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Interview

finance products within non-Muslim clien-
tele is great. Having worked for an Islamic
Financial services firm in the USA for about
5 years, | learned that our initial focus was
to respond to the needs of Shari’ah compli-
ant target market segment, to quickly build
up the critical mass for successfully break-
ing even within budgeted time. However, in
our second stage of sales development we
opened our doors to a wider audience.

As an Islamic Finance firm progresses for-
ward to become a global leader, it will have
no choice except to open its doors to a bigger
customer base and offer Shari’ah compliant
products and services for non-Muslim cli-
ents as well, focusing on offering the best of
breed financial products and services which
are ethical, transparent, offer the best fea-
tures and benefits to the customer, is easy
to use with the best customer convenience
features and are offered by the best trained
relationship managers and maintained by
best quality customer service professionals.

All the objectives of a just and fair economic
order must be respected when designing the
products, as too much focus on structuring
complex contracts only adds to customer in-
convenience and also increases the risk fac-
tors for the Bank. New thinking is required
by the Shari’ah scholars who have a sound
grounding in the banking business in gen-
eral as to how to incorporate the product
features based on consumer protections
learned over 300 plus years of conventional
banking business experience into Islamic
Banking contracts in order to promote sim-
plification and standardization of Islamic Fi-
nance contracts.

Shah Fahad Yousufzai: So many non Muslim
customers are coming and inquiring about
ethical/ Islamic Banking. Prohibition of inter-
est is not limited to Islam it is prohibited in
Judaism and Christianity. References are as
under;

Exodus 22:25, Leviticus 25:35-36, Deuter-
onomy 23:20,Psalms 15:5, Proverbs 28:8,

Nehemiah 5:7 and Ezakhiel 18:8,13,17 &
22:12

“Thou shall not lend upon usury to thy broth-
er; usury of money, usury of victuals, usury
of anything that is lent upon usury.” [Deuter-
onomy 23:19]

According to my opinion usury/ interest is the
factor of economic instability in the west.We
have seen the side effects of usury in the
current past liquidity crunch and financial
instability in the west. Let’s eradicate usury
from financial system through Islamic finan-
cial system.

‘ The funds of Islamic

banking  window
cannot be comingled
with conventional fund.
There should be a proper
segregation in software
for both conventional
and Islamic Banking
under same umbrellas

Abbas Yousafzai: Since many people feel
that banks have significantly contributed to
the economic crises, individuals of all reli-
gions and communities are looking out for
alternatives. The ethical principles of Islamic
Finance are seen as offering a more sustain-
able alternative to profit oriented convention-
al banking. Islamic products are differenti-
ated from the conventional products by their
nature of transparency and provision for nar-
rower profit margins than conventional ones.
Islamic products do not charge interest and
while conventional products are biased to
the seller, Islamic finance levels the ethics
between the two parties. Islamic accounts

=ilgaieng adisla
Ghazanfar Bank Monthly

comply with Sharia law that prohibits invest-
ing in any enterprises involved with alcohal,
gambling, tobacco or pornography and thus
attracts not only Muslims but any individual
seeking socially responsible investments. In
many non-Muslim countries, including the
UK, France, Japan, Hong Kong and Singa-
pore Islamic finance is being encouraged as
it is a type of ethical finance that is attractive
to a lot of people.

Muhammad Adeel Ashraf: Non Muslim cli-
entéle has already started to opt for Islamic
Finance because of its key features. One
can earn more than expected return on its
money placed with the Islamic Bank, and
similarly is sure of the maximum payout in
case of financing availed from an Islamic
Bank.

Ade Fauzan : Islamic finance products posi-
tioning in the financial industry is products
that is structured in principle of fairness,
transparent and mutual benefit for both
bank and its customer. This is positioning
is boosted when the financial crisis hit most
of finance industry all around the globe,
complaining that conventional finance is
basically fragile due to its principles that
is based on negative attitudes which are
greedy & unfairness.

Therefore,as long as Islamic finance prod-
ucts is able to answer the industry ‘call’
meaning the product suite is complete and
fulfill customer’s need, then the Islamic fi-
nance products will grow bigger and faster

The views might be personal opinion of ex-
perts and not necessary represent their
company policy or opinion.

If you like you appear as the expert in this

section, please send us request at info@if-
magazine.com.
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restricts to Sharia compliant financing. Al-
though Islamic Finance is considered a risky
proposition on basis of its profit & loss shar-
ing deals, but asset backed nature of these
deals has shown resliance in the recent fi-
nancial down turn experienced across the
globe. Some products of Islamic Finance
such as Home Musharka & Car ljara provide
more attractive features to Customers when
compared with the products of Conventional
Banking.

