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Over the past century, access to capital has directly impacted the sustained economic health of
U.S communities. The availability of Islamic financing products for America’s growing Muslim
population is a new facet of community finance challenges. While several mainstream banks and
other financing institutions are devel oping products to serve this population, there remains a
segment of the American population that requires the additional technical assistance services
that community economic devel opment organization provide. After reviewing American Muslim
demographics, the basic principles of ISlamic financing and current products available through
mainstream financial institutions; this paper provides a case study of how three community
economic devel opment organizations are meeting the capital needs of the Muslim immigrant
population in the Twin Cities, Minneapolis.

Structural Overview

The economic success of communities within the United States correlates directly with
their access to capitdl and financing tools. Many examples throughout the twentieth century,
from redlined neighborhoods to Federd Housing Authority restrictions on mortgage insurance
for African American families, prove the important role that financing plays in acommunity’s
ability to achieve sustainable economic hedth. Recently, the topic of Idamic Financing has
emerged as anew issue in community finance. As Community Development Corporations
(CDCs) and Community Development Financia Ingitutions (CDFIs) exist to address the issues
of community access to capitd, they may be the best equipped vehicles for addressing the
Mudim American community’s need for financid resources. Much of this community is
comprised of new immigrantsto the U.S. Beyond their need for Idamicaly acceptable forms of
financing, they dso require more technica assistance and financid education than maindream
borrowers. This paper explores how community devel opment organizations can meet the
financing needs of the Muslim small business community?

In order to answer this question, this paper is divided into two parts. Thefirst portion
begins with an exploration of Mudim demographic datain the U.S. followed by a discusson of
the fundamentd tenets of Idamic Finance. Detalled in the latter section is a description of

Idamic financing mechanisms based on an interpretation of 1damic law, which views interest-



based loans as unfair and prohibited. The paper then provides a survey of some of the current
maingream financid indtitutions' efforts to provide Idamic financing to the American Mudim
population, and when possible, an evauation of how these tools have performed financidly.
Generdly, efforts towards providing financing options to the American Mudim community are
new and their performance levels are difficult to assess. However, the increasing number of
Idamic financing products available points towards a profitable market.

The second part of the paper introduces Community Development Corporations and
Community Development Financid Inditutions and, using a case-study anayss of three of these
organizations in Minnegpalis, illustrates how such organizations can potentialy provide much
needed patient Idamic financing. Barriers these indtitutions and their dients face, aswell as
their successes, are then highlighted. The paper concludes with lessons extracted from the
experiences of the Minnegpalis organizations that may help guide future endeavors to provide

patient Idamic finanaing.

Mudimsin America

Edtimates of the U.S. Mudim population vary widely, from between two and seven
million people? In order to ensure the separation of church and state, the estimation of religious
group Szesis not one of the functions of the U.S. Census. Therefore, only two viable options
exig for researchersinvestigating the Mudim population. The firgt involves independent
Sudies, such as the 2001 American Religious Identification Survey (ARIS) conducted by the
Graduate Center a the City University of New York. This survey estimated the Mudim

population at 1.1 million adults. Considering a+/- 0.5 sampling error, the maximum estimate of

Y Timur Kuran, “Islam and Mammon,” The Milken I nstitute Review, third quarter 2004: 61-81.
2 Jane . Smith, “ Patterns of Muslim Immigration” (US Department of State, 2001) available from
http://usinfo.state.gov/products/pubs/muslimlife/immigrat.htm; accessed 20 February 2005.



this survey is 2.2 million Mudlim adults or dightly less than 3 million if children areincdluded.?
The other estimating option involves collecting membership data from mosques. ARIS found
that 62 percent of Mudims surveyed belonged to amosgue. However, these data may not be
reliable given that only 219 Mudims were interviewed in the ARIS survey.* In addition,
Mosgues often do not have stringent membership requirements and the religious leaders
surveyed may have mativation for over-counting members.

It isimportant to understand the demographic composition of American Mudims. Often,
Mudlims are associated with people of Arab decent.®> Asillustrated in Figure 1 below, this
assumption ishighly erroneous. For one, between 17 and 30 percent of the American Mudim
population are convertsto the faith. Increasingly, African Americans are identifying with
Mudim ideology. ARIS results found the African American share of the totd US Mudim

population to be 27 percent.®

Figure 1: Composition of American Muslim Population
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Source: Smith, Jane |. US Department of State. 2001.

3 Barry A. Kosmin and Egon Mayer, “Profile of the Muslim Population” in American Religious | dentification
Survey Report No. 2 (New Y ork: The Graduate Center of the City University of New Y ork, October 2001) available
Zrom http://www.gc.cuny.edu/studies/aris_part_two.htm; accessed on 20 February 2005.

Ibid.
® |bid.
® 1bid.



While previous waves of Mudim immigrants sought to blend into mainstream American
culture by changing their names and dress, current immigrants are searching for a baance
between their Mudlim and American identities.” There has been a 25 percent increase in the
number of mosques between 1994 and 2001. Moreover, thirty percent of mosque participants
are converts.®

The complicated matter of estimating the number of Mudimsin the U.S., coupled with
the uncertainties surrounding the issue of how grictly they adhere to the faith creates a difficult
environment to assess the demand for Idamic financing. Geographicaly, however, the Mudim
population tends to be concentrated. Using the distribution of Mosgues across the United States
asaproxy for Mudim residents (see Figure 1 in Appendix A), the population appears
concentrated in California, New Y ork, New Jersey, Michigan, Pennsylvaniaand Texas® Within
those states, Mudlims are further concentrated around certain cities, such asLos Angelesand San
Francisco in Cdifornia’® The use of Mosgues as aproxy is useful in this context since the
grestest concentrations of Mudims needing Idamic financing are likely to be members of a
Mosque. Theissue of the geographic concentration of Mudimsin the U.S. will be revisited later
in this pgper during the discussion of the role Community Development Financia Ingtitutions

can play in the provison of Idamic Financing.

" Smith; 2001
8 “Demographic Facts’” inMudim Lifein America (US Department of State, October 2002) available from
http://usinfo.state.gov/products/pubs/muslimlife/demograp.htm; accessed on 20 February 2005.
% «“Number of Mosques in the United States by State” inMuslim Lifein America (US Departnent of State, October
2002) available from http://usinfo.state.gov/products/pubs/muslimlife/musmap.htm; accessed on 20 February 2005.
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|damic Finance, The Basic Tenets

The prohibition of riba, or usury, guidesthe field of Idamic finance. As one scholar
notes, “Ribais said to have been consdered by the Qur’ an to be the most heinous of the mgjor
sins”*! This section details the ISamic definition of usury and explores the various financia
tools developed by modern financid ingtitutions to adhere to Sharia’ a, Idamic law. Aswill be
discussed in detail below, some Idamic financing contracts have been met with varying degrees
of acceptance from Mudim rdigious scholars.

The Arabic word riba literally trandates to ‘increase,’ ‘addition’ or ‘growth.” However,
it is generally used as the equivaent of usury.? There are two primary forms of riba prohibited
inldam. Thefird, riba al-nasia, aso referred to asriba al-nasa, is*“the usury of waiting,
[which] involves the non-Ssmultaneous exchange of equd qudities and quantities of the same
commodity and does not therefore involve a surplus but only a difference in the timing of
exchange™*® The second riba al-fadl “involves an exchange of unequal qualities or quantities of
the same commodity simultaneoudly, and could therefore be described as the usury of surplus”**
Interms of afinancing, riba al-fadl occurs with the lending of money with the intention of a
larger return than what was borrowed. Riba al-nasia occurs when the loan period is extended

and, in return, the lender charges more than the principal value®> Modern loans incorporate both

typesof riba and are termed riba al-garud. They involve a surplus charged on an origind vaue

1 ghahrukh Rafi Khan, Profit and Loss Sharing (Karachi, Pakistan: Oxford University Press, 1987), 45.

12 Tariq El Diwany, “What is Usury,” available from http://www.islamic-finance.com/item5_f.htm; accessed on 21
February 2005.

13 bid.

“bid.

15 «“Why is Interest/Reba Prohibited in Islam?,” available from http://musliminvestor.com/principles'why-no-
interest.ntml ; accessed on 21 February 2005.



in return for adelay in payments'® The following quote provides one mord justification for the
prohibition of riba:
Apat from the dear Quranic injunction on the prohibition of riba there are
other issues with riba which cause it to be prohibited. It is consdered a form of
injusice, and exploitation. Moreover, conventiond economy today is debt-
based, and only does risk transfer. Idamic economy in contrast is asset-based,
and does risk sharing. It isal about fairnessto al parties’
Moreover, it isimportant to understand the Idamic law condemns the lender, borrower, contract
writer and witnesses for aloan marred by usury.*®
The argument presented in this paper, however, does not relate to any mord or reigious
judtification for Idamic financing. The underlying fact thet financing is a basic need for any
community’s ability to achieve sustainable economic health suffices as a reason for the provison
of riba-free financid options. While Idamic law prohibits usurious contracts, profit from risk-
sharing activities is perfectly acceptable. Therefore, it isimportant to differentiate between the
concepts of “interest rate” and “return rate,” as the former is prohibited and the latter is
encouraged in Isamic law.*® The following section presents the various types of ISamic
financing aswell as adiscusson of their level of acceptability among the Mudim community.
There are five basic forms of Idamic contracts, three mark-up and two profit and loss sharing.
Mark-Up Contracts
Murabaha
Murabaha transactions are aso known as “cost-plus’ financing. These contractsinvolve

abuyer purchasing an asset a an agreed upon mark-up from asdler. The profit margin may bea

fixed amount or a percentage of sales as long as both parties agree to the terms in advance of the

16 E| Diwany.

17«\Why is Interest/Reba Prohibited in Islam?’

18 E| Diwany.

19 Mervyn K. Lewis and LatifaM. Algaoud, Islamic Banking ( Cheltenham, UK: Edward Elgar, 2001), 39.
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transaction. Today, the mgority of ISamic financing activities are based on Murabaha.?® In
these financid dedls, the bank adopts the role of sdller and the mark-up is often based on credit
risk, interest rate indices such as the short T-hills rate, the goods being financed and the
transaction size®! Essentialy, the bank acts asamiddleman. The buyer may make one balloon
payment or ingtalments, known as Bay Bithamin Ajil (BBA). Either way, the payment must
occur after the goods have been ddlivered to the buyer at an agreed upon time in the contract.??

Much debate surrounds the issue of whether Murabaha conforms to the rules of 1damic
finance. The mark-up certainly resembles a fixed-interest charge and there is a question of
whether the financier entersinto any risk at al. Having the buyer inspect the product prior to the
financier’ s purchase skirts even the possbility that a buyer may reject the quality of goods
acquired by the finanding ingtitution.>® Further, some ingtitutions require the buyersto sign a
contract binding them to purchase the goods before the financier engages in any transactions.
This dement, which diminates al risk for the financier, is one aspect of the Murabaha contract
that Idamic scholars find troubling.

Many Idamic scholars consder Murabaha to be a questionable tool a best. They fear
that thistool may be used as a“back door for dedling on afixed interest basis”** However, the
practitioners of Idamic financing believe it to be aflexible option that dlows them to operate in
avaiety of markets and compete with traditiond financid indtitutions. One suggested litmus

test isto compare the difference in the pricing of a spot payment and the total BBA payments. If

20 «“Murabaha,” available from http://www.islamic-finance.com/item_murabaha_f.htm; accessed on 21 February
2005.

21 Tarek S. Zaher and M. Kabir Hassan, “A Comparative Literature Survey of Islamic Finance and Banking,”
Financial Markets, Institutions and Instruments, vol. 10 no 4 (2001): 160.

22« Murabaha.”

