SPECIAL PROGRAMME
Lomonosov Moscow State University
15t September 2015

MODERN TRENDS OF ECONOMIC

DEVELOPMENT
ALTERNATIVE BANKING SYSTEM FOR MUSLIM STATES

MALAYSIA SHOWCASE

By:
Haji Razli Ramli

IBFIM



2N
IBFIM

This is a second book on the subject written by the

wthors which aims to deepen the knowled

understanding of conventional

principles and practic

s the principles and

t the earlier book entitled

as
practic S

s of takaful. Whil

T
1ful

was written to |"><\\'Ir|t‘

theoretical and practical aspects of takaful, this book
strives to bring readers to the next level

understanding on a more holistic premise. Drz

from the wide experience of the authors as pionee
the industry, it is felt that the business of takaful shall
be better understood with the appropriate prior

knowledge in insurance. The wealth of the experience

owledge of the conven 1al insurance industry

rs historical development, are surely
nts of takaful
| principles. In
e decreed these

I paramount
importance in the theoretical ind  practical

nt of takaful in the modern finandial

VIHUMHVY OJOMIOWVLION
Vd0OHOO0 EVHIIVdLHOX

HIHITHE LOWOIRIA]
gang() dine |

RUSSIA
MUFTIES COUNCIL

KOHTPAKTHASA OCHOBA
UOJIAMCKOI'O BAHKMHTA

Tl'anyp O3ueB
Maromer SAuaueB




What is IBFIM?

IBFIM is an industry-owned and Regulator-linked institute whose objective is to serve the needs of the Islamic finance industry
stakeholders in talent and business development.

Since 2001, IBFIM has been conducting training programmes as well as extending business and Shariah advisory services.
IBFIM’s tagline “Your Islamic Finance Business Partner” manifests its close rapport with the industry and its wide range of
services.
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Established institutions for talent
development agenda within the financial
sector

FINANCIAL SECTOR BLUEPRINT 2011-
2020

Recommendation 5.3
(Bank Negara Malaysia: 2011)

FINANCIAL SECTOR MASTERPLAN
Recommendation 5.2
~ (Bank Negara Malaysia: 2001) 3




In our Islamic finance industry, there is one core team that is relied
upon to provide the bulk of Shariah Advisory Serivices, acceptable to
all four schools of law, both locally and internationally. Our
pioneering IBFIM team serves Islamic Banking and Takaful Institutions
far and wide.

There’s a

The scope of IBFIM's advisory services extends to fields as diverse as
unit trusts, mutual funds, high networth individuals, asset
management, Sukuk issuance and structuring, Islamic REITS, SMEs,
leasing, co-operatives, IT solution providers and more.

Whatever or whenever your Islamic business needs may be, the

In Islamic Finance IBFIM team will be your trusted partner to smooth your entry into one

of the fastest growing and profitable business models in the world.
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Sheikh Esam M. Dr. M Akram

Dr. Aznan Hasan Hj. Mustapha Hamat | EN- Wan Abdul Rahim | Tn. Hj. Mohd Tarmidzi
Shariah Board Member, Ishaq Laldin Distinguished Academic Ali Ahmad Nordin
Securities Comm. Malaysiq ~ Shariah Board Member, Shariah Board, Fellow, International Islamic Consultant, Islamic Capital Chairman, Joint Insurance
_ACR ReTakaful Bahrain. Al Baraka Islamic Bank, Bank Negara Malaysia, University,M’sia Market, Securities Comm. M’sia Takaful Council, M’sia
Munich Re Retakaful HSBC Amanah Global, | Ex CFO, Bank Islam Malaysia. Ex CEO Abrar Discount. Ex CEO Etiqa Takaful
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ISLAMIC FINANCIAL

SYSTEM

ISLAMIC TAKAEUL ISLAMIC MONEY ISLAMIC CAPITAL

BANKING MARKET MARKET
Retail Family Deposit & Sukuk ECM
Placement
Corporate General REIT STl
Trading Investments

Investment Funds / Unit Trusts

Note:
- 1st Era: Islamic finance attempts to provide alternatives to all instruments under conventional
finance, similar objective and outcome but different transactions and features

- Current Era: Islamic finance attempts to distinguish its instruments from conventional with
value-added objective and outcome, different economic impact and certainly different
A~ transactions and features; based on profit and risk sharing methods
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Banking in Malaysia

371

We have 54 banks consisting of 16
commercial Islamic banks, 6 Islamic
banks windows, 6 Development banks
windows, 4 Islamic international
currency business unit (ICBU) banks
and 22 conventional banks.
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» Stand-alone full fledge Islamic banks

o%

* Subsidiaries of conventional banks

o%

* Islamic windows

%

* International Islamic banks




WHAT IS ISLAMIC BANKING?

