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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	Please insert your completed assignment ( in word format)  here:

1. 
i. Why do Islamic banks need supporting institutions?
Islamic banks need supporting institutions to perform various functions such as defending and promoting Islamic finance and banking industry, consolidating and promoting cooperation among different actors, advocating regulatory, foster the development of Islamic financial services industry and sound industry practice. And to strengthen the architecture of the industry.

ii. Outline the main objectives of the Islamic Development Bank.
The main objective of the IDB is to foster the economic development and social progress of its member countries as well as Muslim communities in non-member countries either individually or jointly in accordance with the principles of shari’a. In pursuit of this aim, the IDB provides financial resources through different modes of financing to finance development activities in member countries as well as in Muslim communities in non-member countries. It also provides technical assistance for capacity building and scholarships for human capital development. It also establishes and manages special funds for specific purposes, including a fund for assistance to the Muslim communities in non-member countries and mobilizes resources through Shari’ah-compatible instruments.

iii. What does ICIEC stand for?
“ICIEC” means Islamic Corporation for the Insurance of Investment and Export Credit.
This institution was established in 1415H (1994) to increase the scope of trade transactions from the member countries of the  Organization of Islamic Cooperation (OIC), and to facilitate foreign direct investments into member countries and to provide reinsurance facilities to Export Credit Agencies (ECAs) in member countries.

iv. Outline the main objectives of AAOIFI?
AAOIFI is an international autonomous non-profit corporate body that prepares accounting, auditing, governance, ethics and shari’a standards for Islamic financial institutions. It has the following objectives:
· Develop accounting, auditing, governance and ethical standards relating to the activities of Islamic financial institutions which comply with Islamic shari’a taking into consideration the international standards and practices.
· Disseminate the accounting, auditing, governance and ethical thoughts relating to the activities of Islamic financial institutions and their application through training seminars, publication of newsletters, preparation of reports, research and any other means.
· Harmonize the accounting policies and procedures adopted by Islamic financial institutions through the preparation and issuance of accounting standards and the interpretations of the same to the said institutions.
· Improve the quality and uniformity of auditing and governance practices relating to Islamic financial institutions through the preparation and issuance of auditing and governance standards and the interpretation of the same to the said institutions.
· Promote good ethical practices relating to Islamic financial institutions through the preparation and issuance of codes of ethics to these institutions.
· Achieve conformity or similarity (to the extent possible) in concepts and applications among the shari’a supervisory boards of Islamic financial institutions to avoid contradiction and inconsistency between the fat was and the applications by these institutions, with a view to activating the role of the shari’a supervisory boards of Islamic financial institutions and central banks through the preparation, issuance and interpretations of shari’a standards and shari’a rules for investment, financing and insurance.
· Approach the concerned regulatory bodies, Islamic financial institutions, other financial institutions that offer Islamic financial services, and accounting and auditing firms in order to implement the standards, as well as the statements and guide lines that are published by AAOIFI.

v. Briefly describe the aims of GCIBFI.
The General Council of Islamic Banks and Financial Institutions (GCIBFI) is an international autonomous non-profit corporate body that represents Islamic banks and financial institutions and the Islamic financial industry globally. Its aims are to provide information and services to the Islamic financial services industry and this include the following:
· to provide the IFIs with the information needed for their development and growth;
· to promote the Islamic Financial Services Industry (IFSI) and enhance its image;
· to contribute to the growth of the IFSI by providing research and development services;
· to improve and enforce the growth of the IFIs by providing them with the needed advisory and consultancy services;
· to contribute to the human resources development required to face global challenges and meet growth opportunities.

2. What are the different financial instruments offered by IDB?
All financial instruments offered by IDB are provided through Islamic modes of finance. These modes of finance can be classified in concessional and ordinary mode. They include interest-free loans, grant, equity participation, leasing, instalment sale, lines of financing and istisnaa…
	Mode
	Source of funds
	Tenor
	Scope

	Concessional

	Special Assistance Grant
	A pool consisting of:
Income of IDB Waqf 
Fund
	N/A
	For support to Muslim communities in non-Member countries. Also for disaster relief in Member countries.


	Technical Assistance Grant
	An allocation from IDB 
OCR’s income
	N/A
	For capacity building for Member Countries.

	Loan
	Ordinary Capital 
Resources (OCR)
	Ranging from
15-30 yrs including
a
Grace Period
of
3-10 yrs
	Ordinary loans are for long-term financing for projects in Member Countries.

	
	
	
	Technical Assistance (TA) loans are for feasibility studies for major projects in Member Countries.