23 Zaher, 160.

24 Ahmed Abdel-Fattah El-Ashker, The Islamic Business Enter prise (London: Croom Helm, 1987), 95.



no difference exists, the loan is considered to be riba-free.”® Other scholars argue that if the
financier bears the risk of the transaction until the borrower takes possession of the asset
financed, the dedl isin accordance with ISlamic law.*® This debate will continue. 1n the context
of the argument presented here, as long as Murabaha satisfies the American Mudim
community’s need for Idamic financing, it should be made available to them.
ljara

ljara isaleasing contract. The ownership of atangible item remains with the lessor
while the lesee pays to uilize the asset.?’ |jara wa-lqtina trandates as lease and ownership.?®
Here, the lessee is given the option of owning the asset at the end of the lease period and a
portion of payments made is directed towards the purchase of the asset. 1n both types of
contracts the lease payments and period must be agreed upon in advance to avoid any
speculation.?® Idamic lessing is“becoming the most popular form of Idamic finance™° It dedls
with tangible assets, which provides aform of financid guarantee and the profit marginis
generdly larger than in murabaha. Some Idamic scholars, however, argue that this form of
financing is not very different than traditional banking products®! Moreover, some Iamic
jurigts prohibit ijara wa-I gtina since it guarantees profit for the lessor without any associated
risk.3? One scholar, while admitting this is a complicated financing structure, suggeststying the

lease or rental payments to a percentage of business profits attributed to the leased asset.*

25 «“Murabaha.”
26 M. Umer Chapra, Towards a Just Monetary System (Leicester, UK: The Islamic Foundation, 1985), 170.
27 7aher, 160.
28 «|jara,” available from http://www.islamic-finance.com/item_ijara f.htm; accessed on 21 February 2005.
29
Zaher, 160.
%0 |hid., 164.
31 |hid., 163.
32 jara”
33 Ahmed Abdel-Fattah El-Ashker; 94-95.
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Istinsa
|stinsa is another “mark-up” contract, smilar to murabaha and ijara.®* Thistype of
contract is used in a deferred delivery situation and applies to customized orders>® It is most
often used in the long-term financing of large projects. Under istinsa, the lender can either retain
ownership of the plant and charge the operating company fees based on their profits; or the
lender can package the contract in asmilar way to murabaha, except in an istinsa contract
various fees can be packaged into the deal.>® Regarding riba-free financing, Idamic scholars

express the same hesitations towards i stinsa aswith murabaha and ijara contracts.

Table 1: Overview of 1slamic Financing Tools

Level of Islamic
Acceptability
Mark-Up Contracts Murabaha "Cost-Plus' Financing: financier  Highly debated, depends on

purchases an asset and sellsitto  financing terms.
the borrower for an agreed upon

profit margin. Payments may be

in installments or a balloon

payment.

ljara and ljara wa-Igtina Lease and Lease to Own: lessor  Highly debated, depends on
maintains ownership of theasset  financing terms.
as well as responsibility for
insurance and maintenance.

Payments and |ease period must
be established in advance.

Istinsa Deferred Delivery Financing: Highly debated, depends on
used for customized orders and financing terms.
large, long-term finance deals.

Can resemble murabaha or
profit-sharing financing.
Profit and L oss Sharing Mudaraba Limited Partnership: investor Widely accepted
makes no management decisons
and investor losses are limited to
the amount invested.

Musharaka Joint Venture: investors are Widely accepted
involved in management
decisions. Profits and losses are
shared based on agreed upon
proportions so that potential
financial losses are not limited to
the amount of money invested.

Product Type Financing Tool Description

34 Zaher, 165.
Bujjara”
36 Zaher, 165.
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Profit and Loss Sharing

There are two methods of profit and loss sharing financing, mudaraba and musharaka. Both
types are equity investments that involve the investor sharing in the risk of an entrepreneurid
venture. Hence, both contracts are accepted throughout the Mudim community.

Mudaraba is alimited partnership in which the entrepreneur and investor agreeto a
profit-sharing ratio in advance. In such dedls, an investor is not involved in management
decisons and |losses are limited to the amount of capita invested. Also, the entrepreneur may
not receive any st wages from the project, al compensation must come from their share of
profits earned.

Musharaka isajoint venture in which investment partners have the right to make
decisions regarding the project operations. In thistype of contract, potentid losses incurred by
the investors are not limited to the amount invested. Rather, profits and losses are shared in the
proportions agreed upon at the outset of the project. Partners are aso permitted to establish

sdaries as part of contract agreements.

Current |damic Financing Products Offered in the U.S.

In order to best understand the financing needs of the American Mudim community, the
tools currently available must first be studied. The following section surveys the products
availablein the U.S. for Idamic banking, home mortgages, business finance, insurance and
mutud funds. The gppendix contains more detailed descriptions of the companies discussed in
this portion of the paper aswell as the products they offer. While unable to capture dl activities
in the Idamic financing sector, this andysis explores the mgor trends and products available to

the American Mudim community.
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| slamic Banking Services

Inits February 14, 2005 issue, BusinessWeek named three U.S. banksin an articleon
“|damic Friendly Lenders” The three banks were HSBC, University Bank and Devon Bank.3’
HSBC Amanah is headquarterd in the United Arab Emirates with regiond offices in the United
States, aswell as severd other countries. HSBC offers an interest-free banking product with a
MasterCard debit card. Devon Bank, a sixty-year-old Chicago community bank, offers smilar
consumer products. More unique, the University Bank, based in Ann Arbor, Michigan isthe
first bank to offer an FDIC insured deposit instrument that is also Sharia’ a compliant, the
SHAPE Profit Sharing Deposit. For this product, University Bank invests depositsin a portfolio
of Sharia’a compliant investments. Returns on the deposits are based on gross profits from the
portfolio companies. Since the yields are not pre-set, depositors may retain al profits.
Moreover, the depositors are not at risk of loosing any money since deposits are FDIC insured.
Returns have condstently been over 1 percent the last twelve months (further detall availablein
Appendix B).
| slamic Mortgages

The Idamic home mortgage finance market is afast growing resource available to
American Mudims. American Finance House LARIBA isthe largest financier inthe U.S. of
Sharia’ a compliant mortgages®® LARIBA, meaning “no interest,” stands for Los Angeles
Reliable Investment Bankers Associates. It was established in Pasadena, Cdiforniain 1987 and

can now provide financing vehicles throughout the United States, with the exception of New

37 «University Bank's Islamic Banking Division Is an "Islamic Friendly Lender" According to This Week's Business
Week Magazine; One of Just Threein the United States,” University Bank Press Release, 8 February 2005; available
from http://biz.yahoo.com/iw/050208/080586.html; accessed on 20 February 2005.

38 Alex Frangos, “ For Devout Muslims, Interest is Forbidden,” The Wall Street Journal, Real Estate Journal. 20
March 2003; available from http://homes.wsj.com/buysell/mortgages/20030320-frangos.html; accessed on 20
Februrary 2005.
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York State, due to a Strategic partnership with the Bank of Whittier. LARIBA structures home
mortgages using an ijara wa iqtina contract blended with “diminishing” mushar aka
characterigtics. LARIBA and the borrower enter ajoint purchase agreement and over time, the
borrower purchases LARIBA'’ s share of the property. In addition, the borrower pays market-rate
rent on their property. The rent paid to LARIBA correspondsto their share of ownership, which
diminishes over time. However, to reduce confusion resulting from varigble monthly payments,
LARIBA dructuresthis ded into fixed monthly payments. ljara wa igtina products are also
avallable through Guidance Financiad Group, based in Reston, Virginia; Universty Bank’s

MALT Home Mortgage Program; and Devon Bank. However, only LARIBA reduces the rent
paid by the borrower as their share of equity in the property increases. Devon Bank and HSBC
aso offer murabaha home mortgage financing options. 1n these contracts the bank purchases the
property and sellsit to the borrower at aprofit. Payments are made in monthly installments and

rates are competitive with traditiond mortgages.

Figure 2: An Example of Borrower Ownership Acquisition

Based on a 30 year partnership with 209 down.
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Source: “A Program Tailored To Meet Y our Needs,” Guidance Financial Group; available from:
http://www.guidancefinancial group.com/products/OurProgram.aspx; accessed on 1 March 2005.

In March 2001, Freddie Mac approved American Finance LARIBA asthefirg Idamic

mortgege seller/servicer. That year, Freddie Mac purchased $20 million in Idamic home
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financing.3® In 2002, Freddie Mac and Fannie Mae committed $110 million to fund Idamic
mortgages.*® According to Y ahia Abdul-Rahman, who founded LARIBA, Freddie Mac
investments increased the volume of LARIBA home |loans from about two per month to 10 per
week, reduced down payments and tripled repayment periods to 30 years** Freddie Mac has
a0 benefited from the arrangement, “Freddie Mac's Idamic mortgage products are doing
‘gangbusters business,” says company spokesman Brad German. ‘We're doing about $20 million
amonth.”"*2 The company has continued to contract to purchase ISamic mortgages. A January,
2005 agreement with Devon Bank underscores Freddie Mac's commitment to this market.*3
Business Finance

Both LARIBA and Devon Bank offer busnessfinancing. LARIBA targets smdl and
medium busi nesses with a preference towards entrepreneurs with previous experience and
nationa franchise businesses, such as gas and service stations and franchise restaurants.**
LARIBA offers musharaka contracts aswell asijara wa igtina financing. For trade finance,
LARIBA uses amurabaha, cost-plus, tool. Devon Bank aso provides murabaha financing to
businesses in ether a one-time transaction contract or a Murabaha Guidance Line, whichis
amilar to aline of credit. For businessred edtate financing, an ijara wa igtina tool is available

that resembles the home mortgage contract structuring.

39 JamesF. Carey, “ Freddie Mac's Role in the U.S. Housing Finance System,” Presentation to the Ninth Annual
LARIBA Symposium, 16 June 2001 12; available from http://www.lariba.com/knowledge-

center/articles/pdf/L ARIBA %202002%20-%209th%20A nnua %20L A RIBA %620Symposium.pdf; accessed on 2
March 2005.

“0 Frangos; 2003.

41 «Freddie Mac To Invest In Islamic M ortgages,” Islam Online News, 4 April 2001; available from
http://www.islam-online.net/English/News/2001-04/04/articl€5.shtml; accessed on 2 March 2005.

42 Jeff Sanford, “Muslim Profit,” Canadian Business, 27 September 2004; available from
http://www.canadianbusiness.com/article.jsp?content=20040927 62214 62214; accessed on 2 March 2005.

43« Devon Bank, Freddie Mac Announce Expanded Financing Opportunities for Muslim Homebuyers,” Freddie
Mac Press Release, 10 January 2005; available from http://www.freddiemac.com/news/archives/afford_
housing/2005/20050110_devonbank.html; accessed on 2 March 2005.

44 «Business Financing” LARIBA American Finance House; available from
http://www.americanfinance.com/busi ness-financing.htm; accessed on 2 March 2005.
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Sgnificantly, pure venture capitd is not an available financing mechanism through these
inditutions. Globaly, Idamic financid inditutions only invest around $1 billion annudly in
musharaka contracts, the equivalent of venture capita dedls*® In 2002, there were around 100
Idamic Investment funds with over $3 billion in assets*® However, “Idamic funds do not invest
in Idamic companies, they invest in companies listed on mgor stock markets screened according
to Sharia’ a guiddines™’ The funds attempt to achieve high returns and are, generaly,
geographicaly diversfied. The appendix contains profit measures of some U.S. equity funds for
2001, the most recent data available from Failaka Internationd, Inc., the industry leader in
Idamic fund information. Only one fund redized pogtive yiedsin 2001. The Idamic funds
favored technology companies since their activities are considered Sharia’a compliant and were
hit hard when that bubble burst.*®
| slamic Mutual Funds

Mutua funds offer anIdamic investment dternative that mitigates much of the risk of
investing while increasing capacity for wealth accumulation compared to tools like the SHAPE
Profit Sharing Deposit. Failaka Internationa, Inc. identifies three companies, Amana, Azzad,
and the Dow Jones Idamic Fund, offering five different Idamic mutud fundsin which US
resdents can invest. Both Amana and the Dow Jones Idamic Fund use advisory boards of
Idamic scholars to guide investment decisons. All five funds experienced negative gainsin the

first few years of this decade, corresponding to the economic recesson. Since Azzad and the

5 Muhammad Saleem, “Venture Capital: Where Muslims Fear to Tread,” Alt.muslim 9 February 2005; available
from http://www.altmuslim.com/perm.php?d=1392 0 24 0 M; accessed on 2 March 2005.

46 «| slamic Equity Funds: Analysis and Observations on the Current State of the Industry,” Failaka International,
Inc., 5 March 2002: 2; available from http://www.failaka.com/Library/Articles/ lamic Fund Analysis 2002.pdf;
accessed on 2 March 2005.

" 1bid., 3,
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Dow Jones Idamic Fund were established in 2000, they are just starting to establish arecord of
postiveyidds. Further fund information may be found in Appendix B.

