
US$22.5 mill ion financing of Al Mowasat  
Hospital,  Kuwait  

Emirates Islamic Bank has joined Kuwait 
Investment Co, The Arab Investment Co, Am-
lak Finance, National Bank of Sharjah, Al 
Salam Bank (Sudan), and International Leas-
ing & Investment Co in raising US$22.5 mil-
lion for the Al Mowasat Hospital project in 
Kuwait. 
 
The financing is being done through an Is-
lamic lease agreement, which expires in 

2009. International Leasing & Investment Co 
Chairman and CEO Dr Khaled Al Hajri said 
that the company is seeking to diversify its 
operations in various sectors and is inter-
ested in the health sector. Commenting on 
the investments in Al Mowasat Hospital, he 
said, in addition to the financial returns, the 
investment works for the health and wellness 
of the Kuwaiti nationals.  
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Qatar National Bank to of fer Shariah 
 compliant products  

Qatar's largest bank, QNB, is venturing into 
Islamic banking by setting up a division that 
will design and launch Shariah compliant 
products. CEO Saeed al-Misnad said last 
week that QNB had already received the go-
ahead for Islamic banking from Qatar Cen-
tral Bank.  
 
"We will set up a separate division to offer 
Islamic banking. It is a legal requirement," 
he said. He added that the products target-
ing both the corporate and the retail sector 
would be offered. Some of these products 
are already available in the regional and 
international markets and are very popular. 
 
Asked why QNB, a commercial bank, was 
venturing into Islamic banking Saeed al-
Misnad said: "It has got a great market and 

will add value to our operations. We have 
been thinking about it for the last three 
years.” 
  
On QNB's performance in 2004 he said:       
"We maintained our focus on delivering 
strong growth and our performance last year 
yet again demonstrated our ability to                
produce robust income growth, and cost 
efficiency while maintaining a high quality 
loan portfolio.” 
 
Saeed al-Misnad said QNB made a net profit                                
of US$223.99 million (QR815 million) last 
year–indicating a 27.1% rise over US$176.19 
million (QR641.1 million) achieved in 2003. 
The bank's assets went up to US$10.83 
billion (QR39.4 billion) last year against 
US$9.57 billion (QR34.8 billion) in 2003.  

QATAR 

UNITED KINGDOM 
Islamic Bank opens third UK branch  

The Islamic Bank of Britain officially 
launched its third branch in the UK on Lon-
don Road in Leicester last week. The 
branch was officially opened for business by 
Keith Vaz, Member of Parliament for Leices-
ter East, and Michael Hanlon, Managing 
Director of the Islamic Bank of Britain, at a 
ceremony attended by Charles Kennedy, 
Leader of the Liberal Democrats. 
 
The branch marks the first time that Leices-
ter's 30,000 Muslims will have access to 
banking facilities from a British bank, which 

is wholly operated in accordance with 
Shariah principles. 
 
Michael Hanlon, Managing Director, said: "I 
am delighted we are now able to offer peo-
ple in the city the opportunity to use our 
products and services. "We have ambitious 
plans for Islamic Bank of Britain and I see 
Leicester playing an important role in our 
development and success." 
 
The bank has existing branches in London 
and Birmingham and a further seven are 
planned for this year.   

KUWAIT 
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NEWS BRIEFS (continued…) 
Islamic banks only provide end or bridging-financing under  the 
Al-Bai Bithaman Ajil principle, while foreign Islamic banks buy 
houses and re-sell them. 
 
He said if adjustments are made to the Islamic Banking Act 
1983, local banks could also offer the same business model to 
customers in the country. "Some products offered by foreign 
banks are the same as those in local Islamic banking sector, 
while some are different.  
  
Wan Ismail said with more local and foreign players, the                 
Islamic banking sector could easily achieve the 20% market 
share target by 2010 under the Financial Sector Master Plan. 
Wan Ismail, who is also Association of Islamic Banking Institu-
tions Malaysia Acting Chairman, said the IBTR 2005 will be or-
ganised to enhance public awareness of Islamic banking prod-
ucts and services.  
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Bahrain Islamic bank board proposes 12% 
cash dividend for 2004 
The Board of Directors of Bahrain's Shariah compliant financial ser-
vices provider Bahrain Islamic Bank (BIB) recommended on the 15th 
February  the payment of a 12% cash dividend for 2004.  
 
BIB's Board also proposed the issue of bonus shares at a 1-for-10 
ratio for 2004. The proposals are subject to approval by the bank's 
shareholders' meeting, scheduled for the 19th March. The sharehold-
ers' meeting will also review the bank's 2004 financial results, which 
have not been revealed by the board. BIB posted a net profit of 
US$8.6 million (Dhs3.16 million) for the first nine months of 2004, 
up 77% year-on-year.  

BAHRAIN 

World Sukuk conference to be held 
in Bahrain 

The International Islamic Financial Market (IIFM) will host on the 
16th May 2005 the world's first conference on the global Sukuk 
market in Bahrain, it was reported recently. 
 
The conference will take place under the patronage of the Bah-
rain Monetary Agency (BMA) and is being organised in co-
operation with the General Council for Islamic Banks and Finan-
cial Institutions (GCIBFI). 
 
The conference is aimed at promoting the Sukuk market to en-
able the use of excess liquidity in the Islamic finance industry for 
infrastructure development, a BMA spokesman said. 
 
It also aims to raise awareness of the role of Sukuk in the devel-
opment of the Islamic capital market and bring local experiences 
of Sukuk issuances into global perspective through harmoniza-
tion and continuous re-engineering. The event will also focus on 
the means of facilitating the move towards common guidelines 
for Sukuk issuance and trading.  

BAHRAIN 
Foreign banks wil l  help boost Islamic 
banking growth in Malaysia, said BIMB 

MALAYSIA 

The growth of Islamic banking in Malaysia will pick up                            
rapidly with the entry of three players from abroad, said Bank Islam 
Malaysian Bhd (BIMB) General Manager of Consumer Banking Wan 
Ismail Wan Jusoh.  
 
He said the three foreign banks, which have obtained licences to 
operate fully-fledged Islamic banks in Malaysia, will enhance the 
competitiveness of the local industry. "They will bring their own busi-
ness model ... it's going to be very stiff competition but it is healthy 
and good for the people and the country," Wan Ismail said at a news 
conference to announce the Islamic Banking and Takaful Roadshow 
(IBTR) 2005 in Kuala Lumpur last week. 
 
Last year, Bank Negara Malaysia issued the licences to Kuwait Fi-
nance House, Qatar Islamic Bank-led consortium and Saudi Arabia's 
Al-Rajhi Banking and Investment Corp. 
 
Wan Ismail said there should be harmonization of local and foreign 
Islamic banking products to ensure that the products are accepted 
locally and abroad. For instance, he said, in the housing sector, local 
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NEWS BRIEFS (continued…) 

Pakistan Islamic banking growth  
attracts 5 l icence applicants 

Islamic banking in Pakistan has registered a growth of 25-30% 
and five parties have applied for Islamic banking licenses from 
the State Bank of Pakistan (SBP). This was revealed at a seminar 
on Islamic banking, presented by Export Promotion Bureau (EPB) 
Chairman Tariq Ikram on the 12th February . 
 
Addressing the seminar, Advisor to the SBP Governor on Islamic 
banking, Pervez Said said that Islamic banking, launched in the 
1960s could not progress as it was based on the religious senti-
ments and was legislated. 
 
"The job of the SBP is to provide a mode of Islamic banking com-
parable and compatible with the conventional mode of banking," 
he said, adding the SBP was committed to this endeavour.  
 
He added the SBP was providing Islamic mode of re-financing for 
exporters. The EPB held a series of meetings with the SPB, com-
mercial banks, and exporters to formulate an Islamic banking 
system for providing re-financing to the exporters.  

Dubai -  the ideal regional hub for  
Islamic Finance 

Dubai is the ideal regional hub for the Islamic banking and finance 
industry, the business leaders at The Economist's recent Dubai Busi-
ness and Investment Roundtable Conference in London were told by 
AMLAK Finance PJSC CEO Mohammed Ali Al Hashimi.  
 
In what was reported to be a frank and open discussion on the fu-
ture of Islamic finance, Al Hashimi spoke of the opportunities and 
the threats posed to Islamic finance, and Dubai's role in pushing the 
growing industry forward. 
 
“Dubai has forged ahead with its vision as the region's commercial 
and financial hub. The DIFC Financial Services Authority, for exam-
ple, has made strides towards setting up world-class financial and 
banking regulations, including comprehensive Islamic banking and 
finance regulations in Dubai. Such regulations are paramount when 
looking to attract firms of an international calibre,” he said. 
 
Islamic finance, he added, is not a “fad” or a trend; it's essence and 
fundamentals are inherently about sound and efficient finance. In 
addition, any debt is tied to the financial value of the asset, and so 
from the outset, Islamic finance offers protection against perilous 
debt cycles that can occur in conventional finance. He pointed out 
that the industry is increasingly demonstrating that it can match the 
sophisticated range of product and service offerings of its conven-
tional counterpart.  
 
Dubai, he added, was the birthplace of modern Islamic banking, with 
the establishment of the Dubai Islamic Bank.  
 
On the topic of competition, Al Hashimi rejected arguments that de-
velopments in neighbouring financial centres would be detrimental 
to the growth of Dubai. “I do not believe that competition will have a 
negative impact on Dubai's growth as a financial centre, nor its abil-
ity to attract world class institutions”.  

UAE 

PAKISTAN 

MARC Affirms Shamelin Bina’s 
US$26.3 mill ion MMTN rating at A-id 

ing borrowings and generating new consumer financing, MARC 
said in a statement. 
 
Cashflows from Koperasi Shamelin’s operations will be the main 
source of redemption of the Murabaha Notes. Established under 
the Co-operative Societies Act 1993, Koperasi Shamelin derives 
its main source of revenue from consumer financing. 
 
Its members comprising of civil servants are eligible for con-
sumer financing on a wide range of consumer products including 
furniture, electrical appliances and other household products.  
The Al-Bai Bithaman Ajil principles whereby repayments are ef-
fected via monthly deductions of the consumers' salaries were 
used as the basis for consumer financing. 
 
Its loan portfolio quality is relatively good based on the low level 
of delinquency in the public sector accounts, arising mainly from 
job transfers and resignations, MARC said. 
 
The company's revenue for the 2003 financial year dipped by 
10% to US$552,631 (RM2.1 million) as compared to 
US$631,578 (RM2.4 million) the previous year due to limited 
internal funds to disburse new consumer financing. 
 
The enlarged funding base following the issuance of the Mura-
baha Notes under the MMTN in March 2004 has reflected a 
significant rise in revenue to US$1.13 million (RM4.3 million) in 
Koperasi Shamelin’s interim nine months financial results end-
ing 30th September, 2004 as compared to US$315,789 (RM1.2 
million) in the previous corresponding period.  

Malaysian Rating Corporation Berhad (MARC) has affirmed Shamelin 
Bina Sdn Bhd's rating of US$26.3 million (RM100 million) Muraba-
hah Medium Term Notes Issuance Facility (MMTN) at A-ID. 
 
The rating reflects the satisfactory asset quality of Koperasi 
Shamelin Bhd's collection arrangement with ANGKASA (Angkatan 
Koperasi Kebangsaan Malaysia Bhd); low level of job transfers and 
resignations in the public sector with a positive cashflow generating 
capacity throughout the tenure of the MMTN as well as a protective 
debt issue structure. 
 
Koperasi Shamelin's wholly-owned subsidiary, Shamelin Bina, is the 
issuing vehicle whereby proceeds from the issuance of the MMTN 
will be largely on-lent to Koperasi Shamelin for refinancing its exist-

TERMINOLOGY - Bai Bithaman Ajil 
This contract refers to the sale of goods on a deferred payment basis. 
Equipment or goods requested by the client are bought by the bank 
which subsequently sells the goods to the client an agreed price which 
includes the bank's mark-up (profit).  
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Noorazman to head Malaysia’s Bank 
Islam 

Citigroup stalwart Datuk Noorazman A Aziz has resigned from his 
Citibank post to become the Managing Director of Bank Islam Ma-
laysia Bhd (BIMB). 
 
It was reported that the announcement of his BIMB appointment is 
to be made early next month. The post has been vacant since the 
1st July 2004 when its former Managing Director Datuk Ahmad 
Tajudin Abdul Rahman retired.  
 
