Eleven banks from Bahrain were
represented Pakistan finalised the
rescheduling of $512.3 million in
trade debt, owed to foreign banks.
The Pakistan Trade Maintenance
Agreement (PTMA), reached earlier between the Government of
Pakistan and agent banks, was
signed in Islamabad early last
month. The agent for the PTMA is
Faysal Islamic Bank of Bahrain
(FIBB).
The three-year debt package is
provided for rescheduling from
July this year, with final repayment on June 30, 2002, said FIBB
resident vice president Sayed
Ibadur Rehman Chishti.
The trade debt to Pakistan was
disbursed in 10 facilities between
June 1997 and April 1998, said Mr
Chishti. Financial institutions
from Bahrain were agents for
three of the syndicated facilities,
worth a total of $ 189.6m. FIBB
was the agent for a syndicated
facility worth $100m. The Arab
Investment Company (TAIC) raised
a facility worth $50.5m and ABC
Islamic Bank raised a facility
worth $39.Im.
In addition, eight other
Bahrain banks took part in the
other facilities, agents for which
were international banks Chase
Manhattan, Citibank, ABN-Amro,
Dubai Islamic
and ANZ
Investment Bank.
The trade debt is being
rescheduled as sanctions, imposed
on Pakistan after nuclear testing in

Bahrain TAIB Bank
to Launch Islamic
Investment Fund
Bahrain-based Taib Bank EC is set
to launch an Islamic Investment
Fund called TAIB Crescent Global
Fund (TCGF). In a press release, it
said the fund's main objective will
be to obtain long-term capital
appreciation by investing in
Sharia-compliant services. It will
invest in stocks listed in the Dow
Jones Islamic Market Index (DJIM).
Each company listed on the DJIM is
screened in accordance with Islamic
Sharia Laws.
Islamic banking is based on
profit-sharing, rather than interest.
Under Islamic Sharia laws, banks
are not allowed to charge or pay
interest on loans and deposits.
A launch date for the fund is
expected to be set this month and
will be announced shortly, the
release said.
"TTie goal of the fund is to outperform the DJIM index," Vice
chairman and Chief Executive of
Taib Bank Iqbal G. Mamdani said,
according to the release.
"The establishment of this fund
will give increasing momentum to
the Islamic investing concept"
David Moran, President of Dow
Jones Indexes said.
TCGF will benefit from the
Islamic equity management and
research capabilities of an experienced adviser, drawing on its
expertise to build a globally diverse
portfolio of high quality, well-managed Sharia-comphant companies.

Dow Jones Emerging Markets
Report

NewHORIZON

First Islamic
Investment Bank
(FIIB) and France's
Societe General
Launched a Drive
to Get an Additional
$400 million in
Islamic Fund
First Islamic Investment Bank (FIIB)
and France's Societe Generale
launched a drive to get an additional $400 million from Gulf Arab
and Asian investors for an Islamic
liquidity management programme.
FIIB said it had already arranged
$100million for the Islamically
structured product programme.
"We closed the fund in June
with primary subscription of $100
milhon. Now we are offering it to
other participants such as banks,
institutions and families...," Asim
Zafar, an executive at FIIB is
reported to have said.
"We intend to bring it to half
a billion dollars hopefully by the
middle of the year 2000." The programme will use the Islamic
'Sukuk' concept, where the
investors will invest proportionately in a lease portfolio, with
assets originating predominantly
in the United States, an FIIB statement said.
It said, the programme was
designed to fill a gap in the Islamic
banking industry where only few
Islamically acceptable investment
instruments are available for investing in short-term liquid funds.
"Societe Generale will structure
transactions for the programme
and provide hquidity support to
investors," an FIIB statement
added. The minimum subscription
in the programme is $5 million.
Islamic banks do not deal in interest - the core of the Western banking system - as it is considered by
the Moslems as usury which is
banned by Islamic Sharia.
Reuters News Service
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GERMANY
German Bank Plans
Islamic Stock Fund

knowledge with Islamic banking
experts to form the fund."
Like some other Islamic funds,
Commerzbank's AlSukoor, which
means hunting falcon in Arabic,
has a Shariah board of experts in
Islamic law. Commerzbank is
working in conjunction with
Dallah AlBaraka Group of
Jeddah, Saudi Arabia, which has
advised on Shariah law.
Wall Street Journal

