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OUTLINE

t�*OUSPEVDUJPO�UP�3JTL�.BOBHFNFOU�JO�*TMBNJD�CBOLT�
t�$PNQBSJTPO�CFUXFFO�*TMBNJD�CBOLT�BOE�DPOWFOUJPOBM�CBOLT�
t�%FUFSNJOBUJPO�PG�UIF�TUSBUFHJD�SPMF�BTTVNFE�CZ�UIF�#PBSE�PG�%JSFDUPST�JO�BO�*TMBNJD�

bank.
t�(FOFSBM�GSBNFXPSL�PG�SJTL�NBOBHFNFOU�XJUIJO�UIF�4IBSJ�BI�HPWFSOBODF�DPOUSPMT�
t�"QQFOEJY�GPS�TFMG�SFBEJOH�o�EFUBJMT� PG�PQFSBUJOH�SJTLT�JO�*TMBNJD�CBOLJOH�JOEVTUSZ�

Al Ghunm bil Ghurm
- This means that the right in the return on any asset is essentially associated with 

the responsibility to bear the loss of this asset.

Al Kharaj bil Dhaman
- Accordingly, Islamic finance does not separate between the right in the return and 

the responsibility that entails the ownership. Islamic finance does not allow the 
risk to be borne by a single party in the contract only, and mandates that risk 
should be shared by the both parties.
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A Brief Comparison Between Risk Management In Conventional Banks And 
Islamic Banks Shows The Following:

Conventional Banks
t�"�DPOWFOUJPOBM�CBOL�HBUIFST�BMM�LJOET�PG�TBWJOHT��*U�T�B�öOBODJBM�NFEJBUPS�CFUXFFO�

the depositors and borrows, in that it secures to the depositor a defined interest 
and the value of the deposit, and the capital is charged with any loss borne by the 
bank, but the depositor does not bear any loss.

Islamic Banks
t�UIF�SFMBUJPO�CFUXFFO�UIF�*TMBNJD�CBOL�BOE�JOWFTUNFOU�BDDPVOU�IPMEFST�UBLF�UIF�

form of mudharabah and musharakah contracts, by virtue of which mudharabah-
based investment account holders share the loss, if any, provided that no 
infringement or default is evidenced on the part of the bank.

"DDPSEJOHMZ�4IBSJ�BI�SJTLT�BSF�SFQSFTFOUFE�JO�UIF�QPUFOUJBM�EBNBHFT�TUFNNJOH�GSPN�
4IBSJ�BI�JTTVFT�CZ�SFBTPOT�PG�FYFDVUJWF�EFDJTJPOT�QSPEVDUT�PS�öOBODJBM�QSPEVDUT�SFMBUFE�
contracts, thereby jeopardizing the reputation of Islamic banks.

This leads us to identify the categories of main risks in Islamic banking industry

Risks
 Strategic Risks
 Market Risks
 Operational
 Risks
 Contractual & Compliance Risks
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Strategic Risks

t� 5IF�DBQJUBM�BEFRVBDZ�BOE�TQFDJöDBMMZ�UIF�BTTFU�RVBMJUZ�UBLJOH�JOUP�DPOTJEFSBUJPO�
UIF�JOUFHSJUZ�PG�TUBOEBSET�PG�4IBSJ�BI�DPOUSPMT�PO�BTTFUT�XJUI�EVF�DPOTJEFSBUJPO�PG�
Basel III recommendations.

t�$POGPSNJUZ�PG� *TMBNJD�CBOLJOH�QSPEVDUT�TVDI�BT�.VSBCBIB�BOE�*KBSBI�XJUI�UIF�
TUSBUFHJD�EJSFDUJPOT�JO�UFSNT�PG�EJTUSJCVUJPO�PG�UIF�#BOL�T�BTTFUT�

t�3JTLT�SFMBUFE�UP�UIF�#BOL�T�SFQVUBUJPO�BOE�TQFDJöDBMMZ�UIPTF�SJTLT�SFMBUFE�UP�UIF�
loss of credibility in dealing with customers related to  characteristics of Islamic 
banking products  and the scope of the seriousness of their conformity with 
*TMBNJD�4IBSJ�BI�QSJODJQMFT�

Market Risks

t� 5IFTF� 3JTLT� BSF� SFQSFTFOUFE� JO� UIF� 3BUF� PG� 3FUVSO� BT� GPMMPXT�� 	J
� *TMBNJD� CBOLT�
cannot change the return on their financial products, specifically during the 
finance lifetime, but in revolving murabahat, they can rely upon reference indices 
to determine the rate of the revolving murabaha.

t�.FBOXIJMF�UIFTF�DIBMMFOHFT�EP�OPU�FYJTU�JO�DPOWFOUJPOBM�CBOLT�TJODF�UIF�WBSJBCMF�
interest rate is the basis for determining their conventional loans.

t�"DDPSEJOHMZ�3BUF�PG�3FUVSO�JO�DPOWFOUJPOBM�CBOLT�WBSJFT�JO�MJOF�XJUI�UIF�DIBOHFT�
in the discount rate announced by the central bank. (ii) the Rate of Return is not 
known in musharakat, wakalat (agencies) and mudharabat contracts, where such 
contracts are influenced by the principle of sharing the profit or loss.

t�3JTLT�SFMBUFE�UP�øVDUVBUJPOT�JO�UIF�.BSLFU�BOE�$PNNPEJUZ�1SJDFT��4JODF�UIF�TBMF�
of Islamic financial products and sale of banking services are based on contracts, 
all of which are subject to market movements and fluctuations of commodity and 
services prices.

t� 5IJT�TPNFUJNFT�DSFBUFT�B�DIBMMFOHF�UP�UIF�#BOL�BOE�EJSFDUMZ�JNQBDUT�UIF�NBSHJO�
of the anticipated profit. Commodities and services are sometimes exposed also 
to the supply and demand forces, in addition to the external factors related to the 
production of goods, their costs, the foreign exchange rates, among others.
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t� 'MVDUVBUJPOT� PG� 'PSFJHO� &YDIBOHF� 3BUFT��8IFO� UIFSF� BSF� DPNNFSDJBM� DPOUSBDUT�
and transactions related to other countries that are priced in foreign currencies, 
the conclusion is that any change in the exchange rates of these currencies will 
affect the prices of commodities and services by which Islamic banks deal by way 
of sale and purchase, and will be reflected also on the prices of their financial 
products. The final conclusion would witnessed in the realized Rate of Return.

Operational Risks

t�0QFSBUJPOBM�SJTL�JT�EFöOFE�BT�UIF�MPTT�SFTVMUJOH�GSPN�JOBEFRVBUF�PS�GBJMFE�JOUFSOBM�
processes, people and systems or from external events, including legal risks.

t�$POGPSNJUZ�PG� UIF�NFBTVSFT�PG� UIF�CVTJOFTT�DPOUJOVJUZ�QMBO�BOE�SFDPWFSZ� GSPN�
EJTBTUFST�XJUI�UIF�4IBSJ�BI�SFRVJSFNFOUT�

t�"MM�GPSNT�PG�EFDFJWF�NJTVTF�PS�GSBVE�PO�4IBSJ�BI�SFRVJSFNFOUT��5IF�TPVSDF�PG�UIJT�
risk could be internal or external, represented in the entry of a third party.

t�$ZCFS�TFDVSJUZ�BOE�UIF�TDPQF�PG�UIF�DPOGPSNJUZ�PG�QSPUFDUJPO�NFBTVSFT�XJUI�UIF�
4IBSJ�BI�DPOUSPM�SFRVJSFNFOUT�BOE�TQFDJöDBMMZ�JO�QSPUFDUJPO�PG�DVTUPNFS�EBUB�

t� &�USBOTBDUJPOT� BOE� F�QBZNFOU� USBOTBDUJPOT� UISPVHI� CSPLFST� BOE� UIF� TDPQF� PG�
UIFJS�DPOGPSNJUZ�XJUI�4IBSJ�BI�SFRVJSFNFOUT�

Contractual & Compliance Risks

t�$POGPSNJUZ��PG�DPOUSBDUVBM��UFSNT�BOE�DPOEJUJPOT�XJUI�4IBSJ�BI��QSJODJQMFT�TVDI�BT�
Murabahah and Ijarah contracts, and other financing and investment contracts.

t�$PNQMJBODF�XJUI� UIF� SFDPNNFOEBUJPOT�PG� UIF� 4IBSJ�BI� 4VQFSWJTPSZ� #PBSE� BOE�
not to violate regulatory instructions.

