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Abdelilah Belatik
The Secretary General
(CIBAFT)

Welcome to the 27th issue of the Global Islamic Economics Magazine, (GIEM),
a publication dedicated to keeping you up to date on the key activities and
achievements of CIBAFI, as well as the latest developments in the Islamic
Financial Services industry (IFSI).

Inprevious issues of the GIEM | have spoken about the Satisfaction and Expectation
Survey (SES), a formal survey that was conducted by CIBAFI between May
and June 2014. The survey, which was crafted with the objective of gaining a
clear understanding of members’ satisfaction with CIBAFI, their expectations
from membership, as well as the views of non-members on the effectiveness and
relevance of CIBAFI, gathered invaluable information that CIBAFI will utilise
to inform our strategy and improve the way we work. This month | would like to
share with you some of the findings of that survey.

CIBAFI received completed questionnaires from 67 institutions in 27 countries,
comprising 42 member institutions and 25 non-member institutions with responses
illuminating a number of key issues. | am pleased to report that in terms of general
satisfaction with CIBAFI and its services, the majority of respondents were fairly
satisfied, however, we have discovered that there is a lack of awareness, of not
only the myriad of services that CIBAFI provides, but also the numerous benefits
of being a member, and therefore many institutions are not taking full advantage of
the standard benefits they receive on becoming a CIBAFI member.

In general, the survey underscored two major areas for future focus; namely the
desire of our members for even more interaction with CIBAFI, its members, and
other IFSI bodies, and the importance of raising awareness - both on pertinent
issues facing the Islamic Finance industry, and awareness of the Council’s services,
activities and benefits of membership. These two themes, namely awareness, (on
both levels), as well as engagement with stakeholders, are of vital importance to
CIBAFI, and as such feature strongly in our mission and in our strategic plan going
forward.

In particular, one platform that CIBAFI uses to engage with our stakeholders and
share industry news is the CIBAFI website with responses emphasising the site’s
importance as a source of relevant, up to date industry information. As such we
will continue to strive to exceed these expectations through further improvement
of the CIBAFI site.

CIBAFI events are another important bridge that links CIBAFI to the institutions
and the industry that it serves. Although more than half of those surveyed have
taken advantage of these platforms we hope to increase this number, and as such
are planning events that target issues that both challenge and elevate our industry
across the globe.



Speaking of the enhancement of the IFSI, in order to sustain and support the
future growth of the industry, an important requirement is the development of
the industry’s professional talent and expertise, and as such CIBAFI conducts
a number of certification programmes. Unfortunately many respondents
were not aware of the array of professional development programmes on
offer, however, more than 80% of survey participants responded positively
to proposed CIBAFI executive training programmes, and as such we are
working with industry experts to further enhance our diverse academic and
career development offerings in this regard.

As well as events and professional courses, CIBAFI endeavors to share
knowledge and engage with stakeholders through its publications, but
again there was a dearth of awareness with more than 60% of respondents
unacquainted with the publications that CIBAFI issue. The survey also
highlighted the need for CIBAFI to focus more on areas of concern for the
Islamic finance industry in our publications, and use these to further promote the
industry globally. Overall, respondents indicated that having access to quality
publications is important, with more than 89% of respondents indicating that
they were either “fairly interested’ or ‘very interested” in CIBAFI producing
more market research on products, markets and best practices. Respondents
also indicated that they would like to receive complimentary research
materials such as magazines, finance directories and country reports, as well
as a CIBAFI newsletter.

The survey also provided valuable insights into CIBAFI’s proposed future
activities, such as the creation of member ‘expert groups’ to contribute to
policy debate. An impressive 87% of participants indicated that they were
either “fairly interested’ or ‘very interested’ in this idea. 84% of survey
participants were also interested in participating in awareness programmes,
such as seminars and roundtables, to discuss pertinent industry issues.

Aligned with this theme of engagement, regional roundtable meetings as well
asa ‘CIBAFI Annual Award’ also received support, while the proposed idea of
annual or semi-annual ‘Member Meetings’ was met with a positive reaction.

Overall, the survey was invaluable in highlighting areas where CIBAFI can
improve and better meet the needs of its member organisations. Today we are
taking this valuable information and translating it into action - steadfast in
our commitment to meeting and exceeding our members’ expectations and
supporting the global growth of the IFSI.

As well as bringing to light areas where our organisation can focus its
efforts, the survey also underlined the fact that our loyal members are keen to
engage with us, and ready to support CIBAFI as we strive to better meet our
stakeholders’ needs, and for this | am grateful. | would also like to take this
opportunity to extend my gratitude to all of the organisations that participated
in the survey, and | look forward to your further feedback and support as we
set off on our journey of positive change.
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The Foreign Account Tax Compliance Act (FATCA) is
an American law issued lately with the main purpose
of preventing tax evasion by American citizens or
companies, due to the fact that the tax evasion has
become very noticeable therein and gravely affects
the national economy. This new law, the FATCA,
provides that all foreign financial institutions (FFI) are
required to identify their American customers and to
report their financial activities to the Internal Revenue
Service (IRS). Non-compliance, will automatically
lead to the enforcement of withholding tax penalties
on the foreign financial institutions (FFI) and also the
relevant customers who are not complying. So, banks
as they are part of the (FFI) could face penalties and
be subject to certain fines according to FATCA.

The (FFI), for clarity, covers all financial institutions
including banks outside America. For the purposes of
giving the necessary report, the (FFI) are required to
register with the Internal Revenue Service (IRS) as
Foreign Financial Institutions (FFI) under FATCA.
The final registration of (FFI), for FATCA purposes
has been extended many times, however, it has been
finally extended up to 5 May 2014.

