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ABSTRACT: Modern age is the age of financial challenges, and it is a great fact that the
riba free financial alternate has overcome the whole financial globe. The Islamic Banks are
more important than the conventional banks. The differences are very clear between the two,
because the conventional banks provide loans only on riba basis, which is obviously against
the Shariah. It is therefore the expert Islamic Jurisprudents brought forward its solution
which is according to the Shariah and also is conformed to the financial rules. More and
more researches are going on, and the Islamic Jurisprudents as well as the financial experts
are satisfied with the systems that are being brought forward. In this article | have explained
the difference between the two systems, i.e. conventional and riba free banking systems.
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Introduction

Islamic law does not recognize such matters as transactions and interest, in which any
aspect of illegality can be clearly defined, so for that purpose the Shari‘ah has
identified several important elements, including commercial and business and
financial matters. Avoiding the transaction is just as important, in this regard, the most
important aspect of the gambling prohibition, which draws a distinction between
defining false and corrupt doctrines, which would lead to nullity and corruption in any
case.

Forbidding of Riba:

It is no longer a matter of two opinions that the interest and interest transactions are
great sins that has been made clear by the Quran, Sunnah and other Shari‘ahs. The
Scholars and Jurists have worked extensively to protect Islam and Muslims from the
curse of interest.

Qimar (Gambling):

In any case in which an amount is charged on the basis of an unforeseen event such
that the moneylender loses the amount or receives its double. For example, two
people in the race say that if you go ahead, I will give you a thousand rupees and if |
go ahead, you will give me a thousand rupees. As if in this case each of the two
parties is likely to take the other's property or pass on his wealth to the other on
account of this unforeseen event, and whatever is true is called "gambling".

Gambling Prohibition

The basic concept of Islam is that every person should benefit from his or her own
hard work and struggle, therefore, trade is not only justified but also better, that the
trader receives his hard work and intelligence; and any means by which to exploit the
poor without labour, has been prohibited in Islam.
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Jd and - in Arabic are synonym words, which are translated as Wagering

Gambling.

The verses of the Qur'an which have described gambling as invalid or forbidden
1 lagats (e i) Lagadil y (il wilia y oS o) Lagd JB usall 5 el (i S gl

They ask you about wine and gambling. Say, “In both there is great sin, and

some benefits for people. And their sin is greater than their benefit.”

Almlghty Allah said in Surah AI Mayeda: 3 a1 5 el 5 asl ) 155 Gl G

O 0 5 YA L e (i EESEANE

O you who believe! Wine, gambllng, altars and divining arrows are filth, made up by

Satan. Therefore, refrain from it, so that you may be successful.

In these two verses the words _é and - are used that in Arabic are synonym words

and used for gambling.

Muhammad Bin Sereen, Mujahid, Saeed al-Musayyib. Saeed Bin Jubair, Qatada,

Hasan Basri, Tawoos, Ata Bin abi Ribah, Suddi and Zahhak said that the _l& and

are in same meaning.®

Emphasis to avoid gambling:

Holy Prophet H stated: 4. 3uaids ¢l yalél Jlai :JE (e

Whoever says to another: 'Come, | will gamble with you," he should give some

charity.

The odds of gambling outweigh interest:

According to Allama Ibn Taymiyah, gambling is worse than interest because there is

only one defect in interest, that is obtained illegally and forbidden; while gambling is

a drawback, and it is forbidden to make money in a forbidden way, and the other

reason is that it has also forbidden game. Furthermore, it prevents from prayer and

worship, as well as causing mutual jealousy. That is why the Qur'an and other

resources witness that the gambling was forbidden before interest.®

The modern era and international gambling market:

In the current era, gambling-related trade and commerce is widely practiced. Banks

and financial institutions uncover new schemes and certificates, which are common to

gambling. Insurance and other matters are introducing ways that are a total gamble.

These all continue from regional to domestic and internationally to small and large, as

if gambling has become an integral part of trade. The society in which so much sin is

common, if the concept and feeling of sin are removed from the hearts of people, then

there is economic hardship, unemployment and the storm of inflation that will destroy

everything such as prosperity, blessing and development.®

Bank and gambling:

In the context of financial institutions, all this discussion is related to lotteries, holding

schemes and bonds, which banks continue to issue from time to time, and of course

Islamic banks cannot issue any such scheme bonds which are obviously prohibited in

Sharia’h. Although prize bond schemes may save investors’ money, the rewards are

related to the interest that comes from the accumulated capital. The default is to split

()
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the bonds, the important aspect is that few people have the chance to win the prize
without accepting any obligation, while other bond holders suffer losses, so the
traditional bonding schemes can be ruled out.

