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Executive Summary

The report attempts to show the summarized picture of Overview of Islami Banking System in Bangladesh of Overview Al-Arafah Islami Bank Limited. The aim of the study was to see Islami Banking System in Bangladesh,. I have done the report of Islami Banking System in Bangladesh of Al-arafah Islami Bank Ltd. 

It has mainly highlighted the business strategies and various Islamic Banking systems which have been observed during the in chapter one discussed about introduction, origin, and objective, sources of report data, scope and limitation of AIBL. In chapter two discussed about Company overview, products & services of AIBL.  Islamic banking system is the main part of the report. Objective & principles of Islamic Banking, Sources of fund is internship program. For that decided the whole report into six chapters. Discussed here this part mainly focused on Islamic Banking System of AIBL and then Findings are made from the analysis. In chapter focused all products of AIBL and described their Definition, Features, and Steps of contract in chapter four.  Focused all Islamic Banking System of AIBL and described this mode in this part I focused Islamic Investment System, Islamic Investment Mode in this part. In section five try to discuss about SWOT analysis of AIBL. That is including with strength, weakness, wise investment growth of AIBL. Finally Findings recommendations and conclusion are made in the last chapter.
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1.1 Introduction

The “Al-Arafah Islami Bank Limited” Was incorporated as a public limited company as on 18 day of June 1995 under the companies Act. 1994. The bank started its commercial operation on 27.09.1995. The Bank has made a significant progress within a very short period of its existence and occupied an enviable position among its competitors after achieving remarkable success in all areas of business operation.

1.2 Origin of the report

The prime objectives of this report are to fulfill the partial requirement for the degree of BBA, since, it’s compulsory for all student of BBA program of Business Faculty, Daffodil Institute of IT Bangladesh to undergo three month long internship program to explore real life business situation

Al-arafah Islami Bank Limited is a place where I could learn the business Dealings. This organization has created a positive image to the customer mind by providing better service. This bank has introduced some modern Islamic banking world, its activities, culture, philosophy & style leads an intern student to be the best at any field of working life. With this view during my internship I was assigned to Islampur branch, Al-arafah Islami Bank Ltd, with other activities I specially tried to observe the Islami Banking System in Bangladesh overview on Al-arafa Islami bank Ltd.

1.3 Background of the study

The internship programs are full credit subject of the BBA program of the Daffodil Institute of IT which constructs a relation between the real life state of affairs and theoretical concepts.

I am a student of bachelor of business administration of BBA program prefers to prepare a report on banking sector rather than other financial institution. I am assigned an internship report by the Al-Arafah Islami Bank Ltd dates November 26, 2017 , this internship report is a part of my BBA program that performed by me as students of Daffodil Institute of IT of finance Studies. In a formal way, I select the banking sector and my supervisor offered me prepare the report on title as Islami Banking System in Bangladesh of overview Al-arafah Islami Bank Ltd.
1.4  Objectives of the Study

The main objective of this report is to show Islami Banking System in Bangladesh Overview Al-arafah Islami Bank Ltd, the others objectives can be stated as under:

· To present an overview on Islamic banking system of Al-Arafah Islami Bank Ltd.

· To show the concept of Shariah (Islamic) Bases Investment 

· To identify the investment performance of AIBL

· To fulfilling the partial requirements of the BBA program.

· To suggest some possible recommendations to overcome the problems.

1.5 Methodology the study 

To complete this report I’ve followed a systematic study which include working, inspecting and talking to the executives at different levels of the organization. in general this report is qualitative in nature. To facilitate make the report more meaningful and presentable two sources of data have been used.

The primary sources: we are collect primary data from many sources which are given bellow.

· Face to face conversation with the executives and officers of Bank.

· Unceremonious conversation with the client.

· Realistic work exposures from the different desk of the various departments of the Branch covered.

· Relevant file study as provided by the officer’s concerned.

The secondary sources: we are collect secondary data from different source which are as follows-

· Annual Repost of Al-Arafah Islami Bank Ltd.

· Periodicals report published by Bangladesh Bank

· AIBL’s website

· Internet

1.6 Scope of the study

This report has been prepared on the basis of experience garaged during the period of internship. This report will be dealing with the overview of Al-Arafah Islami Bank Ltd.& mainly with Islami banking of this bank. But the report will try to cover overview of Al-Arafah Islami Bank’s Objectives, functions, management, Business policy and other activates. This report will also mention some problems of Al-arafah Bank’s Operating systems and its solutions.

1.7 Limitations of the study
There were some problems while I have undergone the internship program. A wholehearted effort was applied to conduct the internship program and to bring a reliable and fruitful result. In spite of having the wholehearted effort, there exits some limitations, which acted as barrier. The following limitations are apparent in the report:

· Access to data regarding different performance indicators of Al-Arafah Islami Bank Ltd.

· The report id mainly based on the secondary data which published by different organization as annually, half- yearly, monthly, weekly and daily.

· Time constraints are additional limitations of this report.

· Getting relevant papers and documents maybe be strictly prohibited for an intern

· Due to some legal obligation & business secrecy banks are reluctant to provide data. For this reason, the study limits only on the available published data and certain degree of informal interview.

· The bankers are very bust with their job which lead a little time to consult with.

· Finally, some recent data which were needed to enrich this report but the unwillingness of the executives of the bank due to confidentiality was made my report limited to data content. 
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2.1 Background the organization
With the objective of achieving success here & hereafter by pursuing the way directed by Allah and the path shown by his Rasul (SM), Islam provides us a complete life style. Main objective of Islamic lifestyle is to be successful both in our mortal and immortal life therefore in every aspect of our life we should follow the doctrine of Al-Quran and lifestyle of Hazrat Muhammad (SM) for our supreme success. 

Al-Arafah Islami Bank started its journey in 18th June, 1995 with said principles in mind and to introduce a modern banking system based on Al-Quran and Sunnah 

Al-Arafah Islami Bank incorporated in Bangladesh as a banking company in 1995 with capital of tk 10,000 million at inception, its paid up was Tk. 101.20 million divided into 101,200 ordinary shares of TK 1000 each, the authorized capital of the bank is Tk. 15000.00 million and the paid up capital is Tk. 9,943.06  million as  31.12.2016. Renowned Islamic scholars & pious businessman of the country are the sponsors of the Bank. 100% of paid up capital is being owned by indigenous shareholders. 

The equity of bank stood at Tk 2,908.66 million as on 31 December 2016, the manpower was 3,070 and the number of shareholders was 36,696. It has achieved a continuous profit and declared a good dividend over the years. High quality customer service through the integration of modern technology and new products is the tool of the bank to achieve success. The bank has a diverse array of carefully tailored products and services to satisfy customer needs.

The Bank is committed to contribute significantly to the national economy. It has made a positive contribution towards the socio economic development of the country with 140 branches of which 24 is AD throughout the country.

Wisdom of the directors, Islamic bankers and the wish of almighty Allah make Al-Arafah Islami Bank Ltd. most modern and leading bank in Bangladesh.  

2.2 vision 

The pioneer bank in the banking arena in Bangladesh under the Shariah guidelines and contribute significantly to the national economy. 

2.3 Mission

· To launch welfare –oriented banking system.

· To invest through different modes that is acceptable under Islamic Shariah.

· To allow customer deposits on profit0loss sharing basis.

· To perform interest free banking,

· To found participatory banking instead of banking on debtor creditor relationship

· To display team spirit and professionalism.

· To provide high quality financial services in export and import trade.

· To maintain corporate and business ethics 
2.4 Goal and Objective of AIBL

The maxim of the Al-Arafah Islami Bank Ltd (AIBL) is to discover a new horizon of  innovative contemporary banking creating an automated and computerized environment  providing one stop service and prepare itself to countenance the new challenges of globalization and 12th century. One of the main objectives of bank is to be a provider a comprehensive range to financial services to national & multinational companies. The growing technological revaluation in the bank is not so0outlying future. Finally to achieve ultimate goal i.e nazat in akhirat. It has previously introduced swift, online banking 
2.5 Special Features of the AIBL

As an Islami bank, we are singular in every positive aspect. We provide a bunch of state-of-art banking services within the wide bracket of Shariah. We are unique with our products,  strict with our principle and uncompromising with our honesty. Here are some special features of us that make us notable in Islami banking sector.

· All activates of AIBL are conducted under an profit/loss based system according to Islamic Shariah to get the nation rid of Usury.

· Its investment policies under different modes are fully Shariah compliant and well monitored by the board of Shariah council 

· During the year 2007, 70% of the investment income has been distributed among the Mudaraba Depositors 

· In 2008, AIBL has included online banking in its wide range of services. Bangladeshi software has been introduced in this Feature to promote the local developers.

· AIBL regularly arranges its AGMs (Annual General Meeting). Whenever needed EGMs (Extraordinary General Meeting) are also arranged.
· We regularly pay dividend to our valued shareholders, for the year of 2002, we declared 20% bonus dividend to our shareholders. 

· We believe in providing dedicated serviced to the clients imbued with Islamic spirit of brotherhood, peace and fraternity. 

· The bank is committed towards establishing a welfare-oriented banking system to meet the needs of low income and underprivileged class of people. 

· The bank upholds the Islamic values of establishment of a justified economic system through social emancipation and equitable distribution of wealth.

· Following the Islamic traditions, it is assisting in the economic progress of the socially deprived people; in the creation of employment opportunities and in promotion of rural areas to ensure a balance development of the country.