AmanaMutud Funds Trugt offers two invesment funds thet avoid interest and
investments in businesses not in-line with Idamic principles, such as the bank and the liquor
industries. The Income Fund first began operating in 1986. The Income Fund “ seeks current
income and preservation of capital.” The Growth Fund was sarted in 1994 for investors wanting
long-term capital growth.*® Saturna Capital Corporation administers both funds. The two
mutual funds have over 6,600 shareowner accounts and more than $78 million invested.*° In the
fira haf of the 2004-2005 fisca year, the Growth Fund gained 16 percent and the Income Fund
grew 19.7 percent. These figures compareto 5.7 percent for the S& P 500 Index and 5.8 percent
for the NASDAQ Composite Index over the same period.>*

Azzad Asset Management, Inc. offers two ethica mutua fund products. The Azzad
Ethicd Mid-cap Fund (ADJEX) began operating in November of 2000. Before December of
2003, the fund was known as the Azzad/Dow Jones Ethica Market Fund and invested in large
cap U.S. stocks. Now, most of the fund assets are invested in mid cap stocks, that is, companies
with between $500 million and $10 hillion & the time of investment. The fund tries to match or
better the performance of the Standard & Poor’s Midcap 400 Index. 2003 wasthefirst year the
fund experienced positive returns. The October 7, 2004 year-to-date performance was 1.12
percent growth.>?> The Azzad Income Fund (AEIFX) primerily investsin equity securitieswith

the objective of providing current income congstent with ethicd values. The mgority of

49 « AmanaMutual Funds Trust,” available from http://www.amanafunds.com/; accessed on 2 March 2005.

50« Amana Semi-Annual Report,” 30 November 2004: 1; available from http://www.amanafunds.con/; accessed on
2 March 2005.

> pid.

52 « prospectus: The Azzad Funds Ethical Investing,” 5 November 2004: 6; available from

http://www.azzadf und.com/pdf/PNov2004.pdf; accessed on 2 March, 2005.
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investments are in large-cap dividend- paying companies. Thisfund dso only experienced gains
in 2003. The year-to-date yields on October 7, 2004 were 1.8 percent. Both funds are managed
by Wright Investors Service, which manages over $2.5 billion in assets>

The Dow Jones Idamic Fund (IMANX), offered by Allied Assets Advisors, asubsidiary
of the North American Idamic Trug, is afifth fund option available to Mudim investors.
Egtablished in June of 2000, the fund attempts to provide capitd growth in accordance with
Idamic principles. At least 80 percent of the fund assets are invested in foreign and domestic
securities listed on the Dow Jones ISamic Market Indexes.> Thisfund aso only began redlizing
positive returns in 2003.>°
Summary

A variety of banking and financing tools are being developed to cater to the American
Mudim population. Much of the emphasis has been on wedlth crestion and accumulation,
whether in the form of home equity or long-term investments in mutua funds. The demand for
these productsis driving their availability and their profitability. Freddie Mac anticipates that
thefirst 5 years of activity in the Idamic home mortgage market will yidd around $5 billion in
loans.®

Many of the products are far too new to alow for an assessment of their financid returns.
While, the hopeisthat these tools are dlowing Mudim families to access the same opportunities
for wedth building as the rest of the American population, the demand for financing remains
high. Current financing structures, relying highly on mark-up contracts, may not satisfy the most

puritan of Mudim populations. Innovation and invention must be encouraged so that the entire

%3 |bid.,12.

>4 «The Dow Jones Islamic Fund,” available from http://www.investaaa.com/; accessed on 2 March 2005.

5 “Dow Jones Islamic Fund Prospectus,” 1 October 2004: 3; available from http://www.investaaa.com/; accessed on
2 March 2005.

%6 « Freddie Mac to Invest in Islamic Mortgages.”
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community may be served. Moreover, agreater variety of business financing products need to

be made available. This market is profitable and far from saturated.

Community Devdlopment Or ganizations

Community Development Corporations (CDCs) and Community Development Financid
Ingtitutions (CDFIs) both attempt to redress the problem of financid disinvestment in minority
and low-income communities and the resulting neighborhood physical distress caused by this
gap in capital access®’ They generdly hold anon-profit tax-exempt status, have a volunteer
board of directors and a volunteer loan committee if they provide financing services. The vast
mgority of CDCs and CDFIs focus on housing development, though between 30 to 50 percert of
CDCs provide business development services®® The following section briefly describesthe
origins and histories of these two types of community development organizations, as well asthe
policies that have influenced their developmentd trgectories. The potentid role of CDCs and
CDFlsin the provison of Idamic financing toolsis then discussed. That leads usinto the next
portion of the paper, a case study of Minnegpolis community development organizations
providing patient 1damic-based financing.

Originsand Histories

The first generation of CDCs originated from the Specid Impact Amendment to the
Economic Opportunity Act, legidation initiated by Senators Robert Kennedy and Jacob Javits
after avigt to the Bedford- Stuyvesant neighborhood in Brooklyn. Thisfirst wave of about 100

CDCs, including the Bedford- Stuyvesant Redevelopment Corporation (BSRC), concentrated on

" Randy Stoecker. “The CDC Model of Urban Redevelopment: A Critique and an Alternative.” Journal of Urban
Affairs, vol. 19 no. 1 (1997): 1-22.

And Kristin Moy and Alan Okagaki. “ Changing Capital Markets and Their Implications for Community
Development Finance.” Capital Xchange Journal, July 2001.
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job creation. The second movement of CDCs occurred during the 1970s in response to
displacement caused by urban renewal and financid redlining activities. This generation
conssted of between 500 and 1000 organizations with missions targeting housing development.
Asloca government funding targeting urban poverty issues decreased, private and federd funds
stepped in. New funding sources included “private philanthropy such as the Ford Foundation's
Grey Areas Program, support groups, intermediaries, and funding from Title VII of the
Community Services Act.”™° Between 1966 and 1980, federal funding levelsfor CDCs
increased to over $500 million, resulting in a surge of new CDCs that brought the total number
of these organizations to around 2,000.

Thefirst community development financing activities, such asloan and venture capita
funds, were offered by thefirgt generation of CDCs. BSRC developed a smdl business lending
program as part of itsinitial redevelopment activities®® Today, they continue to manage a
“Restoration Capital Fund.”®* However, less than 50 CDCs received Specia Impact Program
funding from the Office of BEconomic Opportunity, not of al which provided financing services.
In the 1970s, the first community development banks and credit unions were established, such as
South Shore Bank of Chicago in 1973. While many newly established CDFIs turned to federa
sources of funding, including funds from Housing and Urban Devel opment, Department of
Agriculture and The Economic Development Administration, others raised philanthropic capita

from locd and rdligious ingtitutions and individuas. These organizations created |oan and

%9 1bid; 2.

€0 Moy and Okagaki; 3.

61 « Restoration Capital Fund,” available from http://www.restorationplaza.org/bd/rcf.html; accessed on 11 April
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revolving loan funds to finance home mortgages, community land trusts and low-income co-
operatives.®?

Throughout the 1980s, federd funding for affordable housing was reduced by over 70
percent. Asaresult, many CDFIs and CDCs focused their efforts on affordable housing. Two
federd policies, the Community Reinvestment Act (CRA) and Low-Income Housing Tax Credits
(LIHTC) created by the Tax Reform Act of 1986, contributed to increased bank and corporate
investment in affordable housng. State and loca governments turned to CDCs and for- profit
housing developers to answer their local affordable housing needs. Findly, national community
development organizations, such as the Enterprise Foundation and the Locd Initiatives Support
Corporation (L1SC), mobilized large amounts of corporate investment in affordable housing
through the syndication of LIHTC in order to support avison of “community-based non profits
as developer, managers and financers of affordable housing.”®?

In the 1990s, CDFIsreceived a mgor boost from the Clinton administration’ s support of
stronger CRA requirements. The legidative changes, passed in 1995, caused an increase in bank
invesments and lending activities in lon-income communities. Clinton aso endorsed the 1994
Riegle Community Development and Regulatory Improvement Act, establishing the CDFI Fund.
The CDFl Fund operates avariety of programs aimed at certifying organizations as CDFIs,
improving CDH lending capacities and encouraging banks to invest in low-income communities
and CDFIs. The CDFI Fund was dso given the administration portfolio for the New Markets
Tax Credit Program (NMTC), a program designed to encourage private investment in

economically distressed neighborhoods in exchange for tax credits®*

62 Moy and Okagaki; 3-4.

%3 1hid; 6-7.

64 Benjamin Lehn, Julia Sass Rubin, and Sean Zielenbach, “Community Development Financial Institutions: Current
Issues and Future Prospects,” March 2003. Paper presented at Chicago Federal Reserve Bank Conference: Seeds of
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Today CDFls are responding to three types of community development needs. “basic
financid services, affordable credit for home purchase, rehabilitation, and maintenance; and loan
and eqity capita for business development.”®® By 2001, the number of certified CDFls had
increased to about 650 organizations with assets ranging between $5,000 and $730 million.
Moreover, beyond community development banks and credit unions, CDFI activities now
include community development venture capita; micro-enterprise funding; and housing,
business and facility loan funds.®®
The Role of CDCsand CDFlsin Islamic Financing

A 2001 article by Kristin Moy and Alan Okagaki highlights that CDFl market niches are
with clients requiring agreat deal of technical assstance, products with high transaction costs,
and high-risk investments®’ Thus, CDFIs and CDCs, experienced in providing capita and
technical assstance to populations traditiond financid inditutions cannot and will not serve, are
well positioned to provide Idamic financing options to growing segments of the American
Mudim population. Specificaly, community devel opment organizations possess the services
and grass-roots orientation required to reach America s Mudim immigrant population.

These communities lack the skills and understanding to navigate and succeed in
maingtream financia circles. Moreover, immigrants have not built the necessary credit histories
and business track records that banks generdly require. Merging the patient lending products

deveoped by CDCs and CDFIswith Idamicaly acceptable financing products can address this

capital gap.

Growth; Sustainable Community development: What Works, What Doesn’t and Why, Washington, DC, March 2003.

pp. 5-8.
& Ibid. p. 3.
% 1bid. p. 2.
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Findly, interpretations may vary among different communities regarding how grictly
financing products must adhere to the tenets of Idamic law. Community development
organizations, with their focus on loca needs, are able to develop financing products to address
the specific requirements of the communities they serve; whereas banks are looking at products
that must satisfy broad sectors of Mudims across the U.S.

The following section of the paper will demongrate how Minnegpolis-based community
development organizations are providing such tools and meeting locd demands. Thusfar, these
three organizations are the only identified CDCs and CDH s providing Idamic- based financing
productsin the United States. They have combined years of patient financing experience with

Idamic financing products that meet their Mudim immigrant community’s needs

The Provision of Patient | damic Financing in theTwin Cities, A Case Study

The African Community in the Minneapolis-St. Paul MSA

The 2000 U.S. Census estimated that 30,388 African immigrants called the Twin Cities
home. Almost 80 percent of that community immigrated to the U.S. between 1990 and 2000 and
nearly al of them do not have citizenship status (see Appendix C, Figures 1 and 2). Twenty-
three percent, or 8,933 of those claming African ancestry in the Minnegpolis-St. Paul MSA were
of Somdi origin.%® This reflects the highest metropolitan concentration of Somdisin the U.S°
Public school enrollments in Minnesota revea a doubling of Somai students between the 1999
2000 school year and the 2001-2002 school year, concentrated in metropolitan areas (see

Appendix C, Figure 3). During the same period of time, nearly 5,000 refugees from Somalia

68 2000 U.S. Census, Summary File 3, QT P13 Ancestry 2000; available from www.census.gov; accessed 8 April
2005.

89 Art Hughes, “ Census; poverty still aproblem for some minorities.” Minnesota Public Radio. Aired September 25,
2002 available from http://news.minnesota.publicradio.org/features/200209/25 hughesa_census/; accessed on 8
April 2005.
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settled in Minnesota (see Appendix C, Figure 4). Nearly dl Somdis subscribe to the Mudim
fath.

High levels of poverty characterize the immigrant population of the Twin Cities. Of the
total foreign-born population inthe MSA, 19 percent fell below the poverty linein 2000. The
vagt mgority of the foreign-born population living in poverty are not U.S. citizens. Whilethe
Census does not report poverty statistics based on place of birth or ancestry, it does report
poverty levels categorized by year of entry. Around one-quarter of the tota foreign-born Twin
Cities population that immigrated to the United States between 1990 and 2000 areliving in
poverty. Again, most of them do not hold U.S. citizenship. Though it is difficult to infer from
these data what the income satusiis of African and Somdi immigrants in the Minnegpolis-St.
Paul MSA, it does provide anecdotd evidence suggesting that poverty and lack of economic
opportunities are amongst the mgor challenges these communities face.