Banking schemes:

The banks which run such schemes usually do not provide any profit to the
participants, while many banks pay a modest sum to all the participants of the scheme
and to the modest rate and capital accumulated for the majority of the participants.
The huge amount of interest pays off to just a few of the millions of participants,
which destroys the rights of the majority and benefits some illegally; besides, the
impetus for participation in these schemes is to be rewarded overnight, it is not only
un-Islamic but also contrary to all the moral principles of the economy and
economics, these schemes devote valuable resources to the games of chance and
gambling rather than to the real production sector.

2# (Cheating):

The third major prohibition in the Islamic economic and financial system is __¢
(cheating), which means the uncertainty or risk of being struck by the subject matter
of an agreement or exchange, agreement or quote. Purchase or transactions in which
there is cheating and confusion, are prohibited in Islam.

Literal Definition of L& (Cheating):

The __¢ (cheating) is a word of Arabic language. It literally means to cheat. In Lisan
al-Arab: ge s5aY €358 51558 518 oot 1 e Jualll axchlgacai: jie s s e seb
JE ¢ Jhldl 75 shal ¢ Liall & amy g (gams 3aal 5 (Sia s 1l O

Qazi Ayaz Jui 4l 4es ) says:

8 Lsal) g lie Lial) Cuans UM 5 5 80 Olalig asina il Al Le 5 mbe (oaldl) JU 2ad sl Jual
Translation: __¢ (Cheating): Something that is obviously preferred while inwardly
masculine and unpleasant. It also means to deceive others, because if something is
outwardly beautiful, then the buyer will buy it willingly, but in reality will suffer from
internal defects and defects, which will deceive him.

Definition in Islamic Law:

In the jurisprudence the term __¢ (Cheating) refers to a matter whose result is
unknown, in English it is uncertainty.

The jurists have explained the concept in different ways®:

The Qur'an does not mention the rulings of __¢ (Cheating) in any detail, but the rule
is stated, under which all forms of __¢ (Cheating) are entered and it is forbidden to eat
one's property illegally.

The Qur'an prohibits the use of illicit substances instead of others.°

Jklll Jsi (to eat illegally)

So Ibn al-Arabi Maliki writes: ~is gies ~ie (3 g 8 OV o seaia 2y Vg Lo 58 Jag Yo iny
Lt gy all 5 LIS olalatio s g
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Translation: It refers to things which are illegal and unprofessional for the purpose of
the law, because the Shari‘ah has forbidden them and made their affairs invalid as L\
and __all atc. Elsewhere, after mentioning 56 types of illicit matters, he says:
12 Cpand (g 588 JhUl N Gaiailly il am g Al 5 Il JSYI5 Ll a5 pludl 2330 e 2 A3 Y
Translation: All of these categories are of three types; L. (interest), Jblu JSi (to eat
illegally) and __a! (cheating), and __&! (cheating) is included in invalid use, so there
are two types: Allama Qurtubi after explaining various invalid issues in the
interpretation of JLkWL S (to eat illegally) explains the reason:
13 5 lalaall 5 yall 5 slal) g s (e 3Y

Translation: Because it has faults like L& (gambling), _¢ (cheating) and 3_klis
(risk).
The meaning of & (cheating) in the age of 4dals) ignorance):
Prior to Islam, ignorance was practiced in a variety of matters, but these matters were
not subject to any Shariah rule, but were based on their own traditions and customs. It
was not that such a matter was invalid because of its orientation, but rather that the
matter which its alias justified, they could pass it on, whether it was or not.
So just as there were legitimate issues at the time: like participation and interest, there
were a large number of cases, in which the dominant aspect was prominent, such as:
Jeall Jes au (Sale of Pregnancy), sxbdl aw (bai’ al-munabazah, sbesll aun (bai’ al-
hasaat) etc. Al-Shaykh Ali al-Khafeef writes about the mutual issues of illiteracy era:
g B 1Sy saSlis (eaSlatyy Ose Sl Gy G s Osildhy Ol Osillat | S
S Salgl IS Gl Al il fadie ol (o gle Gape 5l R g e aldlE ) 2y jla Cilalal Cpeacala ST