· The bank believes in social and philanthropic activities and has established AIBL English medium madrasha and AIBL library. More endeavors will IN SHAHA ALLAH follow in future. 
2.6 Foreign Exchange Risk Management
Foreign exchange risk is defined as the potential change in earnings arising due to change in market prices. International Division independently conducts the transactions and passing of their entries in books of accounts. All foreign exchange transactions are revalued at Mark-to reconciled on monthly basis and outstanding entry beyond 30 days is reviewed by the management for its settlement. 
2.7 Activities of Shariah Council

Shariah council consists of  committee consists of 6 members specialized in Fiqhul Muamalat (Islamic Commercial Law) according to guidelines given by the Bangladesh Bank to ensure whether all banking operations are transacted in accordance with Islami Shariah i.e. Qur’an, Sunnah, Ijma and Iztihad. Shariah Supervisory committee has by the grace of Al-mighty Allah managed to contribute a lot to run all the business activities of the Bank according to Shariah guidelines. During the year 2016 with some unavoidable circumstances our Honorable Members of the Shariah Supervisory Committee sat in 4(Four) General Meetings and 1(one) Emergency Meeting to discuss the matters of the Bank to give opinions & directives and given solutions thereof from the view point of Shariah Principles. Muraqibs of the Supervisory committee have visited all branches of the Bank during the year to observe the Shariah compliance, give necessary instructions on the spot and submitted report to the Council. They have also submitted corrective measures to rectify the laws in implementing Shariah guidelines into the banking operations. They identified Tk 44.71 million as doubtful income of the branches of the Bank. Besides, after analyzing balance sheet, the Supervisory committee identified Tk. 340.16 million as compensation realized in different branches and Tk. 0.37 million, Tk. 1.91 million as interest income received from NOSTRO A/Cs of foreign correspondent bank and Bangladesh Bank FC Clearing Account respectively. As a result it is advised to finalize the Balance Sheet of 2016 keeping doubtful in-come amounting to Tk 135.05 million apart from basic income and spend after tax the same on the basis of Shariah prescribed modes. At Last, as per Shariah Inspection Report of 2016, the Doubtful Income of the Bank has been reduced comparatively and we hope that this reducing figure will be continued and necessary steps would be taken time to time, Insha-Allah. A library has been established in the Shariah Council Secretariat of Al-Arafah Islami Bank having about 500 books on Qur’an, Hadith, Fiqh, Islamic Economics and Islami Banking. Honorable members of the Council give Shariah guidelines to run the Bank’s operations taking necessary consultations and data from those books after exhaustive research and study. 
2.8 Product of AIBL as an Islamic Bank

The AIBL offers their customers general banking facilities which ensure the safety of their money. Following are the ways through which banks collects their deposits from the clients:

1. Al- Wadeeah Current Deposit (CD)

2. Mudaraba Term Deposit (MTDR)

a. 36 Months

b. 24 Months

c. 12 Months

d. 06 Months

e. 03 Months 

f. 01 Month

3. Mudaraba Savings Deposit (MSD)

4. Short Notice Deposit (SND)

5. Monthly Hajj Deposit 

6. Monthly Installment Term Deposit (ITD)

7. Monthly Profit Based Term Deposit (PTD) 

8. Monthly Savings Investment (SID)

9. One Time Hajj Deposit 

(a) Al-Arafah Savings Bond (3 Years)

(b) Al-Arafah Savings Bond (5 Years)

(c) Al-Arafah Savings Bond (8 Years)

10. Marriage Saving Investment Scheme (MSIS)

11. Pensioners deposit scheme 

12. Special Saving (Pension) Scheme

13. Cash WAQF

14. Lakhopati Deposit Scheme 

15. Kotipati Deposit Scheme

16 Millionaire Deposit Scheme 

17 Double Benefit Scheme

18 Triple Benefit Deposit Scheme

19 Probashi Kallyan Deposit Pension Scheme 

20 Mudaraba Savings Deposit-Student, 

21 Farmers, Freedom fighters

2.8.1 Al- WADEEAH CURRENT DEPOSIT (CD)

Al-Arafah Islami bank Limited receives deposits in their Al- Wadeeah current account. Usually business people runs Al- Wadeeah current account customers can deposit and withdraw money, whenever they want. In this account, there is no restriction of withdrawing money. But in Al- Wadeeah current account customers do not get any profit. Bank with take some money as service charge.
2.8.2 MUDARABA SHORT NOTICE DEPOSIT (MSD)

Short notice deposit account customers can deposit and withdraw money any time whenever they want. But there is a restriction in withdrawing money. They have to inform the manager if they want to withdraw big amount. Like Mudaraba Savings deposit account the customer’s get profit here. This profit is given every year at a predefined rate of last year.

2.8.3 MUDARABA SAVINGS DEPOSIT

Al-Arafah Islami bank Limited also receives deposits by Mudaraba Savings Deposit. General people run this accounts. In Mudaraba Savings Deposit account customers can deposit money any time whenever they want. But they cannot withdraw money whenever they want, there is some restriction. Customers can withdraw money two times in a week and ten times in a month. But if they want to withdraw any big amount they have to give notice to the manager. It bank earn any profits the depositors will get at a predetermined percentage and the bank retains the residual amount as its profit. 
2.8.4 MUDARABA TERM DEPOSIT (MTDR)

Interest-bases banks receive different kinds of term deposits from the depositors. The deposits are generally for 3 months, 6 months, 9 months, one years, 2 years or 3 years, and the bank pays a stated interest rate on each of these deposits, which varies depending on the term. In general, the bank pays a higher rate of interest the longer the term of the deposit and lower rates for shorter time periods. In addition, a higher rate of interest is generally paid on term deposits than on saving deposits. Depositors are not generally allowed to withdraw money from a term deposit until the term matures. Premature withdrawal may result in penalties in excess of the interest earned, resulting in a negative return, once a time deposit matures, the depositor may wish to reinvest for new term. 
2.8.5 Monthly Profit Based Term Deposit (PTD)
An effective saving plan for individual company and non-resident Bangladeshis to invest. Any amount of Tk. 1 (one) lac or its multiple may be deposited in this scheme. If necessary, the deposit may be cashed before maturity at a profit rate on Mudaraba Savings Deposit. The scheme will have a minimum duration of 5 years. Profit will be given just from the first working day of the next month from the starting of the scheme. There will be Tk.583.33 estimated profit for each Tk.1, 00,000/- of deposit. Tax will be applicable on the deposited amount along with profit according to the country law.
Monthly Hajj Deposit (MHD)

In this scheme, your sacred wish for pilgrimage will be fulfilled with relatively smaller monthly deposits. One can open only one Hajj account in his/her name which will be operated by the rules of Mudaraba. One can prepare for the Hajj within one to twenty years and accordingly he/she can select the amount of monthly installment from the following chart. The main attraction of the scheme is the profit based on daily stay of your deposit. In fact it holds 0.06 more weight age than a 3 years deposit. In the year 2012 the estimated expenditure for Hajj is Tk.2, 55,500/- and for the upcoming years it has been gradually incremented in the rate of 5%. A variety of maturity period and installment size will give you the option to make it your own affordable scheme. If the depositor wants to go for Hajj before maturity period, he/she can amend the residual amount with the deposit and fulfill his/her holy wish.
Saving investment Deposit 

Deposit under the scheme is accepted by monthly installment and after expiry of the term; double amount of such saving is given as investment in feasible sectors by the bank as per choice of the depositors without any collateral security. Any one by saving under the scheme can take business venture on utilization the amount saved under the scheme as well as availing bank investment. 
Al-Arafah Savings Bond

Under this scheme, the bank has introduced saving bonds for tk. 10,000/ tk. 25,000/- and tk. 100,000/- for 3, 5 and 8 years. After the completion of the tenure the deposited money may increase by 1.5 or even double. 
AIBL Regular deposit Program 

RDP is a special services plan that follows to save a monthly basic and get a handsome amount at maturity. RDP account gives you the convenience of saving regularly in the time with cherished dream RDP in the right solution  

To open RDP account all you need is to be over 18 years of age and a Bangladesh citizen you can open a RDP account within 10 days of the month by filling up a prescribed account opening form at any branch of AIBL.

Term of AIBL Regular Deposit Program

You need to open a RDP Account for 2 or 12 Years i.e. 24 and 144equal monthly deposits respectively. 

Minimum and maximum monthly deposit Amount 

Under the RDP you can chose between a minimum monthly deposit amount of TK 200 and Maximum amount of TK. 5000. 

Table 2.8.5: Monthly amount & Receivable after 2 to 12 years 

	Tenor
	2 years
	3 years
	5 years
	8 years
	10 years
	12 years

	Deposit
	Gross return (Deposit + Profit) at maturity (Projected)

	200
	5125/-
	7937/-
	14343/-
	25252/-
	34320/-
	44278/-

	300
	7688/-
	11905/-
	21524/-
	38288/-
	51420/-
	66355/-

	500
	12813/-
	19957/-
	35960/-
	63920/-
	85842/-
	110784/-

	1000
	25932/-
	39648/-
	71753/-
	127753/-
	171632/-
	221673/-

	1500
	38641/-
	59742/-
	107648/-
	191607/-
	257473/-
	332574/-

	2000
	51394/-
	79563/-
	143598/-
	255372/-
	343536/-
	443749/-

	3000
	77155/-
	119477/-
	215295/-
	383320/-
	515225/-
	665632/-

	4000
	102916/-
	159391/-
	287010/-
	511125/-
	687093/-
	887721/-

	5000
	128677/-
	199166/-
	358696/-
	638930/-
	858867/-
	1109811/-


Source: AIBL website 
	2.8.6 Mudaraba Lakhpoti Deposit Scheme (LDS)
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Al-Arafah Islami Bank Limited has brought this tremendous scheme to make the dream of becoming a "hundred thousand taka" true.