t� &YQPTVSF�UP�QFOBMUJFT�BOE�MFHBM�BDDPVOUBCJMJUJFT�
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Factors leading to larger exposures to Shari’ah Risks

t�8FBL� FEVDBUJPOBM� BOE� QSBDUJDBM� RVBMJöDBUJPO� PG� XPSLFST� JO� *TMBNJD� CBOLT� BOE�
financial institutions and their lack of knowledge of the nature of business in 
Islamic banks and the characteristics of Islamic finance formulas.

t� 5IF�SFEVDFE�BDUJWJUZ�PG�QFSGPSNBODF�PG�4IBSJ�BI�DPOUSPM�SPMFT�BQQMJFE�JO�DFSUBJO�
*TMBNJD�CBOLT�QFSUBJOJOH�UP�OPO�FNQMPZNFOU�PG�USBJOFE�BOE�RVBMJöFE�QFSTPOOFM�
BOE�EFEJDBUFE�EFQBSUNFOUT�BDUJWF� JO� UIF�4IBSJ�BI�BVEJUJOH��5IJT�DPOUSJCVUFE� UP�
UIF�XFBLOFTT�PG�4IBSJ�BI�DPOUSPM�JO�DFSUBJO�*TMBNJD�CBOLT�BOE�öOBODJBM�JOTUJUVUJPOT�

t�/PO�DPNQMJBODF�CZ�TPNF�*TMBNJD�CBOLT�BOE�öOBODJBM�JOTUJUVUJPOT�XJUI�UIF�4IBSJ�BI�
TUBOEBSET�BOE� GBUBXB� JTTVFE�CZ�4IBSJ�BI�4VQFSWJTPSZ�#PBSET�BOE� SFTPMVUJPOT�PG�
UIF� *TMBNJD� öRJI� UIJOL� UBOLT� BMPOH�XJUI� OPO�� DPNQMJBODF�XJUI� EJTDMPTVSF� BOE�
transparency standards.

t� 4PNF�DPOUSBDUT�EP�OPU�TBUJTGZ� UIF� *TMBNJD�öOBODF� SVMFT�CFDBVTF� UIFZ�BSF�NBEF�
by external legal firms which are not specialized in Islamic finance transactions, 
thereby leading to these contracts to stand invalid in case the Bank enters into a 
legal dispute with customers.

t�"CTFODF�PG�DPODMVTJWF�BQQSPBDIFT�TIBMM�DSFBUF�GVSUIFS�DPNQMFYJUZ�PG�UIF�WBSJPVT�
4IBSJ�BI�PQJOJPOT�BCPVU�B�TJOHMF�DBTF�XIFSF�JU�XBT�OPUJDFE�UIBU�UIFSF�BSF�TFWFSBM�
GBUBXBT� 	4IBSJ�BI� PQJOJPOT
� BCPVU� B� TJOHMF� QSPEVDU� QFSUBJOJOH� UP� UIF� EJòFSFOU�
doctrines, which could jeopardize the Islamic financial products.

t�0WFS�SFMJBODF�PO�FYDFQUJPOBM� TPMVUJPOT� JO� TFWFSBM� 4IBSJ�BI� JTTVFT�XIFSF� TFWFSBM�
*TMBNJD�CBOLT�BOE�öOBODJBM�JOTUJUVUJPOT�FYQBOE�BOE�IBWF�DPODFOUSBUJPO�JO�4IBSJ�BI�
FYDFQUJPOBM�TPMVUJPOT�JO�*TMBNJD�CBOLT�CVTJOFTTFT�TVDI�BT�5BXBSVR�BOE�UIJT�NBZ�
MFBE�UP�JODSFBTF�UIF�CBOL�T�FYQPTVSF�UP�VONJUJHBUFE�MPTTFT�

t�$PNQVUFS�PQFSBUJOH�TZTUFNT�BSF�OPU�DPNQBUJCMF�XJUI�UIF�GFBUVSFT�BOE�TQFDJöDT�
of Islamic financing products and formulas.
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t�"CTFODF�PG�UIF�MFHBM�JNQBDU�PG�4IBSJ�BI�QSPWJTJPOT�HPWFSOJOH�*TMBNJD�CBOLT�BOE�
their implications on the judicial orders, considering the gaps between the laws 
BOE�4IBSJ�BI�PQJOJPOT�JO�UIF�DBTFT�XIFSF�EJòFSFODF�FYJTUT�

t�"CTFODF� PG� DPNQFUFOU� DPVSUT� UP� EFDJEF� VQPO� UIF� EJTQVUFT� SFMBUFE� UP� *TMBNJD�
financial transactions contracts.

