
                                                                                     

 
 
 

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION  
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria 

Tel: (+43-1) 26026-0 · www.unido.org · unido@unido.org 

 

 

 

 

OCCASION 

 

This publication has been made available to the public on the occasion of the 50
th

 anniversary of the 

United Nations Industrial Development Organisation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

 

This document has been produced without formal United Nations editing. The designations 

employed and the presentation of the material in this document do not imply the expression of any 

opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development 

Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its 

authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or 

degree of development. Designations such as  “developed”, “industrialized” and “developing” are 

intended for statistical convenience and do not necessarily express a judgment about the stage 

reached by a particular country or area in the development process. Mention of firm names or 

commercial products does not constitute an endorsement by UNIDO. 

 

 

 

FAIR USE POLICY 

 

Any part of this publication may be quoted and referenced for educational and research purposes 

without additional permission from UNIDO. However, those who make use of quoting and 

referencing this publication are requested to follow the Fair Use Policy of giving due credit to 

UNIDO. 

 

 

CONTACT 

 

Please contact publications@unido.org for further information concerning UNIDO publications. 

 

For more information about UNIDO, please visit us at www.unido.org  

mailto:publications@unido.org
http://www.unido.org/


' . 

Consultancy Services to UNIDO 
Name of Consultant: M. Allahwerdi 

Office: ICF'B 
Agreement No. CLT 86/1007 
0llotment Acc. Code: UC/INT/86/053/A/11-52-6 

WOFJ.SHOP ON INDUSTRIAL FINi::tNCING OF ISLAMIC BANr:S 

Table of contents Terms of Ref. Item Page 

-Joint ventures 

-Co-operation between Int'l 
Org·ns and Islamic Banks 

-Methodology/questionaire 

-Problems and recommendations 

3 

4 

2 

1 

1 to 12 

13 to 19 

2() to -.c-
,L.J 

r;. ...:.o to 27 

Note: The Consultant ~ttended the Wor~shop and participated in 
its dctivities as directed. All the material above were submitted 
in their final form after several revisions based on 
con~ultations with Mr. M. Abdelmon~im. 



1 

WORKSHOP ON THE INDUSTRIAL FINANCING ACTIVITIES OF ISLAMIC BANKS 

U N I D 0 
<Vienna, 16-20 June 1986> 

JOINT VENTURES AS A FINANCING MECHANISM 
PRACTICED IN ISLAMIC BANKING 

FOR INDUSTRIAL DEVELOPMENT 
************************** 

Prepared by 
Munir Allahwerdi 
UNIDD Consultant 

A special form of financing which involves more tha~ one source 
of finance for investment in an industrial undertaking is a 
mechanism popularly ~nown as a joint venture. Muney may be 
substituted for by such inputs as equipment, experience, good 
will, patent and similar rights, work, collaterals etc. as part 
of what is invested. This feature is particularly useful in 
satisfaying one of the fundamentals of Islamic investment which 
requires that money by itself should not be allowed to earn 
unless combined with a useful! activity. The profits from a joint 
venture may include, In addtion to money or equity, 
socio-economic benefits, experience, national security, 
technological self reliance, transfer and development of 
technology etc. 

[9ch party in a joint venture may have declared or undeclared set 
of objectives which can be toltally different from those of the 
remaining parties if not contradictory. 

Joint ventures.have four distinguishin~ features: 

a> they are formed to create a new enterprise, or an 
expansion of an existing one which is so far-reachi~g 
that it is effectively a new enterprise. 

b> they are established by one or more partners who all 
intend to share in i> the initial investment in 
monetary terms and/or the other forms of investment 
Cinputs> e.g. equipment, work etc., ii) the risks. 

! 
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c> they pool their manegerial and technical resources and 

share i> the new experience gained and ii> material 

profits, if any. 

d) they have a set of accounting records separate from 

the accounting records of their promoters, in order to 

determine the profit or loss from the joint venture. 

Since Islamic banks as well as development banks in general are 

distinguished with their commitment t~ a~hieving socio-economic 

justice based mainly on mora: grounds rather than on profit 

making, joi~t ventures with the possibility of addressing a 

multitude of objectives, provide a convenient way for achieving 

those objectives which in turn, reflect, the realities of the 

parties concerned. Here, the sharing of management referred to in 

<c> above is of particular importance due to the fact that 

management, in order for it to be truly effective in shaping the 

outcome of the joint venture must include technical management. 

And the sharing of technical management in industry points to 

what is known as the unpackaging of thechnology which shall be 

explained subsequently. 

Joint Ventures vs. Co-financing 

It can b~ said that almost all modalities of Islamic project 

financing are joint ventures of one kind or another. However, 

distinction must be m~de between truly joint ventured and merely 

cu-financed projects. True joint ventures are situations where 

more is at stake due to the involvement which would require 

closer participation in activities in contrast to the case of 

mere co-financing where the investm•nt r•mains r•l~tively secure 

even without any participation in activities. The equity 



participation <Musharaka> and the Mudaraba m~dalities require 

closer participation than for instance the Murabaha and the ljara 

<Leasingi modalities. Co-financing is more amenable to the 

Murabaha or Ijara modes whe~e joint management is not required 

< i~ not prohibited>. This distinction_becomes vital in ordering 

feasibility studies for the project and later on in providing the 

necessary backstopping and management. From the banker"s point of 

view the feasibility study may emphasise different aspects of the 

same project depending on whether the bank is involved in joint 

venture or in just co-financing. In joint ventures, each party 

needs to make sure that the other party<ies> can deliver their 

inputs as expected since the fate of the bank"s investment may 

depend on those inputs" quality and timely delivery as in the 

case of establishment of a factory which needs electric power and 

water where one part~ - usually the government- undertakes to 

provide them to the project from its own resources to represent 

part of its equity in that factory. In co-financing the timely 

supply of electric power and Wdter may not be of the same 

interest to the bank if the bank has been guaranteed the return 

of its investment as in the case of Murabaha or some other 

arrangement. When the bank realizes that it is joint venturing, 

it may need to have tn~ feasibility stuDy cover the design of the 

electricity and water faciliti~= and appraise their 

dependability. 