[image: image4.png]



One can select the maturity period from 3, 5, 8, 10 or 12 years.
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This eye catching scheme is lucrative because it will accumulate profit on your deposit in a daily-stay basis with a weight age 0.05 more than that of a 2 years deposit.
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A single person can open more than one account in the same branch.
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Tax will be applicable on the deposited amount along with profit according to the country law.
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Monthly installment can be deposited on any working day from any branch. One can give standing order to make payment of the installment from his savings account maintained with the branch.



	                                    Table2.8.6 :  Mudaraba Lakhpoti Deposit Scheme (LDS)

	Period
Monthly Deposit
Estimated return after maturity
3 years
2,500/-

1,00,000/-

5 years
1,440/-

1,00,000/-

8 years
790/-

1,00,000/-

10 years
590/-

1,00,000/-

12 years
455/-

1,00,000/-




Source: AIBL website

2.8.7 Mudaraba Millennium Saving Scheme

Table2.8.7: Mudaraba Millennium Saving Scheme

	Period
	Monthly Deposit
	Estimated return after maturity period

	3 Years
	25000/-
	10 Lacs (1 Million)

	4 Years
	18100/-
	10 Lacs

	5 Years
	14240/-
	10 Lacs

	6 Years
	11500/-
	10 Lacs

	7 Years
	9300/-
	10 Lacs

	10 Years
	5850/-
	10 Lacs

	12 Years
	4530/-
	10 Lacs

	15 Years
	3245/-
	10 Lacs

	20 Years
	2020/-
	10 Lacs


Source: annual Report of AIBL

2.8.8 Mudaraba Kotipoti Savings Schemes

Table2.8.8: Mudaraba Kotipoti Savings Schemes

	Period of Deposit
	Monthly Installment
	Expected return after maturity period

	3 Years
	249800/-
	1 Crore

	4 Years
	180950/-
	1 Crore

	5 Years
	142100/-
	1 Crore

	6 Years
	114700/-
	1 Crore

	7 Years
	93100/-
	1 Crore

	10 Years
	58475/-
	1 Crore

	12 Years
	42600/-
	1 Crore

	15 Years
	32440/-
	1 Crore

	18 Years
	25230/-
	1 Crore

	20 Years
	20150/-
	1 Crore


Source: annual Report of AIBL

Grameen & small Investment Scheme

AIBL has introduced a new investment project as Grameen and small investment. The objective of this project is to introduced Shariah based banking system in rural and village area, creating cmployment through financing in low income group, build up savings attitude, improvement of living standard of rural low income mass people, creating opportunity to carry out Islamic lifestyle by way of alleviating poverty and at the same time financially establish career men/women by investing in small investment projects. Initially, this scheme is introduced in two branches of AIBL I.e. Gallai, comilla and ruposhpur, srimongol. There is a plan to expand gradually this project in other rural branches, thus, within the scope of Grameen and small investment scheme, the following sectors have been invested:

2.8.8. Figure: Grameen & small Investment Scheme

	1. Fisheries
	10. vegetables business

	2. Poultry
	11. Cultivation of battle leaf

	3. cattle
	12. tailoring business

	4. Goat
	13. Work of bamboo and cane

	5.cow
	14 cultivation of pineapple

	6. poultry farm
	15. earthen ware

	7. preparing muree
	16. purchasing rickshaw

	8. preparing sweets
	17. cultivation of lemon

	9. cosmetics items
	



     Source: Annual report of AIBL

· Under this method, after getting the demand and the giving assurance of credit payment y the customer, bank takes the authority to purchase the specific goods on behalf of its customer and after that sells them to that customer.

· In this case bank obviously has to purchase the goods form a third party and has to keep them under its authority for an instance. After that, a sale agreement is accomplished between the bank and the customer.

· Here, goods are firstly delivered to the customer and payment is made on a specific future time. It is clear that in this method, goods are reached under the authority before payment is done  

· In this method, bank is not liable to inform about the buying price and the amount of profit respectively to the customer. This only tiling mat is mentioned to that client is the selling price of those goods.

· If the customer fails to pay the payment of the goods on a specific time and therefore if that customer takes some extra time to pay it fully, then in that sort of case, bank cannot charge any more profit due to that overtime period. 

2.9 Management of AIBL

Management is the process of planning leading and controlling the work of organizations numbers and of using all available organizational resources to reach stated organizational goals. 

The strength of a bank depends on the strength of its management’s team. Al-Arafah Islami Bank Ltd. is proud to have a team of highly motivated, well- educated and experienced executives who have been contributing substantially to the continued progress of the bank. The management is ably supported and assisted by well-motivated and experienced officers and members of staff.
2.10 Human Resource Department of AIBL

In today’s aggressive business environment, only the quality of human recourses makes the difference. The bank’s assurance to attract the best persons to work for it and the adoption of the latest information technologies is reflected in the efforts of the bank in the in the development of its human resources. In the faces of today’s global competition bank envisages to develop highly motivated workforce and to equip them with latest skills and technologies. A good working environment promotes a high level of faithfulness and assurance, devotion and dedication on the part of the employees. 

Al-Arafah Islami bank has a training center to develop its employees. Al-Arafah Islami bank sent number of officers to Bangladesh institute of Bank Management and other training institutes for specialized training on various aspects of banking. The bank has set up a training institute for providing training facilities of its executive’s officers. The training institute has already conducted a number of courses. A number of officers have been sent for foreign training. Al-Arafah Islami bank believes in professional excellence and considers its working force as its most valuable assets and the basis of its competence and power. 

Figure: manpower position of Al-Arafah Islami Bank Ltd. 


	        Manpower Position of AIBL



[image: image9]
Source- Service Rule of AIBL
2.11 Managements Organogram  
Management Organogram of AIBL is given below 
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	                 Assistant vice president


2.12 Organogram of Islampur Branch

Figure: Organogram of Islampur Branch
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Source- Official website of AIBL
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3.0 Emergence of Islamic Banking

For an expanding economy, a developed and efficient banking system is indispensable. Among others, it helps transfer of financial resources from surplus units to deficit units and, hence, helps accelerate the pace of development by securing uninterrupted supply of financial resources to people engaged in numerous economic activities. The tremendous development that the world economy has experienced in the last few decades was contributed by several factors among which, growing institutional supply of loan able funds must have played the pivotal role. The role of banking is comparable to what an artery system does in the human body. Both commercial banks and other development financial institutions provide short-, medium-, and long-term credits to businesspersons and entrepreneurs who usually take the lead in ventures of economic development. 
Institutional supply of credit has been made possible by a system of financial inter-mediation organized in a way where conventional banks collect small savings from the public by offering them a fixed rate of interest and advancing the loan able funds out of the deposited money to enterprising clients charging relatively higher rates of interest. The margin between these two rates is the bank's income. In addition, banks also provide many other services to the public for which it receives service charges. 

Despite the outstanding contribution of the conventional banking system (interest-based), several ancient and modern economists are critical about its efficiency level. Some economists consider the role of interest in the conventional banking mechanism as a major negative factor that contributes to cyclical fluctuations in the economy (Minsky 1982). Specifically, the ineffectiveness of interest rate as a stabilization tool during the period of the Great Depression is a case to note. This eventually called for Keynesian prescription of government intervention (Keynes 1964). Similar concern was expressed in a story published in Newsweek regarding Henry Kissinger, the former Secretary of State of USA. To quote, The instability has persisted and the uncertainty has continued. After going through the throes of painfully high levels of inflation, the world economy has experienced a deep recession and unprecedented rate of unemployment, complicated further by high level of real interest rates and unhealthy exchange rate fluctuations (Newsweek 1983). More recent concern over the potential instability of the world monetary and financial system was expressed by Maurice Allais, a Nobel Laureate, who called for an urgent reform of the World Economic Order (Allais 1993, pp.13-16). Others vehemently oppose the argument for using rate of interest as a stabilizing tool in the economy (Saud 1980, p.88). This called for the emergence of a new system of banking capable of tackling new challenges that the present world economy, particularly the financial sector, has been facing. 

In response, though not exactly to that exigency but for quite a few other reasons, the second half of the twentieth century witnessed a distinctly separate line of thinking on banking. This was institutionalized at the end of third quarter and subsequently emerged as a new system of banking called Islamic Banking {also called Profit-Loss-Sharing Banking (PLS)}. The world has now been experiencing operation of as many as 250 Islamic banks and financial institutions in more than 50 countries, Muslim and non-Muslim. 

There are religious as well as economic reasons, which have contributed to the emergence of PLS-banking as an alternative to its conventional counterpart. It is the prohibition of 'Riba' in the Quran that, according to the proponents of the PLS-system, was the source of inspiration for establishing banks in line with Islamic Shariah (Muslehuddin 1987, pp.24-27). The basic intention behind establishing Islamic banks was the desire of Muslims to reorganize their financial activities in a way that do not contradict the principles of Shariah and enable them to conduct their financial transactions without indulging into Riba (Ahmad 1992). These writers consider rate of interest in the conventional banking mechanism synonymous to Riba, the term as used in the Quran [2:275; 30:39]. One of the reasons for this is that the outcome of the productive effort is uncertain, and so interest necessarily involves an element of Gharar, that is, uncertainty (Chapra 1985, p.64). On this religious ground, proponents of the PLS-system urge the Islamic community to avoid all transactions with institutions that are interest-based. 

The economic reason derived from a verse of the Quran providing inspiration to devise an interest-free financial system has been substantiated in the way that interest, instead of increasing wealth, reduces it [30:34]. The primary reason of why the Quran has taken such a hard approach towards interest is that Islam stands for establishing a just economic system free from all kinds of exploitation (Chapra 1985). Further, Muslim economists consider depression and stagflation very often found in the capitalist world as an outcome of the financial system based on interest (Rahman 1976). 

Thus, Islamic banking emerged as a response to both religious and economic exigencies. While religious exigency calls for avoiding any transaction based on interest, economic exigencies, on the other hand, provide a new outlook to the role of banking in promoting investment / productive activities, influencing distribution of income and adding stability to the economy. Islamic banking is thus perceived as an improved system in all dimensions.

