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Letter of Transmittal

In The Name of Allah, The Beneficent, The Merciful
The Chairman,
ISFD Board of Governors
Dear Mr. Chairman,

Assalam-u-Alaikum Warahmatullahi Wabarakatuh
In accordance with the Regulations of the Islamic Solidarity Fund for Development I, on behalf of the Board
of Directors, have the honour to submit for the kind attention of the esteemed Board of Governors, the
Annual Report on the operations and activities of the Islamic Solidarity Fund for Development in 1432H
(2011G).
The Annual Report also includes the audited financial statements of the ISFD as prescribed in Article 18
of the Fund’s Regulations.
Please accept, Mr. Chairman, the assurances of my highest consideration.

Dr. Ahmed Mohamad Ali
President, IDB Group
Chairman of ISFD Board of Directors
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The Islamic Solidarity Fund for Development (ISFD)
HIGHLIGHTS1
The Islamic Solidarity Fund for Development (ISFD) is a special Fund within the IDB dedicated to reducing
poverty in its member countries through:
•
•
•

Promoting pro-poor growth.
Emphasizing human development, especially improvements in health care and education.
Providing financial support to enhance the productive capacity and sustainable means of income
generation for the poor.

The decision to establish the ISFD was taken by the Third Extraordinary Session of the OIC Summit, held
in Makkah Al Mukarramah, 5-6 Dhul Qadah 1426H (7-8 December 2005) as Special Fund within the IDB
Group.

LAUNCHING AND NATURE OF THE ISFD
•

•

•

The ISFD was officially launched during the 32nd Annual Meeting of the IDB Board of Governors
(BOG), held on 12-13 Jumad-I, 1428H (29-30 May, 2007G) in Dakar, Senegal. The Fund is
headquartered in Jeddah, Saudi Arabia.
The Fund has been established in the form of a Waqf 2(i.e. Trust), with a principal target capital of
US$10.00 billion. All IDB member countries are expected to announce their financial contributions
to the Fund and extend technical and moral support to its operations.
Two overarching themes, in line with the IDB Vision 1440H, define the focus of the ISFD: Improving
and enhancing the income of the poor, and promoting the development of human capital

The Fund views poverty as a multi-dimensional phenomenon, encompassing not only low income
and consumption, but also low achievement in fundamental human rights including education,
nutrition, primary health, water and sanitation, housing, crisis coping capacity, insecurity, and all
other forms of human development.

OPERATIONS
Approvals in 1432H (2011G)
• 7 operations, valued at US$45.95 million in 7 member countries
Cumulative Approvals from 1429-32H (2008-11G)
• 25 operations, valued at US$146.91 million in 18 member countries

1

Figures as at the end of 1432H (2011G)

The concept of Waqf (Trust) implies that only the income which will be made from the investments of the Fund’s resources will be
available to finance its operations.

2

6
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RESOURCES OF THE FUND:
Targeted Initial Capital
• US$10.00 billion
Pledges
• US$2.64 billion committed by 42 member countries (US$1.64 billion) and IDB (US$1.00 billion)*
Paid-in Contributions
• 24 countries have paid their contributions in full, and 14 countries are yet to announce
their contributions to the Fund*
• Paid-in Contributions: US$1.63 billion by member countries (US$1.233 billion) and the IDB (US$0.4 billion).

INCOME
Operating income in 1432H (2011G)
• US$31.88 million
Net income in 1432H (2011G)
• US$30.07 million

*

Egypt has committed US$10 million to the ISFD in March 2012.
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Chairman’s Message
I am pleased to submit the fourth Annual Report of the Islamic Solidarity Fund for Development (ISFD), which
provides an overview of the activities and performance of the Fund during the year 1432H (2011G). The IDB
Group Policy for Poverty Reduction has provided the basis for the ISFD activities in the member countries
during the year. This policy underlies the Bank’s role “to be a leader in fostering socio-economic development” and
its mission to “alleviate poverty” and “promote human development”.
In 1432H (2011G), seven projects and programs were approved in seven member countries by the ISFD. These
operations were valued at US$45.95 million, bringing the cumulative ISFD approvals since operationalization of
the Fund in 1429H (2008G) to US$146.91 million.
During the year, the ISFD has introduced a number of initiatives which aspire to provide quick wins programs
and offer innovative models for empowering rural communities to lift themselves out of extreme poverty. To
implement these programs, the ISFD has formed important partnerships with renowned agencies and institutions
which share the common aim of poverty reduction, sustainable development and achievement of the MDGs.
The ISFD is also developing partnerships and collaborating on the Dry Lands Initiative under the patronge of
the Secratary General of the UN and developing a program which aims to assist in maintaining high standards
of education for the poor at very low operational cost. At the same time, the Fund has strengthened its staff
and internal capacity so that it can better implement these initiatives and respond to the increasing demand for
poverty reduction programs.
The ISFD has continued its effort for mobilizing its approved target capital of US$10 billion, which is critical
for the implementation of its programs. As at the end of 1432H (2011G), US$2.64 billion had been pledged
to the Fund, consisting of US$1.64 billion pledged by 42 of the 56 IDB member countries and US$1.00 billion
committed by the IDB. Payments of contributions increased by 6.7%, from US$1,531.78 million in 1431H to
US$1,633.67 million in 1432H. This was composed of US$1,233.67 million paid by member countries and
US$400.0 million paid by the IDB.
In this regard, the ISFD looks forward for the implementation of the ISFD BOG Resolution calling on member
countries to make contributions to the Fund on the basis of a weighted criterion combining a country’s GDP,
total exports and foreign currency reserves.We hope that, if realized, this will go a long way in enabling the Fund
to mobilize the required resources for its operations.
I take this opportunity to express my appreciation to the ISFD Governors and the Board of Directors for their
unfailing support and for skillfully steering the Fund throughout the year. I also wish to thank the IDB/ISFD
partners for their collaboration and confirm the management’s commitment to further enhance the confidence
in the Fund by improving its methods of work and mechanisms of implementation, and by setting bigger goals
for its programs.
Dr. Ahmad Mohamed Ali
President, IDB Group
Chairman of the ISFD Board of Directors

8
Previous Page

Islamic Solidarity Fund for Development (ISFD)

Click Here To Go To Contents Page

Next Page

I
The Burden of Poverty in
IDB Member Countries
Achieving the MDGs in Member Countries

Previous Page

Click Here To Go To Contents Page

Next Page

I

The Burden of Poverty in IDB
Member Countries:
Achieving the MDGs in Member Countrie
The world remains on track
to reduce extreme poverty
by half:
Although significant strides have been
made, reaching all the Millennium
Development Goals (MDGs) by 2015
remains a challenging task3.
Available statistics confirm that on
current trends the world remains on
track to reduce by half the number of
people living in extreme poverty. Global
poverty had fallen 40 percent over the
past two decades, and two thirds of the
developing countries are on track to to attain the global target of reducing extreme poverty by half by
2015. In absolute terms, the number of people living on less than US$1.25 a day is expected to be 883
million in 2015, compared to 1.4 billion in 2005 and 1.8 billion in 1990 - thanks mainly to rapid growth in
China and India4.
IDB member countries achieving mixed results: For the IDB member countries, although the
data to assess poverty reduction is hardly complete and up to date, available statistics show that about
350 million people lived on $1.25 a day in these countries in 2010, 60% of them were living in sub-Saharan
Africa5. Overall, significant progress has been achieved in all regions, Asia, Middle East and, to less extent,
sub-Saharan Africa. A key observation on this process, however, is diversity and regional disparities. Few
countries are projected to meet most of the goals, and some may meet a few.The majority of the countries
are achieving mixed results, meeting some goals but not others6.
Thus, while extreme poverty had gone down from 41% to 30% of the population in IDB member countries
taken together, it had actually gone up by one percentage point, from 55% to 56%, in the African region, and
3

Millennium Development Goals Report 2011, UN, Geneva.

4

Global Monitoring Report 2011: Improving the Odds of Achieving the MDGs, World Bank and IMF Report, 2011.

Abdullateef Bello and Areef Suleman, “The Challenge of Achieving the Millennium Development Goals in IDB Member Countries in
the Post-Crisis World”, IDB Occasional Paper No. 16, Rajab 1432H (June 2011).

5

6

Restoring Hope: Reinvigorating the Millennium Development Goals, Finance & Development, IMF, Sept. 2010.
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by 4%, from 20% to 24%, in the Commonwealth of Independent States (CIS) region. The most significant
reduction was achieved in the Asian region, where extreme poverty was reduced by 26%, from 56% to
30%. In the Middle East and North Africa (MENA) region, it went down by 0.8% during the same period,
from 4.4% to 3.6%7.
The number of people living in extreme poverty is decreasing: Over the past decade there
was a decrease in the number of people who live in extreme poverty by 80 million in sub-Saharan Africa,
1.0 million in the Arab region and 4.0 million in the CIS region. Again, the most significant progress was
achieved in the Asian region. In fact, proportion of people living in extreme poverty in East Asia (defined as
average daily consumption of $1.25 or less) has fallen by more than 50 percent over the past two decades,
exceeding the target of the first Millennium Development Goals8.
The reduction in income poverty has been one of the Asian region’s major successes, due principally to rapid
economic growth and improved income distribution policies9. However,Asian countries have also progressed
significantly in the areas of primary education gender parity in primary school enrollment, and under-five
mortality, but the results are mixed on nutrition, children underweight and water and sanitation10.
African countries have fallen behind in achieving the MDGs: Africa has the lowest human
indicators and more vulnerable groups in the world, particularly children and women in the rural areas.
FAO figures show that a quarter of the world’s undernourished people live in Africa and the proportion of
people who are hungry is 33% (compared
to 16% in Asia)11. Infant and under-five
mortality rates in Africa are almost three
times higher than the global average, life
expectancy is 29 percent lower, primary
school completion is 66 percent
lower, and the ratio of female to male
tertiary enrollment is about half the global
mean12. Thus, despite the acceleration
of growth in Africa, and the fact that all
the MDG curves have been moving in the
right direction for the past decade, these
countries are moving slowly or not making
7

IDB- Data Resources and Statistics Department (DRSD), staff computation

8

World Bank, June 2010, See http://data.worldbank.org/news/extreme-poverty-rates-continue-to-fall.

9

Global Monitoring Report, World Bank, 2010

10

Millennium Development Goals Report 2011, op cit.