In Pakistan, all major conventional banks
have formed Islamic Banking setups. This
has proven successful for many of these
banks. The best example is Bank Alfalah
Limited where a full fledged Islamic Bank is
being carved out of the conventional banking
setup on basis of its sound performance.

Ade Fauzan: Sure, most of the existing Is-
lamic windows established by conventional
banks are not based on faith/ religious ap-
proach. They are established to provide an
additional service to Muslim clients or to of-
fer a variety of products for general clientele.
But | do realize that the Islamic windows of
this type are often criticized because they
cannot reflect the true Islamic spirit. It is
argued that such windows are established
purely for commercial objectives which aim
at capturing the Islamic market. The main
business of these conventional banks is still
based on interest and is intended to remain
operative for good, but only a small part of
their activities is claimed to be run on Islam-
ic principles. If a conventional bank opens
an Islamic window and it is ensured that all
the requisites for a true Islamic window are
fulfilled.

What is the best way to promote Islamic
finance products to increase the sales
across retail sector?

Furgan Ahmad: It has to be a multipronged
advertising campaign, utilizing various
news, radio, and e-marketing media, like you
would utilize when marketing any high qual-
ity brand banking product or service. But |
would emphasize those channels which of-
fer opportunities for direct face to face sales
contact and phone selling activities, as these
involve convincing the customers to buy your

products at several different levels. It is also
easier to do detailed FSENA — Financial,
Spiritual, and Ethical Needs Analysis, before
recommending products and services. Proof
of the pudding is in the eating, therefore,
truly Shari’ah compliant banking will be able
to promote justice and fairness by improving

the quality of lives and providing more equi-
table financial choices to the people all over
the world through equity participation, risk
sharing and fair financial dealings. Financ-
ing need of the people is a taken for granted
reality of life when majority cannot afford
to buy homes and cars for cash. Therefore
financing should be allowed under a just
financing contract which appreciates the
realities of inflation and time value of finan-
cial business transactions while meeting the
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true Shariah objectives of economically just
and fair financial dealings having tradable
assets or services involved in the financing
process. Only when the people see the ben-
efits translate into their daily lives, will then
the banks be able to best promote Islamic fi-
nance products to increase the sales across
retail sector for the long term and for good.

Islamic finance does not allow financing the
anti-social and unethical businesses such
as gambling, alcoholic liquor, and night-
clubs. Social investment and Green Funds
are based on promotion of socially and
environment friendly businesses. In this
respect, Islamic Finance is clearly ahead
of the recent surge in ethical finance and
socially responsible finance. Islamic finan-
cial institutions, because of their active in-
volvement and knowledge of the nature of
businesses of their clients, are in a better
position to detect and prevent the channel-
ing of depositors’ money for financing highly
risky anti-social activities. The financing it
provides is mostly asset-based, whereby
the Islamic bank knows the actual utiliza-
tion of funds due to the very nature of its
structured modes of finance. Furthermore,
Islamic banking stimulates real sectors in
the economy, performs the critical function
of mobilizing savings, and intermediates
them for investment to generate growth
and alleviate poverty. To the extent the poor
and low income groups are able to partici-
pate and benefit from the fruits of economic
growth these excluded classes would then
have little incentive to indulge in creating
disorder, violence and terrorism. Therefore,
the discouragement of economic exclusion,
poverty, and social vulnerability will promote
wider acceptance of Islamic finance prod-
ucts amongst the masses.

Shah Fahad Yousufzai: There are two major
factors to really increase the sales of retail
products in Islamic Banking;

a) Sharia compliancy
b) Pricing

In the muslim society it is important that
retail products along with all others must
be sharia compliant. Islamic Banking retail
officer and marketing staff can convince
people in Islamic society for retail products
to enhance business only if the features and
process flow are according to Sharia.

In World Islamic retail Banking conference
previous year in Dubai, all the participants
and experts were agree that pricing is one
of the major factors while launching retail
products in Islamic Banking. Conventional
banks are already practicing retail banking
products with same features. To compete
with conventional banks in the market, Is-
lamic Banks should focus on pricing.