The Foreign Financial Institutions (FFI), may choose
to participate or not participate in FATCA taking in
consideration the consequences of their choice. The
(FFI) that choose to report and participate, are to be
classified as the participating financial institutions
(PFFI), on the other hand, the others who choose
not to report and participate are classified as non-
participating financial institution (NPFFI). However,
forthe (FFI) who choose to reportand participate, there
are two option models as initiated by the American
authorities. The Inter-governmental Agreement (IGA)
model (1) and The Inter-governmental Agreement
(IGA) model (2).

Regarding the Inter-governmental Agreement (IGA)
model (1), with particular reference to reporting, the

(FFI) that are deemed compliant are not subject to the
withholding tax requirement and are classified as the
participating financial institutions (PFFI) and they are
supposed to report to their Central Bank, or such other
designated authority, all necessary information about
their American customers and their financial details.
Regarding the Inter-governmental Agreement (IGA)
model (2), all the financial institutions (FFI) that fall
within the jurisdiction are also considered as deemed
compliant with FATCA, however, they are required
to register and to report all information about their
American customers to the (IRS) in America directly.
Also, at the same time, they have to report to the local
authorized agencies.

Of the two models, it is very clear that, the foreign
financial institutions (FFI) may either report the
information related to their American customers
through their governments i.e. Central Banks \ other
designated authority, or not through any of their
government agencies but directly to the (IRS). The
difference between the two models is very clear, as
each one goes in a different direction. Even though
most countries opted for (IGA) Model (1), however, |
believe we need more time to assess which of the two
models is the most appropriate direction.

In Bahrain, the Central Bank of Bahrain (CBB),
issued certain instructions to all licensees in Bahrain
to comply with FATCA rules and, moreover, to
register as (FFI) under FATCA before the 5th of
May 2014 and to send their Global Intermediary
Identification Number (GIIN) to the Central Bank
of Bahrain (CBB). It is very clear that, Bahrain has
opted to apply the Inter-governmental Agreement
(IGA) Model (1), wherein the (PFFI) are required to
give the required information about their American
customers to the Central bank of Bahrain (CBB),
which will in turn submit to the (IRA) on behalf of
the (PFFI) in Bahrain.
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This is very crucial step for the (PFFI) in Bahrain and
shows that there will be no direct link whatsoever
between the (PFFI) in Bahrain and the Internal
Revenue Service (IRS) in America. We believe that,
this may give some protection to the Participating
Financial Institutions in Bahrain due to the fact that
they will not be subjected to any direct penalties, or
face-to-face interaction with the American Authorities
(IRA). As initiated by (CBB) and based on (IGA)
Model (1), in case there is any lack of information,
or if there is any need for any extra information
about any American customer, this will be handled
and processed through the Central Bank of Bahrain
(CBB) and not the (PFFI), if any need arises ?

In adherence and implementation of the directives
issued by the Central Bank of Bahrain (CBB) to all
banks \ licensees in Bahrain, we have noticed that
almost all banks in Bahrain prepared or started in
preparing themselves for FATCA implementation.
To achieve this, banks in Bahrain, issued certain
instructions and policies to be followed for applying
FATCA provisions on all American customers.

Based on such new policies and guidelines in
Bahrain, all American customers are obliged to give
their written consent to their banks allowing them to
pass the required information about their accounts to
the Internal Revenue Service (IRS) as provided for in
FATCA-rules. Based on the customers' written consent
the banks are legally authorized (by customers) to give
and disclose the banking information, so there will be
no breach of the banking confidentiality rules. The
express written consent by the customer, inter alia,
breaks the confidentiality principle and gives relief to
banks when disclosing any information classified as
confidential.

Moreover, the customer must clearly undertake to keep
the bank fully aware of any details or developments
that could happen in the account or in his status at any
time. If, for any reason, a customer fails or refuses to
give such information or any existing or new details
the bank may close the account or take any other
necessary action they deem appropriate to protect
themselves. Some existing or new accounts are to be
classified and reported as “Recalcitrant accounts”,
wherein the customer fails or refuses to give enough
information. There are special procedures to be
followed in case of ‘“Recalcitrant accounts” that
require special approval from the CEO of the bank to
open a new account or to close or keep the existing
account based on certain business justifications to
be given to the CEO by the concerned personnel &
depts.
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We have to bear in mind that not all customers \
accounts are the same, accordingly the banks must
be ready for different instances, as some customers
\ accounts may not be cooperative nor interested to
give any support in this connection. Each of such
instances must be properly assessed before taking
any action or decision. The action, we believe, must
depend on the merits of each case. This situation, in
fact, makes good continuous homework for banks.

Another point regarding customers arises, wherein
it is not clear if the customer is having a US status.
This could happen, because sometimes there is lack
or no sufficient adequate information to decide the
US status of the customer. This issue is vital because
FATCA applies only to US persons.

The indications that a person could be regarded as a
US person is called as US Indicia. While assessing,
the presence of any of the US Indicia in the profile
such process would require further scrutiny to decide
his US status. The mere presence of US Indicia does
not mean that the person is US person. This means
that the “Indicia” are to be analyzed, confirmed and
thereafter proper classification should be done and
confirmed.

With reference to individuals or corporations, for
example, the US Indicia could arise in case the
individual or corporation was born or incorporated
in USA, is having a US address for communication
or of residence, is having a US telephone number,
is having a standing instruction to transfer money to
an account with a US address, is having a power of
attorney or signature authority in favor of a person
with US address, is having “in care of”” or “hold mail”
address as the only address of the customer in the
profile... etc. If any of such “Indicia” indications is
available, the matter must be carefully assessed so as
to determine the US status of the individual or the
corporation. This is a lengthy procedure and, also,
makes real hectic homework for the banks and it
needs time, trained staff, more equipment, budget ...
etc.