2011 World Hunger and Poverty Facts and Statistics, See: http://www.worldhunger.org/articles/Learn/world%20hunger%20facts%20
2002.htm

11

12

The MDGs after the Crisis, IMF/Word Bank Global Monitoring Report, 2010, p30.
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visible progress on many MDGs, including the proportion of the people who live below the poverty line
(defined as US$1.25; or US$1.50 p/d).
African countries still host not less than 60% of the people who live in extreme poverty in the IDB
member countries. In some countries, more than 50% of the population live below the poverty line, even
though these countries have achieved remarkable rates of growth over the past decade. The latest FAO
figures indicate that there are 22 countries, 16 of which are in Africa, in which the undernourishment
prevalence rate is over 35%13. Obviously, the recent food crisis has complicated progress achieved in
fighting malnutrition and hunger.
Wide poverty gaps in Africa mean longer time is needed to address extreme poverty:
An important factor for the slow progress of the African countries on extreme poverty is the wide distance
between the average income of the poor and the poverty line. In 2005, sub-Saharan Africa’s poverty gap
and its mean ratio of the average income of the poor to the $1.25-a-day poverty line are estimated at
20.1 percent and 59.7 percent, respectively. In comparison, middle-income countries tend to have better
numbers as the poverty gap and the
average income distance from the poverty
line are relatively low14. For all these
countries, many of the poor are already
close to the US$1.25-a-day threshold and
economic growth can easily raise their
incomes over the poverty line. In contrast,
in less developed member countries, such
as Mozambique, Sudan, Uganda, Niger,
Chad and Burkina Faso, which have wide
poverty gaps and greater distance to the
thresholds, the same level of growth in the
middle and high-income countries would
be unlikely to push many households above
the poverty line in a short period of time.
Africa’s achievements on non-income poverty are also mixed: Outside income poverty,
progress has been made by the African countries in gender parity in primary and secondary education
and in access to safe drinking water. However, African countries are not on track to halve the proportion
of people who suffer from hunger. This is a bothersome situation since reducing malnutrition is essential
to success on several other MDGs, such as infant mortality, maternal mortality, and education. It has a
multiplier effect on these MDGs. It actually accounts for more than a third of the disease burden of
children under the age of five, and more than 20 percent of maternal mortalities during pregnancy in Africa.
13

FAO; See http://www.fao.org/docrep/007/ae523e/ae523e04.htm

14

Global Monitoring Report 2011: Improving the Odds of Achieving the MDGs, World Bank and IMF Report, 2011.
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The progress in reducing the proportion of
children under five who are underweight
is also slowest in Sub-Saharan Africa as
compared to the other regions. Available
statistics also confirm that the highest
rates of child mortality are still in SubSaharan Africa—where 1 in 8 children dies
before the age of 5, more than 20 times
the average for developed countries (1 in
167)—and South Asia (1in 15)15 – mainly
due to preventable and treatable causes
like diarrhea and tuberculosis. Child
malnutrition therefore poses a major
challenge for achieving the MDGs goals in
Africa. Inadequate spending on infrastructure and social services (i.e. women education and healthcare) is
partly responsible for this situation.
The Asian Region stands a better chance to achieve the MDGs: Taking stock of the progress
made so far and the challenges ahead, projections indicate that the MDG goal of halving extreme poverty
will be convincingly surpassed by the Asia region, and that progress on some non-income indicators will
also be satisfactory16. Thus, given current trends, the Asian region is likely to (i) meet the MDG of gender
equality in primary and secondary education; (ii) come close to achieving the goal of universal primary
education; and (iii) reverse tuberculosis prevalence and death rates. But major challenges remain. While
extreme poverty has been substantially reduced, the region could still have a large number of poor by 2015
- particularly in Bangladesh and Indonesia17. This is particularly so if the new threshold of absolute poverty
of US$1.5, instead of US$1.0 or US$1.25, a day is adopted.

Continuing impact of the global economic and financial crisis
Prior to the global economic and financial crisis in 2008, the incidence of poverty in the developing world
had been on a declining trend. The World Bank estimated that the crisis had added 53 million people to
the 2009 count of the number of people living below US$1.25 a day and 64 million to the count of the
number of people living under US$2 a day. It also estimated a further impact on poverty in 2010, with the
cumulative impacts rising to an extra 73 million people living under US$1.25 a day and 91 million more
under US$2 a day18.

15

UNICEF, Monitoring the Situation of Children and Women, Childinfo, Sepember 2011.

16

2011 Millennium Development Goals Report, UN, Geneva.

17

Ibid.

18

World Bank (2010b), Global Monitoring Report 2010: The MDGs after the Crisis, World Bank, Washington, DC.
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Yet, the aggregate poverty rate was still
projected to fall over time, though at a
slower pace. Estimates of growth showed
that the aggregate US$1.25 a day poverty
rate had fallen from 21% in the “pre-crisis”
year of 2008 to 18% (1040 million people)
in 2009. Counterfactual estimates, however,
indicate that the pre-crisis growth rate for
2009 would have brought the poverty rate
down to 17% (987 million). On a US$2 a
day line, the poverty rate falls from 42% in
2008 to 39% (2,232 million) in 2009 under
the lower expected growth rate, while the
pre-crisis course would have brought the
poverty rate down to 38% (2,169 million) 19.
Overall, periods of crisis tend to be extremely harmful for human development and the link between social
indicators and periods of contraction is generally believed to be stronger than the link between social
indicators and periods of acceleration20. Decelerations also have a negative impact on human development
because they also result in an overall weakening in government efficiency, especially with the competing
objectives of containing deficits and protecting households from the effects of crisis and lack of preparedness
and counter-cyclical measures (such as non-inflationary borrowing and expanding safety nets for the poor).
For, sub-Sahran African countries, with the most vulnerable groups in the world, these countries have been
particularly exposed to the food and fuel price shocks of 2007 and 200821. In many countries food prices
almost doubled with no adjustment in earnings22. In some cases, it was reported that incomes were almost
halved and food consumption fell, which seriously compromised nutrition. Some evidence also suggests
that the crises had a negative effect on child health (and mortality) in these countries23.
The effects also spilled over into the efficacy of the health sector. Recent analysis shows that the 2008
global food price hikes may have increased undernourishment in Africa by some 6.8 percent relative

Chen, Shaohua and Martin Ravallion,: The impact of the global financial crisis on the world’s poorest, April 2009, http://www.voxeu.
org/index.php?q=node/3520
19

20

Restoring Hope: Reinvigorating the Millennium Development Goals, Finance & Development, IMF, Sept. 2010.

21

Global Monitoring Report, World Bank, 2010

De Walque, D., H. Kazianga, M. Over, and J. Vaillant. 2010. “The Impact of the Food Crisis on HIV/AIDS Treatment and Health
Outcomes in Mozambique.” Paper presented at World Bank Development Economics Development Research Group Workshop,
January 13, 2010 Washington, DC.

22

Development Research Group, 2008, “Lessons from World Bank Research on Financial Crises,” Policy Research Working Paper
4779, World Bank.

23
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to 200724. Moreover, the analysis shows that the sharp slowdown in global economic growth in 2009 might
have caused a substantial increase in the number of undernourished people. A poverty monitoring study
suggests that parents were forced in some countries to take their children out of school and that in other
countries they scrambled to finance their children’s continuing attendance25. The crisis also reduced GDP
in many donor countries - making it difficult to meet the donor commitments to developing countries in
general26.
The Asian region has also been affected by the global economic slowdown and financial crisis which began
in 2007. The causes and impacts are different from the Asian financial crisis which were experienced in
1998. The recent crisis concerns not only the very poor (i.e. those living under the $1.25 poverty line)
but more so the vulnerable poor, mostly educated youth in the export sectors, with impact channels
going through labor markets, migration and remittances, social budgets, social protection, gender, health,
education and training, among others27. The overall impact in this region, however, is far less than what was
experienced in SSA.

Possible impact of the current
euro zone financial crisis
The current climate of financial crisis affecting the
donor countries in the Euro zone could have great
impact on the IDB member countries and may
affect the prospects of the LDMCs in achieving
the MDGs. Financial crisis could be passed to the
LDMCs through reduction in development finance,
particularly in the infrastructure sector. Significant
reduction is also likely to be experienced in
international financial flows from the private sector
as happened in 200928.
Cuts are also likely to be experienced in the lines of
credit to the banks in developing countries in Asia
and Africa which will affect trade and the imports
Tiwari, S., and H. Zaman. 2010. “The Impact of Economic Shocks on Global Undernourishment.” Policy Research Working Paper
5215. World Bank, Washington, DC.

24

Turk, C., and A. Mason. 2009. “Impacts of the Economic Crisis in East Asia: Findings from Qualitative Monitoring in Five Countries.”
(www. adb.org/Documents/Events/2009/Poverty- Social-Development/papers.asp).

25

26

Ibid.

The Impact of the Global Economic Slowdown on Poverty and Sustainable Development in Asia and the Pacific, Asian Development
Bank, 2009

27

Effects of the Global Financial Crisis on Developing Countries and Emerging Markets. Policy responses to the crisis, INWENT/
DIE/BMZ conference in Berlin, 11 December 2008, Conference Note by Dirk Willem te Velde, Overseas Development Institute, 8
December 2008.

28
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of necessary goods for the poor. Countries cannot stand aside in the hope that the impact of the unfolding
crises will bypass them and should start engaging themselves in necessary action to avoid a fall out by the
financial contagion, particularly those which are in fiscal and current accounts deficits.
Overall, with the frequency of the crises increasing over the past five years, this may also provide an
opportunity for the IDB LDMCs development finance institutions to revisit their development agenda with
a view to reduce the impact of cyclicality of international capital flows and bank lending to these countries.

MAJOR CHALLENGES FACING THE IDB MEMBER COUNTRIES
Like other parts of the world, the IDB member countries are only four years away from the target date
for the Millennium Development Goals. With this deadline fast approaching, it must be recognized that
significant improvements need to be achieved in all poverty indicators, especially in sub-Saharan Africa, to
meet these targets.
Pro-poor growth must be strengthened: The IDB member countries must be able to strengthen
their growth rates and reinforce their resilience to internal and external shocks. This is particularly so
as the relative frequency of external shocks has been increasing in the aftermath of the recent oil and
food crisis, which have complicated the progress in fighting malnutrition and hunger. Member countries
therefore need to take a long-term view in adhering to good economic policies and create efficient social
safety nets to reduce the impact of such adverse shocks on the poor. Unfortunately, Safety nets are so far
uncommon in many LDMCs.
An important issue to consider along with
the achieved economic growth is that
the impact on the poor depends on how
their incomes move with average growth;
i.e. whether growth in broad terms
is reaching the poor or not; and how
any increase in incomes interacts with
the income distribution and, therefore,
the poverty line. The lack of pro-poor
growth simply means that a long period of
sustained and shared growth will be
needed to meet the poverty MDG in
the African member countries. Although
a pro-poor growth rate will raise the
income of the poor, the high poverty gaps and wide distance between the average income of the poor and
the poverty line imply that it will take longer time and more effort for the poor to cross the poverty line.
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Need for more targeted aid to
achieve the MDGs: The recent
institutional and policy reforms in
the IDB reflect the sense of urgency
and recognition of the gravity of the
situation in many countries in Asia and
sub-Saharan Africa, particularly the huge
uncertainty regarding the financing
needs of these countries. The IDB Group
Policy on Poverty Reduction emphasize
the important role of partnerships with
other IFIs and development institutions
to increase the flow of concessional
resources to member countries to bridge
their financing gap. According to a study commissioned by the world Bank, the cost to donors of achieving
Goal-1 only (eradicating extreme poverty and hunger) ranges between US$54 billion and US$62 billion
a year, and the total cost of achieving the other goals ranges between US$35 billion and US$76 billion
per year29. Indeed, the eighth MDG is to develop a global partnership for development, which is basically
meant for the developed countries to meet their obligations to the less developed countries to achieve
the MDGs.
The Millennium Project’s 2005 Report expected that the Goals would be achieved by the 2015 target date
if high-income countries increased official development assistance from 0.25% of donor Gross Domestic
Product (GDP) in 2003 to 0.44% in 2006 and 0.54% in 2015, delivering approximately US$120 billion each
year of aid30.
An IDB study estimates that in order for member countries to reduce poverty by half by 2015, as a
group they will need to grow at 4.8 percent per annum and sustain an average per capita growth rate of 3
percent. To achieve this, it also estimates that they would require an average investment of 23.6 percent of
GDP per year. For sub-Saharan Africa, which has the largest concentration of poor, it will require a higher
GDP growth of 9.1 percent per annum and an average investment requirement of 48.8 percent of GDP.
Yet, sub- Saharan Africa region has an annual residual development finance gap of 28 percent of GDP which
needs to be covered if the goal of halving poverty is to be achieved. Obviously, achieving other MDGs
targets will require even more resources31.