1 il s ser SIS ) il il Cadlialy Lo as
Translation: At the time of illiteracy era, people swore to one another, worshiped, held
mortgages and trade with each other, quarrelled among themselves, then made their
decisions, got married among themselves etc., all this in imitation of their ongoing
habits, climate were based on the traditions of the former religions, and they were
widely disputed because of the ethos of the tribes, as well as being subject to the
orders and wishes of their chiefs and elders.
Conversion after Islam: These matters changed after the conversion to Islam. Islam
did not declare all affairs issued as illegal, but all of which were in accordance with
Shariah principles, they retained and allowed; and those who needed a little
improvement, to change it and to adopt it were changed accordingly; and even with
the change it was difficult to reform, this is deemed invalid. The issues that are
maintained as they were, are 4 u.as mudarabah and 4S_. partnership; and those issues
are slightly improved, among them are alidl xu Bai' al-Salam and <! a1l «0 (Bai' al-
Juzaf), and the matters which were declared invalid, among them, were Jesll Jas an
(Sale of Pregnancy), sxbdl au (bai” al-munabazah, sbaall xu (bai’ al-hasaat) etc., the
main reason for calling these cases invalid was because there were subversive
elements, this showed that the concept of __¢ (Cheating) is found in Islam, the Arabs
of ignorance of the time were completely unknown from this.
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Modern forms of ,& (Cheating): Lottery:

The lottery is actually the name of a scheme in which different people put a certain
amount of money at stake to earn a prize based on a draw, resulting in a draw whose
number falls on the list of winning numbers, is given and whose name does not come,
he loses not only the reward but also his original money.

Definition of "lottery™ in the Concise Oxford Dictionary:

Arrangment for distributing prizes by chance among purchasers of numbered
tickets.'®

Reward distribution schemes:

Some schemes are such that it is announced within them that such fixed amount, such
as Rs.100/= tickets will be sold. There are usually thousands of participants, but the
prizes are few, distributed through a draw, which is awarded to the ticket holders
whose prizes come through the draw.

Membership Schemes:

Nowadays membership schemes are much more prevalent, when these schemes were
launched, their method was initially that the distribution of prizes was just the basis of
membership, each member was charged a fixed fee and who the more members he
makes, the higher his name goes and the more he gets rewarded, this is clearly a case
of L& "gambling”, as well as the schemes that may not be so popular among the
public, so various companies have begun to offer new members something for their
fees, for example, someone gave a medicinal powder, someone gave a massage
machine, someone gave a beauty cream and someone specialized on a computer
course or computer (Space) facilitated, their products are usually not available in the
market and not everyone can buy them, but for some former member, he buys the
above product, which shows that the real purpose is not to buy or sell goods, but to
earn money through membership.

It is true that if a person's intention is to buy something that is being offered in
exchange for membership, which is priced at the same price as the market, then it is
permissible to buy the goods of these companies. Taking a look at the overall
situation of these schemes shows that such schemes are actually designed to raise
money only, so if the individuals involved in such schemes continue to make more
members in accordance with the laws, they can get a lot of money from the money
deposited, but if a person is not able to become a member or his chain (Chain), none
of them obey the rules, so he loses his deposit.

Investment Companies Prizes Schemes:

The third type of incentive schemes are those that are used by various trading
companies to create their own products, for example, the tea sales company
announces that if a person buys our company's canned tea box, the piece of the packet
that has the exact number on it is reserved. However, as a result of the draw, the
number will be split among the holders of the coupon with those numbers.