3.1 The first attempt

Interestingly, the concept of Islamic Banking is several decades old. The first attempt to establish an Islamic financial institution took place in Pakistan in the late 1950s with the establishment of a local Islamic bank in a rural area (Wilson 1983). Some pious landlords who deposited funds at no interest, and then loaned to small landowners for agricultural development initiated the experiment. The borrower did not pay interest on the credit advanced, but a small charge was levied to cover the bank's operational expenses. The charge was far lower than the rate of interest. Although the experience was encouraging, two main factors were responsible for its failure. First, the depositors' landlords regarded the deposits as a one-time event. With the increasing number of borrowers the gap between available capital and credit demanded was huge. Secondly, the bank staff did not have complete autonomy over its operation; depositors showed considerable interest in the way their money was lent out (Ibid).

3.2 The second attempt
The second pioneering experiment of putting the principles of Islamic banking and finance into practice was conducted in Egypt from 1963 to 1967 through the establishment of the Mit Ghamr Savings Bank in a rural area of the Nile Delta. The experiment combined the idea of German savings banks with the principles of rural banking within the general framework of Islamic values (Ahmed 1992). The bank's operation was based on the same Islamic principle i.e. no-interest to the depositors or from the borrowers. Unlike the Pakistani bank, the borrower had to have deposits in the bank in order to request a loan. The experiment soon became successful; more branches were opened in different parts of the country, and the amount of deposits increased. Hence, what started as a single bank operation expanded to form a network of local savings banks. Although the project made a good start and initial results were more than encouraging, it suffered a setback owing to changes in the political atmosphere. Nevertheless, the project was revived in 1971 under the name of Nasser Social Bank. This was the first Islamic bank in an urban setting based in Cairo. The bank is a public authority with an autonomous status. Its purpose was mainly to promote social concerns such as granting of interest-free loans for small projects on a profit-loss-sharing basis, and assistance to the poor and needy students for university and higher education. Because of these social functions, Nasser Social Bank was granted an exemption from the Banking and Credit Law of 1957 in its initial stages. The bank was originated under the Ministry of Treasury but it is now functioning under the Ministry of Social Welfare and Insurance. Its capital comes from the funds allocated by the President from extra budgetary resources, appropriation from the state budget, and contribution from the Ministry of Awqaf (Ahmed 1992). The principles of operation of the Naser Social Bank are very similar to those of the Mit Ghamr Savings Bank. However, the latter offers a full range of normal banking services and a wide range of investment activities through equity participation (Ashker 1987, pp.18-35).
3.3 Tabung Hajji: a successful attempt

Islamic banking, with a very different approach contemporary to that in Egypt, emerged in Malaysia. It was a financial institution developed for the pilgrims of Malaysia. These institutions were established in response to what was the contention of the Malaysian Muslims that money spent on pilgrimage must be clean and untainted with 'Riba'. Since this was not possible by depositing money with the ordinary banks, a special financial institution had to be created. Consequently, Pilgrims Saving Corporation was established in 1963, which was later on incorporated into the Pilgrims Management Fund Board (Tabung Hajji) in 1969 (A. Ahmad 1993).
3.4 Other attempts
Next to follow was the Dubai Islamic Bank in 1975. The Dubai Islamic Bank is a public limited company having its office at Dubai, U.A.E. with capital of 50 million Dirhams. Since then, a number Islamic banks and financial institutions have been established in different parts of the world and have been functioning successfully. 
A significant development in Islamic banking has been the granting of an Islamic bank license in Saudi Arabia to the fifty-year old "Al-Rajhi Company", a firm noted for its currency, exchange and commercial activities, whose assets exceed $5 billion. The firm started operation in 1985 under the name of "Al-Rajhi Banking Investment Corporation" and has since developed active relationships with major manufacturing and trading companies in Europe and several U.S. corporations. The emerging success of Al-Rajhi in operating profitably in different regions of the world has increased pressure on the Saudi government to go for full-fledged Islamic banking (Mangla, Uppal & Swamy 1988, p.54). 

An example of multi-cooperation at the government level in the field of Islamic banking, is the Islamic Development Bank, which was founded in 1975 as a multi-national corporation by several Muslim countries. The purpose of the bank is to support social and economic development in Muslim nations within an Islamic Framework. The subscribers of the capital are the founder governments and, as such, it was established by government treaty. 

In addition, an Islamic bank/investment company was established in Bahamas in 1977 as a multi-national holding company under the name of Islamic Investment Company, ICC limited. Its purpose was to establish 'Mudaraba' (partnership companies) in various parts of Islamic countries. The company has established two 'Mudaraba' subsidiaries in Sharjah and Pakistan. 

A second example of Islamic banking in the West comes from Luxembourg, where the Islamic Banking System International Holding was established in 1978 as a joint-stock company. Its purpose was to establish international Islamic banks in different parts of the western countries where there are communities of Muslims, and to participate in investment projects in Islamic and non-Islamic countries. The company's investment operations are spread over different parts of the world. As a holding company, it established a new affiliated company in London in June 1983 under the name of Islamic Finance House, and another in Denmark in 1982 under the name of the Islamic Bank International of Denmark. 
Dar-al-mal-al-Islami (DMI), based in Geneva, was established in 1981. DMI aims to foster an Islamic financial system based on equity and social justice by incorporating three types of institutions - banking, investment and insurance. Thus, DMI may be considered as a major multi-national company, the activities of which consist of Islamic investments, Islamic solidarity (insurance) and Islamic banking operations (Ashker 1987, pp.18-35). DMI group has adopted a high profile and ambitious campaign to open an Islamic bank and investment in over thirty countries. 

The second major group is the Kuwait Finance House (KFH). It was established in 1978. The Kuwait government and the remainder by private Kuwait investors own Forty-nine percent of the KFH. Total value assets of KFH at the end of 1987 was $3.92 billion with a deposit of $3.62 billion. The source of KFH's liquidity is cheap deposits from faithful Muslims. The group has concentrated on large scale project financing, particularly in real estate. The KFH does have a minimum account size and, therefore, it could be argued that the institution only caters to the richer members of the society. 

Another dynamic Islamic banking conglomerate is the 'Al-Baraka' group, which operates banks, investment companies, financial advisory and management companies in more than a dozen countries. It launched its activities only in 1982, but the group now has a total asset of over $2.7 billion. It is considered to be one of the fastest growing Islamic enterprises. The group has operations in Tunisia, Sudan, Bahrain, Turkey, and Malaysia. It is the first group to obtain a license to launch Islamic banking in London.

Complete Islamization Efforts

A development of complete Islamization of banking at national levels had been gaining momentum since the second half of the 1970s. The movement took basically two forms. First, an attempt was made to establish Islamic financial institutions side-by-side with traditional banking. In such attempts, two types of institutions were evolved: Islamic banks were established mostly in Muslim countries; and Islamic investment and holding companies started operating in some Muslim but mostly in non-Muslim countries. These institutions claimed to be operating without interest in their transactions and competed with conventional banks to attract deposits. The majority of these institutions were established through private initiatives. Second, an attempt was made to restructure the whole financial system of the economy in accordance with the teachings of Islam. This second approach was accomplished in two distinct ways, as exemplified by the changes in Iran and Pakistan. Complete Islamization efforts of some leading countries are now discussed.
3.5 Iran Islamic Banking System

The process of Islamization of Islamic banking in Iran has proceeded in three distinct phases. Nationalization, restructuring, and reorganization of the entire banking system characterized phase one taking place between 1979 and 1982. External and internal developments did not allow the policy makers to develop a coherent plan for Islamization of the banking system, although various piecemeal attempts were made towards this objective (Khan & Mirakhor 1989). 

The second phase began in 1982 and lasted until 1986. It was a phase primarily characterized by adoption of legislative and administrative steps in order to implement a clearly articulated model of Islamic banking (Iqbal & Mirakhor 1987, p.106). The law for Riba-free banking was passed in August 1983, giving a very short deadline of one year to the banks to convert their deposits in line with Islamic law and their total operations within three years from the date of the passage of the law. 

The third phase, which continues till now, began in 1986. This phase defines the role of the Islamic banking system differently from the earlier phases. The system is now expected to be an integral part of the Islamic government, and thus, a direct instrument of its policies. This development is a direct result of the political debate within Iran surrounding the proper role of the government in an Islamic economy. This debate culminated in a ruling by Imam Khomini, which confirmed a highly activist role for the central government in shaping the structure of the Iranian economy and legitimized a trend in the interventionist posture of the government vis-vis the economy. The ruling also indirectly affirmed the use of the banking system as an instrument for promoting social and economic development. 

The banking sector has been used as an instrument to restructure the Iranian economy. The restructuring was essentially directed towards the shifting of financial resources from services and consumption to the production sector in four ways. First, credit to the service sector, which constituted some 55 percent of the GDP (1984-85), has been drastically reduced to halt its expansion in the short-run and curtail its size in the mid-term. Second, using all available modes of Islamic finance to help farmers to improve and expand production has used bank credit to encourage the growth of the agricultural sector. Coupled with substantial government subsidies for seed, fertilizer, machinery, and crop insurance, the credit policy of the banking system is aimed at reviving the agricultural sector. Third, Islamic banking has been used to create incentives for the development of a co-operative sector spanning agriculture, industry, and trade. Fourth, the banking system, in partnership with the government, undertakes to finance large industrial projects and investment in social overhead capital (Mirakhor & Zaidi 1988, p.3).

