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This booklet is the first cultural product of a special public awareness programme on Islamic finance 

organized by Abu Dhabi Commercial Bank (ADCB) for the benefit of its highly valued clients. ADCB is 

proud to take the lead in this cultural campaign, the first of its kind in the Emirates, with the objective 

to enlighten the public on the ethical and practical appeal of Islamic banking and investment services. 

Believing that public awareness is necessary for the breaking of new grounds in the provision of Islamic 

finance, the ADCB is already committed to the gradual but steady introduction of authentic Islamic 

banking products. We believe that public awareness on the principles of Islamic finance leads to better 

customer relationships, and hence augurs for brighter and wider horizons vis-à-vis the growth of Islamic 

finance. 

As the title implies, the Master Key to Islamic Banking and Finance – 1 is intended to set the scene for 

its readers to appreciate the potential capacity of Islamic finance in terms of accommodating modern 

banking needs. At this stage, basic questions are addressed about Islamic finance, why it is needed, 

and how it fundamentally differs from conventional banking. This is done in terms of five basic questions 

which are carefully chosen to address the most common queries which tend to be publicly raised about 

the case for Islamic banking. This preliminary background will, then, be supplemented by the Master 

Key to Islamic Banking and Finance – 2 which is intended to lay down the basic foundation of Islamic 

modes of financing. 

Having set the scene and laid the basic foundation of Islamic finance, the programme will proceed to 

more practical questions of how banking needs can be provided in the Islamic way. It is the objective 

of for thcoming booklets, to be produced later this year, to handle more technical issues in relation to 

retail, corporate, and investment banking. The programme is addressed to a wide spectrum of potential 

audience who wish to understand the relevance of Islamic finance to the ever rising challenges of the 

modern world. Retail banking clients, corporate executive managers, institutional investors, professional 

bankers, government officials, and academic students may all benefit from ADCB’s planned series. 

Introduction (1) Why Islamic banking and finance?

It is the mechanism of lending and borrowing at the interest-rate which triggered Muslims’ search for 

an alternative financial order. Islamic finance owes its driving force to a solid consensus amongst 

contemporary Shari’ah scholars that the charging of interest on borrowed money is a breach of the 

Quranic prohibition of usury (riba). It is well known that similar prohibition existed in the earlier scriptures 

of Judaism and Christianity. 

In the Quran, it is stated that “God has permitted trade and prohibited usury” (Quran 2:275). The 

prohibition of usury is stated in the strongest terms whereby Muslims are warned of “war from God 

and His Messenger” if they fail to abide by this order (Quran 2:279). The tradition (Sunnah) of the 

Prophet (peace be upon him) came to reassert this Quranic prohibition and to elaborate on various 

manifestations of usury.

Money lending at a (fixed) price was practiced in many ancient civilizations though under severe ethical 

criticisms by philosophers and religious leaders. The famous Greek Philosopher, Aristotle, developed the 

argument that ‘money is sterile’ and therefore it should not command a return for its own sake. In other 

words, money can only function as a medium of exchange, to facilitate trade in goods and services.

 

It is noteworthy that the contemporary Western banking system emerged from a historical battle against 

the Christian Church on the issue of usury. It eventually benefited from a groundbreaking verdict by the 

Protestant Bishop, John Calvin, who argued that money lending for productive activities was permissible 

since it differed from the biblical usury. Yet, when related to the Quran and the Prophet’s Sunnah, this 

verdict was not shared by the majority of Muslim scholars. It explains why Muslims have conscientiously 

shouldered the responsibility of reviving the human ethics of interest-free financing. 

This is the fourth cultural product of ADCB’s public awareness programme 

which aims at portraying ethical and practical dimensions of Islamic finance. 

It comes after three successive ADCB introductory booklets: (a) ADCB 

Master Key to Islamic Banking and Finance – 1, which addressed preliminary 

questions why Islamic finance is needed, and how it fundamentally differs from 

conventional banking (b) ADCB Master Key to Islamic Banking and Finance – 2, 

which demonstrated alternative Islamic financing modes, and (c) ADCB Key to 

Islamic Retail Banking – 3, which explained the nature of assets and deposits 

of a typical Retail Islamic bank. It also furnished a historical background of a 

vibrant Islamic banking system which prevailed in the early centuries of the 

Abbasid and Fatimid periods of Muslim civilisation. 

As an extension to ADCB Key to Islamic Retail Banking – 1, the present booklet 

aims at shedding light on retail financing activities of Islamic banks together 

with ancillary banking services which command fee income rather than an 

interest income. Retail financing activities are presented by reference to the 

generic financing modes which have already been demonstrated in (ADCB Key 

to Islamic Banking and Finance – 2) Auto Financing and Home Financing are 

presented as typical high demand retail banking needs. 