All such information, is required to reach the US
status of the customer. If the US status has been
validly confirmed, the (PFFI) must give the necessary
information about each US citizen in their report as
required by FATCA rules. As mentioned above, in
Bahrain, the report shall be prepared by banks and be
given to the (CBB), which in turn will pass over to the
(IRS) based on the (IGA) model (1).

It is very important to mention that in addition to
reporting, there is a withholding requirement as



clearly provided for in FATCA rules. Based on such rules,
the income \ payments that qualify for withholding are
US Sources Fixed or Determinable Annual or Periodic
(FDAP) beginning from 1st of July 2014. Later on from
1st January 2017 it includes gross proceeds from the sale
of US securities and interest bearing assets. The amount
of withholding is 30% of the qualifying payment of the
gross amount.

The withheld amount will be remitted to (IRS) and
reported as in the prescribed form(s). A certificate of
withholding should be issued to the customer containing
the relevant details. The withholding requirements must
be monitored by special dept. (mostly operations dept.)
in each bank and the day to day supervision under the
guidance of the appointed FATCA Officer. The accounts
that are eligible for withholding will be separately
reviewed for blocking the transactions, if required. The
process of withholding and reporting to (CBB) or (IRS)
are to be handled by the appointed FATCA Officer,
moreover, there must be certain mechanism in the bank
to counter-check all payments which are withheld and
accounts or transactions which are to be blocked.

However, it is important to mention that, there are some
issues particularly related to “Recalcitrant” customers and
“Non-Participating FFIs” are to be further investigated
before withholding any amount. This is due to the fact
that the monitoring of such accounts could face some
difficulties, with reference to determining if payments
are US sourced and are withhold able. All this, among
other things, will be subject to the details included in the
(IGA) to be signed between Bahrain and (IRS). Banks, in
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this connection, are to be guided by the Central Bank
of Bahrain (CBB).

Irrespective of some difficulties associated with
FATCA application in certain places, the matter now is
almost in clear shape. The US authority is determined
to pursue the issue vigorously and is very keen to get
the best results. They have put the necessary pressure
on all countries for the sake of obtaining their support.
Without global support the FATCA rules will be of no
value.

In Bahrain, implementation of FATCA rules has been
already on the move as directed by the (CBB). The
clear stand of the (CBB) indicates that Bahrain is
determined to be part of the global cooperation needed
for the successful outcome anticipated from the
application of FATCA rules. Almost, as we see, there is
a support from all parts of the globe and hopefully the
implementation will pass easily to achieve better end
results. Certainly, no doubt, there is a need for some
time to clean and update all the records \ accounts and
to give the necessary reports, however, the start in
confidence is needed to reach the goal.

Needless to say that everywhere, in principle, the tax
evasion is not accepted at all, moreover, it is an illegal
and immoral act. Based on this understanding, the
aggressive stand of US authorities against tax evaders
must be strongly supported by everybody and should
be taken as a good model for application in all places.
There is a need for a firm stand against such unethical
bad attitudes.
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Wealth or mal (singular) or amwal (plural) is among the central concepts in the Qur’an. The
Qur’an provides thorough insights and information on wealth and how it should be perceived in
the life of human being. In general, the Qur’an describes wealth and human life in two ways: (1)
the nature of wealth and its functions in human life and (2) the normative rulings of wealth and
the expected human attitude towards wealth.

Islam views wealth as something positive and good. Human being is not only granted authority
over wealth (mustakhlafin) but is invited to enjoy and utilize wealth for his/her benefits and
wellbeing. The word khayr, which means good, is used in the Qur’an to describe wealth. For
example in al-Bagarah 272-273, Allah (SWT) says:
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Whatever of good (khayr) you give, benefits your own soul and you shall only do so seeking the

"Face" of Allah. Whatever good (khayr) you give, shall be rendered back to you, and you shall
not be dealt with unjustly.

Wealth is good because it is God’s creation that is endowed to human being from His numerous
bounties (fadl Allah) for the benefits and wellbeing of mankind during their life in this world.
This is why Allah (SWT) says
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And when the Prayer is finished, then may ye disperse through the land, and seek of the Bounty
of Allah: and celebrate the Praises of Allah often (and without stint): that ye may prosper (al-
Jumu’ah: 10).

Since wealth is naturally good, as shown in the above verses, wealth acquisition or working to
acquire wealth is allowed and in fact, it is highly praised and considered as good deed (al-*amal
al-salih) that is deserving of rewards (al-Nahl: 97).

Therefore, in Islam, business and commercial activities are viewed positively as mechanisms to
fulfil the various needs of human being in a legitimate way and also to circulate wealth among
all the sections of the society. This is done so that it is not concentrated in the hands of a few but
rather it goes into all sectors of the economy that would benefit human wellbeing.

In various places, the Qur’an invites human beings to find and explore God’s bounties on earth
as something good for them in their life which reflects God’s mercy and blessing on mankind
(Qur’an, 2: 105; 2: 198; 45: 12; 59: 8; and 62: 10).

Such description of the concept and nature of wealth in the Qur’an indicates that, ontologically,
human beings (as the creation) have a strong connection with God (as the Creator) through the
wealth endowed. Mankind are in need of wealth for their development and sustainability and
wealth endowment granted to human being is a reflection and manifestation of God’s mercy and
blessing upon them.
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The Qur’an also describes the role and function of wealth. Wealth, which also includes all
creations in the universe other than mankind, is created and endowed to mankind to facilitate
their twin roles of being as both ‘abd (servant) and khalifah (vicegerent) of Allah on earth.