Financing Muslim Small-Businesses

Three community development organizations have stepped in to serve the Twin City
Mudim amdl-bus ness community: the Neighborhood Development Center (NDC), the African
Development Center (ADC), and the Minnegpolis Consortium of Community Developers
(MCCD). These three organizations operate in a cooperétive fashion to provide the needed
financing and supportive services to assist the Mudim population in addressing their community
economic needs. The following section describes these three lenders, their organizationa
missions and intertwined organizationd histories. The next part of the case study depictsthe
process of Idamic Financing in Minnegpolis and how it evolved there. Following thet, an
explanation of the Idamic lending products available through these indtitutions is provided. The

next section details the other services made available to dientsto assst in their busness and
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financid success. Findly, an analyss of the impacts of these organizations 1damic lending
activities concludes this segment of the case sudy.
Research Methodol ogy

The case study analysis builds upon three research methods. Key informant interviews
condtitute the primary source of information. Interviews are supported with information from
organizationa webstes. The second method of examination utilized direct observation of
organizationd activitiesat ADC's office in the Cedar Riverside Neighborhood of Minnegpalis,
Minnesota. Findly, NDC internd documentation provided impact data for the organization’s
Idamic financing transactions and archival records at the client level were used for an
assessment of ADC and NDC' s services.

Nineindividuas from dl three community development organizations were interviewed
for this Sudy, with afocus on those involved in the Idamic finance activities. At ADC, al four
daff members wereinterviewed in person. Also, Tim Mungavan, Chairman of ADC’s Board of
Directors, provided an in-person interview; and Alison Haley, Loan Committee Chair, was
interviewed over the phone. From NDC, Mara O’ Neil, the Chief Operating Officer, was
interviewed over the phone. MCCD Executive Director, Jm Roth, and Loan Pool Manager,
Dave Chapman, dso gave face-to-face interviews. One other interview with arepresentative
from anon-lending ADC partner, Tavyer Buechler of Common Bond Communities, helped
edtablish the necessary context regarding the status of Somdi immigrantsin Minnegpolis. Wafiq
Fannoun, Executive Director of Reba Free, LLC, declined an interview. Clients also informed
the case study research, generdly through informal vidtsto their place of business. For
example, avidt to one of the Somdi Malls—a concentration of Somai owned storesin a

converted warehouse—provided ingght to the types of businesses that have been financed by
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NDC. "° Onedient, identified by ADC staff as comifortable enough with English and willing to
be interviewed, answered questions in amore forma meeting during avigt to their sore. For
the purpose of protecting borrower privacy, no entrepreneur or business names are included in
this report or the bibliography. Furthermore, any specific information relayed during these
experiencesis combined with data or information from other sources, thus contributing to the
overdl andyss.

A sitevisit at ADC from March 14 through the 16™", 2005, established an understanding
of the culturd and organizationd functions of ADC. Interactions with walk-in dients and
vigtors were observed, as were staff activities and cooperation. Moreover, the geographical
context of the Cedar Riverside neighborhood and Minnegpolis Somdi business community were
carified through this vist.

Important information was aso acquired from organizational documents. An NDC
internal document supplied detailed historical background on the organization’ s involvement
with Idamic Financing aswell as data regarding their loan volumes. From ADC, a spreadsheet
with detailed client, loan and business information, compiled by Hussein Farah, was used to
ascertain theimpacts of ADC' s activities. Together, these sources of information provided the
necessary foundation for an analysis of the Idamic lending activitiesin the Twin Cities.
Organizational Information

Neighborhood Development Center (NDC)

Inspired by South Shore Bank of Chicago, Western Bank in &t. Paul established Western

Initiatives for Neighborhood Development (WIND) in 1990. WIND, a Community

Development Corporation set up as asubsdiary of Western Bank, “ support[s] local economic

"0 Mara O’ Neil, phone interview with author, March 23, 2005.
28



revitalization initiativesin core aress of poverty in . Paul and Minnegpolis”’* In response to
identified neighborhood needs, WIND l|eadership and Western Bank supported the creation of
the Neighborhood Devel opment Center as an independent, community-based, not-for-profit,
501(c)3 entity. Since NDC's establishment in 1993, Western bank has continued to support
NDC through the provision of technical assistance, resources and guidance.”?

NDC’s mission isto “help emerging entrepreneurs devel op successful businesses that
serve their community, and to help community groups build a stronger neighborhood
economy.””® NDC employs a three-pronged approach to community development aimed at the
revitaization of low-income, inner city and ethnic neighborhoods. Their three branches focus on
neighborhood devel opment, enterprise devel opment-- the creation and support of smal
businesses operated by |ow-income persons-- and community empowerment through community
organizing and socid capita development.”

Services offered by NDC include business training, traditiond and Idamic financing,
technica assstance, business incubation, and they recently added real estate development
servicesin 2002. The organization dso provides client services in four languages, Hmong,
Somadli, Oromo and Spanish. NDC gpproaches their mission as a partner with communities,
alowing the local community to control the revitdization process. By providing training,
financing and support for community entrepreneurs, NDC advances their goal's of generating
community income and wedlth, creating jobs, strengthening the local economy, establishing

businesses that act as community gathering places and encouraging business ownersto fill the

;2 “About NDC,” available from http://www.windndc.org/1about_ndc/labout.html; accessed 30 March 2005.
Ibid.

3 1bid.
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roles of community leaders.”® NDC partners with 18 neighborhood and community
organizations in order to deliver their business training, financing, ongoing business technica
assstance and red estate services in designated low-income aress of the Twin Cities and to the
ethnic communities of African Americans, Native Africans, Hmong, American Indians and
Latinos.”® ADC is one of these organizations and Mulki Hussein, program coordinator at ADC,
sitson NDC's board of directors.”’

Minneapolis Consortium of Community Developers (MCCD)

The Minnegpoalis Consortium of Community Developers officidly incorporated asa
501(c)3 in 1989 after nine years of informal inter-ingditution cooperation among non-profit
developers working in Minnegpolis. At the time of incorporation, MCCD consisted of 11
member organizations.”® Currently, there are 27 member ingtitutions working on affordable
housing and economic development initiatives in Minnegpalis, saven of which were origina
members. MCCD promotes cooperation between these organizations to “increase opportunities
for development of quaity, community-based projects through collaborative action on public
policy issues, loan fund devel opment, public education efforts, and long-term Strategic
planning””® Both NDC and ADC are members of MCCD and Mike Temali, Executive Director
of NDC, currently sitson MCCD's board of directors.®

MCCD, a certified Community Development Financia Institution,®* established amicro-
loan fund soon after the organization’ s incorporation. These loans are targeted as seed capital for

new and early-stage small businesses in the Minnegpolis area. MCCD loans range from $2,000

> Ibid.
6 “Who We Serve,” available from http://www.windndc.org/2who_we_serve/2whoweserve.html; accessed 30
March 2005.
""Mulki Hussein, interview by author, digital sound recording, Minneapolis, MN, March 15, 2005
8 «Our History,” available from http://www.mccdmn.org; accessed 30 March 2005.
9 “Home,” available from http://www.mccdmn.org/; accessed 30 March 2005.
:(l’ Jim Roth, interview by author, digital sound recording, Minneapolis, MN, March 16, 2005.
Ibid.
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to $15,000. If theloan isdonein partnership with a bank, the maximum amount financed can
reach $50,000.%2 M CCD aso provides technical assistance to businesses through their member
organizations, seven of which aso provide clients with financing opportunities.

The origind MCCD model parsed the city into districts serviced by member inditutions.
Usng thismap, MCCD clients were referred to an organization based on the client’s geographic
location. However, this modd required adjustment with the recent additions of the African
Development Center and the Latino Economic Development Center, both of which support
ethnic communities, wherever locate, rather than geographically-defined neighborhoods®

African Development Center (ADC)

Established in 2002 as a 501(c)3 non-profit organization, the African Devel opment
Center' smisson is “to work within the African communitiesin Minnesota to Sart and sustain
successful businesses, build assets, and promote community reinvestment.”®* ADCisan
ethnically based organization, focused on serving panAfrican immigrant and refugee
communities across Minnesota. However, this new organization is ill building capacity.
Currently most of their dients are members of the Somai community in Minnegpolisand S.
Paul 2

ADC offers courses on financid literacy, business training courses in conjunction with
NDC, ongoing business technical assistance, traditional and Idamic business financing, and
home ownership training courses®® Three of the four ADC staff members are Somdi natives;

their language skills and culturd knowledge enhance the courses and training offered to this

82 «Terms and Conditions,” available from
http://www.mccd.nonprofitoffice.com/index.asp?Type=B_BASIC& SEC={ C4368EB1-B31E-4205-8733-
5A9AA4E23F1C}; accessed 30 March 2005.

8 Jim Roth.

84« Home,” available from http://www.adcminnesota.org/; accessed 30 M arch 2005.

8 Hussein Samatar, interview by author, digital sound recording, Minneapolis, MN, March 14, 2005.
8 Mulki Hussein.
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community. As the organization builds momentum, they plan to increase outreach programs to
other Native African communities aswell as build their geographic reach.®’

ADC operates through many inter-ingtitutiond partnerships. In the area of business
development, ADC works in conjunction with NDC and MCCD. The Home Ownership Center
and the Project for Pride in Living are two key partnersin ADC's homeownership training
initiative. Findly, ADC works with Wells Fargo Bank, Freddie Mac and US Bank on financid
literacy services®®
The Development of Islamic Financing and Providersin Minneapolis

The Leader ship Of The Neighborhood Development Center

The development of Idamic financing in Minnegpalis originated with asmple redlization
that Somali graduates of the Neighborhood Development Corporation’s business training
program were not gpplying for micro-financing from the organization. With the help of board
member Wafiq Fannoun, NDC developed a murabaha lending product that addresses the
Musdim community’ s averson to interest-based loans. In April of 2001, NDC began providing
Idamic financing to the underserved Mudlim community of Minnespolis®®

With approximately $20,000 of NDC loan funds, the organization piloted the Profit-
Based/Reba Free Financing Program. Thefirgt dedl financed afive-thousand dollar used van for
an entrepreneur providing food ddivery service from alocd Somdi restaurant to taxi drivers
working at the airport and other locations across town. The second entrepreneur received
financing to purchase a bus that he uses to trangport children to aMudim private school.

With the success of their pilot program, NDC launched their Idamic financing program

using $100,000 from The Minnegpolis Foundation. The murabaha financing met such greet

87 Hussein Samatar, March 14.
8 « partners and Sponsors,” available from http://www.adcminnesota.org/partners.html; accessed 30 March 2005.
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demand that NDC was quickly forced to seek out more funding for the program. The State of
Minnesota provided support for the new lending program by changing language in their Urban
Initiatives Program (UIP) to allow those funds to be used for Idamic financing. NDC designated
$150,000 of these dlocations towards the murabaha product. The City of Minnegpolis
Enterprise Zone a so alocated $150,000 to NDC for riba free financing. Findly, NDC received
adigtribution of $47,000 from the Office of Refugee Resattlement to provide financing to
women refugees and asylees. Beginning in March of 2003, NDC began expanding their program
to service the Twin Cities suburbs using an additional $100,000 in UIP funds for program
digible neighborhoods, and $100,000 if internal NDC funds for non-UIP ligible aress.

NDC has received nationa recognition since their launch of the murabaha product. In
June 2003, the Association for Enterprise Opportunity (AEO), the national association for
microenterprise devel opers, presented its 2" Annual AEO Innovation Award to NDC's Profit-
Based/Reba Free Financing Program. The following month, NDC's Idamic financing was
featured on PBS's nation-wide program Right on the Money, hosted by economist Chris Farrell.
The program explored how immigrants cope with American financid customs and what
programs are available to them.*°

The Role of Reba Free, LLC

Fannoun created the murabaha loan product working closdly with Mudim scholars.
During this processin 2000, he established Reba Free, LLC, alimited liability corporation that
provides Idamic financid, invesiment and consulting and owns the proprietary rights to the
murabaha product and lending documents. NDC contracts with Reba Free to conduct the

underwriting for murabaha financing and provide guidance regarding their Idamic-based

90 « profit-Based/Reba Free Financing Program, Background Information,” NDC internal document, provided by
Mara O’ Neil March 23, 2005.



financing. AsMaraO’'Nell, Chief Operating Officer for NDC, explains, there are dways
guestions as to what one can and cannot do. In those cases she turns to Fannoun for answers.