The idea is to provide complementary material for the previous booklet and 

pave the way for the next booklet on Islamic Corporate banking. Although     

off-balance sheet products like Letters of Credit and Letters of Guarantee are 

also offered as Retail banking products, these are more appropriately detailed 

within the context of Corporate banking, thus, two more booklets remain in 

order to conclude ADCB’s public awareness programme: ADCB Key to Islamic 

Corporate Banking and ADCB Key to Islamic Investment Banking. 

The purpose of the public awareness programme is to benefit a wide spectrum 

of individuals who wish to understand the relevance of Islamic finance upon the 

ever rising challenges of the modern world. Retail banking clients, corporate I
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executive managers, institutional investors, professional bankers, government 

officials and academic students may all benefit from ADCB’s planned series. 

ADCB is already committed to the gradual and steady introduction of authentic 

Islamic banking products. We believe that public awareness on the principles 

of Islamic finance will lead to better customer relationships, and eventually 

brighter growth prospects. 

The financing mechanism of Islamic Retail banking follows the principles 

explained in the first booklet ADCB Master Key to Islamic Banking and 

Finance – 1. The model of an Islamic Retail bank has been shown as one which 

mobilises a large pool of small savings with the objective to meet the financing 

needs of individuals, households and business entrepreneurs. Although, much 

of the current Islamic financing experience emerged as an Islamic conversion 

of modern conventional banking. It was made clear in the ADCB Key to Islamic 

Banking and Finance –1 that Islamic banking flourished to phenomenal scales 

in the early history of Muslim civilisation. 

Islamic banking implies abidance by Shari’ah in all financing and investment 

activities. Most notably, the prohibition of interest is manifest in the interest-

free benefit of Islamic finance while the prohibition of gharar is shown in the 

avoidance of uncertain terms and conditions in the contracts and agreements 

between Islamic banks and their clients. For example, an undetermined price 

or uncertain quantity of goods, in a sale contract are cases of gharar.  



Interest-free banking, however, does not mean the offering of benevolent loans 

(qard hasan) by Islamic banks. Reference to ADCB Master Key to Islamic 

Banking and Finance – 1 and ADCB Master Key to Islamic Banking and Finance 

– 2 made it clear that the alternative to usury is legitimate profit. Hence, 

Islamic finance modes have been presented as profit-generating modes, 

involving the direct engagement of Islamic banks in the provision of goods and 

services to clients. 

The major challenge of Islamic Retail Finance Modes is, perhaps, the ability 

to extend cash financing in situations where clients are not interested in the 

bank’s engagement with the provision of real goods and services. Extensive 

research is currently carried by Shari’ah scholars and Islamic bankers in 

order to develop viable Islamic alternatives for cash financing. Tawarruq is 

sometimes regarded as an Islamic alternative for cash financing but significant 

Shari’ah objections against this alternative have been raised by many Shari’ah 

scholars. 

Tawarruq arises when a client enters into an Auto Murabaha transaction (or 

any other asset), not for a real need of a car (or that other asset), but rather 

for the sake of selling the car (or that other asset) for cash. Although there are 

two Shari’ah compliant independent transactions – the first, buying through 

Murabaha from the bank. The second, selling on spot-basis to a third party. 

However, an objection to this from the Shari’ah view point is the intention of 

the client, aiming to gain immediate cash and not the asset (usually metals), 

where such cash is less than what is left payable to the bank in the future. 

Another Shari’ah objection, raised by a good number of Shari’ah scholars, is 

when such a process is orchestrated by the bank facilitating such a transaction 

to the client in a single package, reducing it to one of ‘cash today against 

more cash tomorrow.’ This is more importantly the view of the Jiddah-based 

Fiqh Academy and it was adopted in the Tawarruq’s Shari’ah Standard of the 

Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI). 

However, some jurists from the Hanbali school of thought, like Ibn Taimiah and 

Ibn AlQayema, consider this type of Institutional Tawarruq prohibited like Ina.

Retail financing addresses a wide range of personal, household and 

professional needs of small-to-medium (SME) economic enterprises. Personal 

and household financing is consumer-oriented while professional financing, 

on the other hand, is producer-oriented. This basic classification is more 

consequential to Islamic Retail banking than it is to Conventional banking for 

the simple fact that Islamic banks seek to directly satisfy clients’ demand 

for goods and services through alternative modes of financing. Unlike the 

single option of Conventional banks where money is lent to satisfy personal 

or professional needs for whatever purpose, Islamic modes are particularly 

responsive to the clients’ actual needs. 