The Active Role Assumed by the Board of Directors in Managing Shari’ah Risks

t� &OIBODJOH�UIF� JOEFQFOEFODF�PG� UIF�#PBSE�PG�%JSFDUPST�BOE�#PBSE�DPNNJUUFFT�
mainly the Risk Committee and Audit and Compliance Committee

t� &OIBODJOH� UIF� DPPSEJOBUJPO� CFUXFFO� UIF� #PBSE� PG� %JSFDUPST� BOE� 4IBSJ�BI�
Supervisory Board from the strategic and regulatory perspective

t�"EPQUJPO�PG�BO�FòFDUJWF�SFQPSUJOH�QBDLT�UP�NPOJUPS�UIF�MFWFMT�PG�DPNQMJBODF�XJUI�
4IBSJ�BI�QSJODJQMFT

t�%FUFSNJOBUJPO�PG�KVSJTEJDUJPOT�BOE�SFTQPOTJCJMJUJFT�QFSUBJOJOH�UP�FOEPSTFNFOU�PG�
contracts and nature of products

t� &OTVSJOH� UIBU� UIF�CBOL� JT� FOIBODJOH� UIF� LOPXMFEHF� BOE� TLJMMT� PG� JUT� FYFDVUJWF�
management and staff.
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t�"TTFUT�BOE�MJBCJMJUJFT�PG�*TMBNJD�CBOLT�BSF�CBTFE�PO�UIF�QSJODJQMF�PG�TIBSJOH�JO�QSPöU�
and loss as per the ratio of capital.

t� *TMBNJD�CBOLT�BQQMJDBUJPO�JT�OPU�DPOöOFE�UP�TIBSJOH�	.VTIBSBLB
� JO�UIF�TJEFT�PG�
assets and liabilities, but included forms in both sides other than the sharing.

t�*O�UIF�TJEF�PG�BTTFUT�UIF�BQQMJDBUJPO�JODMVEFE�UIF�GPMMPXJOH�GPSNVMBT�
o Musharakat: Mudharaba and Musharakah.
o Wakalat (Agencies): Wakala (Agency) in Investment
o Ijarat: Operational lease and complementary lease
P� 'PSXBSE� 4BMFT� 	#FV�F� "_+FMMBI
�.VSBCBIB� 4BMF� CZ� *OTUBMMNFOUT� *TUJTOB�B� BOE�

Salam.

Liabilities

t�*O�UIF�TJEF�PG�MJBCJMJUJFT�UIF�BQQMJDBUJPO�JODMVEFE�UIF�GPMMPXJOH�GPSNVMBT�
1) Loan (Qardh): As a formula for attracting call current deposits – current 

accounts.
2) Musharaka and Mudharabah: As a formula for attracting investment deposits.
3) Forward Sale: This is an updated formula for creation of fixed return deposits, 

based on that
the bank buys goods from the depositors with a forward price for a definite period.
4) Wakala (agency) in investment.
�
�5BXBSVR�
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The Philosophy of Liability and
Profit in Islamic Finance

First: ((Al-kharaj bi al-daman)):

t��5IJT� SVMF� 	"M�LIBSBL� CJ� BM� EBNBO
� JT� EFFNFE� UP� CF� POF� PG� UIF� *TMBNJD� öOBODF�
pillars. It means that: The benefit from a certain thing is in return for the liability 
that accompanies that thing. In other words, the return that one gets should be 
proportional to the risk assumed.

t��"�TZOPOZN�JO�.FBOJOH�JT�UIF�	BM�HIVSN�CV�BMHIVON
�SVMF�XIJDI�NFBOT�UIBU�UIF�
right to receive return is related to the liability (daman) to bear the loss.

t�5IJT�SVMF�JT�DPNNPO�JO�BMM�öOBODJOH�GPSNVMBT��5IFO�UIFSF�JT�OP�XBZ�UP�SFDFJWF�
return without having title to the property and bearing the liability thereof.