3.6 Pakistan Islamic Banking System
Pakistan adopted a policy of gradual transformation of its banking system from February 1979 after several years of study and preparation by the government-appointed Council of Islamic Ideology (CII). The process started when the President of Pakistan announced that interest was to be removed from the economy within a period of three years. Three of the specialized credit institutions--the House Building Corporation, National Investment Trust, and Mutual Trust Funds of Investment Corporation of Pakistan--were to remove interest from their financing operations immediately. 

Following the directive issued by the government in January 1981, separate counters were opened in the commercial banks for accepting deposits on a PLS basis. Commercial banks were instructed to create separate accounts for deposits in their interest-based operation and those received on the PLS basis. A series of directives were issued in 1981 by the State Bank of Pakistan permitting commercial banks to issue non-interest based credit to finance exports and imports of commodities, and to provide financing for trading operations and housing. In June 1984, the government announced discontinuation of dual window operations of the banking system within one year. As a result, all financial operations of the banking and financial system, except the foreign currency deposits which continue to earn fixed interest, were brought under the non-interest based modes of financing. 

However, along with the change of regime the progress of Islamic banking has been constrained by lack of operating Islamic ethical norms in the business environment. The posture of the policy makers toward Islamic banking in Pakistan has been marked by a great deal of caution. The banking community has shown a reluctance to engage in medium- or long-term industrial financing on a profit-sharing basis. Islamic banking in Pakistan appears to be at a crossroads, and if there is to be further progress the regulatory and legal conditions must be such that the system will have a fair chance to perform as expected.

3.7 Bangladesh Islamic Banking System

In November 1982, a delegation of IDB visited Bangladesh and showed keen interest to participate in establishing a joint venture Islamic bank in the private sector. They found a lot of work had already been done and Islamic banking was in a ready form for immediate introduction. Two professional bodies -Islamic Economics Research Bureau (IERB) and Bangladesh Islamic Bankers' Association (BIBA) made significant contributions towards introduction of Islamic banking in the country. They came forward to provide training on Islamic banking to top bankers and economists to fill-up the vacuum of leadership for the future Islamic banks in Bangladesh. They also held seminars, symposia and workshops on Islamic economics and banking throughout the country to mobilise public opinion in favour of Islamic banking. 

Their professional activities were reinforced by a number of Muslim entrepreneurs working under the aegis of the then Muslim Businessmen Society (now reorganised as Industrialist & Businessmen Association). The body concentrated mainly in mobilising equity capital for the emerging Islamic bank. At last, the long drawn struggle to establish an Islamic bank in Bangladesh became a reality and Islami Bank Bangladesh Limited was established in March 1983 in which 19 Bangladeshi national, 4 Bangladeshi institutions and 11 banks, financial institutions and government bodies of the Middle East and Europe Including IDB and two eminent personalities of the Kingdom of Saudi Arabia joined hands to make the dream a reality. Later, other three Islamic Banks were established in the country. 

Islami Bank Bangladesh Limited (IBBL)
IBBL is considered to be the first interest free bank in Southeast Asia. It was incorporated on 13-03-1983 as a Public Company with limited liability under the companies Act 1913. The bank began operations on March 30, 1983. 

IBBL is a joint venture multinational Bank with 63.92% of equity being contributed by the Islamic Development Bank and financial institutions like-Al-Rajhi Company for Currency Exchange and Commerce, Saudi Arabia, Kuwait Finance House, Kuwait, Jordan Islamic Bank, Jordan, Islamic Investment and Exchange Corporation, Qatar, Bahrain Islamic Bank, Bahrain, Islamic Banking System International Holding S. A., Luxembourg, Dubai Islamic Bank, Dubai, Public Institution for Social Security, Kuwait Ministry of Awqaf and Islamic Affairs, Kuwait and Ministry of Justice, Department of Minors Affairs, Kuwait. In addition, two eminent personalities of Saudi Arabia namely, Fouad Abdul Hameed Al-Khateeb and Ahmed Salah Jamjoom are also the sponsors of IBBL. The total number of branches as of December 2001 stood at 121. The authorized capital of the bank is Tk. 500 million and subscribed capital is Tk. 160 million. 

Al-Baraka Bank Limited, 

Al-Baraka Bank Limited often called the second Islamic bank in Bangladesh, commenced banking business as a scheduled bank on May 20, 1987. It is a joint venture enterprise of Al-Baraka Investment and Development Company a renowned financial and business house of Saudi Arabia, Islamic Development Bank, a group of eminent Bangladesh industrialists and the Government of Bangladesh. The authorized capital of the bank is Tk 600 million and the paid up capital is Tk. 204.07 million. The Bank currently operates 34 branches throughout the country. Apart from extending conventional commercial banking facilities to its customers, the bank has also given substantial financial support to the development of industrial and real estate projects. 

Al-Arafah Islami Bank Bangladesh Limited 

Al-Arafah Islami Bank Bangladesh Limited commenced its business as a scheduled bank on September 27, 1995. The authorized capital of the bank is Tk. 1,000 million while its paid up capital is Tk. 101.20 million. The Bank follows the Shariah principles in investment and invests its funds under Mudaraba, Musharaka, Bai-Muajjal, Bai-Salam, etc. Up to 2001, the Bank has been operating its business through 40 branches all over the country. 

Social Investment Bank Limited

Social Investment Bank Limited is another bank guided by the Islamic principles. It started its journey in November 1995. Its authorized capital is Tk. 1,000 million and paid-up capital is Tk. 118.36 million. Up to September 2001, the Bank has been operating its business through 15 branches
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4.0 Investment

AIBL is a joint venture multinational bank with 58.03% of equity being contributed by the Islamic Development Bank and Financial institutions. The total number of branches in 2016 stood at 286. Now the authorize capital of the bank is TK. 20,000 million and paid-up capital  tk   9,943.06 Million. Al-arafah Islami bank Bangladesh limited (AIBL) is considered to be the first interest free bank in stoutest Asia.  It was incorporated on 13-03-1983 as a public company with limited under the company’s act 1913. The bank began operations on March 30, 1983, with major share by the foreign entrepreneurs.

Investment is the action of deploying funds with the intention and expectation that they will earn a positive return for the owner. Funds maybe be invested in either real assets or financial assets. Specific examples of financial investments are: deposits of money in a bank account, the purchase of Mudaraba savings bonds or stock in a company. Since Islam condemns hoarding savings and a 2.5 percent annual tax (zakat) is imposed on savings, the owner of excess savings, if he is unable to invest in real assets, has no option but to invest his savings in financial assets. 

4.1 Investment Modes of AIBL

Credit department of AIBL actually invests its money in various sectors of the ecnomy through different modes permitted by Shariah and approved by Bangladesh Bank. The modes of investment are as follows: 

1. Bi-Mechanism

2. Share Mechanism

3. Ijara Mechanism

4.1 Fig: Investment Modes of AIBL



Source- Official website of AIBL

4.2 Investment Procedure of AIBL
Generally a bank takes certain steps to deliver its proposed investment to the client. But the process takes deep analysis, because banks invest depositors fund, not banks, own fund. If the name fails to meet depositors demand, then it must collapse. So, each bank should take strong concentration on investment proposal. However, Islami Bank Bangladesh limited (IBBL) makes its investment decision through successfully passing the following crucial

Steps:

· Selection of the client

· Application stage

· Appraisal stage

· Sanctioning stage

· Documentation stage

· Disbursement stage

· Monitoring and recovery stage
4.3  Investment Products of AIBL

                                              4.3 Fig: investment products of AIBL




Source- Official Website of AIBL
4.4 Bai-Murabaha

A. BAI-MUAJJAL

Meaning

The terms “Bai” and “Murabaha” have been derived from Arabic words Murabaha” and “Bai”. The word Bai means purchase and sale and the word Murabaha means a in cash” Bai-Murabaha means sale for which payment is in cash or in future fixed date or within a fixed period. In short, it is a sale on cash.

Definition

Bai-Murabaha may be defined as a contract between a buyer and a seller under which the seller sells certain specific goods (permissible under Islamic Shariah and the Law of the land), to the buyer at a cost plus agreed profit payable in cash or on any fixed future date in lump-sum or by installments. The profit marked-up may be fixed in lump-sum or in percentage of the cost price of the goods.

0Types of Murabaha

In respect of dealing parties Bai-Murabaha may be of two types.
Ordinary Bai-Murabaha
If there are only two parties, the seller and the buyer, where the seller as an ordinary trader purchases the goods from the market without depending on any order and promise to buy the same from him and sells those to a buyer for cost plus profit, then the sale is called Ordinary Bai-Murabaha.

Bai-Murabaha on Order and Promise 

If there are three parties, the buyer, the seller and the Bank as an intermediary trader between the buyer and the seller, where the Bank upon receipt order from the buyer with specification and a prior outstanding promise to buy the goods from the Bank, purchases the ordered goods and sells those to the ordering buyer at a cost plus agreed profit, the sale is called “Bai-Murabaha on Order or Promise”, generally known as Murabaha.

This Murabaha upon order and promise is generally used by the Islami Banks, which undertake the purchase of commodities according to the specification requested by the Clients and sale on Bai-Murabaha to the one who ordered for the goods and promised to buy those for its cost price plus a marked-up profit agreed upon previously by the two parties, the Bank and the Clients.
Important Features of Bai-Murabaha

1)      It is permissible for the client to offer an order to purchase by the bank particular goods deciding its specification and committing him to buy the same from the bank on Murabaha, i.e. cost plus agreed upon profit.

2)      It is permissible to make the promise binding upon the client to purchase from the bank, that is, he is to either satisfy the promise or to indemnify the damages caused by breaking the promise without excuse.

3)      It is permissible to take cash/collateral security to guarantee the implementation of the promise or to indemnify the damages.

4)      It is also permissible to document the debt resulting from Bai-Murabaha by a guarantor, or a mortgage, or both like any other debt.  Mortgage/Guarantee/Cash security may be obtained prior to the signing of the agreement or at the time of signing the agreement.