Commerzbank AG plans soon to
launch an Islamic mutual fund that
follows Koran investing laws,
underscoring the growing market
for retail funds for Muslims around
the world.
The German bank aims to
launch the AlSukoor European
Equity Fund in the Middle East in
January and to offer it within six
months of that to Muslims living in
Germany. The Muslim community
has turned increasingly to stock
funds in the past couple of years as
equity investing has become more
accepted by Islamic-law experts.
Commerzbank's Islamic fund
will follow the Shariah law, which
bans investment in stocks involved
with alcohol, pork, tobacco, gambling, defence, arms, the military
and any production or distribution
of pornographic material. Shariah
law also prohibits investing in
banking and other money-lending
or interest-gathering businesses,
such as insurance companies.
Shariah-law prohibitions extend to
investments in hotels and airlines,
which sell alcohol on their premises.
So, what stocks can an Islamic
mutual fund hold? Gerhard
Wiesheu, a managing director at
Commerzbank, says permissible
sectors include telecommunications, oil, automobiles and other
consumer goods, such as food and
watches.
"There are large Muslim communities in the U.K. and throughout Northern Europe, and we
believe the investor potential for
the fund is very good," says Ulf
Hollstein, a vice president at
Commerzbank, who handles client
relations in the Middle East. "We
are combining our stockpicking

An increasing number of Lebanese
banks are moving toward Islamic
banking and offer their customers
interest-free service. Bank of
Beirut, Credit Libanais and
Bankque Saradar, the country's
three leading banks, signed agreements with Bahrain-based Arab
Banking Corporation to offer
Islamic-style financing in Lebanon.
Allied Business Bank have
launched an "Islamic Window"
range of deposit and financing
products and the Saudi-owned
Baraka Bank says it will open its
fourth branch in Lebanon before
the middle of this year. Baraka,
which only practices Islamic banking in Lebanon, has deposits of 40
million U.S. dollars and an investment portfolio of about 30 million
dollars, compared to the conventional banking sector's totals of
about 33 billion dollars and 40 billion dollars, respectively.
"I believe we've made a big
dent in the wall, and people are far
more aware of Islamic banking
today than they were two or three
years ago," said Khodr Temsah,

18

Shawwal 1420

NewHORIZON

January 2 0 0 0

LEBANON
More Lebanese
Banks to Offer
"Islamic" Service

Baraka's general manager in
Lebanon.
Islamic banking, which is governed by Sharia law, forbids transactions based on interest. Instead
returns to depositors usually
depend on the profit or loss that
the bank makes on a range of permitted investments. Lebanese government approved the Islamic
banking law in 1996 but did not
allowed the full range of Islamic
banking products, including the
real estate.
"We want all banks in Lebanon
to be under the same banking
laws," Makram Sader, secretarygeneral of the Association of Banks
in Lebanon was quoted as saying.
Some Lebanese conventional
banks are afraid of highly capitalized Islamic banks from the Gulf
coming to Lebanon, buying up real
estate and grabbing a large share
of the local property market.
Xinhua News Agency

MALAYSIA
Rm300m Fund for
Home Financing
BANK Muamalat Malaysia Bhd is
creating a RM300 million fund for
its Muamalat Home Advantage
financing scheme, which was
introduced in conjunction with
the Home Ownership Campaign II.
To make the fund available to
a wider group of people, the bank
has set a maximum value of
RM250,000 for the property to be
financed. "We want to spread out
the fund so that as many people
as possible can benefit," says
Bank
Muamalat's
General
Manager Agos Cholan.
The financing of the fund follows the principles of Islamic

banking and which will be based
on the rules of AI Bai Bithaman
Ajil, will involve a deferred payment sale. "Under this principle,"
explains Agos, "the bank will purchase the required asset at a cost
price and then sell it to the customer at a selling price of cost
plus profit."

cent jump in group profit before
tax and zakat to RM 102.41 million from RM23.64 million.
Correspondingly, its operating
income increased 13.22 percent to
RM286.15 million from RM252.75
million.