The Philosophy of Liability and
Profit In Islamic Finance

Second: ((Risk and Liability)):

t��3JTL�JT�BO�FTTFOUJBM�GBDUPS�JO�UIF�FDPOPNJD�BDUJWJUZ��*U�JT�JOIFSFOU�JO�UIF�FDPOPNJD�
activity and trading cannot be processed without risk. Risk creates the potentiality 
of the profit and loss as well.

t��*U�JT�OPU�NFBOU�JO�JUTFMG�CVU�UIF�JOUFOEFE�UIJOH�JT�UIF�FDPOPNJD�BDUJWJUZ�

t��4IBSJ�BI� EPFT� OPU� FODPVSBHF� FYQPTVSF� UP� SJTL� CVU� JU� MFBWFT� SPPN� UP� BMMPX� GPS�
SFRVJSFNFOU�PG�UIF�MJBCJMJUZ�	EBNBO
��"DDPSEJOHMZ�UIF�i"VUIFOUJDBUJPO�$POUSBDUTw�
XFSF�DSFBUFE�JO�'JRJI�	*TMBNJD�3VMFT
�
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Risks, Challenges and Issues Unique to Islamic Banks

1) The risk of absence of sound understanding of risks in Islamic contracts.

2) Risks related to Islamic finance formulas

o The customer withdrawal to complete the transaction, even after he gives a 
promise and pays the advance payment.

P� 5IF� QSJDF� PS� UIF� SFUVSO� JT� OPU� JODSFBTFE� JO� DBTF� PG� UIF� DVTUPNFS�T� EFMBZ� GPS�
repayment at the agreed date.

o Non-delivery of the goods or the service at the due date, as in the case of Salam 
PS� *TUJTOB�B�DPOUSBDUT�

P� /PO�4IBSJ�BI�DPNQMJBOU�FBSOJOHT�NVTU�CF�EJTQPTFE�PG�JO�DBTF�PG�JOGSJOHFNFOU�
PG�UIF�4IBSJ�BI�4VQFSWJTPSZ�#PBSE�SFTPMVUJPOT�

3) Some contracts are not allowed to be traded on regulated exchanges or over the 
counter directly, such as derivatives and others.

4) Damage of the goods owned by the Islamic bank before completion of their sale 
and delivery to the customer or their damage while they are under lease.

5) Lace of hedging instruments in Islamic banking.

6) The difference in Fatawa (Islamic opinions)and viewpoints oncontracts and 
innovated financial structure.

�
�4IBSJ�BI�SFRVJSFNFOUT�JO�XPSEJOH�PG�DPOUSBDUT�BOE�UIFJS�OPO�JOGSJOHFNFOU�PG�UIF�
(Al-Khraj bil Daman and earning a thing that has not been secured).
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Risks Related to Islamic Financing Formulas

t��3JTLT�GPS�'JOBODJOH�CZ�.VTIBSBLB�BOE�.VEBSBCBI

1) Total or partial loss of the capital.

2) The expected profit will not be realized.

3) Financial expenses and costs of Mudaraba.

4) Exchange rate risks: Specifically if financing the Mudaraba is made in foreign 
currency.

5) Commercial Risks: These risks are related to the nature of the Mudaraba activity. 
This nature handles the degree of the activity, its promotion or recession or the 
risks related to the general environment of investment.

Risks Related to Islamic Financing Formulas

t��3JTLT�GPS�'JOBODJOH�CZ�.VSBCBIB

1) The banks funds are exposed to risk in event of the customer default of repayment 
and not obtaining sufficient collaterals, even when resorting to the judiciary.

�
�5IF�#BOL�T�QSPöUT�BSF�öYFE�EVSJOH�UIF�.VSBCBIB�UFSN�

3) The bank holds the responsibility towards the goods.
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Risks Related to Islamic Financing Formulas

t��.FBTVSFT�UIBU�MFBE�UP�NJUJHBUJOH�SJTLT�JO�CBOLJOH�NVSBCBIB

1) The customer signs  a binding promise to  purchase  the goods at  cost, plus the 
agreed profit.  Thus, the risks of fluctuations of the prices of goods and exchange 
rate are neutralized.