Noorazman is said to have tendered his resignation as Managing 
Director and Head of Corporate Banking of Citibank on the 1st Feb-
ruary  2005. He had been with Citibank for over 20 years.  
 
He had been seconded to the Labuan Offshore Financial Services 
Authority (Lofsa) as Director-General from the 1st May 2001 till the 
30th April  2003 and as Chief Operating Officer of Bursa Malaysia 
Bhd from July 2003 to May 2004 before returning to Citibank. 
 
BIMB started operations as Malaysia's first Islamic bank on the 1st 
July 1983. Listed on Bursa Malaysia Bhd's main board since                  
January 1992, Bank Islam has developed itself into one of the 
most respectable financial institutions in the country. With a                 
network of 85 branches nationwide, the bank has a                             
comprehensive list of about 50 innovative and sophisticated Is-
lamic banking products and services, comparable to those of its 
conventional counterparts.  

First Islamic Investment Bank, a leading Bahrain-based investment 
bank, announced last week that it had generated a net income of 
US$70.5 million for the year ended 31st December 2004,                 
representing a 57% increase over the US$44.8 million achieved              
in 2003.  
 
Since commencing its operations in 1998, the bank's net income 
has grown at a compounded annual growth rate of more than 45% 
and its balance sheet has grown twelve-fold to more than US$1.2 
billion as of 31st December 2004. 
 
The bank paid a dividend of US$30.8 million, representing a return 
of 20% on the bank's paid-in capital, for the year ended 31st De-
cember 2004 and generated a return on average total equity of 
27.5% for 2004, compared with 25.5% in 2003.  
 
During 2004, the bank strengthened its balance sheet by increas-
ing its equity capital base to US$325 million through a rights offer-
ing and a third party share offering and increased the maturity 
profile of its liabilities by completing a US$97.6 million (€75 million) 
Sukuk issuance. 
 
During 2004, First Islamic completed three corporate investment 
transactions, including its first corporate investment in Europe, and 
six real estate and asset-based investment transactions including 
its first investment transactions in the Middle East.  
 
CEO Atif A Abdulmalik said: “The past year has been marked by 
strong growth across each of our business lines and markets of 
operation. During the year, we were particularly focused on expand-
ing our asset-based investment line of business and expansion in 
Europe. We have recruited a number of new executives in our three 
offices and are well placed to significantly increase our deal flow 
and execute the next phase of our expansion.”  

MALAYSIA BAHRAIN 
First Islamic announces record results 
for 2004 

SAUDI ARABIA 
IDB approves US$599 mill ion for  
project f inancing and trade operations 

The Islamic Development Bank (IDB)'s Board of Executive Directors 
has approved US$599 million for a number of member countries 
and Muslim communities in non-member countries. 
 
In the statement released last week, IDB said that the approvals 
were in respect of development projects, trade financing, IDB                           
Waqf Fund and other operations such as technical                               
assistance in support of sustainable development, capacity build-
ing and special assistance. 
 
The total amount includes about US$191 million towards project 
financing, technical assistance and assistance to communities in 
non-member countries for educational projects, US$224 million for 
trade operations and US$181 million towards trade operations 
from the Asset Management Department. 
 
Additionally, the bank also reiterated its pledge of US$500 million 
to support the Tsunami affected member countries and non-
member countries. The decision was made during IDB's Board of 
Executive Directors 228th Session at the Bank's Headquarters in 
Jeddah, Saudi Arabia on the 14th February.  

SAUDI ARABIA 
Saudi’s ANB launches Al Manzil  Al 
Mubarak Islamic housing finance 
scheme 
Saudi Arabia's commercial bank Arab National Bank (ANB) has 
launched a Shariah-compliant housing finance scheme, Al Manzil 
Al Mubarak. Under the new service launched on the 13th February , 
customers may purchase housing properties, owned by ANB, and 
make payments in monthly instalments over a period of up to 20 
years.  
 
The minimum amount of the financing stands at US$53,300
(200,000 Saudi Riyals) and the maximum amount is US$533,000 
(2.0 million Saudi Riyals ).  
 
ANB was established in 1980. Jordan's Arab Bank owns 40% in 
ANB and the remaining 60% by 5,000 Saudi nationals. ANB oper-
ates a network of 117 branches including a branch in London.  
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AMLAK launches its f irst Islamic real 
estate fund focused on Dubai property 

NEWS BRIEFS (continued…) 

MARC Rates Ample Zone Bonds 
Malaysia's MARC assigned ratings of AAAID, AAID and AID to Ample 
Zone Berhad's US$13.16 million (RM50 million) Class A Sukuk, 
US$6.56 million (RM25 million) Class B Sukuk and US$19.74 mil-
lion (RM75 million) Class C Sukuk, MARC said in a press release on 
8th February .  
 
Under this Ijara sale and lease back transaction, Ample Zone, a 
special purpose vehicle with certain bankruptcy remoteness fea-
tures, incorporated solely to undertake this securitisation exercise, 
will acquire four buildings (assets) from three subsidiaries of Talam 
Corporation Berhad and one private company (sellers). 
 
Ample Zone will lease the assets back to the sellers under Ijara 
Rental Agreements in return for periodic rental payments. 
 
To fund the purchase of the assets, Ample Zone will issue Sukuk, in 
which the capital and profit payment source will be the periodic 
rental payments received by the company from the sellers as well 
as via the disposal of the assets to the sellers via purchase under-
taking/sale undertaking or to Talam Corp via an option agreement 
as the case may be.  

AMLAK Finance PJSC last week announced the launch of the 
US$75 million AMLAK First Real Estate Fund, which will focus on 
investing in Dubai’s real estate market under the Islamic Shariah 
rules of Ijara. 
 
The company said the close-ended fund is an ideal vehicle for indi-
viduals or corporate investors who aim to achieve medium term 
capital growth through investment in the Emirates’ real estate sec-
tor. The term of the fund will be for three years, with a minimum 
projected Ijara rate of return of 6%. 
 
Mohammed Ali Al Hashimi, CEO of AMLAK Finance, said: “We are 
proud to launch and manage the AMLAK First Real Estate Fund, 
which will allow investors to get their foot into Dubai’s property 
market. The fund will, importantly, allow investors to spread their 
exposure to a wide variety of properties currently leased by AMLAK. 
 
He added that the launch of this fund is also testament to the           
company’s confidence in the strength of the real estate sector in 
Dubai, marked by strong interest in property acquisition by individu-
als and corporations.   

AMLAK believes that Dubai’s construction and real estate boom is 
largely dependent on the anticipated rise in population levels. The 
Ministry of Economic Planning projects that the population of Dubai 
will grow to two million residents by 2010, from 1.2 million currently, 
placing pressure on the real estate market to accommodate the 
population requirements. Furthermore, the impending ratification of 
real estate ownership laws should contribute significantly to the 
growth in demand for real estate. 
 
The AMLAK First Real Estate Fund is designed to appeal to all inves-
tors looking for capital growth with acceptable risk parameters, and 
has a minimum subscription of US$25,000.  
 
Established in October 2000, AMLAK Finance PJSC, now the largest 
publicly held Islamic finance company in the country, is a pioneer in 
mortgage finance. The recent launch of the company’s Murabaha 
Auto Finance is the first of many new products expected to come on 
board this year. AMLAK is currently traded on the Dubai Financial 
Market with EMAAR properties holding majority ownership and a 
45% stake in the company.  

Lloyds TSB has launched an Islamic current account to help cater to 
the banking needs of the UK's 2 million Muslims. It is the first step 
towards offering a dedicated range of Islamic financial services to 
Muslims who until now have had to use conventional current ac-
counts or opted out of traditional banking services altogether, the 
bank said recently. 
 
Under the Lloyds account, no credit interest will be charged and the 
account will have no overdraft facility, but it will provide a debit card 
and unlike some other compliant accounts, will not charge a fee or 
require a minimum balance. 
 
The funds held by Lloyds TSB on all Islamic current accounts will 
also be held in accordance with Islamic law. The account is being 
piloted in selected branches across the UK, including London's Edg-
ware Road, as well as branches in Birmingham and Luton. 
 
Lloyds TSB current accounts director Gordon Rankin said: 'The Mus-
lim community is one of the fastest growing in the UK and is very 
much part of the fabric of British life. However, until now their bank-
ing needs have been largely unmet and many British Muslims have 
often had to bank in a way that is against their principles.” 
 
The company said its own research showed 75% of British Muslims 
wanted banking services that fitted with their faith. In order to en-
sure the current account is fully compliant with Islamic law, Lloyds 
TSB has consulted a board of Islamic scholars, who have advised on 
all aspects of Islamic finance law.  

MALAYSIA 

UAE 

UNITED KINGDOM 
Lloyds targets Muslim market  
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MAAKL Mutual Bhd in Malaysia (formerly MAA Mutual Bhd) is tar-
geting its fund size to reach US$263.16 million (RM1 billion) by the 
end of the year from US$118.42 million (RM450 million) now with 
the launch of a variety of funds, CEO Wong Boon Choy said recently.  
 
"We are certainly on the right track. Our sales have surged and our 
fund size has grown steadily from US$78.16 million (RM297 mil-
lion) at the beginning of 2004 to more than US$118.42 million 
(RM450 million) now, an increase of more than 50%," he said.  
 
In a statement on the 1st February , Wong said its strategy to be 
entirely focused on unit trust advisers had paid off, having had 
discontinued its distribution arrangements with bank-backed insti-
tutional unit trust agents.  
 
Citing the Lipper unit trust performance table, he said MAAKL Mu-
tual was ranked first in three categories - bond: Islamic/Shariah; 
Equity: Islamic/Shariah; and Equity: Index Tracking. "According to 
Standard & Poor's, we were also ranked first in three categories, 
namely Fixed Income Islamic, Islamic/Shariah and Equity”.  
 
"For the one-year category in 2004, we have the Best Performing 
Index Fund and the Best Performing Islamic Equity Fund in                    
the industry, delivering an annual return of 23.76% and                  
18.76% respectively.  
 
"Our MAAKL Bond fund, which delivered an excellent return of 
9.35% is only a hairline difference from the top performing bond 
fund, which also delivered 9.35%," he said.  
 
Wong also announced that MAAKL had declared a unit split for two 
of its funds, MAAKL Al-Faid Fund and MAAKL Growth Fund on the 
basis of three additional units and two additional units for every 
one unit held as at 31st January  2005, respectively.  
 
It said the unit split was in line with the improved performance and 
with a view of reducing the selling price of the funds. After the unit 
split on the 31st January, the selling prices of MAAKL Al-Faid and 
MAAKL Growth Fund had been reduced to 8.5cents (32.35 sen) 
and 8.5cents (32.51 sen) respectively against 34cents 
(RM1.2942) and 25.66cents (97.52 sen) prior to the unit split, 
respectively.  
 
MAAKL Al-Faid, a Shariah equity growth fund, aims to provide unit 
holders with a steady medium to long-term capital growth at rea-
sonable level of risk through investments in a diversified portfolio 
of Shariah approved equities.  
 
MAAKL Mutual said for the year ended 31st December 2004, MA-
AKL Al-Faid emerged as the best performing Islamic Equity Fund in 
the industry for one-year performance, delivering an impressive 
18.76%.  
MAAKL Growth Fund, an equity growth fund, aims to provide unit 
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MAAKL Mutual targets RM1 bil l ion by 
year-end  

DIB acts as co-manager for Pakistan’s 
maiden US$600 mill ion sovereign 
Sukuk 
Pakistan’s US$600 million first sovereign Islamic Sukuk issue, 
which is co-managed by Dubai Islamic Bank (DIB), has received a 
tremendous response from investors with the five-year, floating rate 
trust certificate being oversubscribed to over US$1.2 billion. 
 
The sovereign Islamic Sukuk issue consolidates the status of DIB as 
an Islamic Sukuk powerhouse as it follows the bank’s single largest 
Sukuk issue in 2004, which  successfully closed the US$1 billion 
Dubai Civil Aviation transaction to fund the expansion of Dubai Inter-
national Airport, said DIB Banking Group Executive Vice President 
Investment and Corporate Arif Kooheji.  
 
Given the growing popularity of Sukuk, DIB hopes to lead the devel-
opment of this specialised segment of Islamic banking, Kooheji 
added. “We believe there is a huge potential for issuers and inves-
tors as the secondary market for this paper develops”. 
 