Zedillo, E. et al. (2001). Recommendations of the high level panel on financing for development. UN General Assembly document
A/55/1000. United Nations, New York. Zedillo, E. et al. (2001). Recommendations of the high level panel on financing for development.
UN General Assembly document A/55/1000. United Nations, New York.

29

30

United Nations: Investing in development: a practical plan to achieve the Millennium Development Goals. New York: United Nations; 2005.

31

Abdullateef Bello and Areef Suleman: Op cit.
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It is interesting to note, that none
of the costing studies has suggested
that the estimated costs would be a
sufficient condition for meeting the
specified MDGs targets. In fact, there are
a number of necessary conditions for
achieving the MDGs over which donors
have little or no control, such as propoor growth and improved policies
and institutions. For the universal primary
education goal, for example, the costing
studies calculated how much it would
cost to educate all children in school once
these other necessary conditions were
met32.
So far, only a few countries had lived up to the developed countries’ pledge that ODA should constitute
at least 0.7 per cent of their gross national income. Net official development assistance (ODA) from the
OECD’s Development Assistance Committee (DAC) countries rose slightly by 0.7 percent in real terms in
2009. But in current U.S. dollars, it actually fell from US$122.3 billion in 2008 to US$119.6 billion in 2009.
Moreover, despite the increase in the volume of aid in absolute value, overall ODA assistance has not so far
exceeded 0.3% of GNP, compared to the target 0.7%33. This shows the enormity of the problem, in terms
of the amount of resources which need to be mobilized to close the financing gap for achieving the MDGs
in the IDB member countries.
The LDMCs remain dependent on external aid to compensate for shortfalls in government resources
which are needed for maintaining and expanding priority social services, and overcome the policy and
institutional constraints of addressing poverty. Evidence shows that financing of the MDGs is not merely
insufficient, but that the ad-hoc and temporary nature of the available financing, as well as challenges to
coordinating its delivery and directing it to the most needy recipients, hinder achievement of the MDGs
in the LDMCs.
Developed countries, therefore, are at the core of an overdue action for honouring the Monterrey
Commitment to break the vicious circle of lack financial resources, ineffective delivery services and
adopting credible strategies which are contextualized and embedded in nationally owned programs
and processes to achieve the MDGs. Indeed, the international accord on MDGs calls for global cooperation
The Trouble with the MDGs: Confronting Expectations of Aid and Development Success, by Michael A. Clemens and Others, Center
for Global Development, Washington, DC, USA, 2007.

32

Brian Tomlinson, “Reality of Aid Network Management Committee Crisis Management: An Analysis of Global Aid Trends”, The
Reality of Aid 2010 Report.
33
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through official development assistance (ODA), debt sustainability and international trade. It should also
be recognized that the presence of a large number of donors can increase the transaction costs for the
recipient countries. As such, aid should be predictable, matched with needs, and better harmonized and
coordinated as per the Paris Declaration principles34.
Social protection is crucial to achieve the MDGs: Developing cost-effective social safety nets
by the LDMCs is crucial for protection of basic livelihood and reducing vulnerability of households. These
protection mechanisms include labor market interventions (labor market regulations and wage setting
rules), social insurance programs (such as pensions, unemployment and family benefits, sick pay),
social assistance (transfers in cash or kind, subsidies and workfare), and programs to assist especially
vulnerable groups (disabled people and vulnerable children, etc.) Governments therefore should be
assisted to provide necessary social protection as an effective means for families and individuals to deal
with shocks and achieve and conserve higher levels of income, education and health. Low attainment
on these indicators creates low well-being, reduce the income path of individuals and societies, increase
vulnerability and make it difficult to move out of poverty.
Aid recipient countries must improve the quality of their policies: It is also important to
acknowledge the fact that performance on the MDGs of the developing countries is highly correlated with
the quality of their policies. Containing fiscal deficits and according higher priorities for social spending,
for example, can reinforce the pillars of pro-poor sustainable economic growth, protect education and
health, and hence promote social development. These important reforms need political will, persistence
and sustenance. Countries should also take proactive measures to respond to the possible effects of the
current Euro Zone crisis and not stand aloof suggesting that these crises might by pass without affecting
them. International flows and donor aid
from Europe may be affected by this crisis.

ROLE OF THE IDB/ISFD
On the whole, it appears that for
achievement of the MDGs in the IDB
member countries, principal areas need
to be reformed and strengthened, such
as economic institutions (governance)
and improvements in service delivery. The
challenges facing member countries to attain
the MDGs are slow growth prospects;
limited resources, inadequate capacity

The principles, which are consistent with the IDB Group Policy on Poverty Reduction are: ownership, alignment, harmonization,
results and mutual accountability.

34
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development, lack of pro-poor growth, external shocks, and lack of an enabling environment to attract
investment and encourage private sector development. It is also estimated that member countries require
US$300 billion per year, and IDB Group would need to scale-up its approvals to US$22.0 billion per annum
from the current level of US$7.0 billion to be able to provide an effective assistance for addressing poverty
in member countries35.
The IDB/ISFD is aware of the need to enhance its efforts to mobilize more resources and devise
effective strategies and quick win programs for addressing poverty in member countries. Indeed, with the
establishment and operationalization of the ISFD as a specialized fund for financing poverty alleviation
projects/programs, pro-poor agenda is not business as usual for the IDB/ISFD. The ISFD is committed to
rapid and sustained multi-sector programs which place top priority on achieving results and maximizing
impact on the poor and vulnerable groups to speed up the process of reducing poverty and achieving the
MDGs in member countries.
MDG-5: Maternal Health
Maternal mortality represents one of the widest health gaps between developed and developing
countries, including the IDB member countries. According to the WHO, 99% of all maternal deaths
are occurring in developing countries. Afghanistan’s maternal mortality rate was 1,600 per 100,000
in 2007, compared to 27 in Europe (Maternal Mortality in Central Asia, Central Asia Health Review
(CAHR), 2 June 2008).
WHO reports confirm that Sub-Saharan Africa also has high maternal morbidity and mortality
rates, with the goals of safe motherhood eluding many governments. They also confirm that most
of these conditions could be prevented with proper medical monitoring, information and services.
Maternal deaths could therefore be reduced sharply in the IDB member countries if the proper
health resources and services are made available to women. The ISFD will target maternal health
as one of the main elements of its poverty reduction programs in member countries, particularly
the LDMCs).

Abdullateef Bello and Areef Suleman, “The Challenge of Achieving the Millennium Development Goals in IDB Member Countries in
the Post-Crisis World”, IDB Occasional Paper No. 16, Rajab 1432H (June 2011).
35
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Operations in 1432H (2011G)
SELECTION OF ISFD PROJECTS/PROGRAMS
One of the main objectives of the ISFD is to reduce poverty in the IDB member countries using a
South-South cooperation approach with specific Islamic characteristics. This is in line with the IDB 1440H
(2020G) Vision and mission which includes ‘empowerment’ as a core value; makes ‘alleviating poverty’
its strategic objective; and identifies ‘human development’ among its priority areas. Therefore, the ISFD
projects/programs are designed to have clear and direct positive impact on the poor.This requires targeting
specific interventions which give priority to meet the ‘basic needs’, especially for the rural and urban poor.
These ISFD interventions include financing employment opportunities, enhancing capabilities, particularly
for women and youth, providing the poor with means of sustainable income to break away from poverty,
improving basic rural and pre-urban infrastructure such as sanitation and supply of potable water, and
expanding education and health facilities, while building their capacities and livelihoods.

PROGRAMS / PROJECTS APPROVALS
In 1432H (2011G), seven operations amounting to US$45.95 million were approved in seven member
countries, compared to 11 projects amounting to US$49.18 million in 10 countries approved in 1431H
(2010G)36.
Recognizing the multi-faceted nature of poverty in member countries, these projects have concentrated
on key sectors that form the core of poverty reduction efforts of the ISFD, namely education, health, rural
and agricultural development, water supply and sanitation, and transport and power.The thrust of the ISFD
approach in considering these programs was the need to foster and harness ownership and commitment
by local communities and direct beneficiaries to ensure sustainability of the projects after completion.
Gender aspects and capacity building were treated as cross cutting issues in all the projects financed by
the ISFD to help addressing the barriers faced by women in economic development in member countries,
particularly poor women in the rural areas.

The difference in the number and value of projects reported above, compared to previous reports of the ISFD, is mainly due to the
accounting treatment of separating the ISFD concessional financing from that of the IDB as per the BOD recommendation, whereby
only projects directly financed by ISFD are considered as part of the ISFD portfolio.
36
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SECTORAL DISTRIBUTION OF APPROVED PROJECTS
(CUMULATIVE: 1429H–1432H in US$m)
The sector distribution of the cumulative approved projects has been as follows (in US$m):

Sector

No. of Projects

ISFD Financing
1432H

Total cost

1432H

1428H-1432H

1428H-1432H

1432H

1428H-1432H

Agriculture and
Rural development

1

5

3.0

27.03

37.23

88.49

Multi Sector

3

7

28.32

49.36

97.11

441.22

Health

0

2

0

8.09

0

71.30

Education

2

6

4.63

27.23

37.97

98.27

Microfinance

1

5

10.0

35.2

10.0

122.26

Total

7

25

45.95

146.91

182.31

821.54

LDMCs are major beneficiaries of the ISFD
According to the IDB Policy on Poverty Reduction, the 25 Least Developed Member Countries (LDMCs)
will be the main beneficiaries of the ISFD operations. The basic criteria of eligibility to have access to the
Fund’s resources is the level of absolute poverty (i.e. at least 20% of the population or more are classified
as living below the poverty line), stage of achievement in reducing poverty as defined in the policy, need
for resources, and commitment of the recipient Governments. Eighty (80) percent of the annual financing
would be directed towards the LDMCs and 20 percent to be allocated to poverty pockets in non-LDMCs.
During the year, the Fund started the implementation of its initiative on the Sustainable villages Program
which aims to address rural poverty through multi-sector interventions and achieve the MDGs at the
village level. Two programs were approved,
one for Chad (Salamt region) amounting
to US$22.11 million, and another for
Sudan (Kulbus in West Darfur), amounting
to US$20.0 million (see Annex I). The
project for Chad has been co-financed
with the The Arab Bank for Economic
Development in Africa (BADEA) to
the tune of US$8.2 million. Qatar Red
Crescent Society (QRCS) and The World
Assembly of Muslim Youth (WAMY) have
agreed to partner with the ISFD in the
implementation of the project in Kulbus.
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In 1432H (2011G), 6 out of the 7 countries
which benefited from ISFD financing were
LDMCs and 5 of the beneficiary countries
are in the African region (Chad, Nigeria,
Senegal, Sudan and Togo), as can be seen
in the ISFD Approved Projects’ Portfolio
(Annex I). This is consistent with the
IDB policy to give special consideration
for the African countries as reflected in
the Special Program for the Development
of Africa (SPDA) and Jeddah Declaration
(JD), which aim to contribute to the
efforts of addressing the food crisis in
member countries. These initiatives are
also aimed at addressing the short and long-term economic development of Africa. Moreover, IDB has
decided that the programs supported by the IDB Group; SPDA, Jeddah Declaration, and the ISFD, would
be implemented in tandem so that they can supplement the amount of resources available from the Fund
to member countries and give incentive to other partners to contribute to these programs.
Terms & Conditions of ISFD Financing
The approved operations in 1432H (2011G) have all been financed on concessional terms, i.e.
ranging from 0.75% to 2.0% for service charges, 7 to 10 years for grace periods, and 20 to 30 years
for repayment periods. This is in line with the approved ISFD loans terms and conditions.