Bernama - Malaysian National
News Agency

New Straits Times Press
(Malaysia) Berhad

BIMB Optimistic of
Continued Lead in
Islamic Banking
Bank Islam Malaysia Bhd (BIMB)
is confident that its leading role in
the Islamic banking sector would
not be shaken following the operation of a second full-fledged
Islamic bank since last October.
The second Islamic bank
would complement BIMB's role in
promoting Islamic banking as
well as create a healthy and competitive environment to stimulate
productivity and growth in this
sector, BIMB chairman Tan Sri
Shamsuddin Abdul Kadir said.
With the backing of its major
shareholders, namely Lembaga
Tabung Haji and Permodalan
Nasional Bhd, a good track
record, reputation and public support, BIMB was optimistic of its
continued lead in the Islamic
banking sector, he said in the
company's 1999 annual report.
On another note, Shamsuddin
said the fact that BIMB had not
been required to merge with the
other 55 conventional financial
institutions showed that the government was committed to develop the Islamic financial market.
"As a niche player in the market with its own customer base,
strength and experience of 16
years, BIMB will be compelled to
carry a bigger role in a more competitive environment," he added.
For the year ended June 30,
1999 BIMB recorded a 333.13 per-

Malaysia to Help
Setup Islamic
Money Market
Malaysia will be involved in the
setting up of the Islamic
International Money Market, an
idea originally sponsored by the
Jeddah based Islamic Development Bank (IDB), to overcome liquidity problems in the Islamic
banking system.
The IDB, which has an authorised capital of some RM30 billion,
signed a memorandum of understanding (MOU) to this effect with
the Labuan Offshore Financial
Services Authority (Lofsa), in
Kuala Lumpur. The Islamic
International Money Market is
expected to be operational by the
end of the year 2000, in all the 53
IDB member countries.
Lofsa's
Director-General
Mohammed Razif Abdul Kadir said
the lack of liquidity is a "major
problem" in Islamic banking. And
added, "We hope the Islamic
Interntional Money Market can be
established by the end of the next
year, and that Labuan would be
one of the major centres."
The signatories were. Bank
Negara Governor Tan Sri Ali Abul
Hassan Sulaiman, who signed on
behalf of Lofsa, IDB president Dr
Ahmad Mohamed Ali, and the
Executive Director of the Bahrain
Monetary Agency, Khalid AlBassam.
The Bahrain Monetary Agency
is involved in the setting up of the
Islamic International Money market in IDB member countries.
Mohammed Razif Abdul Kadir
NewHORIZON

said, the Islamic International
Money Market will enable Labuan
and other financial centres in
Islamic nations to tap directly into
global opportunities in Islamic
financing. The Islamic International
Money Market will offer a wide
range of money market instruments,
such as mutual funds, bonds, derivatives, insurance-linked products
and intellectual properties.
Participating monetary agencies from IDB member countries
will provide the necessary standby credit lines to facilitate liquidity to the market.
Dr Ahmad said the proposal to
establish the Islamic International
Money Market will be forwarded
to finance ministers of IDB member countries. Although the idea to
set up the market was mooted by
IDB, the bank will not be the advisory body but will work closely
with other member countries.
Besides Lofsa, IDB also signed
an MOU with Mimos Bhd to
spearhead the development of an
Internet-based network infrastructure and content for member
countries of the Organisation of
Islamic Conference (OIC) and
Muslim communities in nonmember countries.
President and chief executive
officer Tengku Datuk Dr Mohd
Azman Shariffadeen said, Mimos
and IDB will form a joint venture
company soon to undertake the
development, with the latter
holding the majority stake. The
joint venture company is expected to begin operation by early
this year. Both IDB and Mimos
are finalising the details before
sealing the agreement.
The collaboration will actively
participate in the global development of Internet infrastructure
and governance, and enhance
social and economic cooperation
among the OIC member countries
and Muslim communities.
IDB is a Jeddah-based bank
with an authorised capital of 6
billion Islamic dinar (RMl = 0.20
dinar). Malaysia equity in IDB is
79.56 million dinar.
Business Times (Malaysia)
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THAILAND
Agricultural Bank
to Start Islamic
Banking Services
in Satun