Pakistan issued the Islamic Sukuk a year after its successful entry 
into the bond market with the US$500 million Eurobond last Febru-
ary after a lapse of six years. Commenting on the issue, Economic 
Advisor to the Ministry of Finance in Pakistan Dr. Ashfaque Khan 
said: “The overwhelming interest is an indication of the fact that 
investors are visibly impressed by the track record of reform and the 
performance of the Pakistani economy over the last 5 years, and 
this transaction represents their confidence in Pakistan.”  

CLICK HERE FOR FULL                      
GLOSSARY OF ISLAMIC FINANCE 
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MALAYSIA holders with a steady medium to long-term capital appreciation 
through investments in a diversified portfolio of high growth stocks. 
For the year ended 31st December 2004, MAAKL Growth Fund deliv-
ered a return of 8.1%.  
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Abu Dhabi Islamic Bank concludes I jara 
deal 

Abu Dhabi Islamic Bank (ADIB) in collaboration with the International 
Islamic Bank (IIB) of Qatar has concluded a US$25 million Ijara deal 
with the Ministry of Islamic Affairs & Auqaf of Qatar.  
 
The finances will be used for the re-financing of a 19-storey building 
owned by Al Auqaf. ADIB management has emphasised the impor-
tance of this project, which would reinforce the relationship between 
the region's Islamic institutions, and the exchange of expertise be-
tween financial Islamic institutions. 
 
The agreement involves buying and renting processes based on Is-
lamic banking rules adopted by the ADIB and the Qatari Ministry of 
Islamic Affairs & Auqaf. These guidelines have been previously imple-
mented by the ADIB in former finance projects.  

  
 
 
 

 

  
This intensive course examines in detail what can and cannot be 
done, and the reasons why.  You will leave with a detailed under-
standing of what can be termed a Shariah compliant investment, 
enabling you to better serve Islamic customers and present new 

investment opportunities.  
 

Click here for more details 

 
This course examines how products are developed and structured. You 

will develop detailed understanding of financing contracts as well as 
structured hybrid products and rules governing the structure of Islamic 

financial products 
 

Click here for more details 
 

All our courses can be run in-house in your home country.  For 
more information on in-house or sponsored courses, or any of 

the programmes above, please visit our website at 
www.IslamicFinanceTraining.com. Alternatively, please call us 

on +603 2143 8100 or email us at 
info@IslamicFinanceTraining.com.   

Islamic and Shariah-Compliant Investment Management 

Structuring Islamic Financial Products 

1 - 3 March 2005, Kuala Lumpur 

17 - 20 May 2005, Kuala Lumpur 

NEWS BRIEFS (continued…) 

CIMB arm named best provider of  
Islamic financial services 

Commerce International Merchant Bankers Bhd's (CIMB) Islamic 
banking arm, CIMB Islamic, has emerged as the best provider of Is-
lamic financial services in Asia in Euromoney's Islamic Finance 
Awards 2005. 
 
CIMB Bhd Group Chief Executive Datuk Nazir Razak said the award 
vindicates the group's strategy in the Islamic capital market field. 
"This award has been possible because of the Government's efforts 
to position Malaysia as a global leader in Islamic finance," he said in 
a statement released in Kuala Lumpur recently. 
 
CIMB has lead managed several significant Islamic finance deals. 
One of the more significant ones was the US$131.5 million (RM500 
million) Al Bai Bithaman Ajil Islamic debt securities for International 
Finance Corp, which was the first time a non-Islamic global institution 
had issued securities that were Shariah compliant and in the Malay-
sian currency. 
 
Other deals have included five Islamic securities deals and one                 
syndicated Ijara deal in 2004. CIMB also remains the first and only 
bank to provide an Asia-based Islamic private equity fund manage-
ment service.  

which are offering Islamic modes of financing to exporters,” he 
said.  
 
“I have also requested the Governor State Bank of Pakistan                 
to initiate sectoral training at the Institute of Bankers of Pakistan 
to increase understanding about Islamic banking,” he pointed 
out and added that the SBP Chief had welcomed the idea. 
 
Ikram also underlined the need for developing the database of 
exporters using Islamic modes of financing and called upon busi-
ness chambers and trade associations to play their role in creat-
ing awareness about Islamic banking among their members. 
These trade bodies must also set up advisory cells and hold 
seminars and publish booklets on Islamic banking practices and 
co-ordinate with banks in this regard. 
 
EPB was of the opinion that banks should also play their role and 
provide guidance to their clients on Islamic banking. Earlier, 
Pervez Saeed, Advisor to SBP Governor on Islamic Banking said 
Islamic banking was progressing at a much faster pace than 
conventional banking in Pakistan. 
 
He said the growth of Islamic banking over the past year in Paki-
stan was encouraging. He pointed out that the growth of Islamic 
banking was about 25% in the World compared to conventional 
banking, which grew at less than 5%.  

MALAYSIA 

UAE 

Pakistan’s Export Promotion Bureau  
offers Islamic banking consultancy 

PAKISTAN 

Pakistan’s Export Promotion Bureau (EPB) will provide a complimen-
tary sectoral consultancy service to bankers to enhance their under-
standing of Islamic modes of financing for exporters. 
 
EPB Chairman Tariq Ikram mentioned this at the close of a seminar 
on “Islamic Modes of Financing” to create awareness among export-
ers about this issue. “We can hire World-class consultants for banks 
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NEWS BRIEFS (continued…) 

Norton Rose advises Bapco on US$1 
bil l ion multi -sourced financing  

International law firm Norton Rose has advised the finance parties 
on the US$1.011 billion multi-sourced financing for Bapco, the 
government-owned Bahrain Petroleum Company. The financing 
package, which signed on the 7th February 2005, will be used for 
the upgrading of Bahrain’s oil refinery in Sitra. 
  
The financing package comprises an Export Credit Agency facility of 
US$311 million, a commercial facility of US$370 million and an 
Islamic lease facility of US$330 million.  
 
Norton Rose Partner, John Inglis, who led the team said: “We are 
extremely pleased to have been involved in the Bapco financ-
ing.  We have worked on this financing over the last three years 
during which its structure has been innovatively developed from a 
financing with an effective sovereign guarantee to a hybrid project, 
commodity and export structured finance transaction.  
 
“The financing is supported through two project contracts with the 
Kingdom of Bahrain which enhances the credit position of 
Bapco.  In addition to these structural developments at credit sup-
port level, the financing plan included the integration of a Japanese 
ECA facility, a conventional debt facility and an Islamic lease facility 
which raised its own particular challenges.” 
 
The banks involved in the financing include BNP Paribas, HSBC, 
Kuwait Finance House, Dubai Islamic Bank, Mizuho Corporate 
Bank, Arab Banking Corporation, Gulf International Bank, National 
Bank of Bahrain, Arab Petroleum Investment Corporation, ABC Is-
lamic Bank and Japan Bank for International Cooperation (JBIC). 
 
Nadim Khan, Senior Associate who led the Norton Rose team               
advising on the Islamic tranche said: “The Islamic tranche was 
structured in accordance with Ijara principles utilising a number of 
Bapco’s existing assets. Successful integration of the Islamic 
tranche into a financing package comprising conventional facilities 
in itself presented a number of difficulties that we were                    
able to overcome with the assistance of the participating institu-
tions.  We were required to come up with some innovative struc-
tural solutions to a number of key Shariah concerns which ensured 
that the compliance requirements of each participating institution 
could be satisfied.”  
    
Some of the funds will be used to prepay a bridge pre-export facility 
made available to Bapco in March 2004 by BNP Paribas and HSBC 
(on which Norton Rose acted for the banks as well). US$685 million 
will be used towards the construction of the low sulphur diesel pro-
duction project and the balance will be used towards other projects 
in Bapco's strategic investment programme. 
 
This deal comes hot on the heels of the firm’s involvement in                 
the largest electricity and water privatisation project in the Middle 
East -Taweelah B and the US$7.6 billion multi-sourced financing of 
the QatarGas II LNG Liquefaction facilities which contained the 
largest Islamic tranche utilised to date (an Ijara based facility of 
US$530 million).   

BAHRAIN 
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NEWS BRIEFS (continued…) 

University Bank is mentioned as one of just three US banks in the 
14th February issue of BusinessWeek magazine in an article on 
"Islamic Friendly Lenders." Devon Bank and HSBC were the other 
two lenders. Unlike the Murabaha mortgage product that is being 
pioneered by Devon Bank with Fannie Mae and Freddie Mac, Univer-
sity Bank applies an Ijara process (redeemable lease).  
 
According to University Bank this method is selected over Murabaha 
for a number of important reasons. Namely it allows clients more 
flexibility in both selecting adjustable or fixed rental options, 
whereas Murabaha is only fixed rate; it gives clients greater                 
redemption (pre-payment) flexibility, whereas some Murabaha trans-
actions have limitations on pre-payments; it allows an Islamic au-
thentic way to sell our investment in our clients' property to inves-
tors, whereas a Murabaha receivable can only be securitised at the 
full price of the receivable and not at a discount; Ijara is easily re-
structured to help us overcome troubles, whereas Murabaha is not 
easily restructured except at a loss to someone; and there is a way 
to expand a leasehold estate to help consumers release imputed 
equity in a property, whereas this is not possible under Shariah 
when Murabaha is applied. 
 
In addition to Islamic mortgages, University Bank is the only bank in 
the US to offer Islamic deposits, which are Shariah compliant and 
insured by the Federal Deposit Insurance Corporation (FDIC). Univer-
sity Bank is a member of FDIC and an Equal Housing Lender. 
 
University Bank also offers Islamic mutual funds nationwide through 
its University Insurance and Investment Services subsidiary. Univer-
sity Bank is the only financial institution in the US that offers all of 
these products to its customers.  

University Bank's Islamic banking  
division named an "Islamic Friendly 
Lender"  

Islamic banking hailed 
It was recently declared that Islamic banking is now a global power. 
Bahrain’s Finance Minister Shaikh Ahmed bin Mohammed Al 
Khalifa said Islamic financial institutions have achieved great re-
sults in recent years, proving the viability of their business models, 
which are all Shariah compliant.  
 
In a related development Bahrain Monetary Agency (BMA) Governor 
Rasheed Al Maraj pledged to continue his predecessor's policy of 
promoting innovation within the Islamic finance industry. 
 
He said that Islamic finance was losing its niche status and achiev-
ing significant recognition from the global financial industry. "Its 
overall growth is currently estimated at around 15% per annum and 
Islamic finance related assets at up to US$500 billion. For our part, 
the BMA will continue to focus on developing a strong regulatory 
and supervisory framework, fully consistent with international stan-
dards, as the best guarantee of continuing success for Islamic fi-
nance". 
 
The Finance Minister and BMA Governor were speaking at the 
opening of an Annual Conference on Islamic Banking and Finance 
at the Gulf International Convention and Exhibition Centre held 
earlier this month. The 2-day event was organised by the Account-
ing and Auditing Organisation for Islamic Financial Institutions 
(AAOIFI) in partnership with the International Monetary Fund. 
 
Al Maraj said that the BMA's upcoming Rulebook, containing all 
regulations relevant to Islamic banking, would help it achieve its 
goals. "We have also been working over the past 18 months on a 
new regulatory framework for the insurance sector, following the 
transfer in 2002 of regulatory responsibility to the BMA".  

establish an Islamic commercial bank in Pakistan, and a leasing 
company in Saudi Arabia in the private sector.  
 
For this, an agreement was executed between Al-Zamin Leasing 
Modaraba (Al-Zamin) and Saudi Bashair Holding Co of Jeddah who 
would jointly set up the aforesaid entities. Both parties signed the 
agreement in the presence of Saudi Minister for Industries and 
Commerce Dr Hashim Bin Abdullah Yamani and Federal Minister for 
Commerce Humayun Akhtar. General Trustee, Council of Saudi 
Chamber of Commerce and Industries Fahad Bin Saleh Ali Sultan. 
 
Simultaneously, Bashair Group and Al-Zamin have agreed to set up 
a leasing company in Saudi Arabia that will handle Ijara, Musharaka 
and Murabaha transactions. The necessary applications are being 
made to the Saudi Foreign Capital Investment Authority and Saudi 
Arabia Monitoring Authority for this purpose. 
 
With the sponsorship of Bashair Group and the professional man-
agement to be provided by Al-Zamin, the proposed leasing company 
is expected to handle significant business initially in Jeddah and 
later in other major cities in Saudi Arabia.  

