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There has been a remarkable in-
crease in the number Islanic bariks
and Islamic Financial Institution
since the 1970s. There are about a
hundred Islamic Banks and Financial
Institutions currently in the world. It
is useful and interesting (o know how
Islamic banks differ from the West-
ern (Traditional) style bank?

This paper surveys the differ-
ences between the two-style of bank.
A comparison is made of the origin
of each siyle of bank, tl:eir develop-
ment, the types of products and ser-
vices they offer, their organization
and their financial statements.

The paper conciudes that the ba-
sic difference is in the treatment of
interest. But this in turn generales
some other differences. Interestingly,
in the sense of accounting concepls
and practices, it seems that both
styles are 1ot significantly different.
However a close examination of this
seems to be interesting and is the fo-
cus of study, because each style of
bank has developed with different

perspective.

A COMPARISON OF |
THE TRADITIONAL (WESTERN- |

STYLE) BANK AND ISLAMIC |
BANK MODELS

Introduction

OT less than thirty Islamic

Banks have been established

among about one hundred
Islamic Financial Institution since
the 1970s [Ahmad, 1407H/1987;
Abbasi and Hollman, 1990;
Metwally, 1991; Perwataatmadjaya,
1991]. Some of these are in Middle
East countries like Egypt, Sudan,
Saudi Arabia, Jordan and Kuwait.
Some are in countries in which Mus-
lims constitute the majority of the
population, such as Pakistan,
Bangladesh, Malaysia, Indonesia.
However, some have been estab-
iighed in Westein countiies, or coun-
tries where Muslims are not in the
majority, for example, Switzerland,
United Kingdom, Bahamas and
Philippines.

What is an Islamic bank? How
is it different from a traditional or
western-style bank?

This paper will compare the tra-
ditional (Western-style) bank and
the Islamic bank models. The com-
parison will be made in respect of

the early history of each bank model,




the development, the types, the
products and services they offer, the
bank organization and manage-
ment, and financial statements. The
comparison will include the simi-
larities as well as the differences be-
tween the two models, particularly
in respect of the accounting concepts
and practices employed.

The paper will be divided into
five parts. The first part is an intro-
duction. The second
part el.borates on the
early establishment, the
types, development,
product and service ren-
dered, and the financial
statements ol the West-
ern-style Banking sys-
tem. In the third part Is-
lamic banking will be
discussed in the same.
Part four, will be a dis-
cussion of the similari-
ties and differences of
those two different
styles of banking. The |
paper will close with a |
summary of the points
raised.
iia
2.Traditional or West-
ern-Style Bank

2.1.The origin of Banks

No one knows for sure when
the business of banking began [Rose
and Fraser, 1985, p-143;
Muslehuddin, 1990, pp. 11-12].
However, some authors have esti-
mated that banking institutions and
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monetary systems were the heritage
of the Romans Empire. Itis also said

that, banking and finance systems in

Western countries began from trad-
ing system which were introduced
by people from the East -through In-
dia- to West Asia. Based on the ar-
chaeological diggings in the Dajlah
Valley, Furst and Babylon, it was
found that the Indian people -not
Semite- pioneered the trade between

Asia Minor to the Far East about five
thousand years before Christ. His-
tory also indicates that the
Babylonian people applied lending
and borrowing systems, had a cur-
rency, and held a complex credit
contract a long time before 2500 BC



(Muslahuddin, 1990, p/12].

The Assyrians, Babylonians,
ancient Greeks, and later the Ro-
mans, employed money to facilitate
their trade and commerce. Money
merchants provided the trader with
a service of changing one form of
coin into another, because at that
time so many different coins existed,
due to the fact every country or
large-state issued its own coins. In
some busy business of exchanging
coins had become a full-time occu-
pation, in which some merchants
started to expand their services not
only to exchange the coin, but also
to accept deposits for safekeeping
and discounting notes from other
merchants.

One popular account traces the
bank’s origin to the shops oi medi-
eval goldsmiths [Rose and Fraser,
1985, p/ 143]. The merchants ac-
cepted deposits of gold coin and
other valuables for safekeeping. The
customers who deposited their gold,
were issued with receipts indicating
the amount of deposits. Later, the
depositors found that it was much
easier and safer to pay for the gcods
or services they had bought using
the receipts issued by goldsmiths
rather than by using the gold itself.
Hence, the goldsmiths’ receipts be-
gan to circulate as a money, the fore-
runner of a moderm-day cheques.

On the other hand, the gold-
smiths discovered that the deposits
left with them were relatively stable,
because, although some customers
were always withdrawing their
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funds, others were establishing new
deposits. Based on this, an enterpris-
ing goldsmith started to issue loans
by creating more receipils than he
had gold reserves in the vault. At
this point, the goldsmith became a
banker, because he was literally cre-
ating money. Thus, the concept of
fractional-reserve banking was
born.

It is also said that, the word
“bank” came from “banco”, an ltal-
ian word, which means bench. The
use of this word came about because
of the merchants who served the
money exchange used a bench inde-
livering tieir services. The merchant
who failed to serve his client hon-
estly and faithfully, found himself
without a customer and without fur-
niture. That is why, he is called
bankrupt, which literally means de-
stroying a merchant’s bench. Al-
though, some scholars doubt the au-
thenticity of this account, it is at least
a plausible story.

2.2.The Development of Banking
The development of the mod-
ern banking concept started in Italy
during the Middle Ages.
Muslehudding {1990, p. 12] specifi-
cally stated it was after the fall of
Constantinople (Istanbul) in 1204,
that the Lombard goldsmiths started
to play an important role, particu-
larly in money circulation. They es-
tablished banks in many cities in
Europe. Venice and Genoa are the
most noticeable as the cities in which
banking was started [Boreham et al,
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1979, Sinkey, 1979]. Banco Di Rialto,
for instance, was said to be the first
private bank in Venice in 1584,
which accepted the deposits from
local merchants, discounted com-
mercial notes, and made credit
available for governmental activities
[Rose and Frase, 1985, p. 145;
Mauslahuddin, 1990, pp. 12-13].
The bank of Sweden was also
one of the pioneers. It was estab-
lished in 1556 and was entrusted to

Figure 2-1:
The roots of Modern Banking
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dous need for both short and long-
term venture capital. On the other
side, a middle-class customers and
saver began to emerge as major sup-
pliers of bank funds [Rose and
Fraser, 1985, p. 145]

because of this fact, most au-
thorities agree that the institutional
father of modern banking was the
Bank of England, chartered in 1694.
This institution was both a mer-
chants’ bank, accepting commercial
deposit and lending against com-
mercial notes, and an agent of the
British Government. The banking
industry in the United States began
mucbh as it had in Europe. The roots
of modern banking is depicted in
figure 2-1.

