Assessment 2 Total Marks: 30
1. Give short answers for the following questions: (20)

I. Which developments took place in Islamic Banking sector between 1975- 1990?
Between 1975 and 1990 the following developments took place:
· A private initiative by business men established the first Islamic Bank in Dubai UAE- Dubai Islamic Bank.
· In July 1975 an inaugural conference took place in Riyadh KSA, to establish the Islamic Development Bank (IDB), it was inaugurated by a board of governors and started functioning on the 20th October 1975. Previous to this, two conferences were held in Jeddah, the first in 1973, which stated the intent to create the IDB and the second in 1974, which concluded an agreement to commence and create the IDB.
· Several shari’ah compatible products had been created, which over time had grown and matured into effective working modes of finance without interest.
· The slow but effective growth of Islamic financing led to the following countries Pakistan, Sudan and Iran, initiating their intent to establish Islamic modes of financing not only as another avenue of financing, but to slowly incorporate it as their only mode of financing. 
· 1979 saw Pakistan starting to make a change, by July 1985 all of Pakistan’s financing was done Islamically.
· Iran enacted a Usury Free Banking Law in 1983, and gave banks a year to change deposits to interest free deposits and allowed them an additional 3 years to change the rest.
· In 1984 Sudan issued a presidential decree, which demanded immediate effect. Interest based financing was to come to an immediate stop. However due to its abruptness and poor planning the effect came to an end in 1985. A revised structure was imposed in May 1990, which was also enhanced in a later law in 1992. Sudan also took steps to change the government sectors financing into a more Islamic friendly system.
· Bahrain established its first Islamic bank in 1979, and is now home to the largest amount of Islamic finance institutions and specialist.
· Malaysia developed and enacted the Islamic Banking Act in 1983, and now homes a compatible Islamic Financing mode along side conventional banking

· In the 1980’s well-known multinational banks also started incorporating Islamic Finance into their banks, for example Citibank. This incorporation of Islamic financing meant that well-known multinational banks in certain countries had accepted Islamic financing as a beneficial, useable and workable financial intermediation. The recognition in a sense helped to accredit Islamic financing.

· Furthermore the International Monetary Fund and the World Bank had also recognized that the Islamic financial products were viable, beneficial, useable and workable within society, and they supported their statement by publishing papers in support of the Islamic Financial Products.
· The growth of Islamic financial products did not lay just with banks as in the 1990’s we saw the emergence of Islamic Financial Institutions, which included insurance companies and investment companies
· We also saw initiatives being offered to help incorporate and encourage Islamic financing into the economy.

II. Outline the main features of an Islamic Insurance Company.
The Islamic Insurance Companies (IIC) deal with what is known as takaful insurance, translated this means taking care of each other.
The Main features are;

1. The company who offer takaful, do not take risk and do not make profit, instead the policyholders in the takaful are looking after each other. They are the ones who are risking a loss and accepting the profits.
2. The policyholders in takaful, make contributions, these are kept in a fund, and the fund is used to invest in other ventures using Islamic modes of investment. The profits are then deposited back into the takaful fund.
3. If a policyholder wishes to make a claim on his insurance then the fund is used to meet that claim. 
4. Any profits remaining in the fund at the end of the insurance policy are divided amongst the policyholders, however they are also collectively responsible for paying into the fund or any claims that exceed the current amount in the fund.
5. The company’s role in all of this, is to act as a trustee of the insurance on behalf of all the policyholders, they infact manage the fund and the investments. What we have here is the Mudarabah contract, here the company will act as the mudarib (manager) and the rabb al mal are the policyholders, as they are the ones who are financing the investment.






III. Describe the main objectives of ICD.
The ICD - Islamic Corporations for the Development of the private sector has the following objectives:

1. Identify opportunities in the private sector, which are Shari’ah compatible and could lead to growth.
2. Provide and create Shari’ah compatible products and services, for investors and those choosing to invest or be financed by Islamic services and products.
3. For those member countries that form part of the Islamic Development Bank, the ICD is trying to expand their access to its Islamic capital market resulting in the private sector gaining more access.  

IV. Explain the objectives of AAOIFI

Accounting and Auditing Organisation for Islamic Financial Institutions, their objectives are as follows;

a. In relation to Islamic Finance they must develop ideas for ethics, accounting, auditing and  governing of  Islamic Financial Institutions and ensure they comply with Shari’ah law and behavior.
b. They must teach, spread and educate those working within Islamic Financial Institutions or those whom are interested within this area, on the same ideas they are trying to develop and the current stance within Islamic Financing. They hold seminars, conduct research, publish reports and newsletters as well as offer courses in all areas of Islamic Finance including their ideas for ethics, accounting, auditing and  governance of Islamic Financing.
c. Regulate, improve, and harmonise the accounting standards, procedures and policies, within Islamic Financing, and provide interpretation to help counter act irregularities across the whole of Islamic Financing and Banking. Encourages Uniformity
d. Again, regulate, improve, and harmonise the auditing and governance practices, within Islamic Financing, and provide interpretation to help counter act irregularities across the whole of Islamic Financing and Banking. Encourages Uniformity.
e. Issue code of ethics, and ensure compliance and again uniformity of the application of good ethical practices.
f. Ensuring that all Islamic Finance institutions are conforming and are similar in the way they practice their dealings and in the way they apply Islamic Financing Laws. This is achieved by the AAOIF activating a Shar’ah Supervisory Board for Islamic Financial Institutions, who work along side the central banks, who would then research, report and debate about the any discrepancies in Islamic financing laws.
g. To actively educate and encourage the implementation of a Sharia’ah compliant standards by approaching any institution who is offering Islamic Financial or Banking services or products, or any regulatory body who has an impact within Islamic Finance and banking system.
h. It appears that the main job of the AAOIFI is to encourage and become the main regulatory board, which sets out guidelines, and practices that are in compliance with Shari’ah law and are adopted and followed by all.



