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ABSTRACT

Institutional Muslim investors who want to invest WS equities are very familiar with
the performance of conventional US equity indexesh as the S&P 500 Index or the
Russell 2000 Growth Indéx These indexes define equity styles, which aneeifectly
correlated with each other, with different risk amturn characteristics. The availability
of indexes across different equity styles allows plossibility of asset allocation, which
attempts to optimise the risk-return tradeoff ofiavestor by holding a combination of
equity styles that are not well correlated. Foaraple, large cap stock portfolios and
small cap stock portfolios tend to do well at diffiet time§ and the overall risk of a
portfolio is expected to be reduced by holding Hatlye cap and small cap stocks.

An institutional Muslim investor will seek out aeti strategies that are expected to
outperform their corresponding conventional equtyle indexes or benchmarks, and
thereby improve the overall risk-adjusted returhkis portfolio. But for this to happen,
three conditions must be met.

1. There must exist a family of active Starcompliant strategies that track their
respective benchmarks.

2. Secondly, we must be able to show that these astragegies are expected to
outperform their benchmarks.

3. And thirdly, we must be able to customise the Shascreens for a given
Sharfa board.

Historically, these conditions have not been m&his paper will present a family of
seven active Shda-compliant strategies that meet these three dondit
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We will show that these Sh&icompliant strategies track conventional benchmark
U.S. markets and we will also discuss why we exjbi absence of style drift to
continue in the future. We will also discuss thedal challenges in developing Shari
compliant strategies that track conventional berauksn

We will show that these quantitative Shascompliant strategies have outperformed their
conventional benchmarks in twenty one years of testing in up and down markatso
that we are seeing a convergence between the opges in Islamic space and in
conventional space. This convergence betweemislanance and conventional finance
has been discussed by Mirakhor and othépsiantitative methods of stock selection are
being increasingly used to select conventionalfplos. We will show that quantitative
methods have even more advantages in selecting“&leampliant portfolios but they
are not commonly used in Islamic space.

We will also discuss how the performance of theBar&-compliant strategies can be
readily customised for a given SHarBoard.

We will conclude by briefly discussing some of awcent research on Abrahamic
strategies. In these strategies, we not only excitdcks not allowed under SharLaw,
but we also exclude stocks not allowed under otftacal frameworks of investing, such
as excluding companies that employ child labor amsnpanies that pollute the
environment. Our discussions with Islamic schokuggest that these broader criteria
will generally be consistent with Qua'ranic Law dhd resulting strategies are also likely
to have a broader investment demand.

INTRODUCTION

Institutional Muslim investors who want to invest US equities are very familiar with

the performance of conventional US equity indexsesh as the S&P 500 Index or the
Russell 2000 Growth Index. These indexes definetggtyles, which are imperfectly

correlated with each other, with different risk ameturn characteristics. The availability
of indexes across different equity styles allows plossibility of asset allocation, which
attempts to optimise the risk-return tradeoff of iamestor by holding various equity

styles that are not well correlated. For examigleye cap stock portfolios and small cap
stock portfolios tend to do well at different timasd the overall risk of a portfolio is

expected to be reduced by holding both large cdpsarall cap stocks.

An institutional Muslim investor will seek out ae#i strategies that are expected to
outperform their corresponding conventional equtyle indexes or benchmarks, and
thereby improve the overall risk-adjusted returhis portfolio. This is an example of

®> The backtested results use the same screens ititestbne Capital Management has been using as a
portfolio consultant with conventional live portios.

® An Introduction to Islamic Finance: Theory anddice by Zamir Igbal and Abbas Mirakhor. John

Wiley & Sons 2006.



the convergence between Islamic finance and comrait finance described by
Mirakhor and others. But for this to happen, threeditions must be met.

1. There must exist a family of active Stfarcompliant strategies that track their
respective benchmarks.

2. Secondly, we must be able to show that these astragegies are expected to
outperform their benchmarks.

3. And thirdly, we must be able to customise the Shascreens for a given
Sharfa board.

This paper will present a family of seven activea§h-compliant strategies that meet
these three conditions.

We will examine the ways in which we can measuretivdr an active strategy tracks its
benchmark. We will show that these SPFadompliant strategies track conventional
benchmarks in U.S. markets and we will also diseusgwe expect this absence of style
drift to continue in the future. We will also diss the special challenges in developing
Sharfa-compliant strategies that track conventional hararks.