Islamic Economic Ethics and Attributes:
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Along with the important and fundamental prohibitions, such as L, (interest) L&
(cheating) _é (gambling), Islam also provided some of the ethics and attributes that
adoption brings about the basic structure of economic activities, especially
commercial and financial deals. The Quran and Hadith refer to the rules and
regulations which relate to the rights and duties of the parties involved in the Ugood
(covenants) and to emphasize justice, mutual cooperation and truth, with a
directive to avoid fraud, misrepresentation, injustice, and exploitation, a strong
welfare provides the basis for a convincing conviction. These principles are related to
the responsiveness of human beings to the Lord's presence. One of the core beliefs of
Islam is belief and belief in the Hereafter, whose principle requirement is that no one
should seize one's rights.
Principle of Shariah:
The principle view of the Shari‘ah is that Allah Almighty forgives his rights (neglect
in worship) by his grace, but does not forgive the wrongs done to any other creature,
unless the rightful or affected God forgives him. Giving people their rights in a
better environment, in the best way, is one of the key components of Islamic ethics.
Transparency of the matter:
Welfare activities should be pure and legitimate income, transparency of the
transaction, documented evidence of the transactions, resulting in the clear
transparency of the transaction by clearing all kinds of ambiguities and consequently
the rights and duties are clear. Social trade is part  of the rules and regulations. We
will briefly review these principles below.
Fair Justice:
In all economic and commercial activities, justice is the most important principle.
Balancing fairness, equality and balance with all. It is the justice of Allah Almighty
that the system of the earth and the sky and the universe are moving towards
their destination in their own place, this is the source of the piety: So Almighty Allah
says: 10 sl o3l g |hel | W) e 0 Ll oSia Vs
"Malice against a people should not prompt you to avoid doing justice. Do justice.
That is nearer to Tagwa. "
Emphasis on justice:
On another place, the Quran addresses the believers, emphasizing this point of
justice: 174 &13¢5 Lalally e 15558 130 0301 LA

"O you who believe, be upholders of justice - witnesses for Allah™"
In the early days of Islam and later in the Middle Ages, a lot of work was done on the
role of justice in the Islamic states, even with the admonition of fair dealing with
enemies, was told.

The Truth:
Deception and lying are among the many sins, the Shariah urges Muslims to believe,
to believe in the truth, and to take care of others, especially as the importance of

these directives increases in  commercial transactions and matters.
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18 olagll 5 cpianall g cpil) aa (el (5 saall jalill
"The true and honest merchants will be with the prophets and saints and
martyrs on the Day of Judgment."
The truth and transparency of the matter:
The Shariah has provided the buyer with the opportunity to see and examine what was
purchased and strongly discouraged the fraud.
As the Holy Prophet H:
10 i Y e b i) (e gl el Jag ¥ alusall 530 aludll
"A Muslim is brother of another Muslim, it is not permissible for a Muslim to
sell anything having defect to his brother without disclosing it to him."
Cheating the new comer:
In this way, such a newcomer is not well aware of the layers of the bargaining
process and interprets it as a betrayal. As the Holy Prophet H: L Ju yiwdl e 20
The deception of mustarsil is riba.
All stakeholders in the market should be aware of the quality of the goods, the price,
the price of the customer and the demand for the goods, so that the goods being sold
are worth checking, for the sake of transparency it is important that the transaction be
in a place where people are aware of the supply and demand situation and are in a
position to make decisions with all the relevant information in mind, to keep any
important information confidential or to make an agreement in which the parties are
unaware of the subject agreement, and comes in praise of ignorance, which is one of
the most important prohibited.
Trust on agreement: Business, trade, economic and financial agreements have the
rights and responsibilities of the parties and they have to fulfil their obligations
according to the agreement. The Shariah emphasizes not only the rights, but also the
fulfilment of unilateral commitments and bilateral agreements.
Almighty Allah Says: 21Y siwe QS 2gall o) 3galls | 585l
"And fulfill the covenant. Surely, the covenant shall be asked about (on the Day of
Reckoning)."
Fair Pricing:
Islam does not forbid any lawful business or transaction, but that does not mean that
there is unrestricted freedom in the deal, which is in line with the rules. Islam
envisages an open market, defined by the forces of fair prices, supply and demand,
and prices will be fair only if the result of the proper operation of market forces.
There should be no interference between the free processes of supply and demand, so
that there is no injustice to the suppliers and consumers.
(Gaban Fahish) Great Price:
The Holy Prophet H forbid (Gaban Fahish) Great Price, which means selling
something expensive, but giving the buyer the impression that the item is being sold
at the market price. The price of an item is determined by the trader’s profit in
addition to the raw materials used in its manufacture, production cost, transportation

( 5 )
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and other costs. If a person appears to sell in the market for less than his or her
generosity and for the benefit of others, it will cause problems for others, which in
turn will affect their supply and ultimately harm the people.