In accordance with the role and function of human being, wealth is described in the Qur’an
as an amanah (trust) from Allah. Therefore, wealth essentially belongs to Allah alone and it is
granted to mankind on the basis of trust; this is due to the fact that mankind has been appointed
as God’s servant and God’s vicegerent on earth (khalifah). Human acquisition and utilization
of wealth is on the basis of trust (amanah) that demands responsibility and accountability.
Wealth, in this regard, is a test (ibtila’) from Allah. In al-Hadid, 7 Allah (SWT) says:
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Believe in Allah and His messenger, and spend of that whereof He hath made you trustees

(mustakhlafina fihi); and such of you as believe and spend (aright), theirs will be a great
reward.

Mustakhlafin means that Allah has made wealth under the authority of human being after
being appointed as khalifah (God’s vicegenerent) on earth. Hence, mankind has the authority
to acquire, manage and utilize wealth in conjunction with their functions as khalifah, which
entails full responsibility and accountability. Al-Zamakhshari (1407H: vol.4, p. 473) in his
book of tafsir explains the meaning of mustakhlafin as follows:

Mustakhalifin means that wealth (amwal) at our hands are essentially the wealth of Allah that
is created and given to human being for their benefits and Allah granted human being the
authority and power to use them has khulafa’. Therefore, wealth is essentially not the wealth
of mankind.

Within the framework of istikhlaf, the Qur’an reminds mankind that wealth essentially belongs
to Allah and its endowment to human being is a reflection of His mercy to their benefits and
wellbeing as a test (ibtila’ or fitnah) of their faith (iman) and obedience (ta’ah).

Human being has been created in such a way that makes them incline to the love of wealth and
acquiring wealth. Therefore, human nature has a strong connection to the heaping of wealth,
as mentioned in surah al ‘Imran: 14. Allah (SWT) says:
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Fair in the eyes of men is the love of things they covet: Women and sons; Heaped-up hoards
of gold and silver; horses branded (for blood and excellence); and (wealth of) cattle and well-
tilled land. Such are the possessions of this world's life; but in nearness to Allah is the best of
the goals (To return to).

The Qur’an describes this tendency as a test whereby human being is advised that they should
not be preoccupied much with wealth as wealth is just a means of comfort for the life in this
world (mata’ al-hayat al-dunya) (Qur’an, 3: 14) or as an adornment for the life of this world
(zinah al-hayat al-dunya) (Qur’an, 18: 46).
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Wealth and sons are allurements of the life of this world: But the things that endure, good
deeds, are best in the sight of thy Lord, as rewards, and best as (the foundation for) hopes

Placing too much attachment to wealth could create unbalance love for wealth, which may
cause human being to deviate tremendously away from the Right Path (Qur’an, 4: 27). Hence,
human being might do unlawful and prohibited actions to acquire wealth, which will make
him/her liable to be cast into the Hellfire (Qur’an, 19: 59).
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Wealth is essentially a test for human being as means to direct them to the higher
objective desired by Shari’ah (al ‘Imran: 186).
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Ye shall certainly be tried and tested in your possessions and in your personal selves;
and ye shall certainly Hear much that will grieve you, from those who received the Book

before you and from those who worship many gods. But if ye persevere patiently, and
guard against evil,-then that will be a determining factor in all affairs.

According to al-Zamakhshari (1407H: vol.4, p. 473), wealth is a test from Allah to see
whether mankind will spend it for a good cause for the sake of Allah (fi sabilillah) as
commanded by Allah or spend it on wrongful means by doing things that are sinful
(ma’shiah), prohibited (muharramat) or in lewdness (fahsha’) as whispered by Shaytan
(fi sabil al-shaytan).

The goal of wealth in the Qur’an is very clear and hence, spending it for the sake of
Allah is the only way to succeed the test (Qur’an, al-Munafiqun: 10). This is very much
in line with the reason why the Qur’an uses the word al-khayr for al-mal (wealth). Al-
Maraghi (1946), in this regard, argues that the word al-khayr, which is used to denote
wealth, shows a paradigm in spending the wealth whereby it is to be used for good
purposes only (i.e, spending in the way of Allah).

However, this is not easy as the Shaytan would always whisper and create worries in the
heart of individuals that by spending their wealth in the way of Allah, the wealth will
be decreasing and the person might end up in poverty (Qur’an, 2: 268). This along with
the fact that human nature is incline to wealth and heaping of it in abundance (Qur’an,
89: 20).

In conclusion, by understanding the concept and function of wealth in Islamic as
described in the Qur’an would assist human being on how to acquire, utilize and spend
wealth. A proper understanding and consciousness of the right manner to spend wealth
in a good way for the sake of Allah (fi sabilillah) would save humanity in the test of
having wealth. The Qur’an reminds human being to treat wealth as a trust (amanah) and
a test (ibtila”), whereby he/she would direct its utilization and spending as commanded
by the ‘Real” Owner of wealth, Allah SWT.

Wealth is not created for individual’s satisfaction alone. Instead, there is right of others’
upon the wealth of an individual. Islam prefers that wealth should be allocated for good
purposes as means of helping ones family and others in need of help or by spending
it in the way of Allah (fi sabil Allah). Human being is expected to properly manage
the wealth, especially by spending wealth in a moderate and balance manner (qawam
or i’tidal). Therefore, lavish spending is a form of wastefulness (tabzir), excessiveness
(israf), and extravagance (itraf) that are not allowed. Likewise, stinginess (bukhl), and
miserliness (iqtar) are not also favorable means of wealth allocation.

References

Al-Maraghi, Ahmad ibn Mustafa. (1946). Tafsir al-Maraghi. Egypt: Shirkah Maktabah wa Matba’ah Mustafa al-
Bab al-Halabi.

Al-Zamakhshari, Abu al-Qasim Mahmud ibn ‘Umar ibn Ahmad. (1407 H). Al-Kashshaf ‘an Haqaiq Ghawamid
al-Tanzil. Beyrut: Dar al-Kuttab al-Arabi.

