Investment Analysis for Islamic Banks in Karachi Stock Exchange


CHAPTER - 1 

INTRODUCTION TO REPORT

1.1
Back ground of the study

Probably the most important function of the manager, or its appointee, will be the selection of fund investments. In the context of an Islamic investment fund these investments will have to be Shari`ah compliant and the selection process will be guided by the rulings of the Shari`ah supervisory board. It is not possible for the manager to approach the scholars who constitute the Shari`ah board for a ruling on each potential investment. Therefore, in practice, the manager will determine Shari`ah compliant investments by screening and selecting from an overall universe of investments that would meet the fund’s investment objectives. Once this restricted investment universe has been established the scholars will review the application of their criteria by the manager to ensure compliance and an outline investment universe will be agreed and signed off.
1.2
Purpose of research


The purpose of this research is to know about the investment of Islamic banks in the Karachi Stock Exchange, According to DOW JONES Islamic investment criteria. How many companies are capable for Islamic investment and how many companies are not capable for Islamic investments according to The Shari`ah Supervisory Board.

 1.3
Scope of the work


This research report is concerned with the Islamic investment of Islamic banks in stock exchange. This research report is limited to Karachi Stock Exchange due to the limitation of time and other resources. However it will provide guidance and assistance to the conductors of this research as well as to the upcoming readers and students of the institute. It also enlightens the role, status and importance of Islamic investment.

1.4
Variables


The dependent and independent variables according to the topic and the nature of research are as follows. Independent variables are the listed companies in KSE. Whereas dependent variables are the investment options in the stock market.

1.5
Research methodology


Secondary data will be used in the compilation of this report. Methodological tools used in the process of collecting data will be;

· Brochures and Magazines
· Annual Reports & Manuals
· Journals & Newspapers
· Internet Website
· Articles & essays
1.6
Output of the research


This research report will help Islamic banks to opt for a sound investment opportunity in stock market. It will also provide learning opportunity for students as well as professionals on the said topic.

1.7
Scheme of the report


The report will be divided into various sections and chapters, according to the data and information available; analysis and results etc.

Section – 1 
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Section – 4 
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Chapter – 2 

Literature Review

The first Islamic bank was introduced in Egypt in 1963, and in1967 there are only nine branches of Islamic banks in different cities of Egypt .After this effort every Muslim country introduced Islamic banking. In Pakistan steps for Islamization of banking and financial system were started in 1977-78. This growth is continued and there are 289 Islamic banking branches in Pakistan at the end of 2007.    

*“Mohamed Ariff (1988)” The first modern experiment of Islamic banking was undertaken in Egypt, This pioneering effort led by Ahmad El Najjar, took the form of a savings bank based on profit-sharing in the Egyptian town of Mit Ghamr in l963. After this experiment in l967 there were nine such banks in Egypt, which neither charged nor paid interest, invested mostly by engaging in trade and industry, directly or in partnership with others, and shared the profits with their depositors

* “A.L.M. Abdul Gafoor (1995)”: In the late 19th century Modern banking system was introduced into the Muslim countries at a time when Muslims were politically and economically at a weak position. The banks were generally operating in the capital cities and the local population remained largely untouched by the banking system. The local people avoided the “foreign” banks both for nationalistic as well as religious reasons. 
As the time passes, countries became Independent the need for banking activities became unavoidable and urgent. Governments, businesses and individuals began to transact business with the banks, with or without liking it. This situation creates the needs for Islamic banking.  The story of interest-free or Islamic banking begins here. 

*‘Sh. Yousaf Haroon (1999)”: Now a days there is a huge demand for Islamic banking or Interest Free Banking, as the number of companies practicing in Islamic finance is increasing daily. In view of the tremendous potential of growth and profit enjoyed and offered by these Islamic banks and companies, there is a genuine need for Islamic Stock Market Indexes. 

These Islamic indexes offer profit and investment opportunities according to Islamic Shariah. They offer investors the opportunity to identify a truly attractive investment environment according to Islam. Realizing the potential of growth and sustainability in Islamic or near-Islamic institutions, Dow Jones has created a new equity benchmark index for people who wish to invest according to Islamic Shariah. The Dow Jones Islamic Market Index - DJIM, for short - tracks Shariah Law compliant stocks from around the world, provides Islamic investors with a truly global perspective.

*“Mahmoud Amin El-Gamal Rice University, June 2000” If the company’s business is legitimate, lawful and according to the rules of Shariah, Muslims investors are allowed to invest in a stocks.  Stocks may thus be bought and sold, as the potential owner sees fit. While the common stock is held, it earns a portion of the total profits of the firm, part of which may be distributed to the shareholders in the form of dividends, and the other part may be reinvested in the company. Other common means of investing in claims on companies’ capital are not allowed: bonds are explicitly a claim on a portion of the company’s interest-bearing debt, and preferred stock is a hybrid stock/bond.

Since common stocks of Islamically appropriate companies may thus be bought and sold, it is also possible to create mutual funds in such stocks. In addition to screening the various stocks and choosing the portfolio weights according to their best judgment. Within the Islamically permitted pool of companies approved for trading by the Shari`ah boards of such fund-managing companies

The first criteria are excluding all those companies whose primary business involves forbidden and unlawful products (e.g. alcohol, pork, tobacco, financial services, weapon production, and “entertainment).

The second criteria are based on “financial ratios. The rules recently adopted by the DJII board are virtually identical with those adopted in earlier years by other fund management company Shariah boards in Islamic countries. Those rules relate to the above mentioned compromises on three prohibitions due to the inherent Riba and other impurities: The following is the list of rules/compromises.

· Total debt divided by trailing 12-month average market capitalization is 33% or more. 

· Cash plus interest-bearing securities divided by trailing 12-month average market capitalization is 33% or more. 

· Accounts receivables divided by 12-month average market capitalization is 33% or more.

*Anderson Graduate School of Management, University of California, Los Angeles, 7 November 2001): At the end of 1960s Professional Muslim economists as well as Shariah scholars made significant contributions to the subject Islamic banking, so that some kind of a blueprint of Islamic banking was available. In several Muslims countries Bankers and businessmen had also joined the task of introducing a workable model of Islamic banking.  

The earliest theoretical model was based on two-tier mudaraba; profit sharing replacing interest in bank-depositor as well as bank-borrower relationship. But practitioners in the Arab world did not see much scope in this model. Accepting deposits into investment accounts on profit-sharing basis was all right, but their profitable employment needed direct involvement in business. During 1980s the subject of Islamic banking and finance received broad based academic and professional attention. A number of Muslim countries began considering implementation of the idea officially and appointed expert bodies to work out the details. A number of research centers made Islamic economics their field, paying special attention to money and banking.

During the 1990s the model was further developed and refined. This involved selecting companies whose shares could be traded as they did not violate any Shariah norms. This selection was made by screening out the undesirables. The first norm was that the products in which the company dealt should not be prohibited 

*The Milli Gazette Online: “Investing in stock market: the Shari`ah way”): Islamic scholars and financial experts agree that if certain conditions are met, it is lawful to invest in the stock market. Any profit and earnings that result from such investments will be halal and lawful. To start with, one must be sure that the business of the corporation/company offering the stock must be according to Islamic Shariah. Over and above this, Shariah scholars have developed certain financial parameters for stocks selection. These are mainly related to the capital structure of the company. The purpose of these criteria is to determine the level of involvement of riba (interest) and gharar (uncertainty) in the overall business of the company.
One should keep in mind that these criteria are the results of modern Fiqh scholarship (Ijtihad) and therefore, should be seen to represent the current state of thinking on the issue. In short, if a Muslim investor is  investing  in the stock market, he/she  must not only be careful about the profitability but also about the compliance of Shari`ah. These can be done by looking at the nature of business, percentage of income from interest and the financial soundness of the company.

*“www.islamic banking network.com” According to Islamic lariba Jurisprudence investing in equity are lawful and debt- type investing is unlawful and not Islamic. Equity investing means owning equity (a percentage share) in the company. Debt investing means lending money to the company using a RIBA interest instrument like a direct loan, a promissory note or a bond.

 Investing in equities is highly encouraged in Islamic Shari`ah. Islamic lariba financing is all about equity participation in business activities to be financed.

· It is preferred to invest in stocks in Muslim lands or which are majority owned by Muslims or which provide significant socially responsible community services to Muslims and non-Muslims alike.
· Company should be socially responsible.

· Investment in companies participating in prohibited (haram) activities is prohibited.

*“Mufti Taqi Usmani”: In Shariah subject dealing in equity shares can be acceptable to the following conditions: 

1. The main business of the company is according to Islam and not violate Islamic Shari`ah. Therefore, it is not Islamic to acquire the shares of those  companies whose  providing financial services on interest, like conventional banks, insurance companies, or the companies involved in  some other business not approved by the Shari`ah, such as the companies manufacturing, selling or offering liquors, pork, haram meat, or involved in gambling, night club activities, pornography etc. 

2.  “If the main business of the companies is halal, like automobiles, textile, etc. but they deposit there surplus amounts in an interest-bearing account or borrow money on interest, the share holder must express his disapproval against such dealings, preferably by raising his voice against such activities in the annual general meeting of the company”. 

3.  “If some income from interest-bearing accounts is included in the income of the company, the proportion of such income in the dividend paid to the share-holder must be given charity, and must not be retained by him. For example, if 5% of the whole income of a company has come out of interest-bearing deposits, 5% of the dividend must be given in charity”. 

4.  “The shares of a company are negotiable only if the company owns some non-liquid assets. If all the assets of a company are in liquid form, i.e. in the form of money that cannot be purchased or sold, except on par value, because in this case the share represents money only and the money cannot be traded in except at par”. 

