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1. Give short answers for the following questions: 



I. What are the alternatives of foreign loans in Islamic banking?


    Public as well as private enterprises can issue Musharakah and   
    Ijarah Sukuk to finance projects, especially development projects.   
    Sukuk can be issued in foreign and domestic currencies and carry  
    a predetermined proportion of the profit earned by their projects 
    Various funds can be established to finance the economic activities  
    on , partnership, leasing, Salam and mixed asset pool bases. Funds  
    can be established to finance a specific sector, for example, 
               agriculture, industry or infrastructure .









II. What are the various types of Islamic financial market instruments in terms of their nature and flow of return?
 
Islamic financial market instruments are two types in their nature and flow of return:

1. Fixed/quasi-fixed (stable) income securities. A bank can securitize or sell a pool of assets or offer certificates of deposit (CODs) against a fund of Ijarah and some Murabaha and Istisna‘a contracts. It will offer the investors/depositors a defined return on the assets. Such securities would accommodate risk-averse investors like widows, retired people.and generate  additional intermediation and income flow to the banks.

2. Variable income (Shirkah-based) securities. For such securities, banks can securitize a pool of Musharakah and Mudarabah contracts .Such securities will offer the investors a stream of variable income with potential for growth, based on the strength of the underlying projects – profit and risk both would be higher than in the case of stable income securities. These would accommodate risk-taking investors with the possibility of a higher income.




    
 III. How are commercial banks different from investment banks?


Commercial banks manage deposit accounts, such as checking and savings accounts, for individuals and businesses. They make loans to the public using the money held on deposit. Investment banks differ strongly; these institutions facilitate the buying and selling of stocks, bonds and other investments, as well as helping companies to go public with initial public offerings (IPO).
commercial banks are highly regulated by a number of federal authorities, including the Federal Deposit Insurance Corporation (FDIC) and the Federal Reserve. Commercial banks are federally insured to protect customers; accounts. 
Investment banks,  are only regulated by the Securities and Exchange Commission (SEC).

Investment banks have a higher risk tolerance due to their business Commercial banks are much less tolerant of risk. commercial banks have an implied fiduciary duty to act in the best interest of their clients, 










III. What are the various types of deposits managed by Islamic    
           banks?

1) Current accounts :at such accounts there is no return and the principal is guaranteed without increase or decrease but sometimes if bank wants to use depositors money at permissible business there will be an  agreement   with depositors before opening the account ,sometimes banks gives irregular return by his own discretion and without depositors entitlement .

2) Saving/investment and term deposites:
All remunerative deposits in Islamic banks be accepted on profit and loss bases ,the ratio of profit distributed between depositors and the bank on sharia bases on agreed ration of profit will be different than the ratio of capital but in case of losses it will be shared strictly in the ratio of capital .deposits of longer duration shall be compensated higher weight ages which is left to the discretion of the banks .
And there are some considerations :
A-risk averse clients will be accepted in current accounts     
    Without any return only the principal is guaranteed    
    Or by creating some pools by establishing murabaha   
    and leasing funds so depositors will get quasi fixed   
    return.
B-risk prone deposits : it part of banks equity with daily  
    product basis (dpb).
C-specific investment accounts :it is managed by savers  
    instructions .
D-inter bank financing also considered as banks equity using (dpb) to calculate profit .
  



IV. What are the various modes of financing in trade, agriculture and industry? And how they work?


Modes for Financing : Trade, Agriculture and Industry

	Trade
	Agriculture and Industry

	Needs (r/m) /inv /fixed asst/recurrent expenses .

	
	

	Murabaha
	istisnaa

	Instalment sale
	

	Leasing
	

	salam
	

	
	




Household, Personal Finance, Consumer Banking

	Personal Finance
	Cash financing
	auto finance
	housing finance

	Leasing
	Wakalah
	Ijarah Muntahia-bi-Tamleek
	Diminishing musharakah

	Murabaha
	Murabaha
	Murabaha
	Murabaha

	Return free loans
	
	
	













    VI. What are the principles of Islamic finance relating to stocks?
   
 Islamic Fiqh Council (9–14th May, 1992) resolved the following in respect of shares  of joint stock companies:

    1- Trading in stocks of companies:
· a joint stock company with un prohibited purposes and activities is
                       permissible.
Trading in stocks of companies whose main purpose is a prohibited  
                      activity, such as transactions with Riba, prohibited products is  
                      prohibited.
Trading in stocks of companies that deal at times in prohibited  
                      things, such as Riba, etc., but their main activities are not based on 
                      any prohibited business is permissible .