BAHRAIN 

PAKISTAN 
Islamic Bank to be set up in Pakistan 
Al-Zamin Leasing Modaraba is likely to set up an Islamic bank with 
paid-up capital of US$33.6 million (Rs2 billion), after securing ap-
proval from the State Bank of Pakistan (SBP) and Securities and 
Exchange Commission of Pakistan (SECP) in collaboration with 
Saudi Bashair Holding Co of Jeddah. 
 
The bank, when licensed by SBP, will operate strictly in accordance 
with the principles of Shariah and develop products and services to 
enhance the Islamic financial system in Pakistan.  
 
Al-Zamin Chief Executive Basheer A Chowdry confirmed that the 
Saudi Bashair Holding Co had committed to providing equity, which 
along with capital to be provided by the respectable Pakistani in-
vestors, would form the basis for seeking approval from the SBP 
and SECP to convert Al-Zamin Leasing Modaraba into an Islamic 
commercial bank. The proposed bank will have a minimum equity 
of US$33.6 million (Rs2 billion), of which a large portion is being 
provided by Saudi investors. 
 
One of the significant decisions taken during the Pakistan-Saudi 
Joint Ministerial Commission meeting on the 9th February was to 

USA 
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Islamic Wealth Management :  Global challenges and opportunit ies 
By Sohail Jaf fer 

In the last 3 years, the Islamic wealth management market 
in the Middle East has grown significantly, with both the 
global and major regional players investing in professional 
resources and technology to meet and, in some cases, ex-
ceed their customer expectations. 
 
Despite the difficult and volatile international market conditions, 
the GCC regional equity markets have performed well and attracted 
significant inflows into IPOs, booming real estate developments, 
Sukuk issues, structured products and alternative investments 
including hedge funds and private equity/venture capital as well as 
funding capital expansion of family and private owner/manager 
enterprises. Several major banks have established a Wealth                     
Management Division designed to segment their customer base 
(ultra high net worth entrepreneurs, high net worth individuals and 
affluent customers) and serve their evolving needs. There is in-
tense competition for retaining existing customers and acquiring 
new ones. The cost of acquiring new customers has risen consid-
erably. 
 
Although there are a few real regional banks specialising in wealth 
management business within the GCC markets, the major players 
are increasingly leveraging the power of their brand recognition and 
where feasible prefer a customised “White label solution” from 
their product partners.  

Islamic banking renaissance 
Given the demographics of a relatively young population and the 
continuing trend towards the gradual reduction of state social secu-
rity benefits, several large sized banks in the GCC region have 
started to focus on analysing and responding to the needs of their 
affluent customer base. 
 
Banks have taken a relationship driven approach and sought to 
differentiate themselves by broadening their knowledge and depth 
of customer needs and designing a premier service offering across 
a wide range of customer requirements including wealth genera-
tion, preservation and accumulation. Banks are concentrating on 
developing alternative distribution channels and a risk framework 
that encompasses the increasingly diverse product range and 
multi-channel delivery. 
 
In parallel with this trend, the renaissance in Islamic banking and 
finance has spurred banks, financial intermediaries and product 
providers to innovate and in some cases even reconfigure their 
business and distribution models to cater for the needs of the Mus-
lim community. Recently, Malaysia granted Islamic banking li-

censes to three foreign banks and to three local players. In Pakistan, 
some five new Islamic banking licenses are under review by the             
authorities. In the UAE, two major banks decided to establish Islamic 
banking subsidiaries. In the UK, the Islamic Bank of Britain             
received approval to operate in 2004. Encouragingly, international 
banks like HSBC, Standard Chartered Bank and ABN AMRO are also 
focusing on meeting the core Islamic wealth management needs of 
their Muslim community. 
 
Current wealth management product offerings include Islamic mutual 
funds, commodities, real estate investments, local IPOs and individual 
stock portfolios, structured products and private equity and venture 
capital funds. Wealth Management Divisions of banks are now increas-
ingly starting to include a suite of Family Takaful linked investment 
programs for both lump sum and regular savers. Hence Islamic Sav-
ings, Education, Marriage and Retirement Plans that combine invest-
ments with protection benefits are starting to become attractive. The 
average maturity of such wealth accumulation plans average between 
15 to 20 years and the customer retention period in good performing 
programs is much longer than direct investments in mutual funds. 
 
Strategic product partner selection 
Banks are keen to work with strategic product partners who offer a 
bespoke investment linked program, the opportunity to “white label” 
such a program, and an open investment architecture. The latter en-
ables banks to create a best of breed investment offering by blending 
their own brand funds with top quartile third party performing funds, 
an attractive array of protection benefits and a transparent but equita-
ble charging structure for the customer and the relevant suppliers. 
 
A number of banks have created their own brand funds but outsourced 
the asset management to quality international and specialist manag-
ers. Recent product innovation includes the embedding of risk cali-
brated multi-manager portfolios in Islamic wealth management pro-
grams where each investment strategy offered to the individual cus-
tomer is composed of more than one underlying fund. This permits the 
investment adviser to remain in control of the asset allocation, man-
ager selection and portfolio rebalancing. 
 
One of the challenges encountered by banks wishing to distribute such 
investment linked plans is the cost in technology and service infra-
structure required by such type of programs. Banks prefer a seamless 
processing environment where the customer risk profiling, the process-
ing of the customer application, the illustrative calculations and the 
printing of the Plan certificate is completed in an efficient manner de-
signed to enhance the customer experience and satisfaction level. The 
use of an Internet based Point of Sale application developed by a few 
product partners such as the FWU Group has made the sale process 
convenient and brought economies of scale in both front and back 
offices. It has enabled banks to track the quality of their sales manage-
ment and fulfilment process and the overall quality of their business 
portfolio. 
 
Product innovation 
Due to the ethical guidelines underpinning Islamic wealth manage-
ment products, the increasing transparency of customer terms and 
conditions, pricing structure, regular monitoring for compliance by the 
relevant Shariah boards and adequate disclosure of material aspects, 
such offerings have tended to attract both the Muslim and non-Muslim 
customers. 

What is White Label? 
White label allows the customised provision of a product  and 
service under the marketing brand of the distribution partner. 
 
It also enables the distribution partner to define and integrate 
their own distribution margin rather than accept a predefined 
margin usually included in the placement of a third party product. 
 
Increasingly banks prefer a “White label solution” as it permits 
for the development of a tailored offering, enhances own brand 
equity recognition, provides flexibility in customer pricing and 
maintains high customer service standards. 
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Islamic Wealth Management :  Global challenges and opportunit ies 
(continued…)  

The acceptance of Islamic Savings, Education, Marriage and Retire-
ment Plans is gradually growing amongst the affluent customer 
base but significant investment in customer education and training 
of financial planners and investment advisers is needed. A suc-
cessful distribution model needs to develop a thorough under-
standing of its customer needs, deliver on its promise, offer prod-
uct and process innovation, eliminate flaws in product terms and 
cost structures and enhance customer service delivery. 
 
The skilful design and manufacture of Shariah compliant                   
Wealth Management and Financial Planning programs is, however, 
just the beginning of the process. Packaging and delivering such 
programs into customer’s hands by providing an efficient and            
positive experience is one of the keys to initial and longer-term 
customer satisfaction. 
 
One example of product innovation is the recent partnership be-
tween the National Commercial Bank and Deutsche Bank in intro-
ducing the “Islamic Equity Builder Certificates”. It represents a suc-
cessful culmination of the National Commercial Bank’s expertise in 
Islamic investing and Deutsche Bank’s asset management capa-
bilities. The Islamic Equity Builder Certificates are 4 new Islamic 
equity products listed on the Frankfurt Stock Exchange that offer 
opportunities for superior returns while maintaining a reasonable 
risk profile in full conformity with Shariah principles. Three of the 
Islamic Equity Builder Certificates invest in the following geographic 
regions: United States, Europe and Asia Pacific. The fourth, the 
Global Certificate, is a combination of the 3 regional certificates. 
 
Another interesting example is FWU Group’s Islamic Dynamic 
Quant equity model. This technical model offers the flexibility to 
customise and define different risk/reward appetite global, re-
gional and sector portfolios. For customers seeking to shelter from 
the enormous market volatility of recent past, the FWU Group of-
fers an innovative Dynamic Quant based investment approach with 
focus on: absolute risk-adjusted returns; defined and controlled 
volatility; capital preservation; and elimination of currency risk. 
 
The aim is to achieve these objectives through: global diversifica-
tion; dynamic asset allocation utilising a Quant Model, which filters 
out assets with a negative trend; and tight risk control within de-
fined parameters, which are carefully tailored to meet the individ-
ual bank distribution partner’s requirements. 
 
The initial global stock universe underlying FWU Group’s Islamic 
Dynamic Quant equity model comprises the stock universe of the 
Dow Jones Islamic Market Index to ensure Shariah compliance. 
Furthermore stocks included in the FTSE Global Islamic Index may 
also be considered for investment. 
 
The Dynamic Quant model is highly robust and flexible and offers 
more than 100 different screening criteria for each company. The 
quality of any Quant model is solely dependant upon the variables 
chosen to build the portfolio. Those variables have to possess 
some predictable power to generate an attractive risk adjusted 
absolute return for the portfolio. Selecting the appropriate vari-
ables is more of an art than a science and requires the right blend 
of investment skills and experience.  
 
The graph illustrates the investment process for FWU’s Islamic 
Dynamic Quant Equity Portfolio: 

The stock screening and portfolio optimisation process can be summa-
rised in the following schematic: 

Global opportunities 
In terms of opportunities for the market expansion for Islamic wealth 
management products, the US, Europe and Asia represent significant 
untapped potential. There is scope for certain GCC and international 
cross-border players to package premier products and services for 
their affluent customers and process these through major bank distri-
bution and other financial intermediaries. The business skills and suc-
cessful distribution models need to be crafted and redeployed intelli-
gently in the development of new markets. For example, the primary 
markets within Europe that have a sizable Muslim population include 
the UK, France and Germany. In Asia, China, India and Indonesia come 
to mind. Currently, Islamic wealth management centres of product 
excellence include Malaysia, Bahrain and the UAE but Indonesia, Saudi 
Arabia and Pakistan are fast evolving and building their product exper-
tise in this important business segment. The major regional players 
like CIMB, Maybank, Bank Mandiri, the National Commercial Bank and 
Kuwait Finance House are well positioned to export and adapt their 
wealth management capabilities and customer centric value proposi-
tion to the mature regulatory, tax and accounting regimes of the major 
OECD jurisdictions. 
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Note: The author is a Partner at FWU Group. The FWU Group recently 
won a Euromoney Islamic Finance award for being the “Best Islamic 
White label service provider”. 
Email: s.jaffer@fwugroup.com 
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Issues and Challenges of Islamic Banking Today (Par t 1) 
 By Angelo M. Vernados 

It is easy for the uninitiated to underestimate the difficulty 
of applying classical Islamic law to modern commercial 
transactions. Some believe that the law’s dictates can be 
summed up in a set of vague and general ethical and moral 
precepts, which do not entail any precise system of legal 
procedures. In contrast, others assume that the legal re-
strictions are relatively few in number, concrete in nature, 
specific in application, and readily dealt with, leaving the 
rest of the field free for innovation and development. In 
either case, the outsider may expect to find Islamic banking 
easily accommodated by Western financial practices, sim-
ply by observing a short list of do’s and don’ts. Instead, the 
uninitiated finds, on closer examination, that classical juris-
prudence (fiqh) relating to commerce and other financial 
matters is extraordinarily rich and complex. Moreover, while 
this law is derived from profound general principals, it is 
not stated in those terms but rather as innumerable de-
tailed rules, which are interconnected at a level rarely 
made explicit. Furthermore, these rules and principles are 
not only legal edicts but also posses a moral dimension, 
which, at times, defeats any hope of a legalistic precision. i 
 
Obstacles to the Application of Islamic Law to Present Day Banking 
According to Vogel, the rationalising of those areas of Islamic law 
which relate to commerce and other financial activities, in order to 
create a legal framework for Islamic banking is not all that simple 
then. First there is the nominalist or provisional nature of much of 
Islamic jurisprudence (fiqh), which relies as much on the interpre-
tive skills of individual Islamic scholars, extrapolating from both 
primary and secondary sources, as it does on the principal tenets 
enshrined in Shariah law. Divergences of opinion between the dif-
ferent schools of law complicate the picture further, as do the dif-
ferent methodologies that may be called upon when elaborating on 
the law. Then there is the particular issue of the pluralism of the 
fatwahs, which again has it origins in the subjective and non-
binding nature of many fiqh rulings.  
 