5)      Stock and availability of goods is a basic condition for signing a Bai-Murabaha agreement. Therefore, the bank must purchase the goods as per specification of the client to acquire ownership of the same before signing the Bai-Murabaha agreement with the client.

B. Bai-Muajjal

Meaning

The terms “Bai” and “Muajjal” have been derived from Arabic words Ajal and Bai. The word Bai means purchase and sale and the word Ajal means a fixed time or a fixed period” Bai-Muajjal means sale for which payment is made at a future fixed date or within a fixed period. In short, it is a sale on credit.

Definition

Bai-Muajjal may be defined as a contract between a buyer and a seller under which the seller sells certain specific goods (permissible under Islamic Shariah and the Law of the Country), to the buyer at a agreed fixed price  payable at a certain fixed future date in lump-sum or within a fixed period  by fixed installments. The seller may also sell the goods purchased by him as per order and specification of the Buyer.

Important Features of Bai-Muajjal

1)      It is permissible for the client to offer an order to purchase by the bank particular goods deciding its specification and committing him to buy the same from the bank on Bai-Muajjal i.e. deferred payment sale at fixed price.

2)      It is permissible to make the promise binding upon the client to purchase from the Bank, that is, he is to either satisfy the promise or to indemnify the damages caused by breaking the promise without excuse.

3)      It is permissible to take cash / collateral security to guarantee the implementation of the promise or to indemnify the damages.

4)      It is also permissible to document the debt resulting from Bai-Muajjal by a guarantor, or a mortgage or both like any other debt. Mortgage/Guarantee/Cash security may be obtained prior to the signing of the Agreement or at the time of signing the Agreement.

5)   Stock and availability of goods is a basic condition for signing a Bai-Muajjal agreement, therefore, the bank must purchase the goods as per specification of the client to acquire ownership of the same before signing the Bai-Muajjal agreement with the client.
C. Bai – Salam
Meaning

The terms “Bai” and “Salam” have been derived from Arabic words Bai and Salam. The word “Bai” means “sale and purchase” and the word Salam means “Advance”. “Bai-Salam” means Advance Sale and Purchase.

Definition

Under this mode Bank will executive purchase contract with the client and make payment against purchase of product, which is under process of production. Bai-Salam contract will be executed after making any investment showing price, quality, quantity, time, place and mode of delivery. The profit is to be negotiated. The payment as the price of the goods is made at the time of Agreement / on the spot and the delivery of the goods is deferred.

Fixation of Purchase Price

Points are to be considered at the time of bargaining with the client for fixation of price of the goods to be purchase under Bai-Salam. The time for taking delivery of the goods is anticipated time from the date of date of Bai-Salam price to final disposal of the goods. Taking delivery and costs for marketing, transportation charges, and selling commission etc. Godson Guard’s salary, insurance, rent etc. Present market price and the anticipated sale price at the time of disposal of the goods. Expected rate of returns is as per Head Office norms. All areas of appraisal should be carefully studied and the Appraisal forms should be completed properly. Purchase price shall be fixed-up with due study keeping in view that after sale of the goods the Bank gets profit as per expected Rate of Return.

Taking Delivery

The client shall exclusively utilize the investment for the purpose for which he has taken it and shall deliver/export the goods as per Bai-Salam Agreement. The Bank shall take delivery of the goods from the client either by itself or through its representative as per Bai-Salam Agreement and Delivery Schedule. The bank shall not disburse the investment unless the client completes all necessary arrangements for the proposed production /manufacture. In case the Client tails to produce and deliver/export the goods, he will immediately refund the money received from the Bank. If necessary Bank may authorize the Client in writing to sell/deliver/supply/export the Bai-Salam goods against his /their license /contract/sale agreement for and on behalf of the Bank as its agent at a price not lower than the price fixed by the Bank provided a separate agency agreement is executed between the bank and the Client (Agent).

Taking delivery of the goods after the due date of delivery as per schedule shall be at the absolute discretion of the Bank.

Important Feature of Bai-Salam

1)  Bai-Salam is a mode of investment allowed by Islamic Shariah in which commodity/product can be sold without having the said commodity/product either in existence or physical/constructive possession of the seller.

2)  Generally, industrial and agricultural products are purchased in advance under Bai-Salam mode of investment.

3)  It is permissible to obtain collateral security from the seller client to secure the investment.

4)  It is also permissible to obtain mortgage and/or personal guarantee from a third party as security.
5)Bai-Salam on a particular commodity/product or on a product of a particular field or farm cannot be affected.

Leasing mode 

D. Hire purchase /Ijarah 

The term Ijarah has been derived from the Arabic works Ajr and Ujrat which means consideration, return, wages or rent. This is really the exchange value or consideration, return, wages, rent of service of an Asset. Ijarah has been defined as a contract between two parties, the Hiree and Hirer where the Hirer enjoys or reaps a specific service on benefit giant a specified consideration or rent from the asset owned by the Hiree. It is a hire agreement under which a certain asset is hired out by the Hiree to a Hirer against fixed rent or rentals for a specified period.

Hire Purchase Under shirkatul Melk

Hire purchase under shirkatul Melk is a special type of contract which has been developed through practice. Actually, it is a synthesis of three contracts: Shirkat, Ijarah and sale. Shirkat means partnership. Shirkatul Melk means share an ownership. When two or more persons supply equity, purchase an asset, own the same jointly, and share the benefit as per agreement and bear the loss in proportion to their respective equity, the contract is called Shirkatul contract.

Stages of Hire Purchase under Shirkatul Melk

Thus Hire Purchase under Shirkatul Melk Agreement has got three stages:

•Purchase under joint ownership.

•Hire and

•Sale and /or transfer of ownership to the other partner Hirer.
4.5 Share (partnership) Mechanism

A. Mudaraba

Meaning 

In Islamic finance, Mudarabah is a distinct type of partnership, wherein one partner provides the capital to an entrepreneur (another partner) for investing in a commercial initiative, with the objective of sharing profit from the commercial entity
Definition

In Islamic finance, mudaraba is a trust financing contract.Mudaraba may be conducted between investment account holders as fund providers and the Islamic bank as a mudarib. It may also be conducted between the Islamic bank, as fund provider, on behalf of itself or on behalf of investment account holders, and business owners and other craftsmen or traders etc.Mudaraba is a partnership where capital is provided, in cash or assets (no debt is accepted) by one party - the fund provider - and labour is provided by the other party - mudarib.Both parties can appoint agents on their behalf.  A mudaraba contract could be terminated unilaterally except when a term has been agreed by both parties, in which case the mudaraba could only be prematurely terminated by mutual agreement.  In addition, if the mudarib has already started the business, in the mudaraba contract, it becomes binding until actual or constructive liquidation.
Steps in Mudaraba:

Here are 2 types of Mudarabah namely:
Al Mudarabah Al Muqayyadah: Rab-ul-Maal may specify a particular business or a particular place for the mudarib, in which case he shall invest the money in that particular business or place. This is called Al Mudarabah Al Muqayyadah (restricted Mudarabah).

Al Mudarabah Al Mutlaqah: However if Rab-ul-maal gives full freedom to Mudarib to undertake whatever business he deems fit, this is called Al Mudarabah Al Mutlaqah (unrestricted Mudarabah). However Mudarib cannot, without the consent of Rab-ul-Maal, lend money to anyone. Mudarib is authorized to do anything, which is normally done in the course of business. However if they want to have an extraordinary work, which is beyond the normal routine of the traders, he cannot do so without express permission from Rab-ul-Maal. He is also not authorized to:

a) Keep another Mudarib or a partner

b) Mix his own investment in that particular Modarabah without the consent of Rab-ul Maal.

Conditions of Offer & Acceptance are applicable to both. A Rab-ul-Maal can contract Mudarabah with more than one person through a single transaction. It means that he can offer his money to ‘A’ and ‘B’ both so that each one of them can act for him as Mudarib and the capital of the Mudarabah shall be utilized by both of them jointly, and the share of the Mudarib.

Investment

In Mudarabah, Rab-ul-maal provides the investment and Mudarib the management therefore the Rab-ul-maal should hand over the agreed investment to Mudarib and leaves everything to Mudarib with no interference from his side but he has the authority to:
a) Oversee the Mudarib’s activities and

b) Work with Mudarib if the Mudarib consents.

In what form should the capital be? Should it be liquid or non-liquid assets like equipment, land etc. can these form a capital?

The basic principle is that the capital in Mudarabah is valid just the way as it is in Shirkah which according to Hanafi fiqh should be in liquid form but according to other scholars equipment, land etc can also be included as capital. However all agree on the following:

Assets other than cash can be used as an intermediate step.

However this is subject to the determination of exact amount of the assets before it is used for Mudarabah. If the assets are not correctly evaluated, the Mudarabah is not valid.

Mudarabah Expenses

The Mudarib shares profit of the Mudarabah as per agreed rate with the investor but his expenses like meals, clothing, conveyance and medical are not borne by Mudarabah. However, if he is traveling on business and is overstaying the night, then the above expenses shall be covered from capital. If Mudarib goes for a journey which constitutes Safar-e-Sharai (more than 48 miles) but does not overstay the night, his expenses will not be borne by Mudarabah.
All expenses which are incidental to the Mudarabah’s function like wages of employees/workers or Commission in buying/selling or stitching, dyeing expenses etc have to be paid by the Mudarabah. However all expenses will be included in the cost of commodities which Mudarib is selling for eg. if he is selling readymade garments then the stitching, dyeing, washing expenses etc. can be included by the Mudarib in the total cost of the garments.