BNM'’s Definition:

Islamic banking is banking based on Islamic law (Shariah). It
follows the Shariah, called figh muamalat (Islamic rules on
transactions).The rules and practices of figh muamalat came
from the Quran and the Sunnah, and other secondary sources of
Islamic law such as opinions collectively agreed among Shariah

scholars (ijma’), analogy (giyas) and personal reasoning (ijtihad)



————————————————————_——————_—_————————_————————_—————_——_———_—————————
OBJECTIVES OF ISLAMIC BANKING

» Offer Islamic financial services
Focus on offering Shariah based banking

» Facilitate stability in money value
Money as medium of exchange and not commodity and
hence, it leads to stability in the value of money and enable
it as a reliable unit of account

» Economic development
Establishes direct and close relationship between bank and
entrepreneur through banking contracts e.g. musharakah
and mudharabah which leads to economic development of
a country



————————————————————_——————_—_————————_————————_—————_——_———_—————————
OBJECTIVES OF ISLAMIC BANKING

» Optimum resources allocation
Islamic banking optimizes allocation of scarce resources
through investments of financial resources into projects

» Equitable distribution of resources
Ensures equitable distribution of income and resources
among bank, depositors and entrepreneurs through profit-
sharing approach

» Optimist approach
Profit-sharing principle encourages banks to participate in
long term gains and this require proper studies to safe
guard banks and investors



SALIENT FEATURES OF ISLAMIC BANKING

» All operations/ transactions are in accordance to Islamic/
Shariah Principles

» Accounting system is totally separated from those under
conventional system

» Business (deposits/ financing) are ONLY for HALAL business
activities

» Shariah Committee will ensure that all operations/
transactions are in accordance to Shariah Principles

./ 10



The five fundamental of necessities

The five
necessities

Protection of

Protection Protection (Nasl) E;?;fgltlleocq Protection
of al-Din of Life human being or Mind of Property
(Al-Nafs) (Al-Ard) , (Al-Mal)
Family )
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ISLAMIC VS CONVENTIONAL BANKING

|

Deposit
(Interest-bearing)

L

Conventional
Banks

Mudharabah Non-Mudharabah
deposit deposit
(profit sharing) (entitled to hibah/gift)
Islamic Banks
I
{_ N/ ; hYd ‘ . NN " 5
Trading Investment Supporting Gratuitous
contracts contracts contracts contracts
‘ ! + ‘
Leasi «Kafalah
e.c:smg (Guarantee)
* ljarah (lease)
» Mudharabah || *Rahn
Sale (profit sharing (Pledge) *Qard Al-Hasn
eMurabahah & loss bearing)|l «wakalah (Loan]
(cost-plus) » Musharakah (Agency) slora’ (Waiver)
o|stisna (profit and loss| | «Hiwalah
(Manufacture) sharing) (Debt fransfer)
*Salam «Wadiah (Safe
(Fwd delivery) custody)

Loan
(Interest-based)
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WHAT ARE THE ELEMENTS NOT APPROVED UNDER ISLAM?

GHISH

Forbidden
concealment of
information.
Transparency is
vital

Producing and
trading in
“Haram”

goods/activities

)

IBFIM

Riba (interest/
usury)

lhtikar

(Hoarding to bid-
up prices)

Gharar
(Excessive
uncertainty)

Maysir
(Gains from

game of chance
i.e. gambling)
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Prohibited Transactions
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————————————————————_——————_—_————————_————————_—————_——_———_—————————
CLASSIFICATIONS OF ISLAMIC COMMERCIAL CONTRACTS

TYPES OF
CONTRACTS

SALE-BASED PARTNERSHIP-BASED LEASE-BASED
% Murabahah (cost-plus)* 4 Mudarabah (profit sharing)* < ljarah (leasing) *
+»* Istisna (construction)* : Mu ;ra Ij h prot sf-irlngl ¢ ljarah Thumma Bay
¢ Salam (deferred delivery) g usharaka I, Lok (leasing followed by

sharing)* *
% Tawarruq (Monetization)* sale/HP)

** Urbun (earnest money)
* Inah (purchase and sale

back)*
+» Sarf(currency exchange) * OTHERS

FEE-BASED

% Qard (interest free loan)
+» Kafalah (guarantee)
)

% Hibah (gif
% Wadiah (safekeeping) : 'bal (gift)
% Wakalah (agency)* % lbra ‘(rebate)
% Mugasah (set-off)

+* Rahnu (pawn broking)

* Widely applied contracts in commercial transactions

N\
IBFIM
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Murabahah

ljarah

Istisna’

Mudarabah

Musharakah

Tawarrug/
CM

Wakalah

IBFIM

APPLICATION OF THE CONTRACTS

Working Capital for Assets
acquisitions

Operating/Financial Lease

Construction/Project Financing

Deposit/Working capital for
business

Working capital for business
and asset acquisition

Deposit/Working Capital/
Hedging instruments

Working capital for business/
project

Tangible asset

Leased asset

Construction project

Customer’s
business/project

Customer’s
business/project

Commodity. Normally
CPO

Customer’s
business/project

Yes

Yes

Yes

Yes (to protect
capital in case of
negligence)

Yes (to protect
capital in case of
negligence)

Yes

Yes (to protect
capital in case of
negligence)

17



CONTACT US

IBFIM
N

Y 1slamic Finance Business “axtner

P A L ARk £ 454 Rakan Perniagaan Kewangan Islam Anda syl gt 3 jadl oS, 2

(E-mail) training@ibfim.com / info@ibfim.com

(Website) www.ibfim.com



mailto:training@ibfim.com
mailto:info@ibfim.com
http://www.ibfim.com/