CHAPTER – 3 

INTRODUCTION TO ISLAMIC BANKING

3.1
Definitions of Islamic banking:

According the Holy Verse AL Baqara-275; “Those who devour Riba shall rise up before Allah like men whom Shaitan has demented by his touch, for the claim that trading is like Riba.But Allah has permitted trading and forbidden Riba, He that receives as admonition from his Rabb and mends his way keep what he has already earned, his faith is in the hand of Allah. But he that pays no heed shall be among the people of fire and shall remain in it forever” 

 In 1978, The Organization of Islamic conference (OIC) defined an Islamic Bank as stated below:

A financial institution whose statutes, rules and procedures expressly state 
its commitment to the principles of Islamic Shariah and to the banning of 
the receipt and payment of interest on any of its operations."

According to Islamic Banking Act 1983 of Malaysia, an Islamic Bank is a 
"company which carries on Islamic Banking business....... Islamic Banking 
business means banking business whose aims and operations do not involve any element which is not approved by the religion Islam."

Definition of Islamic banking according to Wikipedia is: Islamic banking refers to a system of banking or banking activity that is consistent with Islamic law (Sharia) principles and guided by Islamic economics. In particular, Islamic law prohibits usury, the collection and payment of interest, also commonly called riba in Islamic discourse.

3.2
HISTORY OF ISLAMIC BANKING
In Muslim communities, limited banking activity, such as acceptance of deposits, goes back to the time when the Prophet Muhammad was still alive. At that time, people deposited money with the Prophet or with Abu Bakr Sedique, the First Khalif of Islam. The first modern Islamic bank, established in Egypt in 197, was called Nasser's Social Bank. Islamic accounting, an essential tool for the success of Islamic banks, is said to have been developed contemporaneously at the University of Cairo.  

The desirability of abolishing fixed interest rates and the Islamization of financial systems were discussed at the first meeting of the Islamic Organization Conference (IOC) in Jeddah in 1973. Subsequently, many Islamic banks were founded under the profit-and-Loss sharing system (PLS).  

Modern Islamic banking has undergone three phases of development: 

· Emergence-1972 through 1975: This period was marked by a surge in oil revenues and great liquidity .Parallel events included a resurgence of fundamentalist Muslim movements, reemphasis on the Wahabi School of Brotherhood and Pan-Islamism, and establishment of OIC. 

· Expansion-1976 to the early 1980s: Islamic banking spread from the Arabian Gulf eastward to Malaysia, and westward to England. More than Accounting Needs of Islamic Banking 155 20 Islamic banks were established, including international and intercontinental institutions. Islamic banking associations or consultants bodies broadened their operations. 

· Maturity--1983 to the present: The Arab world was confronted by economic setbacks, including slowdowns in oil revenues, the collapse of Ku- wait's Souk al-Manakh, the relative strength of the U.S. dollar, higher interest rates in the United States, and capital outflows from OPEC nations. At the same time, Arab banks opened branches in the United States and Islamic banking practices were implemented in both Pakistan and Iran. 

Early theoretical work on the subject appeared during 1940s through 1960s, in Urdu, Arabic and English. The focus was not banking and finance in the narrow sense but the economic system as a whole. The writer would, generally speaking, criticize capitalism and socialism and proceed to outline a system based on Islamic injunctions relating to moderation in consumption, helping the poor, encouragement of economic enterprise, avoidance of waste, justice and fairness, etc. The poor tax, Zakat, and prohibition of interest would be emphasized in this context. It would be argued that Muslims should not adopt the conventional system of money, banking and finance blindly. They must purge it of prohibited interest and modify it to suit the just and poor-friendly economic system of Islam. Some of these writers went beyond generalities and suggested that the early Islamic contracts provided sound bases for restructuring banking so that it was free of interest and served the goals of Islam. The

Youngest of Islamic countries, Pakistan made the commitment to abolish Riba a part of its constitution.

The earliest theoretical model was based on two-tier mudaraba, profit sharing replacing interest in bank-depositor as well as bank-borrower relationship. Islamic banks would be financial intermediaries, like conventional commercial banks, only they would purge interest from all their operations, relying on partnership and profit-sharing instead. They could operate demand deposits like their conventional counterparts and offer other services against fees, like other banks. Banks directly doing business and entering the real estate market in order to make profits for their depositors and shareholders (partners) was not a part of this model.

During 1980s the subject of Islamic banking and finance received broad based academic and professional attention. A number of Muslim countries began considering implementation of the idea officially and appointed expert bodies to work out the details. Several universities started teaching the subject and encouraged research resulting into hundreds of PhD dissertations, some of them in the universities in Europe and America. Numerous seminars and conferences drew attention to the subject in places as wide apart as Kuala Lumpur, Dhaka, Islamabad, Bahrain, Jeddah, Cairo, Khartoum, Sokoto ( Nigeria ), Tunis, Geneva, London and New York. A number of research centers made Islamic economics their field, paying special attention to money and banking. Some of these launched academic journals providing forums for exchange of views and dissemination of information on a world-wide scale.

During the 1990s the model was further developed and refined. The liabilities side saw frameworks put in place for handling trust funds, venture capitals, and financial papers based on ijara ( leasing ) salam ( forwards ) and murabaha (mark up ). The special techniques for launching Shariah compatible mutual funds were also developed in this period. This involved selecting companies whose shares could be traded as they did not violate any Shariah norms. This selection was made by screening out the undesirables. The first norm was that the products in which the company dealt should not be prohibited ones like alcohol or pork. The other was that its finances should be free of interest bearing loans and its revenue free of interest income. Since the condition about debt finance would eliminate almost all shares traded on the stock exchange, some scholars allowed a leverage of 30% or less. There could be other criteria also but these two are the main, common to all existing Islamic funds. Once the filtering process was complete, managing a portfolio became a professional job. This is why the phenomenon of Islamic mutual funds, even though endorsed by a group of Shariah scholars, owes itself to the initiative of professional players in the field.

As the launching of the Dow Jones Islamic Indexes evidenced, Islamic finance too needed the modern tools designed to handle the complex web of financial transactions. The Indexes track Shariah compliant stocks from around the world. 

3.3
Islamic modes of financing:

3.3.1 Morabaha

Literally it means a sale on mutually agreed profit. Technically, it is a contract of sales in which the seller declares his cost and profit. Islamic banks have adopted this mode of financing. As a financing technique, it involves a request by the client to the bank to purchase a certain item for him. The bank does not definite a profit over the cost, which is settled in advance.

3.3.2 Bai'Muajjal

Literally it means a credit sale. Technically, a financing technique adopted by Islamic banks take the form of Morabaha Muajjal. Its is a contract in which the seller earns a profit margin on his purchase price and allows the buyer to pay the price of the commodity at a future date in a lump sum or in installments. He has to expressly mention cost of the commodity and margin of profit is mutually agreed. The price fixed for the commodity in such a transaction can be same as the spot price or higher or lower than the spot price.

3.3.3 Bai'salam

Salam means a contract in which advance payment is made for goods to be delivered later on. The seller undertakes to supply some specific goods to the buyer at a future date in exchange of an advance price fully paid at the time of contact. It is necessary that the quality of the commodity intended to be purchased is fully specified leaving no ambiguity leading to dispute. The objects of this sale are goods and cannot be gold, silver or currencies. Barring this, Bai'Salam covers almost everything, which is capable of being definitely described as to quantity, quality and workmanship.

3.3.4 Istisna’a

It is a contractual agreement for manufacturing goods and commodities, allowing cash payment in advance and future delivery or a future payment and future delivery. Istisna'a can be used for providing the facility of financing the manufacture or construction of houses, plants, projects, building, roads and highways.

3.3.5 Mudaraba

A form of partnership where only one party provides the funds while the other provides expertise and management. The latter is referred to as modaraib. Any profits accrued are shared between the two parties in a pre-agreed basis, while loss is borne by the provider of the capital.

3.3.6 Musharakah

Musharakah means a relationship established the funds under the contract by the mutual contract of the parties for sharing of profits and losses in the joint business. It is an agreement under which the Islamic bank provides the funds, which are mixed with of the business enterprise and the others. All the providers of the capital are entitled to participate in management, but not necessarily required to do so. The profit is distributed among the partners in pre-agreed ratios, while the loss is borne by the provider of the capital distributions.

3.3.7 Diminishing Musharakah

In a diminishing Musharaka contract, two parties enter into a partnership to jointly own an asset. One of the parties agree to sell it's part of ownership (divided into units) to the other party periodically and at the end of the contract, complete owner is transferred from one party to the other. The rental payments decrease with periodical purchase of units of ownership in the asset by the other party.

3.3.8 Ijarah

Ijarah is a contract of a known and proposed usufruct against a specified and lawful return or consideration for the service or return for the benefit proposed to be taken, or for the effort or work proposed to be expended. In other words, Ijarah or leasing is the transfer of usufruct for a consideration which is rent in case of hiring of assets or things and wage in case of hiring of persons.

3.3.9 Ijarah-Wal-Iqtina

A contract under which an Islamic bank provides equipment, building or other assets to the client against an agreed rental together with a unilateral undertaking by the bank or the client that at the end of the lease period, the ownership in the asset would be transferred to the lessee. The undertaking or the promise does not become an integral part of the lease contract to make it conditional. The rentals as well as the purchase price are fixed in such manner that the bank gets back its principal sum along with profit over the period of lease.

3.3.10 Musawamah

Musawamah is a general and regular kind of sale in which price of the commodity to be traded is bargained between seller and the buyer without any reference to the price paid or cost incurred by the former. Thus, it is different from Murabaha in respect of pricing formula. Unlike Murabaha, seller in Musawamah is not obliged to reveal his cost. Both the parties negotiate on the price. All other conditions relevant to Murabaha are valid for Musawamah as well. Musawamah can be used where the seller is not in a position to ascertain precisely the costs of commodities that he is offering to sell.