Advance knowledge of the objectives and realities of each party 

in a given joint venture should help select the most ap~.·opriate 

Islamic financing modality. It is therefore usefull to &egregate 

various type& of entitie& which are likely to be interested in 

becoming parties to joint ventures. By way ~f illustration and 

not enum•ration, the following seven types are briefly described: 



1. Entrepreneurs <insti~utionalized or individual> •ho have 9ood 
ideas and need both financing and t•chnological •anage•ent in a 
t•chnologically dependent country Mhere the importation of 
technological software and hardware are requir~. They seek 
partners to a jo1 nt ·.renture Nhereby, 

a- All technological inputs are imported from a party or 
p~rties to the same joint venture who has or can 
provide the technology on concessional basis. 

b- Full or partial financing of the imported 
technologies. 

c- Reali:e a one shot profit • 

d- Create a continuous source of profit 

2. Entrepneurs <as above> who have good ideas and a part or all 
the technologic~1 ~nputs needed where they can truly substitute 
some or all the necessary i•portations. They seek partners to a 
joint venture whereby, 

a- They appear •ore co•petent towards local authorities 
or private investers who hesitate trusting local 
e~:perti se. 

b- Partial financing of technologies- local and/or 
imported. 

c- Financing of Marking capital. 

d- Cr~ation of an institution <industry> ...tlere their oNn 
skill~ could be used and converted into profit. 

e- Strengthening of their own technological capabilities. 

f- One shot prof it. 

g- Contin~pus sourc~ of profit. 

NOTE: THIS SORl OF JOINT 
VENTURES HAS PROVEN RESULTS IN TERMS OF 
FULLER UTILIZATION OF EXISTING 
UNDER-UTILIZED NATIONAL TRAINED 
MANPOWER WHO "AV NOT NEED MUCH l'IORE 
TRAINING OTHE~ THAN BEING 61VEN THE 
O~PORTUNITY TO PUT THEIR SY.ILLS INTO 
USE. 



3. Exporters of technology <h•rdN•re and softw•r•, ••inly capit~l 
9oods and •ngineering> by parties from • technologically less 
dependent <t•chnologic•lly stronger> country Nho h•v• th• 
following objectives: 

a- Open a new m•rket. 

b- Reduce initial risks by benefitting from local 
e::perti5e in their knowledge of loc•l conditions imd 
their contacts. 

c- Expand volume of business in e:-:i;:sting t1arkets. 

d- Explore a new market potential. This can be extremely 
dangerous as the~, in the process tend to pr•ctice 
dumping where healthy new new national enterprises may 
becot1e casualties. 

e- One shot profit. 

f- Contiuous source of profit. 

4. A technologically advanced •nd commercially viable enterprise 
which envisions the start of a new line outside its i-.edi•te 
competence &e•king • joint venture with another technologically 
adv•nced enterpri•e cDMpetent in the new line to be establi•hed •• 
Its objectives ••Y be; 

a- Smooth start up of the new line with •iniaua pitfalls. 

b- Efficient and econa.ical production without the need 
for govern.ent protection. 

c- Better export possibiliti•s of the new product. 

5. P•rtners ~uffering severely from national obst•cles who find 
in joint venturing with a foreign enterp~ise an instrument ~o 
by-pass ~ho5e obst•cles, p~rticul•rly where foreign firms enjoy 
special conces~ions which nationals do not • 

.. 

l . 
1 
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6. Development Banks including Islamic Banks and individual 
investors. Their objectives may include; 

a- Socio-economic dev&lopment 

b- Profit. 

They usually need; 

c- Ideas 

d- Projects 

e- Feasibility studies 

f- Technology unpackaging 

g- Engineering services and contract docume~ts 

h- Project supervision and control 

i- Financial control 

J- Appraisal and evaluation 

7. Governments of Developing Countries. Their objectives 
include; 

a- Transfer ot technological capabilities from the 
foreign party to the national party of the joint venture. 

b- Savings on foreign exchange by paying the share of 
the national party in local ccrrency. 
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Technology Unpackaging; A basic tool 

for industrial joint ventures. 

Since joint ventures whether in industry, agriculture or 

construction would normally involve technology unpackaging, an 

actual case which involved the division of financial 

responsibilities, management, technical analysis, design and 

manufacturing of equipment between parties to a joint venture 

which achieved its goals successfully is briefly presented. 

Technology unpackaging is the process of analyzing the technical 

activities needed to realize a technological project to its 

elementary components; concept, analysis, design, manufacture, 

testing, construction, erection, start-up and op~ration and 

reaintenance. Design for instance, when unpackaged, is broken down 

to the design of building foundation, the superstructures, the 

electrical control system, the transformers, motors etc. The same 

principle appl~es to construction and manufacturing and so on. 

Once this is achieved, a shopping list is generated for 

procurement of compc~ents <software or hardware> and item b/ item 

fr·om varioufi sources rather than from one source only as in the 

case of turn-key projects.The various &ources may mean £avings in 

overall costs, local manufacture and fuller utilization of 

endogenous capabilities. he last is in effect on the job 

training, reverse brain drain and freedom to response to market 

forces. 



Case study in joint venture 

DESIGN, MANUFACTURE, CONSTRUCTION 

AND ERECTION OF A PUMPING STATION 

A joint venture was formed in 1969 between an entrepneur in an 

Islamic country and a trade organization in a European country 

which acted as an umbrella for several manufactureres. The 

parties to the joint venture and their objectives were along the 

description items 2.a,b,d & g and 3.a,b & f respectively as 

described earlier. It was specifically designed to respond to a 

specific project requirement in the islamic country whose 

government became the client. In no way any party to the joint 

venture could have responded to the clients call for offers on 

its own and much less achieved its objectives without the other. 

Thanks to the joint venture, all objectives were met and the 

client got its project realized at about half the estimated cost 

as result of this joint venture. 

Description of the rationale 

Which lead to the joint venture. 

1. In order to be competitive enough to win an attractive 

contract and drawing on his knowledge of the country, the local 

entrepneur needed to introduce new technical ideas never applied 

before in the country for irrigation pumping. The ideas 

encompassed structural,' hydr•ulic, mechanical and •lectric I 
I , 



aspects of the projected pumping plant which was of major 

dimensions. The European party, thanks to its flexibility as a 

private concern and competence accepted the ideas. This helped 

the client accept them as well <objective 2.a) since the wisdom 

has been that a reputable Europ~an company wouldn·t agree to 

technologically unsound ideas. As a result, the offer was based 

on those new technical ideas which deviated drastically from the 

clients original specifications. The bid was for a total of half 

a million 1969 US dollars down from around one million bid other 

international consortia who based their price on the original 

specifications. The other international consortia wer£ in effect 

joint ventures as well but did not utilize fully the advantages 

of joint ventures. 

2. The national entrepnuer encountered a financing problem. In 

order for him to be acr.epted as credible candidate suitable to 

underta~e a one million dollar contract, he was expected to set 

aside at least f200,000 in c~sh and much more 1n assets and 

collaterals. This was far beyond his ability, and even the 

European par~y was not prepared to risk such capital 1n a new 

venture and in a new country. Co-operation between the two 

parties and mutual trust enabled them to circumvent the problem. 

They planned the cash flow based on the terms of payment by the 

client. And they adjusted the manufacturing and construction 

schadules so that accrued payments would •n&ure tha planned cash 

flow - something not li~ely to 1mpl•ment h•d it not b•en for the 

••nse of partner£h1p emLcdied in the spirit of joint venture- and 

th•y •x•rci••d som•, but legitimat• fl•xibility in pricing. With 



that only a small fraction of the said amount <the r.ormally 

required capital> was actually needed <2.b> of the objectives 

referred to earlier. 

3. The division of technical activities based on unpackaging of 

the technology enabled the local entrepneur to reserve the 

following to his discretion which meant net transfer of 

technological resposibilities to nationals: 

All field work from site survey, geology, site planning 

and preparation, civil, structural, hydraulic design 

and execution, acceptance of machinery, inspection, 

erection, testing and a two year general ~upervision of 

operation and maintenance. 

Design of part of the mechanical equipment such as 

cranes and trash-~acks which were entrusted to local 

multipurpose workshops and manufactured according to 

specifications with considerable savings in cost and 

time. The saving in time was a great bonus since having 

the cr~nes ready, installed in place prior to arrival 

of the heavy machinery ~~de erection work easier and 

faster. 

This aspect provided proving grounds and created demend 

for services and products cf national engineers, 

manuf~ctur~rs and objective <2.d>. 

4. The European party wanted to extend its line of production 
I 
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from tl~bines for hydro-electric power generation to propeller 

pumps in the international market. It had never executed any 

projects in the country of the entrepneur, and much less had it 

competed In the field of irrigation pumping. In that respect it 

was opening a new market as well. By joint venturing, it achieved 

doing both in a very competitive field wher~ sever~l gi~nt 

transnationals were firmly in control of th· market. It succeeded 

in avoiding labour problems, the high cost of representation and 

knowing the country- objectives <3.a & bi. 

5. Both parties realized their intended profits after all 

accounts being settled with no need for arbitration or court 

action- objectives <2.f and 3.e>. 

ONE MINOR DIFFICULTY 

Manyfacturers of plants especially during the process of 

expansion into new markets try to ensure that upon completion, 

the plant runs smoothly with minimum trouble which might harm 

their reputation. When the local party to the joint venture 

undertakes the responsibility for erection of the plant, and 

since the performance of the machinery depends to a large extent 

on the quality of erection work they <the manufacturers> try to 

reser~e to themselves a controling role in the erection process. 

This role may prove to be quite costly due to the high cost of 

travel, per diem and remuneration for members of tl1e erection 

team of engineers and techniciens. The instrume~t commonl J•ed 
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by the manufacturer to impose his role is threatening to escape 

from his responsibility for repair or replacement in cases of 

major malfunction during the maintenance period of the plant's 

operation- the usual guarantee. To resolve this problem, use was 

made of the United Nations approved general conditions for 

international trade which covered responsibilities in the case of 

major failures. This document - commonly used in international 

trade ascertained the resposibility of the manufacturers for 

proper performance of the machinery they supply unless the 

malfunction is proven to a result facters unrelated to the 

manufactureres work or it is proven that faulty foundations or 

structures was tjhe cause. The local party, confident of the 

quality of his work agreed to the limited protection provided by 

the UN document which was accordingly attached to the joint 

venture agreement. No failure of either kind occured and 

responsibility for all minor repairs and maintenance remained 

with the local party. 
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co-oPERATION IETWEEEN INTERNATIONAL ORGANIZATIONS 
AND ISLAPIIC BAN<S 
***************** 

In their endeavor to forster industry in their respective 
countries and other countries of the OIC member states, the 
Islamic banks have a definite need for technical support from 
various international organizations Nhich have •ore experience in 
industrial development among which the most relevant is UNIDO. 

UNIDO is an organi=ation established by Governments to promote, 
co-ordinate and support industrial d~velopment. It extends 
technical assistance to almost all countries of the world 
including the Developed nations, but mostly to the developing 
countries. And funding for its activities in this respect is 
derived aainly from the following three sources: 

l. UNIDO's own regul3r budget including the UN 
Industrial Oevelopment Fund <UNIDFi; 

2. UNDP allocations of the Indicative Planning Figures 
<IPF>, and the vario~s-financing mechanisms it 
adminis~ers, such as the UN Capital Development Fund, 
the UN Financing System for Science and Technology for 
Development, etc. 

3. Cost-sharing Nith recepient or with other donor 
countries. 

In 1985, l.lllIDO executed 1,694 projects coatinQ US$94.S •illian. 
And th• distribution by source of funding in the .... period .... 
•• follows: 

SOURCE OF FUND SHARE OF TOTAL.Cl> 

United Nations Development Programme 67.2 

UN Industrial Development Fund <UNIDF> 11. 6 

Regular programme of the United Nations 
for technical assistance 9.6 

Other funds 11.6 

P.nd the expenditure breakdown was •s follows: 
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Dlatributlon by pro1eet CO!!pOft•nt 

Project peraonnel (expert•) 
£qul~nt 
Tralnin9 and fellowahip 
Subcontract• 
Miacellaneou• 

Diatribution by 9eographical area 

Africa• 
Aaia and the Pacific 
Arab Countriea 
The Aaericaa 
Z.orope 
Global and interre«Jional project• 

• 9.6\ of African Arab State• are included 

Diatribution by aector and progr .... 

Cb9aical ia4aatr1•• 
Bn9ineerin9 tn4aatr1•• 
Agro 1D4aatri•• 
lnatltatlonal tnfraatractar• 
.. tallar9ical tndaatrl•• 
Training 
reaaibility atudl•• 
lnduatrial plar .~ .. 19 
Pactory eatabU .... .ent 
Other 

Share of 

~"· 
46.9 
23.9 
H.l 
12.5 

2.4 

Share of 
!!?!!! (\) 

39.4 
32.l 

3.1 
12.7 
3.3 
9.4 

Share of 
!!!!!! 
Un aillion• 
of OS dollar•) 

24.5 
13.9 
9.9 
9.8 
7.2 
5.8 
5.3 
7.3 
l.9 
6.9 

Moat coata of expert advice. equipment and other fora• of 
technical co-operation Cln ,artnerahip with, and at th• 
requeat of, developing countriea) are Mt by OllDP, for 
which UNIDO la an executing agency. Special OllIDO pi·oject• 
u•• th• Induatrial O.velos-ent Pund, eatabllahed in 1976 
with a •deairable funding level• of ISO •illion annually. 
Voluntary contribution• to th• Fund began at about a fifth 
of tt.e target but are riain9 and provide 110r• reaourc•• 
th•~ previoaa voluntary fun4a. ICllle other progr .... • are 
financed frOll th• United •atlona .. gular •rogr.... of 
technical a1al1tance. 



TYPES OF SERVICES OFFEi:;:E[: 
B! UNIDO 

The types of ~-=r··.ric.es .:.+-t2red by UNIDO ha· .... e r3nged from tho!:e 
ha~ing ~e~y gen~rd! nature to the most ~ountr; ~nd situation 
~pec1fic. Fer instanc~. as e~ample of the first type has been 
development o~ metho~Gl~g1es for- analyzing m~thematical models 
-<ir.a for te:.t1rog them ~r! applied problem::; of practicai ·,,alue which 
•'cs performed in cu-o~~rdLion with the International Institute 
~ ... .- HApr:l• -=-d c .. s .. r-~- ·.-.-·, c- · ·11~.--·.· · ·· A d 
·'-'· ~ -~ -, 1-t::c"h:: '"''':s Y-.1.-=> '- ,..~..,! snc "tne nCa emy of Scio?nces 
o~ the USS~. ~n ~::3mci~ oi the second mor~ spe=efic type is the 
~~~u~l ffi~nage~ent ~~~ tE~hni~~l m~nni~g c-t an ~n~1re industrv in 
..:...:-• .::- c:::.t?lupi:-.. .:; c..::1..•~.r.;··.- ;._:;-,e~·e :-.h·y·s:oc.?.i ··~-• .=-~.-.r.-..:..-.t OL•tp--ed -rh. -

- r- '------~·-·· . 'CIL.. ~"=" c.::..elop1n2n-c .::,,: ~"ts liui.1::-. r~s0urce;:;. 

Mol'""e ~eneral l ·; spe.sk:. ng. UN!DG undert.akes support acti vi ti es and 
spe~i~l programmes. 

5u?port activities include Global, regional, national and 
sectoral studies and SLlrveys. Arecently completed sectoral study 
covered the Munltipurpose approach for the manufacture of 
agricultural machinery in developing countries which do not 
po~ses:. the necess~ry industrial base for m~nufacturing 
a..;ricu:itural machinery L-. the conventional way. UNIDO performs 
studies of technical advances, technology acquisition, technology 
development and applications, industrial and technological 
information bank <INTIB>; investment promotion services, sponsors 
expert meetings and industrial forums, solidarity •eetings for 
co-operation between developing countries; and it renders special 
services ior the least developed countries. On short notic•, 
sometimes as little as 48 hours UNIDO may field experts or teams 
of experts from among its own staff to deal with an urgent 
problem facing an industry or a country. 

UNIDO has accumulat~d considerable experience in the field of 
industrial check-up and rehabilitation. For equity owners in 
industrial ventures in developing cvuntries, this experience is 
of paramount import~nc:e since the return on investment and its 
recovery depend on the efficient utilization of the factory. The 
situation in developing countries speaks for itself. Many new and 
old factories have fared very hard during recent years and some 
are either closed or in a stage of semi-bankrupcy. The most 
tragic situation is when investment in a new plant is followed by 
the need for additional investment only for coverin~ the annual 
losses c~used by ~he first. There are characteristic: signals 
which ?reced~ such situation which, if detected and their cause~ 
identified and rectifieo in time the tragic situat1on can be 
•verted. Irregular supplies of spare=-parts and materi•l, 
Euperf1ci3l maintenance, decreasing sales volcme and prices, 
dr••tjc changes in personnel and management discontinuity in 
~eneral, ~ou~ting production costs, only to name a few. Basic to 
reduc1ng the risks in this respect is appl1c•tion of • system of 
continuous monitoring and repo~ting followea by the application 
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of correcti~e measures. For •ore details on this type of service 
are given in Workshop Paper No.8 dated June 1qab. 

To respond tc ch.;.r1gi!"ig nee-ds, particularly whe!'"e e::pertise from 
=e.et·a~ d!.-tt:2rer.t ~rea~ is requ!r·?d, UNIDO un~~r-cakes ~ number of 
Sj.1'2C:i.a.l progrd1T11::.-?~ such as: the Sv:tem t:Jf Con5L!ltat1ons Cst.t.1dies 
and in-:.erna':!onai consulta'tio:-; on basic industries aimed .;1t 
harmc~ious !'"elocatio~ of product1cn industry 1n developing 
cou~trie~~. 1n~est~ent c,-aperation tidentificat1on, ge~erat1on 
and p~o~ot10r of 1nvest~Ent proje~t.~'• technQlog~ iaciv~ncvs, 
acqui~:t1~n. d~~elopment. appl1~a':.ion and co-cper~tion1. energ1 
tenErg> Tor 1n~~~try~, ~conomic ~nd technical co-~per~t.lan amcng 
devei~~1~g cc~n~~ies. t.ne in~u5tri~l ~e~elo~~~n~ ~~c~cie ~er 
::it-.-:::..= .• ;.~.=i;t...:-,r:c-::: t..:. tr.t· lE:c!:t. ri:=--,,,,e~opLnt:; co••r~trit:·s. 9 :t!"'"~~~ =:r-1e 
i r.t:.t-gl" .::;: ;. ::;r, ...., . .;c-ii'1ei·: i. r. l r.'1l'~tr::. a!. ue'~el cpmer: ~. 
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fts•i•t•ncw tg tte ltlt•ic B•nks 

As a general rule, the ~xt:ention of t.echnic~l ass1sta"lce may be 

considered by UNi[iO only in respc;11se to a -formal request by the 

government c:oncerne~ thrcugh tne UNDF ~~~1cent ~epreEentat!ve in 

requests for technical d~SJ~tance to thei~ go~ernments first. 

Perh.a.pii. the most rel e:·1ant r.eed f c•r UNIDQ t:.ecr·r·. =ai assistance tc

the lsl~mic banks is in project identificat1a~, preparation and 

appraisal. Since appra1s~l in the form of feasib1tit/ studies can· 

