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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.

i- Islamic Banking encompasses the avoidance of Interest, gambling or risk, it is more than just interest free banking.

ii- The avoidance of interest is based on the idea that the lender and the borrower enter into a sale contract for an exact amount for an exact period. The lender cannot demand extra on his loan if say the borrower had made a profit from the use of his loan. 

Parties must also make sure that the contract that they enter is at the avoidance of risk and uncertainty. Parties should be aware of the following and incorporate the following when entering into a contract; know the nature or quality of the subject matter, outline the rights and obligations of each party, know the end results / goal of the contract, ensure all pieces of vital information has been made available and found, avoid misleading parties through deceit, fraud or knowingly hiding vital information. 

Parties to a contract must also make sure that they do not enter into a deal which enables a gambling or a game of chance for examples Government Bonds in the UK – here parties who invest their money are also entered into a lottery draw. Where regardless of the amount they put in (the money risk they take) they have a chance at winning a monetary prize which is seen as unjust in Islamic finance as one party may have a small risk factor can be yet win big, whereas another party with a larger risk factor is taking much more of a risk and isn’t receiving benefits to match.


iii- Islamic Finance allows for the banks to ask for security against loans in all debt creating loans, this can be charged against the borrowers existing assets. In forward purchasing the borrower may be asked to furnish security, and thus provide security so that if the contract is not fulfilled the lender will be entitled to the security. The banks are also able to ask for security for nonperformance of a party in PLS modes. However if a business suffers a loss and misconduct or negligence by the parties  was not involved then the banks may not enforce the security.

iv- Bai- via Murabaha- Here the lender has given the loan for the asset with the definite transfer of ownership to the borrower. The lender on this loan is not entitled to profit and is not entitled to increase the loan from the original amount agreed upon.  As they do not bare the risk of profit or loss in the purchase, it is the borrower who bares this risk and it is he who is entitled to the profit because if he was to suffer a loss he would be liable to the lender for the full sum of what he had originally lent from the lender and the  lender will not affected by the loss as the original loan will still stand. Transactions or assets made as gifts (Hibah) transfer ownership to the person being gifted, this means the gift giver is no longer the person who will bare any loss and will also no longer be entitled to the profit. Since he does not share the risk he is not entitled to any profit.  Pre fixed returns are also not allowed on anything that consumes the corpus of that asset for example money, yarn , food, drinks and oil.  Here you can only exchange like for like, as the main mass or its body is consumed.
On the other hand we have Ijarah, which enables the transfer of usufruct of an asset ,which  its corpus cannot be consumed, for example, we have cars and houses we can rent. Here the lessor is still responsible for the asset and bears the risk of loss. The lessor is in charge of the asset and bears the cost of  up keep as is bestowed on an owner. Here the lessor will set up a pre fixed return on his investment that is impacted by  the current  Islamic market. This can lead to the lessor receiving much more then he had actually initially invested in the property.

v- The basic philosophy of Islamic Finance is that all transactions should be; religiously appeasing to Islam, transactions should not involve assets prohibited by Islam, should not include riba, gharar or gambling, should be fair accurate and clear, and finally to encourage profit in an Islamic way.


vi- Examples of things that can be leased are; a house, ship, motor vehicles and shops. 

2.  Islamic banks do deal in goods and not money, as they trade documents and assets, they use money as a medium to pay for assets or invest in assets and then they will either lease the assets out or have a profit/ loss sharing system in place.  Whereas conventional banks trade in money . 
For example, A client wishes to buy a house; a Conventional bank will give out loans on the basis that they will receive interest on this loan, and the interest is where the bank will gain its profit, again this would change depending on the market interest rates, if the venture was unsuccessful the lender will bare all loss and still be liable for the full return including the ever changing interest rates.
However on the other hand  the Islamic bank would enter into a partnership outlining a set loan amount which may or may not likely include a service amount, as well as stating the liability percentage of each party this usually reflects the amount of risk each party is responsible for. Hence if the venture was unsuccessful, each party would share the risk according to the defined percentage.  Risk is usually calculated by  how much profit a party is to gain. The larger the profit margin the larger your risk.

3. Time Value Money (TVM) is acknowledging that the credit price of a commodity can be greater than its cash price because TVM will take into account time and place of sales, this is acceptable. But it is important to agree the price of which cannot latter be increased, because once sold, even though it is done by credit it becomes the property of the buyer, who now holds the debt and the full risk of that commodity. The seller cannot re-price this, as he no longer holds ownership of the commodity.  However Islamic laws prohibit TVM transactions for commodities like gold and silver, this must be done simultaneously as it would be unfair to exchange these commodities on credit and then the buyer, who now holds the debt takes advantage of the market at a latter date as these commodities will forever increase.
This does allow for parties to place a a mark up price for commodities.

Conventional banks see Money as a commodity; this is the opposite to how Islamic finance sees money. Conventional banks allow for money to be lent and sold regardless of how the borrower wishes to spend his the money i.e buying a shop that sells alcohol. 
Money holds little weight, as countries can create money, As money is not real asset based and has no intrinsic value we should ask what is its purpose?  
 Money it self has no intrinsic value and is as it is a monetary value that is now widely accepted around the world. Islamic law sees it as a medium of exchange used to purchase a commodity, asset or service. Even when money is exchanged for money it should be done equal to each other and where borrowed then the same must be paid back to ensure that the money has not been used as a means to trade and gain profit as money does not hold any quality. 

4. Car Ihjarah is an interest free company. Here the ownership and the responsibilities including the whole risk with regards to the asset  is placed on the owner who in this case is Car Ijarah.   A car is a motor vehicle and therefore its corpus can not be consumed The rental fee is for the use of this vehicle without the risk or responsibility of an owner for a set amount and  for a set period of time.

Ijarah and conventional leasing (CL) are quite similar. The lessor in both cases holds ownership, and the asset must have a usurious purpose. 
Now for the differences, in ijarah the monetary amount is finalized before both parties conclude the lease and late penalty fees cannot be included, CL will fine the lessee for late payments. Within Ijarah, if the property is lost stolen or damaged beyond use then the  lessee will no longer be liable to the Ijarah contract. Whereas, CL contracts, will continue to charge the lessee for the total period of the lease up until the insurance settlement has been resolved.
It should also be noted that Ijarah expects the lessee to use the asset in an Islamic fashion and CL does not hold the same principles.
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