�
�4FSJPVTOFTT�NBSHJO�	)BNFTI�+BEJ_BI
�UP�JOEFNOJGZ�UIF�CBOL�GPS�UIF�BDUVBM�
EBNBHF�JO�DBTF�PG�UIF�DVTUPNFS�T�CSFBLJOH�IJT�QSPNJTF�

3) The option of returning the goods, based on a condition between the bank and 
UIF�TVQQMJFS��5IJT�PQUJPO�JT�VTFE�CZ�UIF�CBOL�JO�DBTF�PG�UIF�DVTUPNFS�T�CSFBLJOH�IJT�
promise.

4) Impose late payment charges on procrastinating debtors, provided  that such 
charges shall be paid to charity societies and the bank shall not benefit therefrom.

 
Risks Related to Islamic Financing Formulas

t��3JTLT�PG�*KBSBI�'JOBODJOH

t��5IF�QVSQPTF�PG�öOBODJOH�CZ�CBOLJOH� *KBSBI� 	MFBTF
�PS� *KBSB�XJUI� UIF�QSPNJTF� UP�
owning, is to transfer the title to the leased property to the customer who promises 
to lease it and a promise from the bank to transfer the title to him/her at the end 
of the Ijara period.

1) Commercial Risks: These risks are related to damage of the asset prepared for 
lease or the leased asset. These can be covered by way of Takafuli insurance on 
the asset.

2) Credit Risks: These risks are related to the risks of non-repayment of the rent for 
the remaining period.

t��.FBOXIJMF�PQFSBUJOH��MFBTF�	*KBSBI
��JT�CBTFE�PO��UIBU��CBOLT��PXO�BTTFUT�BOE�
then search for lessees. Hence banks face the risks of price fluctuations.
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The Most Risks Facing Liquidity Management in Islamic Banks

1) The shortage in short-term financial instruments such as Sukuk, by which Islamic 
4IBSJ�BI�DPNQMJBOU� MJRVJEJUZ� JT�NBOBHFE� JO� *TMBNJD�CBOLT�BOE�TVDI� JOTUSVNFOUT�
enjoy the same benefits enjoyed by the financial instruments traded in the money 
markets and attract funds by these benefits.

2) Lack of diversification of the financial investments. Many Islamic banks depend 
PO�B�QSPEVDU�PS�UXP�QSPEVDUT�GPS�MJRVJEJUZ�NBOBHFNFOU�BOE�*TMBNJD�CBOLT�OPX�
suffer the same risks which conventional banks suffer.

3) The need to innovate in financial products in Islamic banks.

 

Risk Management Instruments in Islamic Banks

1) Distribution and diversification of the investment and financing instruments: 
.VSBCBIB�o�*KBSB�o�*TUJTOB�B�FUD�

2) An environment, a management and proper monitoring.

3) Multiple  contracts  and  the  Islamic  bank  to  rely  upon  several  contracts  as  a  
basis  for the investment and financing operations.

�
�"DDVSBDZ�JO�XPSEJOH�PG�DPOUSBDUT�JO�BDDPSEBODF�XJUI�UIF�4IBSJ�BI�SFRVJSFNFOUT�
and the nature of the operations and the legal circumstances along with the 
QSFWBMFOU�MFHBM�DPOEJUJPO�JO�UIF�CBOL�T�DPVOUSZ�

�
� "EFRVBUF� SFTFSWFT� BOE� QSPWJTJPOT� UP� FODPVOUFS� UIF� QPUFOUJBM� SJTLT� 	QSPöU�
FRVJWBMFOU� QSPWJTJPO�o�JOWFTUNFOU�QSPWJTJPO
�
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Risk Management Instruments in Islamic Banks

6) Insurance (Takafuli).

7) Securities and collaterals.

t� 5IF�WBMVF�PG�UIF�TFDVSJUZ�BU�QSFTFOU�BOE�UIF�GVUVSF�WBMVF�UP�JU�VQPO�NBUVSJUZ�PG�UIF�
obligation, and the value of the compulsory sale when necessary.

t� 5IF�DPOWFOJFODF�PG�MJRVJEBUJPO�PG�UIF�TFDVSJUZ�BOE�UIF�QFSJPE�UBLFO�GPS�USBOTGFS�PG�
UIF�TFDVSJUZ�JOUP�MJRVJEJUZ�


