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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1-For the inflow of foreign resources, the instruments of portfolio investment through stock markets, flotation of various categories of Sukuk and direct investment by foreigners can be used. Public as well as private enterprises can issue Musharakah and Ijarah Sukuk to finance projects, especially development projects. Sukuk can be denominated in foreign as well as domestic currencies and carry a predetermined proportion of the profit earned by their respective projects. The Sukuk issued can be restricted to a particular project or earmarked to a group of projects.


A-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 composed of pooled
Ijarah and some Murabaha and Istisna‘a contracts. It will offer the
investors/depositors a defined stream of cash flow constituting the return on the
pooled assets. Such securities would accommodate risk-averse investors like
widows, retired people, etc. and generate new resources for additional
intermediation and income flow to the banks.

B- Variable income (Shirkah-based) securities. For such securities, banks can securitize a
pool of Musharakah and Mudarabah contracts that are part of their asset portfolio. 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 commensurate possibility of a higher income.



3-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) and investment bank , on the other hand, are only loosely regulated by the Securities and Exchange Commission (SEC), allowing them much more leeway in their strategic decision-making.



4-the various types of deposits managing by Islamic banks are categories of savings and investment deposits, have started offering commodity funds, leasing funds, Murabaha funds and COIs.


5-the various modes of financing in trade, agriculture and industry  is Murabaha, instalment sale, leasing and Salam are particularly suitable for trade, while Istisna‘a is especially suitable for industry. More specifically, in trade and industry, financing is needed for the purchase of raw materials, inventory (goods in trade) and fixed assets as well as some working capital, for the payment of salaries and other recurrent expenses.Murabaha can be used for financing of all purchases of raw materials and inventory. For procurement of fixed assets, including plant and machinery, buildings, etc., either instalments sale or leasing can be used. Funds for recurrent expenses can be obtained by the advance sale of final products of the company using Salam or Istisna‘a.

6-What are the principles of Islamic finance relating to stocks?
 A-Trading in stock of companies
B-underwriting
C-Object of contact in the sale of share   
D-Preference shares 
E-browning investment in shares 

2. What is liquidity management? How an Islamic bank uses the following instruments for liquidity
management?

Liquidity management means ensuring that the bank has sufficient liquid funds available for a smooth running of its operations and to meet short-term financial obligations as and 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.








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.
Sukuk are important for liquidity management. In Sukuk, an investor gets returns on the
Basis of ownership rather than interest. Ijarah Sukuk are more common instruments in this regard and are issued against assets for rental. To generate liquidity, Sukuk can be Sold/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.


3. Discuss the various financial instruments used on the asset side in Islamic banks.
The major instruments of Islamic financial markets are equity related. Besides equity
instruments in the form of shares in any company, the Islamic financial system has other
redeemable short-, medium- and long-term participating instruments representing
ownership in the assets, and hence entitled to participate in the profit/loss resulting from
the operations on the assets. Various types of participatory instruments can be based on (i)profit/loss sharing(Mudarabah/Musharakah), like instruments issued by Mudarabah and asset management companies and participation term certificates (PTCs), and (ii) rent sharing in the form of Diminishing Musharakah or otherwise.
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