CHAPTER 3




Afghanistan

Afghanistan, where 99% of its 29 million people are Muslims, is attempting to expand Islamic
financial services and lure international investors to help reduce the nation’s reliance on
overseas aid for reconstruction after more than three decades of war. Islamic banking will help
attract cash from Afghans, who refuse to use non-Shari‘a compliant institutions

Economic instability and legal obstacles have slowed the introduction of modern forms of
Islamic finance in Afghanistan. But Shari'a-compliant instruments are playing a role in the farm
sector through a US-funded aid programme. Afghanistan plans to sell Islamic bills for the first
time following the withdrawal of foreign troops in 2014. The Afghan government is using
Islamic financial contracts to extend credit to farmers in areas where conventional banking has
not fully satisfied demand for funds. The Agricultural Development Fund (ADF), set up in 2010
through a USD100 million grant from the U.S. Agency for International Development (USAID),
offers both conventional credit and Islamic financing. In December, the Asian Development
Bank (ADB) provided a USD750,000 grant to promote Islamic banking in Indonesia, Pakistan,
Bangladesh and Afghanistan. The money will be shared between those countries' governments
to help their banking systems to meet regulatory standards set by the Islamic Financial Services
Board.

As many as 18 banks are working in Afghanistan. Out of these, Kabul Bank, Ghazanfer Bank,
Alfalah Bank, Azizi bank and Bank-e-Milli Afghan are providing Islamic banking in the country.
Bank-e-Millie Afghan, which started operations in 1933, forecasts the number of its Shari‘a-
compliant customers will increase 50% over one year from 15,000 after legislation on Islamic
banking is passed. After the success of Islamic banking in Pakistan, local banks want to steer
towards Afghanistan which has a rapidly emerging market for the financial industry. Several
local banks are eyeing Afghanistan to expand themselves.

Australia

Sukuk is being promoted as ideal for Australia’s capital-intensive industries such as construction
or mining, but tax rules and pricing are still limiting access. Some also see sukuk as a way to help
meet the huge shortfall in infrastructure funding Australia is facing. In December, Melbourne-
based venture capital adviser Yanese Chellapen began offering Australian companies access
to the Malaysian sukuk market. In the same month, Australian fund manager Crescent Wealth
launched the country's first Islamic pension fund, through a deal with the Association of
Independently Owned Financial Professionals (AIOFP). The Islamic pension option will be
offered through AOIFP's Personal Choice Private eWrap - an account that provides investors
access to a wide range of investments, superannuation, pension, insurance, managed funds,
cash and term deposits and ASX-listed securities. The agreement will allow retail investors in
Australia to transfer all or part of their superannuation savings to Shari'a-compliant investment
options offered by Australia's first Islamic wealth manager, Crescent Wealth.

Firstmac, a non-Bank lender, has offered Shari'a-compliant finance via several providers,
including Melbourne mortgage provider MCCA for over a decade. But it wants to securitise
that through a sukuk. They would have become the first organisation in Australia to issue sukuk.
However, the Solar Guys, a solar panel and heating installer, will issue a USD100 million sukuk via
ajoint venture, SGI-Mitabu, early in 2013, as a part of a USD500 million raising to build a 250MW
solar power plant in Indonesia. It is doing it through the International Business and Financial
Centre in Labuan, one of three tax-free Malaysian islands.

Azerbaijan

Previously, the government's fear of political Islam forced banks to conduct clandestine
Islamic finance operations in which Shari'a-compliant deals were hidden under the veneer of
conventional banking. Now several banks in Azerbaijan openly offer a limited range of services
based on Islamic principles. The International Bank of Azerbaijan (IBA), the country's largest
lender, opened an Islamic window providing finance to small companies. In September, IBA
signed a commodity murabaha agreement to obtain USD20 million of financing from the
Islamic Corporation for the Development of the Private Sector (ICDPS), to offer Islamic trade
financing to private sector companies in Azerbaijan. The IBA had planned to offer a USD150
million Islamic loan, a one-year private syndication that would have been the first of its kind in
Azerbaijan. The bank s in talks with a number of Gulf-based lenders to manage the syndication.
IBA plans to increase its Islamic banking assets to USD120 million by the end of 2013 from
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