The paper will then review the ways in which thefpenance of an active strategy can
be measured relative to its benchmark, using eetyaof metrics which examine both
return and risk. For example, the performancencd@ively managed small growth fund
can be evaluated against a benchmark of the Ruz8@ll Growth Inde% This allows
the investor to understand how much value the lastinanager has contributed to the
performance of the strategy above the performahd¢leeobenchmark. We would like a
strategy that behaves similarly to the benchmaks (minimal style drift) but also
outperforms the benchmark under a variety of macketitions. We will show that the
quantitative Shafa-compliant strategies that we have developed batgerformed their
conventional benchmarks in twenty one years of testing in up and down markétso
that we are seeing a convergence between the opgas in Islamic space and in
conventional space. Quantitative methods of stat&ction are being increasingly used
to select conventional portfolios. We will show ttlgaantitative methods have even more
advantages in selecting Starcompliant portfolios but they are not commonlgdisn
Islamic space.

We will also discuss how the performance of thelar®-compliant strategies can be
readily customised for a given SHarBoard.

We will end by briefly discussing some of our reicegsearch on Abrahamic strategies.
In these strategies, we not only exclude stocksafiotved under Shda Law, but we

also exclude stocks not allowed under other etmi@aheworks of investing, such as
excluding companies that employ child labor. Tésuiting strategies are likely to have a

" The backtested results use the same screens ititestbne Capital Management has been using as a
portfolio consultant with conventional live portios.



broader investment demand and our discussionslgldmic scholars suggest that these
broader criteria will generally be consistent widba'ranic Law.

TRACKING A BENCHMARK

A strategy will typically track an index or benchrkaf the strategy selects stocks that
are members of the index and the selection proisessnsistent with the style of the

index. For example, if we are defining a large calue strategy, we might want to select
stocks with low Price/Book (P/B) or low Price/Sal@3S) screens from a Russell 1000
universe. And the selection process should beistams and objective if there is to be no
style drift.

These criteria are readily met with the objectividf quantitative methods of stock
selection.

The ability of a strategy to outperform its benchiknand yet remain faithful to the
benchmark is often measured by the Information dRathich is a key measure of a
manager performance relative to the benchmark. #armation Ratio above 0.5 has
been said to denote a "good manager" although stiere suggested that this value is
too high® We will be discussing the Information Ratio of strategies.

QUANTITATIVE STRATEGIES

In addition to ensuring a consistent stock selagimcess, quantitative methods can lead
to improved performance because they can seleat &droader universe of stocks and
also because they allow the use of more compleisidacrules. A quantitative strategy
can also be backtested to see how it would havierpeed over past market cycles and
this allowsa better understanding of the risk profile of ttrategy.

A guantitative strategy also allows us to exclstieks that are not Shaicompliant in
an objective way. It also allows us to modify thiéetsia for excluding stocks if a given
Sharfa Board has a different understanding of Shadraw.

The quantitative stock selection process also allos/to impose a cap on the weighting
of a given stock in a strategy and/or a cap ontdighting of all stocks in a given sector.

This is particularly important when we are selegtgtocks from a universe from which

so many stocks have been excluded because theptaBharia-compliant.

8 Richard C. Grinold and Ronald N. KatAgtive Portfolio ManagementChicago, IL: Richard D. Irwin.
Also Bruce L. Jacobs and Kenneth Levy, 1996. "&agial Risk: How Much is Too Much?Journal of
Portfolio Managementyol. 21, no. 3 (Spring), 10-16.



STOCK SELECTION PROCESS

We backtested seven active Islamic strategies wedigo track and outperform five
established indexes, large cap core, large captgrdarge cap value, small cap growth
and small cap value. In three of the strategiasyel cap GARP, large cap dividend
growth and small cap GARP, we modified the riskfifgoof the basic strategy to
introduce additional defensive behavior in a bearkat that we believe may be
attractive to many Muslim investors. The strategiere backtested on a monthly basis
from the beginning of 1987 through the end of ih&t fluarter of 2008 The twenty one-
year period of the backtest allows us to examiree garformance of the strategies in
different market environments over complete madyetes. Shafa-compliant large cap
growth portfolios have the smallest number of stpakith an average of 45 stocks in a
portfolio. Shafia-compliant small cap growth portfolios have thegést number of
stocks, with an average of 116 stocks in a podfoli

In each case, we started with stocks that were rasntf the Russell 1000 Ind&xr
Russell 2000 IndéX° as of the selection dateand we then excludestocks that are not
Sharfa-compliant® or have a price less than $5. We use momenturrnice/Book (P/B)

or Price/Sales (P/S) screéhso take us to the right equity style within thdestion
universe. We then select the stocks with the ligBR&arnings Pressure, which uses a
proprietary analysis of estimate revisions; we"aralyzing the analysts." The fact that
we can use the same Earnings Pressure screemtd felcks in the different universes is
a sign of the robustness of the screening proc&sme of the strategies have other
valuation and quality screens, as noted in theudson of each strategy. Each strategy
also has a cap on the weighting of a given stocl iportfolio and/or a cap on the
weighting of all stocks in a given sector.

