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	1. Answer the short Questions: 

I. Is the term ‘interest free banking’ accurate for ‘Islamic Banking’ or there is any further difference between the two?

The term ‘interest free banking is a narrow concept.

                    Interest means 

1- a premium paid by the debtor .

2- paid when delay of payment which is prohibited at islam because it embalances the economy ,any discount or premium is prohibited and any exchange of money or goods representing money like gold or silver must be equal for equal and hand to hand . 

3- retune from transaction of money for money 

Islamic banking is a financial practices, real financial transactions which led to 

asset backed practices means real transactions or sale of good of services on

 ethical transactions to achieve goals and objectives of the Islamic economy.

Islamic economy relays on some prohibits (Riba) and encouragements (trade) 
Islamic transactions depends on avoiding any 




1- interest so once the debt is created the seller can’t ask extra amount over the price already stipulated .
 
2- gaharar  is uncertainty and inadequacy of information of subject matter and any fraud or hiding relevant information which leads to exploitation of any party  prohibited at shareea principals .



Interest on loans is prohibited but profit on selling goods or services is permissible . 

Islamic banking is not financially or merely looking for interest or monetary transfer because it is an investment .

Investment in islam is buy and selling goods which is investment .

Any increase at one part is reba which is prohibited at islam.

Taking loan with interest to by goods is riba but buying goods and selling them with profit is an real investment and permissible .

In loan transactions the exchange must be equal , if the borrowed goods are fungible so it is repaid but if goods are non fungible the  contract will be made in terms of money .

The currency is the price of exchanging so hand for hand and equal to equal is the right way for exchange.

There must be some important rules when exchanging at a contract :
1- the subject matter is well known .
2- the exchange value.
3- Transparency .
4- Free consent of the parties for entering in the contract .




II. Can Islamic Bank ask the client for security when giving loan? If so for which type of financing modes?

    At  salam contracts Islamic banks asks the client a lien against the delivery of    
    the commodity  . banks asks a security in case of nonperformance of the 
    contract but the bank is not entitled to enforce the collateral in case that the 
    loss occurred without the misconduct of the client .

  
III. Does Shari’ah allow pre fixed return on investment? If so how does it work?
    
   At shariah not all return must be variable it could be fixed depends on   

       The nature of every transactions and there are some points must kept in  

       Mind when differentiating various transactions permissible or not.

A) Baye :means transferring the ownership of goods to the buyer against the price . so after selling the seller has no right to re price the good.

B) Heba : permanently transferring ownership of good without money.


C) Riba :giving money temporary to others ownership against payment
          It is interest which is prohibited at Islam .if it was free of interest   
          like quard el hasan is encouraged by Islam .

D) Ijarah :means transferring usufruct of asset against rent.

There is an argument about predetermined rent value which involves value of time so the time value of money on loans and debt should be permitted. 

Islamic banks can charge fixed profit when engaged in trading and leasing but loans or credit transactions cannot charge additional amount over the principal . 






IV. What are the basics of the philosophy of Islamic finance?


  -It avoids interest, jiharar, gambling and any unethical behavior.
  -It prohibits damaging of other property . 
  - Money is a medium of exchanging and valuating goods .
 - Hand to hand and equal for equal is the right way of exchange .
- Entitlement to Profit – With Risk and Responsibility
- Islamic Banks Dealing in Goods not in Money for itself .  
- Clear disclosure of documents more than conventional banks because  
      any lack of information may lead to non shariaa compliant .
- A preference for equity-based modes over debt-creating modes.
- Islamic bank works as social security centers ,providing free interest  
        loans and charity for needy and for benevolence .
- Islamic , banks activities forms like exchange on spot ,spot delivery 
       and deferred payment and spot payment with deferred delivery .
- It accepts the time value of money in pricing goods .
- Islamic banks are not allowed as a rule to link any debt or receivable 
       for the purpose of indexation .









V. Which of the following items could be leased out according to Shari’ah
Compliance:
	a) Petrol

	

	b) Grains

	

	c) House

	could be leased

	d) Money

	

	e) Ship

	could be leased

	f) Fuel

	

	g) Motor vehicles

	could be leased

	h) Oil

	

	i) Shop

	could be leased




2. “Islamic Banks deal in goods not in money”. 

      In Islam money itself is not recognized as capital and it can't earn profit  
      itself.
      Conventional banks deals with money from savers as loans and pay the  
      interest and lent them by interest too .also banks deals with good and 
      documents to facilitate trading goods they dealing with goods only for 
      financing purchasing it not the good itself.
      In contrast Islamic banks deals with goods and documents too not in money   
      it is considered as a medium of exchange for purchasing goods with shariaa  
      principals they intermediate between savers and investors by funding them 
      by involving goods or assets.  





3. What is the time value of money in Islam? How is money treated differently in Islamic Banking as compared to conventional banking? 

There is a consensus among scholars of shareaa that the credit price is more 

than cash price depends on (ilnass).so that is the time value of money.

The changing of price depends on the time and place where goods are sold.

Goods might be sold at higher price at night rather than at morning or a middle

 class area rather than posh area. 

The mark up is permissible but any addition after the good is sold it is interest 

and prohibited .

 credit  price is more than  cash price at a point of time but at forward delivery 

like  salam payment on the  spot for that the price is low, than the price at 

delivery time .

Shareea permits time value of money at business and trading of goods not at

 exchange of monetary values at loans or debts.

So it is clear that not value time is added to the principal after the debt is 

Created.

 In Islam money itself is not recognized as capital and it can't earn

 profit itself , it is a medium of exchange for purchasing goods or services .
	


	  


Case Study 

Car Ijara is a Shari’ah compliance car leasing scheme offered by an Islamic bank. It is based on the principles of Ijara and is completely free from the element of interest. This product is designed for interest averse individuals looking for a car financing scheme that helps in avoiding interest based transactions. So the Car Ijara is simply a rental agreement under which the car
Will be given to the customer in exchange for rent for a period, agreed at the time of contract.
Keeping in view the above answer the following questions:

a) In what sense is car Ijara interest free?

In Car leasing the ownership and the risk related is for the owner of the car and the customer pays only the rent against the right of using it  .
Sometimes Islamic banks purchase the financed car and the customer pays payments in specified period and he has the option at the end of the contract to buy it at a pre specified residual value.
All of that under the condition of no interest. 	

b) What is the difference between a conventional lease and an Islamic 

lease?

 Islam Leasing is transferring the usufruct of the asset   against the rent without transferring the ownership or the risk related to it .
            Islamic banks can charge rental at a higher rate, if already in an   
           agreement, for any remaining period of the lease; but the rentals for a 
           Particular period once accrued cannot be indexed .
           Anything cannot be used without consuming its corpus cannot be   
             leased like (fuel ,money ,edibles ) because the asset no longer exists so 
             it is sold, also very important point is the lessor must own the asset.

              A conventional leasing contract is a contract between a Lessor and a   
              Lessee for the hire of a specific asset. The lessor retains the ownership 
              of the asset but the right to use the asset is given to the lessee for an 
              Agreed period of time in return (rent).
             There are some kinds (operating ,financial ) leasing , the lessor provides                
              Maintenance of the asset .
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