What all this means is that Islamic jurisprudence lacks something 
of the consistency and predictability of a more codified system of 
laws and edicts — as we noted earlier, modern fiqh scholarship 
should be understood as representing the current state of thinking 
in terms of tolerance parameters and need not necessarily be re-
garded as the last word on the subject. Further complications inevi-
tably arise when it comes to accommodating Shariah law to the 
existing legal system of a particular country, which more often than 
not is based on a European model, chiefly French or English, the 
legacy of the colonial era. Lastly, there are problems relating to 
proper accounting standards as well as regulatory challenges to 
ensure proper halah banking.ii  
 
The path towards harmonisation of Islamic banking and conven-
tional banking is fraught with interpretations of the fiqh and plural-
ism of the fatwahs. That is coupled by differences in the methods 
of interpretations and the arriving at the fatwahs. 

Derivation from Revealed Sources 
As we saw in chapter two, the English term ‘Islamic law’ conceals an 
important distinction between Shariah (divine law) and fiqh (the 
human comprehension of that law). Fiqh, unlike Shariah, can be 
faulty, multiple, uncertain, and changing. Indeed, since the revealed 
texts are only finite and are often ambiguous, the norm is that fiqh 
rulings are uncertain and merely probable suppositions as to what 
God’s law truly is. Indeed, on most points of doctrine fiqh writings 
record multiple opinions, all from qualified scholars.  
 
This situation is further complicated by the different positions taken 
by the various schools of law. By way of example one might consider 
the varying perspectives of the different schools in relation to 
salam, forward-purchasing contracts. The term salam refers to a 
contracted sale whereby the seller undertakes to supply specific 
goods to the buyer at a future date in exchange for an advanced 
sum fully paid up on the spot.  Here the payment for the good is 
made up front and in cash, but the supply of the purchased goods is 
deferred. According to the Hanafi school, it is necessary that the 
commodity that is being sold remains available in the marketplace 
from the very day that the contract is initiated right up until the date 
of actual delivery. If the commodity is not available in the market-
place at the time of the contract, then salam cannot be effected in 
respect of that commodity, even though it may be confidently ex-
pected that the commodity will be available in the marketplace on 
the agreed date of delivery. The other three schools of law — Shafi‘i, 
Maliki, and Hanbali — differ on this, being of the opinion that the 
availability of the commodity at the time of the contract is not a 
condition for the validity of salam. What is necessary, according to 
them, is that it should be available at the time of delivery.  
 
This is but one example, but suffice to say, there can be consider-
able divergences between what is and is not permissible under 
Islamic law, depending on which school of law in consulted. Such 
inconsistencies are not in themselves conceived as some kind of 
failure on the part of Islamic jurisprudence, but rather as a reflec-
tion of the fallibility of man. Ultimately, fiqh rulings are taken as truly 
and certainly God’s law only when they are established by a literal, 
revealed text, or when they have been agreed upon unanimously by 
all Islamic scholars of a particular age. The latter agreement is 
called ‘consensus’ or ijma.iii  
 
Methodological Differences 
The legal rulings applied in today’s Islamic banking and finance are, 
generally speaking, arrived at using one or the other of four differ-
ent techniques: interpretation of the revealed sources (ijtihad), 
choice (ikhtiyar), necessity (darura) and artifice (hila). The selection 
of one technique over another to get a more favourable decision, 
according to the circumstances, also affects the consistency and 
predictability of many fiqh rulings. 
 
The first and metaphysically most pristine technique is ijtihad, or 
derivation directly from the revealed texts of the Quran and the 
Prophet’s Sunnah. This method is increasingly being used in Islamic 
banking and finance, particularly when a legal instrument or ruling 
is considered novel — i.e. never previously considered by scholars in 
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the past. For example, contemporary scholars have found that the 
option contract has no counterpart in classical law and so must be 
evaluated afresh using ijtihad. Recourse to ijtihad is increasing as 
scholars move from everyday transactions to more complex and 
less commonplace exchanges. 
 
A second method by which a ruling may be reached is that of 
choice, or ikhtiyar, which in this context means the selection of an 
appropriate ruling from views already propounded by scholars in 
the past. This method has the advantage of aligning the modern 
scholar’s view with that of a great scholar in history, which at least 
lends the assurance that nothing about the opinion fundamentally 
offends the Shariah and that no disastrous innovation is afoot. 
 
There are various subcategories of this approach defined according 
to the criteria by which a decision is reached. One method, the 
most ambitious, reverts to the Quran and Sunnah and to basic fiqh 
principles to decide which view offers the best or strongest inter-
pretation of the revealed texts. A second method evaluates an 
opinion by the rules of decision internal to the school that es-
pouses it, such as the degree of support from the school’s founder 
or its consistency with the position taken by other schools (for ex-
ample, there are ‘stronger’ and ‘weaker’ Hanafi views). A third 
method examines which view best serves the general welfare or 
Maslaha (a concept which includes religious welfare). In the latter 
instance a particular choice may be made simply because it con-
forms to prevailing practices or customs (‘urf). One argument in 
favour of this last approach is that fiqh delegates freedom to act to 
those responsible for the general welfare as long as they do not 
offend fundamental principles of Shariah. 
 
Vogel notes that conservative legal scholars prefer to avoid                     
ijtihad wherever they can justify innovations by appeals to                    
precedent (ikhtiyar). In practice, though, the method of choice cov-
ers ijtihad, notably in contemporary deliberations about options, 
which are financial instruments critical to any effective future for 
Islamic finance. 
 
A third method of deriving rulings, still lower in metaphysical status, 
permits one to adopt any position, even one contravening a cate-
gorical Shariah rule, when one is compelled to do so by stark ne-
cessity (darura). This necessity must be of great severity, usually 
one involving life-or-death situations. The basis for this approach is 
the Quran’s frequent recognition that a person may be driven by 
necessity to eat otherwise forbidden food (e.g. 2:173) and also the 
Quran’s disavowal of any divine intent to cause mankind hardship 
or to press human beings beyond their capacities (e.g. 2:286). One 
version of the doctrine holds that a mere ‘need’ (haja), if it affects 
many, may be treated like a dire necessity affecting only one. 
 
Scholars in Islamic banking and finance have invoked necessity to 
permit exceptional relaxation of rules. They have issued fatwahs 
(opinions) allowing Islamic banks to deposit funds in interest-
bearing accounts, particularly in foreign countries, because these 
banks have no alternative investments at the necessary maturities. 
Typically, however, they place conditions on such fatwahs. For ex-
ample, it may be required that the unlawful gains be used for relig-
iously meritorious purposes such as charity, training, or research. 
Such fatwahs are particular to the circumstances in which they are 

issued. If conditions change, or if an alternative to the necessary 
evil arises, the scholars require that the practice end. 
 
Classical Islamic law also indulged in one further method of attain-
ing desired legal outcomes, namely that of legal artifice (hila, pl. 
hiyal). The foundation of this method is a formalistic approach to 
contract, in the sense of a concern for the external form of transac-
tions instead of the parties’ substantive intentions. All classical 
scholars found hiyal acceptable when they were merely clever uses 
of law to achieve legitimate ends. For example, a landlord, worried 
about a tenant cancelling unfairly, might stipulate payment in ad-
vance in the lease terms. 
 
In the case of Islamic banking, one such instance of legal artifice is 
the artificial Murabaha. One of the principal instruments of Islamic 
banking is Murabaha, a perfectly legitimate means of financing a 
sale by charging markups to the current price at a future time. Be-
cause Islam accepts the time value of money but rejects making 
money from money, the bank financing a Murabaha sale must actu-
ally buy the merchandise and then advance it to buyer. In practice, 
however, Islamic banks in Pakistan, Malaysia, and elsewhere have 
devised artificial Murabaha, whereby the creditor immediately re-
leases the merchandise to the buyer without ever really possessing 
it or even fully identifying it.iv The Fiqh Academy of the Organization 
of Islamic States has condemned this practice, yet many Islamic 
banks engage in such hiyal, perhaps because they lack the com-
mercial expertise and warehousing capabilities literally to fulfil the 
conditions of a “real” Murabaha. The major portion of outstanding 
credit extended by Islamic banks takes the form of Murabaha but 
the proportion of it that is artificial is unknown. Any systematic at-
tack on this particular artifice, however, could place the entire Is-
lamic financial movement in jeopardy. Out of necessity Islamic 
banks are in need of new financial instruments.v 
 
References: 
i. Vogel, p.28. 
ii. Op cit, pp. 50-51. 
iii. Scholars’ construction of ijma differ. For some, no qualified scholar’s 

view can ever be overridden by a later agreement. This gives more scope 
for variation than other positions on ijma holding than an ijma in a later 
generation disproves all the contradictory views of earlier generations. 
Vogel, pp. 34-35. 

iv. An opinion put forward by Saiful Rosly, a professor of finance at the Is-
lamic University of Malaysia 

v. Henry, Clement M., Guest Editor's Introduction, Thunderbird International 
Review of Business, Special issue on Islamic Finance, July 1999 
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Note: The above is an excerpt from the forthcoming book Islamic 
Banking and Finance in Southeast Asia: Its Development and Fu-
ture (Angelo M Venardos) published by World Scientific Publishing 
Co Pte Ltd. Angelo M Venardos has degrees in Economics, Market-
ing, an MBA, a Masters of Jurisprudence (Corp & Com Law), and is 
presently completing a Doctorate of Legal Science, in the area of 
the global regulation of offshore financial centers. A banker by 
training, he commenced his international career in Hong Kong in 
1978. Angelo is a Permanent Resident of Singapore, where he 
works in the wealth management field of trust and offshore com-
pany services. 

Part 2 will be featured in the next issue of Islamic Finance News. 
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The proposed launch of the Bahraini based International Islamic Rating Agency (IIRA) (Incorporated 21st October 
2002) with the Islamic Development Bank as its main sponsor has yet to surface. 
 
What are your views on Rating Agencies specifically focusing on Islamic products? Is this necessary or could the 
global conventional rating agencies (S&P, Moody’s, Fitch etc…) which are well known to the global investor com-

munity provide this service? 

 
 
 
 
JAMES HUME 
Chief Executive Officer,  
Omega Group Services Ltd. 
Dubai 

As the corporate Sukuk market becomes more established and the                   
sovereign Sukuk market grows, it will be essential to have a credible ratings sys-
tem to support the growth of a liquid secondary market. However, for the market 
to generate real breadth and depth, conventional financial institutions must                   
become active participants. These major investors and traders must be able to 
compare and contrast Shariah-compliant instruments with conventional                        
alternatives that offer similar risks. Thus the depth of analysis and transparency 
that supports a conventional rating must be echoed in the Islamic equivalent. If a 
conventional rating agency can approach the task with sufficient sensitivity and 
understanding of the unique features of Shariah-compliant financial instruments, 
then the resulting comparative rating system should provide much-needed support 
to increased liquidity and wider acceptance of Sukuk as a generally recognised 
investment structure. 

  

 
 
 
 
 
SOHAIL JAFFER 
Partner 
FWU Group,  
Luxembourg 
 

The role of a Rating Agency is to provide an in depth analysis, comment and guid-
ance in a standardized format that is readily understood by international investors 
on the overall quality of the structure, review the salient categories of downside 
risks and mitigants, stress test performance in the different market scenarios and 
opine on the credit or performance rating of the security in question. 
 
The industry knowledge, expertise and track record of the Rating Agency and its 
international credibility is important to the relevant user constituency. Some Rat-
ing Agencies have therefore acquired relevant expertise and resources needed to 
rate Islamic products. 

 
A new specialist international Rating Agency focused exclusively on Islamic bank-
ing and finance products may have a competitive advantage but will need to build 
its brand recognition within the global investor base as several of them are active 
players in today’s Islamic investment products family. Increasingly, the interna-
tional investor appetite for Islamic products has grown significantly in size and 
sophistication and the business has gradually evolved from a regional perspective 
to a truly global scalable model. There is therefore some potential for a specialist 
Islamic Rating Agency to add value. 