Recent developments in the
banking industry have been very
different, 2ven in their form, rrom
banking at the beginning of this cen-
tury. The advanced of technology,
particularly in last two decades, has
brought the banking industry espe-
cially, and financial institutions gen-
erally, to a previously inconceivably
sophisticated level. As part of this
development many types of bank-
ing have arisen. There are, for ex-
ample, ‘so-called’ saving banks,
trading banks, industrial banks, in-
vestment banks and so forth. These
types of banks will be discussed later
in this paper.

2.3 Bank Types

Banks can be classified accord-
ing to their particular objectives. In
this respect, two main types of bank

can be distinguished. They include
banks without a profit-motive, and
banks with profit motive, The latter
can be classified further based on
their services, or the group of con-
sumers they are focusing on, such as
Investment (Merchant) Banks, Mort-
gage Banks, Trading Banks, and
Saving Banks. The following is a
brief discussion of each type of bank.

2.3.1. Central Bank

In the 1920 International Finan-
cial Conference, convened by the
League of Nations in Brussels, each
country was encouraged to setup a
central bank. [Boreham et al, 1968,
p. 216, Muslehuddin, 1991, p. 36].
Because of this, almost every coun-
try has a Central Bank, and indeed
the importance of a central bank
existence’'s has been widely
recognised {Boreham et al, 1968, p.
209].

This bank is directly controlled
by the government. It is an ex-
panded arm of the government, par-
ticularly in respect of monetary af-
fairs and stability [Muslehuddin,
1990, p. 38]. The main role of this
kind of bank is generally to control
the monetary system of the country.
The central bank is commonly the
only authority to issue the currency
of the country, hence it controls the
supply of credit and outstanding
money. It functions as the govern-
ment agent to save the country’s
fund and wealth. It is also used by
other bank as the custodian, and the
last lending source. Moreover, italso
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regulates other (comiaercial) bank
operations [Boreham et al, 1968, p.
210, Muslehuddin, 1999].

The main objective of this bank
is not to earn a profit, but rather to
establish a banking system in the
country. Because of this, the central
bank avoids contact directly with the
public.

2.3.2.Mortgage Banks

Mortgage banks specialise in
cieating and placing mortgage
loans. In general they are interme-
diaries among real estate purchas-
ers using debt financing and inves-
tors desiring mortgages or mort-
gage-backed securities [Edmister,
1986, p. 261-267].

2.3.3. Industrial Banks

Industrial banks are those
which accepts smaller consumer
savings deposits, and makes certain
types of loan, principally cash loans
to wage eamers [Rose and Fraser,

1985, p. 142].

2.3.4. Saving Banks

Saving Banks draw upon indi-
vidual and family savings as their
principal source of funds. They in-
vest these funds mainly in mort-
gage, corporate bonds, and occa-
sionally common shares [Rose and
Fraser, 1985, p. 142].

2.3.5 Trading Banks

Trading banks accept term de-
posits, and mostly make short-term
loans [Muslehuddin, 1991, pp. 4-5].
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In Australia, during 1988, the Trea-
surer announced the removal of the
difference between trading and sav-
ing banks. The reason was that bank
assets were only separated accounts
in trading banks rather than dis-
tinctly separate banking operations
[Lucia, et al, 1990, p. 31].

2.3.6.Commercial Banks

Several types of bank have al-
ready been discussed. These types
or names sometimes may be confus-
ing, as so many financial intermedi-
aries operate like banks, hence, as
Rose and Fraser said, “a bank is
what a bank does, regardless of the
name given the institution by its
owner or others.”[1985, p. 142].

Many economists also prefer to
call these commercial banks, espe-
cially since the term “commercial”
has become anachronistic [Boreham
et al, 1968, p. 84]. Accordingly, the
term “commercial’ came intc wide
usage because of a general belief in
Great Britain, about a century ago,
that banks which accepted liabilities
on demand had to strictly limit their
lending to short-term commerciai
loans. Only in the 20th century did
the commercial banking industry
begin to compete aggressively for
consumer accounts, due to the fact
that consumers were principal
source of deposit, and at same time
they (the counsumers) represent one
of the more rapidly growing sources
of loans [Rose and Frase, 1985, p.
143].



In this study, the term “West-
ern-style bank” which is studied
and compared to the “Islamic bank”,
is that referred to as a “Commercial
bank” . Therefore, for the rest of this
study, whenever “Western-style”
bank is mentioned, it is synonymous
with the commercial bank.

2.4.Products, Services, and Func-
tions

Referring to the services and
products recently offered by the
Western-style bank, there are many
services and or products that can be
noted. However, close examination
of these services will show that they
are still based on the original func-
tions of the bank of long time ago.
Two main functions that can be dis-
hnguishes are to attract the runds
from saving-surplus units by issu-
ing attractive financial assets (sec-
ondary securities) on one hand, and
to provide the loans, or lend the
money to the borrowers on the other
[Rose and Fraser, 1985, p. 148]. Both
activities ~to attract deposit and to
provide loans - can be gengerate a
variety of names of products which
essentially are the same.

In another word, the functions
of commercial banks can be divided
into two parts [Boreham et al, 1979,
p. 85]. First, the money creating func-
tion or creditexpansion [Harris,
1965, pp. 28-33: Danten and
Welshane, 1970, pp. 108-113; Rose
and Fraser, 1985, p/ 148], and sec-
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ond, the services rendering function.

In the sense of service render-
ing, the bank can serve as (1) paying
and receiving stations for hand-to-hand
currency (2) facility provider for domes-
tic and foreign remittances (3) collector
of cheques, drafts, notes, and otier obli-
gation of its customers (4) saving depart-
ment for its customers (5) safekeeping
valuables facilities provider and (6) spe-
cial advisory services for individuals and
corporations [Boreham, 1979, p. 85].

The current development of the
commercial banking industry has
become more sophisticated with ser-
vices such as credit cards it the form
of Bankcard, Mastercard or
Visacard. It is also widely known
that commercial banks serve the
travel service with travel cheques.
They are also knowa as reliable
money transfer institution. Lucia
[1990, p. 30-1] for example lists sev-
enteen products or services pro-
vided by trading banks in Australia
from housing loans to investment
products.

One thing, however, that
should be noted is that any service
rendered by a bank to its customers,
usually incurs a charge to the cus-
tomers either in the form of the in-
terest or fees, with interest generally
being applied to loans. It is a very
important concept and is influential
to the life and the survival of the
bank. As can be seen in the discus-
sion of the Bank Income Statement

(1 7his part is mainly adopted from Rose and Fraser (1985), pp. 152-156
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(see 2.6.2. of this chapter), where in-
terest is the most important income
of the bank, compared to other in-
come. Fees in the other hand, are
applied to services which are related
to bank facilities such as money
transfer, safety deposit box keeping
rent and so on.