Mudaraba and Musharaka are typically producer-oriented and therefore cannot 

be adopted to satisfy clients’ needs. This is because the adoption of Mudaraba 

and Musharaka presupposes a profit-making trade or productive activity such 

that the realized profit could be shared between the contracting parties based 

on a pre-agreed profit distribution ratio. Since consumer financing generates 

no profit, Islamic banks can only satisfy such demand through ‘fixed return’ 

modes like Murabaha, Istisna and Ijara as explained in ADCB Master Key to 

Islamic Banking and Finance – 2. The class of ‘variable return’ modes like 

Mudaraba and Musharaka cannot be adopted in consumer financing. 

On the other hand, there is no restriction on the class of Islamic finance 

modes that can potentially be adopted for professional financing. 

Personal /professional 
retail financing



Whether ‘fixed’ or ‘variable’ return modes, all that matters from the standpoint 

of the Islamic bank is the degree of risk exposure. It was made clear in ADCB 

Master Key to Islamic Banking and Finance – 2 that risk management is 

commendable both ethically and religiously since Islamic banks are responsible 

for the safe-keeping and prudent use of depositors’ funds. 

Thus, although Mudaraba and Musharaka are viable modes of financing for 

professional firms and SME enterprises, the dominant practice of Islamic 

retail banking is to meet such financing mostly from fixed return modes                

(ie. Murabaha, Ijara, Salam, and Istisnaa). This trend, however, is likely to 

reverse in favour of a greater emphasis on the PLS Mudaraba and Musharaka 

as it can be seen from the growing amount of research which offers practical 

and Shari’ah compliant remedies for the daunting problem of risk management 

in the PLS modes.

Short-to-Medium Term Murabaha Financing 

Personal and household needs encompass a potentially endless list of 

consumer durable goods (mostly house furniture and electric appliances) and 

motor vehicles (cars or motor cycles) for consumption purposes. Similarly, 

professional financing involves a broad range of demand for producer durable 

goods (office furniture, productive equipments, computers and various 

professional tools) together with the demand for motor vehicles for investment 

purposes. 

The common practice of Islamic banks is to meet the above financing needs 

through short-to-medium Murabaha financing facilities – that is, from less than 

a year to five years. As has been introduced in ADCB Master Key to Islamic 

Banking and Finance – 2, Murabaha financing consists of purchasing a specific 

consumer goods or asset by the bank to the order of the client, possessing 

the goods and then selling the same to the client on deferred payment  at cost 

plus profit. 

Murabaha is often the most preferred mode of financing if the goods in question 

are already available in the market and the required finance term does not 

go beyond short-to-medium term. Although it is not uncommon for Murabaha 

financing to be used in long-term financing, it is mostly used in the financing 

of short-to-medium term needs of personal and professional clients. This is 

because Murabaha is a sale transaction, usually deferred, whereby the sale 

price must be fixed ‘once-and-for-all’ throughout the finance term even if the 

payment of the price is deferred. In fact, this basic Shari’ah provision makes 

Murabaha financing subject to the risk of future price fluctuations in long-term 

transactions, and hence, makes it more attractive in the financing of short-to-

medium term transactions when goods’ prices tend to change only slightly. 

Taking security or collateral (rahn or rihan) as cover for the likelihood of the 

client’s default is a Shari’ah compliant procedure to the extent that it secures 

client’s payment of bank’s dues in deferred sale contracts like Murabaha. 

Rahn given by an obligor to a creditor is explicitly stated in the Holy Quran as 

a possible recourse to the creditor in lieu of the obligor’s payables; “… If you 

happen to be on travel and cannot find a writer, [you may demand] a deliverable 

rihan” (al-Baqara)  

Yet, the Islamic bank can only have a ‘hand of trust’ on the security or 

collateral, thus inability to benefit from such collateral so long as the client 

keeps honouring his payment obligations as agreed. It is only in the case 

of the client defaults that the bank may exercise its right to sell the rahn to 

recoup its dues and surrender to the client whatever residual value remains 

out of the rahn. 

Auto Financing

The Murabaha procedure is best explained through the example of auto financing 

which tends to be a dominant Islamic banking practice in the Arab and Muslim 

World. The procedure normally starts with the client’s submission of a formal 



application form, requesting the bank to purchase (according to the client’s 

order) a brand new car (or even a used one) available at a designated showroom 

or company, and henceforth sell the same to the client at a price (including cost 

plus agreed profit) paid over an agreed finance term. The client would normally 

provide a pro-forma invoice stating the cost price of the car, its make, quality and 

whatever technical features are requested in the application form. 

