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ABSTRACT

Jaiz bank Nigeria is considered the pioneer Islamic bank in Nigeria with significance
financial activities to the Islamic economy, which triggers the need for more scrutiny of
its products and services through academic and jurisprudential examinations. Recent
research underscores the critical need to determine the level of Shariah compliance
exhibited by the products and services offered by Jaiz Bank. This study focuses on
explication of the rules and implication of Mudarabah products and services in Jaiz bank
Nigeria. The Mudarabah system in this bank is characterized by treating customers as
fund owners, with the bank acting as an intermediary between fund owners and
investors. It is essential for all trades to involve the total balance from each account in
proportion to each customer’s contribution. An important issue arises regarding the
deposit of speculative capital in a savings account instead of an investment account,
impacting commercial transactions under the Mudarabah service. This concern led the
researcher to choose this service for investigation, driven by the logical expectation that
capital should be retained with investors for a period to facilitate trade-related tasks.
After an objective thematic analysis via inductive and deductive approach of the
qualitative data set from interview sections with selected Islamic banking experts and
scholars, it appears that the problem has an acceptable jurisprudential interpretation.
Based on interview information obtained from interviewees with direct knowledge of
the Mudarabah transactions in Jaiz Bank, the researcher concluded that speculation
regarding the source of its capital is a twofold process. The majority of the funds traded
by the bank come from the investment account, and this does not pose an obstacle to
the investment. Such types of accounts have certain restrictions on profiteering. The
smaller portion of funds is obtained from the savings account, making it comparatively
less significant. However, its insignificance does not negate the underlying issue.
Instead, the problem is resolved by acknowledging that customers have autonomy over
the funds deposited in the savings account, with Mudarabah provisions applied only
when customers maintain an amount tradable by the bank. Provisions and services
related to Mudarabah in Jaiz Bank for savings accounts are contingent not just on the
account’s creation but on maintaining a logical balance. Ultimately, the daily percentage
of accumulated profits is computed based on the balance of each account, leveraging
advanced banking software. The researcher suggests that future research should cover
the financial accounting aspect of the subject in order to scrutinize the reality of the
legal regulation and continuity of the Mudaraba contract investigated during this
research from an extensive jurisprudential perspective.

Keywords: Mudarabah, Financing, Jaiz Bank, Savings account, Jurisprudential
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Interviewer:

I'm here with Dr. Nabil, the Sharia Auditor for Jaiz Bank in Nigeria for the
purpose of gathering research data on Mudaraba products which is a
products among many products and services that are offered by Jaiz Bank.

I have in front of me some questions about this product, six questions to be
exact, and I would like your insights and your adequate answers on them.
Can I proceed sir?

Interviewee:

Yes, you can proceed if you'd like.

Interviewer:

Thank you, sir. The first question is, could you talk about Jays Bank in
general and the objectives behind the establishment of this bank? Thank
you.

Interviewee:

In the name of Allah, the Most Gracious, the Most Merciful. Jaiz Bank is
a non-interest bank, classified as a non-interest bank by the Central Bank
of Nigeria which is expected to operate using the teachings of the Sharia.
So, it's virtually an Islamic bank and was established in 2012 as the first
non-interest bank in Nigeria.

The main objective of Jaiz Bank is just like any other commercial bank, is
to operate to maximize the returns of the shareholders using Sharia
compliant products. Jaiz Bank has several branches. Up to now we have
about 50 branches in the country. We're hoping to see more branches come
up inshallah in the near future.
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Interviewer:

Inshallah. Jazakumullah Khairan, thank you. Thank you so much for your
answer. According to my underground research, it has been understood
that Mudarabah product is part of the products offered by Jaiz Bank. So, |
would like if you can give a brief definition or introduction to this product
and how Jaiz Bank offers this product.

If there are types of this product, is it only just one or there are many types
of the product? Thank you.

Interviewee:

So Mudarabah is one of the contracts and one of the major partnership
contracts in Islamic finance. And Jaiz Bank uses Mudarabah especially in
deposit mobilization.