Abbas Yousafzai: In the present times Is-
lamic Finance is being looked as an alterna-
tive to conventional finance owning to the
fact that during the recent turmoil Islamic

Interview &

Finance was holding firm. The growth in
demand for Islamic Products has been phe-
nomenal but the untapped potential is still
huge. Islamic Finance can boast of a full
fledge product menu, be it Retail or Com-
mercial banking products. The opportunity to
increase sale of Islamic Products is two fold.
Firstly via dedicated Islamic Banks who are
catering to a specific niche which is primary
faith based customers. However, given the
attraction these products have had to cus-
tomers who are not interested in the faith
aspect but only the ethical and transparency
part comes the role of conventional banks.
Using existing conventional banking sales
platform to cross sell Islamic products as
well will tremendously build awareness and
sales. Most of the conventional banks offer-
ing retail banking products have large teams
selling cards/ mortgages and personal loans.
The right training and product knowledge is
a better option rather then a dedicated team
for selling the products. This will optimize
resources. The right above and below the
line activity featuring the correct pricing and
structure with convenience to customers
which can bring in value for all will be a hot
sell across the markets.

Muhammad Adeel Ashraf: The best way
to promote is to highlight the features that
are not being offered by Conventional Bank-
ing. Sharia principles do not allow receipt of
rental/ installment of Home Musharka facil-
ity until Customer starts using the premises.
Similarly, loss is to be born by the Bank in
case of any deterioration in value of the as-
set whereby Customer honored its all duties
as user of the asset.

Ade Fauzan: The first and the most im-
portant way to promote Islamic finance
products is the socialization/introduction
of product structure to the market and the
socialization/ introduction should be in the
form of benefit perspective instead of faith
approach. Secondly, do not try to brand your
product with Arabic/ Islamic label, it will be
alienated your product from the big chunk of
the finance industry.

What is the potential of Islamic finance
products within non-Muslim clientele?

Furgan Ahmad: The risk and reward charac -
teristics of Islamic banks are unique due to
the nature of profit and loss sharing arrange-
ments. Islamic banks treat depositors as
investors distributing profits or losses from
ventures according to shared risk taken by
the parties. As the foundation of Islamic
banking is based on ownership in tangible
assets and debt free instruments, this set-
up creates a compelling incentive for the
bank, the depositor, and the business entity
to leave no stone unturned in order to make

every investment as highly profitable as pos-
sible which is in their mutual benefit and
which in turn benefits the whole economic
society, be it Muslim or non-Muslim. There
is in fact a worldwide move towards ethical
banking therefore the potential of Islamic
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This is a combined interview from key players of Islamic finance. It is published in
GLOBAL ISLAMIC FINANCE MAGAZINE, Feb 2010 edition.

In this months Questions and Answers session, we answer your queries

on Islamic banking and marketing

a

of the Islamic finance products.

L

AdeFauzan Muhammad Adeel Ashraf Furgan Ahmad Abbas Yousafzai Shah Fahad Yousufzai
Senior Manager, Syariah Manager Credit Islamic Banking Division Head of Islamic Banking Head of Islamic Banking
Product Development - Islamic Banking Group ADCB-Meethaq, - (Retail Banking) Ghazanfar Bank Kabul,
PermataBank -Indonesia Bank AlfalahLtd ADCBHead Office, ABNAMROBank NV. Afghanistan

Lahore AbuDhabi-UAE Dubai, UAE

Is it wise for conventional banks to start
up Islamic banking?

Furgan Ahmad: Yes it is an extremely wise
move for a conventional bank because of
many reasons. First, it will be able to retain
that portion of its customer base which it
would have otherwise lost to competing Is-
lamic Banks. Second, it will have the advan-
tage to cut down on conceptual design till
project launch timeline, as it is not reinvent-
ing the wheel in terms of process and core
banking systems; rather it is benefiting from
the lessons learned by the Bank from its
past conventional banking experiences and
applying its best practices to Islamic Banking
business product management, back office
operational process management, work flow
systems, sales distribution and after sales
customer service . Abank having 40 branch-
es, for example, can launch from day one
with 40 branches offering Islamic Finance
products. In contrast, a newly launched Is-
lamic Bank will have to start with a smaller
number of branches and take a longer time
and more investment to build itself up.

Islamic Banking can be an ethical solution
for preventing future financial crises in the
Banks, due to its reliance on mostly tangible
asset backed transactions, avoidance of
sub-prime securities and financial leverage
from hybrid products, derivatives and asso-
ciated creative accounting practices. Inves-
tors in Islamic investments have an implicit
right of information on the use of their funds
and the nature and performance of under-
lying assets. The comfort level of investors
through this transparent guarantee on the
proper utilization of their funds is a clear ad-
vantage in Islamic Banking. Scholars at the
Anderson Graduate School of Management,
University of California, have pointed out
that, “Islamic finance will be less prone to
inflation and less vulnerable to gambling-like

speculation, both of which are fuelled by the
presence of huge quantities of debt instru-
ments and derivatives”.

