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INTEREST VERSUS PROFIT AND LOSS

So what is the Islamic view of finan-
cial transactions? Wafiq Fannoun,
president of Reba-Free, LLC, an Islamic
financial, investment and consulting
service, and consultant to Neighbor-
hood Development Center (NDC)1 in
St. Paul, Minnesota, wrote on this sub-
ject for NDC. According to Mr.
Fannoun, “Islam’s aim from any finan-
cial transaction is to maintain eco-
nomic justice between those who have
and those who have not. It is essen-
tial in Islam that all parties involved
in a financial transaction share the
actual profit or loss of a venture, and
that no one gets predetermined com-

pensation such as interest. In effect,
the Islamic system functions much like
western equity financing, while pro-
tecting borrowers from leveraging
themselves into the poorhouse.”

Mr. Fannoun goes on to state, “In
the Quran and the teachings of the
Prophet Muhammad (PBUH)2, it has
always been understood that investors
have the right to a decent rate of re-
turn as long as they share the risk and
maintain the economic justice for all.
Islam does provide alternative forms
and techniques of financing which
works within these parameters of
maintaining the economic justice and
sharing the risk.”

Thus, under the Islamic principles
guiding our initiative, financing involv-
ing interest or Reba, as interest is called
in Arabic, is prohibited while a profit
or loss on financial participation in an
activity is not. Therefore, while Mus-
lims cannot pay (or earn) interest, they

1 The Neighborhood Development Center
is a nonprofit community development
agency offering business training, loans
and technical assistance to help inner-
city residents revitalize their neighbor-
hoods. In partnership with 18 commu-
nity groups, NDC has helped nearly 400
entrepreneurs open businesses since
1993. www.windndc.org/ 2  peace be upon him.

by Margaret Tyndall, Community Affairs Manager,
Federal Reserve Bank of Minneapolis
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continued growth of the minority busi-
ness sector and the minority commu-
nity will result in skyrocketing demand
for capital over the next 20 years.

One practical application for meet-
ing the demand is the Charitable
Choice legislation signed by President
Clinton on August 22, 1996, which en-
courages states to cooperate with com-
munity and faith-based charities.
Charitable Choice guidelines clarify
and codify Constitutional requirements
for governmental interaction with faith-
based social service providers (for
more information on Charitable
Choice, see Faith-Based Initiative
Overview).

Constitutional law has often been
misinterpreted to require that faith-
based organizations be excluded from
participation in governmental welfare
programs or that their participation be
conditioned on the removal of reli-
gious practice and symbols. Section
104 (the Charitable Choice provision
of the federal welfare reform law en-
acted in the summer of 1996)1 offers
governmental neutrality between faith-
based and secular providers of ser-
vices, protection of the religious in-
tegrity of faith-based providers, and
protection of the religious liberty of
beneficiaries. This gives churches the
opportunity to receive federal assis-
tance to do God’s business.

One of God’s productive properties
is First African Methodist Episcopal
Church (FAME) in Los Angeles; Rev.
Cecil L. Murray is the Senior Minister.
In 1977, Reverend Murray introduced
the “beyond the walls” ministry to 300
active members. It has now grown to

18,000 members, many of whom ac-
tively volunteer to improve neighbor-
hoods throughout Los Angeles County.
First AME Church established its eco-
nomic development program, FAME
Renaissance, in 1992 by creating a sepa-
rate nonprofit 501(c)3 corporation that
would be eligible to seek public and
private grants to fund job and wealth
creation programs. I serve as the ex-
ecutive director of FAME Renaissance,
which administers 18 private and pub-
licly funded programs. Those programs
have yielded some of the following
results:

➤ The FAME Renaissance Business Pro-
grams administer four loan funds,
which have lent over $5 million to
175 minority-owned businesses. The
Community Reinvestment Act (CRA)
has been instrumental in fostering
productive relationships with banks
and financial institutions, which have
funded our operations and program
costs, and offered technical assis-
tance leading to successful business
ventures

➤ The FAME Employment Program
has placed over 2,000 qualified em-
ployees in living-wage jobs at
banks, government agencies, enter-
tainment and service companies.
This past year we expanded our
services from just testing and place-
ment to offering job readiness
preparation for clients requiring a
higher level of assistance. The cur-
rent employment program serves
ex-felons, foster care youth and
welfare-to-work individuals desper-
ately seeking living-wage jobs.
Among this group are many custo-
dial and non-custodial parents who
need to support a family. Our pro-

1 www.cpjustice.org/
charitablechoice/guide/appendix

F i s h i n g
by Reverend Mark Whitlock, Executive Director, FAME Renaissance

What would you do if you wanted to
buy a home or take out a loan for your
business but your religion prohibited
you from paying interest? Millions of
Muslims currently living in the United
States and some Jewish and Christian
believers face this situation.