If the Mudarib manages the Mudarabah within his city , he will not be allowed any expenses, only his profit share. Similarly, if he keeps an employee, this employee will not be allowed any expenses, just his salary.

If the Mudarabah agreement becomes Fasid due to any reason, the Mudarib’s status will be like an employee, meaning:

a) Whether he is traveling or doing business in his city, will not be entitled to any expense such as meals, conveyance, clothing, medicine etc.
b) he will not be sharing any profit and will just get Ujrat-eMisl (ordinary pay) for his job.

Distribution of Profit & Loss

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. The Shariah has prescribed no particular proportion; rather it has been left to their mutual consent. They can share the profit in equal proportions and they can also allocate different proportions for Rab-ul-Maal and Mudarib. However in extreme case where the parties have not predetermined the ratio of profit, the profit will be calculated at 50:50.
The Mudarib & Rab-ul-Maal cannot allocate a lump sum amount of profit for any party nor can they determine the share of any party at a specific rate tied up with the capital. For example, if the capital is Rs.100,000/-, they cannot agree on a condition that Rs.10,000 out of the profit shall be the share of the Mudarib nor can they say that 20% of the capital shall be given to Rab-ul-Maal. However they can agree that 40% of the actual profit shall go to the Mudarib and 60% to the Rab-ul-Maal or vice versa

It is also allowed that different proportions are agreed in different situations. For example, the Rab-ul-Maal can say to Mudarib “If you trade in wheat, you will get 50% of the profit and if you trade in flour, you will have 33% of the profit”. Similarly, he can say “If you do the business in your town, you will be entitled to 30% of the profit and if you do it in another town, your share will be 50% of the profit”.

Apart from the agreed proportion of the profit, as determined in the above manner, the Mudarib cannot claim any periodical salary or a fee or remuneration for the work done by him for the Mudarabah.

All schools of Islamic Fiqh are unanimous on this point. However, Imam Ahmad has allowed for the Mudarib to draw his daily expenses of food only from the Mudarabah Account. The Hanafi jurists restrict this right of the Mudarib only to a situation when he is on a business trip outside his own city. In this case he can claim his personal expenses, accommodation, food, etc. but he is not entitled to get anything as daily allowances when he is in his own city.

If the business has incurred loss in some transactions and has gained profit in some others, the profit shall be used to offset the loss at the first instance, then the remainder, if any, shall be distributed between the parties according to the agreed ratio.
The Mudarabah becomes void (Fasid) if the profit is fixed in any way. In this case, the entire amount (Profit + Capital) will be the Rab-ul-Maal’s. The Mudarib will just be an employee earning Ujrat-e-Misl.
The remaining amount will be called (Profit).

This profit will be shared in the agreed (pre-agreed) ratio.

Roles of the Mudarib:
Ameen (Trustee): To look after the investment responsibly, except in case of natural calamities
Wakeel (Agent) : To purchase from the funds provided by Rab-ul-Maal
Shareek (Partner): Sharing in any profit
Zamin (Liable): To provide for the loss suffered by the Mudarabah due to any act on his part.

Ajeer (Employee): When the Mudarabah gets Fasid due to any reason, the Mudarib is entitled to only the salary, Ujrat-e-Misl.

In case there is a loss, the Mudarib will not even get the Ujrate-Misl.

Termination of Mudarabah

The Mudarabah will stand terminated when the period specified in the contract expires. It can also be terminated any time by either of the two parties by giving notice. In case Rab-ul-Maal has terminated services of Mudarib, he will continue to act as Mudarib until he is informed of the same and all his acts will form part of Mudarabah.

If all assets of the Mudarabah are in cash form at the time of termination, and some profit has been earned on the principal amount, it shall be distributed between the parties according to the agreed ratio. However, if the assets of Mudarabah are not in cash form, it will be sold and liquidated so that the actual profit may be determined. All loans and payables of Mudarabah will be recovered. The provisional profit earned by Mudarib and Rab-ul-Maal will also be taken into account and when total capital is drawn, the principal amount invested by Rab-ul-Maal will be given to him, balance will be called profit which will be distributed between Mudarib and Rab-ul-Maal at the agreed ratio. If no balance is left, Mudarib will not get anything. If the principal amount is not recovered fully, then the profit shared by Mudarib and Rab-ulMaal during the term of Mudarabah will be withdrawn to pay the principal amount to Rab-ul-Maal. The balance will be profit, which will be distributed between Mudarib and Rab-ulMaal. In this case too if no balance is left, Mudarib will not get anything

4.6 Musharaka
Meaning 
He literal meaning of Musharakah is sharing. The root of the word “Musharakah” in Arabic is Shirkah, which means being a partner. It is used in the same context as the term “shirk” meaning partner to Allah. Under Islamic jurisprudence, Musharakah means a joint enterprise formed for conducting some business in which all partners share the profit according to a specific ratio while the loss is shared according to the ratio of the contribution. It is an ideal alternative for the interest based financing with far reaching effects on both production and distribution. The connotation of this term is little limited than the term "Shirkah" more commonly used in the Islamic jurisprudence. For the purpose of clarity in the basic concepts, it will be pertinent at the outset to explain the meaning of each term, as distinguished from the other. "Shirkah" means "Sharing" and in the terminology of Islamic Fiqh, it has been divided into two kinds:

(1) Shirkat-ul-milk (Partnership by joint ownership): It means joint ownership of two or more persons in a particular property. This kind of "Shirkah" may come into existence in two different ways:
a) Optional (Ikhtiari): At the option of the parties e.g., if two or more persons purchase equipment, it will be owned jointly by both of them and the relationship between them with regard to that property is called "Shirkat-ul-Milk Ikhtiari" Here this relationship has come into existence at their own option, as they themselves elected to purchase the equipment jointly.

b) Compulsory (Ghair Ikhtiari): This comes into operation automatically without any effort/action taken by the parties. For example, after the death of a person, all his heirs inherit his property, which comes into their joint ownership as a natural consequence of the death of that person.

There are two more types of Joint ownerships (Shirkat-ul-Milk):

Shirkat-ul-Ain

Shirkat-ul-Dain

A property in shirkat-ul-milk is jointly owned but not divided yet, is called Musha. In Shirkat-ul-milk undivided shares or other assets can be used in the following manner:

a) Mushtarik Intifa’: Mutually or jointly using an asset by taking turns under circumstances where the partners or joint owners are on good terms.
b) Muhaya: Under this arrangement the owners will set turns in days for example one may use the product for 15 days and then the other may use it for the rest of the month. c) Taqseem: Referring to division of the jointly owned asset. This may be applied for property where the asset that is owned can be divided permanently for example jointly taking a 1,000 sq. yards plot and making a house on 500 yards by each of the 2 owners. d) Under a situation where the partners are not satisfied with Muhaya arrangement, the property or asset jointly held can be sold off and proceeds divided between the partners.

(2) Shirkat-ul-Aqd (Partnership by contract): This is the second type of Shirkah, which means, "a partnership effected by a mutual contract". For the purpose of brevity it may also be translated as "joint commercial enterprise." Shirkat-ul-Aqd is further divided into three kinds
(i) Shirkat-ul-Amwal (Partnership in capital) where all the partners invest some capital into a commercial enterprise.
(ii) Shirkat-ul-Aamal (Partnership in services) where all the partners jointly undertake to render some services for their customers, and the fee charged from them is distributed among them according to an agreed ratio. For example, if two people agree to undertake tailoring services for their customers on the condition that the wages so earned will go to a joint pool which shall be distributed between them irrespective of the size of work each partner has actually done, this partnership will be a shirkat-ul-aamal which is also called Shirkat-ut-taqabbul or Shirkat-us-sanai or Shirkat-ul-abdan.
(iii)Shirkat-ul-wujooh (Partnership in goodwill). The word has its root in the Arabic word Wajahat meaning goodwill. Here the partners have no investment at all. They purchase commodities on deferred price, by getting capital on loan because of their goodwill and sell them at spot. The profit so earned is distributed between them at an agreed ratio.
Each of the above three types of Shirkat-ul-Aqd are further divided into two types:

a) Shirkat-Al-Mufawada: (Capital & labour at par): All partners share capital, management, profit, risk in absolute equals. It is a necessary condition for all four categories to be shared amongst the partners; if any one category is not is not shared, then the partnership becomes Shirkat-ulAinan. Every partner who shares equally is a Trustee, Guarantor and Agent on behalf of the other partners.
b) Shirkat-ul-Ainan : A more common type of Shirkatul-Aqd where equality in capital, management or liability might be equal in one case but not in all respect meaning either profit is equal but not labour or vice versa.
All these modes of "Sharing" or partnership are termed as "Shirkah" in the terminology of Islamic Fiqh, while the term "Musharakah" is not found in the books of Fiqh. This term (i.e. Musharakah) has been introduced recently by those who have written on the subject of Islamic modes of financing and it is normally restricted to a particular type of "Shirkah", that is, the Shirkat-ul-Amwal, where two or more persons invest some of their capital in a joint commercial venture. However, sometimes it includes Shirkat-ul-Aamal also where partnership takes place in the business of services.
It is evident from this discussion that the term "Shirkah" has a much wider sense than the term "Musharakah" as is being used today. The latter is limited to "Shirkat-ul-Amwal " only i.e. all the partners invest some capital into a commercial enterprise, while the former includes all types of joint ownership and those of partnership.
Uses Of Musharakah / Mudarabah :

These modes can be used in the following areas (or can replace them according to Shariah rules).
Asset Side Financing
Short/medium/long - term financing
Project financing

Small & medium enterprises setup financing

Large enterprise financing

Import financing

Import bills drawn under import letters of credit

Inland bills drawn under inland letters of credit

Bridge financing • LC without margin (for Mudarba)

LC with margin (for Musharakah)

Export financing (Pre-shipment financing)

Working capital financing

Running accounts financing / short term advances

Liability Side Financing
For current /saving/mahana amdani/investment accounts (deposit giving Profit based on Musharkah / Mudarabah – with predetermined ratio )

Inter- Bank lending / borrowing

Term Finance Certificates & Certificate of Investment

T-Bill and Federal Investment Bonds / Debenture.