39 www.giem.info



A pall dulxt) 2. SN (20

(Y) dat

¢ (ke g i — GBI ABMalt O3 Ao Oolucaudt + LAl ;ﬁiﬁ‘iﬁm : }‘S :

A (e oadully el wless Gle Cllall 23505 1 Ll e 3800019 dpalaell 2 ol jglaill coscna
6l gl a3l 6,3 Bga (e el WSl JleeW Gy Ueluall @gu 3y il ghanng @93 @lilis g
il el a3 pod GO A K g2y gl Baleod g oo Lol Gsbil] 3 yalls 350 )
1S 2. gl 21408 ale 5 sl Rpsulont gnan g Lillay s 2 Arige Aalaie Jol canuasls 31330001y Bl
@Vt ale Ll rals a) AT ale Lillly a VAAY ale umill cl¥sll 2.5 2 MY ale Lui 22 @3 ia)AA: ale
(A198) 1 pae g peluadl) U3 i Jgall 028 2 5392 g0 IS Bigll o) Gy @21 le 13802141 Y ale |uiling
(Asly arls¥ly lmdl wniall les 3,48 Ll 3.0 Aigay Aleall @l cilelailly oliusall Zaaailly Ll
lete pand HS3 b ety
Creslomell Jgull sL3¥) 4 gls : (International Federation of Accountants - IFAC) cyusloeall gl sLai¥I. )
International ) & !l Lulomll yales Lind Lgy connnsls Gl Aaal) il 2 cead il 3Ll Al 39291 (TFAC)
A gl G| At uinss O dlgale un @ @VAVY B 0 (Accounting Standard Committee - IASC
(International Coordination Committee for the Accounting Profession - ICCAP) diul=1l digl
WLl (ya i all OIS Gilly Ay o Bpoay e 521 prnlmall gall 1330 2 Lgunsnls @5 3
Leaalol) 2 Fasgll/ 3l gut) Colial fols 2 5uaeliall Aanay ST culalail /eulagdaind 3aeld/ ulul gy 5o
e 2 oude @ sl el gl pa3gl azalsl iasj LM) Cprsnlomall gl Sl uuls 13y . 33001,
-(Arpan & Radebaugh: 1985:309) a\4VV ale &igse
2 3dully dnlall Ligs s/ ae 5y ok 2. 3391 gl Glall (ulua¥! Caugll ol Al Aegll (e
18 aas Aalall Tnbimall il (g Adle Lags @l wloas @i Sle 35300 Zuilatie yulae @llall
Bygene allig 2a By Lpnloall gl Jai Rl Yy BuagSon Y oyl Lasla yud Bl Aalaie 513
2y 2LVl 1ot iy &g O (po Y BBl Apssnlndl| il ilibian (o Grepsslall 5l 5Lo¥l
(IFAC: 1999:1) :43¥1 &all lamll Alnsal gy (5Ll duales

el o

BV / aldl e

Apb¥l Ul dwl=ll e

ailaglallags @
Aot Rl slaglall e
.3\.33."4.1_” o

oo < yatly = aball 5] Bilogll gl upunlnll colelaill aliie il prlnall Jgod) sV g LS
Uzt 2 cnlelal) cpaalont ] Jid ) = Agall ol 2 gl Jas 2 LgilSe L) Akl Aiboy 2alaie Lgil e
BMall @3 Lauasil] clegenll pan oo b @ldail plisdy peliall pliailly laill llailly alul

www.giem.info 40



A S Aulnt) 2 Y e

AU 20 0 Al Galtly ol Led 3Mel @

kel oL Gpoln oy 585 o3le] @

I BB) poguais o pdle] @

Lgade 213 )00 Zaladl J1ga¥1 35000 o Lin o o3| @
asSndl 3l yulas (slus¥l) Lalaill o s LS
American Institute of) :ouigilall oriwlaall L?S:.)Aiz'| agallY
(Certified Public Accountants-AICPA
Lakill (AICPA) oiglall grwleall Supedl agall any
Public) sauly aiglall dwalell 2igl awd )l ddell aigll
oy Agll slacY Aelaie fiayg 3ol wli¥sll 2. (Accounting
433sly 4ad0 sules sacmy (CPAS) (gigilall puulall
Dsbay 461 LS cilad I35 (e Lganiy 1 6,51 QLM;'.J|OLM
oulzme g A yidng Lnndill /Aunmsill wleliall u!gu)l/dal
LSl Aisalll jules Gulzag (FASB)LIU! Zuwlel] ules
slael 2 (Government Accounting Standards Board - GASB)

Government Accountability Project: 2002:) Lowalet! sl
l2a ol LA.‘.C |}.Ac YYoover Lle way Le diliac] sae plus . (2-3

oLl plaill daylil clelait s Jies gall
ol il o (gl cpnsalomall 280 oY1 Lunandl SIS
fmjmzdiuﬁ VAAY alall 2 dnaanll ola S5 b agall 12!
Lo S e Liaall guingll y5lad gy S pa¥l raanlnll o slll 2 s
el 138 yels Fpumuasill 3 ally 5l Sune ISl e alany
‘-\Jﬁ s Jids o ¢pe 430y e Lunes .01 Liga Sal gl
seall gl O S o an¥ (S ¥y (S el gl 2 L.wwa
a0l 31« (Edwards: 1987.111) 38,001 Liga juglai 25 S Ll gual
LMYy 2 Ll (ye 31 ¢lal yulas juslad dolaal eal
slan @uid Lganl (ya Jal pogunidl gy aludl Byl elis) @5 o
oibma e 98 gl (Auditing Standards Division) (3.l
&l LWl g (Auditing Standards Board - ASB) .8 jolae
(Auditing Standards Executive Committee - ASEC) 8.1 yulal
b i | (Advisory Council) sl ¥y dugill Gulme (ye )Laﬂ
ool Bl gl painlig gl pug pulall Gulma Aaiil Lo
solall il JS e e ks slacsl 2 (ASB) . yulas
dly (Statements of Auditing Standards -SAS) aaa.ul
oubegi) Gl @l o] Gty wyami bl fidly Lajle (683
uswyt agal! JaL...g‘_J.m)S).. SEPRRVIN G SELS AR A 7Y
Lo Lo ¥ el gial 4.@:.‘}&&\.‘44‘ (AICPA) il Lol
Saredl agall @l ol Sl ppandl (e 3B Bulall il