Although, the Murabaha applications are fairly standardised, Islamic banks 

have different approaches in regards to the information and required amount 

of detail in the initial application form. At any rate, the most basic information 

which should be captured by the application is: the cost price of the car, as 

clearly shown by the pro-forma invoice, and the required finance amount, the 

finance term and the mode of payment.  

The Islamic bank will strictly abide by the Shari’ah provisions of having to buy 

the car or automobile for the bank’s own account, receive the title thereto, 

gain the possession thereof and then sell it to the client at an agreed price 

that includes the cost plus the agreed profit amount (as highlighted in ADCB 

Master Key to Islamic Banking and Finance – 2). 

The Murabaha transaction cannot be legitimately offered if the client and the 

proposed vendor turn out to be an identical legal entity, or that one of them is a 

legal subsidiary of the other. Such a transaction is precisely the forbidden buy-

back transaction (called ‘ina in Islamic jurisprudence) which boils down to an 

interest-rate lending transaction without any effect of the goods in question. 

In execution of a Murabaha transaction, two independent sale contracts must 

be signed. First, a sale contract between the bank as buyer and the owner 

(showroom), as seller of the car. Next, the Murabaha sale contract will be 

signed between the bank, as seller of the car, and the client, as buyer. Islamic 

banks must appoint employees to take delivery of the car in the name of and 

on behalf of the bank and then sell it to the client. 

Understandably, Islamic banks cannot commit funds in Murabaha without 

ensuring clients’ credit worthiness and acquiring suitable collateral to secure 

payment of the Murabaha installments. Credit analysis not only complies with 

the principles of Shari’ah but it is also highly encouraged according to the 

principles of Shari’ah. This is because avoidance of waste is a fundamental 

Shari’ah objective, and therefore minimising the potential incidence of default 

is an encouraged practice in Islamic financial transactions.

Every care must be taken in the comparison of Murabaha’s profit with the 

market interest rate. It is not unlikely for the profit to be somewhat higher than 

the interest rate on similar class of finance in a Conventional bank, but this 

cannot be taken as an indicator of relatively higher cost of Islamic financing. 

One basic reason is that the Murabaha’s profit cannot be adjusted after the 

conclusion of the Murabaha contract even in the event of default. Whereas, the 

interest rate of a conventional loan is easily updated or adjusted to penalise 

defaulting behaviour or any delay in payment. 

Medium-to-Long Term Ijara Financing

As an alternative to Murabaha, Islamic Retail banks may satisfy client 

needs through the Ijara mode of finance (which is the Islamic counterpart of 

conventional lease financing but with definite Shari’ah provisions as explained 

in ADCB Master Key to Islamic Banking and Finance – 2). The major appeal 

of Ijara lies in the bank’s ownership of the leased asset which makes the 

Ijara return rates more readily adjustable in response to external factors 

(e.g. inflation rate) unlike Murabaha and other sale type of Islamic modes of 

finance. 

Ijara payments, however, cannot be adjusted for an Ijara period that have already 

commenced. However, it can be adjusted for an Ijara period sometime before 

its commencement. Thus prior to the commencement of each lease period 

by say two working days, the lessor (owner of the asset) may negotiate the 



new Ijara rate for the rental with the lessee. This is the basic flexibility which 

makes the Ijara rate adjustable to future price changes and hence suitable for 

medium-to-long term financing needs. 

In comparing Murabaha and Ijara, it is noteworthy to mention that the above 

flexibility of Ijara can be counterbalanced by risk of ownership which does not 

exist in Murabaha. Hence, the choice between the two modes is not always an 

easy decision. This partly explains why some Islamic banks prefer Murabaha 

over Ijara in the provision of medium-term financing. 

Ownership risk is in fact the basic point of departure between conventional 

financial lease and Islamic Ijara. As was shown in ADCB Master Key to Islamic 

Banking and Finance – 2, the lessor in Ijara is held accountable for maintaining 

the continuous flow of the asset’s usufruct to the lessee throughout the Ijara 

term. This is translated into major maintenance and property insurance 

responsibilities on the lessor without which the Ijara would not conform to 

Shari’ah. 

Home and Real Estate Financing

The best example of Ijara in Retail Islamic finance relates to home financing 

where Ijara is adopted as a replacement to conventional home mortgages. 