Ruling on attributes such as welfare:

Islam mandates attributes such as welfare, but its requirement is that it does not create
problems for the real business, but if common interest elements disrupt the market
forces or create artificial shortages, in order to start stocking, then it is the
responsibility of the state or the regulatory authorities to take appropriate action so
that the forces of supply are functioning properly and there is no undue interference,
provided that all relevant parties, in order to protect the interests of the Islamic State,
it is important not to allow the Islamic State to create a deterioration, thus the basic
prohibition of livelihood Should be kept free from catastrophic diseases like gambling
etc.??

Only divine authority:

The prohibition of rubbish, gambling, warehousing illicit goods and services, these
are just a few examples of divine restrictions and all of these restrictions together have
a cumulative effect on the economy, resulting in economic balance, a fair share of
wealth, equality exists in terms of opportunities for distribution and economic
activity.?

Satisfactory and Reasonable Happiness:

This matter is satisfactory that the tendency towards Islamic Banking is increasing
day by day which is causing not only Islamic banks, but also the pre-existing
conventional Banks are establishing the Islamic banking windows. It not only shows
the fact that Islam is the only religion which has the potential to guide new problems
that will arise even after fourteen centuries, as well, it is clear that Muslims now do
not confine their practical life to mosques and monuments but rather they decided
exclusively ones adhere to Islamic financial transactions as well. The fact is that the
economic system of Islam is not a purely ideological philosophy which the world has
never seen and practiced in real life, but this system has been practically implemented
in the world for hundreds of years, and its blessings are present every now and then.
Everyone in the country has witnessed.

The current economic system and its adverse effects on distribution of wealth:

It is a fact in its place that the economic system prevailing in the world creates
economic unrest. The capitalist system is based on the exploitation of the masses, and
in contrast, the socialist system does not recognize the rights of the common people in
the financial activities. Both of these systems are false and unnatural; the investment
and banking system has a negative impact on the economy and distribution of wealth.
But the growing business crowd still needs a financial connection, and in the present
case, it cannot be ignored for that reason, and that is the bank.

The Boundaries of Research and Shariah Experts:




Journal Usooluddin Vol.04 Issue:01 (2020) Riba free and Conventional Banking ...

In Islam there is a wide range of discussions for the purpose that Islamic societies can
make customized changes in their procedures according to the changing needs of the
times. In addition, certain rules have been given separate directions for emergencies
which benefit when needs be raised, but the work is very critical and this is where the
boundaries of research and distortion meet each other, so only those are the actual
persons who have spent their entire life understanding the Qur'an and Sunnah.

A few principles:

There are a few basic things to keep in mind before discussing interest (Riba) bank
alternatives.

(1) Does alternative mean to maintain the existing banking system?

Finding alternatives to interest banking does not mean that the way the existing bank
is doing, they should continue to perform the same tasks, because if everything is the
same, that has been happening so far, there is no need for "alternative modes".
"Alternatives” means that a procedure should be adopted to carry out the functions of
the bank which are necessary or useful in the proposed trading conditions, which are
within the purview of the principles of Shariah and which serve the economic
purposes of the Shariah and things that are not necessary or useful in accordance
with Shariah principles and which cannot be adapted to Shariah principles should only
be looked at.

(2) Does the Shariah alternative mean maintaining the prior profit ratio of the
parties concerned?

Since the prohibition of interest impacts the entire distribution system, it would also
be wrong to expect that the benefit ratio for all relevant parties will remain the same,
as found in the interest system. It is, of course, the fact that if the Islamic rules are
brought to fruition, that proportion can change drastically, but rather that changes are
inevitably needed for an ideal Islamic economy.

(3) Utilizing individual savings:

This aspect is useful in the bank's activities nowadays, but in view of the current
economic situation, it is important to unite people's individual savings and use them in
industry and trade. If these savings are kept intact, they could not have benefitted
from the promotion of trade and commerce, and it is not desired.

The only way of conventional banking system is loan:

But the way that banks have taken to engage these savings in industrialization and
trade is a loan way, so these companies encourage investors to invest the financial
resources of others for their own benefit, use the majority of the wealth generated
from these resources to remain with them, and the real owners of the capital do not
have the opportunity to rise, transacting, it does not matter how much profit this
business is having, how much profit does it make? And who is benefiting from it and
who is harming it?