  

 
 
 
DAVID VICARY 
Director 
Deloitte Consulting,  
Malaysia 

There is a role for local and Global Ratings Agencies to play with regard to 
Islamic Finance. However, it does need to be made very clear as to what the 
agency is actually rating.  There appears to be some confusion in the                      
market as to whether Ratings Agencies should be reviewing Credit, Shariah 
Compliance or both.  This confusion can only be eliminated by more                  
education and improved communication. 

In this section of Islamic Finance News we ask the industry’s leading experts from around the globe to provide their views on a 
single question which reflects the issues in the market. This week the experts share their views on the following Question: 

(Continued…) 
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An intensive 3-day programme covering the most important elements of Islamic Finance,             
conducted by leading practitioners 

25th-27th April 2005, Singapore 
 

This new course will be led by two leading market practitioners, Mr. Brian Kettell, former Special Advisor to the Bahrain 
Monetary Agency, and Mr. James Hume, Chief Executive Officer, Omega Finance, allowing delegates an excellent op-

portunity to learn from the experts and hear about the practical issues in this exciting sector.   
 

Days 1 and 2 will set the scene and will cover the principals of Islamic finance and contracts. Also covered will be vital 
issues such as risk and liquidity management and the challenges facing Islamic banking Worldwide.  Day 3 will cover new 
products and will focus on the innovative areas of Sukuk and Islamic funds.  Discussions will address Sukuk structures, nego-
tiation, documentation and management.  At the conclusion of this course, delegates will also understand mutual funds and 

equity investing, Shariah rules governing equity investing and how to structure, market and manage equity investments. 
 

Please contact Andrew Tebbutt for more information. Andrew.Tebbutt@IslamicFinanceTraining.com or Tel: +603 2141 6022 
 

     Organised By:  

Islamic Finance: From Fundamentals to Sukuk 
Practitioners Explain! 

 
 
 
Mohammed Asaria 
Associate 
Lovells PLC 
UK 

The establishment by the Islamic Development Bank of an Islamic Rating Agency 
has undoubtedly raised the profile of the Islamic finance industry as a whole. 
However, for this investment to be worthwhile, the Islamic Rating Agency must 
operate to the standards that investors have become accustomed to from the 
conventional agencies. After all, when a conventional agency assigns a rating to 
an issue of securities it conducts an in-depth analysis and various stress tests 
on, inter alia, the performance of the assets and/or the seller and the counter-
parties involved. The rating assigned to a particular issue is a direct result of 
such investigations. Investors (particularly conventional investors, who frequently 
purchase Shariah instruments) will require the Islamic Rating Agency to perform 
a similar level of due diligence as the conventional agencies, if investor confi-
dence in the rating assigned by the Islamic Rating Agency is to develop. 
 
The conceptual differences between a Sukuk and a conventional bond are not 
such as to prevent the conventional Rating Agencies being able to analyse 
Shariah compliant securities. However, there are regional and cultural considera-
tions that the conventional agencies need to take into account (e.g. the legal 
regime in certain Middle Eastern jurisdictions) and until they make a sufficient 
investment (which they are beginning to do) in this area, the conventional agen-
cies will not be able to fully tackle such considerations. Perhaps competition 
from the Islamic Rating Agency will spur the conventional agencies to develop 
their presences and their understanding of certain regions. 

  

(continued…) 

If you would like to participate in the Islamic Finance Forum please contact us with your details.  

Alternatively if you have a question for our panel of experts please submit to                                              
Andrew.Morgan@IslamicFinanceNews.com 
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The Securities and Exchange Commission of Pakistan (SECP) has 
approved the application of registration of one Islamic insurance 
company, and is processing another one, said SECP Chairman Dr 
Tariq Hassan last week. 
 
“We provisionally approved one application,” he said. “And the com-
mission also received expression of interest for another.” The devel-
opment in this sector is likely to be facilitating for different financial 
activities in the country.  
 
The central idea of Takaful, Islamic insurance, contract is that it is a 
financial transaction of a mutual co-operation between two parties 
to protect one of them from unexpected future material risk.  

NEWS BRIEFS  
PAKISTAN 

Visit Our Homepage 

Newsbriefs     16 
• Pakistan’s SECP approves Islamic insurance firm 
• Bangladesh Government looking at including Takaful in                               

Insurance Act 

Pakistan’s SECP approves  
Islamic insurance firm 

AMAN profits soars to US$23.45 
mill ion 

UAE 

Dubai Islamic Insurance and Reinsurance Company (AMAN) has an-
nounced that its net profits for 2004 have increased by more than 
7,000% to US$23.45 million (Dhs8.62 million) from US$302,088 
(Dhs111,000) in 2003. 
 
According to preliminary figures revealed to the Securities and Com-
modities Authority and Dubai Financial Market, the company's stock 
earning increased 14.3% to US$186.97 million (Dh68.7 million) in 
2004 from US$163.56 million (Dh60.1 million) for 2003.  
 
The assets of the company grew by 48% to US$30.11 million (Dh100.6 
million) compared to US$18.514 million (Dh68 million) last year. The 
value of insurance premiums paid increased by 234% in the period to 
US$14.57 million (Dh53.5 million). 
 
Due to the company's outstanding performance, the Board of Directors 
have recommended distribution of US$1.63 million (Dh6 million) which 
is equivalent to 10% of the company's capital as a cash dividend. Sev-
eral groups of investors have a stake in AMAN, including The Invest-
ment Office, Dubai Islamic Bank and retail investors.  

BAHRAIN 
Second Middle East Insurance  
Forum in March 

The Second Middle East Insurance Forum will be held the 8th & 9th 
March 2005 in Manama, Bahrain under the patronage of Bahrain 
Monetary Agency (BMA) Governor Rasheed Mohammed Al-Maraj. 
 
The forum is organised by the Al-Iktissad Wal-Aamal Group with 
BMA for the second consecutive year, against a backdrop of accel-
erated economic reforms, demographic growth, privatisation of 
government assets and healthcare, greater awareness, growth of 
Takaful, compulsory insurance and improvements of the regulatory 
environment.  
 
The Arab insurance industry’s growth has seen radical changes in 
non-life insurance, which in 2002 increased by 13.3% and reached 
US$5 billion, and in life-insurance premiums which grew by 20.6% 
to reach US$1.1 billion. 
 
Expert speakers will discuss these and other major developments 
facing the Arab insurance industry, such as global and regional 

• AMAN profits soars to US$23.45 million 
• Solidarity launched SolidBond 
• Second Middle East Insurance forum in March 
 
• Does co-operative or mutual insurance equal Takaful? 18 
 
• Re-Takaful Paradigm                 20 

Inside Takaful News: 

trends in insurance and reinsurance, market overview, emerging Arab 
markets outlook and opportunities, Takaful and re-Takaful, key chal-
lenges and opportunities facing the health insurance industry in the 
Arab world, and more. 
 
The forum will bring together more than 400 delegates including 
heads of several regulatory authorities, CEO’s and senior executives 
of international and Arab insurance and reinsurance companies, bro-
kers, consulting and rating agencies, auditing firms, banks                  
and Islamic financial institutions as well as many large corporations in 
the region.  

TERMINOLOGY -  Bai al Salam  
 
This term refers to advance payment for goods which are to be delivered 
later. Normally, no sale can be effected unless the goods are in existence at 
the time of the bargain. But this type of sale forms an exception to the gen-
eral rule provided the goods are defined and the date of delivery is fixed.  

INTERESTED IN  
CONTRIBUTING? 



Page 17 21st  February 2005 

EDUCATE YOUR CLIENTS IN ISLAMIC FINANCE 
 

Educating your clients is essentially the first step in introducing them to the benefits of the Islamic capital markets. By 
understanding the industry and the products they are far more likely to seek further advice the next time they tap either 

the domestic or international capital markets. 
 

There are a limited number of sponsorship packages available to those who recognize the tremendous opportunity to 
increase their visibility to their existing and prospective clients. This sponsorship package offers significant value to those 

institutions who seek to market their services directly to the decision-makers in this rapidly growing industry sector.  
 

Sponsorship offers you the chance to target your current and potential key clients for an entire year with the guarantee of 
locking out your competitors.  

 
For further information please contact Andrew Morgan at Andrew.Morgan@IslamicFinanceNews.com or Tel: +603 2141 6020. 

Solidarity launches SolidBond  
Solidarity – Family Takaful, one of the Middle East’s leading Takaful 
companies, has launched an innovative single contribution plan, 
SolidBond, to offer customers a focused investment vehicle that 
caters to specific financial constraints. 
 
The plan has included special features to help customer’s capital 
get the most from Shariah compliant investment opportunities - 
such as investment flexibility and the ability to switch funds as the 
market changes. 
 
“Two especially attractive features of the SolidBond plan are the 
enhanced allocation to units and the loyalty bonus. Unlike many 
other types of investment, there is no bid/offer spread so invest-
ments are not subject to a front-end charge,” said General Manager 
Rob King.  
 
The plan, which is open to anyone aged 18 years and above, re-
quires a minimum investment of US$20,000, which can be in-
creased at any time during the plan’s lifespan. 
 
“As the Takaful market continues to develop and expand, the need 
for a greater selection of tailored and specifically designed product 
offerings will be key to continuing the markets success. The develop-
ment of an investment vehicle such as SolidBond is one step closer 
to accommodating the diverse individual needs of clients without 
causing both an ethical and financial aggravation,” said King. 
 
The introduction of the plan continues to underline Solidarity – Fam-
ily Takaful’s commitment to developing regional and global Takaful 
markets, which are expanding at an estimated rate of 15-20% per 
annum. 
 
“Takaful products are in huge demand because they rely so heavily 
on the virtue of fairness and are concurrent with the teachings of 
Islam. There is a necessitated desire to move away from ethically 
regressive protection means, opting for consumer driven products 

NEWS BRIEFS (continued…) 
BAHRAIN 

BANGLADESH 
Bangladesh govt looking at 
including Takaful in Insurance Act 
The Bangladesh government has set up a high-powered committee to 
suggest necessary amendments to the present Insurance Act of 
Bangladesh to include some clauses giving legal coverage to Takaful.  
 
Commerce Minister Altaf Hossain Chowdhury said this recently at the 
discussion meeting on the “Role of Islamic Insurance in Islamic Econ-
omy”, organised by Islamic Insurance Bangladesh Limited (IIBL). 
 
At the discussion Minister for Law, Justice and Parliamentary Affairs 
Moudud Ahmed said as Muslims there is a need to practice Islamic 
principles. “We shall have to go forward with the aims and objectives 
to achieve the ultimate goal of Islamic insurance and Islamic econ-
omy by amending existing insurance act and rules to include Takaful 
through gradual process,” he observed.  

that compliment the holistic nature of Islam, as well as providing 
attractive returns of investment for shareholders and policyholders 
alike,” added King. 
 
In another development, Solidarity also announced the launch of a 
website in an effort to address the need for a unified information 
centre about the company and the continually expanding global Taka-
ful industry. 
 
“This website reiterates the company's commitment to providing pro-
fessional communication with the end user and better communica-
tion flow between manufacturers of Takaful products and clients,” 
said King.  
 
He added that through this website, customers can compare what 
Solidarity is offering with other products in the region and formulate 
the best possible investment solution.  
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To be or not to be (Takaful), that is the question? There are 
a number of misconceptions in both the Islamic and con-
ventional insurance industry, in terms of when is mutual or 
co-operative insurance Islamic?  These misconceptions ex-
ist to some degree at both the industry and Shariah level. 
 
What is the basis for modern day Takaful? It must first be                  
understood that insurance, based on Shariah principles, is accept-
able in Islam. There are many Quranic verses and Hadith                      
supporting this concept of Islamic insurance or Takaful and gener-
ally this view is held by most Shariah scholars Worldwide although 
a small minority still do not accept a Takaful principle, fewer still 
confuse Takaful with conventional co-operative or mutual insur-
ance while a small minority see no difference between conven-
tional and Takaful insurance. 
  
Where was modern day Takaful conceived and developed? Sudan 
in the late 1970s and Malaysia in the early 1980s can take full 
credit for the development of modern day Takaful. These develop-
ments were confirmed in a Fiqh Academy ruling in 1985. Certainly 
this ruling can be viewed as significant simply because the Fiqh 
Academy is the closest the Islamic banking and finance industry 
has to a Worldwide Shariah ruling body. As the Academy is made 
up of representatives from each of the Organization of Islamic 
Countries, it is difficult to consider contrary views expressed at a 
regional, national or industry level, without referring such argu-
ments to the Academy.  
 
