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Don’t Call It Interest

How does a God-fearing Muslim finance a gas well?
With sort of a sale-leaseback. By Richard C. Morais

lim, you can't invest in a

company that produces alco-
hol or pork. The Koran forbids in-
terest, so a conventional home
mortgage is verboten. So would be
a debt-financed business asset.
You can't use derivatives or buy
into conventional hedge funds.

It's a tricky business to par-
ticipate in a modern economy
without running afoul of
sharia, or Islamic law. But it can
be done. For a fee you can get a
consultant to arrange financial
transactions that would pass
muster with Allah. There may
be extra steps or additional
paperwork, but sometimes the
outcome is the same as you'd
get without sharia.

Big money is at stake.
Moody’s says $800 billion is
available for investing in sharia-
compliant assets. UBS, HSBC,
Barclays, Deutsche Bank, Stan-
dard Chartered, AIG, Lloyds TSB, Morgan
Stanley and Swiss Re are some of the
Western financial institutions rushing
sharia-compliant financial products to
market.

How does one put that kind of money

I F YOU ARE A DEVOUT MUS-

to work without breaking the rule on
usury, given how ubiquitous interest is? A
little creativity helps. Almost any hedge
fund is off-limits, because of the genre’s
anything-goes investing style. So you don't
buy a hedge fund, you buy a “structured

Out of hand? Latest “black box"
offerings trouble Sheikh Yusuf.

note;” whose return is tied to an
index of hedge funds. Just such
a product was introduced in
June by Dubai Islamic Bank,
Deutsche Bank and Goldman
Sachs Asset Management (min-
imum investment $10,000).
“The notes will reflect the per-
formance of the index, so the
customer’s money will never go
into the actual hedge fund,” said
Naveed Ahmad, head of invest-
ments at Dubai Islamic Bank, at
the product’s unveiling.

Such blue-chip financial insti-
tutions rely largely on 20 or so
rock-star sharia scholars to certify
that their financial products are in
accord with the Koran and the
Prophet’s teachings. These elite
Islamic scholars may sit on 40 or
50 sharia boards each, typically at
between $20,000 and $30,000 a

seat annually.

Sheikh Yusuf Talal DeLorenzo, 59, is one
such top scholar and works from a Toll Broth-
ers mansion in the suburbs of Washington,
D.C. The sheikh tells us he is a “consumer

Continued on page 131

Mutual funds must meet a complex test to qualify for the cash of devout Muslims—avoid leveraged companies or those involved in
various proscribed activities. Below: a few no-loads available in the U.S. Unsurprisingly, they aren’t cheap; here are the better performers.

Performance through May 31. Sources: Bloomberg Financial Markets; Failaka Advisors; Lipper.

TOTAL RETURN MAXIMUM ANNUAL
YEAR-TO- 5-YEAR ASSETS SALES EXPENSES
FUND DATE 1-YEAR ANNUALIZED ($MIL) CHARGE PER $100
~ Amana Growth 10.3% 21.5% 155% | $514 | noload $149 |
Amana Income 12.3 243 14.8 234 no load 148
Dow Jones Islamic Index—Class K 8.1 19.9 a3, 39:. no load 1.57
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