be a costly e~ercise, UHIDO ~ust first appro~e the ~ndertaking 

and allocate the necessary resources for it. This needs a project 

document where the extent of work needed for the feasibility 

study, its duration, personnel requirements and costs are 

determined. The project document m&.tst include enough inforination 

to justify UNIDO's involvement in the exercise. In another ~ords, 

long term development objectives which the proJect is intended to 

&erve, its immediate objectives, how it falls within UNIDO's own 

Mandate, etc. are to be gi~en and from all such information the 

project document is prepa~ed according to a special for~at which 

is easily undestooa by ut.,L:F· and other interested L:N bodies. Th1s 

is called proJect preparaticn and approval ot the proJect to be 

taken for performance of tne feas1bil1ty studf 1s based on this, 

or a modified version of the project document. 



IK 

Nith the necessary funding secured, the expert<s> is/Are 

recruited. fielded if necessary. informa~ion g~thered and the 

stud1 prepared in .sccurdanc~ w1 th .s mE'ti'ludc! c.g·f de·.1eloped by 

i.Jl'J!DtJ anc: pl.1b:;.s!'"le:t in the iorm •:;-t ~ m::;r.ual en wtiicn base 

recammendati C•ns ~we ffi.ade 1'-or or aga::. r1st the proJect. une e::pe!'" t, 

carries uut the Etudy una~!'" t;:~ ..::.·-·~,~ .. -

Uf·HDO st.:.~ T. 

To facilitate .ali this. dnd enable national e~pert1se be utilized 

in prpa~ing feasi~1l1ty stuoies,UNIDO has developed a computer 

programme called Computer Model for Feas~bil!ty Analysis and 

Reporting ~CGM;:::.;F:<·. The sof-tw.:;r-e i:= .Toe.dz. available to user-s from 

all countries at cost since UNIDO is a non-profit organization. 

Details on what COMFAR can do are given in document under symbol 

UNIDO/I0.587 dated 20 July 1984 in English. In addition UNIDO 

offers courses from time to time at various localities for 

training on the use of COMFAF!. A desk-top coir1puter <f'Ci is needed 

to run the software with tota:i cost of haraware under us:r10,oor1. 

In addition, a simpler programme called Project Profile Screening 

and Pre-apprais~l System (f'ROf'SPIN>, has been recently developed 

and is now ava1laole as powerful investment pro;ect analysis 

tool. It can help project £ponsors ~nd promoters to org~nize ana 

5peed the prepara~ion of a crecible and ~erif1able prof1le for a 



propos•d industri•l i~v•st .. nt proj•ct. Its APPlic•tion r•quire 

l••s input, ch••p•r softN•r• and h•rdN•r• thAn CCl"IFAR does. ttcre 

deails on this •nd an COl"IFAR, •re obt•in•ble fron UNIDO. 

3pecial ~eas1b1l!t~ studies tor indu~tr1al ~ehab1!!tat1on which 

was referred to ~arl1er a~~ offere~ by UNIDG as w~li. 

1 

The C8St c~ UN!DQ"s tech~1~~~ a~~1stance to r~~e~:en~s is f~r 

belc."1 a::t..!.al cos'.:s !r1c:..1r·~2·:: !.'.!:,. UMIDO itsel-i. ThE: range frorr. 1:.~: 

intenEive cases, not tc metion benefits resulting irom UHIDO s 

oetter negot:ations po5ition anc skills in ~bt~1n1ng prices and 

delivery conditions froffi both the internationai e~pertise and 

good markets which are passed on to the re=epients. 



~or 

SCi-iEMt:. rIC Ol.JTLINE OF METHOOOi...OG"f 
FOR PROM01ING INuUSTRIAL CO-OPERA~lON BETWEEN 

MEM~ER STATES OF ~HE uiC 

Consult.C\t1ons be-tw~e-n 
N[·F i =.-SI s-i.Jr·t! uO 

the I dent i f i cat i or. of a "Sp.:: if i c I r:d1..!Str i C\l f.rC\nch" 
where in the country J. t oper-ates: 

IF:epeatabl e 
\ f'rogr amme No. 1 ~ 

branchf ior a d1~ferent indu=tr1al 
. I 

I 

The Branch is. operating at The Branch has considE--
relatively high level of rabie de"elopment 
efficiency. Ost. group> ti al. Cnd. group> 

NDFis of ea-::h country of both groups 
contacted to 

ASCEF:TAIN THEIR PARTICIPATION IN THE PROGRAMME 

ONE LEAD ORGANIZATION SELECTED FOF: 
EACH f'ARTIClf'ATING COUNTRY 

Each NDFI < Organ l = at l on i will r.omi nate 
several ceindidates for selection of the country's 

SPECIALIZED TEAr-t <STi 
<a technologis~-an econom1:t-a f1nar.c1al anal ys!l_ 

1st. group <ST; sl l::nd. group <ST>s 
I pr~•,..• • •tud·,. on tn• .. 1•ctea 
,,~oustrs•l br'•nc~ 1n t~•s' OW"\ 

c~untrt ..nscn -~1; c~-•r O•t•slea 
1

1

,n.;or••tson Of"• trt• ~t,.uo:tur• o.; th• 

t:,.•""'C~ .. c.•P•C•t .... 1.1t••;:•tson. 
~·~:.t·1 ,;:.+ p,.oauct•. ,,..o,.oo ... ction 

1c•o•t.1l1t1•• O" P~•"".t co.pon•nt• 
lfu!ly unp•c~•~•d. p,.cC1••~ ••cec. 
.~o- t~•Y ... ,.. •o~v•a, •Ov1•ory •nd 

lt,.•1n1n9 .,•rvu:••• •r.c: •P•CJ.91C 

p,.ooos•ls for n•:ior•l •no 
•u!t1n•tJ.or"·•• Join-:. .. •nt..J"••· 

p,.~,,.• • count,.~ P•P•" on t~• 
••l•ct· l 1ndust,.1•i Dr•ncn. cov9r1n9 
1n4ar .. t1on '•l•~•nt ta th• ••tt1n9 
~p of JC1nt v•n:ur•• on ~•c1f1c 
P"'=>JKt• •"0 • n•tion•: 'CK.t•,. t~,f 
o• ··~•,.t• •~0 1ndu•t~1•l1•t• I 
,..1.t•O to tn• D,.•~c~ •It~ th• h•lP 
o; •" lndu•tr1•l lnv••t .. nt ~,.OJ•Ctl 
G.,,.••t.1on•1,.• (11F-C.• ..,..,ch ••11 b• 