Working in the sphere of patient micro lending, NDC does not operate with absolute loan
terms. Asloan parameters are being worked out, NDC turns to Reba Free to ensure that the final
loan product till meets Idamic financing standards®  Reba Free now aso contracts with
MCCD to provide the organization with the murabaha documentation and training for their loan
officers. Fannoun is aso looking to expand Reba Free' s services to other parts of the United
States. Currently, he isworking with aNew Y ork CDC to establish an Idamic financing
product.®?

The Origination of the African Development Center

The African Development Center emerged from within NDC and Reba Freg' s activities
and as areault of the increasing needs of the African immigrant community. Hussein Samatar,
Executive Director of ADC, previoudy served as NDC' s Idamic loan portfolio manager between
2001 and 2004. During thistime, he aso participated in a Somdi radio show with Mulki
Hussein on KFAI, Fresh Air Radio. Hussein had been working at a credit counsdling
organization, helping individuas with credit problems and providing debt consolidation services.
The ideafor acommunity development organization focused on the specific economic needs of
the Somdi immigrant community materialized as these two Somai community advocates
exchanged thoughts and concerns regarding the financia situation of their community.>®

While still employed at NDC, Samatar began working on ADC in 2003. With the
blessings of NDC Executive Director Mike Temali, Samatar spent one day aweek establishing

the new organization. During thisyear, Mulki Hussain received aLocd Initiative Support

9 MaraO'Néil.
92 Jim Roth.
93 Hussein Samatar, March 14.



Corporation (LI1SC) internship grant that alowed her to take a community development course
and paid her asmall stipend to work part-timeat ADC. The West Bank CDC (WB) provided
ADC with office space. A relationship with WB existed early on, as WB owned the building in
which both the KFAI radio station and WB offices are located. Samatar and Hussein looked to
Tim Mungavan, Executive Director of WB and current president of ADC's board of directors,
for guidance in establishing their CDC.%*

Eventudly, Samatar’ s time commitments shifted towards ADC, and by March of 2004 he
was working full-time as ADC'’s executive director.®  Throughout the process of establishing
ADC, Samatar began assembling potentid staff members. He met with Kris Maritz in December
of 2003. Maitz first joined the staff as a consultant to ADC, applying her MBA in Finance and
background in small business consulting.®® Hussein Farah, who holds adegreein Iamic
Finance from a Mdaysian university, origindly worked for Reba Free as a consultant to NDC,
where he and Samatar first worked together. Samatar approached Farah and invited him to join
the ADC team. Farah first began working as a consultant to both ADC and Reba Free.
However, this arrangement became complicated as issues of conflicts of interest and client
ownership emerged. Forced to choose, Farah came to work as a full-time consultant for ADC in
mid-2004.%" Asfunding has become available, the staff have been given full-time positions,
darting with Hussein in early 2004. Farah came on as full-time staff in January of 2005, and
Maritz became a full-time employee on April 1, 2005.%

Using Smatar’' s and Farah' s knowledge of the murabaha lending product developed by

Reba Free, ADC was able to structure their Idamic financing to mirror NDC's. However, loans

% Hussein Samatar, March 14 and Mulki Hussein.

%5 Hussein Samatar, March 14.

% Kris Maritz, interview by author, digital sound recording, Minneapolis, MN, March 15, 2005.

97 Hussein Farah, interview by author, digital sound recording, Minneapolis, MN, March 15, 2005.
98 Hussein Samatar, March 14.
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from ADC only became available in the beginning of 2005, coinciding with an dlocation of
interest-free funds from the Minnesota Urban Investment Program (UIP) to form their first loan
pool. Prior to that, ADC arranged financing for their clients through other organizations. The
tasks performed by ADC staff included awide array of functions, such as securing financing
options, loan origination, due diligence, entrepreneur consultations and assistance with payment
collection.*

All of the Idamic financing dedl's were done through NDC's murabaha product. As
ADC increasesits own lending activities, both traditiona micro-finance loans and Idamic micro-
financing, they continue to collaborate with NDC, with the added potentid role of taking part in
the actud lending. As Samatar expressed, “we have no intention of going aonein any loan.”%°
Moreover, ADC has worked to bring athird partner into the fold, the Minnegpolis Consortium of
Community Developers.1®?

The Minneapolis Consortium of Community Developers

The Minnegpolis Consortium of Community Developers gained interest in Idamic micro-

financing during the process of ADC sinitiation into their organization.’®> MCCD has operated

103 \With the dramatic increase in demand for Idamic

amicro-loan pool for over adecade.
financing, they redlized the importance of providing Minnegpolis new immigrant population
with access to capital. Contracting with Reba Free and NDC for the murabaha loan

documentation as well asloan-officer training to be conducted by Reba Free, MCCD entered the

99 Hussein Farah, interview, and Mara O’ Neil.

100 Hyssein Samatar, March 14.

101 Hyssein Samatar, March 14

192 Dave Chapman, interview by author, digital sound recording, Minneapolis, MN, March 16, 2005. and Jim Roth.
103 « Our History,” available from http://www.mccdmn.org; accessed 30 March 2005.
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Minnegpalis-St. Paul Idamic Financing arenain late 2004. The contract covers al of MCCD’s
member organizations, including ADC.1%*

Thusfar, MCCD has purchased 50 percent of two Idamic financing deals from NDC. In
order to do so, they tap into their own UIP dlocation. ADC worked to coordinate NDC and
MCCD rolesin these two loans. With their own loan pool, ADC has recently approved ther first
Idamic loan, to be executed in conjunction with MCCD, each organization participating 50
percent in the total amount borrowed. MCCD has aso recently closed ther first murabaha loan
in which no other organization participated. However, MCCD does not plan to conduct much of
their Idamic financing without ADC. While suggesting that the volume of their Idamic
financing dedls will be dependent on ADC' s participation, MCCD representatives also indicated
that they hope to close 20 to 30 Idamic loans in 2005 of up to $25,000 per deal. MCCD dso
administers ADC’ s new loan pool in order to capitalize on their experience and reduce redundant
overhead costs between the two organizations. On the other sde of the partnership, ADC will
perform much of the required tasks in the loan process, such as purchasing the product financed

and transferring it to the business owner, aswell asloan collections.!®®

104 Jim Roth and Dave Chapman.
195 | pig.
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Figure 3: Organizational I nteraction
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Financing Structure

The murabaha financing offered to borrowersin the Twin Cities adheres to the basic
tenets described in the first part of this paper. In the process developed by Reba Free, the
lending ingtitution purchases an asset on behdlf of the business owner and resdistheitem at a
mark-up price. The mark-up is around 10 percent,?® and is calculated using the amount of
interest aregular NDC borrower would have paid on asmilar loan with Smilar repayment
terms.’%” The entrepreneur is not required to sign a purchase contract prior to the lending
ingtitution’ s acquisition of the item to be financed.}®® In thisway, NDC, ADC and MCCD
participate in the risk of the transaction, as required by Idamic finance law. While the profit
earned on the mark-up does reflect some of the same issues of risk and time that traditiona |oans
capture in fees and interest, in these loans the mark-up is fixed and loan pre-payments do not

reduce the overdl amount of financing. However, according to O’ Nell a NDC, if a borrower

108 Chris Farrell, “Coming to America: Challengesimmigrants face when building afinancial identity in America.”
Right on the Money, episode 525. Produced by Maggie Tacheny and Erin Halden. Twin Cities Public Television,
Inc. Original air data July 5, 2003. Transcript available from
http://www.rightonthemoney.org/shows/525_immigrant/show_525.html; accessed on 6 April 2005.

107 « profit-Based/Reba Free Financing Program, Background Information.”

198 Mara O’ Neil.
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does pay off their debt well under the agreed upon terms, NDC does forgive part of the price
mark-up. NDC has a0 piloted a Roydty Agreement product, where NDC will jointly purchase
inventory with an entreprenewr. Asthe inventory is sold, the entrepreneur pays NDC their
portion of theinitia investment plus a negotiated return.*®®

There are severd factors that limit the maximum loan amount available to borrowers.
The primary reason loans sizes are restricted relates to the funding source for the loan pool. In
order for aloan to satisfy Idamic financing requirements, the source of funds used by the lender
may not charge the lender interest. NDC, ADC and MCCD found such “clean” dlocations from
the Urban Investment Program. This sate fund was established to provide community
organizetions that provide micro-credit with an interet-free source of funding. The recipients of
these funds are required to repay the state. They may, however, retain any interest or profit
earned from lending the money.*'° NDC worked early on to remove any reference of interest
from their program documentation.*** Thus the UIP funds became flexible enough to satisfy the
need for interest-free loanpools. Though, dl three organizations use their UIP dlocations for
both Idamic and traditiona micro-loans'*?

One of the dtipulations regulating the use of UIP funds restricts the lending organization
to maximum |loan amounts of $25,000. The state wanted to ensure that the UIP funds reached as
many entrepreneurs as possible with the added benefit of limiting the amount of risk incurred by
the state. Early on, sharing in larger loans so that no single organi zation used more than the UIP
permissible amount circumvented this limitation. Thus, the tota amount financed for asingle

entrepreneur could exceed $25,000. While the organizations continue to partner on loans, this

109 « profit-Based/Reba Free Financing Program, Background Information.”

110 Hyssein Samatar, March 14.

1 MaraO' Neil.
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practice of loaning more than the maximum UIP limit has been hdted. Now the organizations
restrict each financing dedl to the total maximum alowable!*

NDC is a0 the recipient of an Enterprise Zone loan pool dlocation, dlowing them to
provide loans over $25,000. This program aso required working with officias to change the
wording in the program documentation in order to diminate references to interest.** However,
some interviewees suggested that due to the current politica climate, this source of fundsis not
likely to continue providing alocations.

The second eement of the murabaha product restricting Size relates to the asset-based
financing initsdf. The lenders must be able to finance, mark-up, and transfer ownership over a
tangible asset. This grestly redricts the availability of financing to Mudim entrepreneurs. Start-
ups must look e sewhere for funds to cover rent, permit acquisition and other costs related to
opening anew business. Most often entrepreneurs use persond savingsto cover these codts. It
isaso common for new businesses to experience cash flow difficulties, and murabaha finandng

115 One borrower mentioned

cannot be used to bridge a business through those difficult times.
tapping into household finances to cover business losses for the first few months of operation.
Other Client Services Provided
Aswith any patient lending, the business owners seeking Idamic financing from NDC,
ADC, and MCCD require asgnificant amount of technical assstance. Alison Haley, head of
ADC's newly formed loan committee, anticipates that the vast mgority of applicants for Idamic

finanang are going to be new business sart-ups. Moreover, the entrepreneurs, though they may

113 Hussein Samatar, March 14.
114 Mara O’ Nelil.
115 Kris Maritz.
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have industry work experience, will very likely be firg-time business owners with no track
record. Thisincreasestherisk level of these loans ™

In order to mitigate againgt these increased risk levels, dl three organizations couple their
financing activities with entrepreneurid training. All three lenders generdly require thet all
borrowers either complete a business training course, have a strong business plan or have at least
one year of strong business financia performance. NDC, MCCD and ADC partner on providing
abusness training course which is taught in Somali and walks aspiring entrepreneurs through
the process of developing and writing a business plan. Students have eight class sessons as well
as eight one-on-one mestings. Throughout the course they are taught to utilize informeation
technology to conduct research on their proposed business industry and prepare the appropriate
financid projections. The classroom used for the courseislocated in the Lake Street Small
Business Center and is equipped with a computer at each desk. Students are dso able to accessa
computer laboratory in the Center.**” In addition, NDC offers course scholarships to members of
targeted ethnic communities, indluding native Africans

Once a business opens, NDC contracts with ACD to provide the technical assistance and
ongoing consulting to designated dients, capitaizing on the newer organization’s culture and
linguidtic expertise. Business assistance services provided include “marketing, merchandising,
financid record-keeping, credit repair, retall management, restaurant layout, design &
»n119

management, lega assistance, business operations, as well asfood production and sales.