The Bank is a trading company in accordance with Islamic rules:
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According to Islamic rules, the bank cannot remain as an institution whose job is to
transact rupees only, instead it will have to become a trading firm, which will collect
the savings of many people and help them. Invest in real business and all the people
whose savings he has accumulated, be directly involved in the business and
their profits are linked to their profit, which is ultimately being done, so the
alternative to interest banking the system will be proposed not to object that the bank
has relinquished its previous position and has become a trading entity, as it cannot
meet the need, which is looking for a replacement system.

(4) Making the new system not workable due to problems:

Fourthly, there are always difficulties in replacing a system that has been frozen for
centuries and replacing it with a new one; but if a change in the system is necessary,
then only because of these difficulties to declare that the new system becomes
unworkable, is not correct in any way. On the other hand, in such cases the solution to
these problems is to be sought.

The Shariah procedure of Banking:

After this, the proposals that are now offered for conducting banking in accordance
with Shariah principles are that banking is abilateral system. On one hand it is
related to the people who put their money in the bank, on the other hand it belongs to
them whom the bank finances. Both these types of relations are discussed separately.
Relationship of bank and depositor:

In the current system, the money that is kept in the bank is now called "<l (trust)™ in
banking term, but from a jurisprudential point of view, it is in fact a loan. If the bank
IS run in an Islamic way, then "trustees" with this the bank will deal with partnership
or mudarabah "trust financing contract”, in this way the money will not be a loan, but
the situation will now be that the depositors will be rabb-ul-maal or "silent
partner"/financier and the bank will be mudarib or "working partner" and the invested
capital will be rasul maal or "capital”. The bank will not be obliged to pay interest at
any particular rate, but the profit will be distributed according to the fixed ratio on the
total profit.

Current account:

The Banks still do not pay any interest to the depositor in the "Current Account”. In
Islamic banking as well no profit will be paid to the depositor and the money kept in
the current account will be treated as a non-interest bearing loan given to the bank by
the depositor.

Practical difficulty in switching to partnership or mudarabah:

However, the practical difficulty in switching to partnership or mudarabah is that the
general rule of partnership is that the money of all the account holders should come
together in a joint account and divide the profit and loss among all the participants by
calculating the profit and loss at the same time. But this is not applicable in a bank,
because there is a constant flow of people depositing and withdrawing money.
Although the fixed deposit has a withdrawal period, but no deposit time, everyone can

(o]
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open a fixed deposit account every day and the savings account has neither
withdrawal date and nor deposit date.

One Solution:

One way to do this is to change the system and require people to deposit money on a
certain date and withdraw it on a certain date, and the period of participation should
be fixed quarterly or monthly; and at the end of each period after calculating the profit
and loss, its distribution comes into effect.

Difficulties:

But in this case, first of all, it will be difficult for people to keep money in the bank,
keeping it on the same date and withdrawing it on the same date will also put pressure
on the banks and as a result many savings will be left unused.

Another way:

Another method of distributing profit in the participation of banks is proposed by
some constituencies, which is called accounting on daily production (Daily
production basis) to improve accounting, that is to say, the purpose of this proposal is
to give participants the freedom to deposit or withdraw money from the bank as per
the rules specified, but when a period of participation is over, it should be seen that
how many days the money remained in the bank and what was the average profit per
rupee? Then the profit should be distributed on the basis of the amount of money the
person stayed in the bank during that period.

An objection:

From a Shariah point of view it may be that the distribution of profits in this way is
approximate. it is feared that some part of its real profit will go to the other, for
example after six months the profit is distributed, if the profit is higher in the first
three months of the six months and the profit is less in the last three months, the
amount of Zaid remained in the bank during those six months and the amount of
Umar remained in the bank for the last three months and the profit will be equal to the
day, so, in this case, part of Zaid's real profit will come to Umar. There is no doubt
that this form of distribution of profits exists in the above case.

Reply:

But the answer can be that the wealth of the participants in the partnership is mixed
up, so by dividing the profits, it is not seen that each investor has a real profit, but also
the total profit, which is the total profit is distributed, although it is possible to gain
profit from one’s capital and not from other's. It is learned that the actual distribution
of profit is not required in partnership, the distribution is sufficient, provided that all
participants accept it.

All this detail is when someone enters the bank in the middle of the period or
withdraws money in the middle and holds it, if someone is leaving the bank in
the interim period, then this is not a problem, well, in that case, it would be better if
the bank is not distributing the profit now, but this person is selling his share in the
business and the bank is buying it.?*

11
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Financial sources, preliminary experiences in Islamic banks of different Islamic
countries:

It is generally well-known that commercial banks operating on interest-based banks
receive different types of deposits from the common public, whose pay period varies,
with different rates paying interest at different rates of maturity; however, instead of
interest in Islamic banks, financial resources are allocated in the following ways.

(1) Current accounts:

Like ordinary commercial banks, Islamic banks open their accounts, depositing the
funds in these accounts, which are called "Demand deposits”. It is said that the
account holder can withdraw the amount as per his requirement without informing the
bank, the bank guarantees that it will make payments to the account holder, as far as
current accounts are concerned, there is not much difference between the general
commercial banks and Islamic banks, however, the way accounts are opened and
operated in contemporary Islamic banks can be described in terms of the following
characteristics:

1) Accounts issued in Islamic banks can be opened by individuals or companies.
Accounts can also be opened in domestic currency or foreign currency, if the
bank is authorized to operate in foreign exchange.

2) Islamic banks guarantee that account holders will have the right to withdraw
the amount deposited in these accounts. Therefore, the account holders will
not be paid any portion of the profits.

3) The account holder allows the bank to exercise its obligation temporarily, the
benefit of such actions shall be the right of the bank and no part shall be
given to the account holders, In the event of any loss, the Bank will bear it.

4) No conditions will be imposed on depositing and withdrawing funds from
these accounts.

5) Account holders will have the option to issue checks.

It is worth mentioning here that two points have been made in relation to the ongoing
accounts in the Islamic Bank.

First point of view:

One of these points is that the deposit in the current account is considered as "trust",
this  approach was first adopted by the Islamic Bank of Jordan, so the current
account in this bank is called as "Trust account”.

Second point of view:

The second point is that the deposit is considered as "Qarz e Hasan", a view adopted
by Islamic banks operating in lran, so the accounts issued in Iran have been
designated as "Qarz e Hasan Current Account”. According to the view, the amount
deposited in the existing accounts is a free loan from the account holder to the bank,
thus the bank can use the money at its sole discretion. The account holders will
not be compensated nor do they need any special permission of the account holders,
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as in the case of loan beauty, the borrower does not need to be allowed by the lender
but the responsibility is to return the original money.

(2) Saving accounts:

Like ordinary commercial banks, Islamic banks open savings accounts, but their
approach is different from that of interest banks. In different experiences of Islamic
banking, four different ways of opening a saving account have emerged.

A. Savings deposit should be accepted on the principle of farewell (or
dedication). The account holders are requested to allow the bank to use
the funds at their discretion, as well as the bank guarantees the full payment of
these funds, the banks may voluntarily provide the account holders some
profits. This approach has been adopted by Islamic Bank Malaysia.

B. The savings deposit should be accepted with the permission of the investors
and during the specified period in which the minimum amount of the account
holder has been deposited and participated in the profit for the period, the
proportion of which is predetermined.

C. Savings deposit should be considered as a Qara e Hasan given by the account
holders to the bank and the bank may, at its discretion, charge them with
financial or non-financial benefits or profits.

D. The savings deposit should be placed in a mutual fund, which can be used for
investment purposes. Account holders generally have the option of
withdrawing the funds from this account, but for the period for which they
have withdrawn the funds, they are not entitled to participate in the profits.

The above four methods of opening saving accounts are applicable in Islamic banks.
(3) Investment Account:

A separate investment account is opened in the Islamic banks to receive the
investment money, which is because the income that the public avoids spending and
which they do not need in near future, they submit it to the bank, so that the original
amount is preserved and there is some income. Term Deposits in the interest banking
system are run for the same purpose.

(4) Partnership Account (Account Profit and loss sharing) or shared account
(Participatory Account):

Investing in Islamic banking is a replacement for (Profit and loss sharing accounts) of
interest/loss, and these accounts are also called profit-sharing accounts or partnership
accounts (Participatory Account).

Difference between the two accounts:

There are several important differences between these two types of accounts:

First Difference:

The first and most important difference is that long-term accounts are run on interest-
based banks in commercial banks, when investment accounts are run on a profit loss-
based basis, giving the account holders a higher return on their deposits. Instead
of paying a fixed interest rate, the Islamic bank will only tell its capital account
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holders the ratio in which they will share with them, depending on how  much
profit each account holder will actually receive, what is the result of the bank's own
trading and investment activities.