We evaluate the performance of each strategy agénsenchmark in terms of average
return, volatility, 10% MAR Downside Deviation, Spa Ratio, 10% Sortino Ratio,

® Data for the Islamic large cap Dividend GrowthaStgy was only available from April 1, 1989.
10 Russell 1000 Indéxand Russell 2000 Ind&are trademarks of the Russell Investment Group.
1 We want to avoid survivorship bias so that in tiesting a strategy, we use a research databashk whic
gives us this historical membership.
12 Stocks in the following sectors/industries areleded:
— alcoholic beverages
— finance
— tobacco
— aerospace and defense
— movie and tv production and distribution
meat products
gambling
— hotels and motels
Stocks are also excluded with unacceptable levaglot or interest income:
— debt greater than 33% of equity
— accounts receivable greater than 33% of total asset
— cash and interest bearing securities greater thd#3f equity
13As we noted earlier, the specific constraints candadily modified for a given Sh&iBoard.
% |n backtests, screens are lagged as P/B(-1) &(d1pto avoid forward-looking bias.



Information Ratio, Upside and Downside Capture é&atind the percentage of rolling
12-month periods which show losses. We also coenflae VAMI (value of $1000
invested) for each strategy and its benchritark

RESULTS'®
ISLAMIC LARGE CAP GROWTH STRATEGY
The Islamic Large Cap Growth Strategy follows trsaial screening process, starting
with stocks in the Russell 1000 Index from which exelude stocks that are not Shai

compliant. We then select stocks with the higmestmentum and the highest Earnings
Pressure™.
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The Strategy has an average retlwf 17.6% per year over the twenty one years of
backtesting compared with an average return of at%he Russell 1000 Growth Index
over the same period, for an excess return of 7@%year. The Strategy shows a
balanced performance, outperforming the Benchmarknd the bull market of the late
nineties, but also showing a smaller decline dutireg2000-2002 bear market, and then
again outperforming the Benchmark in the subsequetivery. The Sharpe Ratio, a
measure of risk-adjusted return relative to a S8kless rate, is 0.62 for the Strategy and

!> The VAMI graph uses a semilog scale to allow corispa of rates of return.

'® The graphs and represent a hypothetical $1000nafsiment in a given strategy and the associated
benchmark over the period indicated in the grapth wo deduction for fees or trading expenses. Past
performance is no guarantee of future results. amy given year a strategy may lose money or
underperform the index and there is no assuraratethtrategy will achieve its investment objective

" The average return is calculated as the arithnaatizage of the twenty calendar year returns, with
deduction for fees or trading costs.



0.34 for the Benchmark. The Information Ratio iZ9 The detailed results for the
Strategy are shown in Table 1 of the Appendix.

ISLAMIC LARGE CAP GARP ("growth at a reasonable price"STRATEGY

The Islamic Large Cap Growth Strategy showed smatlsses than its Benchmark
during the 2000-2002 bear market while also outpering the Benchmark during the
bull market. However, some risk-averse Muslim stees may want a large cap growth
strategy with even more resistance to declines itear market. This can be
accomplished by starting with stocks in the Rus$@00 Index from which we exclude
stocks that are not Shaicompliant and then introducing a screen whichusbes stocks
that are strongly overpriced, based on their fodiaoking PE®. We then select stocks
with the highest momentum and the highest Earnfigsssure™ as we did with the
Large Cap Growth Strategy.

$100,000
s o,
$10,000 A 20
U '_
-t =,,. »'_.v..\
-~ By PR -
ot g - Py
. T,
. i
-
s
v.;.-
."'—\v""-"""""""
.'-'-.
,r_-."z-‘
- -
w1 s
-_s.d.'
$1,000 £~ :
I~ [0 [=2] (=] - (] [sr] = wn (<= I~ (=] [=2] o - (] o =+ w (<= I~ (=]
W B D I DD DD DI DI OO0 OO QO O 9O O
a O O & O H O »mH O »H & O o O 60 © © &6 © & o
rrrrrrrrrrrrr {5 IS B oV B o IR oY I oY I oY BN S I Y|
Islamic Large Cap GARP  «eeeeee Russell 1000 Growth

In backtests, this strategy of "growth at a reabtngrice” had an average return of
15.8% per year over the twenty one years of batktesompared with an average return
of 9.7% for the Russell 1000 Growth Index over saene period, for an excess return of
6.1% per year.

