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PERFORMANCE AUDITING FOR ISLAMIC BANKS

There are over one hundred and fifty Istanue financial institutions, handling billions of
dolkirs and employing thousands of persons and providing financial services to Muslims and
non-Muslims all over the world  The pace of development of these institubions s
commendable, These mstitutions are bosy in innovating new methods of business and
experimenting with shari‘ah-supported financial instruments, Despite that, there is a vahd
criticism on their current approach of concentrating mainly on those modes of finance which
bring them a relatively risk-free fixed retum such as mwrabakah and ffara. The original
thinking that lslamic banking should be based on the concept of profii-loss sharing ot
nidarabah_hus attracted 5 very small percentage of the business of the Islamic banks. The
Islamic banks feel hesitant to adopt profit-loss sharing as it involves monitoring of the client's
performance very closely which is both expensive and cumbersame. They feel that the present
state of accounting, integrity and moral training of their clients leaves much to be desired  In
these circumstances. they wonld be mvoking a very high nisk.  As a result, the Islunic banks
lave devoted most of their attention to those modes of finance, which bring them an assured
return. Another criticism on Islamic banksis that they are very much like conventional banks
g0 far as their role in the uplift of the society 1s concerned. The original rationale of the Islamic
banks entailed 3 very active role for these institutions i promoting equitable distnbution of
wealth, industrialization, self-reliance and moral values in financial mutters. But they have not
paid much attention to these higher objectives. Instead they become indifferent to the end-use
of funds, once they have provided the finance and remain concerned with their mark-up or
returi. This makes them very much similar to the conventional banks. The Islamic banks, in
thetr turn content that they do not have enough means to play the proposed higher role. In the
abscnce of sufficient data and analytical tools they are forced to depend on the conventionil
methots of control and munagement. The Islamic banks can adopt performance auditing in
{wo areas:

» They can review their own performance agamst » broader eritena which covers physical.
financial, social and shari'ah considerations This will help them improve their efficiency
and effectiveness and make them more competitive in the international market

» They can use this technigue to review the performance or their cliculs with relation to the
planned outputs. The Islamic banks need not do this on their own. They can agree with
their chients for arranging perfonmunce audits at the end of o fiscal period by practicing
firms of auditors. Pan of the cost of performance audits can also be bome by the
investors. The report of anditors can focus on the fact that the client used the finunces of
the bank with due regard for economy, efficiency and effectiveness.  Such an assurance
from and independent auditor will be more satisfying to the savers whose funds the banks
supplied 10 the entrepreneurs as well as to the banks themselves whose concern remuns
supreme aboul the proper utilization of funds. Performance audit of such busimness
concerns who take money on the basis of profit-loss sharing or mudarabah_will disclose
their diseconomies and inefficiencies. At this stage, it will be possible for the banks to
identify cases where (he negligence was willful In such cases, part of the losses can be
transferred to such entrepreneurs.  An arrangement of this sort will cnable the Islamic
banks to adopt musharakah_and mudarabah_on an increasing scale. This will also scale
down criticism on the Islamic banks regarding the choice of the modes of linancing.

Muhammad Akram Khan
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NEWS & .VIEWS

[ IAFIE EXECUTIVE MEETS _]

Aligarh, The IAFIE execntive met twice during the
maonth of May 1999, Tn its first meeting held at the residence of
Dr. Valeed Ahmad Ansari, the members congratulated the host
for obtaining his Ph.D. degree and on lis appointment as a
Reader, in'the Depurtment of Business Admimsiration. Aligarh
Muslim University  The meeting excenled the mutiers of he
research scholars at the Depanment of Economics, A M.U., Mr
Sharig Nisur and Mr. Abu Shang to work as the convenor of
Delli Seminar and Joint editor of Bulletin respectvely.  The
committee discussed and approved the proposal of the President
of LLP. Rabita committee 1o hold o seminar oo 'Tconomic
Perspective of Zakah' with the collaboratian of [AFIE.  Dr
Valeed Ansun was assigned to take the task of representing
IAFIE in prepanng this seminar. It was also decided to hold
meeting frequently for consultation and preparation for Delhi
seminar.

The second miceting was held on May 25, at the
residence of Dr. Javed Ahmad Khan in which [ollow up repont
was presented. Dr Valeed Ahmad Ansan and Mr. Sharig Nisar
were assigned 10 imvestigate various aspects related o publication
of & Souvenir at the occasion of Delhi Seminar. The members
were asked to imensify their ¢fforts to make the forthconung
SCIMINAr i gredat success.

[ IMF and WEB Organize an Inter-religious Dialogue ]

New Delhi. On behall of Internationnl Monsiary Fund
and World Bank an Inter-relipious dinlogue was hield here on
May 5, 1999 lo discuss the measurcs suggested in various
religions for elimination of poverty, gender justice and views
regarding various factors of production for developing of the
economy.  Representative of Islam, Buddhism, Christianity,
Sikhiem, and varous Hindu Cults participated in this dialogue.
On this occasion. Dr. FR. Fonidi. Dr. ALA. [slaln, Mauluna
Rafique Ahmad Qasmi qnd Mr. Mansoor Durrani presented. ihe
Islamic views on the issucs wluch were highly appreciated.
Swami Agniwaish conducted the meeting.

5.1.0. Organizes Training Camp of Economics
Students

New Delli The student Islamic Orgamezation ol India
(5.1.0.) organized here o S-day tmining camp of economics
students during May 27-31, which was attended by 23 students of
econonics and allied disciplines from all-over the countmy. The
purpase of the camp was to provide an opportuiity to be aware of
the Isliomic mndance in their discipline so thiat they arc better
equipped 1o serve the lhumanity Some important arcas
concerned m this tremng camp mcluded the camparative study
of various cconomic systems: economic policies. fnancial
institutions. anteresi-free banking. development of econonucs
thought, cte. A special sesston was held on business problems
which Mr. Ahmad Rasheed Sherwani, Mr. Tafsir Alined, & Mr
Anjum Kaleem participated in the deliberation. The academic
aspects of this camp was guided by Dr. F. R Fandi, Dr. Abdul
Azim 1slahi, Mr. Abdul Salam, and Mr. Mansoor Durrani.

In' s’ concluding address. Maolana Muhammad Semjil
Hasan, Wlic patron of S.1.0. appreciated the orpanization of the
camp and programme and hoped that the student would work hard
10 establish the just economic system of Islum. The President of
510, Mr S Sadamllah Hussaim also cxpressed sumilar ideas.
The programme was successtully conducted by Mr. Shamshad
Husain Falali, the organizer of the camp.

Seminar On Awqaf ]

An Internauonal Seiminar an "Awgal Experience in South
Asta was held on May B-10_ gt Indig Interntional Centre. New
Delhi Jomtly organized by Islamic Research and Trminy
Institute.  Islamic  Development Bank, Kuwait Awgal  Poblic
Foundation. Kuwait, and Institute of objective Studics, New Dethi.
Some of the imporam issues discussed in the seminar were (1)
Waaf in lslamic Junsprudence, (2) Socio-Economics Role of
Awaqf, (3) IDB cffort 1o promotion of Awgaf (4) Modemn
Management of Awegaf properties, (5) Awgaf Legislation in South
Asia, (6)  Awqaf situntion in India, Pakistan, Bangladesh. Sn
Lanka, Nepal, and Turkey. The inaugural address was read by
Prof. Tahir Mahmood, Chainmm, Natonal Commmssion  for
Minorities, Government of India and the presidential remarks were
given by Justice AM. Ahmadi. former Chief Justice of Supreme
Conrtof India

Ph.D. Programme in Islamic Management at
Islamiah College, Vaniyambadi

AL an fmpressive function conducted in Allama Igbal
Auditorivm of Ishuniah College. Vanivambadi, Br, Shailud Bagi,
Managing Director, Zero-wail Computers Ltd. inaugurated Ph.D,
programume iy Islimic Business Management recognized by the
University of Madms.  Dr. Bagi laghlishted the areas of
rescarchers in the field of Islamic Business Managemeni. Dr S
Gaovindariula, Head, Depurtment of Commerce. welcomed e
gathering Dr.  Ghalib. Hussain. research stpervisor of the
progrmmme. explamed  the concept  of  Jslamic  Dusiness
Management. Two Ph.D. research scholars huve been cnrolled for
the programme. The function was attended by a waluxy of
scholurs, mostly non-Muslims and local industrialists, and the
programime was  presided over by Br. P.Mohammad Yusuf,
Managing Director of Telco, Vanivainbadi, Tamil Nado,

[ "Credit of Islamic Credit Card" discussed ]

Under & ‘shamte Mazakarali® progoamme orsanized i the
Institute of Objective Studies, Aligarh Chapter, a paper on "Credit
of Credit Card m Islamic Financial System" was presented by Mr
Sharig Nisar, a research scholar in the Depurtment of Economics,
Aligarh Muslim  University on April 19, 1999 Mr  Nisar
highlighted the problems and prospects of credi cards in an
interest=frec Istamic financial svstem

The Keralu zone (India) of Jamani-g-Islami launched o 45-
diy successful campaign against intercst based cconomy from
April 15 10 May 31, For details see tig next issuc.

[ Jamaat's Campaign Aeainst Interest
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[ NEW BOOKS & ARTICLES ]

BOOKS

| L

4.

Gran, P, Ilamie Boots of Capitalism - Egypr 1700-1840,
Syracuse. NY, USA- Svracuse University Press, 1997, pp.
296

Hayes, S.L. (1IN and Vogel, F.E., Jsfamic Law and
Frnonce, Religion, Righ and Returry, London: Klower Law
International 1994, pp 250

Site, Trogitaka, Srate and Rural Socien in Medieval Ixlane
Suftany, Mugta's and Pallahun, Leiden, Netherlands: E.J.
Brill, 1997, pp. 337

Usmani, Muhammad Tagi, da fnrredection to Islamic
Finanee, Kamcla; Idaratul Ma'anif, 1998, pp. 246,

Vadillo, Umar Thrahim, The Retrn of the Cold Dinar: A
Stieely of Money o Islamic Law. Cape Town, South: Africa,
Muding Press, 1996, pp 91

Zaknt= felamic Svatem of Social Sustice, flvderabed, Indic;
MEDNET: Mustafin Educational Network Trust, 1997, pp.
0]

ARTICLES I

Dadkhah, Karman M., “Ahmad Kaseavi on Feonomics”,
Middle Ensiern Studles (London), Vol, 34, No. 2, 1998, pp.
A7-54,

El-Gamal, Mahmoud A., "The Survival of [slamic
Banking: A Micro-evolutionary  Perspective”, [xlamic
Economic Studies {Jeddal), Vol. 5, Nos, | & 2, November
1997 & April 1998, pp. 1-19.

Khan, Muhammad Akram, "Perormance Auditing for
Iskunic Banks", fsfamic Econcmic Steclies (Jeddah), Vol 5,
Mos 1 & 2, Movember 1997 & April 1998, pp. 23-36,

Obaidullab, Mobammad, "Capital Adequacy Norms for
Islamic Banks", Jslamic Feonomic Studies (leddah), Vol. 3,
Nos. 1& 2 November 1997 & Apnl 1995, pp 23-30

Ouis  Souwmayan  Permlla, "Towards an  Islanuc
Ecosomology®, [amica (London), Vol 2. No. 4. 1998, pp
1932,

Qudri, S.M., "The Quran and Interest in the Iskumic
Society", in: Mohamed Taher (ed.), Stdies in Quran, New
Delhi; India: Anmaol Pablications, 1997, pp. L10-22.

Tawfiq. M. Amin, "The Awqaf in Modem Egypt". The
Istamic Querterly (London), Vol XLIL No. 4, 1998 pp,
257-203,

[ BOOK REVIEW ]

The Devil of Economic Fundamentalism
By Dr. Javed Jamil

Published by : Mission Publications, Qazi Street, Salaranpur -
247001 (LEP.) Tndia. First Edition; January 1999, pp. 240,

If one wantsto have a critical study of both tle capitalism
and the Socialistic economic system, this work would be an ideal
one; for there is hardly any negative aspect of these two systems
that the author has not ouched upon.  For this purpose. he has
colned 3 new term of ‘BEeonomic Fundamentalism' thal cotcems
with the niked capitulisni o the context of conlempomry socio-
economic development sround the globe, Likewise, the proponent
of  this system, according to author, are t(he cconoinic
findamentalists - the believers both in capitalism and socialism,

This book 1 fuct tikes into accounl the history of capitalist
econoimy and the awthor has some pinching comments on theories
of copitalism that became popular at the begmning of 18™ century.
He makes a critical analvsis of the issues such as Westem
mtionalism, natural laws: individualism and hberalisaton trends.
Bur his basic focus in on the secio-cconomue developmeni of 20
caiury Burape.  The baok provide some intelligent comments on
industrial socicty though without adequate references which is
considered 1o be necessary for any such work. What he ines 1o
show is that under the name of liberalisation and democracy: this
economic 'Tindamentulism® had very adverse mmpact on the Third
World, especially on Muslim countries in the form of mafia,
organized crune, of what lie calls as "a pacilysis of legal systeni”.
Furilier, ‘cconomic fundamemtalists’ are those forces working
against the Islamic believers, Muslim world at Iarge. and effecting
their Istamic way of living [lis analyvsis of westen economics is
examined in the context of an cconomic system based on D
villues. He also observes thus phenomenon on Indian ccononmc
scene, in the form of 'economic fundamentalist's' grip on media,
gutter  journalismy;  advertising,  markel, fashion, status.
constimerisny, sex industry, TV and extending its links as far as (o
Babri Mosque, Shaly Bano, Mandal Commission and the Private
Clannels, While poing through the pages after pages, one finds
mainly the negative aspects of capitalist cconomic development
where author explain:  skillfully a5 how this ‘econonric
fundamentalisn has distracted the artention of the common people
from the real issues

However, one fnds thal in his coticism of Weslern
domunated society and economy. the author does nol offer any
example, incident, or the evenl for thal matter. Moreover. he does
nol presents any statistical Ogore (o pul his argument convincing.
He simply feels that Western economics is root of all evils. He is
thuis o keenobserver of the selfish, materialist society, the sociely
which he handles dees not believe in ‘simple living and hish
thinking' but the one of high living and linle thinking'. Author puis
all this blame on the economic fndamentalism, for its rejecting the
rol¢ ol religion, morml values, human conscience in shaping an ideal

society. This is 8 major issue of cowcem and the author is
suceessful o drawing  the Teader's  altention  towards  its
consequences

1. A. Khan
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Case Studies

Aligarh Zakat Fund, Angarh

AICMED's Baital Zakat, Bombay

MESCO, Baitunnasr, Bombay

Zakat Foundation of India, New Delhi

Islamic Welfare Society, Bhatkal

Caollective  Zakar Admumstration in  varous cities like,
Bangalore, Lucknow, Chennal, Hyderabad and by various
orgamzations like Jammat-e-Islami. Tablighn Jamat, Jamiatul
Ulama etc

[ CALL FOR PAPERS J

NATIONAL LEVEL SEMINAR ON "ECONOMIC
FERSPECTIVE OF ZAKAT"

Dates: November 13-14, 1999
Venue - Admmistrative Block Aligarl
Muslim Unoiversity, Aligarh = 202 002

WP Rabita Committee, Indian Association for lglamic
Economics and Aligarh Zakat Fund arc jointly organising a
national level seminar on "Economic Perspective of Zakm" ar
Algarh doring November 13-14, 1999, The scholars are invited
o submit abstracts/outlines of their papers under the lopics
described below by July 31, 1999 “The complete paper in
English or Urdu mmst reach by October 15, 1999

b?ﬂ PORTANT NOTE _J

Authors of accepted papers will be offered round trip sleeper
class ratl ncket to Aligarh, nand boarding lodging for the seminar
period  Other participants will be charged the regisiration fecs
according (o the following:

Students Rs. 100/=, Non Student Rs, 200/-,

DATES TO WATCH:

I Theoretical Issues on Economics of Zakat: Submission of abstract  :  July 31, 1999
*  Zakat and Eradication of Poverty Submission of paper ¢ Oct. 15, 1999 '
=  Zakat and Social security Seminar Duration : Nov. 13-14, 1999
e Zakat and Lncome Distribution -
o Effettof Zakal o Agiresais Saving ADDRESS FOR CORRESPONDENCE:
»  Effect of Zakat on [nvestment Dr. Abdul Azim Islahi
»  Effect of Zukat on Consumption Secretary Economic Affairs Committee,
=  Zakat and Allpcarive Efficiency UP. Rabita Commuttee,
o Zakat and Economic Growth Azad Nagar, Dodhpur, Aligarh-202002 (UP)
»  Zakatand [ts Impact on Employment Tel (1571) 502236; E-Muil, ect2aai@amu, up.nicin
2. Jurido-Ecunomic Issue of Zakat:
=  Zakat and lts Heads of Expenditure. [ SR =y . -
o Nisab and Rates of Zakat Shariq Nisar's Tour of Metropolitan Cities ]
= Coverage of Zakat. In order to release a souvenir on the occasion of 1AFIE's
»  Condiions of Growth. seminar on "Islamic Economics:  Issues and challenges",
* Conditions of Tamlik. scheduled to be beld on September 4-5, 1999, Mr. sharig
»  Individual or collective Zakal Adnimistration. Nisar, the Convener of Delhi seminur is making a visit o
» Centralized or Decentralized Zakat system. some prominent scholars and Muslim eatrepreneurs in the
e Innovation in Zakat Administration. metropolitan cities like Delhi, Mumbai, Bangalore and
«  Zakat Accounting and Calculations, Chenani, in the first week of July 1999, He will seek their
Storage and Trasportation of Zakit Proceeds | co-operation to make this seminar a success
PRINTED MATTER
To

If undelivered. please retom fo:

The Editor
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