2.5. Bank Organization™

Commercial banks can be orga-
nized in different ways, depending
on the size of organisation, the man-
agement philosophy, the complex-
ity and range of products, services
offered, and so forth. As with many
other organizations, the most pow-
erful institution in banking manage-
ment are the shareholders. The
power of shareholders is repre-
sented in the annual generai meet-
ing. This meeting -based on voting-
has a right to elect or appoint the
Board of Directors. The Board of Di-
rectors, in turn, lay down the bank
operating policies, select and ap-
point management to carry out
those policies, and monitor the
bank’s performnance.

In respect of the day-to-day op-
erations, management and control,
the Board of Directors delegate au-
thority to the Managing Director (oe
Chief Executive Officer) and other
members of senior management,
including one or more vice
president(s) who generally oversee
the division(s) below them.

Due to similarities in their func-
tion, generally the organization of
the modern commercial bank has at

least four divisions. They are: the
credit division, the finance division,
the operation division and the trust
division. The central focus of the

credit division is in making loans,
each major type of loan will be
handled in a separate department,
such as a loan for local business, cor-
porations, self-employed profes-
sionals, individuals, and so on.

The other departments in this
division are usually the credit
(analysis) department, the ncte de-
partment, regulatory compliance,
and international banking service.
The first is responsible for
analiyzing loan and lease applica-
tion. Once a loan is made, a copy of
the customer note is filed in the
records of note department. This de-
partment also collects interest and
instalinent payment for loan cus-
tomers. On the other hand, the regu-
latory compliance department func-
tions to monitor the corapliance’s of
Joan processing. This is due to the
risk in banking being centered in the
making of loans.

The finance division is respon-
sible for funds which in turn are al-
located in making loans. As with the
credit division, this division also
contains several departments such
as the deposit service, investment,
correspondence banking, finance
and accouniing, planning and mar-
keting and economics department.
The first three departments mainly
function as fund raisers from depos-
its -either personal chequing, new
account, safety deposit, time and



Figure 2-2:
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The Organization Structure of a Commercial Bank.
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saving account, business ahequeing
or government account (by Deposit
Service), -and from bond, or money
market, securities, (by investment
Department) and through offering
money market certificate deposits
and borrowing in the Eurodollar

market (by Correspondent banking
department).

The accounting department of
the finance functions primary to
keep and maintain the bank finan-
cial records and to make sure that
all funds which flow into and out of
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the bank are fully accounted for. The
planning and marketing
department’s task is to market ex-
isting products and services, to de-
velop new products and services,
and plan for the future growth and
expansion. The economics depart-
ment generally functions to assist
the planning through preparing
forecasts of economics and financial
conditions, and to identify suitable
new market and new financially re-
fated business the bank may choose
to acquire as it grows.

The operation division is re-
spcnsible for managing and protect-
ing the assets physically owned or
used by the bank and for the daily
routine of bookkeeping. There fore,
the bank’s computer facilities are
typically operated and maintained
by this division. Generally, the op-
erating division also houses the per-
sonnel department, which is respon-
sibie for keeping employees records,
attracting and training new employ-
ees, or even promoting the employ-
ees. Human tellers as well as auto-
matic teller machines are also under
supervision of this division, as are
security guards. The other depart-
ment in this division is the cash-
management department, which
aids corporations and other firms in
the day-to-day management of their
cash balances.

The last division is the trust di-
vision. It functions primary in pro-
viding personal and business trust
services. It plays a key role in man-
aging retirement (pension) accounts
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for the bank itself, and for corpora-
tions, proprietorships, partnerships,
and individuals. It also manages
reai property owned by customers,
and actively trades securities on be-
half of the clients. Consequently, this
division may have several trust de-
partments, such as Personal Trust
Services, Business Trust Services,
Bank Pension Plan and Customer
Pension Plans, Trust Investments,
Trust Operations and Trust Market-
ing.

An [Hustration of an organiza-
tion chart of a bank (as discussed
above) can be seen in figure 2-2.

2.6. Financial Statement

Like other firms, bank issue fi-
nancial reports. In the United States,
commercial banks submit two basic
financial reports to regulatory au-
thorities each year. They are the “Re-
port of Condition”, or what are more
popularly known as the balance
sheet, and the “Report of Inco;ue”,
or statement of earnings and ex-
penses [Rose and Fraser, 1985, p.
156]. The same regulation may be
applied in any other countries. The
following is a brief discussion about
commercial bank balance sheets and
income staternents.

2.6.1.Balance sheet

As it is generally known, that
balance sheets consists of two ::arts,
that is, the list of assets owned by
the com pany of the bank on oe hand,
and a list of the liabilities and the
equity. Unlike assets of manufactur-



Exhibit 2-1:
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Example of Western-style Bank Balance Sheet
WESPAC BANKING CORPORATION AND ITS SUBSIDIARY COMPANIES
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Balance Sheets
as 30 at September 1991
) [ Group Bank
(Holding Comp)
™M M

Assels
Cash and Cash at Bankers 300.4 285.5
Bullion 624.6 <
Money at short call - -
Due from other banks 8,573.0 7.820.2
Trading Securities 8,891 1 7.,164.3
lnvestment Securities 26726 1,292.5
Statutory Deposits 804.1 759.4
Loans 60,858.3 36,942.1
Acceptances of customers 12,356.8 12,356.8
Subsidiary companies-share - 3,968.0

-advances - 10,525.0
Othor Investment 630.7 548.7
Fixed Assets 27535 1,223.0
Other Assets 7,553.9 58416
Total Assets 106,019.0 89,091.0
liabilities
Deposits ard Public Borrowing §0,230.3 40,396.2
Bonds, notes, and commersial paper 2,289.1 1,553.1
Acceptances 12,356.8 12,356.8
Due to other banks 12.540.1 12,643.6
Due to Subsidiary compames - 53218
Other liabilities B 8.696.7 71,4815
Total Linbilities excluding loan capital 96,163.0 79,153.0 |
Loan Capital - -
Subordinated bends, notes and debenturs 1,678 6 1,678.6
Subordinated undated capital notes 9243 9243
Mandatory convertible notes 8.1 -
Total Lozn Capital o N 26110 | 26029
Shareholders’equity - _ It
Share capital 1,353.7 1,353.7
Reserve 43080 5,408.1
Retain profits 1,561.3 573.3
sTiiE&;WEE"W@EEﬁTGE;BE to Propprietorsof
Wespac Banking Corporation 7,223.0 7,335.1
Minority Shareholders' interest in subsidiaries 220 2
Total Share holders; equity ' © 17,2450 7,335.1