3.3.11 Qard Hassan (Good Loan)
This is a loan extended on a goodwill basis, and the debtor is only required to repay the amount borrowed. However, the debtor may, at his or her discretion, pay an extra amount beyond the principal amount of the loan (without promising it) as a token of appreciation to the creditor. In the case that the debtor does not pay an extra amount to the creditor, this transaction is a true interest-free loan. Some Muslims consider this to be the only type of loan that does not violate the prohibition on riba, since it is the one type of loan that truly does not compensate the creditor for the time value of money

3.3.12 Sukuk (Islamic Bonds)
Sukuk is the Arabic name for a financial certificate but can be seen as an Islamic equivalent of bond. However, fixed-income, interest-bearing bonds are not permissible in Islam. Hence, Sukuk are securities that comply with the Islamic law and its investment principles, which prohibit the charging or paying of interest. Financial assets that comply with the Islamic law can be classified in accordance with their tradability and non-tradability in the secondary markets.

3.3.13 Takaful (Islamic Insurance)
Takaful is an alternative form of cover that a Muslim can avail himself against the risk of loss due to misfortunes. Takaful is based on the idea that what is uncertain with respect to an individual may cease to be uncertain with respect to a very large number of similar individuals. Insurance by combining the risks of many people enables each individual to enjoy the advantage provided by the law of large numbers.

3.3.14 Wadiah (Safekeeping)
In Wadiah, a bank is deemed as a keeper and trustee of funds. A person deposits funds in the bank and the bank guarantees refund of the entire amount of the deposit, or any part of the outstanding amount, when the depositor demands it. The depositor, at the bank's discretion, may be rewarded with a hibah (gift) as a form of appreciation for the use of funds by the bank. In this case, the bank compensates depositors for the time-value of their money (i.e. pays interest) but refers to it as a gift because it does not officially guarantee payment of the gift.

3.4
Objectives of Islamic banks

The objective of Islamic Banking is not only to earn profit, but to do well 
and bring welfare to the people, Islam upholds the concept that money, 
income and property belong to Allah and this wealth is to be used for the 
good of the society. 
Islamic Banks operate on Islamic principles of profit and loss sharing and 
other approved modes of Investment. It strictly avoids interest which is the 
root of all exploitation and is responsible for large scale inflation and 
unemployment. 

An Islamic Bank is committed to do away with disparity and establish justice 
in the economy, trade, commerce and industry; build socio-economic 
infrastructure and create employment opportunities.

Islamic banking system is based on risk-sharing, owning and handling of physical goods, involvement in the process of trading, leasing and construction contracts using various Islamic modes of finance. As such, Islamic banks deal with asset management for the purpose of income generation. They will have to prudently handle the unique risks involved in management of assets by adherence to best practices of corporate governance. Once the banks have stable stream of Halal income, depositors will also receive stable and Halal income.

Profit has been recognized as ‘reward’ for (use of) capital and Islam permits gainful deployment of surplus resources for enhancement of their value. However, along with the entitlement of profit, the liability of risk of loss on capital rests with the capital itself; no other factor can be made to bear the burden of the risk of loss. Financial transactions, in order to be permissible, should be associated with goods, services or benefits. At macro level, this feature of Islamic finance can be helpful in creating better discipline in conduct of fiscal and monetary policies.

Islamic banks, while functioning within the framework of Shariah, can perform a crucial task of resource mobilization, their efficient allocation on the basis of both PLS (Musharaka and Mudaraba) and non-PLS (trading & leasing) based categories of modes and strengthening the payments systems to contribute significantly to economic growth and development. Sharing modes can be used for short, medium and long-term project financing, import financing, pre-shipment export financing, working capital financing and financing of all single transactions. In order to ensure maximum role of Islamic finance in development of the economy it would be necessary to create an environment that could induce financiers to earmark more funds for Musharakah/Mudaraba based financing of productive units, particularly of small enterprises.

3.5
Islamic Banking Global Scenario

Over the last three decades Islamic banking and finance has developed into a full-fledged system and discipline reportedly growing at the rate of 15 percent per annum. Today, Islamic financial institutions, in one form or the other, are working in about 75 countries of the world. Besides individual financial institutions operating in many countries, efforts have been underway to implement Islamic banking on a country wide and comprehensive basis in a number of countries. The instruments used by them, both on assets and liabilities sides, have developed significantly and therefore, they are also participating in the money and capital market transactions. In Malaysia, Bahrain and a few other countries of the Gulf, Islamic banks and financial institutions are working parallel with the conventional system.  Bahrain with the largest concentration of Islamic financial institutions in the Middle East region, is hosting 26 Islamic financial institutions dealing in diversified activities including commercial banking, investment banking, offshore banking and funds management. It pursues a dual banking system, where Islamic banks operate in the environment in which Bahrain Monetary Agency (BMA) affords equal opportunities and treatment for Islamic banks as for conventional banks. Bahrain also hosts the newly created Liquidity Management Centre (LMC) and the International Islamic Financial Market (IIFM) to coordinate the operations of Islamic banks in the world. To provide appropriate regulatory set up, the BMA has introduced a comprehensive prudential and reporting framework that is industry-specific to the concept of Islamic banking and finance. Further, the BMA has pioneered a range of innovations designed to broaden the depth of Islamic financial markets and to provide Islamic institutions with wider opportunities to manage their liquidity.  

Another country that has a visible existence of Islamic banking at comprehensive level is Malaysia where both conventional and Islamic banking systems are working in a competitive environment. The share of Islamic banking operations in Malaysia has grown from a nil in 1983 to above 8 percent of total financial system in 2003. They have a plan to enhance this share to 20 percent by the year 2010. However, there are some conceptual differences in interpretation and Shariah position of various contracts like sale and purchase of debt instruments and grant of gifts on savings and financial papers.

In Sudan, a system of Islamic banking and finance is in operation at national level. Like other Islamic banks around the world the banks in Sudan have been relying in the past on Murabaha financing. However, the share of Musharaka and Mudaraba operations is on increase and presently constitutes about 40 percent of total bank financing. Although the Islamic financial system has taken a good start in Sudan, significant problems still remain to be addressed.  Like Sudan, Iran also switched over to Usury Free Banking at national level in March 1984. However, there are some conceptual differences between Islamic banking in Iran and the mainstream movement of Islamic banking and finance. 

National Commercial Bank (NCB) of Saudi Arabia has introduced an Advance Card that has all the benefits of a regular credit card. The card does not have a credit line and instead has a prepaid line. As such, it does not incur any interest. Added benefits are purchase protection, travel accident insurance, etc and no interest, no extra fees with any conditions, the card is fully Shariah compliant. It is more secure than cash, easy to load up and has worldwide acceptance. This prepaid card facility is especially attractive to women, youth, self employed and small establishment employees who sometimes do not meet the strict requirements of a regular credit card facility. Saudi Government has also endorsed an Islamic-based law to regulate the kingdom's lucrative Takaful sector and opened it for foreign investors. 

In United Kingdom, the Financial Services Authority is in final stages of issuing its first ever Islamic banking license to the proposed Islamic Bank of Britain, which has been sponsored by Gulf and UK investors. The United States of America has appointed Dr. Mahmoud El Gamal, an eminent economist/expert on Islamic banking to advise the US Treasury and Government departments on Islamic finance in June 2004.
CHAPTER – 4 

Prohibition of Riba in the Qur`an and Ahadith

4.1
Definition of Riba or Interest

The word "Riba" means excess, increase or addition, which correctly interpreted according to Shariah terminology, implies any excess compensation without due consideration (consideration does not include time value of money). 
This definition of Riba is derived from the Quran and is unanimously accepted by all Islamic scholars. There are two types of Riba, identified to date by these scholars namely 'Riba An Nasiyah' and 'Riba Al Fadl'. 

4.1.1 'Riba An Nasiyah': Is defined as excess, which results from predetermined interest (sood) which a lender receives over and above the principle (Ras ul Maal) 

4.1.2 'Riba Al Fadl': Is defined as excess compensation without any consideration resulting from a sale of goods.

During the dark ages, only the first form (Riba An Nasiyah) was considered to be Riba. However the Holy Prophet also classified the second form (Riba Al Fadl) as Riba.

The meaning of Riba has been clarified in the following verses of Quran: "O those who believe fear Allah and give up what still remains of the Riba if you are believers. But if you do not do so, then be warned of war from Allah and His Messenger. If you repent even now, you have the right of the return of your capital; neither will you do wrong nor will you be wronged." Al Baqarah 2:278-9

These verses clearly indicate that the term Riba means any excess compensation over and above the principal which is without due consideration. However, the Quran has not altogether forbidden all types of excess; as it is present in trade as well, which is permissible. The excess that has been rendered haram in Quran is a special type termed as Riba. In the dark ages, the Arabs used to accept Riba as a type of sale, which unfortunately is also being understood at the present times. Islam has categorically made a clear distinction between the excess in capital resulting from sale and excess resulting from interest. The first type of excess is permissible but the second type is forbidden and rendered Haram.

4.2
Classification of Riba

· The first and primary type is called Riba An Nasiyah or Riba Al Jahiliya.

· The second type is called Riba Al Fadl, Riba An Naqd or Riba Al Bai.

Since the first type was specified in the Quranic verses before the sayings of the Holy Prophet, this type was termed as Riba al Quran. However the second type was not understood by the Quranic verses alone but also had to be explained by the Holy Prophet, it is also called Riba al Hadees. Riba an Nasiyah can be classified into two types: 

4.2.1 Simple Interest (Sood-e-Mufrid)

Interest calculated only on the initial investment.