Until recently UAE has had 22 local banks,
27 foreign banks, two specialized banks and
65 representative offices of other foreign
banks. Islamic banks have become an in-
creasingly important part of the UAE bank-
ing system and have increased their share
of total bank assets, from 8.8% at the end
of 2002 to 13.4% at end of the first quar-
ter of 2008 (as per newspaper reports). The
significance of Islamic banking was further
underlined as major banks formed Islamic
banking windows or converted into Islamic
banks, like EBI formed Emirates Islamic
Bank by converting its subsidiary, Middle
East Bank. New Islamic banks launched
were Noor Islamic Bank in 2007 and Al-Hilal
bank and Ajman bank in 2008 and otherre -
cent conversions included Dubai Bank and
National Bank of Sharjah (now SIB).

The UAE Central Bank treats Islamic banks
under Federal Law No. 6 of Islamic Banks
and Financial Institutions 1985. The law
sets requirements for Islamic banks and al-
lows them to provide finance using Islamic
modes of finance which often involve pur-
chase and sale/ lease of goods and assets
as well as establishing subsidiaries or taking
equity in existing firms. In addition, Islamic
banks’ financial operations are not subject
to double taxation. Beyond this, the Central
Bank takes a neutral position on Islamic
finance and allows competition between
Islamic and conventional finance activities.
Industry estimates have shown that market
share of Islamic finance in the UAE could
reach 50% by the year 2020.

Shah Fahad Yousufzai: Yes, this is need of
the hour to come up with Islamic Banking
window. Many people in the society don’t

want to involve their money in un-ethical or
conventional Banks. So to solve the finan-
cial matters of those people, it is necessary
for conventional banks to facilitate all. The
funds of Islamic banking window cannot be
comingled with conventional fund. There
should be a proper segregation in software
for both conventional and Islamic Banking
under same umbrella. Lending the fund
of Islamic Banking window in conventional
banking should be according to Sharia. Is-
lamic modes of finance should be practiced
according to the true spirit of it. Convention-
al Banks with Islamic Banking window needs
Sharia and Islamic Banking experts for the
above mentioned practicing in a true way.

Abbas Yousafzai: The requirement for Islam -
ic Products is a demand driven phenomena.
Other than the religious belief, transparency,
the ethical appeal coupled with commercial
viability, make these products attractive to
all. For conventional banks not venturing in
this segment in the present times will deny
them the opportunity of diversification, its
revenue stream, restrict its new product
launch opportunity to existing clients and
will deny them from acquiring a new target
market altogether who are only keen on
Islamic products. Traditional Conventional
Banking clients will not close relationships
with conventional banks but are always on
the look out for products that make com-
mercial sense. Given the recent financial
chaos in the industry in the last couple of
years, demand for ethics and transparency
is now a common phrase. Islamic Banking
provides the alternate and any institution
with a growth and retention plan will venture
into it.

Muhammad Adeel Ashraf: Islamic Finance
is attractive for conventional banks for many
reasons. It enables them to a increase their
customer base by tapping clientéle which
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who applied every technique but the seed
remained as it was even though a month
has passed since it was sown. This
Minister was also sorry to note that the
other 5 Ministers talked about the growing
plants at their homes from the Seeds
given to them by the King. The Minister
who had trouble with his Seed became
more upset after hearing from other
Ministers and started considering him
being highly unlucky. The wives of the
Minister and his friends suggested to him
several times to sow another Seed and
grow a plant or bring another plant for
showing to the King in order to avoid
embarrassment. They argued that the
King is not monitoring his Seed and he
will not know if any change occurred in it.
However, the Minister did not agree with
them. His response to all such
suggestions was that the King has trusted
him with something and he will never
betray the King trust even if that may
cause the Minister embarrassment and
ouster from the Position that the King has
given him in his Administration.

Two months passed by and the status of
the seed given to the young Minister
remained the same. The King finally
called all the Ministers to his palace for
selecting the future King. They were
supposed to take the plants grown out of
that special seed in pots to the Palace to
show them to the King. On that particular
Day, every Minister was carrying big
sufficiently grown plants in pots along with
them to the Palace of the King and all of
them were very happy except the young
Minister who in his pot was carrying
nothing but that un-grown Seed. The
other five Ministers laughed and joked
with the young Minister over his failure but
the young Minister remained firm by
saying that it is Ok as he does not have
any desire to be the future King.