106,091.0 89,091.0

Total liabilities and capital resources
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Exhibit 2-2: Example of Western-style Bank Income Statements

WESPAC BANKING CORPORATION
AND ITS SUBSIDIARY COMPANIES

Profit and Loss Statements

for the year ended 30 september 1991

nierest ncoms

Less: Interest ekspenses
Net interest incvome
Non Interest Income
Total 6p_erts_|_i;lg Income
Less :

Abnormal items

6i:aéﬁ1ting Profit

items

Income tax abnormal items
Operafing profit after tax
Minority Interest

Appropriations:
Dividends provided for or paid

Group Bank
(Holding Conyp)
M M
10,751.0 12193
st ekspons 78713 5.8020_|
2,873.7 1,417.3
- 16707 | 1,728.1 |
4,544.4 3,1454
Bad and doubtful debt 1,046.0 558.4
Non Interest Expenses 3,070.0 2,068.3
Operating Profit before abnormal items 428.4 518.1
R ol qe2y|  (1648)
358.1 353.9
Incorse tax attributable to operating  profit before (104.7) (107.4)
o moe 2024
473.4 448.9
e e T 30 = = =
Operating Profit after Incoms tax attributable ¢o
Proprietors of Wespac Bauking Corp. 476.4 448.9
Retained profits at the beginning of financial year 1,428.5 483.5
Total avallable for appropriaticn T T 1,9049 T 3924 |
3173 301.1
Aggregate of amounts tiasferred to  and from reserved 263 58.0
Retsin pinﬂls at the end of financial year N 1,561-.-2-5 B T 5733

ing companies which may be
heavily dominated by fixed assets,
the assets of banks are generaily
dominated by current asset in the
current asset accounts groups, the
loan item or account is the biggest.
It is understandable because the
major activity of commercial banks
is to make or provide loans to its cli-
ents.

In the liabilities accounts group,
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the deposit and public borrowing ac-
count, again ranks as the most im-
portant. It is understandable because
to attract and to collect public funds
is the other major activity of any
commercial bank. These funds in
turn, will be spent by the bank to
provide loans. In respect of the eq-
uity account, there is no significant
difference compared to any other
industry, except the small amount of



equity capital compared to total as-
set indicates that the bank industry
is a highly leveraged industry.
Banks then, generally rely upon debt
to support their assets. An example
of a bank balance sheet can be seen
in Exhibit 2-1.

2.6.2. Income Statement

The income statement, which
are sometimes also called the reports
of income, or the profit and loss
statements disclose how well an in-
dividual bank is doing in balancing
its revenues against its expenses and
generating adequate net income
[Rose and Fraser, 1985]. Because of
that, the statements always consist
of two parts, one is the amount of
revenues generated from opera-
tions, and the other is the amount of
expenses paid or payabie for opera-
tions. Most revenues are derived
from interest, either from loars or
from various security investments,
including deposits held by bank.
The other sources are from fees gen-
erated from services rendered to the
customers. In respect of expenses,
interest expenses and employee
wage and salary (including fringe
Dbenefits) are the most important. An
example of an inb\come statement
of the commercial bank is shown in
Exhibit 2-2.

3. The Islamic Banking Models
3.1. The Origin of Banks

When Raymond de Roover
[1954 in Udovitch, 179] concluded in
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his research that “there can be no
bank where there are no banks”, this
could mean there was no bank in the
early Islamic era. The first Islamic
bank was established in 1950. How-
ever, Udovitch [1979] believes that
de Roover's conclusion can only be
applied to Western Europe from the
middle ages until the mid-eighteen
century. In the Islamic medieval
world, sporadic evidence ad infor-
mation found by Udovitch showed
that banking activities had been
practiced based on Islainic prin-
ciples, where there was no interest
charged on any credit.

According to Islamic histories,
the financial practices, including
lending and borrowing of money,
money exchange and such, had been
practiced in the early era of Islam. It
is claimed that, because usury (ribaj
had been widely practiced among
business people who were borrow-
ing and or lending money at time
before Islam, the Islamic tenet then
came to state clearly that usury or
riba is prohibited [Perwitaatmadja,
1991] as it is said in the Qur’an, Al-
Baqarah (2):275 as follows:

Those who devour usury

Will not stand except

As stands one whom

The Satan by his touch hath driven to
madness

That is because they say:

“Trade is like usury”

But Allah hath permitted trade

And forbidden usury.

[ Translated by Yusuf Ali, pp. 126-7]
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However, the first attempt to
establish an Islamic financial insti-
tution in the modern Islamic world
began in Pakistan in the late 1950s
with the establishment of a local Is-
lamic bank in rural area [Wilson,
1983 in-Ashker, 1987, Naughton,
undated]. This effort was initiated
by some pious landlords who depos-
ited their funds at no interest. The
credits were made available to small
landowners for agricultural devel-
opment. There was no interest
charged for credit made to borrow-
ers, but they did, however, levy a
small charge to cover the bank’s op-
erating expenses.

This encouraging experiment
eventually failed due to two main
reasons. First, deposits made were
regarded by (landford) depositors as
once-and-for-all deposits. Conse-
quently, when the demand for credit
increased, the supply could not keep
up. In other words, the gap between
supply and demand was too large.
Second, there was a lack of au-
tonomy in bank operations con-
ducted by banking staif. The deposi-

tors showed considerable interest in’

the way their money was lent out.
The second attempt to establish
an Islamic Bank was in Egypt in
1963. The bank was named the Mit
Ghamr Saving Bank and was estab-
lished in the rural area of the Nile
Delta. Bank operations were also
based on the Islamic principles
where there was no interest either
paid to depositors, or paid by bor-
rowers. One difference that applied
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in this bank compared to the first in
Pakistan, was the eligibility to have
credit facilities subject to a deposit
for certain periods of time. The:o-
fore, a person who wanted to make
a loan, had to have deposit.

This experiment was success-
ful. Many branches were opened in
different areas of the country. Uiti-
mately, the bank which had started
as a one bank operation expanded
to form a network of local and sav-
ings banks [al-Naggar, 1973 in El-
Ashker 1987]. However, because of
the country’s change in political at-
mosphere, the experiment suffered
a setback. Butin 1971, under Sadat's
regime the bank revived under a
new name, that is, the Nasser Social
Bank, where the state was involved
in funding [El-Ashker, 1987].

3.2. The Development

The most remarkable develop-
ment in Islamic banking quantita-
tively occurred in the 1970s. During
this time and until recently, at least
forty Islamic banks -among about

hundred Isiamic financial institution
-were esmhliohaﬂ 'T'l-\nse Pt

and et

uuuuuuuuuu Otll Cau vuae

from United Kingdom to Bahamas

[Metwally, 1992]. The names of

some these banks, the establishment

year and their location listed in Ex-
hibit 2-3.