NDC dlients may aso be able to locate in one of NDC's five business incubators.*2°

116 Alison Halley, phoneinterview by author, March 29, 2005.

M7 Hussein Farah, interview, and Mulki Hussein.

118 “\Who We Serve.”

119 « Ongoing Support,” available from http://www.windndc.org/3small_business_services/3c.services_support.html;
accessed 6 April 2005.

120 «Bysiness Incubation,” available from
http://www.windndc.org/3small_business_services/3d.services_bisincubation.html; accessed 6 April 2005.
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ADC a0 provides walk-in consultations to interested community members. These
consultations are intended to assst potentid entrepreneurs with identifying focused business
gods. While some individua's continue pursuing their business aspirations, either on their own
or with the ass stance of ADC, many come to redlize that they are not prepared for the
requirements of smal business ownership or financing. Some individuas do not have a clear
vison of their business goa's and choose to wait until they are more prepared. Some members of
immigrant communities are unwilling to produce the necessary loan documentation, such as tax
returns, in order to receive financing. ADC gtaff members still consider this latter circumstance
a success for the organization, as they have helped prevent these individuas from entering into
dedls that may result in greater financia burdens and have generated a better understanding of
the requirements of US financia markets'?

Moreover, ADC has severd programs geared towards maintaining community wealth
gains. Ther financid literacy course addresses the common problems immigrants face when
trying to integrate into the financid mainstream. Credit, for example, is often anew and
misunderstood concept and many immigrants are hesitant to become involved with banks and
other financid inditutions. ADC's home ownership dassisanewer service offered by ADC in
conjunction with the Home Ownership Center. This course provides individuas with the
resources and knowledge to become homebuyers, allowing members of the African community
to build their equity and sustained wedth.**> One ADC small business dlient interviewed has
taken the financia literacy course and the business course, received an Idamic loan from NDC,
been given ongoing marketing and technica assstance through ADC and is currently enrolled in

the ADC homeownership course.

121 K risMaritz and Hussein Farah, interview.
122 Mulki Hussein.
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Murabaha Program Evaluation

Measuring the impacts of 1damic financing activities in the Twin Cities presents amgor
chdlenge towards an evduation of programmatic success. Howel Baum’'s comments regarding
the assessment of community initiatives are appropriate here as well:

At the leadt, evduation depends on identifying specific, fixed standards for

success and being adle to track the outcomes of an intervention with full

information and without ambiguity...the gods of these initiaives—affecting

dgnificant changes in inditutions and everyday lives—make them inherently

complex and difficult to define!?®
ADC, NDC, and MCCD are dl attempting to promote their broader organizationa goals of
creating community wealth and increasing financid capacity. However, it isimpossible to
ascertain what the impacts are on the grester Mudim immigrant population in Minnegpolis and
. Paul and whether these larger community economic development objectives are being met.

While measuring the larger socid impacts of the financing programs remains
problematic, the following section demondtrates that the murabaha product is determinedly
popular and is reaching entrepreneurs that would otherwise be without smal business financing.
Individua client accounts testify to wealth cregtion and business expanson. Moreover, client
demand for the loans continues to exceed supply and default rates are lower than other
microfinance portfolios*?* Findly, the organizations are continuing to develop training and
sarvices that will hopefully ensure the retention of community wedlth.

Between April 30" 2001 and February 28", 2005, NDC provided Iamic financing to 46

entrepreneurs, totaling $741,214. According to an internd NDC document “nearly haf of the

entrepreneurs we have assisted through this program are women. Many are refugees or

123 Howell s. Baum, “How Should We Evauate Community Initiatives?,” Journal of the American
Planning Association 67:2 (Spring 2001): 148.
124 Mara O’ Neil
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asylees*?® NDC has financed specidty retail stores salling dlothing and household items such

as rugs and blankets; trucking, busing, delivery and auto repair businesses; and other service-
based businesses including a restaurant, a barber shop, and smadl grocery and hda meat markets.
These businesses are, generaly, the main income source for to the entrepreneur’ s family and a

needed community service1?®

For example, one business owner opened a boutique to provide
sophidticated Idamic clothing options for women. Other Idamic borrowers have found a
profitable niche in the trucking industry. *2”

Initsfirst year of operation, ADC has asssted 13 businesses with Idamic financing,
totaling $250,500. All but two deals, worth $35,000, were done through NDC'’sloan program
and overlap with their reported numbers. Seven entrepreneurs received mur abaha financing for
the purchase of trucks, two others financed atow-truck and adeivery van. ADC'sldamic
financing clients have trandated their loansinto 31 additiond full-time jobs and 4 part-time
positions for their communities, exclusive of the employment of the entrepreneursin these
ventures.*?

Beyond the needed jobs and services these entrepreneurs provide their communities,
there are personal stories of accomplishment and advancement. One woman was able to use her
new businessto leverage her family out of wefare. Another young gentleman earned enough
money in one year of running an owner-operated trucking business to pay off hisfinancing in
full, and after sdling his truck had enough money to return to college. Severd of these
businesses first opened severd years ago with NDC financing and are dready expanding their

businesses. One grocery store owner has now transformed into a successful wholesdefretall

izz “Profit-Based/Reba Free Financing Program, Background Information.”
Ibid.
127 Hussein Farah, interview.
128 Hussein Farah, Client Information, Excel document, provided March 30, 2005.



operation. Two innovative entrepreneurs that began as truck drivers, sharing the same vehicle,
now manage their own trucking and dispatch company. They have a crew of drivers and also
contract with other saf-employed truck driversthat get paid on commisson. In measuring the
success of NDC, MCCD and ADC, it isimportant to keep these individua storiesin mind, as al
three organizations am at creeting positive entrepreneurid role modds within the African
community.*%°

Other impacts are more difficult to measure. For example, based on the ADC sign-in
sheet, 550 individuas have come to ADC seeking advice and guidance. Thisis an undercount,
as many visitors chose not to sign the roster. ™ Maritz estimates that she has spoken to between
30 and 50 walk-ins, providing them financia and busness advice. The assstance given in these
cases can range from lease agreement assistance to discussing a vision for a new business.
While these efforts cannot be reported in dollars or number of jobs, they are extremely important
inraigng the leve of financid and business literacy as wdl as protecting gainsin community
wedth. Thisisone of the main motives behind ADC’s home ownership course, to protect their
community againgt predatory lenders and ensure that people are educated to choose the best
mortgage tool for their family. Using a Fannie Mae database system, ADC is keeping track of
home ownership course graduates, though it is far too early to gauge any such results from the
program.*3
Challenges and Successes

Whileit is il early to capture the complete impacts of Idamic financing in the Twin
Cities, the experiences of the lending indtitutions in this early stage of developing and providing

this new financing product illuminate some key challenges and mechanisms for success. All
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three community development organizations faced a variety of hurdles in establishing their
lending product, which fal into two mgor cdlasses. Thefird is difficulties relating to the Idamic
financing. The second class of hurdles includes the adjusment needed in the community
development arena to accommodate a new, ethnic focused CDC. The following section of the
paper explores these two subjects and how to potentialy address difficulties associated with
them.
Islamic Financing Challenges

According to an NDC internd document, the murabaha product isasmply structured
financing tool that is not complicated to understand.*3? While this is true conceptualy, there are
severd dements that complicate the ability to provide sufficient quantities of 1damic-based
financing in the Twin Cities to meat the community’s demand. These financing issues fdl into
three dassficaions those rdating to the dients, the lending community and the elements of
Idamic financing themsdves.
Client Issues

The borrowers seeking Idamic financing in Minnegpolis and St. Paul inherently present
higher risk than those seeking conventiona financing or even regular interest-based micro-
financing. Many dients are new arrivasto this country, often lacking much of the required
documentation for mainstream financid ingtitutions and a credit history. Those that do have a
credit history often have poor credit. Many of the African immigrants arrive in the U.S. through
church-ponsored programs that 1oan them the cost of the plane ticket. Unfortunately, many of
those newcomers fail to understand that the ticket was aloan and not a gift until they atempt to

rent an apartment and discover they owe upwards of $10,000.1%

132 « profit-Based/Reba Free Financing Program, Background Information.”
133 Mulki Hussein
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Mudim borrowers are aso at a disadvantage with respect to collateral. Banks prefer
collaterd that isfixed in place, such asahome. Many small businesses atain start- up capitd
through second mortgages on their homes. For Mudim borrowers, thisis often not an option
snce ther interest aversion prevents them from securing a mortgage and owning a home.
Furthermore, the rent they pay is not taken into account in establishing credit histories. ADC,
NDC and MCCD provide some flexibility in the areas of credit and collaterd. Though they do
gtand firm on requiring one year of tax returns, they aso accept letters from landlords certifying
that the borrowers pays rent on time every month and are more lenient in regards to the collateral
they accept.>** When NDC originally launched the murabaha dient, they rdlaxed some of their
requirements, including having clients participate in the busness training course. They were just
S0 eager to get the loans out the door. This turned out to be problematic, and they have since
tightened the requirements to meet consistent organizational loan evauation standards.**°

It isimportant to redize that even by CDC standards, the Idamic financing product is
consdered very time-intensive. Just adding the purchasing and resdlling process to the
transaction increases the time required to complete the financing by an estimated 2 to 5 hours.
The collection of supplemental documentation required for the riba-free product further adds to
the time burden.™*® Moreover, the payment collection process can aso consume time.
According to O'Nell & NDC, their portfolio of Idamic financing since 2001 has aloan default
rate of 3 percent, which is much lower than the 9 percent default rate over the past 7 years for
their conventionad micro-financing portfolio. However, 25 percent of murabaha-financed dedls
are labded “problem balances,” indicating that those borrowers may be difficult to contact or

may not be paying on time.
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The citizenship satus of applicants can dso become an issue for some financia
inditutions. Asylees are not digible for any U.S. sponsored |oan programs, including insurance.
Asareault, traditiond lenders often shy away from deals with clientsin this category. For a
conventiond financing ded, Maritz at ADC had to call ten different banks before finding willing
partners. Some of the banks cited the Patriot Act as areason for declining the dedl, highlighting
the chdlenges immigrant clients often face.

Lending Community |ssues

This leads into the second et of issues complicating the provison of Idamic financing in
the Twin Cities, the lending community. This community includes the community economic
development organization as wel astraditiond financid inditutions. One mgor obsacle to
increasing Idamic financing is the lack of knowledge and understanding of Idamic financing.
Within NDC, ADC and MCCD this technica expertiseisingditutionaly compartmentdized. The
development of new products remainsin the domain of Wafiq Fannoun, Hussein Samatar and
Hussain Farah. By providing Idamic finance training to others with greeter experience in the
micro-lending field, more innovation in products may be simulated. None of the interviewees
indicated the availability of any other financing product other than murabaha. However, an
NDC document refersto the “piloting of a Royalty Agreement.”*®’ Reba Free's website suggests
one other form of financing available through NDC in addition to the murabaha and Royaty
Agreement, a L ease Purchase product, or ijara wa-igtina, that alows the borrower to lease
equipment or goods from NDC for a pecified duration and costs a the end of which the
entrepreneur purchases the product at the agreed upon contract price.>*® 1t does not appear,

however, that these other financing options are being rigoroudy promoted.
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Moreover, loan committees do not receive much training regarding the tenets of Idamic
financing nor do the members of the three organizations committees network with each other.**°
Thisisamissed opportunity. ADC's and MCCD’ s committee members could learn from the
past experiences of those serving on NDC's committee. As described by ADC loan committee
chair, Alison Halley, the loan committee' s job is to anayze proposed financing dedls and suggest
changes to loan structures that do not meet committee gpprova. With adeeper understanding of
Idamic finance law, the loan committee process could be improved.

Beyond the technicd knowledge of 1damic finance law lie the cultura and linguidtic
skills that are necessary for community outreach. The primary dlientsfor Idamic financing in
the Twin Citiesare Somai immigrants. As such, NDC and Reba Free employed Samatar and
Farah, two native Somalis, to manage the Idamic loan pool and those borrowers. With the
establishment of ADC and the move of these two staff membersto ADC, NDC and MCCD can
now both access the Somali community through this new community organizaetion. ADC's
outreach activities have increased the economic development community’ s reech into to this
growing populétion in the Twin Cities.

Findly, it isimportant to understand that, ultimatdly, traditiona funding indtitutions must
aso provide Idamic financing products for the Mudim community to sustain economic growth
CDCs and CDHls function as vehicles to trangtion their clientsinto the mainstream financial
system. Asthe Mudim immigrant population becomes more sdttled, their financid needs are
going to grow and these three microfinance inditutions, already inundated with potentia clients

requiring Idamic financing, will be even harder pressed to meet the community’s needs.