The King arrived late. He looked very sick
and old. He briefly checked all the plants
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brought by the 5 Ministers from the seeds
given to them by the King about 2 months
ago. The King showed his satisfaction
over the pains taken by these Ministers
with Plants and thanked them for their
hard work. Finally he asked the young
Minister about his plant. The Minister
answered him that despite of his best
efforts the seed given to him did not grow
into a plant. The young Minister
expressed his apologies for his failure on
the task given to him by the King. The
King smiled and said a few comforting
words for the young Minister saying that
he is still young and will learn more in due
course while the other ministers are old
and experienced so such minor failures
should not upset the young Minister.

The Lunch was served and finally the time
came when the King was to announce his
lucky successor. Prior to his
announcement of the SUCCESSOR the
King stood and said that the 6 Special
Seeds given to the 6 Ministers were really
very special as they all were...............
DEAD SEEDS and were not capable to
grow. The King added that the plants
brought to this palace today were all the
plants from changed seeds and NOT from
the seeds given to the ministers by me.
The King further added that it means that
ONLY ONE PERSON among the 6 has
not lied to me. Only ONE PERSON has
remained HONEST and only that person
deserves to become my SUCCESSOR.
The King while addressing directly to the
young Minister said that come forward my
CHILD as you shall be my worthy
successor as you are the only one worthy
of TRUST and worthy to become the
KING.

The lesson of the story is that if a
PERSON remains HONEST,
TUSTWORTHY, TRUTHFULL and
LOYAL no matter what ever is the
circumstances ONLY that PERSON shall
become successful in life.
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Story of a King and his Ministers

Selection: M. Jawaid Igbal Khalil

Member of Ghazanfar bank supervisory Board

Long time ago there lived a King who
ruled over a small Kingdom. The
population living in that Kingdom was very
happy due the policies of the King. The
King was helped by 6 Ministers who were
responsible for running day to day affairs
of the Kingdom. King was exceptionally
kind hearted but firm in his dealings and
looked after his people very well. The only
sad part of his rule was that he did not
have any children although he has
married many women. The King was
getting old without an heir apparent or a
Crown Prince which was very upsetting
for his people and the King himself.

During those days of uncertainty the King
suddenly announced that he will choose
one of his Ministers to become King in his
place after his death. He also declared
that he will take a test from the Ministers
for this purpose and invited them to his
Palace. He handed each Minister a

special seed of a Plant with instruction for
sowing the seed in their houses and
looking after the seed and the plant once
it grows out of the seed. After two months
the Plant of this special seed was to be
inspected by the King and the Minister
with the best Plant was to be announced
the future King of the Country. The
Ministers were also supposed to attend to
their normal duties while raising the plant.

All the Ministers took the Seeds given to
them by the King to their respective
Homes and sowed these seeds according
to the given instructions. One Minister
who was the youngest of all was very
keen to see the seed grow and looked
after watering and soiling of the seed
himself. However, he felt sorry to see that
even after the passage of two weeks the
Seed did not grow at all and remained in
the same condition when the day it was
sown. He called for specialist Gardeners
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However in case the parties have
entered into Mudarabah without
mentioning the exact proportions of
the profit, it will be presumed that they
will share the profit in equal ratios.(50-
50)

Some incentives may be given to the
Mudarib.
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Apart from the agreed proportion of
the profit, the Mudarib cannot claim
any periodical salary or a fee or
remuneration for the work done by
him for the Mudarabah.



Shah Fahad Yousufzai

Head of Islamic Banking

Ghazanfar Bank- Islamic Banking is using the
following staructure for Mudarabah pool of
fund and its utilization.

e The investment comes from the first
partner who is called “Rab-ul-Mal”
(Investor)

 The management and work is an
exclusive responsibility of the other,
who is called “Mudarib” (Working
Partner)

* Profit is shared as per agreed ratio

e In case of Mudarbah all direct losses
are borne by Rab-ul- Mal and indirect
losses to Mudarib.

The Structure is based on the principle
of Mudarabah and is strictly in
conformity with the rules of Islamic
Shariah. On agreeing to become an
account holder, the customer enters
into a relationship based on
Mudarabah  with GHAZANFAR
BANK-Islamic Banking.

Under this relationship:

- The Bank is the Manager (Mudarib) of the
funds deposited by the customers.

- The Customer is an Investor (Rab ul
Mal), and
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The bank allocates the funds received
from the customers to a deposit pool.

These funds from the pool are utilized
to provide financing to customers
under Islamic modes that include, but
are not restricted to, Murabaha,
Diminshing Musharakah and Ijarah
etc.

It is necessary for the validity of
Mudarabah that the parties agree, right
at the beginning, on a definite
proportion of the actual profit to which
each one of them is entitled.( Our pre
determined ratio is 60-40)

They can share the profit at any ratio
they agree upon.
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