Currently, there are many different forms of Ijara financing which are adopted 

by Islamic banks. Ijara wa Iqtina, is the most common. Under this structure, 

the bank, as lessor, grants a unilateral Sale Undertaking to the client, as 

lessee, pursuant to signing the Ijara Agreement. This Sale Undertaking gives 

the lessee an option to buy the leased asset from the lessor at a given price 

(usually a nominal value) after the Ijara term has ended, conditional to the 

lessee having fulfilled all his obligations under the Ijara Agreement.   

The above defined Ijara wa Iqtina can be drawn between the bank as owner 

and lessor of the house (or the real estate property), and the client as lessee 

and potential buyer of the house (or real estate property), on the other hand. 

The concept here is to enter into a renewable Ijara arrangement whereby the 

bank leases a house of its ownership (or real estate property) to the client for 

a given number of years (e.g. twenty five years) with the added benefit for the 

customer to purchase the house at a nominal price when the Ijara term has 

ended. 

Alternatively, Ijara can be combined with diminishing Musharaka to offer 

another Shari’ah compliant alternative for conventional home mortgages. 

In this structure, the transaction starts off with a joint ownership by the bank 

and the client (e.g. Bank’s share is 90% and client’s share is 10%). This is 

Sharikatul Melk (co-ownership). Thus, the Ijara Agreement between the bank, 

as lessor, and the client, as lessee, will be relating to a (90%) common share in 

the house (subject of the Ijara Agreement). During the Ijara term, the client will 

be purchasing, every period, a small fraction of the bank’s share. Hence, the 

client’s periodic payments will consist of two payments: a rental for the lease 

of the common share owned by the bank and leased to the client, representing 

bank’s profit, and a fractional purchase of the bank’s equity, for which a spot 

sale and purchase agreement would need to be executed. This process 

will result in the gradual transference of house ownership (or real estate 

property) from the bank to the client, which is the gist of ‘Ijara with diminishing 

Musharaka’. 

Istisnaa and Salam have been introduced in ADCB Master Key to Islamic 

Banking and Finance – 2. Salam is particularly pertinent to the financing of 

Istisnaa and Salam: 
industrial and agricultural 
financing:



agricultural or natural resource enterprise, whereas Istisnaa pertains more 

closely to the financing of industrial enterprises. A similar element between 

the two financing modes is the deference of a certain goods/assets for future 

delivery and the payment of price at the time of sale either fully (as in Salam) 

or partially (as in Istisnaa). 

Unlike Murabaha and Ijara which facilitate the acquisition of consumer goods 

or producer assets, Istisnaa and Salam are relevant to situations in which 

money capital is needed to finance a specific productive activity. Yet it is 

not a transaction of ‘present money for more future money’ as it is in the 

conventional interest-bearing loans. Rather, it is a transaction of ‘present 

money for profitable future goods’. Hence, it is the prospect of disposing 

profitably of future goods which motivates Islamic financial institutions to offer 

financing products by way of Salam and Istisnaa. Islamic banks have already 

acquired an extensive experience in the structuring of Salam/parallel Salam 

and Istisnaa/parallel Istisnaa contracts for the retail financing of a wide range 

of SME economic activities. 

In a Salam contract, the process would normally begin with a formal application 

form submitted by the client to specify the quality and volume of agricultural 

or natural resource to be produced, the time it is bound to take until future 

delivery and the current price offered by the client for the sale of the goods 

to be delivered in the future. The offered price multiplied by the volume would 

then determine the total amount of capital financing required by the client. 

The bank would then carry out it’s own feasibility study about the proposed 

financing. This involves making a credit analysis of the client’s professional 

competence, track record and integrity, working out a reasonable projection 

of expected future price and choosing an appropriate route to make profit out 

of the transaction. Hence, a parallel Salam becomes necessary as a route 

for the bank to make profit out of the original Salam contract. In the parallel 

Salam, the bank cannot refer to the original goods already bought from the 

client since Salam goods are sold based on detailed description and not 

per specific, identified or named goods. The bank would rather bear the full 

legal obligation to deliver the parallel Salam goods even if the client failed 

to deliver the original Salam goods. 

On the other hand, the retail service of the Istisnaa contract is most often 

adopted as a means to deliver an industrial product (e.g. real estate building, 

equipment etc.) to the client. Hence, the process would normally start from a 

clear statement by the client specifying the technical detailed specifications 

of the needed industrial product, the proposed name of manufacturer, the 

time it is bound to take till the final delivery of the product, the total amount 

of the needed capital and a proposed finance schedule. 