PROMOTING CO-FINANCING WITH DEVELOPMENT PARTNERS
The ISFD actively promotes co-financing to increase the total amount of funding available and maximize its
impact. In addition, this helps the Fund to avoid/minimize duplication of efforts and maximize cooperation
for efficient and effective use of resources. It also strengthens working relationships with stakeholders
and other development partners, thereby enhancing chances of project success and sustainability.
In 1432H (2011G), the total cost of the approved projects was US$182.31 million, whereas the ISFD
contributed US$45.95 million – representing approximately 25 percent of the total financing, compared
to approximately 11 percent in the previous year. The remaining cost was covered by the IDB and other
co-financiers including national governments, multilateral institutions, bilateral donors, and NGOs.

STRENGTHENING PARTNERSHIPS
The ISFD continues to explore opportunities to form partnerships with other financiers and stakeholders as
one of the key objectives of its Five-Year Strategy (2008 – 2012). Consonant with the IDB Group Policy
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for Poverty Reduction, this enables the Fund to play a catalytic role in mobilizing additional resources for
financing its programs from all potential partners, including national, regional and international funding
institutions and banks, as well as from the private sector and philanthropists. It is also one of the best
ways of strengthening working relationships, enhancing governance, and thus amplifying interests and
successes. Potentially, these partnerships can be further harnessed to assist the Fund in the areas of project
appraisal, supervision of project implementation and loan administration services, analyzing impacts on
ground, and sustaining the development efforts after completion of the projects.
The primary partners of ISFD in its development interventions are the governments of beneficiary
countries. However, the Fund has also strengthened its policy dialogue by involving a broader range of
stakeholders in its work, particularly in the implementation of its Vocational Literacy Program (VOLIP),
Microfinance Support Program (MFSP), and Sustainable Villages Program (SVP). In doing so, the ISFD aims
to learn lessons by strategically partnering with institutions and organizations that have rich experience
or better placed to secure participation and effective implementation of these programs. Some of these
partnerships are briefly highlighted below.

The Earth Institute (EI) and the MDG Centre (MDGC)
The ISFD has entered into a collaborative relationship with the Earth Institute of the University of Columbia
in New York and the MDG Centre in Nairobi which is aimed to facilitate cooperation between the IDB/
ISFD, the Earth Institute and the MDG Centre in their common aim of poverty reduction, sustainable
development and achievement of MDGs.
Several activities are being carried out by the ISFD in this regard: partnering in the ISFD Sustainable Villages
Program, collaborating on new initiatives such as the Drylands Initiative and looking at possibilities of
scaling-up the existing Millennium Villages Projects (MVPs). In terms of knowledge sharing and training,
ISFD/IDB staff will benefit from a training program and knowledge transfer by the MDG Centre, as well
as exposure visits to implemented MVPs
in East Africa

Other Partnerships
The ISFD is also in the process of entering
into

partnerships

with

many

other

organizations, such as the World Bank
(MENA Region), African Development
Bank, The World Congress of Muslim
Philanthropists (WCMP) UN agencies, etc,
for jointly embarking on poverty-related
projects, and knowledge sharing.
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BREIF DESCRIPTION OF THE APPROVED ISFD PROJECTS IN 1432H (2011)
1.

Sustainable Villages Program, Chad

The project will be implemented in a cluster of 79 villages in the Salamat Canton of the Salamat Region
of Chad. This cluster of villages has a total population of 45,000 inhabitants, most of whom live under
the most basic conditions and suffer from acute poverty, lack of basic healthcare facilities, sanitation and
education, as well as poor agricultural yield. The program scope includes interventions in the sectors
that directly impact on the achievement of the MDGs. This include agriculture, health, education, rural
infrastructure, environment and community and business development. The total cost of the project is
US$ 22.11 million, of US$11.67 million has been provided a soft loan from the ISFD to be repaid over
a period of 30 years with a grace period of 10 years and an annual service fee not exceeding 0.75% of
the ISFD financing.
2.

Jigawa State Integrated Rural Development Project, Nigeria

The objective of the project is to contribute to enhancing food security, economic growth and improve
the livelihood of the households in Jigawa State. The project’s interventions will be aimed for skills
development of youth and women and increase the yields of basic food crops for consumption and
commercial purposes. It will develop 6000 hectares of crops (rice, maize, tomato, sweet potato, okra,
onion, cassava, etc) and will build 100 km of feeder roads and 15 agricultural markets. It will also assist
in the livelihood of pastoralists with the construction of 15 wind mills watering points and women will
directly benefit from the support for agriculture development.The project will also support productive
farm families as well as low income rural poor through a microfinance facility for inputs supply and
income generating activities. The total cost of the project is US$37.23 million, of US$3.0 million has
been provided a loan from the ISFD.
3.

Al-Quds Support, Palastaine

This project is part of a plan to mobilize US$30.0 million over five years to finance projects in education,
youth employment, health, and housing sectors in Al-Quds. The ISFD has provided a loan of US$10.0
million towards this plan. The ISFD loan will be for a period of 40 years and will carry an annual lump
sum service fee which does not exceed 0.75% of the loan amount.
4.

Dara Schools Development Project, Senegal

The project aims to help provide quality education in the project area. About 20,000 children will have
access to schooling system which combines memorization of Quran and basic competencies of the
formal education system. A Waqf (Trust) will be established to ensure the sustainability of the project.
The total cost of the project is US$21.1 million, of which US$2.63 million has been provided a soft
loan from the ISFD to be repaid over a period of 30 years with a grace period of 10 years and an annual
service fee not exceeding 0.75% of the ISFD financing.
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5.

Sustainable Villages Program, Sudan

The direct beneficiaries of the program will be the communities in Kulbus town in West Darfur and
the surrounding 32 villages cluster with an estimated population of 45,000. However, the entire Kulbus
locality of with its 93 villages and total population of about 120,000 inhabitants will also benefit indirectly
from the project’s interventions. Special focus will be the poorer segments of the society. The scope of
the project encompasses (i) sector interventions in rural infrastructure, agriculture, education, health,
water and sanitation and access to finance and business development; (ii) human and institutional
capacity building; and (iii) project management support.The total cost of the project is US$20.0 million,
of US$14.65 million has been provided a soft loan by the ISFD, to be repaid over a period of 30 years
with a grace period of 10 years and an annual service fee not exceeding 0.75% of the ISFD financing.
6.

Access and Quality Improvement of Basic Education, Togo

The project’s objective is to contribute to (a) improve quality and access to basic education, (b) reduce
regional disparities, and (c) improve the capacity of the Ministry of Primary, Secondary and Literacy
(MoPSE&L). It will contribute to expanding and upgrading basic education in Togo through: (i) 17,500
additional students’ places by 2014; (ii) in-service training provided to 500 lower secondary teachers
located in the project’s area; (iii)promote girls’ education with 8,750 girls to enrolled by 2014; (iv) build
the office of the Regional Education Directorate of Kara; and (v) set up an information data base in
the (MoPSE&L). The total cost of the project is estimated at US$16.87 million, of which the ISFD has
provided a loan of 2.0 million which will be repaid over a period of 30 years with a grace period of 10
years and an annual service fee not exceeding 0.75% of the loan amount.
7.

Fisheries Development Project, Yemen

The objective of the project is to create sustainable economic opportunities for poor women and men
in the fishing communities and enhancing fisheries resources sustainability. The project is expected
to benefit more than 70,000 people by increasing their incomes and by creating related economic
opportunities. In addition, the project will develop aquaculture and microfinance for the entrepreneurial
poor, mainly women and young entrants into the labour market.The total cost of the project is US$35.0
million, of US$2.0 million has been provided a soft loan from the ISFD to be repaid over a period of
30 years with a grace period of 10 years and an annual service fee not exceeding 0.75% of the ISFD
financing.

LOOKING AHEAD
To further enhance its operations, and in view of the limited capital resources, the ISFD plans to initiate Special
Programs and Trust Funds, including Public-Private and Individual Partnerships across countries, regionally
and internationally. It will also implement Community Driven Development (CDD) projects/programs with a
special focus on women/gender issues and replicate and expand the Sustainable Villages Program.
The Fund will also undertake a review of the ISFD Five-Year Strategy (2008-2012) to evaluate implementation against
expectations, lessons learnt and begin preparation of the 2nd Five-Year Strategy (2013-2017).
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The ISFD Sustainable Villages Program
The ISFD Sustainable Villages program, which benefited from the experience of the Millennium
Villages Project (MVP) and other concepts and programs in the feild of rural development, is aimed
to offer a unique, holistic, innovative model for empowering rural communities to lift themselves out
of extreme poverty. With the help of new advances in science and technology, local staff members
work with villages to create and implement low cost, sustainable, community-led action plans that
are tailored to the villages’ specific needs and designed to achieve the MDGs. It is also aimed to
move the poor people to the other side of the poverty line, and thus make them active economic
agents of society who, not only afford to support themselves, but start to contribute to the process
of socioeconomic development of others.
To implement this project, an important partnership has been formed between ISFD and the Earth
Institute of Colombia University. This partnership aims at designing, implementing and assessing
the impact of poverty alleviation programs and help selected LDMCs to achieve the MDGs, which
is in line with the IDB Vision 1440H and the ISFD Five-Year Strategic Plan on Poverty Alleviation.
Moreover, the partnership will monitor the progress made towards achievement of the Millennium
Development Goals (MDGs)
Two projects have so far been approved under this program in Salamat Region in Chad and Kulbus
in West Darfur in Sudan where estimated poverty rates are high.The Fund plans to approve another
two projects in 1433H (2012G) and two projects in the year after.

