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Islamic Banking Concept, Application and brief Operational Procedure

1.00 Meaning and definition of Islamic Banking:

General Secretarlat of the Ovganlzation of Islamic Conference [DIC)
dafined Islamic Banking as “An Islamic Bank 5 a financial Institution
whose statutes, rules and procedures expressly state it commit-
ment to the principles of lslamic Shariah and to the banking aof the

receipt and payrrent of interest on ary of its operations®,

Bangladesh Bank Guidelines for Islamic Banking states “|slamic
Bank® means such a company or an klamic Bank Branchles) of a
E:pnmmpn.-t Bank of Bangladesh Linited banking compary licensed by Bangladesh Bank, which follows the
Farmer Islamnic Shariah i all its principles and modes of operations and

Maraging Direcior & Chief Executive Officer Ids Wl nd of Interest at all levels.
Islam| Bank Sangiadesh Limted kbt el it Lo
Export Impart Bank of Bangladesh Limited

HI F-Idudlin Ahmaed

“lslamic Banking Business”, the BB guidelines states, means such
banking business the pgoals, objectives and sctivities of
which is to conduct banking businessfactivities according to the principles of lslamic Sharigh and no part of the
bissiness either in form and substance has any elements not approved by |stamic Shariah.”
2.00 Definition & Types of Riba [Interest):
2.01 Definition of Riba:
The wiord Riba’ means excess, Increase or addition, which correctly Interpreted according to shariah terminol-
opy, imples any excass compansation without due consideration.
202 Types of Riba [Interest): There are two types of Riba,
2.03 “Riba Masiyah' = defined as excass which results from predetermined interest which a lender receives
oves and above the princpal (Ras-ul-kaal).
.04 ‘Riba-Al-Fdl’ s defined as excess compensation without any consideration resulting from sabe of goods.
Riba-Al-Fadl actually mean that excess which s takan in axchange of specific homogenous commedities and
encountered in their hand $o hand purchase and sale, Gold, Silver, Dates, Wheat, Salt & Barley are the six
commadities can only be bought and 1ald in egual quantities and on spot,
3.00 Basic Principles of Islamic Banking:
3.01 Prohlbition of Riba [Interest]
Recaipt and Payment of interast is totally prohibited in Islam.,
3.02 Money as "Potential” capitak
Money & not 8 commodity, but a medsum of eschange, a store value and a unit of measurement. Maney
represents purchasing power and canmot be utized to Increase the purchasing power without any productive
activity. Islamic finance advecates the creation of wealth through trade and commerce,
3.03 Shari'ah approved Activities:
Only those business activities that do not violate the rubes of the shariah gualify for investment. For example,
any investiment in a business dealing with aleshal, garmbling, tobaoea is prahibited.
3.04 Sochal Justee:
Any transaction keading to injustice and exploitation |s prohibited.
4,00 Application and practices of Islamic Banking theories and principles:
The theories and prindiples of klamic Banking as stated above are applied in the General Banking, Imeestments,
Foreign Trade & Foreign Exchange Operations as undes:
500 General Banking: Receiving of Deposits.
Principles of accepting Deposits and Deposit products
EXIM Bank receives deposits under the following two principles:
Al-Wadeeah
Al- Mudarabah
6.00 Bangladesh Bank in their Guidelines for Islamic Banking has given the following defini-
tions of the above two Modes.
B0l Al-Wadeeah:
Fund which is deposited with Banks by the depositors with dear permission to utilizefinvest the same s called
Al-Wadeesh, Elamic banks receive depasits in Current Accounts on the basis of this Al-Wadesah principle.
Islamic banks obtain permission from the Al-Wadeeah depositons to utilize the funds at its own responsibility
and the depasitors would not share amy profit or loss eamed/incurmed out of using of this fund by the bank, The
banks hase to pay back the deposits received on the principle of AlWadeeah on demand of the holders. The