3.3 Bank Types

Due to their relatively new ex-
istence, Islamic banks have not be-
come differentiated as have West-
ern-style banks, where there are



known various ty pes as discussed in
part 2.3, of this paper. Classification
of Islamic banks, however, can be
made in two days, that is, in respect
of ownership. and in respect of busi-
ness motive. in respect of ownership,
Islamic banking can be classified

Exhibit 2-3;
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mnto three groups. They are the
bariks which are owned fully by Is-
lamic government, the banks which
z=e owned fully by the private sec-
tor, and those banks which are
owned internationally (Ahmad,
1987, Perwitaatmadja, 1991). Unlike

List of the Islamic Banks, the year of establishment and the countries where they

are operated.

Name of Bank

Nasser Social Bank
Dubai Islamic Bank
[slamic Development bank
Faisal Islamic Bank
Kuwait Finance House
Jordan Islamic bank

Faisal Islamic bank (sudan)
Kuwait Finance House
Bahrain Islamic Bank
Masraf Faisal Al-Islamic (Babrain)
Al-Amanah Isklamic Invesment Bank
Banque Mier

Islamic International for Istami Invesment and
Development

Al Raijhi Company for Islamic Invesment
Islamic Institution Bank of Bangladesh
Iranian Banking System

Masraf Faisal Islamic

Masraf Faisal Islamic

Masraf Faisal Islamic (DMII)

Kibris Islamic Bauk

[slamic Bank Intremational

Dal Al- Mal Al-Islamic Trust

Islamic Banking System Intexnational i

Holding S.A. (27 coutries)
Islamic Bank Malaysia
Masraf Faisal Islamic
Masraf Faisal Islamic (DMI)
Pakistan Banking System
Dar-Al-Mall (DMI)
Tadamon Islamic Bank
Qaton Islamic Bank
Al-Barka Islamic Bank

Bank Mua'malat Indonesia

Year of Paid Up Ca ltaJ
Establishinent | (Failtion vs 5| Couy

192 28 ~ EHgypt
1973 14 UE.A
1975 1.028 Saudi Arabia
1977 21 Egypt
1977 30 Kuwait
1978 9 Jordan
1978 9 Sudan
1978 10 Turkey
1979 15 Bahrain
1980 20 Bahrain
1990 - Philipines
1980 . Egypt
1981 s Egypt
1981 - JK
1981 10 Bangladesh
1982 20 Iraa
1982 20 Turkey
1982 0,6 UK.
1982 20 Guinea
1982 1 Syprus
1982 Kr25m Denmark
1982 16n Banhamas
1982 20 Luxemburg
1983 109 Malaysia
1983 20 Niger
1983 20 Senegal
1983 20 Pakistan
Subsidies - Switz.,land
1983 - Sudan
1984 - Sudan
1984 - Sudan
1992 - Indonesia
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Western- style vanking, in respect of
a business motive, Islamic banking
can only be classified into two, viz.
commercial ban':s and development
banks. However in some Islamic
banks countries like Iran, where all
banks have been isiamized, there is
also a central Banks which functions
and operates more or less as those
central banks in any other country.

3.3.1. Islamic Development Bank

So far, there is only cne Islamic
Development Bank (IDB) which is
Jocated in Jeddah, Saudi Arabia. The
bank which was established in Oc-
tober 1975 - as its named implies -
was more concerned with assisting
a member countries in respect of non
commercial projects, such as re-
search, education, irrigation, infra-
structures development and so
forth. There are currently forty
member countries (Abdu} Rehman,
1986).

3.2.2. Islamic Commercial Bank
This kind of bank like other
Western-style banks, is operated
commercially and is profit-oriented.
All Islamic banks at this time fall in
this category except the Islamic De-
velopment Bank. Since there are a lot
of products or services which can be
provided by these banks (see: point
3.4 Products and services), the pro-
cess of specialisation of Islamic
banks as those in Western-style
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Banks is only a matter of time.

3.4. Product and Services @

The products or services offered
by Islamic Banking are very typical.
However, some money of them are
still similar to those of Western-style
banks. the legal principles of the
products or services offered by Is-
lamic banks are briefly discussed
below :

(a). Wadi'ah

The Wagi;ah is an agreement
between a party who owns the
goods (including money) which are
entrusted to another party (includ-
ing bank) for the reason of safety of
those goods. When the Wadi'ah
agreement is free of other clauses or
conditions, it is called “yad
amanah”. in this case, the keeper
(bank) is not responsible for any
damage or loss of the goods, unless
the damage or loss is caused by an
officer ( a person) or a bank negli-
gence.

If the keeper (bank) ask per-
mission to use the goods or money,
or the keeper (bank) utiiizes the
goods or money without permission
from the owner this Wadi'ah is the
classified as “ yad ‘dhamanah “. In
this case the keeper (banks) is fully
responsible for any damage or loss.
However, any benefit raised from
utilization of the trusted goods or
money belongs to the keeper (bank).

@I This part is mainly adopted from blooklet published by Bank Islam Malaysia Berhard

with additions from various source
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(b). Mudharabah

mudharabah is an agreement
between the capital owner and the
businessman or entrepreneur,
where the capital owner has agreed
to provide all the capital needed and
the entrepreneur is fully responsible
for management. The profit gener-
ated from the operations will be
devided into agreed proportions. In
case of loss resulting from normal
business activities, the capital owner
bears all the losses, and the entre-
preneur loses only that profit which
would have been the rward of this
effort.

(c) Musharakah

Musharakah is an agreement
between two or moie parties, in
which each party agrees to join in
partnership for certain operations
within an agreed period. Each party
contributes to the capital of the
project, and agrees to divide the net
profit (and Loss) in the proportions
determined in advance.

(d). Murabahah

Murabahah is a resale contrast
between a bank and its client. The
bank agrees to pu rchase equipment
needed by the client, and then sell it
to the client at the mark-up price
which is agreed to by the client. The
payment can be done in the basis of
instalment. The validity of this con-
tract is subject to the condition that
both parties know the cost of the
equipment or commodity, and the
profit margiin made by the capital
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owner or bank.

(e) Bai’Bithaman Ajil

Bai'Bithaman Ajil is a purchase
agreement for a specific commodity
between seller and buyer, where the
sellers will deliver the commodity
immediately, but the buyer will
postpone the payment until a certain
period or will pay it on the basis of
instalment. The price of the com-
modity can be higher than the each
price, but once the price is deter-
mined, the seller is committed not
to change it.

(f) Bai’ ul -Salam

Bai’ ul -Salam is the opposite of
Bai’ Bithaman Ajil, where the buyer
pays immediately, but the delivery
will be postponed until the certain
period which is agreed in advance
by both parties.