4.2.2 Compound Interest (Sood-e-Murakkab)

Reinvestment of each interest payment on money invested, to earn more interest. During the pre-Islamic era, when a borrower used to fail to pay back the principal and interest charged on him, then the lender used to extend the loan on the condition that the interest will also become part of the loan (essentially Compound Interest). The following verses of Quran were revealed in order to stop the people from such practices:
"O believers, take not doubled and redoubled interest, and fear God so that you may prosper." (Surah Al 'Imran, verses 130-1)

4.3
Commercial interest and usury

In the 17th century, two new technical terms of interest emerged after the establishment of banking system, namely: 

4.3.1 Tijarti Sood (Commercial Interest): Interest paid on loan taken for productive & profitable purposes.

4.3.2 Sarfi Sood (Usury): Interest paid on loan taken for personal need and expenses. The present day banking system, which has given interest the moral and legal license, is the backbone of the prevalent capitalism.

When Muslim countries became subjugated to west in their economic field, some westernized Muslims in the 19th century, on one side, saw the increasing progress of the west in trade and industry and on the other side saw the shattering economic condition of fellow Muslims states. They also became conscious of the fact that banking is inevitable in the field of trade and industry not only on national level but also internationally. This prompted them to say that only usury is haram (illegal) but not commercial interest because rendering commercial interest haram would pose irresolvable problems to their way up to industrialization and economic progress. They only included usury in the term "Riba" as categorically prohibited in Qura'n and Sunnah and freed commercial interest from it calling it totally different from the western concept of interest. Therefore, it was concluded that the prohibition of Riba was restricted to usury while commercial interest was perfectly Islamic. 

4.4
Prohibition of Riba in the Qur`an

Allah states that He destroys Riba, either by removing this money from those who eat it, or by depriving them of the blessing, and thus the benefit of their money. Because of their Riba, Allah will torment them in this life and punish them for it on the Day of Resurrection. Allah said,

In verse 5:100, the Qura’n says:

(Say: "Not equal are Al-Khabith (evil things) and At-Tayyib (good things), even though the abundance of Al-Khabith may please you'
Then, once again in Al-Room 30: 39, the Qura’n says:

(And that which you give in gift (to others), in order that it may increase (your wealth by expecting to get a better one in return) from other people's property, has no increase with Allah) ﴿.

1) In Al-Baqarah 2: 275, the Qura’n says:

(Those who eat Riba will not stand (on the Day of Resurrection) except like the standing of a person beaten by Shaytan leading him to insanity.)


Then again, in the same verse, the Qura’n, while referring to an objection raised by the disbelievers says:

 (Whereas Allah has permitted trading and forbidden Riba) might be a continuation of the answer to the disbelievers' claim, who uttered it, although they knew that Allah decided that ruling on trade is different from that of Riba. Indeed, Allah is the Most Knowledgeable, Most Wise, Whose decision is never resisted. Allah is never asked about what He does, while they will be asked. He is knowledgeable of the true reality of all things and the benefits they carry. He knows what benefits His servants, so He allows it for them, and what harms them, so He forbids them from it. He is more merciful with them than the mother with her own infant.

2) In Al-Baqarah 2: 276, the Qura’n says:
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God obliterates usury and increases charity [in blessing]. Indeed God does not like the ungrateful usurper.

3) In Al-Baqarah 2: 278, the Qura’n says:
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Believers fear God and waive what remains due to you on account of Riba.

4) In another verse the Qura’n says:

 (That is because they say: "Trading is only like Riba,'' whereas Allah has permitted trading and forbidden Riba) indicates that the disbelievers claimed that Riba was allowed due to the fact that they rejected Allah's commandments, not that they equated Riba with regular trade. The disbelievers did not recognize that Allah allowed trade in the Qura’n, for if they did, they would have said, "Riba is trade.'' Rather, they said,

5) In Aal Imraan 3: 130. The verse reads as:
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Believers do not devour Riba, increasing it manifolds.

6) (Surah al-Nisa', Verse 161):

"And for their taking interest even though it was forbidden for them, and their wrongful appropriation of other peoples' property. We have prepared for those among them who reject faith a grievous punishment (4: 161)"

4.5 Prohibition of Riba in the Ahadith:

1. On the day Makkah was conquered the Prophet said, 

(All cases of Riba during the time of Jahiliyyah (pre-Islamic period of ignorance) is annulled and under my feet, and the first Riba I annul is the Riba of Al-'Abbas (the Prophet's uncle).)

2. Ibn Majah recorded that Abu Hurayrah said that the Messenger of Allah said, 

 (Riba is seventy types, the least of which is equal to one having sexual intercourse with his mother.) 

3. Ali and Ibn Mas`ud narrated that the Messenger of Allah said,                                                 

(May Allah curse whoever consumes Riba, whoever pays Riba, the two who are witnesses to it, and the scribe who records it?) 

· From 'Abdullah ibn Hanzalah: The Prophet, said: "A dirham of riba which a man receives knowingly is worse than committing adultery thirty-six times" (Mishkat al-Masabih, Kitab al-Buyu', Bab al-riba, on the authority of Ahmad and Daraqutni). Bayhaqi has also reported the above hadith in Shu'ab al-iman with the addition that "Hell befits him whose flesh has been nourished by the unlawful."

· From Abu Hurayrah: The Prophet, said: "On the night of Ascension I came upon people whose stomachs were like houses with snakes visible from the outside. I asked Gabriel who they were. He replied that they were people who had received interest." (Ibn Majah, Kitab al-Tijarat, Bab al-taghlizi fi al-riba; also in Musnad Ahmad)

· From Abu Hurayrah: The Prophet, said: "There will certainly come a time for mankind when everyone will take riba and if he does not do so, its dust will reach him." (Abu Dawud, Kitab al-Buyu', Bab fi ijtinabi al-shubuhat; also in Ibn Majah).

· From Abu Hurayrah: The Prophet, said: "God would be justified in not allowing four persons to enter paradise or to taste its blessings: he who drinks habitually, he who takes riba, he who usurps an orphan's property without right, and he who is undutiful to his parents." (Mustadrak al-Hakim, Kitab al-Buyu')

· From Abu Sa’id: Bilal brought to the Prophet, some barni [good quality] dates whereupon the Prophet asked him where these were from. Bilal replied, "I had some inferior dates which I exchanged for these - two sa's for a sa'." The Prophet said, "Oh no, this is exactly riba. Do not do so, but when you wish to buy, sell the inferior dates against something [cash] and then buy the better dates with the price you receive." (Muslim, Kitab al-Musaqat, Bab al-ta'ami mithlan bi mithlin; also Musnad Ahmad)

· From Abu Sa'id al-Khudri : The Prophet, , said: "Gold for gold, silver for silver, wheat for wheat, barley for barley, dates for dates, and salt for salt - like for like, and hand-to-hand. Whoever pays more or takes more has indulged in riba. The taker and the giver are alike [in guilt]." (Muslim, ibid; and Musnad Ahmad)

· From Anas ibn Malik: The Prophet, said: "If a man extends a loan to someone he should not accept a gift." (Mishkat, on the authority of Bukhara's Tarikh and Ibn Taymiyyah's al-Muntaqa).
CHAPTER – 5 

ISLAMIC BANKING IN PAKISTAN
5.1
History of Islamic Banking in Pakistan

In Pakistan steps for Islamization of banking and financial system were started in 1977-78. Pakistan was among the three countries in the world that had been trying to implement interest free banking at comprehensive/national level. But as it was a mammoth task, the switchover plan was implemented in phases. The Islamization measures included the elimination of interest from the operations of specialized financial institutions. The legal framework of Pakistan's financial and corporate system was amended on June 26, 1980 to permit issuance of a new interest-free instrument of corporate financing named Participation Term Certificate (PTC). An Ordinance was promulgated to allow the establishment of Mudaraba companies and floatation of Mudaraba certificates for raising risk based capital. Amendments were also made in the Banking Companies Ordinance, 1962 (The BCO, 1962) and related laws to include provision of bank finance through PLS, mark-up in prices, leasing and hire purchase.

Separate Interest-free counters started operating in all the nationalized commercial banks, and one foreign bank (Bank of Oman) on January 1, 1981 to mobilize deposits on profit and loss sharing basis. Regarding investment of these funds, bankers were instructed to provide financial accommodation for Government commodity operations on the basis of sale on deferred payment with a mark-up on purchase price. Export bills were to be accommodated on exchange rate differential basis. In March, 1981 financing of import and inland bills and that of the then Rice Export Corporation of Pakistan, Cotton Export Corporation and the Trading Corporation of Pakistan were shifted to mark-up basis. Simultaneously, necessary amendments were made in the related laws permitting the State Bank to provide finance against Participation Term Certificates and also extend advances against promissory notes supported by PTCs and Mudaraba Certificates. From July 1, 1982 banks were allowed to provide finance for meeting the working capital needs of trade and industry on a selective basis under the technique of Musharaka.

As from April 1, 1985 all finances to all entities including individuals began to be made in one of the specified interest-free modes. From July 1, 1985, all commercial banking in Pak Rupees was made interest-free. From that date, no bank in Pakistan was allowed to accept any interest-bearing deposits and all existing deposits in a bank were treated to be on the basis of profit and loss sharing. Deposits in current accounts continued to be accepted but no interest or share in profit or loss was allowed to these accounts. However, foreign currency deposits in Pakistan and on-lending of foreign loans continued as before. The State Bank of Pakistan had specified 12 modes of non-interest financing classified in three broad categories. However, in any particular case, the mode of financing to be adopted was left to the mutual option of the banks and their clients.

The procedure adopted by banks in Pakistan since July 1 1985, based largely on ‘mark-up’ technique with or without ‘buy-back arrangement’, was, however, declared un-Islamic by the Federal Shariat Court (FSC) in November 1991. However, appeals were made in the Shariat Appellate Bench (SAB) of the Supreme Court of Pakistan. The SAB delivered its judgment on December 23, 1999 rejecting the appeals and directing that laws involving interest would cease to have effect finally by June 30, 2001. In the judgment, the Court concluded that the present financial system had to be subjected to radical changes to bring it into conformity with the Shariah. It also directed the Government to set up, within specified time frame, a Commission for Transformation of the financial system and two Task Forces to plan and implement the process of the transformation.

The Commission for Transformation of Financial System (CTFS) was constituted in January 2000 in the State Bank of Pakistan under the Chairmanship of Mr. I.A. Hanfi, a former Governor State Bank of Pakistan. A Task Force was set up in the Ministry of Finance to suggest the ways to eliminate interest from Government financial transactions. Another Task Force was set up in the Ministry of Law to suggest amendments in legal framework to implement the Court’s Judgment. The CTFS constituted a Committee for Development of Financial Instruments and Standardized Documents in the State Bank to prepare model agreements and financial instruments for new system.

The CTFS in its Report identified a number of prior actions, which were needed to be taken to prepare the ground for transformation of the financial system. It also identified major Shariah compliant modes of financing, their essentials, draft seminal law captioned ‘Islamization of Financial Transactions Ordinance, 2001’, model agreements for major modes of financing, and guidelines for conversion of products and services of banks and financial institutions. The Commission also dealt with major products of banks and financial institutions, both for assets and liabilities side, like letters of credit or guarantee, bills of exchange, term finance certificates (TFCs), State Bank's Refinance Schemes, Credit Cards, Interbank transactions, underwriting, foreign currency forward cover and various kinds of bank accounts. The Commission observed that all deposits, except current accounts, would be accepted on Mudaraba principle. Current accounts would not carry any return and the banks would be at liberty to levy service charge as fee for their handling. The Commission also approved the concept of Daily Product and Weightage System for distribution of profit among various kinds of liabilities/deposits. 

The Finance Minister of Pakistan in his budget speech for the FY02 declared the following: “Government is committed to eliminate Riba and promote Islamic banking in the country. For this purpose a number of steps are under way which are: 

1. A legal framework is designed to encourage practice of Islamic banking by banks and financial institutions as subsidiary operations of their main operations;

2. Consultations and exchanges are undertaken with brother Islamic countries and renowned institutions of Islamic learning such as middle eastern countries and Al-Azhar University of Egypt, to learn more about their experiences and practices;

3. Amendments in HBFC Act are being made in line with the directive of the Supreme Court. With these changes, HBFC would be fully Shariah compliant institution, which will play an effective role both in promotion of Islamic financing method but also in the development of the important housing sector;

4. Shariah compliant modes of financing like Musharaka and Mudaraba will be encouraged so that familiarity and use of such products is enhanced and their adoption at a wider scale made possible. It is government’s intention to promote Islamic banking in the country while keeping in view its linkages with the global economy and existing commitments to local and foreign investors”.

Accordingly, the State Bank issued detailed criteria in December 2001 for establishment of full-fledged Islamic commercial banks in the private sector. Al Meezan Investment Bank received the first Islamic commercial banking license from SBP in January 2002 and the Meezan Bank Limited (MBL) commenced full-fledged commercial banking operation from March 20, 2002. Further, all formalities relating to the acquisition of Societe Generale, Pakistan by the MBL were completed, and by June, 2002 it had a network of 5 branches all over the country, three in Karachi, one in Islamabad and one in Lahore. 

5.2
Islamic Banking Department

Islamic Banking Department was established on 15th September, 2003 and has been entrusted with the huge task of promoting & developing the Shariah Compliant Islamic Banking as a parallel and compatible conventional banking system in the country.

Vision Statement:

“Our vision is to make Islamic banking the banking of first choice for the providers and users of financial services”.

Mission Statement:

“To promote and develop Islamic Banking industry in line with best international practices, ensuring Shariah Compliance and transparency”.

State Bank of Pakistan wants to develop a progressive and sound Islamic banking system that is in line and compatible with the global financial sector, providing innovative Shariah compliant products and services so as to achieve equitable economic growth.

Currently the Islamic Banking Department (IBD) consists of following four divisions and their objectives are given below.

5.2.1 Policy Division

    Objectives: 

· Devise a vision and strategy paper and work for the promotion of the Islamic banking industry.

· Study the best international practices being applied in the field and work upon                                   their possible application in local market.

· To deal with legal, regulatory, taxation and accounting issues faced by IBIs.

· To steer the Task Force on R&D and deal with issues relating to Islamic economics.

5.2.2 Shariah Compliance Division:
     Objectives: 

· To strengthen the supervisory aspect of Islamic banking industry through implementation of Shariah Compliance Inspection Manual.

· To analyze the financial data received from the banks and review the same.

· To coordinate with different departments in preparing various SBP publications.

· To develop new products for liquidity management and Interbank market.

· To liaison with international institutions involved in Islamic finance.

 5.2.3 Business Support Division:

     Objectives: 

· To provide administrative support to the department.

· To make arrangements for various meetings

· To make arrangements for the training and video conferences.

5.2.4 Shariah Board Secretariat:

            Objectives: 

· To arrange Shari`ah Board meetings, preparing agenda and minutes of the meetings and conduct due diligence of Shariah Advisors of IBIs.
5.3
Islamic Banks in Pakistan

                                                                                                                      Rs. Millions  

                Table # 1: Trends in Islamic Banking in Pakistan

Description
Jun 03
Jun 04
Growth (%)
Jun 05
Growth (%)
Jun 06
Growth (%)
Jun 07
Growth (%)

Deposits
6,517
13,158
102
37,835
188
59,657
58
107,427
80

Financing & Invest.
5,421
13,102
142
37,171
184
57,936
56
89,215
54

Total Assets
8,821
18,830
113
54,017
187
87,603
62
157,927
80

Source: State Bank of Pakistan Annual Performance Review 2007

Table # 2: Islamic Banking Players:

Description
2003
2004
2005
2006
2007

No. of Islamic banks (operating)
1
1
2
4
6

No. of branches of Islamic banks
8
10
32
48
122

No. of conventional banks operating Islamic banking branches
0
5
9
11
13

Total No. of Stand alone Islamic banking branches of conventional banks
0
10
30
39
61

Total Islamic banking branches
8
20
62
87
183

      Source: State Bank of Pakistan Annual Performance Review 2007

Table # 3 Islamic banking branch network:

                     [image: image4.emf]
                                   Table # 4 Islamic banking sector balance sheet
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Source: Islamic banking bulletin February 2007

                              Table # 5 industry progress and market share
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           Source: Islamic banking bulletin February 2007
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       Source: Islamic banking bulletin February 2007  

  Table # 6 Deposit structure June 2007 to Sep 2007
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                      Source: Islamic banking bulletin February 2007  

TABLE # 7 Modes of financing June 2007 to Sep 2007
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                           Source: Islamic banking bulletin February 2007

5.4
Initiatives undertaken by SBP for Promotion of Islamic 
Banking:


During the year under review, the following initiatives were adopted by SBP for promotion and development of the industry: 

· Strengthening the Shariah Compliance Mechanism: SBP has put in place a comprehensive Shariah compliance framework for Islamic Banking Institutions (IBI). The main features include: 

· Shariah Board at SBP. 

· Shariah Advisor for each IBI as per Fit & Proper Criteria approved by SBP.

· Guidelines on Islamic banking in the form of Shariah Essentials and Model Agreements of Islamic modes of financing. 

· Shariah Compliance Inspection. 

· Segregation of funds made compulsory for conventional banks offering Islamic banking products & services through dedicated branches.

· In order to further strengthen the Shariah compliance framework the following initiatives were also taken during the year under review: 

· Issuance of Draft Instructions & Guidelines for Shariah Compliance in Islamic Banking Institutions.

· Revision of Fit & Proper Criteria for Shariah Advisors on IBIs.

· Adoption of Shariah Standards developed by Accounting & Auditing organizations for Islamic Financial Institutions (AAOIFI). 

· Constitution of a Shariah Advisors Forum 

CHAPTER – 6 

The Karachi stock exchange

6.1
Introduction
The Karachi Stock Exchange or KSE is a stock exchange located in Karachi, Sindh, Pakistan. Founded in 1947, it is Pakistan's largest and oldest stock exchange, with many Pakistani as well as overseas listings. Its current premises are situated on Stock Exchange Road, in the heart of Karachi's Business District.

KSE has been well into the 6th year of being one of the Best Performing Markets of the world as declared by the international magazine “Business Week”. Similarly the US newspaper, USA Today, termed Karachi Stock Exchange as one of the best performing bourses in the world.

KSE began with a 50 shares index. As the market grew a representative index was needed. On November 1, 1991 the KSE-100 was introduced and remains to this date the most generally accepted measure of the Exchange. The KSE-100 is a capital weighted index and consists of 100 companies representing about 86 percent of market capitalization of the Exchange. 
In 1995 the need was felt for an all share index to reconfirm the KSE-100 and also to provide the basis of index trading in future. On August 29, 1995 the KSE all share index was constructed and introduced on September 18, 1995.

KSE has also introduced KSE-30 Index which is calculated using "Free Float Market Capitalization Methodology". The primary objective of the KSE 30 Index is to have a bench mark by which the stock price performance can be compared to over a period of time. In particular, the KSE-30 Index is designed to provide investors with a sense of how large company's scrip's of the Pakistan's equity market are performing.

6.1.1 Vision Statement

“To be a leading financial institution, offering efficient, fair and transparent securities market in the region and enjoying full confidence of the investors”.

6.1.2 Mission Statement

“To strive and provide quality and value-added services to the capital market in an efficient, transparent and orderly manner, compatible with international standards and best practices;

To provide state of the art technology and automated trading operations driven by a team of professionals in accordance with good corporate governance;

To protect and safeguard the interest of all its stakeholders, i.e. members, listed companies, employees and the investors at large; and

To reflect country’s economic health and behavior and play its role for the growth, development and prosperity of Pakistan”.

The market performing during the period June 1998 to December 2007 is given under.

Table # 8 Decade wise progress of companies 

DECADEWISE PROGRESS

YEAR
NO. OF LISTED COMPANIES
LISTED CAPITAL
(Rs. in million)
MARKET CAPITALISATION
(Rs. in million)

1950
15
117.3
-

1960
81
1,007.7
1,871.4

1970
291
3,864.6
5,658.1

1980
314
7,630.2
9,767.3

1990
487
28,056.0
61,750.0

2000
762
236,458.5
382,730.4

2008
658
631,125.55
4,019,418.17

                             Table # 9 KSE – yesterday, today and tomorrow 

[image: image10.emf]
                             Charts # 1 listed capital and market capitalization
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Graph # 1
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Graph # 2
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                 Table # 10 KSE VS GLOBAL STOCK EXCHANGES
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Chapter - 7  

Dow Jones indexes

7.1
Introduction
The Dow Jones Industrial Average (NYSE: DJI, also called the DJIA, Dow 30, or informally the Dow Jones or The Dow) is one of several stock market indices created by nineteenth century Wall Street Journal editor and Dow Jones & Company co-founder Charles Dow. Dow compiled the index as a way to gauge the performance of the industrial component of America's stock markets. It is the oldest continuing U.S. market index, aside from the Dow Jones Transportation Average, which Dow also created. Dow was inspired by Charlie Lowrys previous work

7.1.1 Mission Statement 

“Our goal is to design, develop and produce indexes that are purposeful, useful and that enhance the reputation of Dow Jones & Company for accuracy and integrity. To this end, we pledge to:

· Disclose our index methodologies fully and freely,

· Employ the highest, most rigorous standards of statistical analysis, and

· Disseminate reliably precise index data and related information”.

We also pledge to offer courteous and knowledgeable service to our customers, proactively and responsively, as well as to all users of our indexes. 

7.2
Dow Jones Islamic Market Indexes

The Dow Jones Islamic Market Indexes were introduced in 1999 as the first benchmarks to represent Islamic-compliant portfolios. Today the series encompasses more than 60 indexes and remains the most comprehensive family of Islamic market measures.

The indexes are maintained based on a stringent and published Shari`ah Supervisory Boardmethodology. An independent  counsels Dow Jones Indexes on matters related to the compliance of index-eligible companies. 

The Dow Jones Islamic Market family includes global, regional, country, industry and market-cap-based indexes. Listed below are the major indexes in the family. 

7.2.1 Global Indexes

· Dow Jones Islamic Market Index 

· Dow Jones Islamic Market Large-Cap Index 

· Dow Jones Islamic Market Mid-Cap Index 

· Dow Jones Islamic Market Small-Cap Index 

· Dow Jones Islamic Market - Ex. U.S. Index 

· Dow Jones Islamic Market Developed Index 

· Dow Jones Islamic Market Developed - Ex. U.S. Index 

· Dow Jones Islamic Market Emerging Markets Index 

7.2.2 Global Industry Indexes

· Dow Jones Islamic Market Basic Materials Index 

· Dow Jones Islamic Market Consumer Goods Index 

· Dow Jones Islamic Market Consumer Services Index 

· Dow Jones Islamic Market Oil & Gas Index 

· Dow Jones Islamic Market Financials Index 

· Dow Jones Islamic Market Health Care Index 

· Dow Jones Islamic Market Industrials Index 

· Dow Jones Islamic Market Technology Index 

· Dow Jones Islamic Market Telecommunications Index 

· Dow Jones Islamic Market Utilities Index 

7.2.3 Titans (Blue-Chip) Indexes

· Dow Jones Islamic Market Titans 100 Index 

· Dow Jones Islamic Market Europe Titans 25 Index 

· Dow Jones Islamic Market Asia/Pacific Titans 25 Index 

· Dow Jones Islamic Market U.S. Titans 50 Index 

7.3
Key Attributes

7.3.1 Shari`ah Law Compliance:  The Dow Jones Islamic Market Indexes are stringently monitored to ensure their continued compliance with Shari`ah Law. The independent Shari`ah Supervisory Board supports index integrity by conducting periodic reviews. 
The DJIM Shari`ah Supervisory Board was established to counsel Dow Jones Indexes on matters relating to the Shari`ah compliance of the indexes' eligible components. 

Members of the Dow Jones Islamic Market Indexes Shari`ah Supervisory Board are:

Name                                                               
Country       

Shaykh Abdul Sattar Abu Ghuddah                        
       Syria

Shaykh Justice Muhammad Taqi Usmani          
       Pakistan

Shaykh Nizam Yaquby                                       
       Bahrain 

Shaykh Dr. Mohamed A. Elgari                    

       Saudi Arabia

Shaykh Yusuf Talal DeLorenzo                           
       United States

Shaykh Dr. Mohd Daud Baker                              
        Malaysia

7.3.2 Liquidity: The Dow Jones Islamic Market Indexes include only actively traded stocks that are easily accessible to investors. The selection universe for the family is the Dow Jones World Index, which covers approximately 95% of underlying market capitalization and expressly excludes the very smallest and most thinly traded stocks. 

7.3.3 Comprehensive Coverage: The DJIM Index provides broad coverage across countries, regions, market cap ranges and Shari`ah-compliant industries. Sub indexes allow the individual tracking of these various market segments. 

7.3.4 Systematic Methodology: The Dow Jones Islamic Market Indexes are created and maintained according to a systematic and published methodology. The selection universe is constructed based on a quantitative set of rules, and stocks must pass consistently-applied industry and financial-ratio screens to be included in the index. 

7.4
Methodology Overview

The Dow Jones Islamic Market Indexes intend to measure the global universe of invest able equities that pass screens for Shari`ah compliance. The family includes regional, country, industry and market-cap-based indexes, all of which are subsets of the Dow Jones Islamic Market (DJIM) Index.

An independent, six-member Shari`ah Supervisory Board contributed to the original design of the Dow Jones Islamic Market Indexes and continues to provide periodic input.

7.4.1 Index Universe:  The selection universe for the DJIM Index is the Dow Jones World Index, which covers approximately 95% of the float-adjusted market capitalization of 44 countries that are open to foreign investors. Preferred stocks are excluded from the selection universe. For the complete methodology of the Dow Jones World Index see Guide to the Dow Jones Global Indexes. 
7.4.2 Industry Type: Excluded are companies that represent the following lines of business: alcohol, tobacco, pork-related products, financial services, defense/weapons and entertainment.

Financial Ratios: Excluded are companies whose: 

· Total debt divided by trailing 12-month average market capitalization is 33% or more. 

· Cash plus interest-bearing securities divided by trailing 12-month average market capitalization is 33% or more. 

· Accounts receivables divided by 12-month average market capitalization is 33% or more. 

7.4.3 Review Frequency:  The composition of each index is reviewed quarterly, in March, June, September and December. The indexes also are reviewed on an ongoing basis to account for corporate actions such as mergers, delisting or bankruptcies. 

7.4.4 Data Availability: The indexes are calculated in USD. Price and total return net-of-taxes series are available. Historical index values are available daily back to December 31, 1995, the date at which the base value of each index is set at 1000. 

7.4.5 Weighting

The indexes are weighted based on float-adjusted market capitalization. 

7.5
Press Release: Dow Jones Indexes Wins Best 
Islamic Index Provider Award

NEW YORK (Jan. 17, 2008) — Dow Jones Indexes, a leading global index provider, today announced it was named the "Best Islamic Index Provider" by Islamic

Finance News. The selection was made by a record 1,502 Islamic finance professionals worldwide. 

"This award acknowledges our achievements in and dedication to providing the most comprehensive, reliable and established family of Islamic indexes. The Dow Jones Islamic Market Indexes were the first to measure the performance of stocks and bonds that comply with Islamic investment principles, and we remain committed to further developments in this area," said Michael A. Petronella, president of Dow Jones Indexes. "The award also recognizes Rushdi Siddiqui, our director of business development for the Dow Jones Islamic Market Indexes. Over the past nine years, he has truly pioneered our efforts to elevate the Dow Jones Islamic Market indexes into the widely accepted and successful benchmarks for Islamic portfolios that they are today." 

CHAPTER – 8  

INVESTMENT ANALYSIS FOR ISLAMIC BANKS

8.1 Dow Jones Islamic investment criteria: The criteria that the manager will be required to work within can be split into two distinct categories. First are the Qualitative criteria that will consider the actual business activities of the target company, and secondly certain Quantitative measures that will consider certain financial ratios derived from the target company’s accounts.
8.1.1 Qualitative criteria

· Companies that produce, sell, distil or distribute alcoholic beverages and products. 

· Companies that produce, sell, distribute or slaughter pork and pork-related products. 

· Companies engaged in gambling, casinos, lotteries and related games. 

· Companies whose principal activity is in the entertainment businesses (i.e., whose principal activity is in films, videos, theatres, cinemas, etc). 

· Companies engaged in pornography and obscenities in any form. 

· Companies producing weapons. 

· Companies that produce tobacco and tobacco-related products. 

· Companies engaged in products related to aborted human fetuses. 

· Companies engaged in human cloning. 

· Companies with bad and harmful environmental records (where there is publicly available evidence). 

· Companies with bad employee records (where there is publicly available evidence). 

· Conventional (non-Islamic) banks, financial institutions and insurance companies. 

· Companies with any impure activity exceeding 5 per cent of revenues.

8.1.2 Quantitative Criteria
Having established an initial investment universe by eliminating companies with unacceptable primary business activities, it is then necessary to further refine the universe to ensure that any income derived from the target investment has been generated using appropriate financial resources. To do this, the manager will undertake a quantitative analysis of the accounts of the underlying investment to ensure that the company is managing its affairs in accordance with certain Shari’a principles.
· Total Debt: Exclude companies if Total Debt divided by Trailing 12-Month Average Market Capitalization is greater than or equal to 33%. (Note: Total Debt = Short-Term Debt + Current Portion of Long-Term Debt + Long-Term Debt)

· Cash and interest bearing securities: Exclude companies if the sum of Cash and Interest Bearing Securities divided by Trailing 12-Month Average Market Capitalization is greater than or equal to 33%.

· Accounts receivable: Exclude companies if Accounts Receivables divided by 12-month average market capitalization is 33% or more. (Note: Accounts Receivables = Current Receivables + Long-Term Receivables).

8.2
ANALYSIS OF KSE 100 INDEXES LISTED COMPANIES 
SECTOR WISE THROUGH DOW JONES CRITERIA:

8.2.1 Mutual fund sector: Analyzing the financial statements of the companies in mutual fund sector shows their strong financial positions, but these companies do meet the qualitative criteria of DOW JONES Islamic investment, so providing the conventional (non-Islamic) mutual funds services.
8.2.2 Leasing companies sector: Analyzing the financial statements of the companies in leasing sector shows their strong financial positions, but these companies do meet the qualitative criteria of DOW JONES Islamic investment, so providing the conventional (non-Islamic) leasing services.

8.2.3 Investment corporations sector: Analyzing the financial statements of the companies in Investment corporations sector shows their strong financial positions, but these companies do meet the qualitative criteria of DOW JONES Islamic investment, so providing the conventional (non-Islamic) investment services.
8.2.4 Commercial banks sector: Analyzing the banking sector only Meezan Bank Limited provide Islamic banking services and all others banks in this sector provide conventional banking services, so only the Meezan Bank limited qualified the qualitative criteria.

Now applying the quantitative criteria for Meezan Bank Limited:

Applying the first formula: 

Total Debt: Rs. 2,868,869

Average Market Capitalization: Rs 10, 398, 030

                                                             Total Debt/ Average Market Capitalization*100

2,868,869/10, 398, 030 *100 =27.59 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 1, 173, 975

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

1, 173, 975/10, 398, 030 *100=11.29 %

So Meezan Bank Limited meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.5 Insurance sector: Analyzing the financial statements of the companies in insurance sector shows their strong financial positions, but these companies do meet the qualitative criteria of DOW JONES Islamic investment, so providing the conventional (non-Islamic) insurance services.

8.2.6 Textile Spinning Sector: As Textile products are Islamic products and Islam does not forbidden trading in textile industries. So this sector meets the qualitative criteria for Islamic investment. 

Now we take Gadoon Textile mills for our quantitative criteria.

Applying the first formula: 

Total Debt: Rs. 2, 284, 500

Average Market Capitalization: Rs 1, 541, 355

Total Debt/ Average Market Capitalization*100

2, 284, 500/1, 541, 355 *100 =148 %

As GADOON Textile mills does not meets the first quantitative criteria so it is non Islamic to invest in this mills.

8.2.7 Woollen sector: As woollen products are Islamic products and Islam does not forbidden trading in woollen industries. So this sector meets the qualitative criteria for Islamic investment. 

Now we take Bannu woollen for our quantitative criteria.

Applying the first formula: 

Total Debt: Rs. 54, 224

Average Market Capitalization: Rs 244, 900

Total Debt/ Average Market Capitalization*100

54, 224 / 244, 900 *100 =22.14 %

 Applying the second formula: 

Cash and Interest Bearing Securities: Rs 6, 453

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

6, 453/244, 900 *100=2.63 %

Applying the third formula:

Accounts Receivables: Rs 3, 832

Accounts Receivables/ Average Mark Capitalization*100

3, 832/244, 900 *100= 1.56 %

So Bannu Woollen meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.8 Synthetic and Rayon sector: As Silk and fibers products are Islamic products and Islam does not forbid trading in these industries. So this sector meets the qualitative criteria for Islamic investment. Now we take Ibrahim fibers for our quantitative criteria. Total Debt: Rs. 7, 762, 100 Average Market Capitalization: Rs 13, 675, 330 

Total Debt/ Average Market Capitalization*100

7, 762, 100 /13, 675, 330 *100 =56.75 %

As Ibrahim fibers does not meets the first quantitative criteria so it is non Islamic to invest in this mills according to Dow Jones criteria.

8.2.9 Jute sector: As jute products are Islamic products and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

Now we take Thal limited for our quantitative criteria.

Total Debt: Rs. 191, 000

Average Market Capitalization: Rs 7, 706, 033

Total Debt/ Average Market Capitalization*100

191, 000 /7, 706, 033 *100 =2.478 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 889, 700

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

889, 700/7, 706, 033 *100=11.55 %

Applying the third formula:

Accounts Receivables: Rs 512, 400

Accounts Receivables/ Average Mark Capitalization*100

512, 400/7, 706, 033*100= 6.65 %

So Thal Limited meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.10 Cement sector: As cement industry are Islamic industry and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

Now we take one company from this sector for our quantitative criteria.  We take Attock cement for quantitative analysis.

Total Debt: Rs. 973, 219

Average Market Capitalization: Rs 7, 282, 433

Total Debt/ Average Market Capitalization*100

973, 219 /7, 282, 433 *100 =13.36 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 338, 907

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

338, 907 /7, 282, 433 *100=4.65 %

Applying the third formula:

Accounts Receivables: Rs 52, 018

Accounts Receivables/ Average Mark Capitalization*100

52, 018/7, 282, 433 *100= 0.714 %

So Attock cement meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.11 Tobacco industry: Analyzing the financial statements of the companies in Tobacco sector shows their strong financial positions, but these companies do meet the qualitative criteria of DOW JONES Islamic investment, so providing tobacco and tobacco related products which are Haram (Un lawful) in Islam

8.2.12 Refinery sector: As Refinery sector are Islamic sector and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

For quantitative analyses we take Attock Refinery limited.

Total Debt: No debts in 2007

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 3, 081, 424

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

3, 081, 424 /9, 076, 708 *100=33.9 %

As Attock Refinery limited does not meets the second quantitative criteria so it is non Islamic to invest in this company according to Dow Jones criteria.

8.2.13 Power Generation and Distribution sector: As trading in power generation and distribution sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment.  Now we take K.E.S.C for our quantitative criteria.

 Total Debt: Rs. 14, 638, 610

Average Market Capitalization: Rs 56, 578, 560

Total Debt/ Average Market Capitalization*100

14, 638, 610 /56, 578, 560 *100 =25.87 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 3, 980, 162

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

3, 980, 162 /56, 578, 560 *100=7.03 %

Applying the third formula:

Accounts Receivables: Rs 11, 118, 321

Accounts Receivables/ Average Mark Capitalization*100

11, 118, 321/56, 578, 560 *100= 19.65 %

So K E S C meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.14 Oil and Gas marketing sector: As trading in Oil and Gas marketing sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment.

Now we take P S O for our quantitative criteria.  Total Debt: Rs. 9, 833, 089

Average Market Capitalization: Rs 63, 333, 230

Total Debt/ Average Market Capitalization*100

9, 833, 089 /63, 333, 230 *100 =15.52 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 1, 522, 276

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

1, 522, 276 /63, 333, 230 *100=2.40 %

Applying the third formula:

Accounts Receivables: Rs 13, 599, 966

Accounts Receivables/ Average Mark Capitalization*100

13, 599, 966/63, 333, 230 *100= 21.47 %

So P S O meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.15 Oil and Gas Exploration sector: As trading in Oil and Gas exploration sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment.

Now we take O G D C L for our quantitative criteria. 

Total Debt: Rs. 11, 122, 665

Average Market Capitalization: Rs 514, 930, 300

Total Debt/ Average Market Capitalization*100

11, 122, 665/514, 930, 300 *100 =2.16 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 4, 720, 292

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

4, 720, 292 /514, 930, 300 *100=0.9166 %

Applying the third formula:

Accounts Receivables: Rs 28, 991, 270

Accounts Receivables/ Average Mark Capitalization*100

28, 991, 270/514, 930, 300 *100= 5.63 %

So O G D C meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.16 Auto Assembler sector:  As trading auto assembler sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment.

Now we take Indus motors for our quantitative criteria. 

Total Debt: Rs. 3, 502, 468

Average Market Capitalization: Rs 23, 528, 580

3, 502, 468 /23, 528, 580 *100 =14.88 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 6, 034, 396

6, 034, 396/23, 528, 580 *100=25.64 %

Applying the third formula:

Accounts Receivables: Rs 805, 738

805, 738/23, 528, 580 *100= 3.42 %

So Indus motors meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.17 Cable and Electrical Goods sector: As cable and electrical products are Islamic products and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment. Now we take Siemens Engineering for our quantitative criteria. 

Total Debt: Rs. 10, 320, 441

Average Market Capitalization: Rs 11, 685, 740

10, 320, 441 /11, 685, 740 *100 =88.31 %

As Siemens Engineering limited does not meets the first quantitative criteria so it is non Islamic to invest in this company according to Dow Jones criteria.

8.2.18 Transport sector: As transport business is Islamic business and Islam   does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

Now we take P N S C for our quantitative criteria. 

Total Debt: Rs. 290, 162

Average Market Capitalization: Rs 10, 508,380

Total Debt/ Average Market Capitalization*100

290, 162 /10, 508,380 *100 =2.76 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 6, 907, 907

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

6, 907, 907 /10, 508,380 *100=65.73 %

As P N S C does not meets the second quantitative criteria so it is non Islamic to invest in this company according to Dow Jones Islamic criteria.

8.2.19 Technology and Communication sector: As trading in Technology and Communication sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment. Now we take P T C L for our quantitative criteria. 