2-   Underwriting: underwriting is an agreement made upon establishment of a    
       Company with someone who undertakes to guarantee the sale of all or  
       part of  the shares being issued, i.e. to undertake to subscribe for shares  
      that remain unsubscribed by others.
       
3. Object of the contract in the sale of shares: the object of the contract in the  
     sale of shares is the unidentified portion of the company’s assets (known as  
     Musha‘a in Islamic jurisprudence) .

4. Preference shares: it is not permissible to issue preference shares with  
     financial characteristics that involve guaranteed payment of the capital or of  
     a certain amount of profit at the time of liquidation or distribution of  
     dividends. It is, permissible to give certain shares such characteristics as are  
     related to  administrative matters.

5. Borrowing on interest for investment in shares: it is not 
    as this involves Riba .








2. What is liquidity management? How an Islamic bank uses the  
following instruments for liquidity management? 
a) Mudarabah b) Suksuk

Liquidity management means that ensuring the bank has sufficient liquid funds for running its operations and short term obligations when due .
It has to invest surplus funds, match maturity of assets and liabilities, accommodate
decreases in deposits/liabilities and increases in assets in an efficient and economic manner.
Fund management refers to securing and managing funds for the development of business.
Islamic banks may sell and purchase  stocks and Sukuk. 
The bank agrees to give a share of its profits according to a Mudarabah ratio that can negotiated according to the market conditions or recommended by the central bank,  In the case of Mudarabah, the following process can be adopted :
1. A Mudarabah relationship will be created.
2. Funds received will be allocated to pools.
3. Weight ages will be assigned periodically, based on different tiers/categories.
4. Profit earned will be allocated according to weight ages assigned at the beginning  
     of the period.
5. The bank will charge a pre-agreed Mudarib fee as a percentage of the realized
     profit; the bank can pay additional profit from its own share.
6. The investor will bear a loss unless it arises from misconduct or negligence of the
     Mudarib.
Islamic banks may have two options : the first an agreement  with central bank as a lender to provide it with funds for 3 days period followed by a mudarabah with profit sharing ratio ,the other option is sale and purchase sharia compliant certificates /sukuk .it is very important for liquidity management ,the investor gets returns on the basis of ownership rather than interest . ijarah sukuk issued against assets for rental ,and to generate liquidity it could be sold and purchased in the secondary market. If the regulatory structure allows, Islamic banks can sell the Sukuk to the central bank to generate liquidity. Sukuk can be structured on an
amortizing or bullet maturity basis.

	Government/Public Sector Financing
	infrastructure projects

	Mudarabah /musharakah certificates 
To buy assets to lease them .
	Ijarah and Istisna‘a


Ijarah Sukuk the most crucial instruments for financing of the public sector .
Islamic banks can supply goods/assets of enormous value to government
entities on a Murabaha basis by setting up joint Murabaha funds. Returns on these
funds would be distributed among Sukuk/certificate holders on a pro rata basis .
















3. Discuss the various financial instruments used on the asset side in Islamic banks.
The bank should manage the risk by diversifying portfolios especially when customers are risk –averse .
Musharakah / mudarabah are used short ,medium and long term project financing .banks uses musharakah to purchase fixed assets .
Murabaha can be used for the purchase and sale of automobiles ,
Buy-back and rollover in Murabaha are not allowed.
             Salam is suitable for  financing the productive activities .
             There could also be a combination of more than one mode  
             like Istisna‘a plus Murabaha, Salam plus Murabaha or Salam  
             plus Istisna‘a for financing of trade and industry. 
             Appropriate modes of financing, as recommended by experts  
             on Islamic finance, are given below.
 
Modes for Financing : Trade, Agriculture and Industry

	Trade
	Agriculture and Industry

	Needs (r/m) /inv /fixed asst/recurrent expenses .

	
	

	Murabaha
	istisnaa

	Instalment sale
	

	Leasing
	

	salam
	

	
	



Household, Personal Finance, Consumer Banking
	Personal Finance
	Cash financing
	auto finance
	housing finance

	Leasing
	Wakalah
	Ijarah Muntahia-bi-Tamleek
	Diminishing musharakah

	Murabaha
	Murabaha
	Murabaha
	Murabaha

	Return free loans
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sharikah


sharikat -ul-aqd(joint enterprise )


2-sharikat -ul-amal
(partnership in services)


3-sharikat -ul-aqd
(partnership in trade )


sharikat -ul-milk(ownership)


optional


compulsory


1-sharikat -ul-wajoob
(partnership in goodwill 
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