{g) ljarah

Ijarah is a renting agreement
between owner of fixed asset (move-
able such as vehicle or other facili-
ties, or unmoveable like land or
building) -bank in this case -with
another party or bank custorner. The
renter has to pay rent to bank on an
agreed amount. The other kind of
Jjarah is a wage agreement contract,
where one party (bank) agrees to
pay another party (customer) for a
service rendered.

(h) Bai” al-Ta'jiri
Bai’ al-Ta'jiri is just like a lease-
sale contract. Or, similar to Ijarah
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with the additional condition where
the owner agrees to sell his asset to
the rentee at the specified price. The
payment has been made is calcu-
lated as the part of price the asset.

(1) Wakalal

Wakalah ic a contract between
two parties, where the first is repre-
sented by the other in performing a
specified task. The asset which is re-
ceived by the representative in per-

forming the task assigned, is as-
sumed as the Wadi'ah.

(j) Qardiu: 1l-Hasan

Qardhu ul-Hasan is a credit fa-
cility provided especially to those
who are in a financially difficultcon-
dition, particularly those who have
incurred unavoidable expenses like
health, a wedding, education and so
forth. The only obligation to be ful-
filled by the borrower is to return the
principal. No interest is to be
charged except, perhaps, a very
small amount of administration fee.

(k) Al-Rahn

Al-Rahn is an agreement be-
tween two parties, where the party
borrows money with an assurance
of a certain asset which is “lent” to
the second party. In the case that the
borrower cannot return the money,
the asset can be sold, and the money
lender may take money back as
much as the loan made by the bor-
rower. The excess of money on the
sold asset (if any) should be returned
to the owner of the asset or bor-
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rower.

(1) Al-Kafalak

Al-Kafalah is a bank guarantee,
that is the agreement between two
parties, (bank and client) where the
client will perform some task, or has
to pay some amount to a third party.
In this case if the client fails to per-
form that specified task, the bank
will guarantee its performance fully.

(m) Jo'alak

Jo'alah is a contract on the ba-
sis of one party (the bank or em-
ployer) undertaking to pay a speci-
fied amount of money ‘o the other
party (the contractor) for rendering
a specific service in accordance with
the terms and conditions of the con-
tract.

Based on these principles, the
products or services that can be pro-
vided by Islamic banks, are dis-
cussed in the next section.

3.4.1. Products to attract or collect
public funds

As the intermediary institution,
the bank has to attract the public to
deposit their fund with the bank.
The products that can be offered are:

(a). Wa'diah Current Account

This product runs on the
Wa'diah principle, where it can be
classified as yad amanah (no guar-
antee) or yad dhamanah (guaran-
teed but able to be utilized by the
banks). As with saving account in



Western-style banking, the client
can withdraw the money at any
time. In the Bank Mua’amalat Indo-
nesia, the client may be rewarded
with a bonus for not withdrawing
for a certain length of time {Noor,
1992].

(b). Profit Sharing Maudharabah
Saving Accotnt

This account will accept money
from a client on the basis of
mudharabah. That means the bank
may utilize the money in a certain
project. If the project gains a profit,
it will be distributed on an agreed
proportion. One thing that should be
nhoted with this account is, that the
client still can withdraw the money
atany time. But, the Bank Islam Ma-
laysia Berhad, treats the saving ac-
count on the basis of Wadi'ah prin-
ciple, Hence there is no profit shar-

ng.

(c). Mudharabalt Deposit Accotint

In this account, the bank will act
as entity which is trusted to operated
the business and the clients act as the
capital owners. As it is stated iix the
mudharabah principle, when the
project generales profit, it will dis-
tributed property on the basis of an
agreed proportion, but if the project
fails or incurs a financial loss (in nor-
mal business conditions), the capi-
tal owner bears all the finance risk.

Almost like a term depositin a
Western-style bank, the contract
should mention a specific period. In
the Bank Islam Malaysia Berhad for
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instance, the periods available to be
chosen range from three, six, nine
twelve until twenty-four months or
more.

3.4.2. Products to distribute the
funds collected

(a). Mudharabah (Profit Sharing)
Credit

This credit is provided or
“gold” to those who have the
project(s), but have no capital. In this
kind of credit, the bank will provide
the total capital needed but will not
parﬁcipate in any part of project
management. However, the bank
still have a controlling right over the
project, as well as the right to make
a proposal.

(b). Musharakah (Profit & Loss
Sharing0 Credit

As was explained earlier, in this
kind of credit, both the bank and the
client participate in capital and man-
agement. But, with permission f the
bank the client can manage the
project by himsef. The profit or loss
resultiug from operation will be dis-
tributed on the basis of an advance
agreement. The close example of this
product to what has been known in
Western financial society is probably
what is called Venture Capital.

(c). Murabahah (Purchase Credit
On Maturity Date)

The bank will purchase a cer-
tain commodity (moveable or un-
movable) needed by the client, and
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resell it with a mark-up price. The
cost and mark-up price are subject
to agreement between bank and cli-
ent. An instalment is payable on the
maturity date which is agreed to by
the bank and the client.

(d). Bai'Bithaman Ajil

Bai'Bithaman Ajil is basically
similar to Murabahah except in re-
spect of the time frame of initial in-
stalment payment, where there is no
maturity date mentioned.

(). ljaral

The client rents something (a
moveable or unmoveable commod-
ity) from a bank, and for this he or
she has to pay the rent.

(f). Bai’ Al-Ta'jiri

Bai' Al-tajiri is exactly like pur-
chase-leasing, where the client lease
something from the bank, and at the
end of leasing contract, the client has
an option to purchase the leased
commodity.

(g). Qardh ul-Hasan

Qardh ul-Hasan is a pure loan.
The bank provides this joan any
party who may need it, especially in
relation to basic needs and unavail-
able expense(s) -such as health, edu-
cation and so forth - for which the
person can not pay for. The clients
are not asked to returned the credit
except the capital on agreed matu-
rity date, plus some small charge for
administration expenses. The return
payment can also be done on the
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basis of an installment.

Although this credit is basically
designed as consumptive product,
to some extent it can be provided as
a productive one, such as to assist
the people who face bankruptcy.

3.4.3. Other Services

In respect of services, a bank
can also provide the (a). Al-Kafalah,
(b). Al-Hiwalah (Tra nsfer), (c). Al-
Jo'alah, and (d). Al-Wakalah. In ren-
dering these services the bank gen-
erally charges the client a fee.

From these various products or
services of Islamic banks, it can be
demonstrated that there is no single
of the word interest. Therefore, they
are not like the Western-style bank-
ing products or services, where al-
most every products or services
(credit facilities) sold is priced on the
basis of interest.