Mr Pichet said that BAAC had
great potential to work for the
poor, particularly the farmers.
Recognising the potential, the government has asked the BAAC to
help carry out several projects
aimed at helping farmers, such as
cutting interest charges on loans to
farmers by 1.5 percentage points. It
is also co-operating with National
Fertiliser Plc (NFC) to sell fertilisers
to farmers at 300-400 baht per
tonne below the market price.
Other BAAC lending programmes are designed to help
farmer families finance education,
health care and housing at low
interest rates.

The Bank for Agriculture and
Agricultural Co-operatives (BAAC)
has begun Islamic banking services
at a branch in Satun with additional plans to introduce similar serBangkok Post
vices to thirteen other provinces
which have a large number of
Muslim communities residing in
the areas.
Islamic Shariah bans the payment of interest. Hence, Islamic
banks pool the deposits from the
customers to invest in other businesses, with returns paid back to UAE
depositors as dividends. In return,
the borrowers pay the banks and
the depositors, a share of their Abu Dhabi: Kuwait
profits instead of interest.
Firm in Islamic
Pichet Phanvichartkul, Deputy
Finance Minister and Chairman of Index Agreement
the BAAC said, the Bank was cooperating with the Office of the Kuwait-based The International
Chula Ratchamontri, the country's Investor (Til) has signed an agreeIslamic spiritual leader, on details ment with the FTSE Global
of the new banking fund.
Islamic Index Series to provide
The BAAC will accept deposits quality benchmarks to Islamic
which will then be invested in pro- Investors.
jects that are not involved or are
"Our relationship with Til
directly against the Islamic beliefs ensures that the Sharia (Islamic
and tenets.
law) principles are properly
In addition to Satun, the BAAC applied to the companies in the
plans to offer the services in other World index," said Carl Beckley of
ares such as, Yala, Narathiwat, FTSE International.
Pattani, Songkhla, Trang, Krabi,
"The combination of FTSE and
Phangnga, Phattalung, Nakhon Si Til in one set of indices would
Thammarat, Chachoengsao, Ayut- give it more momentum and trust,
thaya, Nonthaburi and Bangkok.
particularly when each party is a
Pittayapol Nattaradol, the leading company in its field",
BAAC President, said that the prof- Ahmed Faisal AI Refai said.
its earned from the fund would be
There are five indices, which
shared fairly among all the deposi- are: the Global Islamic Index,
tors. He added, "In addition, some Americas Islamic Index, Europe
of the profits would be allocated Islamic Index, Pacific Basin
separately for donations and social Islamic Index and South Africa
development."
Islamic Index.
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The Global Islamic Index is a
result of analysing and screening
2,400 companies included in the
FTaSP Actuaries World Index, AI
Refai said.
TII selected 1,100 companies
whose business activities comply
with Sharia law. The index of
Islamic companies showed growth
in the last nine months of about
9.14 per cent.
While the growth rate in the
index of conventional companies
was 7.1 per cent. Til's indices
issued in collaboration with the
HSBC Bank for small business
companies whose capital does not
exceed $500 million will continue
to be issued in their current form.
Gulf News

DKB of Japan Seeks
Islamic Partner
Abu Dhabi: Dai-Ichi Kangyo Bank
(DKB) of Japan is on the lookout
for an Islamic banking partner to
diversify its services in the Gulf, a
DKB official said. "Dai-lchi Kangyo
Bank often provides financing for
transactions between Japan and
the region, and it would be good to
have an insfitution specialised in
Islamic project finance for those
who request it," Esther Tung,
depufy manager of DKB's Bahrain
branch, said.
South China Morning Post

NewHorizon
welcomes comments,
i n f o r m a t i o n a n d news f r o m
financial institutions offering
Islamic f i n a n c i a l services.
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