Assessment 2 


Give short answers for the following questions:
i. Which developments took place in Islamic Banking sector between 1975- 1990?



Development, history and prospects of Islamic banking interest –free 
Institutions. Even though the objective of the Nasser social bank were mainly social such as providing interest-free loans to the poor and needy, scholarships to students and micro-credit to small projects on a profit-sharing basic, the involve of a public authority in interest-free banking sent important signals to Muslim businessmen having surplus funds. 1975 – 1990 .Islamic banking gathers steam, the period between 1975 and was the must important period in the history development of Islamic financial industry. Somme very important development took place in this period these include:

1- Establishment of the first Islamic bank, Dubai Islamic bank in the private corporate sector.
2- Establishment of the Islamic development bank as a multilateral Islamic development finance institution.
3-  Start of countrywide islamization experimental in Pakistan, Iran and Sudan.
4- Establishment of a large number of Islamic banks.
5-  Establishment of Islamic widows in multinational conventional bank.
6- Islamic financial institutions other than bank start coming on the scene in increasing number these include insurance companies and investment funds.  




















ii. Outline the main features of an Islamic Insurance Company.


TAKAFUL – AN ISLAMIC WAY OF INSURANCE - DEVELOPMENTS, GROWTH, CHALLENGES AND ISSUES
      
[bookmark: 0.1_graphic21]Islamic finance has developed mainly in two directions namely Islamic banking and Islamic insurance (Takaful). While information about Islamic banking is being increasingly disseminated, features, models and structures of Takaful are little known to the people in general. Purpose of this brief article is to describe main features and models of Takaful system operating in various parts of the world. 
Takaful is not a new concept in Islamic commercial law.  The contemporary jurists acknowledge that the foundation of shared responsibility or Takaful was laid down in the system of ‘Aqilah’, which was an arrangement of mutual help or indemnification customary in some tribes at the time of the Holy Prophet (pbuh).  In case of any natural calamity, everybody used to contribute something until the loss was indemnified. Similarly, the idea of Aqilah in respect of blood money or any disaster was based on the concept of Takaful wherein payments by the whole tribe distributed the financial burden among the entire tribe.  Islam accepted this principle of reciprocal compensation and joint responsibility.  
The distinction between the conventional insurance and Takaful business is more visible with respect to investment of funds.  While insurance companies invest their funds in interest-based avenues and without any regard for the concept of Halal-o-Haram, Takaful companies undertake only Shariah compliant business and the profits are distributed in accordance with the pre-agreed ratios in the Takaful Agreement.  Likewise they share in any surplus or loss from the pool collectively. Takaful system has a built-in mechanism to counter any over-pricing policies of the insurance companies because whatever may be the premium charged, the surplus would normally go back to the participants in proportion to their contributions. 
The preceding discussion is an idea to explore and view to the people in general that how The Islamic system of Takaful can be a future a front runner. It is really a challenge how does it mechanize in present context, a crux has been highlighted to see its real stratifications. 
 
 

















iii. Describe the main objectives of ICD.


What are the main objectives of the ICD?

 The ICD focuses on the following objectives: 
- Identifying opportunities in the private sector that could function as engines of growth. 
- Providing a wide range of Sharia compatible financial products and services (equity participation, leasing, installment sale, etc.). 
- Expanding access to Islamic capital markets by private companies in IDB member countries. 

In achieving these objectives, ICD seeks to play a role in: 
- Mobilizing funds for private sector investment; 
- Acting as a catalyst in privatization programs and restructuring of companies in member countries by providing advisory services to both public and private sectors; 
- Encouraging the development of Islamic capital markets. 


iv. Explain the objectives of AAOIFI.


Objectives of AAOIFI: 

The core objective for the formulation of this corporate body was; 
 
To formulate auditing and accounting judgments for IFIs (Islamic Financial Institutions) 

To broadcast these approaches and standards to all IFIs and to apply them in these institutions through various means like trainings, publications, seminars and various other relevant means. 
To craft and construe auditing and accounting standards and 
To evaluate and apply changes in the accounting and auditing standards if and when needed for IFIs.  
Approach the regulators of the IFIs or institutions offering financial service to the customers to apply the auditing and accounting standards published by AAOIFI. The objectives of the AAOIFI are carried out in consonance with the Sariah rulings and the main purpose of these objectives is to enhance the trust of the readers of the financial reports of the IFIs i.e. the Investors as well as to encourage them to invest in IFIs and get facilitated with their services. Number of standards issued by AAOIFI is 88 and out of which 48 are on Sariah, accounting standards are 26, auditing standards are 5, on governance 7 and 2 standards on codes of ethics
. 
Holistically the idea of setting up AAOIFI is not limited to the information mentioned above but it is just to introduce the readers to familiarize them with the AAOIFI and its basic objectives. 