depasitors have o pay govl. taves and othes charges, if amg
602 Mudaraba:
Muedaraba is 3 partnarship of labor and capital, where one partner provides full capital and the other one
manages tha business, The capital provider & called Sahib-Al-Maal and the user of the capital is called
Mudarib. A per shariah principles, the Mudasib will conduct the business independently Tollowing shariah
principles. The Sahib-Al-Maal may provide advices, If he deems fit but he cannat impose any decsion over the
hwdarib. Profit, If any, |s devisible between the Sahib-Al-Maal and the BMudarib at a predetermined ratlo, while
lass, if amy, is borne by the Sahib-Al-Maal, Mudari can not avall of any salany or remuneaton against bis labor
a5 a manager or conductor of the enterprisafbusiness, The doposits, recaived by |slamic banks under this
principle ane called Mudaraba Deposits, Here, the depositors are called Sahib-Al-Maal and the bank is called
Mudarib.
6,03 Mudaraba Deposlt products:
EXIM Bank has imtrodeced the following types of Mudaraba Deposits products:
1, Mudaraba Special Notice Deposit (MEND)
2. Mudaraba Savings Deposit
5, Muodaraba Term Deposit 1 Month
Mudaraba Monthly Income Deposit Scheme [MMIDS)
Misdaraba Super Savings Degasit Scheme
hMudaraba Senior Monthly Benefit Scheme [M5SMAS]
Mudaraba Mult-plus Savings Deposit Schame
hMudaraba Manthly Savings Depasit Scheme
9. Mudaraba Senior Monthly Savings Scheme
10, Mudaraba Kotipotl Deposit Schems
11, Mudaraba Millionaire Deposit Scheme
12, Mudaraba Smart Saver Term Deposh
13, Mudaraba Femina Monthly Benefit Scheme (MFMBS)
14, Mudaraba Su-Grehini Monthly Benefit Scheme (MSGMES)
15, Mudaraba Su-Grehinl Monthly Savings Scheme
16. Mudaraba Femina Manthly Savings Scheme
17, Mudaraba Education Savings Deposit Scheme
1E. Mudaraba DenmohorMarriage Depasit Scheme
18, Mudaraba Hajj Deposit Scheme
20, Mudaraba Cash ‘Wagf Deposit
21. Mon Resident Taka Depasit (Organization)
22, Mon Resident Taka Depasit (Individual)
604 Compliance of Shariah Rules in Deposit Account:
Dpening of an Accownt in a Bank is a contractusl relationship. Therefore, before opening any Aooount, be it an
Al-wadeeah Current Account or any Type of Mudaraba Deposit Account, the rules and procedures of the
concarned account to be read out and clearly explained to the prospective account holder & his signature to
ba obiainad at the appropriate place of the Account opening Forms, Special care to be taken to communicate
the rules for distribution of profit to the Mudaraba depositars,
7.00  Investment [Uses and deployment of Funds):
Bangladesh Bank in thelr Gubkdelines for Islamic Banking has prescribed the following Modes of Investments:
1. Mudaraba;
Musharaka;
Bai-Murabaha (Muwrabaha to the purchase orderers);
Bai-Muajjal;
Bal - Salaer and parallel Salam;
Bal - lstisna and paralkel kstisna;
ljmra;
ljarah Murntahia Bittamleek [Hire Purchase];
9. Hire Purchase Musharaks Mutanagisa [HPRM);
10, Direct Imvestrmsent;
11, Imvestment Auctioning etc.
12 Cuard
13, Quard Hattan atc,