IDB/ISFD-TCF (The Citizen’s Foundation)
The TCF Model has evolved in Pakistan as a successful educational model for the poorest segment
of society, where the poor have direct access to it within their localities. The quality assurance
system enables the TCF Model to maintain high standards of education at very low operational
cost.
The main objectives of the model are:
i) To develop a Waqf for TCF, which will generate the required funding for a major part of the
school running costs. This is to be done in collaboration with the Islamic Financial Services
Department (IFSD).
ii) To expand the schools and the number of students in Pakistan through concessionary funding.
iii) To lay the groundwork for replicating this model in selected IDB Member countries and in
partnerships with the respective Governments.
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ACTIVITIES OF THE ISFD BOARD OF GOVERNORS
The 4th Meeting of the ISFD BOG was held in Jeddah in Saudi Arabia on 24 to 28 Rajab 1432H (26 – 30
June 2011G), in conjunction with the 36th IDB Group Annual Meeting of the BOG.
The BOG adopted the ISFD Annual Report and Audited Financial Statements - 1431H (2010G). It
also deliberated on the progress of the Fund during 1431H and commended the ISFD management
for the results achieved during the year. However, the BOG expressed concern about the low levels of
contributions to the capital of the ISFD and adopted a landmark resolution calling on member countries to
base their voluntary capital contributions to the Fund on an average weighted criterion of three indicators:
a country’s real GDP, value of exports of goods and services, and the value of foreign exchange reserves.
The BOG also asked the management to continue its consultations with the member countries with a view
to implementing this criterion and enhancing the capital resources of the Fund.
The BOG decided that the 5th Annual Meeting of the ISFD BOG would be held on 09-10 Jumad I 1433H (0102 April 2012) in Khartoum in Sudan. It also approved Messrs Deloitte & Touche and Bakr Abulkhair & Co.
as auditors of the ISFD Financial Accounts in 1432H (2011G).

ACTIVITIES OF THE ISFD BOARD OF DIRECTORS
As per the regulations of the ISFD, the Board of Executive Directors of the IDB has been appointed as
the Board of Directors of the ISFD (BOD) and chaired by the President of the IDB Group. The role of
the BOD is to oversee the activities of the Fund, provide strategic guidance, and take decisions regarding
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all forms of financing, resources, operational procedures and policies in accordance with the powers
conferred on it by the ISFD regulations.
During 1432H, the BOD held seven meetings during which it considered a number of items related to
projects financing and policy issues. Seven ISFD Progress Reports were considered by the BOD, highlighting
the various activities carried out by the Fund as well as areas for further actions and improvement.
The Board approved seven operations amounting to US$45.95 million for poverty reduction projects/
programs in seven IDB member countries.The Board also commended the new initiative on the Sustainable
Villages Program (SVP) and approved an envelope of loan financing of US$18.0 million with an additional
grant component of US$1.2 million for two pilot projects in 1432H (2011G) and delegated the authority
of the approval of the specific projects to the President of the IDB, in line with the other ISFD Flagship
Programs (Vocational Training and Microfinance).
In considering the ISFD projects, the Board emphasized that all these projects should possess high poverty
content in line with the IDB Group Policy on Poverty Reduction. It also emphasized the importance of
partnerships and co-financing to supplement the ISFD limited resources and scale up its projects and
commended the partnership with the MDG Centre in Nairobi and the Earth Institute in the University of
Columbia in New York on the ISFD Sustainable Villages Program. It also stressed the need to incorporate
components in the ISFD programs to combat youth unemployment, particularly among the poor, in the
IDB member countries.
The BOD observed the low returns being achieved on the investment of the ISFD resources (ranging
between 06% to 0.9% per annum), leading to low income by the Fund. To improve the performance of the
Fund’s investments, the BOD urged the ISFD management to speed up the finalization of the Fund’s policy
for investment of its resources.
The BOD approved the ISFD Administrative budget for 1433H (2012G) amounting to ID2.20 million
(approx. US$3.39 million), of which ID1.59 million (approx. US$2.45 million) to be allocated for program
implementation and ID0.61 million (approx. US$0.94 million) for administrative expenses. It also approved
creation of three additional staff positions in the Fund.The BOD emphasized that the creation of additional
staff positions would enable the Fund to lend more focus on promotion of its activities, effective resource
mobilization and consultation with member countries.
The Board considered the low level of contributions to the ISFD capital with no tangible additions in 1432H
(2011G). It emphasized the need for an extensive resource mobilization campaign at the member countries’
level to enhance the current level of contributions.
The Board also considered and cleared resolutions calling on member countries to address the low
levels of contributions and payments to the ISFD capital for adoption by the BOG as well as the suggested
criteria for determining the levels of contributions of member countries’ to the capital of the Fund.
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The WCMP Grant-Maker Award
IDB/ISFD was commended by the BOD for having received the Grant Maker award from the World
Congress of Muslim Philanthropists (WCMP) at its 4th annual meeting held in Dubai, UAE, in March 2011.
The prestigious Award honours the IDB/ISFD for its distinguished contribution to alleviate poverty, fight
hunger, disease and illiteracy, and, demonstrating a long-standing commitment to economic empowerment,
human dignity and institutional capacity building.
Advocacy Films on ISFD Activities
The BOD appreciated the advocacy films on ISFD interventions focusing on the ISFD three Flagship
Programs: MFSP (Jordan), VOLIP (Senegal), and CDD (Indonesia). The Film will be screened in member
countries and high-level fora with a view to showcase and raise awareness on the potential of the ISFD in
addressing poverty in the IDB member countries. The BOD encouraged the Fund to publicize its activities
through selected electronic media, particularly the Arab news channels.
Welcoming the Recommendations of the ISFD EGM
The Board welcomed the recommendations of the Expert Group Meeting (EGM) on the “Challenges
and Future Prospects of the Islamic Solidarity Fund for Development”, held at IDB Headquarters, on 22-23
Muharram 1432H (28-29 December 2010), particularly those relating to resource mobilization, investment
of the ISFD resources, and development of a strategic road map which will have a multilateral framework
within which interested member countries could synergize and harmonize their bilateral assistance/
interventions.

Contributions to the ISFD Capital
As of end-1432H (2011G), 43 IDB member countries and the IDB have announced their contributions
to the Fund (see Annex II). Of the countries, 24 have fully paid their contributions. Thirteen IDB member
countries are yet to announce their contributions to the capital of the Fund. The BOD acknowledged and
appreciated the pledge of Indonesia, which announced its commitment to contribute US$ 10.00 million to
the Fund in 1432H (2011G).

ISFD MANAGEMENT
The current ISFD organization structure is composed of a Director’s front office and two divisions: the
Strategy & Program Management Division and the Advocacy & Special Programs Division. The current
Director of the ISFD is Dr. Bashir Omar Mohammed Fadlalla. Dr. Safiullah Munsour is heading the Strategy
& Program Management Division and Br. Rabih Mattar is heading the Advocacy & Special Programs Division.
currently, the Fund’s staffing is composed of 6 professionals, 2 general staff and 2 manual workers
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Financial Review
RESOURCES OF THE ISFD
The ISFD has an approved target capital of US$10.00 billion. The position of capital subscriptions as
at the end of 1432H (2011G) is shown in Annex II. These are composed of voluntary contributions by
member countries of the IDB, and the IDB. The Fund has no callable capital.
Total pledges as at the end of 1432H (2011G) stood at US$2.64 billion*, composed of US$1.64
billion committed by 43 IDB member countries, and US$1.00 billion committed by the IDB. The biggest
pledges were made by Saudi Arabia (US$1.00 billion), Kuwait (US$300.00 million), and Iran (US$100.00
million).
Paid-in capital was US$1.63 billion as at the end of 1432H (2011G) compared to US$1.53 billion in 1432H
(2011G), US$1.06 billion in 1430H, and and US$538.20 million in 1429H. Out of the cumulative payments,
as of end-1432H (2011G), an amount of US$1.23 billion was paid by member countries and US$400.00
million by the IDB. Net profit for 1432H (2011G) was US$30.07 million, compared to US$11.80 million in
1431H (2010G), US$2.57 million in 1430H and US$21.88 million in 1429H.
The Fund has separate accounts and records of its capital resources and operations. All operations and
investments activities of the Fund are conducted in conformity with Shariah (Islamic law) governing Islamic
Awqaf (Trusts). Although the accounts of the Fund are kept in US dollars, the ISFD Regulations stipulate
that they can be kept in any currency, currencies, or unit of account that the Board of Directors of the
Fund may deem appropriate. As an interim measure, the BOD decided to use the US dollar as a unit of
account of the Fund since its capital is denominated in US dollars.The Fund’s accounts are kept by the IDB
Finance Control Department and its capital resources are invested by the Treasury Department.

OPERATIONS FINANCING
The ISFD approvals in 1432H (2011G) amounted to US$45.95 million, for seven operations in seven
IDB member countries. These operations were fully financed from the ISFD resources. The terms and
conditions applied to the Fund’s operations were set in a manner to ensure that financing is provided on
concessional terms to the member countries while preserving the long-term sustainability of the Fund.

INCOME
The ISFD liquid funds are composed of paid-in contributions from member countries and the IDB. Like
previous years, these funds were invested in Murabaha and short-term Shariah compatible placements
during 1432H (2011G). All investments were made in US dollar and Euro.

*

Egypt has committed US$10 million to the ISFD in March 2012.
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IV

ISFD gross income in 1432H (2011G) was US$31.884 million, composed of income from commodity
placements (US$18,472 million), Murabaha (US$1.388 million) and income from Sukuk –Islamic bonds–
(US$12.024 million).The income achieved in 1432H was a big improvement on the level of income achieved
in 1431H (2010) and 1430H (2009) because of relatively higher returns on investment and absence of
loss provisions. Yet, the realized rates were still considered low, particularly on commodity placements
which averaged about 1.0% during 1432H (2011G), compared to rates on commodity placements and
Mudaraba in the year before which mostly ranged between 0.6% and 0.9%.
Net income for 1432H was US$30.07 million. As disbursements are just starting, no accrued income was
made on the Fund’s operations during the year. Regarding the impact of exchange rates movements, the
net impact was negative as the Fund registered a net currency loss of US$0.12 million, compared to a loss
of US$0.078 million registered in the year before.

MANAGEMENT OF LIQUID FUNDS
The ISFD is required to invest its resources which will not be immediately required for financing its
operations.As a Waqf (i.e.Trust), paid-in capital would not be available for utilization in the Fund’s operational
activities. Therefore, to maximise the income of the Fund, liquidity would be maintained only to the extent
that it can meet the Fund’s current cash requirements and undisbursed commitments. The ISFD liquid
assets are invested based on guidelines which are issued by the IDB Risk Management Department. In the
meantime, the ISFD is in the process of finalizing an Investment Policy to guide the short- and long-term
investment of its capital resources.