The Islamic Large Cap Growth Strategy outperforhes Benchmark throughout the bull
market. The GARP Strategy outperforms the Benckrmarmost of the bull market but
underperforms the Benchmark during the irrationalberance at the end of the bull
market, when stocks became very overpriced. Th&BAtrategy then shows much

18 This is of course different from limiting the pfmtio to value stocks.



smaller declines than the Large Cap Growth Stratkging the subsequent bear market
and again outperforms the Benchmark in the subsegeeovery.

The Information Ratio of 0.43 is very acceptablé¢ less than the Information Ratio of
the Large Cap Growth Strategy because we have tiowatly modified the risk
characteristics of the Russell 1000 Growth benchkrbgrexcluding strongly overpriced
stocks. As a result, the Strategy shows much smadiclines during the bear market and
intentionally does not track the Indg¢Rppendix: Table 2]

ISLAMIC LARGE CAP DIVIDEND GROWTH STRATEGY

Companies with a history of increasing their divide per share have often shown
superior returns with lower volatility. In the dshic Large Cap Dividend Growth

Strategy, we start with stocks in the Russell 10@fex, exclude stocks that are not
Sharfa-compliant and then select stocks with a histdripereasing dividends per share
and strong Earnings Pressure™. The Strategy igre strategy, benchmarked to the
Russell 1000 Index, with both value and growth abtaristics. In backtests, its average
return is 15.8% per year versus 10.7% for the Berack with the same volatility.
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Islamic Large Cap DGS ~ =eseeee Russell 1000

The Strategy showed almost no decline during tHB2ZD02 bear market. It showed a
very balanced performance, with an Upside CaptuaioRof 1.47 and a Downside
Capture Ratio of 0.79 and a beta of 0.88. An Up$&dpture Ratio of greater than one
tells us that the Strategy has higher returns ttien Benchmark in up markets.
Conversely a Downside Capture of less than one telthat the Strategy has smaller
losses than the Benchmark in down markets. Thete$ty has a Sharpe Ratio of 0.78



versus 0.46 for the Benchmark and an InformatiotioRa 0.60. Its beta is 0.88 so that
the excess returns of the strategy are not achibyeassuming more market risk. The
maximum drawdown was 17% for the Dividend Growthattgy and 45% for the
Russell 1000 IndefAppendix: Table 3]

ISLAMIC LARGE CAP VALUE STRATEGY

In the Islamic Large Cap Value Strategy, we stath wtocks in the Russell 1000 Index,

exclude stocks that are not Shatcompliant and also exclude stocks that do nad pas

quality of earnings screen. We then select staais low P/B and low P/S, so that we

are selecting value stocks, and then stocks witingtEarnings Pressure. In backtests,
the Strategy has an average return of 15.0% perwsaus 11.5% for the Russell 1000
Value Index. It shows a balanced performance, anttupside Capture Ratio of 1.80 and
a Downside Capture of 0.98 and an Information Ratti®.35.
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The Islamic Large Cap Value Strategy has outperéorits Benchmark over 1, 2, 3, 5, 7,
10, 15 and 20-year periods and since incepfidopendix: Table 4]

ISLAMIC SMALL CAP GROWTH STRATEGY

In the Islamic Small Cap Growth Strategy, we statlh stocks in the Russell 2000 Index,
we exclude stocks that are not Sfeedompliant, we further exclude stocks that cannot
pass a quality screen and then select stocks witngs Earnings Pressure™. In
backtests, the Strategy has an average return .6Pdl@er year versus 7.0% for the
Russell 2000 Growth Index._ The Strategy has theessgolatility as the Benchmark




(25.1% per year versus 25.0%) although its retsiti6% higher than the Benchmalik.
has a balanced performance, with an Upside CafRateo of 2.93 and a Downside
Capture of 0.88. On an end of month basis, the&jy had a month to month decline of
7.2% during the 2000-2002 bear market when the Beack declined by 62.6%. The
Sharpe Ratio of the Strategy is 0.69 versus 0.2Qh® Benchmark. The Information
Ratio is 1.31, which attests to the strong perforceaof the Strategy and its faithfulness
to the Benchmark.
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The excellent performance is achieved at less syate risk than the Benchmark, with a
beta of 0.92. The Strategy has half the numbdohg rolling 12-month periods as the
Benchmark (33/241 or 13.7% versus 67/241 or 27.88ppendix: Table 5]