	
	Islamic Solidarity Fund 
for Development (ISFD)
	
	For long-term financing to target Millennium Development Goals.

	Ordinary

	Leasing
	Ordinary Capital 
Resources (OCR) and 
funds from Resource 
Mobilization

	Ranging from
10-20 yrs including
a
Gestation Period 
of 
3-5 yrs

	Financing to provide for capital equipment and fixed assets.

	Istisna’a
	
	
	Financing to provide for constructing/manufacturing an Asset

	Instalment Sale
	
	
	Asset Financing for the client with spot delivery, with repayment in instalments

	Restricted 
Mudarabah
	
	
	Profit-sharing loss-bearing arrangement for business financing with restricted terms and conditions



· Grant
Technical Assistance (TA) Grant
These grants are provided for technical assistance and capacity building activities in IDB’s Member Countries, with priority given to Least Developed Member Countries (LDMCs).
Special Assistance (SA) Grant
These grants are provided for social projects (schools, hospitals etc.) for the exclusive benefit of Muslim communities in Non-Member countries. They are also provided for disaster relief in Member countries.
· Loans
They are Long-term concessional facilities that IDB provides for financing development in its Member Countries. IDB charges a service fee to cover its administrative expenses.
Loans provide long-term financing for the implementation of development projects, mainly in agriculture (canals, rural water supply, etc.) and infrastructure (roads, social facilities such as schools, hospitals, etc.).
Currently loans are limited to a maximum of ID7 million per project. Repayment is made in equal semi-annual instalments and extends over a period varying between 15 and 25 years, with a grace period of three to five years, depending on the country and the project.
IDB financing usually covers (fully or partially) the foreign cost of specific components.
In certain cases, particularly for least-developed countries, it may also cover part of the local cost.
The beneficiary is expected to contribute to the project financing. Co-financing with other institutions is also possible under certain conditions (usually parallel financing or, if procedures are similar to those of IDB, joint financing).
Loans are normally extended to governments or public institutions having the government guarantee. The private sector may benefit from loans only in special cases.
While loans are mainly for least developed countries, they may also be extended to other member countries, particularly in combination with other modes (leasing or instalment sale) when possible.
Regional operations as well as projects which promote complementarily between the economies of the member countries are given special consideration.
· Instalment sale
It is a credit sale of an asset, delivered on spot, in which the purchaser can pay the price of the asset at a future date, either in lump sum or instalments. Instalment sale is a medium-term mode of financing introduced by the Islamic Development Bank in 1405H (October 1984).
A request for financing by a government agency or a private entrepreneur under this mode has to be made to the IDB through the office of the governor, IDB of the relevant member country. The official request must be accompanied by a feasibility study or an appropriate project document.
This mode of financing calls for a contract between the IDB and the beneficiary entity for whom the bank procures tangible asset(s) and sells it at a mark-up allowing him to make the payment on a deferred basis.
The bank finances both locally fabricated as well as imported items of capital assets. Under special circumstances, however, IDB also finances special services associated with a project/operation and supervision during the construction. The minimum limit of financing provided directly by the bank under instalment sale is ID2.0 million and the upper limit is about ID20 million. Total IDB financing could be higher if combined with its other windows of financing such as IBP, UIF and so on.
The items eligible for financing under this mode generally include equipment under various economic sectors, such as infrastructure, industry, agriculture, education and health, and covers construction equipment and machinery, industrial equipment, transport equipment and so on. The main criterion for determining the eligibility of an equipment for financing under this mode is that its useful life should not be less than the period proposed for repayment of the IDB financing.
Payment is usually made by the beneficiary in semi-annual instalments. The maximum period allowed for instalment sale operations is generally ten years, including the gestation period.
However, it could be extended to 12 years for infrastructure projects with a ceiling of ID10 million per project. IDB may also consider extending the period up to 12 years for countries with a Structural Adjustment Programme of the IMF and having no scope to obtain financing from other institutions for repayment in less than 12 years. On delivery of the asset(s) to the beneficiary, the ownership of the asset(s) is transferred from the IDB to the beneficiary.
The mark-up currently ranges between 7.5 and 8.5 per cent, depending on the nature of the project and the economic standing of the concerned member country. There is, however, a 15 per cent rebate on the mark-up if the payment is made on time by the beneficiary in accordance with the agreed schedule of payment.
For all projects/operations financed by the IDB under this mode, the beneficiary has to provide a guarantee. If it is a project sponsored by the government or its agencies, guarantee by the government is sufficient. In the case where it is a private sector project, it is necessary to provide a guarantee from a first-class commercial bank acceptable to IDB.
All purchases are to be undertaken by the beneficiary as an agent of the bank and in close coordination with and concurrence of the bank. The equipment is to be procured in conformity with the bank’s procurement procedures, that is, by international competitive bidding.