Securitization for large projects (based on Musharkah)

Certificate of Investment based on Murabahah (Eg: Al Meezan Riba Free )

Islamic Musharakah bonds (based on projects requiring large amounts – profit based on the return from the project)
4.7 IJARAH

Meaning of Ijarah

According to Islamic Shariah, Ijarah is a contract between two parties – the lessor and the lessee, where the lessees (hirer or Mustajir) have the right to enjoy/ reap a specific benefit against a specified consideration/rent/wages form the lessor- the owner (muajjir).
Elements of Ijarah: according the majority of Fuqaha, there are three general and six detailed elements of Ijarah:

· The wording: this includes offer and acceptance

· Contracting parties: this includes a lessor, the owner of the property, and a lessee, the party that benefits from the use of the property.

· Subject matter of the contract: this includes the rent and the benefit.

· The lessor (mujjir) the individual or organization who hires/takes the lease of the property or service against the consideration rent/wages/remuneration is called the lessee (mustajir).

· The benefit (maajur) : the benefit that is leased/rented out is called the benefit (maajur)

· The rent (ujrat); the consideration either in monetary terms or in quantity of goods fixed to be paid against the benefit of the goods or service is called the rent or ujrat or Aj’r. 

4.8 HAIR-PURCHASE

Hire-purchase under Shirkatul Melk has been developed through practice. Actually, it is a synthesis of three contracts:

· Shirkat
· Ijarah and
· Sale.
Definition of Shirkatul Melk 

‘Shirkat’ means partnership. Shirkatul Melk means share in ownership. When two or more persons supply equity, purchase an asset and own the same jointly and share the benefit as per agreement and loss in proportion to their respective equity, the contact is called Shirkatul Melk. In the case of hire purchase under Shirkatul Melk, Islamic Banks purchase assets to be leased out, jointly with client under equity participation, own the same and share benefit jointly until the full ownership is transferred to the client.

Definition of Ijara

The term ‘Ijara;’ has been defined as a contract between two parties, the lessor and the lessee, where the lessee enjoys or reaps a specific service or benefit against a specified consideration or rent from the asset ownd by the lessor. It is a lease agreement under which  a certain asset is leased out by the lessor or to a lessee against specific recen or  rental for a fixed period. 

Definition of Sale Contract

This is a contract between a buyer and a seller under which the ownership of certain goods or asset is transferred by the seller to the buyer against agreed upon price paid by the buyer. In the case of hire purchase under shirkatul Melk, the lessor bank sells or transfers its title to the asset under a sale contract on payment of sale price. 

Stages of hire purchase under shirkatul melk 

Hire purchase under Shirkatul Melk Agreement has got three stages:

· Purchase of asset under joint ownership of the lessor and the lessee

· Hire and

· Sale and transfer of ownership by the lessor to the other partner- lessee.

Important Features:

· In case of hire purchase under Shirkatul Melk Transaction, the asset or property involved is jointly purchased by the lessor and the lessee with specified equity participation. In which the amount of equity and share in ownership of the asset of each partner are clearly mentioned. Under this agreement, the lessor and the lessee become co-owners of the asset under transaction in proportion to their respective equity.

· In Hire purchase under Shirkatul Melk Agreement, the exact ownership of both the lessor and lessee must be recoginized. However, if the partners wish and agree the asset purchased may be registered in the name of any one of them or in the name of any third party clearly mentioning the same in the hire purchase Shirkatul Melk Agreement.

· The sgare of the purchased asset owned by the lessor is put at the disposal possession of the lessee keeping the ownership with him for a fixed period under a hire agreement in which the amount of rent per unit of time and the benefit for which rent to be paid along with all other agreed upon stipulations are clearly stated. Under this agreement the lessee becomes the owner of the benefit of the asset not of the asset itself, in accordance with the specific provisions of te contract that entitles the lessor the rentals.

As the ownership of leased portion of asset lies with the lessor and rent is paid by the lessee against the specific benefit, the rent is not considered as price or part of price of the asset.

· In the Hire purchase under Shirkatul Melk agreement the lessor does not sell or the lessee does not purchase the asset but the lessor promise to sell the asset to the lessee only if the lessee pays the cose price/equity price of the asset as fixed and as per stipulations on which the lessee also gives undertakings. 

· The promise to transfer legal title by the lessor and undertakings given by the lessee to purchase the ownership of leased asset upon payment part by part as per stipulations are affected only when its is actually done by a separate sale contract. 

· As soon as any part of lessor’s ownership of asset is transferred to the lessee, that becomes the property of the lessee and hire contract forthat share/part and entitlement for rent there of lapses.

· Shitkatul Melk contract is effected from the day the equally of both parties deposited and the asset is purchase and continues up to the day on which the full title of lessor is transferred to the lessee.

· The hire contract becomes effective from the day on which the lessor transfers the possession of the leased asset in good order and usable condition, so that the lessee may make use of the same as per provisions of the agreement.

· Hire purchase under Shirkatul Melk are binding contracts, and the parties to it the bank and the client are committed to meet their obligations in accordance with the relevant agreement,

· Under this agreement, the bank acts as a partner, as a lessor and at last as a seller;on the other hand the client acts as partner, as a lessee and lastly as purchaser. 

· Under this agreement the role of lessee is one of a trustee, the leased asset being a trust in his hands: he will manage, in favor of the intrest of the lessor at his own cost the exact subject of lessee, except in cases of emergencies and acts of allah 

Hire purchase under Shirkatul Melk Mode is a combination of three contacts. All rules governing the lease contract should be applicable in this mode also. Moreover, the rule for Musharakah and sale contracts will also apply to this. 
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5.1 SOWT Analysis of AIBL
SWOT Analysis:





5.1 Fig: SWOT of AIBL
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Source: Annual report of AIBL

5.1.1 Strength of the Branch

· Strong Liquidity position

· Stable source of fund

· Largest Network of branches among the banks
5.1.2 Weakness of the Branch

· Marginal capital adequacy ratio.

· Inadequate IT infrastructure

· Lack of Islamic money market instrument
5.1.3 Opportunities of the Branch
· Rising awareness of Islamic banking

· Regulatory environment favoring private sector development

· Goodwill.
5.1.4 Threat of the Branch

· Increased competition in the market for public deposits

· Shrinkage in export, import and guarantee business due to economic slump and war Government Rules and regulation.
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6.1 Major Findings from the Analysis

· AIBL, as an Islamic bank, don’t collect sources of fund from call money market.

· AIBL can’t invest in all economic sectors, which are prohibited by the law of Islam.

· There are limited scope to deal women entrepreneur and professionals for making investment by women interpreters

· The AIBL has adequate finance. That’s why; they need not borrow money fromBangladesh Bank or any other financial sources.

· For adequate financial ability, they can provide more investment facility to their clients compared to otherbanks.

· The growth rate of investment of AIBL is significantly increasing day by day.

· AIBL is investing on various sectors. Among those sectors, they investmore and more on business sectors.

· Sometimes, the clients do not repay the loan in time. However the bank has no right to take interest for extra time, because interest is not allowed in Islamic Banking System. They just take the amount that is mentioned in the contract.

· Investment ratio in respect of deposit is very low in AIBL. AIBL is not able to take the risk right now like other banks. The management of AIBL does not risk in investment.

· Advertising and the promotion are the weak points of AL-Arafah Islami Bank Limited.AIBL do not have any effective marketing activities. Other banks have better marketing strategy.

· The investment secession making process of the banks is too such centralized.
6.2 Recommendations

· The amount of investment of Rural Development Scheme (RDS) & operating range should be increased. So, more people will get the facility under the scheme & they will able to increase their standard of livings.

· AIBL should use the latest banking technology to provide better services for the customers. It will also attract the customers of international banks.

· AIBL at North South Road Branch is newly established branch. For increasing the financial position and to cope with the competitive market, the bank should activate all of its service especially in investment products as soon as possible.

· AIBL should increase the rate of investments. Now they should take risk when they give loan to their clients, because there is a lot of idle money in their every branch.

· Managers of AIBL should have the power of giving small loans to clients. It is very important or the banks to increase the investment.

In Islamic Banking System loan procedure is very lengthy process. AIBL should take steps to minimize the process of loan system. Because customers don’t like lengthy process.
6.3 Conclusion

The banking sector in any country plays an important role in economic activities. Bangladesh is no exception of that. Financial development and economic development are closely related. That’s why the private commercial banks are playing significant role in this regard.

This report focused and analysed on modes of investment of Al-Arafah Islami Bank Ltd. Throughout its life its contribution to socio-economic prospect of Bangladesh has the greater significance. AIBL is offering special deposit scheme with higher profit which is a crying            for long term position in financial market. Because of the entrance of more banks in the financial market, deposits will splits over.

The bank is committed to run its activities as per Islamic Shariah and thus it has different investment modes, different repayment schedule, different disbursement procedure, and different mark-up system. And it has also a different credit policy. People are getting more benefits from the dealings of Islamic banking. But it needs to mention here that Islamic Banks like AIBL incurred huge loss in case of default cases. Islamic Banks can’t charge extra amount on the residual principal of the overdue accounts like other conventional banks. But some compensation is imposed on the accounts tom protect huge accounts to be overdue/classified. It cannot take part in call money market. But here honesty is the only pre-requisite for ensuring g more benefit. AL-Arafah Islami Bank Ltd can take the initiative to make people aware about Islamic banking and let them to be AIBLs valued client.
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