As in the case of Salam, the bank would have to carry out a feasibility study 

regarding the proposed Istisnaa financing. But since the Istisnaa contract 

ends up with the delivery of an industrial product to the client, the parallel 

Istisnaa contract would normally be the means to acquire the needed 

product in order to be able to deliver the same to the client. Thus, the 

parallel contract is drawn between the bank as buyer of the product and the 

manufacturer as seller of the product. It should be noted that the client is 

not party to the parallel Istisnaa contract and therefore bears no liability 

towards the manufacturer. Furthermore, there should be no reference of 

any kind in one agreement to the other agreement. 

The bank’s liability towards the client regarding the technical quality of 

the product, as well as the highly-sensitive nature of industrial products 

to legal disputes, place an enormous burden on the bank to monitor 

the production process and guarantee the product’s quality and 

conformity to the pre-agreed specifications. This duty is ideally performed 

through the staging of the production process and the appointment of a 

technical advisory firm to monitor the production process and issue quality 

certification acceptable to the client. 



Due to liberalisation of interest rates and financial sector deregulation, the 

traditional business of money lending ceased to be the leading competitive 

edge in Retail banking. Competition over fee-generating services is gradually 

taking the lead over the traditional competition on interest income. Undoubtedly, 

deposit-taking and financing still remains to represent the core of Retail 

banking, but it is the innovative activity for better quality ancillary banking 

services which has lately taken the lead in the Retail banking industry. 

As the term implies, ancillary banking services include a wide range of 

subsidiary services not directly involved in the process of financing or deposit-

taking, like the issuance of travellers’ cheques, issuance of debit and credit 

cards, foreign currency exchange, remittance, safe-deposit boxes…etc. Despite 

the wide variety of such services, they all share the same property of being 

fee-generating rather than interest income generating services. The defining 

criterion between the two classes of Retail banking services is that fee income 

is a price on a specific banking service not directly related to funding while 

interest income is the time price of lent money. 

The shift of emphasis from interest income to fee income has far reaching 

consequences in Islamic banks, since one of the basic principles of Islamic 

banking is the prohibition of interest on borrowed money. All that matters 

about the legitimacy of fee income from the Shari’ah perspective is the nature 

of banking service being offered to the client. As a general rule, Islamic banks 

offer most of the ancillary services that Conventional banks offer, except for a 

few which may contravene the principles of Shari’ah or need special Shari’ah 

provisions to ensure their legitimacy.

The fiqh rulings which underlie the legitimacy of banking services fall 

beyond the scope of this cultural booklet as they are extensively discussed 

in the contemporary Fiqh academies. Also, it is not our intention to review 

the fiqh rulings for all ancillary services provided in the Retail banking 

industry, but rather we may highlight the basic principles which govern the 

legitimacy of fee income in Islamic banking. 

The basic principle is that if the service offered by the Islamic bank is 

a permissible one (halal), and if the production of the service involves 

exertion of human effort (mental or physical) and the possible use of 

supportive material (paper, electric power, rented building, etc), then it 

is a permissible fee. The banking fee is then set to recover both labour 

cost and the material cost used up in the productive process of 

the service. It is customary to express workers’ wages in units of time 

because production takes time, and therefore banking fees can also be 

expressed per unit time over the period needed to complete the production 

and delivery of a particular service (e.g. weekly or monthly rates). 

Agency fee: 

The best example of permissible banking services is an agency service 

where the bank offers to perform a particular activity on behalf of its 

clients (e.g. management of an investment fund). The agent, in Islamic 

jurisprudence, can be authorised to act on behalf of the principal and 

to fully assume the principal’s capacity in a wide variety of situations. 

Agency fee is therefore a legitimate income so long as the required service 

is a halal activity. 

Legitimacy of 
fee income 

Ancillary 
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However, it is important to note that an agent is a ‘best effort’ worker in 

the sense of not guaranteeing the desired result to the principal except in 

the case of proven misconduct or negligence. This is a crucial difference 

between agency in Islamic banking and agency in Conventional banking 

(where the Conventional bank is held to indemnify the principal and hold 

him harmless against all possible risks, irrespective of misconduct or 

negligence). 

Financing fee

Charging fees for the processing of Islamic finance transactions and 

documentations are good examples of fee-generating Islamic banking 

services, even if the service was to provide a Qard Hasan. Such fees have 

been approved by Shari’ah Scholars. For example, the Jeddah-based Fiqh 

Academy (16/10/1986, Amman’s Session) approved of charging fees in the 

processing of qard hasan (interest-free loan) subject to the strict condition 

that any excess amount over the actual administrative costs incurred in 

this process is forbidden. Thus, if such an excess is accumulated at the 

bank at a certain period end (for example, quarter or year end), the same 

would be deposited in the bank’s Charity account. 

The example of qard hasan brings the difference between fee income (as 

defined above) and interest income to a particularly sharp focus, given 

that interest income is a time price of money, which is Shari’ah repugnant, 

whereas fee income is a recovery of labour and material costs. The offering 

of qard hasan is not only permissible but even highly encouraged. There 

are, however, significant labour and material costs involved in the delivery 

of qard hasan that must be acknowledged and appropriately recovered in 

order for this activity to be properly institutionalised and continue to be 

provided to those who need it. 

LG fee 

An LG (Letter of Guarantee) is a document issued by a bank to the order 

of a client and to the benefit of a third party (e.g. government, supplier of 

petrol etc). Basically, it is an assurance to the third party that in the event 

of the client failure to honour an agreement concluded with that party 

(e.g. completing an infrastructure project or paying a deferred price to a 

supplier) the bank will then stand ready to compensate the third party up 

to a certain amount of money. 

This service is permitted as an act of benevolence in Islamic jurisprudence 

where it is called kafala. The mainstream standpoint in Islamic jurisprudence 

is to maintain kafala as an act of benevolence and therefore kafala cannot 

be offered against a fee. Nonetheless, as in the case of processing of qard 

hasan, there are considerable labour and material costs which have to be 

covered in the provision of kafala. Hence, Islamic banks are allowed to 

cover such costs in the processing of LG’s under the strict condition that 

any excess amount would be forbidden. However, since such costs include 

direct and indirect costs, they are usually based on careful estimates. 

Fee on banking cards 

An escalating growth of ‘credit cards’, ‘debit cards’ and ‘charge cards’ since 

the early 1980’s in Western markets is putting Islamic banks under 

increasing pressure to cater similar services to Muslim consumers. 

The question invoked different viewpoints among Muslim scholars, not 

only from the perspective of Shari’ah compliance but also from the ethical 

standpoint towards modern consumerism. The phenomenal growth of 

debit/credit cards is seen by many observers as being conducive to an 

extravagant social culture, which seems to drive society members to an 

endless spiral of indebtedness. 

Nonetheless, the use of debit/credit cards has its own merits. That people 

need no longer worry about taking cash, and the ease of payment to traders, 

travel agents, hotels, restaurants etc, is by all standards a groundbreaking 

development in modern banking. It should be recalled that sakk and suftaja 

were deliberately encouraged in the early Muslim civilisation for the very 



purpose of averting the risk of travelling with cash. Hence the idea of using 

cards in place of cash is not alien to Islam. All that needs to be assured is 

the compliance with the principles of Shari’ah.

It is only attainable in such an introductory booklet to give a brief explanation 

on credit, charge and debit cards as they are developed in the modern 

world. On one hand, credit cards are built upon the conventional lending 

transaction whereby the holder of the card borrows money at interest 

whenever he uses the credit card for drawing cash from the ATM or buys 

goods at any outlet. Obviously, this is not a permissible card, and therefore 

the issuance of such card cannot be endorsed by Islamic banks. 

On the other hand, debit cards are simple means to draw from one’s current 

account whenever cash is drawn from an ATM or goods are bought. This is 

permissible so long as no lending/borrowing relationship is involved.

Thus, issuance of debit cards for a fee is permissible for Islamic banks. 

Debit cards become impermissible credit cards when an overdraft facility 

is offered to the account holders at an interest charge for amounts 

overdrawn. This is a common feature of Conventional banks. 

The fact that any card (debit, charge or credit) may stipulate a charge of 

interest in any event of delay of payment or overdrawing, makes the whole 

card Shari’ah repugnant and all the transactions, starting from applying 

for such a card, using it to conduct any transaction and ending by the 

expiry of such card, Shari’ah repugnant. Hence, it is never an excuse to 

apply for such a card and claim that it is Shari’ah compliant (Halal) due 

to the sincere intention, dedication and cautiousness of the person not to 

overdraft or use credit, where interest may be charged, and rather just use 

it to facilitate payments or for just making payments abroad. The Shari’ah 

repugnant aspect simply lies in the Shari’ah repugnant provision in the 

agreement relating to the card. 

Islamic banks can issue ‘charge cards’ under special conditions. 

Charge cards offer interest-free credit for a short period, normally a month 

during which the cardholder can use the card for drawing cash or buying 

goods. The Islamic bank as issuer of charge cards charge fee income and 

never interest income.  

Islamic banks may even issue ‘Credit cards’ under special conditions too, 

much similar to those relating to the Charge cards above. The Islamic bank 

for this product would also charge a fee only.