The Federal Reserve Bank of Min-
neapolis is the facilitator of an initia-
tive established to find ways for Mus-
lims and others to finance homes or
businesses—ways that will not violate
an important religious principle that
prohibits the paying or receiving of
interest. Partners in the initiative in-
clude local, state and federal govern-
ment agencies, banks, community
development corporations (CDC) and
nonprofit housing organizations, a sec-
ondary market investor and Islamic
and Somali community organizations.
We in the initiative do not have the
answers yet. We are gaining an appre-
ciation of Islamic finance, and this ar-
ticle is presented to aid in an under-
standing of the issues.

President Bush excited some leaders
of the faith community by introducing
a federal faith-based initiative designed
to fund economic development projects
creating jobs and wealth. Even though
the President’s faith-based initiative
failed in the Senate, the faith commu-
nity must continue the dialogue on the
important role of community and faith-
based economic development corpo-
rations, and the push for federal sup-
port of our work.

There is a tremendous need for capi-
tal investment in low-income, minority
communities—an investment that re-
quires partnerships between commu-
nity-based organizations, the private
sector and the federal government. The
challenge America faces in this century
is not dismantling racial color lines, but
creating money lines (i.e. finding lines
of financial capital to leverage human
capital). Glenn Yago, Ph.D., of the
Milken Institute says, “there is a funda-
mental mismatch between the sources
of job creation and capital formation.
How to carve channels of capital from
investors to entrepreneurs requires the
mobilization of new financial technolo-
gies and market-based public policy
innovations.”

The minority community and minor-
ity-owned businesses are growing at ex-
plosive rates. Minority-owned busi-
nesses are growing at double the rate
of all firms in the U.S., both in num-
bers of firms and total sales. According
to the Milken Institute, by the year 2050,
the U. S. population will have increased
by 120 million people, with 90 percent
of the growth occurring in minority
communities. Demand for capital in the
minority business community is esti-
mated to be in excess of $194 billion
per year, of which only a small frac-
tion is currently being satisfied. The

http://www.windndc.org
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whose primary mission is to achieve
goals that are in the public interest.

In August 2001, the five centers re-
leased the findings1 of their audit which
identifies all existing barriers to the par-
ticipation of faith- and community-based
organizations in social service programs
administered by the federal government.
Among the findings of the five centers’
report are the following:

➤ A funding gap exists between the
government and community-based
organizations. Smaller groups, both
faith-based and secular, receive very
little federal support relative to the
size and scope of the social services
they provide.

➤ There exists a widespread bias
against faith- and community-based
organizations in federal social ser-
vice programs. Examples of bias
include:
• Restricting some kinds of reli-

gious organizations from apply-
ing for funding

• Restricting religious activities that
are not prohibited by the Consti-
tution

• Not honoring rights that religious
organizations have in federal law

• Burdening small organizations
with cumbersome regulations
and requirements

• Imposing anti-competitive man-
dates on some programs, such
as requiring applicants to dem-
onstrate support from govern-
ment agencies or others that
might also be competing for the
same funds

EXPANDING TAX DEDUCTIONS AND OTHER

FINANCIAL INCENTIVES

The administration aims to stimulate
an “outpouring of private giving to

1 “Unlevel Playing Field: Barriers to Partici-
pation by Faith-Based and Community
Organizations in Federal Social Service
Program” August 2001,
www.whitehouse.gov/news/

releases/2001/08/unlevelfield.html

nonprofits, faith-based programs and
community groups” through a vari-
ety of proposed financial incentives.
These include:

➤ Expanding the number of individu-
als who can deduct charitable con-
tributions from the federal tax re-
turns to include those filers who
do not itemize deductions

➤ Encouraging states to allow lim-
ited deductions from state tax re-
turns for donations to charities
dealing with poverty issues

➤ Raising the corporate charitable de-
duction limit from 10 percent of a
company’s taxable income to 15
percent

➤ Creating a public/private Compas-
sion Capital Fund that would match
private donations with federal funds.
The fund would provide seed capi-
tal and technical assistance funds for
faith-based/community organization
capacity growth

NEW FEDERAL INITIATIVES

“To illustrate and expand the federal
government’s faith-neutral social
policy stance,” the Bush administra-
tion has introduced a number of new
programs. One that offers the great-
est possibility for CRA partnerships
calls for increased after-school pro-
grams including community technol-
ogy centers to help bridge the digital
divide in low-income neighborhoods.
The federal 21st Century Community
Learning Centers2 program requires
school districts to work with commu-
nity-based organizations—including
faith-based—to establish the centers
in rural and inner-city schools.