Total Debt: Rs. 2, 145, 948

Average Market Capitalization: Rs 256, 018, 300

Total Debt/ Average Market Capitalization*100

2, 145, 948 /256, 018, 300 *100 =0.8382 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 33, 283, 660

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

33, 283, 660/256, 018, 300 *100=13 %

Applying the third formula:

Accounts Receivables: Rs 11, 411, 412

Accounts Receivables/ Average Mark Capitalization*100

11, 411, 412 /256, 018, 300 *100= 4.45 %

So P T C L meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.20 Fertilizer Sector: As trading in Fertilizer Sector is lawful trading and Islam does not forbid trading in this sector. So this sector meets the qualitative criteria for Islamic investment.

Now we take Engro Chemical for our quantitative criteria. 

Total Debt: Rs. 6, 318, 758

Average Market Capitalization: Rs 39, 594, 190

Total Debt/ Average Market Capitalization*100

6, 318, 758/39, 594, 190 *100 =15.95 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 11, 156, 791

11, 156, 791/39, 594, 190 *100=28.17 %

Applying the third formula:

Accounts Receivables: Rs 3, 066, 975

Accounts Receivables/ Average Mark Capitalization*100

3, 066, 975/39, 594, 190 *100= 7.74%

So Engro Chemical meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.21 Pharmaceutical sector: As trading in pharmaceutical sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment through Dow Jones criteria.

Now we take Abbott laboratory for our quantitative criteria. 

Total Debt: Rs.67, 062

Average Market Capitalization: Rs 16, 344, 830

Total Debt/ Average Market Capitalization*100

67, 062/16, 344, 830 *100 =0.41 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 496, 118

496, 118/16, 344, 830 *100=3.03 %

Applying the third formula:

Accounts Receivables: Rs 128, 817

128, 817/16, 344, 830 .*100= 0.788%

So Abbott laboratory meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.22 Chemical sector: As trading in Chemical sector is lawful trading and Islam does not forbidden trading in this sector. So this sector meets the qualitative criteria for Islamic investment through Dow Jones criteria. Now we take ICI LIMITED for our quantitative criteria. 

Total Debt: Rs.5, 091, 077

Average Market Capitalization: Rs 22, 627, 070

Total Debt/ Average Market Capitalization*100

5, 091, 077/ 22, 627, 070 *100 =22.49 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 1, 583, 417

1, 583, 417/22, 627, 070 *100=6.99%

Applying the third formula:

Accounts Receivables: Rs 1, 216, 989

1, 216, 989/22, 627, 070 .*100= 5.37%

So ICI LIMITED meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a sound investment opportunity for Islamic banks.

8.2.23 Paper and Broad sector: As Paper and Broad sector are Islamic sector and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

Now we take one company from this sector for our quantitative criteria.  We take packages limited for quantitative analysis.

Total Debt: Rs. 4, 624, 000

Average Market Capitalization: Rs 20, 681, 610

Total Debt/ Average Market Capitalization*100

4, 624, 000/20, 681, 610 *100 =22.35 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 79, 584

Cash and Interest Bearing Securities/ Average Mark Capitalization*100

79, 584 /20, 681, 610 *100=0.38 %

Applying the third formula:

Accounts Receivables: Rs 1, 504, 453

Accounts Receivables/ Average Mark Capitalization*100

1, 504, 453/20, 681, 610 *100= 7.27%

So packages limited meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.24 Leather and Tanneries sector: As Leather and Tanneries sector are Islamic sector and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

Now we take one company from this sector for our quantitative criteria.  We take Bata Pakistan limited for quantitative analysis.

Total Debt: Rs. 180, 616

Average Market Capitalization: Rs 2, 489, 983

180, 616/2, 489, 983 *100 =7.25 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 45, 910

45, 910/2, 489, 983 *100=1.84%

Applying the third formula:

Accounts Receivables: Rs 229, 100

Accounts Receivables/ Average Mark Capitalization*100

229, 100/2, 489, 983 *100= 9.20%

So Bata Pakistan limited meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.25 Food and Personal Care Products

As Food and Personal Care Products are basic products and Islam does not forbid trading in this industries. So this sector meets the qualitative criteria for Islamic investment.

Now we take one company from this sector for our quantitative criteria.  We take Unilever Pakistan limited for quantitative analysis.

Total Debt: Rs. 464, 675

Average Market Capitalization: Rs 28, 134, 080

464, 675/28, 134, 080 *100 =1.65 %

 Applying the second formula: 

Cash and Interest Bearing Securities: Rs 236,918

236,918/28, 134, 080 *100=0.84%

Applying the third formula:

Accounts Receivables: Rs 497, 082

Accounts Receivables/ Average Mark Capitalization*100

497, 082/28, 134, 080 *100= 1.766%

So Unilever Pakistan limited meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

8.2.26 Glass and Ceramics Sector

As Glass and Ceramics sector is Islamic sector and Islam does not forbid trading in this sector. So this sector meets the qualitative criteria for Islamic investment. Now we take one company from this sector for our quantitative criteria.  We take Ghani Glass limited for quantitative analysis.

Total Debt: Rs. 347, 889, 017

Average Market Capitalization: Rs 5, 632, 858

347, 889, 017/5, 632, 858 *100 =61.12%

As Ghani Glass limited does not meets the first quantitative criteria so it is non Islamic to invest in this company according to Dow Jones Islamic criteria.

8.2.27 Miscellaneous Sector

As in Miscellaneous sector there are different goods which are Islamic goods and Islam does not forbid trading in this sector. So this sector meets the qualitative criteria for Islamic investment. Now we take one company from this sector for our quantitative criteria.  We take Pakistan services limited for quantitative analysis.

Total Debt: Rs. 312, 000

Average Market Capitalization: Rs 14, 753, 840

Total Debt/ Average Market Capitalization*100

312, 000/14, 753, 840 *100 =2.11 %

Applying the second formula: 

Cash and Interest Bearing Securities: Rs 1, 091, 967

Cash and Interest Bearing Securities / Average Market Capitalization*100

1, 091, 967/14, 753, 840 *100=7.40%

Applying the third formula:

Accounts Receivables: Rs 269, 567

Accounts Receivables/ Average Mark Capitalization*100

269, 567/14, 753, 840 *100= 1.82 %

So Pakistan services limited meets both the qualitative and quantitative criteria for Islamic banking investment, also the company is at the top of KSE 100 indexes thus providing a very good investment opportunity for Islamic banks.

CHAPTER – 9 

Findings and Recommendations

For analysis purpose I take twenty-eight sectors and the leading companies in these sectors of KSE 100 index for my analysis purpose. The qualitative criteria is same for every sector and I include only those companies for quantitative screening, whose primary business is Islamic and according to Islamic law (Halal), and does not include those companies whose main business is violate Islamic Shari`ah. Therefore, it is not Islamic to acquire the shares of those  companies whose  providing financial services on interest, like conventional banks, insurance companies, or the companies involved in  some other business not approved by the Shari`ah, such as the companies manufacturing, selling or offering liquors, pork, haram meat, or involved in gambling, night club activities, pornography etc.

The sectors which do not meet the qualitative criteria are Mutual funds sector, leasing sector, Investment corporations sector, Commercial banking sector except (Meezan Bank Limited), and Insurance sector and Tobacco sector. In banking sector meezan bank limited is an Islamic bank thus meets both the qualitative and quantitative criteria and providing a sound investment opportunity for Islamic banks in Pakistan

After screening the qualitative criteria some companies do not meet the quantitative criteria in the different sectors which are:

In Textile Spinning Sector, Gadoon Textile Mills meets the qualitative criteria but unfortunately do not meet the first qualitative criteria due to huge amount of debt.

In Synthetic and Rayon sector, Ibrahim fibers meet the qualitative criteria but unfortunately do not meet the first qualitative criteria due to huge amount of debt. In Refinery sector, Attock Refinery limited also meets the qualitative criteria but do not meet the second quantitative criteria due to high amount of Cash and Interest Bearing Securities, the percentage increase from the required percentage which is below than 33%. In Cable and Electrical Goods sector, Siemens Engineering meets the qualitative criteria but unfortunately do not meet the first quantitative criteria due to huge amount of debt, the percentage increase from the required percentage.  In Transport sector, Pakistan national Shipping Corporation qualified the qualitative criteria but do not qualify to the quantitative criteria due to high amount of Cash and Interest Bearing Securities thus exclude from the investment option in KSE through Islamic way, according to Shari`ah supervisory board. In Glass and Ceramics sector, Ghani Glass limited meets the qualitative criteria but unfortunately do not meet the quantitative criteria due huge amount of debt and the percentage increase from required percentage.

After applying the Dow Jones Islamic investment criteria to the different sectors in KSE 100 index, there are many sectors that meets both qualitative and quantitative criteria and thus providing a sound investment opportunities for Islamic Banking in KSE 100 index according to DOW JONES criteria. The companies which are qualified for investment are according Shari`ah laws are given below:

In Commercial banks sector, Meezan Bank Limited, In Woolen sector,Bannu woolen, In Jute sector, Thal limited, In Cement sector, Attock cement, In Power Generation and Distribution sector, K.E.S.C, In Oil and Gas marketing sector, P S O, In Oil and Gas Exploration sector, O G D C L, In Auto Assembler sector, Indus motors, In Technology and Communication sector, P T C L , In Fertilizer Sector ,Engro Chemical , In Pharmaceutical sector, Abbott laboratory, In Chemical sector, ICI LIMITED, In Paper and Broad sector ,packages limited, In Leather and Tanneries sector, Bata Pakistan limited, In Food and Personal Care Products, Unilever Pakistan limited, In Miscellaneous sector, Pakistan services limited.

Those companies whose primary business is according to Islam and providing Islamic products and services need to decrease their debts, account receivables and cash and short term to investment to qualify for DOW JONES Islamic investment criteria and to become an Islamic company. And need to increase their market capitalization to become an Islamic company and an attractive company for Islamic investment according to DOW JONES Islamic investment criteria.
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