ISFD Key Financial Indicators (in US$m)
1429H

1430H

1431H

1432H

2,610.00

2,629.00

2,629.00

2,639.36

538.20

1,060.70

1,531.80

1,633.77

Gross Income

23.54

11.23

20.02

31.88

Net Income

21.88

2.568

18.6237

30.07

Capital Contributions: Commitment
Capital Contributions: Payments

The Fund has adopted Financial Accounting Standard (FAS) 25 issued by the Accounting and Auditing Organization for Islamic
Financial Institutions (AAOIFI) which covers the recognition, measurement, presentation and disclosure of investments in Sukuk
(Islamic bonds), shares and similar investments that exhibit characteristics of debt and equity instruments made by the Islamic
financial institutions.The financial statements for the year 1431 (2010G) have been restated to account for the impact on the balance
of investments in Sukuk as a result of the implementation of the new standard. This has resulted in an increase of the Fund’s retained
earnings and investments in Sukuk by US$6.822 million in 1431H (2010G). Consequently, the income for that year has been revised
from US$11.798 million (as reported in the ISFD Annual Report – 1431H, pp. 11, 35 & 48) to US$18.62 million (11.798+6.822).
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During 1432H (2011G), the ISFD mounted missions to Chad and Sudan to identify
and appraise two prjects within its Sustainable Villages Program. The missions identified
Salamat Canton in East-West Chad and Kulbus in West Darfur in Sudan as suitable sites
for these projects. Choosing these two sites has been met with a lot of jublilation by the
people of Salamat and Kulbus.

Br. Rabei Mattar, Head of the ISFD Advocacy & Special Programs Division, amid the people of
Salamat celeberating the identification of their area for the ISFD Sustainable Villages Project in Chad.

Celeberations in Kulbus, West Darfur, for identification of their area for the ISFD Sustainable Villages
Project in Sudan.
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V

Challenges and Prospects
Need to Address the
Limited Resource Base of
the ISFD
Despite the substantial progress made
by the ISFD since its operationalization
in 1428H (2009G), resource mobilization
remains by far the most compelling
challenge for the Fund. Compared to
the approved capital amount of US$10.0
billion, the total commitments made so far
constitute 26.9% of the target amount.
The IDB/ISFD has continued its efforts to sensitize member countries through regular consultations with
the ISFD Governors about the need to announce and pay appropriate contributions to the Fund and pay
those contributions. Indeed, recognizing the extent to which these low levels of contributions can impact
on the ISFD, the ISFD BOG has called on member countries to base their contributions to the Fund on
a specific criteria relation to the country’s real GDP, exports and exchange reserves. The ISFD had also
organized an Expert Group Meeting which made pertinent recommendations about the steps that need
to be taken to enhance the Fund’s resources and its programs.
This notwithstanding, so far, 43 member countries have announced their contributions to the Fund, which
together with the IDB, have amounted to US$2.639 billion – hardly different from the levels registered in
the previous three years. In fact, the pledges of 5 countries (Saudi Arabia, Kuwait Iran, Qatar Algeria and
the IDB, alone constitute 95% of the total capital commitments made so far to the Fund.
The ISFD, therefore, looks forward for member countries who did not contribute to the Fund’s resources
to do that at the soonest possible and those member countries who made initial contributions to increase
these contributions further to enable the Fund to play its noble role.
The ISFD looks forward with optimism for member countries to implement the resolutions of the 3rd ISFD
BOG to base their contributions to the Fund on the approved criteria as above. It also looks forward with
optimism for the implementation of the all the resolutions of the OIC Islamic Summit and those of other
OIC organs in this respect.
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Enhancing Resource Mobilization Efforts
The ISFD will launch a resource mobilization campaign through various activities, including:
•

Mounting high-level missions to selected member countries to sensitize the authorities in these
countries about the need to commit resources to the Fund.

•

Prepare a Resource Mobilization document for submission to the 12th Session of the OIC
Islamic Summit to seek the support of the OIC Heads of State to the ISFD drive for resource
mobilization.

•

Establishing specific poverty-related Trust Funds.

•

Make cauncious effort to mobilize Zakat fund from member countries to finance ISFD poverty
reduction projects.

•

Build network – partnering with UN agencies, regional banks, foundations, private businesses, and
civil society organizations.

•

Enhancing the ISFD staff capacity for better program’s/project’s formulation, design and timely
implementation, as well as in the area of marketing and building of partnership skills.
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ISFD Management - 1432H (2011G)

Br. Birama Boubacar Sidibé
Vice-President (Operations)

Dr. Bashir Omar Fadlalla
Director

Dr. Safiullah Munsour
Division Manager, Strategy & Programs
Management
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Br. Rabei Mattar
Division Manager, Advocacy & Special
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Annex I
ISFD Approved Projects – 1432H (2011)

S/No.

Country

Project

Total Cost
US$ m

ISFD
Contribution
US$ m

Approval
Date

1

Chad

Sustainable Villages Program

22.11

11.67

20/11/11

2

Nigeria

Jigawa State Rural
Development Project

37.23

3.00

26/02/11

3

Palestine

Al-Quds Support

30.00

10.00

31/07/11

4

Senegal

Support for Dasra School
Development

21.10

2.63

31/07/11

5

Sudan

Sustainable Villages Program

20.00

14.65

20/11/11

6

Togo

Access and Quality
Improvment of Basic Education

16.87

2.00

09/01/11

7

Yemen

Enhancement of Fisheries
Development Projects

35.00

2.00

01/05/11

182.31

45.95

Total
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Annex II
Statement of Contributions to the ISFD Capital Resources
As of 30/12/1432H (25 November 2011)* - In US$
S.No
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

Country/Institution
Albania
Algeria
Azerbaijan
Bahrain
Bangladesh
Benin
Brunei
Burkina Faso
Cameroun
Chad
Cote d’Ivoire
Gabon
Gambia
Guinea
Indonesia
Iran
Iraq
Jordan
Kazakhstan
Kuwait
Lebanon
Malaysia
Mali
Mauritania
Morocco
Mozambique
Niger
Nigeria
Oman
Pakistan
Palestine
Qatar
Saudi Arabia
Senegal
Sierra Leone
Sudan
Suriname
Syria
Togo
Turkey
Uganda
Uzbekistan
Yemen Republic
Islamic Development Bank
Grand Total

*

Commitment
10,000.00
50,000,000.00
300,000.00
2,000,000.00
1,000,000.00
12,250,000.00
2,000,000.00
2,200,000.00
2,000,000.00
2,000,000.00
5,000,000.00
2,000,000.00

Payment

300,000,000.00
1,000,000.00
20,000,000.00
4,000,000.00
5,000,000.00
5,000,000.00
200,000.00
2,000,000.00
2,000,000.00
5,000,000.00
10,000,000.00
500,000.00
50,000,000.00
1,000,000,000.00
10,000,000.00
1,000,000.00
15,000,000.00
500,000.00
2,000,000.00
1,000,000.00
5,000,000.00
100,000.00
300,000.00
3,000,000.00
1,000,000,000.00

0.00
49,999,952.14
324,000.00
2,000,000.00
1,000,000.00
0.00
1,999,980.00
2,238,247.77
2,000,000.00
0.00
0.00
2,000,000.00
11,965.54
2,000,000.00
0.00
65,000,000.00
1,000,000.00
3,000,000.00
999,970.00
0.00
1,000,000.00
20,000,000.00
0.00
0.00
5,000,001.00
0.00
0.00
2,000,006.66
5,000,000.00
5,115,507.43
185,946.15
49,999,999.98
1,000,000,000.00
0.00
0.00
0.00
499,894.00
2,000,001.00
999,950.00
5,000,000.00
0.00
300,000.00
2,999,974.56
400,000,000.00

2,639,360,000.00

1,633,443,771.23

2,000,000.00
10,000,000.00
100,000,000.00
1,000,000.00
3,000,000.00

Egypt has committed US$10 million to the ISFD in March 2012.
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Al Fozan & Al Sadhan
P.O. Box 16415
Jeddah 21464
Kingdom of Saudi Arabia

P. O. Box 55078
Jeddah 21534
Kingdom of Saudi Arabia

INDEPENDENT JOINT AUDITORS’ REPORT
Your Excellencies the Chairman and Members of the Board of Governors
Islamic Development Bank
We have audited the accompanying statement of financial position of the Islamic Development Bank - Islamic Solidarity Fund for
Development (the Fund) as of 29 Dhul Hijjah 1432H (25 November 2011) and the related statements of activities, cash flows and
changes in net assets for the year then ended and the attached notes from 1 to 16 which form an integral part of the financial
statements.

Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with the Financial
Accounting Standards issued by the Accounting and Auditing Organization for Islamic Financial Institutions and to operate in
accordance with Islamic Shari’ah rules and principles and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance
with Auditing Standards for Islamic Financial Institutions and International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements
are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditors’ judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant
to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the financial statements give a true and fair view of the financial position of the Fund as at 29 Dhul Hijjah 1432H
(25 November 2011), and the results of its activities, its cash flows and changes in net assets for the year then ended in accordance
with the Financial Accounting Standards issued by the Accounting and Auditing Organization for Islamic Financial Institutions and the
Shari’ah rules and principles as determined by the Shari’ah Committee of the Fund.
We draw your attention to note 2(a) which states that the Fund has followed other accounting standards for matters not addressed
by the Financial Accounting Standards issued by the Accounting and Auditing Organization for Islamic Financial Institutions.

PricewaterhouseCoopers

KPMG Al Fozan & Al Sadhan

Sami E. Farah
Certified Public Accountant
Registration No. 168

Ebrahim O. Baeshen
Certified Public Accountant
Registration No. 382

14 Rabi Al Thani 1433H
7 March 2012
Jeddah
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ISLAMIC DEVELOPMENT BANK
THE ISLAMIC SOLIDARITY FUND FOR DEVELOPMENT
STATEMENT OF FINANCIAL POSITION
AS OF 29 DHUL HIJJAH 1432H (25 November 2011)
(All amounts in thousands of United States Dollars unless otherwise stated)

Note
ASSETS
Cash and cash equivalents
Commodity placements through banks
Murabaha financing, net
Investments in Sukuk, net
Investments in Ijarah
Qard
Accrued income and other assets

4
5
6
7

8

TOTAL ASSETS
LIABILITIES
Accrued expenses and other liabilities

9

TOTAL LIABILITIES
NET ASSETS
REPRESENTED BY:
Fund resources
Retained earnings

1

1432H

1431H
(Restated)

190,385
1,103,620
369,467
20,000
11,161
77,943

683,846
632,593
34,975
202,538
20,000
5,504
4,730

1,772,576

1,584,186

61,728

5,405

61,728

5,405

1,710,848

1,578,781

1,633,775
77,073

1,531,777
47,004

1,710,848

1,578,781

The accompanying notes from 1 to 16 form
an integral part of these financial statements.
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ISLAMIC DEVELOPMENT BANK
THE ISLAMIC SOLIDARITY FUND FOR DEVELOPMENT
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED 29 DHUL HIJJAH 1432H (25 November 2011)
(All amounts in thousands of United States Dollars unless otherwise stated)

1432H

1431H
(Restated)

Income from:
Commodity placements through banks

18,472

8,727

1,388

300

12,024

10,997

31,884

20,024

Murabaha financing
Investments in Sukuk
Expenditures:
Salaries and benefits

(1,159)

(952)

(640)

(374)

(12)

(78)

General and administrative expenses
Foreign exchange loss
Others

(4)

Surplus of income over expenditure for the year

30,069

18,620

The accompanying notes from 1 to 16 form
an integral part of these financial statements.
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ISLAMIC DEVELOPMENT BANK
THE ISLAMIC SOLIDARITY FUND FOR DEVELOPMENT
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 29 DHUL HIJJAH 1432H ( 25 November 2011)
(All amounts in thousands of United States Dollars unless otherwise stated)

