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Where is the foreign exchange

counter?

I would like to exchange my

money

I don’t know what the exchange

rate is
What is the exchange rate today?

What is the exchange rate for the
US Dollar?

How much would you like to

change?

The rate of exchange $1 USD is
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I reserved a single (a double)

room

I’d like a room with a Single bed
for 2 days

Do you any available suites?

What’s the rate per night (week)?

Is there a TV (a refrigerator, an
air conditioner, a shower) in the
room?

The room is too expensive

Do you have a less expensive

room?

I’ll take this room
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I’ll be staying for 2 weeks

I’ll be staying for one nights
I’ll be staying a few nights

I’ll be staying until Sunday

What’s my room number?

What can I do for you?

Your name, please?
Here is your letter

We have made a reservation for

you

Please register

Fill in the arrival card

Please sign here

Your room number is 227

The room is on the second floor
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lamic banks have not been confined to the Islamic
countries, relatively there are Islamic banks and in-
vestment companies operating in the West such as
in Switzerland, Denmark, England, etc. Meanwhile
the world’s largest banks such as Citibank, HSBC
have started Islamic banking window.

Q: What is the status of Islamic

Banking in Afghanistan?

Ans: Afghanistan is a Muslim country, where
more than 99% of its population is Muslim. The
Muslim people of Afghanistan are very much re-
ligious and committed to the Islamic way of life,
therefore they avoid deploying their fund in con-
ventional banks due to the presence of Riba.

Islam encourages savings, and emphasizes in
channeling the funds by investment in to produc-
tive activities which will pave the way for further
employment, development and prosperity of the
nation. However, Bank saving in Afghanistan is at its
minimum level due to the people’s commitment to
the Islamic way of life. There is a hug demand for Is-
lamic banking but only few banks are offering Islamic
products. The execution of Islamic banking system
in Afghanistan would further help the overall eco-
nomic of the country, in particular the agricultural
sector through Mudaraba, Musharka,Muzarah and
Musawamah contracts.

Q: Practice of Islamic Banking by

Ghazanfar Bank

Ans: Ghazanfar bank started Islamic operation
since April 2009, under window system. Within
short span of time it could attract huge number
of customers and pools of fund.At deposit side we
are offering Alwadiha Current Account, Mudarabah
saving Account and Mudarabah Fixed Deposit. We
are extending finance facilities under Musharakah
and Murabaha mode of financing to difference sec-
tors. Ghazanfar Bank Islamic Banking Window is
fulfilling its social responsibilities by taking an ac-
tive part in country rehabilitation, create employ-
ment opportunities and via its Charity Wagqf Ac-
count, sponsoring difference projects.

Musharakah is the most favorable mode of fi-
nancing. Musharakah is a legitimate mode of financ-
ing based on equity participation. This contract
could be carried on between two or more parties,
where all parties contribute to capital investment
and entitled to participate in the management of
the business but not compulsory to do so. This
contract is based on profit and loss sharing con-
cept, where the earned profit would be distributed
based on pre agreed ratio, while the loss would be
borne by each partner based on their respective
capital contribution.

The successes and prides of Islamic Banking
window of Ghazanfar bank in this direction are
the result of consistency with Sharia’h rulings, best
attitude of Islamic Banking employees towards
customers, transparency in all its transactions and
implementing the Islamic banking principles in con-
formity with needs of the Afghan society.

By the blessing of Allah (s.w.t), the banking
industry of Afghanistan has witnessed milestone
achievements and struggling to implement the In-
ternational standards within the industry. In the
near future, the Islamic Banking will be implement-
ed by all private conventional banks and optimisti-
cally in the near future the entire banking system
of the country will be transformed to a full fledge
Islamic Banking.

By placing our trust in Allah (s.w.t) we are confi-
dant of our success.
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Interview with Professional Experts
From various fields

In the name of allah the most merciful the most compassionate

“The very objective of Sharia’h ( Maqgasid Sha-
riah) is to promote the welfare of people which
lies in the safeguarding their life, their intellect,
their prosperity and their property. Whatever
ensures the safeguard of these five, serves public
interest and is desirable”. (Al- Ghzali)

Q: Please briefly introduce yourself

Ans: My name is Manezha Sukhanyar from Ka-
bul Afghanistan. | was born in Kabul. My father is
attached with Ministry of Foreign Affairs and My
Mother is house wife.The starting point of my edu-
cation journey was Totiya school in Kabul for the
first two years , then my father was transferred to
China and since then | left Afghanistan. | joined Ira-
nian School in Beijing- China. After few years my
father reassigned to Bangladesh and | continued my
studies with Noor-elm, School of Iran and gradu-
ated in 2001. 1 was interested to do my higher edu-
cation in a modern and Islamic country and with
the guidance of Malaysian Ambassador in Dhaka |
got a palace in International Islamic University Ma-
laysia .| got my Bachelor Degree (BBA) specialized
in Finance in 2007 and MBA in Islamic Banking and
Finance from Graduate School of Management, In-
ternational Islamic University Malaysia.

| worked with the Embassy of the Islamic Re-
public of Afghanistan in Kuala Lumpur and UN-
HCR representative in Malaysia. | was a member
of Student Representative Council in University,
and actively | was involved with many programmes,
seminars and conferences.

After the completion of my studies, | returned
to Afghanistan in May 2011, and joined Ghazanfar
Bank as Head of Islamic Banking Window since
July 2011.

| am thankful to Allah (s.w.t) for providing me
the opportunity to step in the excellent field of
Islamic banking and I'm seeking his blessing and
guidance to step strong and smooth in this way. |
would like to thank my beloved parents for their
support and never ending love and care.

Q: How would you define Islamic banking and
what is its current status ?

Ans: There are many definitions for Islam-
ic banking, but their concepts are conveying the
same message. In a simple word, Islamic banking is
a banking system based on Sharia’h principle and
free of Interest (riba). The fundamental principle of
Islamic banking originates in the maxim of trust,
justice and harmony.

Despite being a new concept in the financial
world, Islamic banking has been expanded over the
past three decades as a new phenomenon around
the globe. At present, besides the full Islamic sys-
tem, there are more than | 100 Islamic Financial In-
stitutions all over the world .Most of these institu-
tions were established in countries such as Jordan,
Bahrain, Qatar, Egypt, Bangladesh, Pakistan, Turkey,
Senegal, Kuwait, Jordan, etc. Most of them per-
formed well and have been able to compete with
the traditional system and acquire a remarkable
share in the national market. The operation of Is-
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cordance to Basel |l are Internal Frauds,
External Frauds, Employment Practices
and Workplace Safety, Damage to Physical
Assets, Delivery and Process Management
and Business Disruption.

| would like to also discuss here Cor-
porate Governance Risk which is a set of
processes, policies, laws and procedures af-
fecting the way an organization is directed,
administered and controlled. Also under
Basel Il framework, the board of directors
and senior management at each institu-
tion have an obligation to understand the
risk profile of that institution and ensure
that capital levels adequately reflect such
risk. Basel |l is fundamentally about better
risk management anchored in sound cor-
porate governance. | would like to focus
now on three areas where | believe Basel
Il will contribute to more effective corpo-
rate governance. | will refer to these as the
three C’s: Controls, Culture and Clarity.

Controls:

The first “C” is controls. A
bank can use the most sophis-
ticated measurement tools in
the world, but if it is poorly
governed, it will be vulnerable
to financial and operational
weaknesses. This notion un-
derlies the first pillar of the
new framework.

Culture:

The second “C” is culture.
| believe that the increased

responsibilities of the board of directors
and senior management under Basel Il will
foster a culture of improved risk manage-
ment. This notion underlies the second pil-
lar of the new framework.

Clarity:

The third “C” is clarity. | believe that
Basel Il will provide greater clarity regard-
ing banks’ measurement and management
of risk. This will be achieved first of all
through the third pillar — market discipline.

In conclusion after brief introduction of
Risk Management | would like to conclude
that financial risk management involves
protecting a company against financial
loss due to a variety of factors explained
above.While this type of risk management
only provides guidelines by which financial
decisions should be made, it is still an im-
portant safeguard against loss.

Economical
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prices. Afghanistan market mainly faces
Interest rate risk, FX risk because of non
operation or non existence of Capital Mar-
ket. Interest rate risk is the potential that
changes in interest rates may adversely af-
fect the value of a financial instrument or
portfolio, or the condition of the bank as a
whole.The accepting of IRR is a significant
source of profitability and shareholders'
value as well, however excessive interest
rate risk can pose a significant threat to a
bank's earnings and capital base.

Foreign exchange risk is the poten-
tial that movements in exchange rates
may adversely affect the value of a bank's

holding and thus its financial condition.

Foreign exchange rates can be subject to
relatively large and sudden swings, under-
standing and managing the risk associated
with exchange rate volatility can be espe-
cially complex. Although it is important to
acknowledge exchange rates as a distinct
market risk factor, the valuation of foreign
exchange instruments generally requires
knowledge of the behavior of both spot
exchange rates and interest rates. | would
like to also talk about Liquidity Risk which
is part of Market risk and as a result of lack
of marketability of an asset that cannot be
bought or sold quickly enough to prevent
or minimize losses, a good example of Li-
quidity Risk and Funding Liquidity Risk was
Kabul Bank.

Operational Risks

An operation risk is slightly different
from market risk and credit risk because
it concerns the internal operation of a
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company, rather than an exterior source
of risk. Operational risk is the risk of a
loss because of the failure of internal sys-
tems or processes or the errors of people
working for a company. These may include
system errors like computer failures, or
losses to physical assets like fire, floods, or
earthquakes. It may also include employee-
caused problems like errors, fraud, theft,
or other criminal activities. . The collapse
of Bearings and the derivatives disasters
were one among several factors that led
to the revision of Basel-I and giving the due
importance to operational risk measure-
ment and management. But the problem
lies in the standard measure of operational
risk. An increase in capital will not in itself
reduce risk; only management action can
achieve that. The control of operational
risk is fundamentally concerned with good
management, which involves a tenacious
process of vigilance and continuous im-
provement. It is proved without doubt that
the operational risk management improves
the quality and stability of earnings, thereby
enhancing the competitive position of the
bank and facilitating its long term survival.
“Today risk managers believe that about
30% of the risk a financial institution runs
is due to operational losses” (Cruz, Mar-
celo 2003).Therefore it is essential and de-
sirable to manage operational risk at the
earliest opportunity. | believe from my past
two years of experience in Afghanistan
market 60% of risk financial institutions
runs is due to Operational Risk, because
of Macro Economics and Micro Economic
factors as well as Political Risk and Coun-
try Risk, which again affects Credit and
Market risk. The main sources of OP in ac-
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ment approaches fit to the nature of their
businesses.

Financial Risk Management:

When companies make financial deci-
sions, they always assume some degree of
risk, especially when they’re making de-
cisions about investments. Financial risk
management is a set of practices that al-
low a financial institution to optimize the
way it takes financial risk. A financial risk
management plan may include things like
how the financial institution monitors risky
activities and applies the risk process.The
company’s board or senior management
decides the plan to guide how financial de-
cisions are made. The three major compo-
nents of risk that a bank faces credit risk,
operational risk, and market risk.

Credit Risk

Credit risk is a type of risk that comes
into play when a company is making loans,
issuing credit cards, insuring, or investing
in the debt of other companies. In these
cases, the risk they’re assuming is that
the other party will default, in which case
they’ll lose the investment. A risk manage-
ment plan for credit risks would apply a
procedure for determining how much of
a risk a particular investment is. It would
also detail how much risk is too much and
how much is acceptable.WWhen someone is
in need of financial help, one usually goes
to a lender or a bank for a loan. However,
not everyone who applies for one is ap-
proved. Why is this so? Banks have a sys-
tem to determine and compute how much
they would be risking in losses, should the

debtor fail to pay.This practice is called the
credit risk measurement, but how do bank
s measure credit risks? Risks can be meas-
ured in two different ways such as Qualita-
tively and Quantitatively. To judge a person
quality wise in respect of risk it involves
Credit History, Quality of man, Quality of
loan, Quality of security, Quality of own in-
vestment, Quality of management, Quality
of net worth, Quality of income, Quality
of reputation and Quality of his charac-
ter. The Quantitatively credit is usually as-
sessed through credit scoring, this process
entails getting information, such as Balance
Sheet, Income Statements, Billing State-
ments, and the like. This procedure is well
standardized and has a formula and such
formula is applied to gather information
and assigned a number known as a credit
score. The bank will then decide whether
or not to grant the loan, depending on the
score obtained.

Market Risk

As with other types of risk manage-
ment, in financial risk management there
are a variety of different types of risks the
risk managers must take into account and
evaluate. Market risk, the exposure to fi-
nancial loss because of the uncertain fu-
ture value of stocks, is a key component of
financial risk. This type of risk is managed
by avoiding day-to-day losses on the stock
market. Risk management procedures

might impose a level of acceptable risk in
investing to mitigate market risk. Market
risk encompasses exposures associated
with changes in Interest rates, Foreign ex-
change rates, Commodity prices, Equity

Economical
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system. This classification system grouped
a bank's assets into five risk categories: 0%
for short term government bonds, 20% for
exposures to OECD Banks, 50% for resi-
dential mortgages and 100% weighting on
unsecured commercial loans. A new 150%
rating comes in for borrowers with poor
credit ratings e.g. subprime mortgages.

Basel Il is the second of the Basel Com-
mittee on Bank Supervision's recommen-
dations, and unlike the first accord, Basel
I, where focus was mainly on credit risk,
the purpose of Basel Il was to create stand-
ards and regulations on how much capital
financial institutions must have put aside.
Banks need to put aside capital to reduce
the risks associated with its investing and
lending practices.

Basel Il states that any system developed
and implemented by a bank must be “credi-
ble and appropriate”,“well reasoned”,“well
documented” and “transparent and acces-
sible”. Unfortunately, phrases such as ‘cred-
ible’, ‘well reasoned’, and ‘transparent’ are
subjective and are open to interpretation
by banks and their regulators. Basel Il uses
a "three pillars" concept — (1) minimum
capital requirements (addressing risk), (2)
supervisory review and (3) market disci-
pline — to promote greater stability in the
financial system. The first pillar deals with
maintenance of regulatory capital calculat-
ed for three major components of risk that
a bank faces: credit risk, operational risk,
and market risk. Other risks are not con-
sidered fully quantifiable at this stage. Pillar
2 is intended to bridge the gap between
regulatory and economic capital require-
ments and gives supervisors discretion to
increase regulatory capital requirements if
weaknesses are found in a lender's internal
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capital assessment process. The aim of pil-
lar 3 is to allow market discipline to oper-
ate by requiring lenders to publicly provide
details of their risk management activities,
risk rating processes and risk distributions.
The main difference between Basel-l ac-
cord and Basel-Il accord is that Basel-| ac-
cord was not confined with the rating fac-
tor and was based on the fact "one size fits
all" but Basel-ll accord mainly focuses on
the rating factors of the borrowers.

How Does Risk Management Apply to

Financial Decisions?

A very specific type of risk manage-
ment relates to financial decisions taken
in a business. In this context, risk manage-
ment is not about eliminating risk but rath-
er about controlling the way to take risks.
It’s different from some other types of risk
management.

What is Risk Management?

Risk management is a process for miti-
gating or eliminating risk in a variety of dif-
ferent areas that may impact the operation
of a business. Different strategies are used
to manage risk depending on the business
and the type of risk. In the case of finan-
cial risk management, this means making
sure the financial risks that are taken are
sound risks. This usually means codifying
how the company makes these decisions
as well as what constitutes a good financial
risk. Risk Management Department estab-
lished in February 2008 in the structure
of Central Bank (DAB), the prime goal of
this department is to exhort the banking
industry to maintain efficient risk manage-
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Ahmed Siar Khoreishi

Chief Risk Officer, Ghazanfar Bank

Mr. Ahmed Siar Khoreishi had been ap-
proved by the authorities of Da Afghanistan
Bank (Central Bank) for the position of Chief
Risk Officer of Ghazanfar Bank and current-
ly he is User Group Chairperson of SWIFT
in Afghanistan. He is a qualified and experi-
enced banker with rich international expe-
rience including in the United Kingdom. He
got his BA (Hons) in Business Financial Man-
agement from University of Westminster in
London and MBA in International Manage-
ment from University of London, and he is
also CeMAP (Certified Mortgage Advisor
Practitioner) and CeFA (Certified Financial
Advisor) qualified from UK and passed first
FRM paper . He worked as Senior Financial
Advisor with Nationwide Building Society
which is one of the biggest building society
in UK for five years. He has achieved broad
knowledge of Credit Risk, Market Risk, Op-
erational Risk and Corporate Governance
Risk by participating international trainings
in Dubai and in London.

The Concept of Risk Management in
Financial Industry:

| would like to illustrate the concept
of Risk Management in the financial sec-
tor briefly as this is broad and complicated
area. The BIS (Bank for International Set-
tlement) gives recommendations concern-
ing banks and other financial institutes
on how to manage capital. The influence
and reputation of the Basel Committee
on Banking Supervision is of such nature
that its recommendations are considered
world wide as “best practice”. But unfortu-
nately due to lack of CIB (Credit Informa-
tion Bureau) and External Rating Agencies
DAB (Da Afghanistan Bank) not capable of
implementation of Basel | or Basel Il and
commercial banks in Afghanistan.

Basel | is a set of international banking
regulations put forth by the Basel Commit-
tee on Bank Supervision, which set out the
minimum capital requirements of financial
institutions with the goal of minimizing
credit risk. Banks that operate internation-
ally are required to maintain a minimum
amount (8%) of capital based on a percent
of risk-weighted assets. The bank must
maintain capital (Tier | and Tier 2) equal to
at least 8% of its risk-weighted assets. For
example, if a bank has risk-weighted assets
of $100 million, it is required to maintain
capital of at least $8 million.

The first accord was the Basel |, it was
issued in 1988 and focused mainly on cred-
it risk by creating a bank asset classification

Economical
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