The Commercial Insurance Contract, with a fixed periodical pre-
mium, which is commonly used by commercial insurance compa-
nies, is a contract, which contains major elements of risk, which 
voids the contract and, therefore, is prohibited (Haram) according 
to the Shariah.  
 
The alternative contract that conforms to the principles of Islamic 
dealings is the contract of co-operative insurance, which is founded 
on the basis of charity and co-operation. The Academy invites Mus-
lim countries to work on establishing co-operative insurance institu-
tions and co-operative entities for the re-insurance, in order to liber-
ate the Islamic economy from the exploitation and violation of the 
system, which Allah has chosen for this Ummah. 
 
The ruling states that three important principles that must                   
apply for insurance to be considered Islamic: Islamic principles 
(Shariah compliant), charitable donations (Taba’aru) and co-
operative principles. 
 
What was not mentioned, but just as, if not more important are the 
following: the operating principles to include a Takaful operator; the 
basis of the relationship between the participants and the operator 
namely Wakala (agency), Mudarabah (profit sharing), or any other 
acceptable Islamic contractual foundation; and whether any sur-
plus to be shared between the participant and the operator, should 
be distributed solely to the participants or used for some other 
purpose namely reserves or charitable donations. 

In fact it could be argued that the ruling is only referring to a “pure” 
Islamic insurance model where no operator exists in the arrange-
ment. Of course in modern day Takaful with regulatory arrangements 
as they are, it would be virtually impossible to establish and register a 
Takaful operation without having the support and capital provided by 
a Takaful operator.  
 
Therefore, modern day Takaful has evolved, with Shariah Advisory 
Board approval, into a model of Islamic insurance that does include 
an operator’s role and as such, Takaful has developed as a business 
in the Islamic financial industry.  
 
Arguments that Takaful should not be operated in such a way and 
should be 100% participant owned and operated would not see the 
development of the Takaful industry in this modern day and age.  
 
One could also argue that government’s or wealthy philanthropic 
individual’s appointed management teams could replace the opera-
tor’s role, undertaking the day-to-day operation of a Takaful company 
and providing the capital necessary to satisfy the regulatory require-
ments, and this would be a valid argument. But until such organisa-
tions or individuals take on this role, the vacuum must be filled by 
Takaful operators willing to risk capital in developing the Islamic in-
surance industry for the needs of the Muslim community Worldwide. 
An expectation of profit by the Takaful operator for undertaking this 
business risk is both necessary and justified in Islam. 
 
Leaving aside the existing industry debate over Wakala and Mudara-
bah models, consideration needs to be given to what the Fiqh Acad-
emy ruling does state; namely co-operative principles, charitable 
donations and Islamic principles. 
 
Co-operative principles 
There can be no disagreement in this respect. Both conventional co-
operative and mutual insurance and Takaful must be based on these 
principles. In one respect the conventional mutual insurance model 
can be viewed as being superior to Takaful in that there is no opera-
tor involved. All surplus and investment profits are for the benefit of 
the policyholders with the management expense being paid at cost.  
 
As stated earlier, creating an Islamic insurance company from incep-
tion based on these principles and which would also be able to sat-
isfy regulatory requirements would be virtually impossible. It could 
also be argued that in recent years de-mutualisation has been a key 
factor in the conventional insurance market with mutual insurance 
companies finding it increasingly difficult to survive in the ever-
increasing competitive insurance market.  
 
This is a strong argument for operators in a Takaful model. One other 
very important factor to consider is the fact that the Takaful operator 
is not exposed to any underwriting deficit that may occur. Only the 
participants are exposed to this deficit with an operator offering a 
Qard Alhasan (interest-free) loan if a deficit occurs, to be repaid from 
future surplus before distribution to the participants.  
 

Does co-operative or mutual insurance equal Takaful?  
By Dawood Yousef Taylor 
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The arguments for this “ruling” are on the one hand based on the 
fact that the risk is shared between the participants only, and this 
is what gives Islamic insurance its true basis namely co-operative 
and also the fact that original Takaful models were based on a 
Mudarabah principal. As Mudarabah is an Islamic profit sharing 
contract and in insurance, whether it is conventional or Islamic, 
underwriting profits are expressed as surplus, namely what is left 
of the “capital” rather than an amount that exceeds the initial capi-
tal (in Mudarabah contracts this is the Taba’aru), then the Shariah 
argument is that a Mudarabah profit sharing contract cannot be 
used to share in surplus. 
 
Charitable donations 
As clearly stated in the ruling, premiums in conventional insurance 
must be replaced by charitable donations. (In the Bank Al Jazira 
model this is further developed to ensure only the risk portion of 
the premium is classified as Taba’aru as the savings element and 
Wakala charges do not fall under this category).  
 
There is a very important reason for this ruling. In a conventional 
insurance contract there are elements of Al Gharrar (uncertainty). 
These elements still exist in Islamic insurance but with the payment 
of the premium utilising a charitable donation, Al Gharrar is for-
given (it can never be eliminated). Many Islamic scholars and con-
ventional insurance operators feel this is just semantics but the 
fact of the matter is that the esteemed Fiqh Academy studied, 
evaluated and debated the use of Taba’aru for this purpose and 
agreed the necessity of its use for the purpose stated.  
 
Islamic principles  
All Takaful operations should be operated on Islamic principles 
namely Shariah compliant. Although not clearly stated in the ruling, 
the minimum principles that should be adopted could be as fol-
lows: Appointment of a Shariah Advisory Board; a Fatwa to be is-
sued by the board clearly identifying that the Takaful programme 
developed is acceptable under Shariah law; an ongoing and annual 
Shariah audit by the board; and for contracts between the partici-
pant and operator to be based on Islamic principles and a specific 
Islamic concept such as Wakala or Mudarabah.  

All investments should be Shariah compliant and contributions 
should not be invested in interest bearing instruments or equities, 
which contain Haram elements such as interest, alcohol, gambling, 
and pork related products and some instances munitions and ciga-
rettes. In most cases the use of the Dow Jones Islamic Index resolves 
these equity issues. Some would also argue that membership and 
adherence to the Accounting and Auditing Organization of Islamic 
Financial Institutions (AAOIFI) standards is also essential.  
 
Given the consensus that modern day Islamic insurance or Takaful 
must and should include these principles then conventional mutual 
or co-operative insurance cannot be defined as Islamic. 
 
When faced with the issue of determining if a co-operative insurance 
company can be considered Islamic, the first question to be asked is, 
“are the investments undertaken by the company fully and totally 
Shariah compliant?”  
 
Only if the answer is affirmative is it necessary to move on to con-
sider the other Shariah compliant features detailed to determine if an 
insurance operation is Islamic or not. If an insurance operation fails 
this initial Shariah compliant investment “litmus test”, it cannot be 
Islamic, even if it is co-operative. 
 
In summary, there must be co-operative principles in Takaful, along 
with other features referred to, but there need not necessarily be 
Islamic principles in conventional mutual or co-operative insurance. 
To argue the contrary would be to declare that all mutual insurance 
companies in Europe, the USA, the Far East and the rest of the World 
are Islamic. This is not realistic. 

Note: The author is Assistant General Manager and Head of Takaful 
Ta’awuni, (Islamic life insurance and savings programme) Bank al 
Jazira, Jeddah, Kingdom of Saudi Arabia. He is a regular speaker on 
Takaful Ta’awuni at International Islamic conferences and writes 
frequently on the subject. Bank al Jazira’s Takaful Ta’awuni pro-
gramme development includes many unique and innovative 
Shariah approved Takaful features and was the first Takaful pro-
gramme to be approved by the Saudi Arabian Monetary Agency. 
More information at www.takaful.com.sa 

Does co-operative or mutual insurance equal Takaful? (continued…) 
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Re-Takaful Paradigm   
By Prof. Dr. Mohd Ma’sum Billah  

Re-Takaful (Islamic re-insurance) serves to limit liability on 
specific risks, to increase individual insurer’s capacity, to 
share liability when losses overwhelm the primary insurer’s 
resources, and to help insurers stabilise their business in 
the face of the wide swings in profit and loss margin inher-
ent in the insurance business. 

From the above diagram, Takaful holders are individuals or compa-
nies that buy Takaful products - either general Takaful products or 
family Takaful products - and pay an agreed sum upon premium to 
the Takaful operator to protect them from unforeseen risk and 
extraordinary losses. The Takaful operator will take a portion of 
money from the Takaful fund and pays a premium to the re-Takaful 
operator to get re-insurance protection to spread its risks. Re-
insurance contracts may cover a specific risk or a broad class of 
business. 
 
Re-Takaful is essentially about handling risk. Fathi Lashin, a mem-
ber of the Shariah Supervisory Board of the Dubai Islamic Bank 
stated that re-Takaful does not, in principle, differ from Takaful 
operations. The Shariah principles applying to Takaful apply to re-
Takaful operations as well. The difference, if any, is that in the re-
Takaful operations, the participants are Takaful operators instead 
of individual participants. 
 
There are two parties involved in re-Takaful operations, namely; the 
Takaful operator (ceding company), that desires to relieve itself 
from the part of the risks insured; and the re-Takaful operator that 
is the company accepting that portion of risk being reinsured.  
 
Re-Takaful’s objectives are to ensure that Takaful funds are man-
aged to meet indemnity obligations of the insured and reinsured 
and to assure the continuity of Takaful operations. This means re-
Takaful gives the underwriting capacity to the Takaful ceding com-
pany.  
 
 
Differences between re-Takaful and re-insurance 
The differences between re-Takaful and conventional re-insurance 
are summarised in the table on the right.  
 
The operational and legal relationship of the re-Takaful and Takaful 
operators is summarised as follows: 
 
• The re-Takaful operator assumes responsibility to invest the 

fund on the basis of Mudarabah and shares the profits with 

Takaful operators by mobilising premiums or contribution of Taka-
ful companies; 

• The profit earned will be distributed between re-Takaful and Taka-
ful operators according to the percentage agreed in the agreement 
certificates issued; 

• In the event of a peril the re-Takaful operator indemnifies the de-
fined risks and settles expenses of the process of Takaful from the 
gross premiums, reserves and profits from investment; 

• If there is surplus, it should be proportionately credited into the 
Takaful operator’s account 

• In the event of insolvency of the Takaful operator, the re-Takaful 
operator should provide a loan from the re-Takaful shareholder’s 
fund. 
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this commission is subject to 
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process of re-Takaful 
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with Shariah princi-
ples. For instance, 
the re-insurance 
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the direct insurance 
company earned 
from the reinsur-
ance treaty.  

2) Principle of 
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Under Islamic laws, the re-
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policyholder. However, be-
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The methods used in re-insurance are applicable in re-Takaful. 
From the above chart (page 20), facultative re-insurance means 
that the re-insurer retains the “faculty” to accept or reject each risk 
offered. The treaty is then divided into proportional and non-
proportional.  
 
Under proportional there is quota share and also surplus; the for-
mer is the basic form of participating treaty whereby the re-insurer 
accepts a stated percentage of each and every risk within a de-
fined category of business on a pro rata basis. Participation in each 
risk is fixed and certain. Surplus meanwhile is the excess of assets 
over liabilities. Statutory surplus is an insurer’s or re-insurer’s capi-
tal as determined under statutory accounting rules. 
 
On the other hand, non-proportional consists of excess of loss and 
stop loss. Excess of loss is a form of re-insurance under which re-
coveries are available when a given loss exceeds the cedant’s re-
tention defined in the agreement. Stop loss is a form of re-
insurance under which the re-insurer pays some or all of a cedant’s 
aggregate retained losses in excess of a pre-determined dollar 
amount or in excess of a percentage of the premium. 
 
General re-Takaful products are as follows: 

• Fire/Property re-Takaful. This normally covers or protects the 
policyholder’s property from damage or loss due to fire, light-
ning, explosion (domestic) or any other related perils. The 
additional coverage is extended also to any damages, which 
are caused by riots, strikes, or malicious damage; explosion; 
impact damage; bursting or overflowing of water tanks or 
pipes; earthquake or volcanic eruption; floods; aircraft dam-
age; and windstorm. This policy also covers building and/or 
machine, stocks and also householders. 

• Miscellaneous accident re-Takaful. This offers coverage for 
miscellaneous accidents for individuals.  It offers coverage for 
drivers and also passengers from medical expenses, physical 
or mental disability either temporary or permanent and also 
death. 