Note

1432H

OPERATING ACTIVITIES
Surplus of income over expenditure for the year

1431H

30,069

18,620

(1,530)

(6,822)

(17,045)
155

(1,343)
282

11,649

10,737

INVESTING ACTIVITIES
Commodity placements through banks
Murabaha financing, net
Additions to investments in Sukuk
Redemption of investments in Sukuk
Investments in Ijarah
Loans

(471,027)
34,975
(237,887)
72,488
(5,657)

(19,218)
(13,957)
(125,470)
1,000
(20,000)
(5,504)

Net cash utilized in investing activities

(607,108)

(183,149)

101,998

471,121

(493,461)

298,709

683,846

385,137

190,385

683,846

Adjustment to reconcile net income for the year to
Net cash from operating activities:

Fair value gains on investments in Sukuk
Changes in assets and liabilities:

Accrued income and other assets
Accrued expenses and other liabilities
Net cash generated from operating activities

FINANCING ACTIVITIES
Contribution received

1

Net (decrease) / increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

4

The accompanying notes from 1 to 16 form
an integral part of these financial statements.
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ISLAMIC DEVELOPMENT BANK
THE ISLAMIC SOLIDARITY FUND FOR DEVELOPMENT
STATEMENT OF CHANGES IN NET ASSETS
FOR THE YEAR ENDED 29 DHUL HIJJAH 1432H
(All amounts in United States Dollars thousands unless otherwise stated)

Fund resources
Balance at 1 Muharram 1431H
(as previously reported)
Prior year adjustment (Note 11)
Balance at 1 Muharram 1431H (restated)
Contributions received during the year
Surplus of income over expenditure for the year
Balance at 30 Dhul Hijjah 1431H
Contributions received during the year
Surplus of income over expenditure for the year
Balance at 30 Dhul Hijjah 1432H

Retained
earnings

Total

1,060,656

24,449

1,085,105

1,060,656

3,935
28,384

3,935
1,089,040

471,121
-

18,620

471,121
18,620

1,531,777

47,004

1,578,781

101,998
-

30,069

101,998
30,069

1,633,775

77,073

1,710,848

The accompanying notes from 1 to 16 form
an integral part of these financial statements.
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ISLAMIC DEVELOPMENT BANK
THE ISLAMIC SOLIDARITY FUND FOR DEVELOPMENT
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 29 DHUL HIJJAH 1432H
(All amounts in United States Dollars thousands unless otherwise stated)

1.

INCORPORATION, ACTIVITIES AND OTHER
The Islamic Solidarity Fund for Development (“the Fund”) was established pursuant to the decision
taken at the Third Extraordinary session of the Organization of Islamic Conference (“OIC”) Islamic
Summit Conference in Makkah on 5 and 6 Dhul Qadah 1426H (corresponding to 7 and 8 December
2006).
The purpose of the Fund is to finance different productive and service projects and programs that
help in reducing poverty in member countries of the OIC in accordance with its Regulations. The
Fund was officially launched during the 32nd meeting of the Islamic Development Bank (“IDB”)
Board of Governors (“BoG”), held on 12 and 13 Jumad Awwal 1428H (corresponding to 29 and 30
May 2007) in Dakar, Senegal through adoption of the BoG resolution no. BG/5-428.
The target principal amount of the Fund is United States Dollars (“USD”) 10 billion. The principal
amount shall consist of contributions from IDB and institutions of member countries. IDB has
committed to contribute USD 1 billion, payable in 10 annual installments of USD 100 million each.
The total contributions received as at 29 Dhul Hijjah 1432H mount to USD 1.63 billion (1431H:
USD 1.53 billion).
The Fund is administered by a Board of Directors of the Fund.The President of Islamic Development
Bank (the “Bank”) is the ex-officio Chairman of the Board of Directors.
The resources of the Fund available for utilization in its activities consist of:
1. income from the Waqf;
2. fund derived from operations or otherwise accruing to the Fund; and
3. others resources received by the Fund.
All dealings and activities of the Fund shall be in conformity with Islamic Shariah.
As a Fund of the Bank, which is an international institution, the Fund is not subject to any external
regulatory authority. The Fund’s financial year is the lunar Hijra year.
The financial statements were authorized for issue in accordance with a resolution of the Board of
Executive Directors on 14th Safar, 1433H (8th January 2012).
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2.

SIGNIFICANT ACCOUNTING POLICIES
a) Basis of preparation
These financial statements are prepared in accordance with the Financial Accounting Standards
issued by the Accounting and Auditing Organization for Islamic Financial Institutions (“AAOIFI”)
and the Shari’ah rules and principles as determined by the Shari’ah Committee of the Bank.
For matters which are not covered by AAOIFI standards, the Fund follows to the relevant
International Financial Reporting Standards (“IFRS”).
The financial statements are prepared under the historical cost convention except for the
measurement at fair value of investments in Sukuk.
Effective 1 Muharram 1431H the Fund adopted Financial Accounting Standards (FAS) issued by
the Accounting and Auditing Organisation for Islamic Financial Institutions (AAOIFI). There was
no significant change in the measurement and recognition of Fund’s assets and liabilities and
income and expenses for the year ended at 30 Dhul Hijjah 1430H and 30 Dhul Hijjah 1431H as
a result of this adoption.
b) Foreign currency translations
(i) Functional and presentation currency
These financial statements are presented in thousands of United States Dollars (USD) which is
the functional and presentation currency of the Fund.
(ii) Transactions and balances
Foreign currency transactions are translated into USD using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and losses resulting from the settlement
of such transactions and from the translation of monetary assets and liabilities denominated in
foreign currencies at the year-end exchange rates are recognized in the statement of activities.
Non-monitory items measured at historical cost denominated in a foreign currency are
translated with the exchange rate at the date of initial recognition.
c) Cash and cash equivalents
Cash and cash equivalents comprise bank balances, fixed deposits and placements with banks
with original maturity of three months or less at the date of placement.
d) Commodity placements through banks
Commodity placements are made through banks and are utilized in the purchase and sale of
commodities at fixed profit. The buying and selling of commodities is limited by the terms of
agreement between the Fund and the banks. Commodity placements are initially recorded at
cost including acquisition charges associated with the placements and subsequently measured
at cost less any amounts written off (if any).
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e) Murabaha Financing
Murabaha financing is an agreement whereby the Fund sells to a customer a commodity or
an asset, which the Fund has purchased and acquired based on a promise received from the
customer to buy. The selling price comprises the cost plus an agreed profit margin.
Amounts receivable from Murabaha financing are stated at the cost of goods sold or
disbursements made to the beneficiaries plus income recognized by the Fund to the date of the
statement of financial position, less repayments received and provision for impairment.
f) Investments in Sukuk
Investments in Sukuk are classified as at fair value through the statement of activities. These
investments are initially recognized investments at fair value at the date the contract is entered
into and are subsequently re-measured to their fair value at the end of each reporting period
with the resulting gain or loss recognized in the statement of activities
g) Investments in Ijarah
Investment in Ijarah consists of assets purchased by the Fund, either individually or through a
syndicate agreement and leased to beneficiaries for their use under Ijarah Muntahia Bittamleek
agreements.
h) Qard
Qard are recognized when cash is disbursed to the borrowers.
Qard represent amounts disbursed in respect of projects plus the Qard service fees due, less
repayments received relating to the outstanding capital portion of the Qard as determined
according to the Qard agreements.
i) Revenue recognition
Commodity placements through banks
Income from commodity placements through banks is recognized on a time apportionment
basis over the period from the actual disbursement of funds to the date of maturity.
Murabaha Financing
Income from Murabaha financing is accrued on a time apportionment basis over the period from
the date of the actual disbursement of funds to the scheduled repayment date of installments.
Investments in Sukuk
Income from investments in Sukuk is accrued on a time apportionment basis using the rate of
return advised by the issuing entities.
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Qard Service fees
Income from Qard service fees is accrued according to the service fee repayment schedule
appended to the Qard agreement.
Investments in Ijarah
Income from Ijarah is accrued based on the repayment schedules or the rate stipulated in the
Ijara agreement.
j) Impairment of financial assets
The Fund determines the provision for impairment losses based on an assessment of incurred
losses. An assessment is made at each financial position date to determine whether there is
objective evidence that a financial asset or a group of financial assets may be impaired. The
impairment loss results from the difference between the carrying amount of the asset and the
net present value of the expected future cash flows discounted at the implicit rate of return
from the financial asset. The impairment provision is periodically adjusted based on a review of
the prevailing circumstances.
Impairment losses are adjusted through the use of an allowance account. When a financial
asset is not considered recoverable, it is written off against the allowance account. Subsequent
recoveries of amounts previously written-off are credited to the statement of activities.
k) Provisions
Provisions are recognized when a reliable estimate can be made by the Fund for a present legal
or constructive obligation as a result of past events and it is more likely than not that an outflow
of resources will be required to settle the obligation.
l) Zakat And Tax Treatment
The Fund is considered a part of Baitul Mal (public money) and it is not subject to zakat or tax.

3.

SHARI’AH COMMITTEE
The Fund’s business activities are subject to the supervision of a Shari’ah Committee consisting
of members appointed by the IDB’s General Assembly. IDB Group’s Shari’ah Committee was
established pursuant to Board Resolution No.BED/24/11/421/(198)/138. Members of the Shari’ah
Committee of IDB Group are appointed for the period of 3 years renewable.
The Committee has the following functions:
i. to consider all that are referred to it of transactions and products introduced by the Bank for
use for the first time and rule on its conformity with the principles of the Shari’ah, and to lay
down the basic principles for the drafting of related contracts and other documents;
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ii. to give its opinion on the Shari’ah alternatives to conventional products which the Bank intends
to use, and to lay down the basic principles for the drafting of related contracts and other
documents, and to contribute to its development with a view to enhancing the Bank’s experience
in this regard;
iii. to respond to the questions, enquiries and explications referred to it by the Board of Executive
Directors or the management of the Bank;
iv. to contribute to the Bank’s programme for enhancing the awareness of its staff members of
Islamic banking and to deepen their understanding of the fundamentals, principles, rules and
values relative to Islamic financial transactions; and
v. to submit to the Board of Executive Directors a comprehensive report showing the measure of
the Bank’s commitment to principles of Shari’ah in the light of the opinions and directions given
and the transactions reviewed.

4.

CASH AND CASH EQUIVALENTS
Cash and cash equivalents at the end of the year comprise the following:
Note
Cash at banks
Short-term commodity placements through banks

5

1432H

1431H

539

8,546

189,846

675,300

190,385

683,846

Short-term placements with banks comprise those placements having a maturity of three months or less
at the date of placement.

5.

SHORT-TERM COMMODITY PLACEMENTS THROUGH BANKS
Commodity placements through banks at the end of the year comprise the following:
Note
Commodity placements through banks
Less: maturity of three months or less at the
date of placement

4

1432H

1431H

1,293,466

1,307,893

(189,846)

(675,300)

1,103,620

632,593
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6.