R S

Mol A e L B

B.00 Meaning and Operational issues of the above Investment Modes as given by Bangla-
desh Bank in thelr Guidelinegs for Islamic Banking are quoted below:
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B.01 Mudaraba:
Mudsraba |s 8 shared venture between labar and capital. Here Bank prowides the entire caphtal and the Irmest-
rert client conducts the business. The Bank, provider of capital, is called Sahib-Al-Maal and the client s called
Mudarit. The profit i to be distributed betwean the Bank and the investmant cliant at a predetermined ratio
while the bank has to baar the antire loss, i any.
B.02 Musharaks:
Musharaka means partnership business, Every partner has to provide more or less equity funds in this partnar-
ship business. Both the Bank and the investrment client reserva the right to shase in the management of the
business. But the Bank may operate to permit the imestment client to operate the wholes business. In practice,
the investrent cient normally conducts the business. The profit is divided between the bank and the invest-
rsant client at & precetermined ratio, Loss, i army, is to be borne by the bank and the imestment client according
to capltal ratio.
8.03 Bal-Murabaha [Murabaha to the Purchase Orderars):
Contractual buying and sellng at a mark-up profit is called Muerabaha. |0 this case, the client requests the Bank
ko purchase certain goods for him. The Bank purchases the goads as per specification and reguirernent of the
client. The dient receives the goods on payment of the price which includes mark-up profit as per contract.
Under this mode of Investment the purchasefoost price and profit are to be disclosed separately,
8.04 Bal-Muajjal:
"Hai-Muajjal" means sale for which payment is made at a future fised date or within a fized period, In short, it
is 2 sale an Credit. It is a contract between a buyer and a seller under which the seller sells certain specific goods
(permissible under shariah and law of the country), to the buyer 8t an agreed fixed price payable at & certain
flwed future date in lump sum or within a fiked period by feed Instaliments. The seller may also sell the goods
purchased by him as per order and specification of the buyer. In Bank’s perspective, Bai-Muajjal is treated as a
contract between the Bank and the Client under which the bank szlls to the Client certain specified goods,
purchased as per arder and specification of the Client at an agreed price payable within a fived future date in
lurng sum or by fwed installments.
8.05 Bal-5alam and Parallel Salam:
Salam means advance purchase. |t s a mode of business under which the bargar pays the price of the goods in
advance on the condition that the goods would be supplied [/ delivered at a particular future Bime. The seller
supglies the goods within the fiaed timne.
B.06 Parallel Salam:
Parallel Salam |s a Salam contract wherneby the seller degends, for executing his obligation, on recelving what is
due ta him -in his capacity as purchaser from a sale in a previous Salam contract, without making the aeecution
of the second Salam contract dependent on the execution of the first one.
E.07 Bail-lstisna and parallel Istsna:
& contract executed betwesn a buyer and a seller under which the saller pledges to manufacture and supply
certain goads according te specfication of the buyer Is called Istisna, An Istisna agreement is executed when a
manufacturer or a factory owner accepts a proposal placed to him by a person or an Institution to
produce/manufacture certain goods for the katter at a certain negotiated price. Here, the person giving the
order & called Mustasni, the receiver of the order is called Sani and the goods manufactured as per order is
called hMasnu. An order placed for manufacturing or producing those goods which under prevalling customs and
practice are produced or manufactured will be treated as Istisna contract,
8.08 Farallel Istisna:
Ifit is not stipulated in the contract that the seller himself would produwcsfprovide the goods or services, then
the seller can enter into another contract with third party for getting the goods or services produced/ provided
by the third party. Swch a contract Is called Parallel Istisna. This may be treated as a sub-contract. The maln
features of this contract are:-

i. The orignal Istisna contract ramains valid even if the Parallel Istisna contract fails and the seller will ba
legally liable to produce/ provide the goods or sendoss mentioned in the Istisna contract.

ii. bstisna and Parallel lstisna contracts are treated 5 Two Separate conlracts.

ill. The seller under the |stisna contract will remain lable for fallure of the sub-contract.
808 ijara:
Tha moda under which any asset owned by the bank, by creation, acquirement/or building-up is rented out is
called ljara or leaging. In this mode, the |easee payz the Bank rent: at a determined rate for wsing the
assels properties and retwrns the same to the Bank at the expiry of the sgreement. The Bank retains absolute
ownership of the assets/propertdes In such a case. However, at the end of the leased period, the asset may be
sobd to the client at an agreed price.
810 ljarah Muntahia Bittam|eak [Hire-Purchase]:
Under this mode, the bank purchases wehicles, machineries and instruments, building, apartment ete and



allow clients 1o wee thase on payrent of faed rents in installments with the ultimate abjective to sedl the asset
to thie cliant at the end of the rental pericd. The clent acguines the awnership’ title of the assets! propertes
subject to full payment/ adjustment of all the installments.

811 Hire-purchase Musharaka Mutanagasa (HPMM): Tl 2000
Hire-purehase Musharaka Mutanagasa means purchasing and acquiring ownership by one party by sharing in
equity and paying rents for the rest of the eguity held by the Bank/or ather party. Under this made, the Bank
and the clent on contract basls jpintly purchass vehicles, machineries, bullding, apartment atc. The client usas
the porton of the assets owned by the bank on rental basis and acquires the ownership of the same assets by
way of paying banks portion of the equity on the assets in installments together with its rents as agreed upon.
BI1Z  Direct Imeestment:

Under this mode, the bank can under its fwll proprietorship conduct business by directly investing in the
Imdustries, trading, transports etc. In these cases, the profitfloss fully goes to the bank.

813  Investmant Auctioning:

Selling by auction of these assets/goods acguired by the bank through direct investment is calbed Investment
auctioning. Generally, the bank establishes industrial units by direct investment, makes the sarme aperationally
profitable and then sells sut on auction. This mode of Bvestment is very helpful for industrialization of the
COUFTETY,

814 Quard:

It is a mode fo provide finandal assistance/ loan with the stipulation to retwern the principal amount in the
future without amy increase therson.

B.15 Quard Hassan:

This k5 a benevolent koan that obliges a borrower to repay the lender the principal amount borrowed on
maturity. The borrower, however, has the discretion to reward the lender for his ksan by paying any amount
over and above the amount of the principal provided there will be no reference (explicit or implicit] in this
regard. If a bank provides its clisnt amy loan, it can receive actual expenditure relating to the loan as service
charge only once. [t cannot charge annually 8t 8 percentage rate. If a loan i provided against the money degas-
ited by a client in the bank, it has the right nat to pay any profit agalnst the amount of money ghven as loan. But
profit should be paid on the rest of the amount deposited as per previous agreemant,

9.00 Foreign Exchange & Foreign Trade under Islamic Framework:

Foreign Exchange and Fareign Trade business are eonducted as pes “Guidelines for Foreign Exchange Transae-
tions” of Bangladesh Bank and the Cinculars issued by them from time to tme in this regard.

9,01 Genaral Framework of Forelgn exchange & Forelgn Trade Transaction:

Bangladesh Bank, in their “Guidefines for 1slamic Banking™ has provided detailed principbes and rulas for foreign
trade business, Before quoting those principles & rubes, Islamic perspectives” and principles of foreign trade are
given below:

5,02 Foreign Trade under |slamic Perspective:

Islarnic & Cormeentional Trade Finance: A Comparison

Islamic Conventional
Based on sale comtract between tha parties Legal relation Is based on assgnment and Mandate
Title in the name of the Bank Tithe of goods in the name of the dient
Dieals in goods Deals In documents
Acrcapts Risk Dhoes not ke Risk
i Al S Abstract responsibility in case of fraud or defective
ponds
Mo interest elamants Charges intarest
903 Import & Export Services Products:
Service Principles Scope of Application Basis
¥ Letter of Credit
¥ Advising Lettar of Credit
Waikcalah F Transferring Letber of Credit Commissions & Fea Bastis
k Safe Keeping
¥ Export B8ls Collection
Fk Letter of Credit
¥ Performance Bond
Eifalah ¥ Bid Bond Comrmission Basis
F Advance Payment Guarantes
k Adding Confirmation

-
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9.04 Impart & Export Financing Products:
Financing Principles Scope of Application Basls
¥ Bal-Murabaha (import) Mark up Basls
k Bai-Murabaha (Import Bills) Mark wp Basis
Bai k Bai-Murabaha |Post Impaort) Mark up Basis
b Bai-Muajjal [Pre shipment) Mark up Basis
k Bal-5alam (Pre shiprment) Profit Basis
¥ Bal-as-Sarf (Post Shipment) Profit Basis
# Mudaraba (lmport) P/L sharing Basis
Shirkat ¥ BMusharaka (Pre shipment] F/L sharlng Basls
k Musharaka Documentary Bills B/L sharing Basis
ljara k Hire Purchase undar Shirkatul Meek Rental Basis
10,00 Difference between Istamic Banking and Comventional Banking
No Conventional Banking Islamic Banking

1

10.

11.

i3.

The functions and operating modes of conven-
tanal bamks are based on man-made principles.

The wvestor ls assured of a predetermined rate of
imterest,

It glms at maximizing profit withowt any restric-
tan,

It does mot deal with zakat and does not pay any
zakat.

Lending money and getting it back with imterest is
the fundamental function of the comentional
banks.

Its scope of activitles is narmower when compared
with an lslamic bank.

It can charge additonal money (compound rate of
intenest) in case of defaulters.

In It wery often, bank's own Imterest becomes
prominent. & makes no effort to ensure growth
with squity,

For interest - based commencal banks, bormowing
from the money market |s relathvely easlen

Since Income from the advances s flxed, It ghes
ligtle imporiance to developing expertise in project
appratsal and evaluations,

Convantional banks give greater emphasis on
credit-worthiness of the clients.

The status of a conventional bank, in relatien to its
clients, s that of creditor and debtors,

A corventional bank has to guarantee al its depos-
its,

The functions snd operating modes of ldamss
banks are based on the principles of tslamic
Shariah,

In contrast, It promotes risk sharing between
prowidar of capital {imvestor) and the user of funds
{antrepransur].

It akso sdms at maximizing profit but subject to
Shariah restriciions,

In the modern lslamic banking system, it has
become one of the service- orlented functions of
the Islamic banks to collect and distribute zakah. 1t
parys zakat,

Participation in partmership business is the funda-
mental function of the Isdamic banks.

Its seope of activitdes s wider when compared with
a comwertional bank. It is, In effect, a multipunpose
institution,

The lamic banks hawe no provision to charge any
extra money from the defaulters.

It ghves due mportance to the public nterest. its
ultimate aim is to ensure growth with eguity.

For |slamic banks, it &5 comparatively difficult to
birrow money from the money market.

Since |t shames profit and loss, |slamdc banks pay
greater attention to developing project appraisal
project appraisal and evaluations.

Islamic banks, on the other hand, give greater
emphasis on the viabilty of the projects.

The status of lamic bank in refation to its clients is
that of partners, investors and trader,

Siricthy speaking, an lsklamic bank cannot guarantes
all its deposits.



Internal Control System in Banking Arena: An Overview

In recent years, Internal control system has reached in a new helght duwe to the
demand of time, The irternal Control possesses some distinct featuras, which
abways, i5 in a mission te bring down the lapsasfirregularitias, frauds, cheating in
an optimurn lkevel, Having a set of remedy system it acoelerates some impartant
meaaure in the operational bevel of the bank, which contributes a lot to cofmbat
the rregulasities whether the banks/branches follow the guldelnes as
prescribed by Bangladesh Bank as well as by the ICC fsalf Moreower, the various
rules & regulations provided by the central bank have empowered the control

Nur Mohammad Anzari

Seriar fissistant Vice President  Culture in banking arena, here the central bank abaays pursue the sirict palicy to
iﬂm'rlr.ﬂnnm: maintain the firancial sdministration @ the country IE alse put its cutrmost
Compliance ]

Hiead Office, Dhaka, Impartance depboying Its reguladens In the commercial banks In particular

Although as per the core risk dogma, the internal control has oceupied a very distinet position in one of its DG
bastion sa that there is ne room to overloak the same in banking sector. Over the days its articulations have
been consolidated in the pertinent areas. But the scceptance & movement of internal controls yet to be
achieved in full or in cent per cent in course of control cuftere, Though, day to day practical situations hawe
compelled the system to expedite its recognitions, Now-a-days transparency in all sectors has become a focal
sl where the rale al ICC in banking system is an undeniable instrument s the days ane a3 such coming ahead
with nes-neo financlals complesdtes; here the ICC has ever been conaldering 25 & sole trouble shooter o
rmalntadn the arderly financlal movemeant of tha banks,

It is earlier mentioned above that there are 06 core risk in the contemparary banking system under the guide-
Ene af Core Risk Management. Al the risk are a major Bsues at present banking system, here I0C is one of the
miost important organ, which |s being deemed as the safe-guasd of assets & lability of a bank. As per core
JRuidelime of cantral bank, the ICC |s a distinctive, Individual organ of & unified body, which has been empow-
ared comparing other organ of a bank by dint of the saéd guideline, Moraover, “Tha 1CC is mora powaerful, tha
bank is more strengthened” a5 echoes in its principles.

It is bearnt by all in banking arena, what actually ICC does. It ought to be cited here that ICC conslsts of 03 major
departments whose are 01, Audit 02. Compliance & 03, Monitoring. According to the fragmentations of ICC,
mentioned above, it possesses most distinctive features, which covar the entire systam in a fruitful manner, But
the question whether these organs ane functioning well with its own course of responsibility under the existing
systern, parthoularly based on our banking industry

It Is true that as per dogma, ICC comtains a comprehensive responsibllity to rule the system towands an
effective goal In connection with its course of actions, which, may however be characterized in short under
such manners:

01, As an effective Teols of the Bank: Every institution functions under some major principles, which guides the
entire system (tself it always is an effort to aware or to renew the rules and regulations among the employees
antrustad with the specific portfolios tmie to tima by dint of thair schedula of activities. Tha 100 contributes a
kot to aid the concerned persans to discharge their duties as per norms as sorme times it is noticed in the eyes
of ICC that some antrusted persons are not being done their jobs as per rules of the sytem guided by own
banking norms as well a5 under the guldance of central bank where KC plays & plvotal role by dentifying the
wrongdoings & finaly helps them how to get ralieved from it.

02. As an impediment/bar agalnst the [rregularities: As a nature of job ICC always to put & barricade the
disastesfanomalies of to biing down the rein of lapsesfirregularities by enforcing their vigilance in the day o
day banking cperations,

03, Az an ald of the system: While a bank faces an acute crisis, ICC put forward their kands as at first aid tooks
to tackle down the situstion under contral to that the stuation may not go out of contral by deploving their
toals of technigue.

04, As an protector of assets & liability: Banks handbe the public money under a spedfic systemn of a country in
the way of business mediating the chedis & balance of assets and lability in healthy manner whaere [CC always
acts as watch dog 50 that the major interest of the bank doesn’t fall tnder threat.
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05. As & projectors of search-light: & bank can asseas its overall positon in comprehensive manner by the twals
of ICC as the responsible organ it Is entrusted with the course of detection of lapses/irregularities. 1tk always
in a mission to aware regarding the mishaps of operations whether it & in right track or about to derall. Simply
it is not possible to find out any hidden dwe withouwt the predant assistance of I0C, which i lying as vigilant to
protect the interasts of the bank.

Although as per tenet, we often define the ICC as gulde, Philosogher of the bank but in practical the path of its
o course i5 not smooth & independent rather sometimes [t appears to some extent as the titular organ of the
bank.

Kotwithstanding, it is true that every system has some shortcomings but the overall activities bury the same
wihere erects 8 shining glory, which |s important. it ts such a system, which does all the things for others’ protec-
tions, which may not brings amy smell for them but on contrast it has to continue its course of actions whether
it #arns a lot for them or not, The commitment of responsibility ushering the policy as well as objectives get
implemented under the shape of the system. There is also a scope to galvanioe the policy what it need be time
ti time under the guideling of core risk management.
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