Because Mudarabah is a partnership contract whereby one party provides
the capital and the other one as the manager of the funds. So, it's a very
risky transaction. And you know the bank serves as a Wakeel to the funds
of the shareholders. So, the bank must be very careful in where it places
its funds.

And that is why we hardly place our funds on the principle of Mudarabah.
We rather receive on the principle of Mudarabah. So, placements actually
are very, very minimum using Mudarabah. But we use Mudarabah a lot
even with that. You see all our savings accounts operate using Mudarabah
model. So, when you deposit funds in a Mudarabah savings account, the
bank is receiving the funds using the contract of Mudarabah. So, your
money is going to be into a pool and the bank is going to use that for its
day-to-day businesses and profits are actualized. And at the end of the day,
the bank will give you about 70% of the profit on the amounts you save.

So Mudarabah is used in savings accounts. It's also used in Mudarabah
termed deposits. We receive funds from customers who wish to keep
money for a specific time. And normally we give them an expected rate of
return, which is expected\projected. It's not an actual. At the end of the
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day, they will get an actual return of what they place. So, the placement can
be for like two months, six months or even more than that. And normally
the minimum amount is 500,000 Naira to start a Mudarabah termed
deposit account. The next one, which I'm very sure about is that we
receive funds, especially the intervention funds of the federal
government.

We receive them in Mudarabah principle. So they will place money with
the bank and the bank uses the funds and does several transactions like
Murabaha, like [Jara and others. So, we give them a return on their
Mudarabah and the Mudarabah they deposit to us. So these are some of
the issues that we have

We also use Mudarabah as well in treasury management. Our treasury
department, they frequently use Mudarabah. For example, they use
Mudarabah in inter-bank dealings. So, we can place our money in another
bank or in another financial institution and we receive returns from the
placements. So, these are the few placements we do. Mostly Mudarabah is
used when we receive funds using Mudarabah basis.

So these are some of the types which I can remember now.

Interviewer:

Thank you so much, sir. Before I move to the next question, I have a sub-
question there. You made mention of the bank using Mudarabah as a
placement. Like when they receive money, they use the money as
Mudarabah. That part is still quite not clear to me, sir. Like does the bank
not use their own money as Mudarabah? Instead, they use the client's and
the shareholder's money or they use both?

Interviewee:

Yes, normally a bank has a capital base, but you should know that a bank
1s always receiving and giving, receiving and giving. And the bank needs
money to do several financings. Where do you get money to do the
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financing? Normally it's the depositor's funds. So, the depositors are
depositing for the bank to do the financing and they will get returns from
the financing the bank does. Okay, so that is how we receive funds from
customers when they deposit money into our accounts. But I said
placement. For example, Jaiz Bank can place like maybe let's say a sum of
two billion naira in a Mudarabah account in Taj Bank, for example. So, you
see 1n this case it's a placement. So, the bank is using this for us as a
liquidity management tool normally. When it has excess liquidity, it needs
to find places where it's going to keep its money for some time. So you
will keep your money there, let’s say for 30 days. And after those 30 days,

they will calculate the profit that amount has generated and return the
money and the profit back to you. But it must not be guaranteed and the
return should also not be predetermined. But normally they give a baseline
like telling the customers that over our course of transactions, we’ve mostly
achieved a return of 15% or 20% or less than that, which is just an
estimation and sometimes their predictions are almost accurate.

Interviewer: Thank you so much. Moving on to the next question, one of
the incentives of this research is to find out how the bank presents the
Mudarabah product in savings account.

Because normally one would think like before I heard this explanation, one
would think that Mudarabah is normally placed in investment deposits
account, not the day to day savings account. So as a sub question for this
incentive, like how does the bank does these day-to-day transactions for the
normal savings account?

The third question goes like this, like how does the bank in terms of Sharia
compliance, how because Mudarabah products, according to banks, it's a
product that has a continuity, like it doesn't have an end. Mudarabah in the
in the past in the past times, according to the Fugaha, it has like a time of a
time frame.

But now with the new modern wave, it’s a contract that doesn't end like at
the time, like it goes as long as there is the bank, as long as the bank is
available, then the product, the contract is still ongoing, probably monthly
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or yearly. So how does the how does the bank regulate the continuity of
the Mudarabah contract? Yes,

Interviewee:

sorry, the Mudarabah is based on the assumption that customers are putting
funds and they have the right to pull out the funds whenever they need the
money. So, there is no restriction on when you are keeping the money and
when you are moving your money out. We have two accounts. We have
the current account and the savings account. The current account is a qard
account. So, for that one, we don't expect to give you anything out of that.

But for the Mudarabah account, yes, every day you have the depositors and
every day you have people withdrawing. So, it is a matter of what you call
the debit and credit of the account. Yeah, what I don't understand from
your question is continuity. Are you asking me, is it because of
withdrawals, for example, you feel the Mudarabah will be discontinued or
you are talking about the Mudarabah should have a time frame, which
without that, it will not be possible. Can you be clearer to me?

Interviewer:

What I mean about the continuity is that in terms of the withdrawing,
people are not restricted to a certain time frame to withdraw their money.
So how does the Mudarabah contract go? Does it discontinue or the
contract goes on?

Interviewee:

The contract continues. The Mudarabah is based on a pool of funds
whereby people have to put money into that fund. And whenever there is
fund in that account, that amount of money is going to be used into a
business. And whenever a return is gotten from that business, then you will
get a return from that business that has been done with the money you have
kept. So assuming the amount in that fund is low, it means that the business
opportunities from that pool is going to be low. You should understand
that the bank normally has several pools. It's not only from the Mudarabah
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account. We have several pools. So, we use the funds of several pools into
several businesses.

And that is why a bank has a risk management department, which normally
diversifies and ensures that every pool is treated in a way the bank is going
to keep existing without having any problems. When you have too many
deposits, it's a problem. And when you have too many withdrawals, it's
equally another problem. So that is why normally this kind of this
department, risk management department, they look at what they call
liquidity risk management so that they ensure that there is adequate fund
for all the businesses that are going to be done.

Let me give you an example of a scenario that happened recently. When
the issue of Naira redesign came up, the bank had too much deposits
because people were rushing to deposit their money so that they can beat
the deadline.

So what happened that time, our deposits normally is very low, maybe like
20 billion naira, 30 billion naira in savings accounts. That was the amount
of you can have in that pool. But because of there is a rush in that period,
our deposits in savings account rose up to about 80 billion naira, which is
very, very high. And the bank normally invests this money before it can
give you any return.

So now the question is, How do we pay the deposit holders? Are we going
to pay all of them? Or are we going to pay only the few that we have that
we have deposited their funds since we know the time the rush started and
we know that these funds we have collected, we did not invest in them.

So according to our ACE, the ACE ruled that this amount we have collected
it based on trust. Okay, that we are going to invest it and we are going to
give them a return at the end of the month. Each month we are going to
give you some profits. And it happens now that we got stuck. We could
not invest your money because the amount was too much in a very short
period of time and we didn't have enough avenues to invest all the money.

So the ACE advised the bank, when I say ACE I mean the sharia committee
of the bank, the advice that we should separate those who deposited earlier
from those who deposited at the point of the rush. So, we pay only those
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who we really invested their money and those that came at the end of the
rush, at the time of the rush, we are going to request their consent to change
the agreement instead of Mudarabah into a current account. So that the
money is going to be Qard in our side and at least we will keep it for some
time until the bank relaxes and then we return it back to Mudarabah and
continue the investments.

So why I give you this is to show you that yes, from the sharia point of
view, we are very careful about the continuity of the Mudarabah to ensure
that if you have excess funds, you invest all the monies so that you can pay
them appropriately. If there is a lack of liquidity, which normally that is
not a problem. That is not an issue. We don't have low liquidity. Normally
we almost always have excess liquidity. And this is one of the problems
generally you find in the salaried banks that they have excess liquidity. So,
they have excess money to invest. So whenever they invest, the amount
they invest, they will share it to the deposit holders in proportion to what
they have invested.

So, I don't know whether this explanation has clarified the issue you want
to ask.

Interviewer:

Yeah, it has. Thank you so much. I have just two mini questions from that,
please, if you allow. One is that does the bank invest the funds themselves?.
Like, do they go into the workings, like the investment and go into the
trading of the money and how and turning the money back to liquid? And
like, does the bank go through all these stages or the bank is just a wakeel
between the shareholders and the people that actually trade with the
money?