MURABAHA FINANCING, NET
Murabaha financing at the end of the year comprise the following:
1432H

1431H

Gross amounts receivables

--

35,681

Less: Unearned income

--

(706)

--

34,975

All goods purchased for resale under Murabaha financing are made on the basis of specific purchase
for resale to the subsequent customer. The promise of the customer is considered to be binding.
Consequently, any loss suffered by the Fund as a result of default by the customer prior to the
sale of goods would be made good by the customer. The Fund’s foreign trade operations are being
managed by The International Islamic Trade Finance Corporation (“ITFC”) for which the ITFC
charges a Mudarib fee. The Mudarib fee for the year ended 30 Dhul Hijjah 1432H was USD 5
thousand (1431H: USD 107 thousand) which has been netted off from the income from Murabaha
financing.

7.

INVESTMENTS IN SUKUK
Investments in Sukuk certificates represent shares in the Sukuk issued by various governments,
financial institutions and certain other entities.
Investments in Sukuk at the end of the year comprise of the following:
1432H
Government

1431H
(Restated)

86,150

69,460

Financial Institutions

176,488

60,010

Other entities

106,829

73,068

Investments in Sukuk – at fair value

369,467

202,538

1432H

1431H
(Restated)

Balance at the beginning of the year
Additions during the year
Sales/redemptions during the year
Fair value gains

202,538
237,887
(72,488)
1,530

71,246
125,470
(1000)
6,822

Balance at the end of the year

369,467

202,538

The movement in investments in Sukuk is summarized as follows:
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8.

ACCRUED INCOME AND OTHER ASSETS
Accrued income and other assets at the end of the year comprise of the following:

Accrued income
Due from related parties
Other

9.

Note

1432H

1431H

10

13,597
64,321
25

4,730
-

77,943

4,730

ACCRUED EXPENSES AND OTHER LIABILITIES
Accrued expenses and other liabilities at the end of the year comprise of the following:

Accrued expenses and other liabilities
Due to related parties

10

1432H

1431H

437
61,291

282
5,123

61,728

5,405

10. RELATED PARTY BALANCES
During the ordinary course of its business, the Fund has certain transactions with entities in the
Islamic Development Bank Group (IDBG).
(i) Due from related parties – entitites related to IDBG
1432H

1431H

58,032
1,996
4,272
21

-

64,321

-

1432H

1431H

5,984

5,123

IDB - Fael Al Khair Fund

25,015

-

IDB - Special Accounts Resource Waqf Fund

30,012

-

280

-

61,291

5,123

IDB - Special Assistant Fund
IDB - Medical Fund
IDB - Pension Fund
Unit Investment Fund

(II) Due to related parties

IDB - Ordinary Capital Resources

IDB - World Waqf Fund
Balance at the end of the year
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11. PRIOR-YEAR ADJUSTMENT
The Fund has adopted FAS 25 issued by AAOIFI which covers the recognition, measurement,
presentation and disclosure of investments in Sukuk, shares and similar investments that exhibit
characteristics of debt and equity instruments made by the Islamic financial institutions. Following
is the impact on the classification of Investments:
Type

Note

Before adopting
FAS 25

Sukuk Investments

Note 7

Held to maturity

On adopting
FAS 25
Fair value through
Statement of Income

Impact
See below

The financial statements for the year ended 30th Dhul Hijjah 1431H have been restated to account
for the impact on the balance of investments in Sukuk as a result of the implementation of the new
standard. The Fund has increased the opening retained earnings and investments in Sukuk balance
at the beginning of 1431H by the amount of the adjustment relating to years prior to 1431H. The
effect of the restatement on the financial statements is summarized below:
USD’000
Effect on years prior to 1431H:
Increase in investments in Sukuk

3,935

Increase in opening retained earnings

3,935

Effect on 1431H:
Increase in the income from investments in Sukuk

6,822

Increase in the investments in Sukuk

6,822

12. ASSETS AND LIABILITIES ACCORDING TO THEIR RESPECTIVE
MATURITY PERIODS OR EXPECTED PERIODS TO CASH
CONVERSION
29 Dhul Hijjah 1432H
Maturity period determined

Assets
Liabilities
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Less than
3 months

3 to 12
months

1 to 5
years

Over 5
years

period not
determined

268,328

1,473,087

-

31,161

-

1,772,576

61,728

-

-

-

-

61,728

Total
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30 Dhul Hijjah 1431H
Maturity period determined

Assets

Maturity
period not
determined

Less than
3 months

3 to 12
months

1 to 5
years

Over 5
years

723,551

835,131

-

25,504

-

1,584,186

5,405

-

-

-

-

5,405

Liabilities

Total
(Restated)

13. CONCENTRATION OF ASSETS
29 Dhul Hijjah 1432H
Member countries
Asia
Assets
Liabilities

1,667,941

Africa

Europe

9,251

61,728

Non-member

-

countries

92,000

3,384

-

Total
1,772,576

-

61,728

30 Dhul Hijjah 1431H
Member countries
Asia
Assets
Liabilities

1,344,263
5,405

Africa

Non-member
Europe

4,377
-

5,000

countries
230,546

-

Total
1,584,186

-

5,405

The geographical locations of assets and liabilities for 1432H and 1431H reflect the countries in which the
beneficiaries of the assets are located.

14. NET ASSETS AND LIABILITIES IN FOREIGN CURRENCIES
The net assets and liabilities of the Fund in foreign currencies (in thousands of US$ equivalents) at
the end of Dhul Hijjah are as follows:

Euro
Japanese Yen
Pound Sterling
Other currencies

1432H

1431H

(2,830)

(121)

--

--

--

--

18,824

2,943
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15. UNDISBURSED COMMITMENTS

Qard

1432H

1431H

34,867

40,524

16. RISK MANAGEMENT
The Fund is monitored by the Group Risk Management Department (“GRMD”) of the Bank.
The GRMD is fully independent from all business departments as well as other entities of the
Bank including the Fund. The GRMD is responsible for dealing with all risk policies, guidelines and
procedures with a view to achieving sound, safe and sustainable low risk profile for the Bank through
the identification, measurement and monitoring of all types of risks inherent in its activities. The
Bank has also established a Risk Management Committee which is responsible for reviewing the risk
management policies, procedures, guidelines and defining the Bank’s risk management framework
and appetite, with a view to ensuring that there are appropriate controls on all major risks resulting
from the Bank’s financial transactions.

(a) Credit Risk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss.The Fund’s credit risk arises mainly from its operating
assets.
For all classes of financial assets held by the Fund, the maximum credit risk exposure to the Fund is
their carrying value as disclosed in the statement of financial position. The assets which subject the
Fund to credit risk, principally consist of commodity placements, investments in Sukuk, Murabaha
financing and loans which are mainly covered by sovereign guarantees and commercial bank
guarantees acceptable to the Bank, in accordance with specific eligibility criteria and credit risk
assessments. The Fund’s liquid fund investments portfolio is managed by the Treasury Department
and comprise deals with reputable banks. Murabaha financing and Qard are covered, in most cases,
by sovereign guarantees from Member Countries, or commercial bank guarantees from banks
whose ratings are acceptable to the Bank per its policies, or sovereign guarantees from Member
Countries. The Bank benefits from preferred creditor status on sovereign financing, which gives it
priority over other creditors in the event of default thus constituting a strong protection against
credit losses.
Credit risk includes potential losses arising from a counterparty’s (i.e., countries, banks/financial
institutions, corporate, etc.) inability or unwillingness to service its obligation to the Fund. In this
respect, the Bank has developed and put in place comprehensive credit policies and guidelines as
a part of overall credit risk management framework to provide clear guidance on various types of
financing.
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These policies are clearly communicated within the Bank with a view to maintain the overall credit
risk appetite and profile within the parameters set by the management of the Bank. The credit
policy formulation, credit limit setting, monitoring of credit exceptions / exposures and review /
monitoring functions are performed independently by the RMD, which endeavors to ensure that
business lines comply with risk parameters and prudential limits established by the BED and the
management of the Bank.
An important element tool of credit risk management is the established exposure limits for single
beneficiary or an obligor and group of connected obligors. In this respect, the Bank has a well
developed limit structure, which is based on the credit strength of the beneficiary, the obligor.
Moreover, credit commercial limits in member countries regarding financing operations as well as
placement of liquid funds are in place.
The assessment of any exposure is based on the use of comprehensive internal rating systems for
various potential counterparties eligible to enter into business relationship with the Bank. While
extending financing to its member countries the Bank safeguards its interests by obtaining the
relevant guarantees for its financing operations and has to ensure that the concerned beneficiaries
as well as the guarantors are able to meet their obligations. In addition to the above risk mitigation
tools, the Bank has in place a comprehensive counterparty’s assessment criteria and detailed
structured exposure limits in line with the best banking practices.

(b) Market risks
The Fund is exposed to following market risks:
i) Currency risk
Currency risk arises from the possibility that changes in foreign exchange rates will affect the value
of the financial assets and liabilities denominated in foreign currencies, in case the Fund does not
hedge its currency exposure by means of hedging instruments. Exposure to exchange risk is limited.
Most of the Fund’s financing operations are USD-denominated, the same currency in which the
Fund’s resources – i.e. equity are denominated. The Fund does not trade in currencies. Therefore, it
is not exposed to currency trading risk. The Fund has a conservative policy whereby the currency
composition of the portfolio is monitored and adjusted regularly.
ii) Liquidity risk
Liquidity risk is the risk that the Fund will be unable to meet its net funding requirements. To
guard against this risk, the Fund adopts a conservative approach by maintaining high liquidity levels
invested in cash and cash equivalents and Murabaha financing with short-term maturity of three to
twelve months.
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iii) Mark-up risk
Mark-up risk arises from the possibility that changes in Mark-up risk will affect the value of
the financial instruments. The Fund is exposed to Mark-up on its investments in cash and cash
equivalents, Murabaha financing and investments in Sukuk. In respect of the financial assets, the
Funds returns are based on a benchmark and hence vary according to the market conditions.

(c) Fair values of financial assets and liabilities
Fair value is the amount for which an asset could be exchanged or a liability settled between
knowledgeable, willing parties in an arm’s length transaction.The fair values of operational assets are
not significantly different from the carrying values included in the financial statements. Fair value of
investments in Sukuk are measured based on inputs other than quoted prices that are observable.

(d) Segment information
Management has determined the chief operating decision maker to be the Board of Executive
Directors as this body is responsible for overall decisions about resource allocation to development
initiatives within its member countries. In order to ensure sufficient resources to enable it to
meet its developmental objectives, the Fund actively engages in treasury and liquidity management.
Development initiatives are undertaken through a number of Islamic finance products as disclosed
on the face of the Statement of Financial Position which are financed centrally through the Fund’s
capital. Management has not identified separate operating segments within the definition of FAS
22 “Segment Reporting” since the Board of Executive Directors monitors the performance and
financial position of the Fund as a whole, without distinguishing between the developmental
activities and the ancillary supporting liquidity management activities or geographical distribution
of its development programmes. Further, the internal reports furnished to the Board of Executive
Directors do not present discrete financial information with respect to the Fund’s performance to
the extent envisaged in FAS 22.
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