41 www.giem.info

A9l Sl 2 ALelSI dygunall ol Algll sty . Lighly 3 Ll
:oobead!) (TASC) adgall dpslaell yplas it 2 \5..4& Orslzall
LAY
Rid PO ¢y 81 g prpmnlmall gl L3I Jac da g
International Auditing Practices) aJyul dasal el
Creamig yaghad 1 al3¥l (e LS g il . (Committee ~-JAPC
(IFAC: 1999:4) : 313 (o @bl 2. bl Gaalatll 5Ll g By g
3Bl Ags yulee sla]
BBl Adgal) julall Gt le clalisl sl @
)JJLA“@A}J&)'M&L?_U‘«JLLJULUW/)J)M J
gl 5 ke g S Lty Latlantaly ekl ol V1
dd e G &gl polall Gle osball duaii/ 50505 @
2 31531 3 uals eyl
aliglly creaziadly grulel! o Gulall 4uals/ 50508 @
elal reasiadl cils List sgassd @Il 2 dedal
By ailaldl
(IAPC) &dsull ad.all claabal Lo dege b 60 i Lesy
wnsS e el o Jajll ¢y 39y yules yuglaly Slosl 2 38,3
31 dus5) Alall sl e Ll 306001 claailly 35,001 ol
(B e
International) &5\.&4}1}&‘ —a W 213 L0 el 5 g MU gl Aalail 1LY
:(Organization of Supreme Audit Institutions-INTOSAI
b9 BIS WLl 3 2 Ll 2L 515,00 5 5] Aalaill sin @iy
Buasla] clalaie suc Lgly umill @a¥l e dejanll cldaill sl
"t B B0 Ll 35 Al Aeaill i
(Asian Organization of Supreme Audit Institutions- ASOSAI)
European) glug sl 2110 L5 00 Lball 3 S0 31 el
delailly (Organization of Supreme Audit Institutions-EUROSAI
African) slugya¥1" AU B3, Ll 53eadl Y
delailly (Organization of Supreme Audit Institutions-AFROSAI

Arab) glugs yall" BT B30 Lball 5 3 I L pall gl ]
(Organization of Supreme Audit Institutions-ARABOSAI

Bagae Ol (slugi¥l) Lgull Aelaill o2a oty 6551 lalaiag
Leie

B ! Gl A (Alsl EuB).H Lind (3001 yolas Lind
(31 Gl cye L yid gL S0 5l sl 38,5

O ol ainy Aa s Lgilataieg (gluog¥l) Labaill oiia cnld
alidely wlily 5lam) Lgie (a3l el ity ! clals
eyl asYl e @al (g adall Jaally oLy 50



American) Grulmall S a3l agall IS Laily 2140V G (3 U128 (S5 of (AICPA) cisilall pyesuslnal
.(Institute of Accountants - ATA

: (Securities and Exchange Commission - SEC) &JLLI 313 Jl o3 2.t

sl 2 saclill Lgiegas «p)AVE i B85 5a¥) gl U3 (pe (SEC) WU 35601 515 Baa el
Sl Jol5 (ysl3 el Lle (b ydagl o s WISy Ll LeS el I 2.3l 2JUI closlall dagalsy
B 3o Loyl Blpodl i) Cyein | guine Eiagll 0l iy 6y (pilsd 3uc oo Mgmvs EPRERITY
bl dia 3| Sy dia (e i i s Gl (International Organization of Securities Commission - IOSCO)
VAV alal) 23U 3101 el gl Adgadl Aalaill Gusels @5 B c@llall elomil 2018 ¢y 2L 315531 Jglo 4]
. (Kieso & Weygandt: 2012: 7) &l Lell adlewsd 131 3l5u¥l (pa 7A0 &l 53 (yaliay LaeLinel Ole lea ] g

1S 20 AU bl 380539 s le Lo oleadsd (SEC) 2l 31,531 U315 2agl 02 5.0 Ao ) Loy
AVAVAS VAV 5214t alse¥1 2 550lall Ly Lo S35 (y i3y siall Gl el Liay Zealull
veryeey )

505 oledss Hlasl g o 2 ciniiul 13 (SEC) wlll ¥l Jalus 3 o Lis [SL juasdl (e
bl slael dubee Hogiy sumd il L=l ol )\_ml.. L) Lgalis e La.v‘ 598 M dealid | enlS yi!
Lo Mo ol dlalis cungd L@.AS.U (Loladl LUl s s 2l L'Lo.‘ L’.A,u.\u.d‘j‘) Lealadl ul€ )l oigt ULl
Ll yolas pulms 1 o ‘23! (AICPA) crsigilan uuulmuuswy\ agadl ol A=t oLl Hluual
380 4w ylan (ye Lgaiag 30001 CiilSag ulS i sLal le 5 yuall celbiad el e LgiSly «aas Lod (FASB) 2l
.(Rittenberg & Sehwieger: 2001:21) dealuul! clS il

:('The Auditing Practices Committee - APC) aad.al eulaodaill 2ist.0
Consultative) durloell culigll &) Lan ¥l 2imlll 13 pe 0 1AV 402 (APC) 432 a0 el adatl] s cbi]
elapdaill L eyl A)AVA ale 2.9 3umill &Ll 2 (Committee of Accountancy Bodies - CCAB
aaall olalayWy ywlall sis ey dadul alalin¥ly ol ge oIl gl ys ol sgua wlls 20
(Attwood & Stein: 1986:13) duigiesy Gl uu !l =W E TR @_.qﬂ ol

nellaall 2 2dgully Aye i)y Alagll 2uighl cilizgly olally colalaill (po Sy spaall clilia Liate LS
5 cye 1L gy i) by oty culalail o oS0 . 8.l Alall (esSnll) alally ol
S 3danll @S g CalSa 2 (glans ¥ (il Aigll sline o 31 An Ll 3,53 el siadl I3 Bigll ¢ Line
Ol 31 e Sl Gl (3l ulS 5 Bomlims s Gl ol W1 2aid 311 cmaol 3 Bl cliagd Ol 019 pa
55050 2 Lgiliac] &) ul.u@.” m.g.! U L lias! oo Bl culiagl! Gallma e Hlases CalSUy il yall o2a
S 5301 5150 e ol 1l (e clllin o o yT il cyag oLl Bl Lol By pullall 220
sl ¥ e Llios cya 891 dawal) 25,391 sl s 60 Gl CalSiag lS ya e a6 S
NGRSV STV () RS FENCSUA PR VAR BF:Fr- vl JPWr-SEN PREN [ POPRY-cp e B Vi

lS yadl 3515] pallms oy Bl clisgll pullme e slasns 6 1S G301 CalSag lS 5 )l dam S s Lasg
il s o Adgll gl 0L g3l (S 4ile 1y (oS 301 ClSag GlSya e yland ¢S
WSS IS 2 U3 iy pilin yut Ll 6 Sl Bl CalSag IS 58 L (e pilis Leao]

A pual) dulnt) 2 O e

www.giem.info 42



The Methodology of Product Development Needed
for Islamic Banks Upholding Social Responsibility

Part 1

Paper presented at the International Conference on Business Ethics and Corporate Social
Responsibility: Ideals and Realities, organized jointly by IGIAD —Society for Economic
Entrepreneurship and Business Ethics (Iktisadi Girisim ve Is Ahlaki Dernegi), Istanbul and
Durham Centre for Islamic Economics and Finance, Durham University, UK, 12th-14th
April 2012, Istanbul University Main Campus, Istanbul, Turkey.

Abstract

Unarguably the current methodology of product development in Islamic finance has failed to
reflect the social dimension embedded in Islamic economics. This is evidenced by the nature
of the current financing products in Islamic banks being hardly distinguishable from that of
conventional products, according to critics and observers. Therefore, a substantial change
is required in this methodology in order to observe the social responsibility while structuring
a financing product. This entails the departure from the notion that bases the legality of the
product on its structure without considering its essence and implications. The new methodology
however must not overlook the positive and sound aspects of the current methodology of product
developing, since this methodology has undoubtedly yielded some good products and helped
fulfill basic Shariah requirements in transactions. Therefore, a reform rather than a replacement
of this methodology is required. For outlining the new reformed methodology, the article starts by
stating the basic Shariah requirement in financial contracts, whose fulfillment ensures consistency
with the social mission of Islamic Finance. It then examines the current methodology used for
developing financing products in Islamic banks in order to identify its flaws. After identifying
the flaws the paper investigates and discusses the justifications provided by the Islamic financial
institutions for neglecting the Shariah elements whose absence has led to stripping Islamic finance
of its socially constructive nature. In light of the discussion, the article works on laying down the
basics of a new methodology which upholds the social responsibility and still takes into account
the constraints facing the proper application of Islamic finance.

Manuscript Type: Analytical; Empirical.

Purpose: This paper aims to highlight the shortcoming of the current methodology used for
structuring Islamic financing products in order to propose a sound one that involves a social good.

Design/methodology/approach: Critical; Constructive.
Research Finding/Result: A modified methodology for product development.

Research limitations/implications: Substituting the current methodology used in Islamic
finance with the proposed one.

Practical Implications: Having genuine Islamic financing products with social good.

Originality/Value: Important for the credibility of Islamic banks and development of the Muslim
societies.

Keywords: Shariah; Islamic Finance; Methodology of Product Development; Social
Responsibility; Social Good, Contract Substance; Contract Structure.



1. Introduction

The issue of social responsibility of Islamic banking
and finance has been in focus recently. This in
general reflects two things: the type of expectations
Muslims had from Islamic banking, and the failure
of Islamic banks to perform their perceived social
role. However, it is really unclear whether the social
good is something embedded in the Islamic financial
transactions so that whenever they are applied on
banking scale a social good is to be expected, or that
the social good is something Islamic banking should
undertake and seek after since it is not embedded in
the transactions per se! Should the latter be true, one,
on the other hand, should not overlook the fact that
Islamic banks are not charitable institutions, but rather
profitable ones entrusted with investing depositors’
money, and that the absence of independent
charitable organizations, whose establishment is
the responsibility of the Muslim treasury under the
Muslim state, must not place the blame on Islamic
banks. The query however remains valid if upholding
a social responsibility comes at no additional financial
cost or loss to Islamic bank and remains a matter or
preference influenced by extra caution and subjective
assessment of the potential returns.

To give a fair answer, however, to the query raised
above, Islamic financial transactions in general if
executed properly, genuinely and with full observance
of their Shariah rules and conditions does carry within
some embedded good. Nevertheless, contracts remain
merely tools so they need to be directed to serve a
particular purpose. If this purpose has to be the social
good, then it must be set in advance and worked on,
but Islamic banks would not be then doing something
against Islamic banking nature, but rather they would
only be administering malleable ingredients.

However, the question is: Are Islamic baking willing
to undertake a social responsibility?

As a matter of fact, the Muslim public has legitimate
demands and rights over Islamic banks. If these
demands are met, the social good will come about
automatically. These legitimate demands relate to the
right application of Shariah rules since the very using
of ISLAM as a slogan gives the right to all Muslims
to demand from these commercial initiations full
adherence to the Islamic Shariah. They also relate to
selecting financing sectors that lead to some social
good if doing so comes at no extra cost to Islamic
banks. This right emanates from Islam being the

religion of all Muslims and no one can exploit its name
for his commercial use unless with full subjection and
adherence to its rules and principles to say the least.

Therefore, Islamic banks for associating their banking
activities with Islam are supposed to fully abide by
Shariah rules and uphold at least the cost-free social
responsibility, and doing so requires no show of
gratitude by Muslims towards these institutions.

Now based on the writer’s experience from working
for Islamic banks, it can be said that in order for
Islamic banks to fulfill that, they must undergo a
reform on different levels as shown in the following
discussion

What to reform in Islamic banking?

Based on the status quo of Islamic banking, upholding
a social responsibility by Islamic banks in the way
described above necessitates reforming steps in the
following fields.

1.The financed sectors
In this regard Islamic banks should do the following:

* Relaxing the stringent criteria set by Islamic banks
to provide financing to the small and medium
enterprises, and not favoring the big enterprises
in view of their better credit evaluation.

* Selecting financed projects on the basis of their
optimal outcomes and their possible contribution
to the welfare of the society.

e Investing in the economies of the Muslim and
developing countries, not in the economies of
the rich countries or in ways that eventually feed
their economies.

*  Reducing the finance of luxury goods and services
and favoring instead the finance of capital goods
and assets.

* Restricting the products that normally encourage
unnecessary debt incurring like credit cards and
personal financing.

2. The internal policies
In this field Islamic banks should do the following:

» Observance of justice when determining fees
and fines, since high fees burden clients and
may lead to a decision to depart Islamic banks to
conventional banks especially after the formers
have been already criticized for charging high
fees.

» Taking a genuine risk of the financing underlying
contracts and not shifting that risk to the financed




clients, as this unlawful practice may unjustly
burden clients and impact their ventures.

» Desisting from playing around Shariah rules to
snatch unlawful capital and return guarantees
from the clients financed on an equity basis. This
practice renders the financing conventional in
essence and thus leads to the same economic and
social evils of Riba.

* Managing the charity fund, which mostly
generates from the bank necessary or accidental
unlawful earnings, to support some social causes
instead of seeking some fatwas to legalize
redirecting this fund for the benefit of the bank.

3.The nature of the financing products

Islamic banks can never play a positive role in the
society unless they distance themselves from the
evils of Riba. However, this will never materialize
if Islamic banks persist on seeking legitimacy for
their products from adherence only to the technical
requirement of contracts. Just like packaging and
labeling a bottle of wine in the same way a fruit juice
is packaged and labeled will not eliminate the evils of
wine, executing a Riba-bearing transaction with the
use of some Shariah terms and technicalities will not
either change the fact that it is Riba. In fact, Riba was
prohibited for its evils and the means used to reach it
has no consideration in this prohibition. In the holy
Quran we read that some Jews were punished because
they persisted on Riba dealings “)se: 35 L) aadals
4ie” (Quran, 4: 161). However, commentators of the
holy Quran mention that their persistence on Riba
dealing was indirect; i.e. through apparently valid
transactions executed to reach the same end result of
Riba.

Therefore, maintaining a sufficient distance from the
allure of banking with Riba entails a full departure
from all Riba tricks and means, and only then
Islamic banks will be able to genuinely uphold social
responsibility. This is especially true since taking Riba
with one hand and paying some charity with the other
will not do society any good. In other words, no matter
how benevolent and merciful Islamic banks can be in
paying charity or pricing their products they will fail
to bring in prosperity to the society if their financing
products boil down in reality to conventional.

Thus, it is extremely important for any perceived
social role of Islamic banks that the nature of Islamic
financing products is void of Riba elements and
tricks, since the evils of Riba are powerful enough
to outweigh and suppress any good Islamic banking
may involve.

Now having identified the nature of the financing
products as the most critical element to achieve
social good in Islamic banks, this paper comes now
to examine the current methodology used for product
development in Islamic finance. The purpose of the
course is to propose any reform in this methodology if
required, so that it eventually leads to having genuine
Islamic products whose embedded social good is
protected from the evils of Riba and manifested in
reality.

II. The basic Shariah requirements in product
structuring

For the validity of any transaction Shariah dictates
that the underlying contract must fulfill certain
conditions. Some of these conditions relate to the
contractors, like being eligible to initiate agreements
and possessors of the necessary legal capacity. Others
relate to the contract itself being independent and
unconditional on the occurrence of something else.
The subject matter of the contract needs also to be
in line with the Shariah, most importantly being
permissible itself and meant for permissible use.
Having fulfilled all the structural requirements, the
contract must also harmonize itself to meet, or at least
not to be in conflict with the objectives of Shariah
since an apparently valid contract may be misused to
reach an evil end, or its implementation may result in
causing serious harms and negative impacts on the
contractors or the society in general.

Thus, it must be carefully observed that Shariah
clearance of products can be legitimately claimed only
after two different categories of Shariah requirements
have been fulfilled. The first category relates to the
structural conditions of the underlying contracts; i.e.
the form of the product, while the second category
relates to the essence, spirit and implications of the
product. Both categories are equally important and
essential in product development; however, this
equation has not been fully observed in many of the
developed products. The balance has been obviously
tilted in favor of the first category at the expense of
second one as evidenced in the following discussion.
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