139 Alison Halley.
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Informd ties are currently being established between ADC and one community bank in

140 As this process continues it will become important to educate the larger

Minnegpolis.
financing community regarding Mudim dlients. As oneinterviewee noted, many people

consider immigrants to be uneducated, which smply is not the case. Moreover, ADC has
learned to use the term “Idamic-based financing,” rather than “interest-free,” to avoid the
common misperception that these |oans are “free money.”**! As banks and other financia
indtitutions develop Idamic financing products, they will be ae to provide the necessary access
to capitd for those dlients that require less guidance and technica assstance, dlowing the CDCs

and CDFlIsto focus on their core missions.

Idamic Finance |ssues

The expangon of Idamic financing opportunities raises athird set of issues semming
directly from the tenets of Idamic financing. Aslending inditutions seek to serve the Mudim
community, they must identify “clean sources’ of funding for their Idamic finance pools. NDC,
MCCD and ADC dl use UIP dlocations for their financing deals. MCCD and ADC completely
depend on this source of interest-free funds. UIP is nearing the end of its dlocation from the
State. In order to meet demand, community economic devel opment organizations are not just
hoping for aredlocation of funds to UIP, but an increase in the amount of state dollars invested
in the program. 142

The financing experience of NDC dso raises the issue of diminating the time-vaue of
money in the murabaha product. As mentioned in the description of the NDC Idamic Financing
Product, O'Neil forgives some of the price mark-up if aborrower repays their financing in full

ahead of the negotiated payment schedule. As she explained it, it is unfair to pendize
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individuas financidly because of their religious convictions. However, this opens the murabaha
dedls to questioning regarding the time-vaue of the financing. In order to avoid negating the
murabaha product’ s circumvention of the time-vauation of money, a structure must be
established in which borrowers may receive pre-payment incentives that mirror the Idamicaly
permitted |ate-payment penalties.

The fact that the murabaha mark-up is based on comparable interest-bearing loans
compounds the problem of placing atime-vaue on money. By diminating the absol uteness of
the mark- up price with debt forgiveness for early repayment, the murabaha product may be
criticized by some as a matter of semantics. In truth, thisis amatter open to interpretation and
the red test isthe client acceptance of the product. While the product devel oped by Reba Free
seems to work for the Mudim community in the Twin Cities, specificdly for the Somdli
community, it is possble that it might not transfer well to other American Mudim communities.
The current product might require some adjustments and locd Imams should be consulted
regarding their community’ s needs.

The Mudim community aso requires gregter innovation in the types of Idamic financing
provided. Currently there is no way to provide working capita for Mudim businesses. So that
entrepreneurs need not use household income to cover business losses or shortages, NDC, Reba
Free, ADC and MCCD need to explore ways to address thisissue. By combining the micro-
lending experiences of NDC and MCCD with Reba Free and ADC's culturd and rdligious
knowledge these organizations are capable of arriving a new, unexplored Idamic financing
options. One potentid micro-lending tool that might be dtered into an Idamicaly acceptable
financing mechanism isthe revolving loan fund. A amilar, informa arrangement dready exists

in Somdi culture, cdled ahagba, whereby participants contribute a pecific amount to the fund
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each month and each month a different participant may use the funds for their needs. Somdi
women in the Twin Cities establish this type of fund to assist with mgor household purchases,
such asfurniture*® Another potentia tool worth exploring is the establishment of a venture
cgpita fund to invest in micro-enterprises.

Idamic mortgages presents another area requiring innovative financing tools. ADC is
currently working on developing such a product. Guidance Financid Group isthe only
organization actively promoting their Idamic mortgage in the Twin Cities. ADC presents
gudents in their homeownership course with this mortgage option snce “Muslims would not
bother signing up if we did not at least inform them about it.”*** However, dl the staff members
at ADC fed that this mortgage is far too expensive and is too demanding in regards to the down-
payment requirement. Samatar isin the process of developing a better Idamic mortgage toal.
Through consultations with loca Imams, Idamic scholars, and other Idamic mortgage providers
such as American Finance House, Samatar hopes to create a Freddie Mac-gpproved mortgage
tool that will better serve ADC'sclients. Franklin Bank, aloca Minneapolis bank, has agreed to
supply these mortgages. A pilot launch of this product is tentatively schedule for early 2006.14°
Progress on Idamic mortgages is dso needed in regards to state and federd tax codes. Mudim
homebuyers using a non-interest mortgage cannot receive any tax deductions for payments made
on their mortgage 14

Inter-Institutional Relationship Challenges
Minnegpalis has had only two new community development organizations emergein the

lagt 20 years, the Latino Economic Devel opment Center (LEDC) and the African Devel opment

143 Hussein Samatar, interview by author, Minneapolis, MN, March 16, 2005.
144 Mulki Hussein.

145 Mulki Hussein, Hussein Farah and Hussein Samatar, March 14.

146 Kris Maritz.
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Center.2*” Both CDCs were established in the past few years to respond to the growing needs of
their respective ethnic and cultural communities. These new inditutions are changing the face of
economic development in the Twin Cities while expanding the level of services available to their
target populations.

LEDC and ADC both experienced some level of negetive receptivity from existing
CDCs. Thisconflict played out during both organizations applicationsto join MCCD. A few
MCCD members argued that CDCs should have a geographic focus; therefore, LEDC and ADC
did not meet the technicd criteriafor MCCD membership. While those organizations were
outvoted and both ethnic-focused CDCs joined MCCD, changes were needed to accommodate
the new people-based CDC modd. For one, MCCD had an established system of client referrals
based on geography. They divided the city into digtricts, and each member of MCCD held
responsibility for one of these didtricts. Now, referrals take into account the ethnicity of client as
well astheir place of residence, giving these individuals more options. 14

There is some speculation that the CDCs opposing the initiation of LEDC and ADC into
fabric of community economic developers ssemmed from the fear of competing for sources of
funding. While competition does exist for limited sources of funding, some organizations
addressed this threat by establishing partnerships with the new organizations. For example, the
collaboration of the Home Ownership Center with ADC on the homeownership course has
alowed each organization to successfully use the other’ s name in their fundraising efforts*4°

The partnerships between ADC and NDC and MCCD highlight how an ethnically-
focused CDC can improve the capacity of existing organizations. Without needing to employ

gaff with the necessary language and culturd skills, NDC and MCCD have gained access to the

147 Hussein Samatar, March 16.
148 jim Roth, Dave Chapman and Hussein Samatar, March 16.
149 Mulki Hussein and Hussein Samatar, March 14.
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African immigrant community in the Twin Cities MCCD has dso been able to expand its reach
to the suburbs of Minnegpalis. Prior to the admission of LEDC and ADC into the codition they
were confined to activities within the city-limits*>°

The benefits of these partnerships extend the other way aswell. MCCD manages ADC's
loan pool, capitaizing on their years of loan management experience and reducing ADC's

151 ADC s collaboration with NDC on the business course dlows the new

overhead costs.
organization and their clients to access the new facilities a the Lake Street Business Center.
Furthermore, by sharing in their lending activities, dl three organizations are spreading risk and
diversfying their portfolios.

Most importantly, the inter-ingtitutional cooperation benefits the clients. ADC has
increased the provision of dl three organizations servicesto the African community. ADC is
adding a consultant to conduct the organization’ s outreach to the African Liberian community in
Minnegpolis’®? These adtivities, in effect, will bring the aid of dl three organization to this
community. Moreover, as one organization needs to cut back on lending services, asNDC
recently did, the other two organizations can step in together to maintain the supply of
finanding.*>3
Conclusion

The Twin Cities case study illustrates how community economic development

organizaions can offer the American Mudim community, particularly the immigrant population,

much needed Idamic and flexible financing. While hurdles were encountered in the provison of

150 Have Chapman.

151 5im Roth.

152 Hussein Samatar, March 14.
153 Hussein Farah, interview.



murabaha microfinancing, the mechanisms used for overcoming these obstacles highlight
critical success factors towards the expansion of such programs across the Unites States.

» Thegrass-roots, community-leve orientation of community development
organizations positions them to identify and recognize the need for Idamic-based
financing products to serve ther clients.

» Clients benefit from the technica assistance and services CDCs and CDFIs
provide in addition to the smdl business financing, especidly new immigrant
communities.

> Increasing the level of education regarding Idamic finance anongst community
development practitioners may encourage greater collaboration on Idamic-based
products that incorporate their experiences and advance product innovation.

» Conventiond financid inditutions must aso become partnersin the provision of
Idamic financing. They can rdieve some of the demand burden by providing
Idamic financing to less-risky clients with fewer technical assistance needs. As
current ADC, NDC and MCCD clients establish themsdlves and their businesses
financialy, they will need to graduate into maingtream financid culture. Thiswill
aso dlow the community economic devel opment organizations to focus on those
clients that most require their assistance.

The experiences of the economic development community in Minnegpolis aso highlight
the trend towards ethnic community-focused CDCs, without geographica redtrictions, as
compared to the traditional CDC mode centered on servicing a particular neighborhood. These
organizations are changing the community development landscape and have met opposition from
some existing CDCs that fear loosing funding, or “turf.” Other organizations, however, have
recognized the opportunity for collaboration, which has dready proven to be fruitful in severa
ways:

» NDC and MCCD have been able to capitdize on the culturd and language

expertise of the ethnicaly-focused CDCs in order to degpen and improve their
provision of services to these communities without having to add staff to their

payroll.

» TheHome Ownership Center and ADC have found that their collaboration has
improved funding opportunities for both organizations.
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» ADC, NDC and MCCD sharein financing dedls, thus spreading the leved of risk
exposure from each loan and increasing the number of clients each organization
asssts.

» Clients benefit from better services that incorporate the language and cultura
knowledge of the ethnic CDC with the experience and facilities of the more
established inditutions.

The topic of Idamic financing isjust beginning to aitract the attention of traditiona
financid indtitutions and community development organizationsin America. However, if the 25
percent increase in the number of mosquesin the U.S. isany indication of the demand trends for
Idamic financing; thisissue is only going to grow in importance. In order to adequately finance
the American Mudim community, immigrant and native-born, progress must be made towards
three key steps.

Fird, conventiond financia inditutions and community-based organizations will have to
cooperate on product development and innovation. Community development organizations are
better ructured to identify and investigate community financia needs compared to mainstream
financid inditutions. On the other hand, banks and mainstream financia indtitutions generaly
have greater lending capacity. Collaboration between the community development organizations
and traditiond financia ingtitutions during the process of product development will increase the
probability of creating a financing mechanism acceptable to the target community and increasing
the banks ahility to participate in financing. For example, as ADC works towards being able to
provide an Idamic mortgage product to the Twin Cities Mudim population, they have
established areationship with aloca bank to ensure the greatest number of clients have access
to the new financing product.

Second, it isvital to combine knowledge of Idamic finance law with the experiences of

established CDCs and CDFIs. Community development organizations have over two decades of



experience marrying lending activities with technica assistance to improve the success rates of
client businesses and increase the level of community weslth. By incressng community
development practitioners leves of 1damic finance knowledge and understanding, better
products can be developed. New Idamic financing tools should build on years of program
achievements and failures rather than reinvent the whed.

Finaly, one of the hurdles facing CDFIs, as identified by Moy and Okagaki, is that
CDHs*“remain largely verticaly-integrated, salf-contained retail indtitutions at atime when
maingtream ingtitutions have moved away from this mode...this model resultsin higher
transaction costs, less specidization and less efficiency.”*** Conversdy, verticd integration “can
help CDH's maintain closer relationships with dlients, and offer them more flexibility and
customized products and services.”**® The three community development organizationsin this
case study demondtrate how CDCs and CDFls can become horizontaly integrated by forming an
inter-organizationd network. Thus, they are accessing the benefits of horizonta integration

while mainting those of verticd integration.

154 Moy; 11.
155 1pid.
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Appendix B: U.S. Idamic Financial Products Available

Exhibit 1: Idamic Financial Products Offered in the U.S. through Mainstream Financial

I nstitutions

American Finance House Lariba (AFHL) (www.americanfinance.com)

*= Home Mortgage Financing
= |jarawalgting, lease to purchase contract with “Diminishing” musharaka characteristics.

o

0]
0

A joint purchase between AFHL and the client is assumed to occur with a covenant that
AFHL will sdl its portion to the client. Technically, however, AFHL authorizes the
purchaser to own the title to the property while repurchasing AFHL’ s share at purchase
cost in monthly payments over the agreed upon financing period. AFHL holdsalien on
the property.