pr•p•r•d •It~ •••••t•nc• 9rcwa th• l 
p,. ,. ...... &pon1oars. 

:-Th• ~,.09,.••-- Spon&cv• ••11 
pro~1d• th• sr. with ~~· n•c••••rr 
•uPPOl'"t P"Ov1d1n9 tn•M with 
D•ct.9,.ound p•P.,.5 on Ch•"•Ct•,.1•t1cs 
oi th• 1ndu•t,.1al D,.•nch, 
••t•blsah .. nt of n•tson•l t,.•nd• 1n 

cartsu.-pt1on, P"oduct1on •nd 
1 nt•,.n•t a or . .-1 t,. •d•. "'• unp•c Ill' •01 n9 
o' th• t.chnolo9~. CNti1n•• 40,. lh• 
n•t1on•l P•P•,.~ •le. •nO ull1••t•Jy 
t~• ••t~hlnQ of ~•Qu•~•d input• and 
•~••l•bl• re•ourc•• for opts-•l 
JOlnt v•nturanQ. 

Concrete prposals for Joint 
ventures. 

Bankable proJects 

paten 

' 



+Prog is file open~d June 3 1986 for notes o~ UNlDD/lCf proposed 
workshop on the role of NDFI~ in joint ventures and lsDB 

Key to symbols 

OIC 

NDFis 

l~IDA. s 

lsDB 

BAPil~DO 

SMls 

ICP 

INPRIS 

lsDB 

SESRTCIC 

IFSAD 

ICTVTR 

ICC ICE 

ICDT 

Sis 

ST 

NR 

IIPO 

CP 

NTs 

DSA 

Organization of Islamic Conference 

National Development Finance Institutions 

National Industrial Development Agencies 

The Islamic Development Bank 

The Development Bank of Indonesia 

Small and Medium-scale Industries 

The UNIDO Investment Co-operative Programme 

UNIDO's Investment Promotion Services f;< IP 
Promotion Information System 

Specialized Institutions of the DIC 

The Islamic Development Bank 

The Statistical, Economic and Social Research and 
Training Centre for Islamic Countrie~-Ankara 

The Islamic Fund for Science, Technology and 
Development - Jeddah 

The Islamic Centre for Tech~ical and Vocational 
Training and Research - Dhaka 

The Islamic Chamber of Commerce, Industry and 
Commodity E:-:change -•~arachi 

The Islamic Centre for the Development of Trade
Casablanca 

The Islamic Sp~cialized Institutions 

Soecialized teams (from 1st.group and 2nd. group> 

N~tional Roster (from 2nd. group) 

Industrial Project Investment Quest1onaire 

Country papers 

National teams 

Daily Subsistance Allowance 



-··· .. . , ·: \ . ., ... .. 

SUMMARY OF INFORMATION RECEIVED FROM ISLAMIC BANKS BASED ON UNIDO QUESTIONNAIRE 

NAME OF 8ANK REF. NO. CLASSIFIED BY CONTRAL BANK AS 
NO. OF EMPLOYEES 
ON PAYROLL 

FAISAL ISLAMIC BANK EGYPT 
FAISAL ISLAMIC BANK SUDAN 
AL BARAKA BANK (SUDAN) 
QATAR I~~AMIC BANK (Q.S.C.) 
SUDANESE ISLAMIC BANK 
ISLAMIC BANK INT. OF DENMARK 
ISLAMIC INT. BANK FOR INVEST. 

AND DEVELOPMENT (I.B.I.D.) 

Q 

1 
2 
3 
4 
5 
6 
7 

8 

Special Law No. 48 Ref. 1977 
Sudaiese Company Law 1925 
Commercial Bank 
Reg'd. Law (II) 1981 
Comm~rcial Bank 
Commercial Bank 
Invest. Dev. Bank, Law 43, 1974 

(Egypt) 

A 
Bank by Ref. No. 

1040 
847 
170 
45 

312 
19 

500 

- ... ---1--- -
1 : 2 I 3 

: ..... 4 .. -···- --5· ··-· .......... _. - ·--.. 
6 7 . , 

Date banking ope rat ion commenced I 5. 7. 79. 15. 3. 84 7.7.83 10.5.8318.4.830ct.81· 

Date of adopt ion of ls lamic ban- • 1 
I I 

king principles:since establishment5.7.79~15.3.85 - 17.7.83 

I : I 
10.5.83:18.4.83 1980' 

I • I 
i I I l I . 

A.8 Authorized share capital 
(paid) 

js 500 ~s 1 oo ; t 200 IQR 200 .$ 20 i (70) 1 ( 58. 4)' ( 42. 5) ( 50) (17) 
,DKK 40 .$ 100 

( 40) . (12) 

1 96.6 : 134 
A.9 Total share capital and 

reserves 42.5 61 24.o: 45.o: 14.o · 

8 

r-l 
~ 



.... - ···---,-
; I A.10 Total financial and invest- I 

22.71 
ment connitments outstanding r . 

459 
I o.s: 224 ' M7.5 '. at 31.12.1984 •1910.0 -

I 

A.11 Tota 1 new fac ii it ies granted ; - 106 37.41 - o. 4 ! 154 487.8: I 

A.12 Net pre-tax profits for year l 
I ended 15 09 1985 i 8.5 15 : 

2~01 8.7 0.03 1.1' 3.3 
i I 

A.13 Percentage of share (equity) ; 0 - 1 0 0 0 0 . 
capital at 3~ owned by governL.. 
ment or parastatals \ 

! 11 409• 45 I 6 320 A.14 Total No. of shareholders j8 600 1 512 i one I 1 500' ' ' 

8. Islamic financing mechanisms N 
engaged in 

~ 
P.1 Cost-plus trade financing of: -·--· 

domestic trade x ){ 

I x 
I 

x ' x . x ; . 
' foreign trade x x x x f x I x 

equity capital x I I • x ~ - I - I - . - I I I 
' ! I 

8.2 lOO'Z (mudaraba) I x ! x l x No i x I 0 x ' 8. 3 up to maxi;num of 't (musharaka >; I I 50-60 No I 75 I 8 x • 8.4 rental tinancing (ijara) x I l No No x x 
8.5 lease purchase financing I I I i I x i No No . x x I I ' 8.6 interest-free loans x I x 

I No 1 x x x 
8.7 other Islamic financing mecha- No No LYes l No I No Yes 

" 
-ntsms I ' : ! 
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B.7 ~of total facilities by type of 1 2 3 
(a) Islamic financing mechanism 

Murabaha so I 69.9 .. 
Musharaka 20 
Mudaraba 20 
Ijara 1 
Leasing 4 
Equity 5 

B.8 (a) Special problems 
Usual problems of accounting basis concerni~g 
musharaka and mudaraba profits 

Default in payment 

Delay in payment 

Inadequate return 

Loans in some operations 

8.8 (b) Sources and duration for different 
types of deposits in i of total 
deposits 1 2 

28 . .5 