2. Write short notes about the Islamic banking developments in the following countries:

a. Sudan
b. Iran
c. Pakistan
d. Malaysia
e. Bahrain

a. Sudan,
The Practice of Islamic banking system in Sudan, its main objective is to show how successful the Islamic banking system in Sudan is and how this system succeeded in converting all existing bank into interest-free banks. Moreover, it emphasis establishment of new Islamic bank in all the regions of Sudan and show how those banks succeeded in minimizing dealing with interest, attracting more depositors and financing the different sectors.to achieve their need, the emergency of the Islamic banking system in Sudan within the last three decades, presents the structure and operations of Sudanese Islamic banks and highlights their contribution to the different sectors.  

b. Iran,
Islamic Banking in Iran - Progress and challenges

Islamic banking an alternate to interest-based banking is not banking in the traditional sense of the word. It
Derives its inspiration and guidance from the religious edicts of Islam and has to conduct its operations strictly in
Accordance with the directives of Shariah. Islamic financial system employed the concept of participation in the
Enterprise, utilizing the funds at risk on a profit-and-loss-sharing basis. At present, there are more than 300 Islamic
Banks and other financial institutions managing funds to the tune of $300 billion, with deposits exceeding $ 120
Billion and operating in 48 countries. To avoid interest, Islamic Banks have developed profit-sharing schemes in
Tapping and mobilization their resources. Both Islamic Banks’ lending policy and lending principles are excellent
Tools for creating and developing entrepreneurs. In relation to entrepreneurs, the status of the Islamic Bank is either
Of partner or investor, whereas, for conventional banks the relationship is more of creditor-debtor.
In this paper we have tried to trace out the growth of Islamic banking in Iran and the challenges faced by these
Banks in future. Islamic banking in Iran is currently facing tough time in the wake of dire economic sanctions against
Them. Apart from these conditions Islamic Banks may face many problems in the future because they do not have
Unanimous rules in the realm of Islamic Banking all over the world. One of these problems is that banks want to get
Their profits without taking any risk, so they impose all the risks to the costumers. Some Islamic banks escape from
Executing the Islamic rules. They assume that if they run Banking System based on Islamic rules they would face
With some problems. This fear is baseless because they are accustomed to conventional Banking system and do not
Want to run the system based on other rules. This system does not cover a wide range of area. The amount of funding
In these banks are less than in conventional Banks, this may weaken the Islamic Banking system in the future, but
Still the future of the global Islamic Banking industry offers continuing promise. The sheer size of the industry,
Running in billions of dollars cannot be over looked.