• Marine re-Takaful. There are two types of marine re-Takaful 
namely marine cargo re-Takaful and marine hull re-Takaful. 

• Motor re-Takaful. This offers coverage for private cars or mo-
torcycles as well as commercial transportation. 

• Engineering re-Takaful. This normally covers loss of profit due to 
breakdown of machinery. 

• Special risks re-Takaful.  
 
How general re-Takaful protection works  
 
Takaful operators can establish a re-Takaful scheme based on co-
operation and solidarity. As a re-Takaful operation is needed to 
strengthen the Takaful sector and since the relationship between re-
insurance and conventional reinsurance may throw hesitation on the 
genuineness of Islamic insurance as a whole, a co-operative re-
insurance is relevant to meet this need.  
 
Therefore to strengthen the function of the Takaful operation, co-
operative re-insurance mechanisms have to be developed. The 
mechanism involves the following: 
 
• All Takaful operators must give a portion of the money as dona-

tion-based premiums to establish a re-Takaful fund; 
 
• This payment shall be equal to the defined risks of each Takaful 

operator. The money may be paid in advance and be submitted to 
a company established to manage the fund or presented to a pro-
fessionally capable and reliable fund manager for investment pur-
poses; 

 
• The person or individual who manages the fund will be paid on the 

basis of ijara (hire contract) or according to the rules of Mudara-
bah. This manager is responsible to compensate any Takaful op-
erator facing financial difficulties in meeting its original obligation; 

 
• Takaful operators may also defer payment of their premium so 

long as they pledge to settle their financial obligation at a later 
date. In this case, the established company or professional man-
ager of the re-Takaful fund must accept the pledge. In addition, in 
the case of perils, the re-Takaful manager must indemnify the 
losses suffered by a Takaful operator and subsequently recoup its 
expenses from each Takaful operator according to the agreement. 

 
Initially, the mechanisms of the re-takaful operation above may face 
impediments. Any immediate extraordinary losses that have to be 
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Re-Takaful Paradigm  (continued…)  
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Note: The author is  Associate Professor of Law (Insurance, Takaful, 
Islamic Banking, Finance and E-Commerce), Faculty of Economics 
and Management Sciences, International Islamic University Malay-
sia.  He is also an Adviser and Consultant to several Companies and 
Institutions on Takaful, Re-Takaful, Insurance, Banking, Financial 
and IT regulations, Wealth & Asset Management, Islamic Bond Mar-
ket, Islamic Capital Market, Islamic Money market and Gold Dinar. 
He can be contacted at masum2001@yahoo.com 

paid according to the re-Takaful agreement may threaten the per-
petuity of the fund. For instance, a re-Takaful operator may issue a 
re-insurance policy to operate within a certain period of time and 
the re-insured risk may arise a few days after the inception of the 
agreement. In such an event the re-Takaful operator would not 
have enough funds to settle the claim of the Takaful operators.  
 
This situation could be resolved by resorting to Islamic banks for 
qard al-hassan (interest free loan) to serve as a deposit reserve or 
Ihtiyati madfu’ for the Takaful operator. This fund will be separate 
from the re-Takaful portfolio and be invested in the interest of all 
participants.  
 
The diagram (page 21) shows a re-Takaful flow chart of operations 
taken from Asean Re-Takaful (Labuan) Limited (ARIL). Firstly, the 
company invests RM1 million taken from a re-Takaful fund. Let’s 
say the investment brings a profit of RM100,000 to the company; 
this profit will be ploughed back to the re-Takaful fund. 

This means the company now has RM1.1 million in the fund. This 
money will be used for operational cost of the re-Takaful to pay claims 
up to RM500,000 and also as a reserve for RM300,000. 
 
The surplus of RM300,000 will be divided between the re-Takaful 
company and also the Takaful operators. The re-Takaful company will 
get 60% from the surplus which is RM180,000 and the Takaful opera-
tors will get 40% from the surplus which is RM120,000. 

Re-Takaful Paradigm  (continued…)  
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ABC ISLAMIC BANK – Bahrain 

MOVES & PROMOTIONS 

Hesham Mohamed Mahmoud has been appointed as Assistant 
General Manager, Head of Marketing. 
 
Previously Mr Mahmoud held the position of Head of Structured 
Finance, Corporate Banking at Shamil Bank handling the banks 
offshore financing activities. 
 
Earlier posts included Senior Project & Trade Finance Officer at 
Arab Petroleum Investment Corporation, and Deputy Manager at 
American Express Bank Egypt. 

ISLAMIC FINANCE News Team 
 Published By:        Suite F, Level 20 Menara Angkasa Raya 

Jalan Ampang 
50450 Kuala Lumpur 
Malaysia 
Tel:  +603 2143 8100 
Fax: +603 2141 5033 

  
 Editor 

Sreerema Banoo 
Tel: +603 2141 6021 

Sreerema.Banoo@IslamicFinanceNews.com 
 

Correspondents  
Kamal Bairamov  

Shirene Shan 
 

Production Manager 
Geraldine Chan 

Tel: +603 2141 6024 
Geraldine.Chan@IslamicFinanceNews.com 

 
Newsletter Manager 

Christina Morgan 
Tel: +603 2141 6025 

Christina.Morgan@IslamicFinanceNews.com 
 

Managing Director, Publisher 
Andrew Morgan 

Tel: +603 2141 6020 
Andrew.Morgan@IslamicFinanceNews.com 

 
ISLAMIC F INANCE Tra in ing 

 
Andrew Tebbutt 

Managing Director 
Tel: +603 2141 6022 

Andrew.Tebbutt@IslamicFinanceTraining.com 
 

DISCLAIMER 
Published every other Monday (25 issues per year) 
Individual Annual Subscription Rate: US$360 
Group Wide Subscription Rate: US$1,450 
 
A RedMoney Publication: RedMoney Sdn Bhd, Suite F, 20/F, Bangunan Angkasa Raya, Jalan 
Ampang, 50450, Kuala Lumpur, Malaysia.      
Tel: +603 2143 8100, Fax: +603 2141 5033 
 
All rights reserved. No part of this publication may be reproduced, duplicated or copied by 
any means without the prior consent of the holder of the copyright, requests for which should be 
addressed to the publisher. While every care is taken in the preparation of this publication, no 
responsibility can be accepted for any errors, however caused.   

Islamic Finance Conference 
The Langham Hotel, London 
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Organised By: Islamic Conferences Group 
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International Islamic Finance Forum 2005 
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Organised By: IIR  Middle East 
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Organised By: Islamic Conferences Group 
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If you would like to place your event in this section, please fax 
us your event details at +603 2141 5033 or simply email 

info@IslamicFinanceNews.com. 

BANK ISLAMIC – Malaysia 
Datuk Noorazman A Aziz has resigned from his post with Citigroup and 
will become the new Managing Director of Bank Islam Malaysia Bhd 
(BIMB). This position has been open since 1st July 2004 when Datuk 
Ahmad Tajudin Abdul Rahman retired. 
 
Prior to Citigroup Datuk Noorazman A Aziz was Chief Operating Office 
of Bursa Malaysia Bhd and Director General of Labuan Offshore Finan-
cial Services Authority (Lofsa) prior to that. 

CO-OP ISLAMI – Dubai 
Saleh Lootah has been appointed Chief Executive Officer of the Dubai 
based CO-OP Islami. Mr Lootah joined CO-OP Islami seven years ago 
and has held numerous positions within the firm. 
 
Mr Lootah’s promotion aims to strengthen the management at the 
Halal food company in its bid to become a leading industry player in 
the GCC region. 

If your company would like to place staff movements in this 
section, please fax us the details at +603 2141 5033 or             

simply email info@IslamicFinanceNews.com. 
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ISLAMIC LEAGUE TABLES 
Islamic Finance News has teamed up with Dealogic to bring you up-to-date league tables every two weeks depicting the leading issuers and 

arrangers in the Global Islamic Debt Capital Markets. 

For all enquires regarding the above information, please contact:  Edward Cheung 
        Email: Edward.Cheung@Hk.Dealogic.com;  
        Phone: +852 2804 1223; Fax: +852 2529 4377  

ISLAMIC DEBT BY CURRENCY JULY 2004 - FEBRUARY 2005  

ISLAMIC DEBT BY COUNTRY JULY 2004 - FEBRUARY 2005  

ISLAMIC DEBT JULY 2004 - FEBRUARY 2005  TOP 20 ISSUERS OF ISLAMIC DEBT JULY 2004 - FEBRUARY 2005  
  Manager or Group Amt US$ m Iss. %Share 

1 HSBC 866.23 28 18.44 

2 Citigroup 753.73 3 16.04 

3 RHB Capital Bhd 568.25 3 12.10 

4 AmMerchant Bank Bhd 500.26 2 10.65 

5 UBS 350.00 1 7.45 

6 Dubai Islamic Bank 333.33 1 7.10 

7 United Overseas Bank Ltd 285.08 3 6.07 

8 Aseambankers Malaysia Bhd 279.39 27 5.95 

9 Commerce International Merchant 
Bankers Bhd 

178.07 3 3.79 

10 Bank Islam Malaysia Bhd 112.28 2 2.39 

  
Total of issues used in the table 4,697.79 62 100.00 

  Issuer or Group Amt US$ m Iss. %Share 

1 Dubai Global Sukuk FZCO 1,000.00 1 21.29 

2 Kapar Energy Ventures Bhd 895.26 1 19.06 

3 Pakistan International Sukuk Co Ltd 600.00 1 12.77 

4 Sarawak Corporate Sukuk Inc 350.00 1 7.45 

5 SAJ Holdings Sdn Bhd 336.84 2 7.17 

6 Saudi Hollandi Bank 186.66 1 3.97 

7 Encorp Systembilt Sdn Bhd 179.82 1 3.83 

8 Optimal Chemicals (Malaysia) Sdn 
Bhd 

149.21 10 3.18 

9 International Finance Corp - IFC 131.58 1 2.80 

10 Stichting Sachsen-Anhalt Trust 120.39 1 2.56 

11 Optimal Glycols (Malaysia) Sdn Bhd 119.21 10 2.54 

12 Sarawak Specialist Hospital & Medi-
cal Centre Sdn Bhd 

111.84 1 2.38 

13 Mid Valley City Sdn Bhd 105.26 2 2.24 

14 Standard Chartered plc 100.00 1 2.13 

15 Petroliam Nasional Bhd - Petronas 65.79 5 1.40 

16 Negeri Sembilan Cement Industries 
Sdn Bhd 

52.63 1 1.12 

16 PECD Bhd 52.63 1 1.12 

18 Atlan Holdings Bhd 34.21 2 0.73 

19 Oilcorp Bhd 18.42 1 0.39 

20 Ace Polymers (M) Sdn Bhd 18.42 6 0.39 

  

Total of issues used in the table 4,697.79 62 100.00 

  Amt US$ m Iss. %Share 

    Malaysia 2,514.55 53.53 52 

    United Arab Emirates 1,000.00 21.29 1 

    Pakistan 600.00 12.77 1 

    Saudi Arabia 186.66 3.97 1 

    United States 131.58 2.80 1 

    Germany 120.39 2.56 1 

    United Kingdom 100.00 2.13 1 

    Indonesia 44.61 0.95 4 

Grand Total 4,697.79 100.00 62 

  Amt US$ m Iss. %Share 

    Malaysian Ringgit 2,396.13 51.01 53 

    US Dollar 1,950.00 41.51 3 

    Saudi Arabian Riyal 186.66 3.97 1 

    Euro 120.39 2.56 1 

    Indonesian Rupiah 44.61 0.95 4 

Grand Total 4,697.79 100.00 62 
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Payment can be made by cheque or telegraphic transfer in US$ or RM.  A              
confirmation will be sent once payment is received.  Please note that                      
subscription is not  confirmed until payment has been made in full. 
� By Cheque:  

Please make cheques payable to Red Money Sdn Bhd and post back along with              
original order form to:  
Suite F, 20/F, Bangunan Angkasa Raya, Jalan Ampang, 50450 Kuala Lumpur,                
Malaysia 
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Lumpur, Malaysia 
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Please send me more information on the            
following courses: 

 
�Islamic and Shariah-Compliant Investment 

Management 
1- 3 Mar 2005, Kuala Lumpur 

 
� Financial Reporting for Islamic Banking 

27-29 Apr 2005, Kuala Lumpur 
 

� Islamic Finance: From Fundamentals to  
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