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The Is'amic Economic Society
Based on the Principles of Amanat and Sharakat Riba free

i)}f Mr. Jalal Ahmad Khan, FCMA, MBA

The ideology of Islam believes in one Allah ,the creator of The universe and mankind
being among one of His numerous creatures. This relationship between Allah and
Humanity is based on love, Hubullah & Hubul Rasool. The various Ibadat Namaz. Roza.
Haj, Zakat are meant to create Qurbe Elahi or Identification and submission of Human
soul or Roh to the will of Allah. This purification of Human soul creates the person who
would fulfill all Huqul Ibad and will have transparent and clear Mamulaat with fellow
human beings and go forth to create a human society given to mankind by Allah in shape
of imstructions contained in Quran and Sunnah. a2

Islam strongly believes in the concept of Ammanat and every thing that a man or a
society posses are given to him by Allah. His particular life and property are an Ammanat
which has to be spent or exercised in accordance with the will of Allah and how he has
submitted himself and his power, glory, wealth, fame and how well has he lived his life
in accordance with Allah instructions irrespective of various odd or obstacle that he faces
will be the yardstick against which Allah will measure his deeds on the day of judgment

We also observe that in Islam there is a very strict balance between rights and obligation
or the benefit that are derived from the society and duties you must perform The concept
of Zakat, Kherat, Ushar are highly praised and recommended and are meant to create a
feeling of Sharakat of the down trodden and less privileged in well being of the society
Good deeds in Islam are not restricted to Namaz, Roza & Haj instead Huqul Ibad caring
for others and sharing your happiness, wealth and well being have higher priority levels

Monitory Assets in any society are important instruments for Economic progress and
their importance under no circumstance can be denied The Banking system and
mechanism is considered a source of mobilizing saving and deposit in the society and
channeling them into credit or investment opportunities This fact cannot be denied also
The variation between the present concept of banking and Islamic behaviour pattern are

as under:

I a Each individual Bank is considered an independent legal entity having a
right to take deposit from public and any rate of interest that it may deem
fit or competition between deposit takers decides

b. The Bank have their own Balance Sheet which show lending as their own
assets and deposits as their liabilities
C They are entitled to earn profit from their lending and borrowing

operations and distribute it among their shareholders
2. The Central Bank is entitled to lay down liquidity ratio and float treasury bills
enabling Govt. to borrow from banking deposit and using this borrowing on a
particular rate of interest for Govt. consumption/ spending




Both the atove concepts of Feonomic Management do not conform to the Islamic
concept ol Ammanat and Sharakat It Bank deposit are Ammant of the People the Govt.
or Central Bank is not entitled to draw it out from private sector and private investment
and relocated (o Gt spending In a broader term Islam is insisting that all bank deposit
must turn info productive invesiment Govt securities like Defence Saving Certificates
and Treasure Bond where productive investment and return can not be specifically
identified may be considered as Khayanat in Ammanat. We may derive that Islam
befreves 1 a very active governing concept where all Govt. spending are supported by
public feelings and paid for in public taxes. No internal debts and no deficit finances.

A bank following the concepts of Ammanat and Sharakat can only be termed as a fund
manager domne a job on the basis of fund management fee. Deposit mobilized are an
Ammanat 1o be invesied in Shirkat or Investment Returns received to be given to
depositors The shareholders of a bank invest only in the branch network and people
employed and for the purpose of deposits and investment they only act as trustee of
tunds through their Board of Director or Team of Management

When we look on deposit sides of the bank it 15 an easier concept to handle. Bank may
also charge tees to s castomer for various kinds of services rendered other than lending
or mvestment Most sertous and difficult concept is

how oo you manage vour aveshiment porttolio

what are vour lendinue crimeria

- how do you assess rofil or refurn cn your iy estment

Before we po deeper imto the concept. methodology, and assessment of investment and
profits 1t s essential to elaborate on the Islamic concept of justice, grievance handling or
EHITIRT

istam believes in gquick and strict dispensation of justice All court cases must be decided
withan three to four weeks and say after all appeals judgment implemented within six
weeb o 1 perceive that if this is implemented immediately in Pakistan initially every body
vt Lias faced injustice or has a grievance againsi any one will go to a court of law But
il s v three vears the courts will have very few cases as all those who commit the
ting o qustice aned tiy to ungustly snatched the right of others will come to term with this
ae reality of speedy justice in oar society 1P we can nigidiy enforce speedy justice for
nexi twenty-tive vears we will have a generation which will believe in tolerance and right
of others i Huqu! Ihad and transparent manailant

[ he next gqueston is how do you prepare and monttor investment portfolio and match it
voith all vour bank deposins

- The Economy should be divided let us say into fifty sub sector. into various crops.
tinto process of cotton processing and manufacturing, various industries. transport,
communication, energy and others
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The monthly requirement of each sector to be provided by various trade
association and bodies

Monthly sectorwise financing/lending/Shirkat to be decided by State Bank/
Economic financing committee

Interms of individual bank deposit to total deposit banks may be permitted to
mvest in various sectol

How should profits or return on investment be assessed
for economy to prosper all sub sectors of the economy should make a profit It is
understood that economic cycle and industry condition would cause a variation on
return on investment
Both cost and revenue assessment exercise for each sector need to be carried out
each year to assess sector profit. For example at what cost cotton has been
procured by the spinning industry and what are international and local yarn rates.
Applying certain wastage on cotton input for assessment of contribution margin
can be made

The concept of Sharakat suggest that the rate of return on investment will vary with the
health of country economy We may also extend this concept 10 suggest that it would be
unfair (o request industry 1o pay a fixed full install, - on any loan during time of
economic recessions The rate of return and redemption or repavment of capital (loan
installment) will vary with the condition of the economy - With payouts being higher in
economic boom and lower in times of economic recessions

The concept of Ammant and Amun and fund managers does not end with the banks alone
but may also be extended to include all and various kinds of projects with sponsors being
also modarih or managers of'the sunk capital in the project. Profits being computed only
as under

Sales Rs 600 000,000

Cost o Goods Sold 400,000,000

inutincluding depreciation)

Cirass Proti 200,000 001

Sales and Administrative € ost 4000 000

196, 000 (0

The Amount ol R~ 196 000,000 11 be allocated and distributed as cunder
Waoraimng Capital finance
L eng Terms financing
Retarn on investment
Redemplion of financing
Owneis equity
Return on equity

. oo & o
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This concepts recognizes that atl capital invested in any project is sunk capitai and all
participant financing are entitled to either return on invesiment and redemption or
repayment of capliai The project manager or modarib are entitle to a management fee
and difterent tinancing agencies may claim and exercise voting right in varying
proportions  There is no fixed return on investmeat neither is there a fixed
repayment installment. Economic and industry condition will determine these
payments. However it does not mean that the Govi. does not ensure safety and
arotection of depositars money and let old, orphans, and widows suffer from the
deceit of the clever.

The above concept of financing various sub sector of the economy on flexible return
bases assumes a very mature and responsible Govt That would insure that each sub
sector of the economy makes reasonable amount of profit and ensure healthy growth of
cach sub sector. It does not give a blanket authonty in terms of Ammanat 1o a Govt to
miss behave with an industry as they have done in Pakistan Cement and Sugar industry
have both suffered due to 1ll conceived govt policies,

The Islanmic concept of Hugul Tbad fair play and justice require on part of the Govt to
study and influence all cost input and revenue generation of cach industry and also to
arrive at its propensity to pay taxes. The banking loans and credit to any industry has to
be linked with its capability 10 pay taxes and create employment The balancing of right
and duties in Istam desire that where that industry can request for a certain amount of
financing by the banking sector 1t should aiso come forward with when how. and what
amount_ of taxes will it pay to the Govt In modern day of computerization and
automation 1t 18 nat dilficult to charge income tax, sales tax, custom duties and pive
rebates through vperation of a banking account maintained by an income Lax assessee

Ribbah in islam is mayv be stated to be the tip of an iceburg Elimmation of fixed interest
and installment conld lead our society to the concept of Ammanat, Shirkat, Responsible
Governance. Societv of Tur play and iustice where econosnie up turn and its fruits as well
as econorue depe wsion gond related losses are widely shared by society which in concepts
et Hugult hosa olieves o abimission of itself to the wili of 4 5 Creator Allah
Subhanatailz y ;
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