3.5. Bank Organization

In the Islamic Banking organi-
zation, generally there are three
bodies which manage and supervise
the activities of the bank. These in-
clude the Annual General Meeting,
the Religious Supervisory Board,
and the Board of Directors [El-
Ashker, 1978]. The functions of the
Annual general Meeting and Board
of Directors are similar be slightly
different. For example, in the Faisal
Islamic Bank of Egypt, the Board of
Directors may select a chairman
from amongst its members and a
Governor frdm amongst its mem-
bers or from outside.



The Religious Supervisory
Board is formed to ensure that the
bank’s dealings and activities are
run in conformity with the principle
of Islamic law (shari’ah). This board
generally consists of three to five
members who are selected from
amonggst Islamic scholars and jurists.
The board members are appointed
by a decision of the Annual General
Meeting. This has the power to fix
remuneration at the proposal of the
Board of Directors.

More specifically, the task of the
religious supervisory board, particu-
larly in case of Faisal Islamic Bank
of Bgypt as written by El-Ashker
[1987] is:

....to provide advice and undertake re-
views concerning application of the
Shari‘a. In this respect the religious
board has the status of financial audi-
tor with all his capacity. It has the right
to request the holding of a special meet-
ing for the Board of Directors to explain
its views on matters of Shari’a.

More over, the religious board prepares
a religious auditing report which isre-
garded as part of the annual repori,
similar to financial auditing. In this re-
port the religious board verifies
whether the bank’s operation are in con-
formity with the Shari‘a. The names of
the members of the religious board are
publishied in the bank’s annual report
alongside the names of financial audi-
fors.

However, these three bodies
seem to function in a manner simi-
lar to the several divisions in West-
ern-style banking, each having its

responsibilities and sphere of influ-
ence.

2 6, Financial Statements

Regarding the example that can
be seen from the Bank Islam Berhad,
the bank also issues financial state-
ments which consists of a balance
sheet, income statement and state-
ment of change in financial position.
The discussion of each statement is
as follows:

3.6.1. Balance Sheet

The basic structute of Islamic
Bank’s balance sheet is still similar
to its Western counterparts’ balance
sheet that is, it consists of an assets
group and liabilitiescapital equity
group. However on close examina-
tion the individual accounts of this
group indicates that there are sev-
eral differences. In the asset items for
example, there is no “loan” account
which in the Western-style bank’s
assets generally is the biggest ac-
count. On the contiary, there is what
is calied “Financing and Investment
of Custcmer” and “Investment” ac-
counts. These two accounts, in the
case of the example provided ere
also the biggest accounts in regard
of their value, compared to other
assets. In addition, there is also
“Stock of Commodities” account
which has a great value as well. In
the liabilities and equity group of ac-
counts, Islamic Banks do not have a
bond or any security which bears in-
terest. On the contrary, there is zakat
payable beside taxation, and invest-
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ment [of clients] which is classified
as current deposits of customers.
These differences however, in-
dicate the diffc.ent way of operation
of Islamic Banks compared to West-
ern-style bank, where in any, any
product or services bearing interest

is heavily avoided.

3.6.2. Income Statement

The basic structure and ingre-
dients of the Islamic Bank Income
Statement is still similar to their
Western-style bank counterpart. The
major difference is, there is no inter-
est account, whether in respect of
revenues items, or in operaﬁonal ex-
penses. As mentioned in part 3.4, the
revenue of Islamic banks is gener-
ated from profit sharing products,
mark-up pricing, leasing, or fees.
Whilst in respect of expenses, the
banks also avoid any transaction
bearing an interest cost.

3.6.6 Statement of Changes in Fi-
nancial Position

Unlike Western-siyle banking
[Rose and Fraser, 1987], or in the
case of Western Bank, (see the ex-
ample of the Financial Reports in
Exhibit 2-1 and 2-2 above), Islamic
Banks, -at least in the case of Bank
Islam Malaysia -also issue a State-
ment of Changes in Financial Posi-
tion. However, this report does not
indicate any significant difference to
a similar report or statement which
is usually issued by any other com-

pany®).
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4. Differences and Similarities
After comparing these two
kinds of banks, the differences as
well as the similarities between
them becomes more transparent.
The following is a discussion of
these differences and similarities.

4.1. Differences

In respect of its early history, it
is obvious that Western-style bank-
ing existed much earlier than Islamic
banking. Although no one knows for
sure when the Western-style bank-
ing began [Rose and Fraser, 1987,
Muslehuddin, 1990}, its roots can be
found in about five thousand years
BC [Muslehuddin, 1990]. On the
contrary, Islamic banking activities
-at least according to Udovitch
[1979] and various Islamic sources -
started around the 7th century (by
coincidence with the appointment of
Mohammed [peace be upon him] as
the last Prophet and Messenger who
was responsible for the spread Is-
lamic teaching).

Nevertheless, many authors
agree that the modemn western-style
banking, began on about 14th cen-
tury, and develop rapidly on about
the 16th and 17th centuries, coincid-
ing with the industrial revolution in
England [Rose and Fraser, 1985].
Whilst on the other side, to offer
funds to those who need loans or
credit, both banks are different in
measuring the “price” of money ei-
ther to depositors or to borrowers.

In this case, Western-style
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banking uses interest either as re-
ward for money saved or deposited
by depositors, or to charge on loans
borrowed. While Islamic banks
mainly use a profit and loss sharing
approach both to depositors and
borrowers. In Islamic banking, inter-
est is absolutely prohibited because
interest is assumed as usury, and
usury is stated clearly in the Qur'an
as a prohibition. Hence, any trans-
action in Islamic banking, should be

as possible avoid interest or usury.

The difference in viewing and
treating interest is the most impor-
tant point of difference between
these two styles of banking. This, in
turn, generate some other difference
as will be discussed in the follow-
ing paragraphs.

In relation to bank organization
due to the commitment of Islamic
Bank to Islamic iegal principles, ev-
ery Islamic bank has what is called

Exhibit 2-4; Profit and Loss Account Of Bank Islam Malaysia Berhad.

BANK ISLAM MALAYSYA BERHARD
Profit and loss Account
Year Ended 30th June 1988

Group Bank
1988 1988
$'600 $'000

Operating revenue 73,082 71,095
Profit before zakat and taxation T 6,458 6,187
Zakat (365) (358)
Taxations (3,725) 2.858)
Profit after zakat and taxation but before
minority inters and extraoidinary item 2,198 2,971
Exatraordinary item - -
Profit/(Loss) after zakat,
taxation, minority intert
and extraordinary item 2,198 2,971
(Accumulated losss)/retained
profits brought forward (1,233) 2,027

965 4,998
Transfer to reserve fund (1,490) (1,490)
Proposed dividend of 2% (1987:Nil) less (1,039) (1,039)
35% tax B
(Accumulated losses)/retained
profit carried forward (1,564) (2,496)

®) Recent changes in accounting standars in respect of statments of changes in financial positivos

have resulted in statements of Cash Flows becoming more common
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Exhibit 2-5 o s i - o apil AR
Consolidated Statement of Changes in Financial Position of Bank Islam Malay-
sia Berhad. ]

" BANK ISLAM MALAYSYA BERHARD |
Consolidated Stitement od ‘Chinhges In

. Financtal Positlon'. :-»¢ '+ - e
For theYear Ended 30th.June 1988 B
5 " i Group Bank '
1988 1988
$'000 $'000
SOURCE OF FUNDS L _
Profit for the year after Zakat and taxations but before """
minorrity interst and extraordinary item increase in takaful ‘' 2,368 397 ¢
fund 4,737 2912
7,108 3,309
Adjustments for items involving the movement of fund:’
Deferred taxation 1,300 1,900
Amortisation of intagible assets 97 97
Depreciation 3.219 2,693
Fund generated from operations 11,721 7,999
Increase in:
Current, saving, invesment and other deposits
of customers 213,084 242,240
Other liabilities (Including taxaiion and zakat payable) 1,833 3,125
Bill Payable 2,437 B
Descrease in:
Bill receivanle - 162
Cash and Balances with banks and agents - 5,515
Stock of Commaodities 21,374 -
320,449 259,041
APPLICATION OF FUNDS
Purchase of fixed assets 2,477 3,13
Purchase of invesments 119,828 180,811
Increase in: .
Cash and balance with banks agents 3,836 -
Financing and invesment of cestumers 182,553 33,260
Statuory deposits with Bank Negara Malaysia 8,370 7,156
Stock of commodities - 31,650«
Other assets 2,489 101
Bills rceivable 896 -
Decrease in bulls payable - 2,924
320,449 259,041

a “Religious Supervisory Board” or
RSB -some banks have named this
“Shari’ah Supervisory Board or
Council” or SSB/ C -which is respon-
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sible for the supervision of bank op-
erations to ensure that they conform
with the Islamic principles. This
bedy, however, is never found in



Western-style banking.

The other differences are obvi-
ously the products or services of-
fered. As discussed earlier, the dif-
ferences in products are also clear.
Western-style banking cannot be
separated from any product bearing
interest while Islamic banking can-
not accept any product bearing in-
terest.

In relation to financial reports -
unless the difference of types of re-
port issued- the differences can be
seen in the sense of the composition
of each account. This is indeed the
consequence of how each bank
views and treats the interest. For
example, interest is the major rev-
enue gathered by Western-style
banking. On the other hand, rev-
enues in Islamic Banks are mostly
generated from profit sharing.

The other difference in the bal-
ance sheet of each bank, particularly
in the current accounts group, is the
loan account. It is one of the major
account in the Western-style banks’
balance sheet, while in the Islamic
banks, loans do not exist, or if they
do, itis in very insignificantamount.

However, conceptually there
seem no significant difference be-
tween accounting concepts applied
by the Western-style banking and Is-
lamic banking. Both styles use an
“historical” concept, for example.
The difference so far can be seen is,
the Bank Islam Malaysia Berhad
uses the the “cash basis” concept, as
used generally by Western-style
banks. However, still has not been
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uniformity amongst Islamic Banks
around the world, because some Is-
lamic banks use the “accrual or time
basis” in order to recognize their
income [Gambling and Karim,
1990].

The difference in the sense of
variety of bank types between two
styles of banks -even exists- will not
be discussed more. Although itis not
so relevant to the topic of study, the
variety of types of bank in Western-
style model, might be the conse-
quence of their iong age and the se-
vere competition amongst them-
selves as well as other financial in-
stitutions. In the Islamic bank life,
the different bank types may exist
after these banks become more ma-
ture and more severe in competi-
tion, hence cne bank should concen-
trate in a specific field only. There-
fore, this is only a matter of time.

4.2. Similarities

Some similarities are found be-
tween Western-style bank and Is-
lamic bank. They are discussed as
follows. First, both are financiai in-
termediary institudons. Because of
this, both attract money surpluses
from individuals or institutions in
the form of deposits -whatever a par-
ticular bank has named them -and
then offer these funds to those who
need them. Through this way, both
are functioning as money creators.

The other similarity is the way
the bank is organized. Apart from
the religious Supervisory Board in
Islamic banks, the bodies are orga-
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nizationally essentially similar, in-
cluding the divisions or depart-
ments within the bank.

The financial reports which con-
sists of the balance sheet and the in-
come statement (and statement of
changes in financial position issued by
the Bank Islam Malaysia Berhad) ba-
sically do not indicate the essential dif-
ferences. This might be due to the fact,
that accounting concepts and practices
which have been develop well in West-
emn countries are viewed by the Islamic
banks -which just existed since about
the last two decades -as the acceptable
and applicable concepts, which are not
contrary % Islamic law, although to
some extent, these concepts have been
adjusted.

The adjustments, nevertheless
indicate that the Western accounting
concepts and practices do not totally
fit into Islamic law. This is perhaps,
because Western accounting concepts
were developed on the basis of capi-
talism and or liberalism, while in Is-
lamic teaching, this philosophy is not
generated from what Allah (SWT) has
revealed (the Qur'an) or Al-Hadith.

Howeves, the similarities oi ac-
counting concepts and practices and
how they possibly should be different,
will be studied deeper in later. It is ac-
tually the main topic of this study over-
all.

5. Conclusion
Two models of bak -Western-
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styie and Islamic-style- have been dis-
cussed and compared considerably.
The study indicates that there are
som- important differences between
the Westemn-style compared to Islamic
one. The most essential difference was
the commitment of Islamic banks to
obey Islamic law in their operations.
Hence interest which was the most
important concepts in Western-style
bank, is totally avoided by Islamic
banks.

One thing thet has not been ar-
swered through this review is the
question whether the concepts of ac-
counting which have been adopted
and practised by Islamic banks at the
present should be rejected. Should
they be different in Islamic banks, due
to rejection of the concepts of interest,
and to some extent the derived con-
cepts of the accrual basis. This ques-
tion, however, will be answered in
subsequent studies.

The study also showed that
there are some similarities between
the two different models of bank.
They are the main function of bank
as the financial intermediary institu-
tion which attracts money surpluses
from the public, and at the same time
offer loans or credit to those wha are
in need. A similarity also exists in the
sense that both banks function as in-
stitution which offer particular ser-
vices such as money transfer, money
exchanged, bank guaranty, safe de-
posit box, leasing and so forth. o
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