CRA AND FAITH-BASED ORGANIZATIONS

For financial institutions involved in the
economic development of low- and
moderate-income communities, com-
munity-based, nonprofit and faith-based
organizations should all be considered

in the same family of entities that serve
communities. However, for purposes of
the Community Reinvestment Act, there
are two issues to consider. The first is to
make sure that any general support to a
faith-based organization be backed by
sufficient documentation to show exam-
iners that the primary mission of the or-
ganization is in line with community de-
velopment as defined in the regulation.
The second deals with those scenarios
where a financial institution is support-
ing an individual initiative, program or
project through a faith-based organiza-
tion as opposed to supporting the over-
all organization. In those cases, adequate
documentation should be maintained
that shows the low- and moderate-in-
come impact of that initiative, program
or project.

can pay (and earn) a profit. This is an
important point: Reba-free financing
will likely cost the same as a standard
loan. Under Islamic principles, the
person providing the financing, who
has an ownership interest in whatever
is being financed, is entitled to a profit,
just not in the form of pre-determined
interest. And of course, the expected
profit could turn out to be a loss. But
how would this work in the traditional
American system of debt financing and
banking?

ISSUES IN THE TWIN CITIES

The Twin Cities of Minneapolis and
St. Paul have experienced an influx of
Somali refugees over the past several
years. Combined with Muslims already
living in the area, it is estimated that
the population of Muslims in the Twin
Cities metro area is around 100,000.
Two acute needs are driving the ini-
tiative facilitated by the Minneapolis
Reserve Bank:

➤ The Twin Cities has few rental
properties with enough room for
families. In this market, families are
expected to buy houses

➤ Many Somali refugees have fol-
lowed the path of other refugee
groups and become entrepreneurs.
They have started small businesses,
financed through gifts and equity
investments from family and com-
munity members. Now many of
these businesses face a critical need
for working capital in amounts larger
than the community can provide

ISSUES IN BUSINESS FINANCE

Business finance, especially finance of
durable goods, is perhaps the easiest
type of Reba-free financing to do.
Lease-to-own arrangements are com-
mon for business equipment and can
work quite well for Muslim business
owners. More difficult is the provision
of working capital, since this likely re-
quires the provider of the capital to
take at least a limited equity position

in the business. Current United States
banking laws, with limited exceptions,
prohibit banking organizations from
participating in such arrangements,
leaving this type of financing to gov-
ernment agencies and nonprofit orga-
nizations. For example, NDC, a non-
profit community development agency
in St. Paul, offers an Islamic financing
program, and to date has closed four
Reba-free business financing arrange-
ments. Also, the City of Minneapolis
Community Development Agency is
investigating ways to do Reba-free fi-
nancing of working capital.

ISSUES IN HOUSING FINANCE

Housing finance may be the most dif-
ficult to arrange Reba-free. If all par-
ties to a financial transaction must be
in a position to share the actual profit
or loss of a venture, then the financier
must share the equity risk and rewards
of purchasing a home. That means that
the financier maintains an ownership
interest in the home. Certainly, homes
have been bought and sold on this
basis. In times of high interest rates,
sellers take a contract-for-deed and the
homebuyer does not actually own the
home until the final payment is made.
This method of financing has also been
used in the past in minority commu-
nities unable to get financing from lo-
cal lending institutions. But when rates
are low and the markets are function-
ing well, sellers usually prefer to get
their equity at the time of sale and
sever all ownership in the property.

So if the seller does not share in the

profit and loss with the buyer, who
does? The bank does not want to own
the house, nor generally could it main-
tain an equity interest in the house
under current banking laws. So could
the financier be a government agency,
perhaps the state housing finance
agency, or a community development
corporation that would own the home
and sell it on a lease-to-own or con-
tract-for-deed basis? But, would a state
agency be willing to devote or a CDC
be able to raise enough funds to fi-
nance a large number of homes for
15 to 30 years? In the Twin Cities alone,
there are an estimated 15,000 to 20,000
Muslim families.

And there are other issues. Who
makes sure the home is maintained?
How would tax benefits such as home-
stead property taxes and tax deduct-
ibility of home mortgage interest work?
Finally, Islam has no formal clerical
hierarchy. Local scholars often make
rulings as to the acceptability of a fi-
nancing arrangement. So how do na-
tional financiers make certain that prod-
ucts they establish will be acceptable
to Muslims throughout the country?

SEARCHING FOR SOLUTIONS

We are considering all of these ques-
tions and more. We are looking at pi-
lot Muslim financing projects. We are
talking to our counterparts in other
communities, such as Detroit, that
have large Muslim populations. We are
looking at various financing models
to see if we can craft models for com-
mercial, consumer and mortgage fi-
nancing that will work on a large scale.
These models include Habitat for
Humanity, lease-to-purchase, coopera-
tive ownership, financing arrange-
ments that use an intermediary such
as NDC and the taking of a mini-eq-
uity position in a business. We are also
considering having various financing
models submitted to the worldwide
Fatwa, a group of eminent Islamic
scholars who offer religious opinions
that are widely accepted throughout
Islam.

FRED MENDEZ is a senior community
investment specialist for the Federal Reserve
Bank of San Francisco. Since joining the Federal
Reserve in April of 1993, Fred has acted as a
liaison between financial institutions and
their communities to promote public/private
partnerships for economic development. In
this capacity, he has advised community
development lending organizations on
regulatory matters surrounding consortia and
community development lending; researched
legal and commercial issues to facilitate the
flow of capital to Native American lands; and
educated both the lending and nonprofit
community about community reinvestment
requirements, community development
lending, the secondary market, fair lending
legislation and bank reform issues.

Mr. Mendez holds two degrees in
economics with an emphasis in economic
development and monetary policy.
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by Fred Mendez, Senior Community Affairs Specialist,
Federal Reserve Bank of San Francisco

Faith-Based Initiative Overview

“In the past, many successful faith-
based organizations have not partici-
pated in government programs for fear
of having to compromise their religious
integrity or being hobbled by excessive
government regulation and intrusion.
The confusing array of legal precedents
has often led government officials to
conclude mistakenly that constitutional
law requires the faith-based organiza-
tions be excluded from the mix of pri-
vate service providers, or that entities
accepting government funds must
forego their religious character. One of
my goals in proposing the charitable
choice provision was to encourage
faith-based organizations to expand
their involvement in the welfare reform
effort by providing assurances that their
religious integrity would be protected.
The provision protects the rights of faith-
based providers as well as the religious
liberty of the individuals they may
serve. Many states have already expe-
rienced positive results from partnering
with charitable and faith-based orga-
nizations in working with the poor and
less fortunate. These institutions have
proven to be efficient and effective while
serving the poor with dignity and com-
passion. Congress passed the charitable
choice provision with the hope that such
cooperative efforts between states and
faith-based and private charities would
flourish.”

Unfortunately, Charitable Choice has
been almost entirely ignored by federal
administrators, who have done little to
help or require state and local govern-
ments to comply with the new rules for
involving faith-based providers.

On January 29, 2001, President
George W. Bush issued two Executive
Orders (13198 and 13199) with the goal
“to eliminate regulatory, contracting
and other programmatic obstacles to
the participation of faith-based and
other community organizations in the
provision of social services.” The Bush
administration’s faith-based and com-
munity initiative goals are organized
around three lines of action:

➤ Identifying and eliminating
barriers to federal funds

➤ Expanding tax deductions
➤ Creating new federal initiatives

IDENTIFYING AND ELIMINATING BARRIERS TO

FEDERAL FUNDS

Executive Order 13198 created Cen-
ters for Faith-Based and Community
Initiatives in the Departments of Health
and Human Services (HHS), Housing
and Urban Development (HUD), Edu-
cation (ED), Labor (DOL), and Justice
(DOJ). The purpose of these various
centers is to ensure that the process of
obtaining federal grants from each of
these agencies does not discriminate
against community-based organizations
(including faith-based organizations)

This project is a learning experience.
Those working on this initiative who
are not Muslim are increasing their
knowledge of Islam and alternative fi-
nancing methods. Those who are not
bankers are increasing their knowledge
of American lending practices. We are
joined together to find a way for Ameri-
can followers of Islam and other inter-
est-averse religions to participate fully
in the community and economic life of
this country.

For more information, please contact
Margaret Tyndall at (612) 204-5063
at the Federal Reserve Bank of
Minneapolis.

MARGARET TYNDALL is the manager of Com-
munity Affairs at the Federal Reserve Bank
of Minneapolis, a position she assumed in
1995. For five years prior to that, she was in
the Consumer Affairs section of the bank-
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ing supervision department of the Fed,
where she specialized in CRA and HMDA
issues. Her banking experience also in-
cludes seven years at First Bank System
(now US Bank), where she was employed
in various divisions including trust and re-
tail banking as a strategic and financial
planner.

Ms. Tyndall has an MBA from the Univer-
sity of Minnesota and a BA in sociology
from the University of Illinois.

The Jewish Community Federation
(JCF) of San Francisco, the Peninsula,
Marin and Sonoma Counties was
founded just after the turn of the 20th
century to ensure that San Francisco’s
growing Jewish community could pro-
vide its members with funds for food,
shelter and burial. Today it ensures the
survival and growth of the Jewish com-
munity through fund-raising, planning
and community building. The JCF is a
unique model for community involve-
ment and action; volunteer members
work together to assess needs, develop
plans, raise money and develop finan-
cial resources to serve the needs of
the Jewish community locally, nation-
ally and around the world.

JCF’s fundamental philosophy de-
rives from the religion, culture and ac-
cumulated wisdom found in Jewish lit-
erature and experiences throughout
history. Among these is tikun olam,
translated as “repairing the world.” JCF
embodies the Jewish belief that hu-
man beings must act as guardians of
the world and act with compassion to-
ward the most vulnerable people in it.

While 100 Federation employees
manage day-to-day operations, the JCF

by Jeff Goldman, Media Relations Manager

ultimately is governed by a volunteer
board of directors and dozens of com-
mittees. Lay leaders chair and staff vari-
ous committees that make decisions on
behalf of the community.

Thanks to the outstanding efforts of
its volunteers, staff and lay leaders, the
JCF last year was able to raise more
than $22 million through more than
15,000 individual gifts made by Jews
living in this service area. More than
half the funds support local agencies
and institutions that provide a wide
array of services in areas such as Jew-
ish education; campus programming
and support for more than 10,000 Jew-
ish students at seven universities in
Northern California, culture and the
arts, émigré resettlement, day care for
the very young, nursing home care for
the elderly, and family and youth ser-
vices. Several of JCF’s programs also
support the community at large; in par-
ticular, the Community Centers, the so-
cial service agencies and early childhood
programs are used by a wide variety of
people in the community.

One of the JCF’s local constituent or-
ganizations, the Hebrew Free Loan As-
sociation, provides interest-free loans to

community members who want to buy
a home, finance a small business, or
who need assistance in covering basic
living costs. The loans provided by the
100-year old association make dreams
of homeowner-ship, enterprise, and
education a reality.

A portion of funds are also allocated
to the United Jewish Communities
(UJC), the single largest Jewish phi-
lanthropy in existence, which fulfills
JCF’s mission on a national level. Ap-
proximately one-third of JCF’s 2001–
02 annual campaign was allocated for
Israel and overseas services. The ma-
jority of these funds were sent to in-
ternational organizations that provide
for Jews in need in Israel and through-
out the world, including the Jewish
Agency for Israel, which resettles im-
migrants from the former Soviet
Union, Kosovo, Ethiopia and other
countries.

To learn more about the services of the
Jewish Community Federation, con-
tact Jeff Goldman, media relations
manager at 415/495-4897 or via
email: jeffg@sfjcf.org. The website ad-
dress is: www.sfjcf.org.

The Jewish Community Federation

Justice Hugo Black, who served on the
U.S. Supreme Court from 1937 until his
retirement in 1971, observed that “a
union of government and religion tends
to destroy government and degrade
religion.” The debate surrounding the
appropriate role of government in sup-
porting religious organizations is noth-
ing new. So, it should come as no sur-
prise that President Clinton’s inclusion
of Charitable Choice in the Personal
Responsibility and Work Opportunity
Reconciliation Act of 1996, and Presi-
dent Bush’s introduction of the Faith-
Based and Community Initiatives have
caused and continue to cause quite a
debate.

Government has long supported
religious organizations that provide
social services. In order to receive gov-
ernment funds, these organizations
have had to operate under certain
restrictions that limit the possibility for
“religious coercion” and guarantee the
provision of social services to all indi-
viduals, irrespective of their religious
affiliation. But there has been confu-
sion, even within federal and state gov-
ernment entities, concerning these
restrictions.

Former U.S. Senator John Ashcroft
(R-MO, currently the U.S. Attorney
General) provided this background and
description for Charitable Choice in a
December 1996 letter:

http://www.sfjcf.org