Before establishment of the modern bank in Iran, banking operations had been carried out in traditional form, or in
Other words in the form of money changing. With the promotion of trade and business in the country, money
Changing are become a popular business in Iran. Exchanges of coins and hard currencies were also common in Iran.
Before the advent of the Achaemenes Dynasty, banking operations had been carried out by temples and princes and
Seldom had ordinary people been engaged in this occupation.
Following a boost in trade and use of bank notes and coins in trade during the Parthian and Sassanian eras, exchange
Of coins and hard currencies began in the country. Bank notes and gold coins were first used in the country following
The conquest of Lidi by Achaemenes king Darius the Great in 516 B.C. At that time, a gold coin called Derick was
Minted as the Iranian currency.
During the Parthian and Sassanids eras, both Iranian and foreign coins were used in trade in the country. However,
With the advent of Islam in Iran, money changing and use of bank notes and coins in trade faced stagnation because
The new religion forbade interest in dealing.
Before the printing of first bank notes by the Bank Shahanshahi (Imperial Bank), a kind of credit card called Bijak
Had been issued by money dealers. It was in fact a receipt of a sum of money taken by money dealers from the
Owners of Bijak. The credence of the Bijak depended on the creditability of the money dealer who had issued it.
Money changing continued until the establishment of New East Bank in 1850. With the establishment of the bank,
Money changing came to a standstill. The New East Bank in fact the first banking institute in its present form was
Established in Iran. It laid the foundation of banking operations in the country. It was a British bank whose
Headquarters was in London.
In order to compete with money dealers, the bank paid interest on the fixed deposits and current accounts to its
Clients. The head office of the bank in Tehran issued five `qeran' bank notes in the form of drafts. These drafts were
Used by people in their every day’s dealings and could be changed into silver coins when offered at the bank. In 1885
Bank Shahanshahi (Imperial Bank) was established by Baron Julius De Reuter. This bank purchased the properties
And assets of the New East Bank, thus putting an end to the banking operations of the former. The activities of Bank
Shahanshahi ranged from trade transactions, printing bank notes, and serving as the treasurer of the Iranian
Government at home and abroad in return for piecework wage. The legal center of the bank was in London and it was
Subject to the British laws but its activities were centered in Tehran. Bank Shahanshahi continued its activities until
1948 when its name was changed to Bank of Britain in Iran and Middle East. The activities of the bank continued
Until 1952.
In 1856, a Russian national by the name of Jacquet Polyakov, had established Bank Esteqrazi for 75 year. The bank
Continued its activities under the name of Bank Iran until 1933 when it was incorporated into the Bank Keshavarzi
(Agriculture Bank). Bank Sepah was the first bank to be established with Iranian capitals in 1925 under the name of
Bank Pahlavi Qoshun, in order to handle the financial affairs of the military personnel and set up their retirement
Fund. With Bank Sepah opening its branches in major Iranian cities, the bank began carrying financial operations
Such as opening of current accounts and transfer of money across the country.
The proposal to establish a national Iranian bank was first offered by a big money dealer to Qajar king Naser-o-Din
Shah before the Constitutional Revolution. But the Qajar king did not pay much attention to the proposal. However,
With the establishment of constitutional rule in the country, the idea of setting up a national Iranian bank in order to
Reduce political and economic influence of foreigners gained strength and in December 1906 the establishment of the
Bank was announced and its articles of association compiled.
In April 1927, the Iranian Parliament gave final approval to the law allowing the establishment of Bank Melli of Iran.
But, due to problems in raising 150 million rial capital needed by the bank, the Cabinet ministers and the
Parliament’s financial commission approved the articles of association of the bank in the spring of 1928. The bank
Was established with a primary capital of 20 million rials, 40 percent of which was provided by the government. The
Bank was formally inaugurated in September 1928.
The Central Bank of Iran was established in 1928, tasked with trade activities and other operations (acting as the
Treasurer of the government, printing bank notes, enforcing monetary and financial policies and so on). The duties of
The CBI included making transactions on behalf of the government, controlling trade banks, determining supply of
Money, foreign exchange protective measures (determining the value
Of hard currencies against rial) and so on.
In June 1979, Iranian banks were nationalized and banking regulations changed with the approval of the Islamic
Banking law (interest free), and the role of banks in accelerating trade deals, rendering services to clients, collecting
Deposits, offering credits to applicants on the basis of the CBI's policies.
In 1983 the Islamic Banking law of Iran was passed by the Islamic Majlis of Iran. According to this law, Iranian
Banks can only engage in interest-free Islamic transactions because interest is considered as usury and is forbidden
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By Islam and the holy book of Qur’an. The banking system in Iran adheres to Islamic rules that prohibit earning or
Paying interest. Therefore, Iran banks execute commercial transactions that involve exchange of goods and services
In return for a share of the assumed "profit".
There are currently five types of banks operating in Iran: government-owned commercial banks, government-owned
Specialized banks, private banks, interest-free lending banks and near banks. In the additional to this, there is also a
Credit institution for development purposes. Islamic banking in Iran follows perhaps the most liberal interpretation of
Islam-certainly more liberal than the Malaysian model that is already perceived more liberal than the middle eastern
Practice, especially in the countries belonging to the gulf cooperation council (GOC).






c. Pakistan


Islamic banking system development and growth of Islamic banking in Pakistan. State banks of Pakistan are playing very important role in the development of Islamic banking and make Islamic banking as the first priority in the banking system. Islamic banking is providing a wide variety of the products which are competitive to the conventional banking system. Islamic banking generally shows an increasing trend in the total assets, total deposits, total financing, total investments, total number of branches, profits, earnings per shares, shareholder equity and other financial indicators which shows the financial growth and development of the Islamic financial institutions. The study will help the higher management to make policies for the Islamic banking to grow and develop in low income or developing countries such as Pakistan

As most of you would know, Pakistan was created in the name of Islam and as an Islamic state in 1947. Therefore since its independence, religious political leaders and scholars were pressing the demand Islamic Banking in Pakistan and to eliminate the Interest (Riba) completely from the Banking industry & financial institutions of Pakistan. Even the Constitution of Pakistan states that it is the state`s objective to remove Riba based transactions from within the economic system of Pakistan.


d. Malaysia

Great strides are being made in the development of Islamic banking and finance in the country. Amongst others is the promotion of the settlement of disputes based on Islamic principles. The Kuala lumpur regional center for arbitration (KLRCA) has introduced the roles for arbitration of Kuala Lumpur regional center for arbitration Islamic banking and finance services which allows any disputes arising from Islamic banking and finance to be referred to KLRCA for resolution KLRCA has invited Muslim arbitrators with background in Islamic banking to offer their services in the settlement of such disputes.

e. Bahrain

Gulf Cooperation Council (GCC) States
· Bahrain
· Bahrain Monetary Agency (BMA) is the first central bank to develop and issue prudential regulations for Islamic banks
· Bahrain has highest concentration of Islamic financial institutions (28 Islamic banks, 16 takaful operators)
· 2/3 of Islamic financial institutions operating in GCC countries are based in Bahrain
· Rapid growth of 45% (in 2003) with total asset base reaching USD4.2 billion
· Poised to become center for development of software tailored for Islamic banking, collaborations with Microsoft
· Appears oversupplied with Islamic banks, mergers are likely in the future
· Proposed setting up of an international Islamic stock exchange
· Proposed establishment of an Islamic rating agency.
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