Procurement through local competitive bidding or restricted tendering may, however, be permitted only under special circumstances.
The IDB generally disburses funds only after the costs have been incurred. After the finalization of contract and award of bids, the bank asks the beneficiary to open a letter of credit in favour of a supplier and the payment is made directly to the supplier.
· Leasing (ijarah)
An ijarah is a contract of letting on lease, under which the owner of an Asset sells a definite usufruct of the Asset in exchange for a periodic definite reward (the rent).
As introduced and practised by IDB, leasing is a source of medium-term financing to meet the financing requirements of income-generating projects in industry and other important sectors for which the rental payment and lease period are determined in the light of the projected profitability and cash flow of the project.
Under leasing, IDB finances various items such as plant, machinery and equipment for industrial, agro industrial, infrastructural, transport and other projects, normally of an income-generating nature in both public and private sectors. Lease financing is also provided for ships, oil tankers, trawlers and other specialized cargo vessels either new or second-hand, up to five years old.
IDB normally finances the total cost of machinery and equipment which comprises the cost including freight (CIF) price, inland transportation, erection and installation.
The bank retains the ownership of the leased assets throughout the entire lease period which may extend up to 12 years, including a period of gestation that ranges between six and 36 months, depending on the envisaged implementation period of the project. The prevailing return to IDB is 7.5–8.5 per cent if calculated on a yearly basis.
After the end of the lease period and full payment of the rentals by the lessee, the IDB transfers the ownership of the equipment to the lessee as a gift.
The lessee should provide the bank (the lessor) with an irrevocable and unconditional guarantee from the government or a first-class commercial bank acceptable to IDB to cover all obligations of the lessee under the lease agreement to be signed between IDB and the lessee.
· Istisna’a
A sale where an Asset is transacted before it comes into existence. A purchaser orders a manufacturer to manufacture a specific Asset according to the purchaser’s specifications and deliver it at a preagreed delivery date for a pre-agreed price, which is payable either in lump sum or instalments at any time as agreed.
IDB operates Istisna’a on a medium to long-term basis, wherein IDB appoints the Purchaser (client) as its Agent who gets the Asset constructed/manufactured. When the Asset is constructed/manufactured and accepted by the Purchaser, IDB transfers the title of the Asset to the Purchaser. The Purchaser then pays the Sale price of the Asset in deferred payments.
It is used to finance infrastructure projects and trade in capital goods within and among member countries.
IDB approves Istisna’a financing for projects that are technically sound and economically viable, and are of high priority to the member country. Such financing may be extended to governments, government-backed entities as well as private sector companies.
Applicants have to request for IDB financing through the office of the IDB governor in their particular country (usually the Ministry of Finance, Economy or Planning) or directly to IDB for private sector and quasi-sovereign applicants. The request has to be supplemented with a feasibility study of the project. For private sector and quasi-sovereign companies, additional documentation may be required.
· Lines of financing 
In addition to financing projects directly, IDB also extends lines of financing to the
National Development Financing Institutions (NDFIs) in member countries especially to promote the growth and development of small and medium enterprises (SMEs) mainly in the private sector. The lines extended comprise, and under a line the IDB approves, a certain amount of financing for a national development financing institution which can use the line to finance industrial/commercial projects identified and appraised by it. Under the line of equity, the IDB participates in the share capital of a company sponsoring technically and financially viable projects up to a maximum of one third of its equity capital while, under the lines of leasing and instalment sale, IDB finances the procurement of machinery, equipment and other capital assets for new or expansion projects. Under the line of leasing, the asset is acquired by the IDB and leased to the company until the lease period expires. The ownership of the leased asset is transferred to the lessee by the lessor (IDB) following the payment of the last instalment by the beneficiary. Under the line of instalment sale, the ownership of the asset which is procured by the IDB is transferred to the beneficiary on its delivery. The maximum repayment period allowed for projects under the line of instalment sale and leasing is generally 12 years, including a gestation period of up to a maximum of three years, depending mainly on the anticipated implementation and commissioning period. Under a line of leasing the maximum period may be extended to 15 years. The gestation period may be extended to 48 months or more, depending on the merits of each case.
[bookmark: _GoBack]For each project financed under the line of leasing/instalment sale, a bank guarantee is required for repayment of IDB dues. However, the NDFIs concerned generally provide the required guarantee. In some countries where the development banks are not authorized or are not willing to give guarantees, a commercial bank or a government guarantee is acceptable.
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