In case of delay in payments of financial obligations relating to any Charge 

or Credit card, the Islamic bank would be entitled to collect a late payment 

donation from the customer, to be payable to charity, as is the case with 

other transactions based on other Islamic modes of finance and not qard 

hasan. Where the client undertakes to pay a “late payment donation”, 

in case of delay in payment. Many Islamic banks to deter clients from 

delaying on payments have devised this. 

The late payment donation was also due to Islamic banks falling as a 

victim to a majority, who simply exploited the Islamic banks by deciding to 

delay payments, since the Islamic banks do not charge any late payment 

interest. Although a charge may now exist that seems similar between 

Islamic bank and Conventional banks, Islamic banks do not make profit 

at all from the late payment donation, however, Islamic banks benefit by 

making sure clients have another reason to meet their financial obligations 

on time. Had the behaviour of meeting financial obligations was never as 

such from the first place, this late payment donation, would have never 

come to existence within the Islamic banks.



This booklet is an extension on the background material given by ADCB 

Key to Islamic Retail Banking – 1. It focused mainly on Retail banking 

financing services for personal, household, professional enterprises needs 

and ancillary banking products. The classification of Retail banking clients 

into personal/professional is shown to be more consequential for Islamic 

banks than it is for Conventional banks. Islamic modes of financing are 

more attuned towards clients’ needs than banks that take a conventional 

interest rate approach. 

The role of ancillary services in Islamic banking is explained by reference 

to fee income in Islamic jurisprudence. In the first place, the service must 

be permissible (halal), and the production of the service should involve 

exertion of human effort (mental or physical), as well as the possible 

use of supportive material (paper, electric power, rented building etc). 

Banking fees may then be set to recover both labour cost and the material 

cost used up in the productive process of the service. 

Agency fees, financing fees, LG fees have been reviewed by reference to 

the above criterion. The question of fees on financial cards (credit cards, 

debit cards, and charge cards) has also been addressed, shedding light on 

the basic considerations, which govern the Shari’ah compliance of banking 

cards.  

Conclusion
املر�سد  لكتّيب  ا�ستكماًل  وكذلك  التنويرية،  الثقافية  املر�سد  ل�سل�سلة  امتدادًا  الكتّيب  هذا  ُيعتبرَ 

�سالمية  الإ ال�سريفة  خدمات  على  يرتّكز  اإذ  فراد«،  الأ معامالت  »دليل   3  - �سالمية  الإ لل�سريفة 

جانب  اإىل  املهنية  عمال  الأ وموؤ�س�سات  �سر  والأ �سخا�ص  الأ احتياجات  لتلبية  فراد  الأ ملعامالت 

فراد  الأ معامالت  تق�سيم خدمات �سريفة  اأن  تبّي  وقد  امل�ساعدة.  �سافية  الإ امل�سرفية  اخلدمات 

التقليدية،  امل�سارف  اإىل  منها  �سالمية  الإ للم�سارف  بالن�سبة  اأكب  اأثر  له  مهنية  �سخ�سية/  اإىل 

فراد مقارنة  كرث ا�ستعدادًا لتلبية الحتياجات احلقيقية لالأ �سالمي هي الأ ن �سيغ التمويل الإ هذا لأ

بامل�سارف التي تقّدم قرو�سًا ربوية. 

�سالمية بالرجوع اإىل فقه الر�سوم املالية. ويف  وقد مت تو�سيح دور اخلدمات امل�ساعدة يف امل�سارف الإ

ول، ينبغي اأن تكون اخلدمة م�سروعة ويتطّلب اإنتاجها بذل جهد ب�سري )بدين اأو ذهني(  املقام الأ

املباين(. وعلى  تاأجري  اأو  الكهربائية  الطاقة  اأو  وراق  الأ ا�ستخدام مواد م�ساعدة )مثل  اإىل جانب 

مة يف عملية اإنتاج هذه اخلدمة.  ذلك، ميكن فر�ص ر�سم يغّطي تكلفة العمل الب�سري واملواد امل�ستخدرَ

وقد مت ا�ستعرا�ص ر�سوم الوكالة ور�سوم التمويل ور�سوم ال�سمان بناًء على القاعدة املذكورة اأعاله. 

لقاء ال�سوء على  ئتمان وبطاقات ال�سحب وبطاقات الر�سوم لإ وباملثل، مت النظر يف ر�سوم بطاقات الإ

اأهم العتبارات ال�سرعية التي حتكم اإ�سدار هذه البطاقات.    

الـــخـــال�صـــة