ISLAMIC SMALL CAP GARP ("growth at a reasonable price"STRATEGY

This is a similar strategy to the Small Cap Gro8thategy except that we also exclude
stocks that are highly priced as measured by tfoivard-looking PE Ratios. In
backtests, the Strategy has an average return .dfdl@er year versus 7.0% for the
Russell 2000 Growth Index with similar volatilit2%.2% per year versus 25.0%). On an
end of month basis, the Strategy had a month tothmgain of 21.2% during the 2000-
2002 bear market when the Benchmark declined bg%?2and yet it still has an
Information Ratio of 0.80. The Strategy slightlydenperforms the Russell 2000 Growth
Benchmark in 2007 but outperforms its Benchmarkrae3, 5, 7, 10 and 15-year
periods and since inceptid@ppendix: Table 6]
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In the Islamic Small Cap Value Strategy, we stathwtocks in the Russell 2000 Index,
exclude stocks that are not Shatompliant and also exclude stocks that do nad pas
guality screen. We then select stocks with low &8 low P/S, so that we are in a value
universe, and then select stocks with strong EgeRressure. In backtests, the Strategy
has an average return of 19.5% per year versu$dfoiZthe Russell 1000 Value Index.
It has an Upside Capture Ratio of 4.7 and a Doven€idpture of 1.0 and an Information

slamic Small Cap GARP

Russell 2000 Growth

ISLAMIC SMALL CAP VALUE STRATEGY

Ratio of 0.51[Appendix: Table 7]
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ASSET ALLOCATION

When we have active Islamic strategies acrossrdifteequity styles, it is possible to
have an asset allocation which offers a preferigk-return tradeoff and which is
consistent with the risk preferences of the inve&toThis becomes possible because the
returns on different equity styles are imperfeattyrelated. Similarly, if an Islamic
investor has a view on which equity styles arelyike show the best performance in the
future, the investor can improve performance byestptation between the various
Islamic strategies. These possibilities have loegn available to conventional investors.
When we have active Islamic strategies acrossrdifteequity styles, these possibilities
also become available to the Islamic investor. Wy of a simple example, the graph
shows the performance of an asset allocation giyateat allocates equal dollar weights
to each of the seven strategies we have been disguand rebalances the overall
strategy at the beginning of each year, benchmaakgihst the Russell 3000 Ind&x
The average return for the Strategy is 17.7% par yersus 10.7% for the Benchmark
with an Information Ratio of 0.73Appendix: Table 8]
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STYE ROTATION STRATEGY

If an Islamic investor has a view on which equityles are likely to show the best
performance in the future, the investor can impr@esformance by style rotation
between the various Islamic strategies. We andlyise performance of a style rotation

91n this paper, we are concerned with equity investts. More generally, investors will also be caned
with asset allocation between all asset classekjdimg non-equity investments, such as real estate

% The Russell 3000 Index is an imperfect benchmatkle development of a more appropriate synthetic
benchmark is beyond the scope of this paper.
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strategy in which, at the beginning of each yearjravestor correctly identifies which
strategy will be the best performing style durih@ttyear and invests in that style. A
strategy that was always invested at the beginoing year in the style that ex post
turned out to be the strongest performer for ther ye@ad an average return of 28.1% per
year versus 10.7% for the Russell 3000 Indlappendix: Table 9]
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ABRAHAMIC STRATEGIES

We have also developed Abrahamic strategies, wiatlonly exclude stocks forbidden
under Shariah Law, but also exclude stocks nowaitbin other ethical frameworks. For
example, screens used for investments by the Gat@blurch exclude companies that
employ child labor and also exclude companies gadlute the environment. These
broader screening criteria are expected to be stmiwith Qua'ranic Law but this is a
subject where we seek guidance from Shariah s&ol@he Abrahamic strategies have

performed very well in backtests from January 10®0Owhen the screens became
available.

An Abrahamic ALL CAP GARP Strategy excludes stotkat are not consistent with
Islamic values and also excludes stocks that areowsistent with Catholic values. It
excludes stocks that are highly priced as meashyetheir forward looking PEG and
then selects stocks with highest momentum and &gsriPressure. Its average return is
5.4% versus a loss of 3.9% for the Russell 3000mM3rdndex in backtests from the
beginning of 2000, with an Information Ratio 0.8@amst the Russell 3000 Growth
Index.[Appendix: Table 10]
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An Abrahamic ALL CAP Value Strategy similarly exdies stocks that are not consistent
with Islamic values and also excludes stocks thaiat consistent with Catholic values.
It then excludes stocks that do not pass a qustitgen and then selects stocks with low
P/B and low P/S and high Earnings Pressure. Bsage return is 16.8% per year versus
5.8% for the Russell 300 Value Index in backtestenf beginning of 2000, with an
Information Ratio of 0.92 against the Russell 3@0wth Index[Appendix: Table 11]
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CONCLUSION

We have shown that quantitative methods of stodkctsen are well suited to the
selection of active Islamic strategies that traoskwentional equity indexes and which can
be evaluated against the indexes as benchmarkshaweused a quantitative analysis of
estimate revisions to develop seven Islamic straseghich strongly outperform their
conventional benchmarks in twenty one years of testikg in up and down markets.
We have shown that with the availability of thesatggies, the Islamic investor now has
opportunities for asset allocation and style rotati These opportunities have long been
available to a conventional investor in US equities not to an Islamic investor. We
also developed Abrahamic strategies that are ngtStmarfa-compliant, but also exclude
stocks that are not allowed under other ethicah&aorks of investing.
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APPENDIX

Table 1

Islamic Large Cap Growth Strategy

35 and stocks that are not Shariah-compliant, employing the screens used to construct the Dow Jones Islamic Market Indexes. We select stocks with good price momentum
that show strong Eamnings Pressure, a proprietary measure of revisions in analysts’ estimates of future earnings.

141000 Invested 12/31/86

$100,000 2008 (12.55%) (10.19%)
2007 2.66% 11.81%
2006 (0.93%) 9.07%
2005 19.22% 5.26%
2004 16.01% 6.30%
Last Month (1.49%) (0.61%)
Last Quarter (13.55%) {10.19%)
Last Year (14.58%) [0.76%)
— 5 2-Year (7.59%) 3.08%
' B . 3-Year 0.79% 6.33%
= LT Isvear 11.11% 9.96%
o 7-Year 5.67% 2.06%
. 10-Year 8.71% 1.28%
. 15-Year 14.13% 7.76%
- 20-Year 17.97% 9.90%
S R L Since Inception 17.60% 9.71%
. w Compound ROR 17.60% 9.71%
$1,000 - ~——+—————— "7 7—m—r——7— 7 |Cumulative Return 3,034.10% 616.78%
i e S i Gt S N D0 G ahesDDd ON O T4 i OO e o o i Cumulative VAMI $31,341.00 57,167.78
222222222222 233 K 88 8 &8 |largestMonthGain 18.81% 14.34%
Islamic Large Cap Growth e Russell 1000 Growth Largest Month Loss (25.97%) (23.23%)
% Positive Months 60.39% 60.39%
Monthly Performance (%) Gross of Fees
Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year
2008 (10.77%)  (1.65%)  (1.49%) (13.55%)
2007 0.79% (0.68%) 3.80% 2 55% 2 14% (1.45%)  (4.16%) 1.56% 270% 1.54% 651%)  088% 266%
2006 6.42% (4.52%) 1.34% 210% (6.79%)  (0.31%)  (4.65%) 0.10% 3.38% 3.24% 218% (256%)  (0.93%)
2005 (3.18%) 4.42% 1.26% (5.55%)  9.55% 213% 6.11% (2.65%) 1.56% (2.25%) 4.66% 2.69% 19.22%
2004 5.10% 0.72% (0.16%) 0.90% 2.03% (1.20%)  (B.34%)  (3.20%)  3.46% 6.09% 411% 4.72% 16.01%
) Russell 1000 :
Islamic LC Growth 53 Monthly & Cumulative Returns
Growth
Standard Deviation 24.12% 18.51% 4,000% 25%
Sharpe (5.00%) 0.62 0.34 L 20e
Sortine (10.00%) 0.46 (0.02) M Lon
Down Dev. (10.00%) 14.76% 12.99% 3,000% | | s
Upside Capture 3.99 o
Dowside Capture 0.99 |”| ||,j|||,| | &
Maximum Drawdown (47.93%) (61.86%) 2,000% l ||[ g ||7 .
Months In Maximum Drawdown 25 25 | e
Months to Recover 34 66+
1,000% - -15%
Comparison to Benchmark b -20%
Alpha 0.56% =
Annualized Alpha 6.89% o ™ -30%
N o o o N M o ow M~ oo o N M o ow o
Beta 112 B8 B8 88 R RAERRARARR
Correlation 0.87
ormaioRato 07 Olslamic Large Cap Growth Cumulative Returns B Islamic Large Cap Growth Monthly Returns
R-Squared 0.76
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Table 2

Islamic Large Cap GARP Strategy

0

p and do ets The | E us 0 e from = 5 a
employing the screens used to construct the Dow Jones Islamic Market Indexes. We also exclude all stocks that are not reasonably priced as measured by their

e

com

forward-looking PE Ratio. We select stocks with good price mementum that show strong Eamings Pressure, a proprietary measure of revisions in analysts’ estimates of future

2amings.

Growth of Initial 51000 Invested 12/31/86 Annual Returns fussell 10

Growth

100,000 2008 (9.79%) (10.19%)
2007 16.54% 11.81%

2006 1.96% 9.07%

2005 25.76% 5.26%

2004 15.91% 6.30%

Last Month (0.64%) (0.61%)

Last Quarter (9.79%) (10.19%)

Last Year (1.65%) (0.76%)

2-Year 1.53% 3.08%

$10,000 3-Year 9.45% 6.33%
S-Year 17.10% 9.96%

7-Year 9.75% 2.06%

10-Year 7.33% 1.28%

15-Year 13.33% 7.76%

20-Year 15.86% 9.90%

Since Inception 15.76% 9.71%

Compound ROR 15.76% 9.71%

51,000 e ———————— Cumulative Return 2,140.97% 616.78%
ng @ % % é % § é g § % § % § é % g é § § § § CumulativeVAMl_ $22,409.70 $7,167.78
=52 2 F 2 F 2 F s F a8 a8 & a & a & |lagestMonth Gain 21.47% 14.34%
Islamic Large Cap GARP - Russell 1000 Growth Largest Month Lass (26.58%) (23.23%)

% Positive Maonths 60.39% 60.39%

Monthly Performance (%) Gross of Fees

May Jun Jul Aug
2008 (10.03%) 0O&% (054%) {9 79%)
2007 1.44% 0.10% 5.28% 3.60% 4.66% (1.26%) (3.18%) 1.71% 2.86% 2.38% (3.98%) 2.30% 16.54%
2006 1013%  (TE0%)  H51% 396%  (54%%)  (115%)  (334%)  (084%)  (151%)  588% A427%  (245%)  498%
2005 (0.00%) 5.38% 0.44% (5.80%) 5.88% 4.85% 6.85% (0.74%) 283% (3.85%) 4.00% 4.11% 25.76%
2004 0.62% 3.72% 0.72% (1.66%) 0.85% 2.52% (4.82%) (2.50%) 5.95% 2.01% 461% 3.36% 15.91%

Russell 1000
Islamic LC GARP Monthly & Cumulative Returns
Growth

Standard Deviation 21.63% 18.51% 3,000% 30%
Sharpe (5.00%) 0.59 0.34
Sorting (10.00%) 0.39 (0.02) L 3ose
Down Dev. {10.00%} 13.20% 12.99% | | | |
Upside Capture 160 2,000% I [ | - 10%
o AL Do L

) [ L M ,i‘.ll.‘ il |_J. Ll ull_ | il il
Maximum Drawdown (35.35%) (61.86%) | ||" | ||“| I “I || | I |\| " e |1w|| |“| 0%
Manths In Maximum Drawdown 3 25 “ ‘ ‘ ‘ ‘
Manths to Recover 21 66+ 1.000% ! ‘V r-10%
Comparison to Benchmark L 30%
Alpha 0.56%
Annualized Alpha 6.98% o -30%

5 38880 38858828288 2885 8

Beta 092 2234234223939 2232RRRRRRARKR
Correlation 0.79
Information Ratio 043 Olslamic Large Cap GARP Cumulative Returns M Islamic Large Cap GARP Manthly Returns
R-Sguared 0.63
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Table 3

Islamic Large Cap DGS Strategy

universe is the Russell 1000 Index from which we exclude stocks less than $5 and stocks that are not Shariah-compliant, employing the screens used to construct the Dow Jones
Islamic Market Indexes. We select stocks with a history of increasing dividends per share that show strong Earnings Pressure, a proprietary measure of revisions in analysts'

estimates of future earnings.

Growth of Initial $1000 Invested 03/31/89 Annual Returns Islamic Large Cap DGS Russell 1000
2008 (6.22%) {9.50%)
$100,000 2007 16.13% 5.77%
2006 7.30% 15.46%
2005 4,92% 6.26%
2004 16.07% 11.40%
Last Manth 1.32% (0.68%)
Last Quarter (6.22%) (9.50%)
Last Year 3.84% (5.42%)
510,000 2-Year 5.65% 2.85%
3-Year 6.79% 6.19%
5-Year 12.44% 11.85%
7-Year 8.59% 4.19%
10-Year B8.87% 3.83%
15-Year 13.69% 9.55%
Since Inception 15.84% 10.72%
/
51,000 i Compound ROR 15.84% 10.72%
22 & Doz v oL Bz 2 D N 2oz L2 o5 B Cumulative Return 1,535.42% 591.82%
23234 3423232333438 8K &8 & AR Cumulative VAMI $16,354.24 $6,918.21
T — pussell 1000 Largest Month Gain 14.32% 11.42%
Largest Month Loss [15.36%) (14.95%)
% Positive Months 63.60% 54.04%
Monthly Performance (%) Gross of Fees
May Jun Aug
2008 (7.03%) (0.45%) 1.32% (6.22%)
2007 517% (1.74%) 1.50% 4.09% 3.00% (0.86%) (1.48%) 285% 4.20% 0.85% (3.38%) 1.18% 16.13%
2006 3.54% (0.87%) 200% 1.64% (3.85%) (0.11%) (2.51%) 0.71% 1.46% 3.90% 1.00% 0.44% 7.30%
2005 0.29% 1.99% (1.56%)  (380%)  2.66% 0.78%) 561% 087%)  0.98% (2.47%)  3.35% (0.20%)  4.92%%
2004 (0.01%) 3.02% 1.05% 2.32% 1.48% 2.81% (3.14%) (0.28%) 0.73% (0.31%) 4.65% 291% 16.07%

Islamic Large Cap DGS Russell 1000

Monthly & Cumulative Returns

Standard Deviation 14.55% 14.47% 18 20%
Sharpe (5.00%) 0.78 0.46 16 p—
Sortino (10.00%) 0.59 0.07 i
Down Dev. (10.00%) 8.82% 10.05% | 0%
Upside Capture 147 = N | - 5%
Dowside Capture 050 10 s Ihi] _.,hlll‘ I"“'“"""||'h'|||"" 0%
Maximum Drawdown (16.94%) (45.06%) 8 | T | | “ |‘ o
Months In Maximum Drawdown % 25 & [T
Months to Recover 3 49 4 r-10%
Comparison to Benchmark 2 M rasloe
0 -20%

AnnuaIiZEd AIpha ﬁ'm o o — ~ m = uwn w -~ [ =1 o L=l ™ m =T uw w I~ o
Beta 88.07% 23 2 8§ % & 82 8 8§ 5 28 2 22 g 8 g 28 8

- A H d 83 A8 o o 2 # o4 § 6 @ @ o o 8 o o
Correlation 0.83
Information Ratio 0.60
R-Squared 0.77 O Islamic Large Cap DGS Cumulative Returns M Islamic Large Cap DGS Monthly Returns
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Table 4

D DD DD DD D DD

Islamic Large Cap Value

(7.29%)  (0.92%)  (0.41%)
2007 3.34% 013%  2.63%
2006 B3R (122%)  2.54%
2005 (0.36%)  388%  (3.08%)
2004 (DE1%] 280% 1.50%

Standard Deviation 19.05%
Sharpe (5.00%) 0.60
Sortino (10.00%) 0.36
Down Dev. (10.00%) 12.34%
Upside Capture

Dowside Capture

Maximum Drawdown (39.05%)
Months In Maximum Drawdown 2]
Months to Recover 25

Comparison to Benchmark

Alpha

Annualized Alpha
Beta

Correlation
Information Ratio
R-Squared

3.89%
1.56%
(7.26%)
{0.10%)

o o
[

Russell 1000 Yalue

o o o o o
ES O = SO S A 2

Largest Month Gain
Largest Month Loss
% Positive Months

Monthly Performance (%) Gross of Fees

May

4.66%
(3.00%)
3.53%
1.24%

Russell 1000

Value
14.38%
0.51
0.14
10.13%
1.80
0.98
127.68%)
16
15

0.25%
3.00%
1.06
0.81
0.35
0.66

Jun
0.23%
0.26%

1.31%
4.04%

2,500%

2,000%

1,500%

1,000%

Jul Aug

208%)  231%  23T% 1.15%
(348%)  170%  278% 5.00%
551%  (172%)  O076%  (0.52%)
(352%)  (0.64%)  470% 3.40%

Monthly & Cumulative Returns

(4.56%)
2.65%
5.76%
4.82%

12.20%
(20.16%)
66.27%

(8.52%)
14.92%
15.72%
9.49%
22.38%

L |l||L‘|\|\|J\.

AR

JIIHIIJ /||| il III .i J\Iﬂl

; ..I\”|IL|J||]II].

\
|

O lslamiclarge CapValue Cumulative Returns

mslamiclarge Cap Value Monthly Returns
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