Second Difference:

The other difference is that long-term accounts can only be distinguished on the basis
of their duration, while investment accounts can be distinguished on both duration and
objective basis. It is possible to direct that the money given to it be spent on a specific
project or a specific business.

(5) Joint Investment Account:

In general, the method of Islamic banks is to set up an investment fund as an
alternative to long-term deposits, the financial resources of which are used in bank's
investment operations. Investment funds of different tenures are deposited in the fund.
Financial resources are not tied to any particular investment program, but are used in
the bank's various investment activities. Total income from investment actions at the
end of the year is calculated and the net profit is calculated by dividing the net profit
by dividing it into account by the amount and duration of the account. As a factor, the
bank's profit margin is deducted from the net profit first, the second method is the
issuance of a joint venture account.

(6) Limited term investment accounts:

These accounts have been tested by Kuwait Finance House and Bahrain Islamic Bank.
Deposits in these accounts are accepted for a specific and limited period of time. The
term is determined by mutual consent between the account holder and the bank. The
contract expires at the end of the term but the profits are distributed at the end of the
financial year.

(7) Unlimited Term Investment Accounts:

These accounts are unique in that they do not have a fixed term compared to limited
time investment accounts. Accounts are constantly renewed for investment, unless
they are canceled by a three-month notice, no increase is allowed in such accounts
and nor can money be withdrawn from them, but account holders are allowed to open
more than one account. Profits are calculated and distributed at the end of the
financial year.

(8) Specific investment accounts:

Some Islamic banks have also tried to run some other schemes of investment
accounts, including Specified Investment Accounts. In this case, only the profit
earned from the prescribed will be divided between the bank and the account holder
as per the agreed terms and conditions, and it will have nothing to do with the other
actions of the bank.

In this case, the bank acts as an wakeel or advocate for account holders and receives a
portion of the profits for its services. Such investment accounts are opened in
Jordanian Islamic banks.

Real asset-based financing:
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One of the most important features of Islamic financing is that it is real asset
financing. The traditional capitalist concept of financing is that banks and financial
institutions only deal in monetary or monetary paper, which is why banks and
financial institutions are not allowed to trade goods and hold business stocks.

Money is a Medium of Exchange:

Islam does not recognize money as commercial content except in specific cases.
Money has no personal and internal utility, it is just a medium of exchange and its
circulation is one hundred percent equal to the other unit of the same currency, so
there is no scope to make profit through the exchange of their units' profit. It can
only be earned by buying and selling something for personal gain, or by exchanging
different currencies, the same type of currency or the food of the person
representing it. The interest earned by transacting (bonds etc.) is usury and haraam.
Unlike traditional financial institutions, financing in Islam is always based on non-
cash assets, which create real assets and merchandise.

The real and ideal sources of financing in Shariah are Musharakah and
Mudaraba:

The real and ideal sources of financing in Shari‘a are Musharakah and Mudaraba.
When a capital provider adds capital on the basis of these two sources, it is
imperative that the same capital be transferred to personal utility assets. Profits will
be earned from the sale of real assets.

Salam and lIstisna’-based financing:

Salam and Istisna'-based financing also create real assets. In the case of Salam, the
financier gets the real goods, which can be sold in the market for a profit. In the case
of Istisna’, financing is effective only by producing some real assets, in return for
which the financier makes a profit.

Murabaha and ljara financing are not ideal methods:

Murabaha and ljarah are not ideal methods of financing, so they should be used only
when necessary and they too, keeping in view the conditions laid down by Shariah. In
spite of all this, Murabaha and ljarah are also fully on the asset-based financing.
Islam is a practical code of life:

As a practical code of conduct, there are two sets of rules in Islam:

First: It is based on the ideal goals of the Shari‘ah, which can be implemented under
normal circumstances.

Second: It is based on certain concessions, which are given in exceptional
circumstances. The original Islamic system is based on the first principles, while the
latter is a leave, which can be used when needed only, but does not reveal the true
picture of the Islamic system.

Compulsion and Prohibition:

Due to restrictions, Islamic banks usually rely on other types of orders, so their
activities cannot bring about a clear change in the limited scope of their operations,
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even if the entire financing system is based on ideal and Islamic rules, it will
definitely have a rare effect on the economy.
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