The second part of the financing involves a lease agreement between the borrower and
AFHL. A monthly fair value rent is determined using comparable properties in the same
neighborhood. AFHL requires that the borrower consult three real estate agents while
AFHL conducts its own research. The two parties then agree on afair monthly lease
price. Therent is split between the two parties based on their share of ownership. Asthe
borrower increases their share of property ownership, the share of rent payment to AFHL
decreases.

The borrower’s monthly payment is a combination of property repurchase and rent
payments to AFHL.

Using a proprietary program, ISLAMABAD |11, AFHL calculates level monthly
payments over the financing period.

In order to comply with federal and state laws and tax and financial regulations, AFHL
trandates this monthly payment into a traditional mortgage program to calculate the
required documentation of the “Implied Interest Rate.”

Maximum finance term: up to 30 years.

Minimum down payment: 5 percent.

=  Busness Financing
=  Two business |oan structures:

(0]

(0]
0]

Musharaka, joint venture: The entrepreneur agrees to manage the business for a fee.
Profit is distributed between the partners based on a negotiated ratio. The agreement may
include an option for the entrepreneur to purchase the business after a certain period.
Joint Venture Lease-To-Purchase: See Lariba mortgage structure above.

An entrepreneur should have at least 3 years of prior business experience and Lariba
prefers to finance nationally recognized name brand service facilities.

=  Murabahafor trade finance;

(0]

(0]

(0]

LARIBA finance company buys goods on behaf of the customer and sdllsit to them at a
pre-arranged mark-up.

Profit is independent of interest rates and based on negotiations between Lariba and the
customer.

It can be used in import/export, purchase of raw materials and financing inventory

*» Fnancingisavalablein all U.S. states except the state of New Y ork.
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HSBC Amanah (www.amanahfinance.hsbc.com)
= Banking Services

» Interest free checking

» MasterMoney Debit MasterCard Card

= HSBC Mortgage Corporation (USA)
= HSBC Murabaha Home Finance
0 Nointerest; stated profit amount is paid in instalments.
o Only availablein the state of New Y ork.
o FEligible properties.
= oneto four family primary residences,
= onefamily second homes,
= oneto four family investment properties,
= and one family condominium.
0 Maximum financing available to borrower: up to $1.5 million.
0 Minimum down payment: 5 percent.
0 Rates are competitive with traditional mortgages.

University Bank, Idamic Banking Division (http://www.university-
bank.com/Id amicBanking/| BDmain.htm)
= Money Market Accounts
»  SHAPE Profit Sharing Deposits
» University Bank invests in Sharia a compliant portfolio
»  Gross operating profits of a business line determine deposit yields, meaning returns are not
Set.
Deposits are FDIC insured, protecting the depositor from any risk of losses.
Available nationally.

Profit Paid* on SHAPE Money Market Accounts:

3-Nov 0.00%

3-Dec 0.54%

4-Jan 0.83%

4-Feb 1.19%

4-Mar 1.19%

4-Apr 1.23%

4-May 1.15%

4-Jun 1.15%

4-Jul 1.15%

4-Aug 1.20%

4-Sep 2.20%| *asapercentage of deposited funds
4-Oct 1.51%

4-Nov 1.42%  *source: http://www.university-
4-Dec 1.66%  bank.com/IslamicBanking/|BDdeposit.ntm
5-Jan 1.48%
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Home Mortgage Financing
= MALT Home Acquisition Program
o ljarawalqtina leaseto own structure

0 The borrower’s monthly payment includes monthly rent and a “ payment on-account”
portion.

o0 If the property is sold and gains are redlized, the borrower receives all the profits. If the
property is sold at aloss, the loss comes out of the borrower’s portion of property equity

and the bank absorbs any remaining |osses.
0 Adjustable and fixed renta options are available.
0 Maximum mortgage: $650,000.
0 Minimum down payment: 5 percent.

Devon Bank (www.devonbank.com/ldamic/index.html)

Banking Services
= Non-interest bearing checking accounts.
» Debit card.

Home Mortgage Financing
= Murabaha, cost-plus contract.

0 Devon Bank purchases the property for the borrower and sells it to him/her at a mark-up.

0 The borrower pays a down payment and fixed monthly payments.
0 Financing periods of 15, 20 or 30 years.

= |jarawalgting rent to own financing.
o0 More flexible and more expensive than the murabaha instrument.
0 Therent caculation islinked to an “objectively measurable index.”
0 ljaracontracts are not available in al areas served by the bank.

Business Financing
= Availablefor businessred estate, business and trade good financing.
= Murabaha
o Single transaction financing,
0 or aMurabaha Guidance Line, similar to aline of credit, for equipment and trade good
purchases.
0 Maximum seventyear financing period.
= [jarawalgtina
0 Availablefor rea estate only.
o Financing terms for businesses are the same as Devon Bank’s home ljarawa Igtina
mortgages.
=  Maximum 20-year financing period.

Avalablein: Alaska, Arkansas, Cdifornia, Georgia, Idaho, Illinois, Indiana, Kentucky, Michigan,
Missouri, New Hampshire, North Carolina, South Dakota, Tennessee, Texas and Wisconsin
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Guidance Financia Group/ Guidance Residential, LL C (www.guidancefinancial group.com)

» Home Mortgage Financing

= Declining balance co-ownership program

(0]

O O0OO0OO0OO0OO0OO0o

o

For use in new home purchase or refinancing.

Guidance and borrower enter in joint ownership agreement based on initia equity shares.
Borrower acquires Guidance ownership share incrementaly.

A monthly charge for use of the property is built into the monthly payments.

Payments are fixed and competitive with conventional mortgages.

Finance period isfor 15, 20 or 30 years.

Minimum down payment: 5 percent.

Refinancing can be for up to 95 percent of home value, including an equity cashout
option.

No prepayment penalties.

Non-recourse commitment that, in case of borrower default, limits Guidance' s clams to
the borrower’ s share of equity in the property.

Avallablein: Cdifornia, Florida, Georgia, Illinois, Maryland, Michigan, Minnesota, New
Jersey, New Y ork, North Carolina, Ohio, Pennsylvania, Virginia and Washington, D.C.
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Figure 1:

Returns in 2001 of Select US Equity Funds
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Figure 2: Performance of Select Ilamic Indices
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Figure 3: Amana Funds Portfolios by Industry

Armana Incorme Fund Armana Groswih Fund
LIkilies 16,84 Medical 20058
Energy 16.6% Electronics 14 2%
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Source; Amana. Semi-Annual Report, November 2004. Available online: http://www.amanafunds.com/




Figure 4: Amana Funds Average Annual Returns

Average Annual Returns® 1 year 5 years 10 years
Amana Income Fund 20.76% 3.76% 10.28%
Amana Growth Fund 23.04% -2.10% 13.30%

* for years ended 12/31/2004
Source; Amana. Semi-Annual Report, November 2004. Available online: http://www.amanafunds.com/

Figure 5: Amana Funds Returns
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Source: Amana. Prospectus. Available online: http://www.saturna.com/pdfs/amanapro.pdf
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Figure 6. Azzad Ethical Mid-cap Fund Ten Largest Holdings (10/26/2004)

Name

%

Mohawk Inds Inc.

5.23

Equitable Resources Inc.

4.97

XTO Energy Inc.

4.64

Murphy Oil Corp

3.8

Lincare Holdings Inc.

3.73

Claire's Stores Inc.

3.6

Cytec Ind. Inc.

3.35

Pogo Producing Co.

3.09

Abercombie & Fitch Co CL

3.06

Copart Inc.

2.73

Source: Azzad Fund. http://www.azzadfund.com/default.cfm?page=E1_1& menu=group_funds.

Figure 7. Azzad Ethical Mid-cap Fund Annual Returns

Azzad Ethical Mid Cap Fund Calender Year Returns
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Source: The Azzad Funds Ethical Investing. “ Prospectus: November 05, 2004.” Available online:

2002 2003

http://www.azzadfund.com/pdf/PNov2004.pdf.
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Figure 8: Azzad Ethical Income Fund Ten Largest Holdings (9/2003)

Name %
Cisco Systems Inc. 5.41
Microsoft Corp. 5.19
Exxon Mobil 4.6
Pfizer Inc. 4.57
Intl Business Machines 4.38
Merck & Co. Inc. 4.04
Intel Corp. 3.81
Johnson & Johnson 3.75
Honeywell Inc. 3.64
Procter & Gamble Co. 3.26

Source: Azzad Fund. http://www.azzadf und.com/default.cfm?page=incomefund& menu=group_funds.

Figure 9: Azzad Ethical Income Fund Annual Returns

Azzad Ethical Income Calender Year Returns
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Source: The Azzad Funds Ethical Investing. “ Prospectus. November 05, 2004.” Available online:
http://www.azzadfund.com/pdf/PNov2004.pdf.



Figure 10: Dow Jones |damic Fund

Calendar Year Annual Returns”*
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Source: Dow Jones |slamic Fund. Prospectus, October 1, 2004. Available online: http://www.investaaa.com/

Figure 11: Dow Jones Idamic Fund October 1, 2004 Prospectus

Average Annual Total Returns for the Periods ended December 31, 2003

Since 06/30/00
1 Year 3 Year Fund Inception
Dow Jones Islamic Fund
Return Before Taxes 26.300% -7.66% -11.40%
Return After Taxes on Distributions) 26.47% -7.70% -11.44%
Return After Taxes on Distributions
and Sale of Fund Shares™ X2 17.27% -0.45% -9.47%
Dow Jones Islamic Market USA Index (reflects no
deduction for fees, expenses or taxes)'3) 26.85% -7.85% -11.22%
Russell 3000 Growth Index (reflects no deduction
for fees, expenses or taxes)(® 29.506% -0.61% -15.74%

(13 After-tax returns are calculated using the historical highest individual federal margin income tax rates and do not reflect the impact of
state and local taxes, Actual after-tax returns depend on your tax situation and may differ from those shown. Furthermore, the after-
tax returns shown are not relevant to those who hold thelr shares through tax-defemred arrangements such as 401ik) plans or TRAs.

(2) The “Return After Taxes on Distributions and Sale of Fund Shares™ may be higher than certain return figures because when a capital
loss ocours upon the redemption of Fund shares, a tax deduction is provided that benefits the investor,

Source: Dow Jones | slamic Fund. Prospectus, October 1, 2004. Available online: http://www.investaaa.com/
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Appendix C: Twin Cities Case Study I nformation

Figure 1. African Immigrantsin the Twin Cities
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Source: US Census 2000, Summary File 4. www.census.gov.

Figure 2: Citizenship Status of Immigrantsin the Twin Cities

Citizenship Status of African Immigrants
Living in the Minneapolis-St.Paul MSA
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Source; US Census 2000, Summary File 4. www.census.gov.
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Figure 3: Somali Student Data

Students Speaking Somali at Home
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Source: Grumney, Ray. "Somali populations favor metro areas.” Map and graph. Minneapolis Star Tribune (Mar.

16, 2002). And author’ s calculations.

Figure 4: Somali Refugee Data

Somali Refugees Arriving in Minnesota
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Source: Grumney, Ray. "Somali populations favor metro areas." Map and graph. Minneapolis Star Tribune (Mar.

16, 2002). And author’ s calculations.

* Represents the first nine months of the year. No refugees were admitted in October, November or December

because of the September 11" attacks.
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Table 1: Ligt of Organizational Intervieweesfor the Case Study

Name Organizational Affiliation Role
Samatar, Hussein African Development Center Executive Director
Hussain, Mulki African Development Center Program Coordinator
Maritz, Kris African Development Center Senior Busness Andyst
Farah, Hussain African Development Center Busness & Information Systems
Specidist
Mungavan, Tim African Development Center Chairman of the Board of Directors
Hdley, Alison African Development Center Chairman of the Loan Committee/
member of the Board of Directors
Roth, Jm Minnegpolis Consortium of Executive Director
Community Developers
Chapman, Dave Minnegpolis Consortium of Loan Program Manager
Community Developers
O'Neil, Mara Neighborhood Development Chief Operating Officer
Center
Buechler, Tavyer Common Bond Communities Advantage Program Coordinator
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