1.6 
4 

3 

A 

4 5 6 7 

- 62 80 3.5.9 . - 34 1 20.6 
- 4 - 4 
- - 19 -- - -- - I -. 

Reported by Bank No. 

1 

2, 3, 4, 5 

2, 3 

2, 3, 7 

2, 3 

4 s 6 7 

Current a/c 4 T I ' I - , - 3 2 I 84 . 4 - ; 14. 4 
I 

Savings a/c 24 1. 4 : - : 85. 4 

lnvest./fixed deposits 96 44 14.2 : 0.2 

8 

8 

~ 

t 



c. Industrial Financing ·-··· -·--· ... -·-· ... ' 
... --·· ' 

C.1 Have you t- ~ experience in ~inancing - Yes : Yes No Yes Yes Yes 

investment in industrial facilities 

C.2 - C.6 Please see note* 

C.7 New industrial projects Yes Yes : Yes Yes Yes - Yes 

C.8 Expansions of existing industrial Yes Yes Yes Yes Yes - Not yet 
facilities 

C.9 Modernizations of existing industrial Yes Yes i Yes Yes Yes - Not yet 
facilities 

C.10 Relocation of industrial facilities Yes Yes I Yes 
within your country or from abroad - - - -

C.11(a) Other types of industrial projects· - - - - - - -
' . 

C.11(b) Industrial financing as% of total 26 170 ! 29 0 1 0 
in recent years (Nos. j 

I 

-------------------------·---·---- -·-··· -- . 

Note* No reply contained any reason for not f~nancing industry, except 
Bank No. 6 which indicated problem of mixing with Riba 

{".> 

v\ 
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A CONSOLIDATED SUMMAR¥ OF THE MAIN PROBLEMS AND OBSTACLES 
TD INDUSTRIAL FINANCING GIVEN BY THE ISLAMIC BANKS 

IN RESPONSE TO THE UNIDO DUESTIONAIRE FOR THE 
UNIDO WORKSHOP OF VIENNA,16-20 JUNE 1986 
----------------------------------------

The issues raised are put in sets with regards to their likely 
target for action and suggestions: 

1. Government Regulations 

Investment climate, operating environment, official policies 
and communications. Suggestions include; 

a- Simplification of procedures <licences, customs, etc.i 
b- Monitary policy. 
c- Foreign currency control policy. 
d- Fiscal policy <Direct and indirect taxation). 
e- Interest in bilateral joint ventures. 
f- Investment policies. 
g- Appropriate transfer of tecnology and management. 
h- Allocation of land with infrastructures. 
i- Availability of equity finance <risk capital>. 

2. Business Community 

a- Lack of entrepreneurs competent to set up and operate 
manufacturing industries. 

b- Lack of innovation. 
c- Lack of team work in project promotion campaign. 
d- Lack of team work in project co-financing, paralell 

and joint financing <Inter-bank relations>. 

Note: To the question whether there was lack of staff 
qualified and experienced in the appraisal of industrial projects 
within the institution there was general agreement that no lack 
of such staff existed. 

3. Technological Community 

a- Lack of good industrial projects. 
b- Lack of training and skill building facilioities for 

persons wishing to start manufacturing {acilities. 

Note: The replies received indicate little complaint 
about availability at the local level of technical! skills needed 
for the setting up and efficient operation of industries to 
ascertain optimum investment and profitability. 

4. Special Problems with Islamic Financing 

a- Default in payment. 
b- Delay in payment. 
c- Inadequate return. 
d- 1 asses in &ome operations. 



. ' 

The Workshop ident1f1ed the following areas where action would be 
needed: 

1. Development and perefct1on of Islamic financial mechanisms in 
industrial finance; 

=· Development of interface mechanism between Islamic banks and 
traditional financial institutions; 

3. Conducting necessary research for establishment of Islamic 
capital and money market including the formation of a secondary 
market; 

4. Conducting necessary research for establishment of investment 
guarantee institutions to foster Islamic industrial financing 
activities; 

5. Information dissemination on technical assistance available 
within the United Nations system, the Opec Fund and other 
international organizations for project identification and 
preparation needed for industrial financing. 

6. Co-ordination of mutual co-operation between Islamic banks on 
one hand national development finance institutions <NDFis>, 
international finance institutions, the UN system and regional 
development funds and institutions in the following fields: 

Identification of bankable industrial projects 

Ident~fication of competent entrepneurs 

Conducting pre-feasibility and feasibili~y ~tudies 

Evaluation of feasibility studies 

- Unpackaging of the technologies involved 

Identify the sources of technological inputs 

Resource mobili:ation 

Support activities for the upgrading manegarial 
competence in industrial financing 

7. In order to achieve the above-mentioned objectives a dedicated 
entity is to be identified/established in Vienna under the 
sponsorship of interested Islamic international organization£ to 
supervise and implement the necessary act1vit1es. 




