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The objective of this thesis is to study (1) the concept, evolution, and
the format of the establishment of an Islamic bank, (2) the important subject
matters related to the Islamic Bank of Thailand Act B.E. 2545 (“the Act”) and
of Islamic banks of other countries and, (3) the problems and obstacles related
to the operation of the financial transactions of the Islamic Banks of Thailand
in accordance with the Act.

The results of the study can be summarized as follows:

1. The idea of establishing Islamic banks was the result of the
prohibition of the payment of interest according to the Koran. However, the
~ Islamic religion does not deny that funds are a factor of production and that
they produce benefits. Benefits derived from investments are acceptable,

however, on the condition that they do not have any risk, which is called
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Mushraka. Another method of allowing benefits is through co-investment
under the principle of Musharaka.

2. The evolution of the Islamic bank can be traced to the establishment
of the world’s first Islamic bank in Egypt in 1963. Islamic banks have become
popular throughout the world since the 1970s. The key difference between the
format, structure and business operations of Islamic banks and other general
commercial banks is that the Islamic banks provide services without the
payment of interest as a benefit which includes accepting deposits and giving
loans.

The important subject matters of the Act are as follows:

Chapter 1 is related to the establishment and the capital of the Islamic
Bank. Article 7 exhibits the intent that the Islamic Bank of Thailand (“the
Bank™) shall not be a state enterprise controlled by the government, but rather
a private entity belonging to the public.

Chapter 1, Article 10 requires that not less than a certain amount of the
capital of the Bank must be held by Thai nationals as stipulated in the
ministerial regulations. Such a requirement illustrates the desire to require that
the Bank be owned by the Thai people only and the Bank cannot be acquired
by foreigners.

Chapter 2 is related to objectives. Article 12 has important impacts on

the operation of the Bank and produces disadvantages to the Bank when

compared with other commercial banks since the Bank has to pay more
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valued added taxes, specific business taxes and other taxes than a commercial
bank.

3. The problems and obstacles related to the financial transactions of the
Bank. In implementing the Act, problems are found in Chapter 2, related to
objectives, especially Article 12, which creates disadvantages to the Bank’s
clients who apply for credit to purchase goods. The clients have pay 13.8%
more taxes than those who apply for credit from other commercial banks to

- purchase goods. If clients of the Bank apply for credit to lease goods, they
have to pay 5.8% more taxes and fees than borrowers who apply for these
loans at commercial banks. Such incidents are unfair and are inconsistent with
the principle of good governance currently observed by the Bank. Because of
such circumstances, it costs the Bank’s clients more to purchase the same kind
of goods with the same production costs.

Problems related to shares held by the State. Although there is an intent
to require the Bank to be a private or public company belonging to the Thai
people, in practice most of the shareholders are designated by Ministry of
Finance regulations. There is a loophole in Article 9 of Chapter 1 of the Act,
related to the establishment and capital, which empowers the Minister to issue
ministerial regulations setting the maximum amount of shares each individual
can hold. However, in case of necessity and in order to reorganize the status
and the operation of the Bank, the Minister is empowered to set the
shareholding structure differently and he can also make any other conditions

he deems appropriate. In such event, the Ministry of Finance can assign

government agencies, under its supervision, to subscribe to the majority of the
shares of the registered capital of Bank, making the Bank unofficially a state

enterprise.