2. Write short notes on the Islamic banking developments in the following countries; (10)
a) Sudan

In 1984 Sudan tried to establish economy wide Islamisation through a presidential decree, this decree demanded all commercial banks to stop interest based banking immediately.
Foreign transactions were allowed to continue on interest based banking for a while longer.
However this received a lot of negativity as many saw the move as rushed and unfurnished, which meant banks were not adequately prepared which resulted in 90 % of finances being Murabaha and soon ended in 1985.
A revised version of Islamisation was produced in 1990 and a law in support of this was issued in 1992, and as it was better planned the results have been much more impressive. 
They also made moves to eradicate interest based financing within the government sector.
















b) Iran
In 1983 the Law for Usury- Free Banking operations was enacted.
The banks were compelled to convert deposits into interest free banking within a year of the act, and other modes of financing within 3 years.
They were allowed to accept three types of deposits
1. Qard Al Hassanah- saving or current accounts, banks guaranteed their clients their original amount and were not entitled to any profits, however the banks could give money in kind or provide other incentives. Banks were obliged to use their resources for this type of financing so they could help socio and economic growth
2. Term investment Deposits- clients would receive a variable return depending on the banks profit of the investment, however the central bank fixed the minimum and maximum rate of profit. However profit can be unknown, so banks were instructed to calculate expected rates of profit at the beginning of the year and then adjustments would be made wants actual profit rates were known.
3. Also project specific  finance was made available, which allowed banks to use savings. The savers at the bank would receive a profit and the banks would charge a service. 
4. Regarding assets the law provided 13 different modes of contracts, so clients would gain funding through this. 





c) Pakistan
1. 1979 the then President of Pakistan signed a declaration to initiate Islamisation of  the whole banking system in the country. They wanted to eradicate interest based banking completely within 3 years.
2.  They started with specialized financial institutions such as House Building Finance Co op and National Investment Trust, who changed their activities within a few months of the declaration being signed.
3. Commercial banks went at a much slower pace as it was a much more complex process. They started in Jan 1981, where we saw domestic banks using both systems in relation to savers, so both options; interest based and Profit Loss Sharing were made available.
4. This continued up until the end of June 1985, from July 1985 no bank was allowed to deal with interest based savings.
5. The central bank of Pakistan issued 12 modes of interest free financing, classified under Loans, trade related modes of financing and investment modes of financing. Interestingly they also offered loans based on  Qard Al Hassan, which are compassionate loans that do not include interest or service charges.
6. The central bank of Pakistan would fix the minimum annual rate of profit, and banks would take this into consideration when clients would come with their proposal.
7. In 1980 a law allowed for companies, banks and  financial institutions to register as Mudarabah companies, however their investment needed to be compliant with Shari’ah law. This involved permission from a Religious Board.
8. Note Islamisation of the banking system was not affected against government transactions.

d) Malaysia

1. Establishment of Islamic Financing came into effect on the 7th April 1993- with two acts of law. Islamic Banking Act 1993. This act gave the Bank Negara Malaysia the authority to supervise and regulate Islamic Financial Institutions. The Government Investment Act 1993 empowered the Malaysian government to issue Government Certificates of Insurance.
2. They have two types of banking regulations, one for the Islamic banking and the other for Conventional banking. They operate side by side.
3. On 1st July 1983 the first Islamic Bank commenced work- Bank Islam Malaysia Berhad- This bank has been very successful and continues to grow. It currently stands at about 80 branches with 1200 employees and was listed on the Kuala Lumpur Stock Exchange on 17th July 1992.
4. 1st October 1999 a second bank emerged and started commencing in Islamic Banking and Finance. This Bank was built out of a merger of with other banks. Bank Muamalat Malaysian Berhad was the bank which took on all the Islamic Financial services and products.
5. The Bank Negara Malaysia, has recognized many objectives to ensure Islamic Financing can grow and  be as competitive if not better then conventional banking within Malaysia. With these objectives in mind they have changed their system to incorporate Islamic Banking and Finance within the current structure for example; they are educating and spreading the virtues of Islam, and therefore informing the population of Islamic Financing benefits. 
a. They are making Islamic Financing easily available by allowing conventional banks to use Islamic Banking services within their current system.
b. The main aim here is to generate more clients, as more Islamic Banking clients means that the Islamic Banking services will expand, grow and maybe eventually be the only mode available.
c. The Bank also introduced the Skim Perbanken Tanpa Faedah, on the 4th March 1993, this was an interest free banking scheme.


6. Malaysia now has over 20 banks offering Islamic banks and  about 50 Islamic Investment funds. 
7. In 2001 a master plan was designed to develop the financial sector, particular importance has been placed on takaful insurance.
8. To ensure adequate regulation and uniformity, in 2002 they established the Islamic Financial Service Board, this serves as a regulatory body and is recognized internationally.

e) Bahrain

Bahrain has been very productive in the development of Islamic banking and finance, they now hold many specialist many specialist institutions in this area.
In the year 2000 Bahrain established the Baharain Monetary Agency (BMA), who are responsible for information and regulations on Islamic banking and finance matters, this is known as the Prudential Information and Regulations for Islamic Banks (PIRI).
The BMA have statutory responsibility to regulate this sector, which means that they make sure people abide by the PIRI framework.
They have firmly established the Ijarah and Salam  Sukuk.
[bookmark: _GoBack]They have introduced Islamic credit cards and continue their research into Takaful Insurance.
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