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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. Answer the short Questions: (10)
i. Is the term ‘interest free banking’ accurate for ‘Islamic Banking’ or there is any
    - Interest free banking is appropriate with Islamic Banking, it coincides with their philosophy on prohibition of Riba or excess of the premium amount. Base on my personal experience, I took out a loan with Dubai Islamic Bank during application, they requested for me to pay for the processing fee thereafter loan was immediately release. I requested for repayment schedule but it only shows how much is my principal balance thus no additional payment has been charge.

ii. Others difference between the two?
· Avoiding interest and avoiding gharar is what makes up the philosophies of Islamic Banking. There is no difference because they co exist together. 
                          
                                            PHILOSOPHY OF ISLAMIC BANKIN

Islamic Bank 



Avoid Game of Change, Gambling  

Avoid Interest        (Riba) 

 

Avoid  Gharar





iii. Can an Islamic Bank ask the client for a security deposit when giving loan? If so, for
which type of financing methods?
    -for debt creating modes Islamic Banks may request for a security deposit or on other existing assets as an assurance of payment but in Profit sharing modes, security deposits will be for non-performance of the contract except for loss in the business which will be validated if there’s negligence or misconduct by the client. Example, for personal loans Islamic Banks will ask for a blank cheque as a collateral just in case payment was not received. The bank has the right to collect the remainder of the amount by presenting the security cheque provided. 

 v. Does Shari’ah Law allow pre - fixed returns on investment? If so, how does it work?
   -Yes Shari’ah Law prohibits Riba but encourage profits. It would only be considered as an    investment if there is an underlying real asset. Pre fixed returns on investment is acceptable especially for lease assets. Example, When a company request for a loan to pay for goods or services, the bank is allowed to get a pre fixed return but once the goods are used for its purpose, the bank doesn’t have the right to increase the price because the goods or services no longer exist and bank doesn’t have the right to reprice it because he is no longer the owner.

v. What are the basics of the philosophy of Islamic finance?
-The basic philosophy of Islamic Banking is to avoid interest or Riba, gambling or Gharar and unethical practices .


vi. Which of the following items could be leased out according to Shari’ah Compliance:
c. House
e. Ship
g. Motor vehicles
i. Shop


2. “Islamic Banks deal in goods, not in money”. Discuss this. (6)
- In Islamic Banking, money only represents a monetary value of the goods. Unlike conventional banking where transaction is based on paperwork, in Islamic Banking it’s based on a real assets or goods thus money can not be rented out. 

3. What is the time value of money in Islam? How is money treated differently in Islamic
Banking when compared to conventional banking? (6)
IB, though believes in “equal to equal” principles. The differences of time value of money is acceptable if it’s the market force that sets the price. What is not acceptable is when price increases because there is a delay in payments or because of opportunity cost. It is set to believe that once a goods is sold it can’t be repriced by the seller because he doesn’t own the goods any longer. Unlike conventional banking where money is considered as an investment or transaction therefore increases overtime with additional interest charges. 

Case Study (8)
Car Ijara is a Shari’ah compliance car leasing scheme offered by an Islamic bank. It is based onthe principles of Ijara and is completely free from 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 a car Ijara interest - free?
- In Ijarah, the car is still owns by the Islamic Bank. It’s completely interest free because IB owns the property . What the customer is only paying is the rental for the car until its totally paid off. It is said that for any loans, lending is a virtue not a business. 

    b. What is the difference between a conventional lease and an Islamic lease?
 - The difference is that in Conventional Lease even if the property is owned by the seller he charges interest and other rental fees to the customer while in Islamic lease the property is owned by the bank it won’t charge interest and he only gets the rental fee from the customer as a profit. 
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