Interviewee:

Yes, you should understand the functions of a bank. A bank is a financial
intermediary. So, the bank is not doing the business, but it facilitates the
business. So, when you give us money, there are people who are looking
for money to do their own businesses.

So, we will book facilities for them. And by so doing, we can get returns.
So we do Murabaha, we do Ijara, we do Istisna’, we do Salam and others.
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This is our investment. But we do not, we hardly, we seldom go directly
into businesses, because it's too expensive and it will divert us from our
primary objective of mobilizing funds. So a bank, the primary objective of
the bank is to mobilize funds.

Interviwere:
Thank you.

Interviewee:

To give you another dimension to the answer, we also go into inventory
financing. I don't know whether you have heard of that. That is when we
own assets to sell them. So that is another way we can go into direct
financing or direct investment. So the bank, for example, can finance, can
use the money to develop properties for itself and get another company and
ask the company to sell it on its behalf for a higher amount of money.

So you see this one is like a higher, direct investment under the inventory
category. So the bank do inventory actually, where it really owns assets
and sell them for a higher amount.

Interviewer: Thank you so much. The other one is that for this, this
account, I understand that there are three types of savings accounts. There
is the normal one and then there is the one for the kids. And then there is
a special savings account, the premium savings account. Does the premium
savings account has like for the normal accounts, I have understood that it's
on a day to day basis and it's carefully organized and all that. But for the
premium savings account, does it have like a special case, like a time
frame? Probably, let’s say if [ deposit one million naira now, like I have to
invest the money for like a month or how does it go for the premium savings
account? Or it's all the same for the three accounts?

Interviewee:

No, no, no. Normally the Mudarabah, you are talking about the
Mudarabah, the JTD; Jaiz term deposit is Time Deposit. Yes, that is how
we call it before it was Japsa. And they call it also as you call it premium
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savings account or the JTD, Jaiz Time Deposit, which is based on
Mudarabah as well. Actually, what I know about this is that it has a specific
time period. There's a minimum duration. I think the minimum duration,
if I'm not mistaken, is two months.

Yes, 60 days. Yes, if I'm not mistaken. Maybe I can confirm to you later
after the interview. So it's either 30 days or 60 days, but I feel it is 60 days.
So, you can place your funds for that amount or that time because the bank
would like to hold the money for a given period of time to allow it do real
business before giving you any profit. And that is why the time is very
important. And we do not guarantee any return. It depends on how the
business and the market goes. Even though, as I told you based on history,
normally those in the financial control, they can tell you almost exact
amount that is expected. So, if you look at the trend for the past six months,
it is easy for you to understand what you expect to get in the next one or
two months to come. So normally we tie our returns based on that, but we
don't give a customer any guarantee.

Interviewer:

Thank you so much. Thank you for your answers. We are almost at the
end. Another question that has to do with the Sharia conservative of this
research is how does the bank evaluate the assets at the end of the contract?
Like now, when the bank wants to give back the profit along with the
capital or the profit along without the capital, how do they evaluate the
complete assets to give each and every one of these accounts, the three
types of savings accounts there is for the Mandarba?

Interviewee:

Yes, actually I'm not an accountant. So, this question needs an accountant
actually to answer you. Because actually there are a lot of considerations
they take, which actually I cannot explain. We have the financial control
department. Those are the ones responsible for all these calculations. And
really, I cannot tell you about the exact basis for their evaluation at the end
of the day.

Interviewer:
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Yeah, thanks. The second to the last question is the issue of guarantee. I
mean, you've made mention of like the bank doesn't guarantee anything as
a return. The bank doesn't guarantee any return. And but normally the
bank would give the bank would project a profit for the for the customer,
the bank projects something. But the question here is, has the bank ever
encountered loss of capital, let’s say someone invested in the premium
savings account, has the bank ever gave back nothing? Because according
to Mandarba, it's according to the trade, if there is if there is return, then
there will be share of profit. If there is no return and the money is gone,
then the bank loses its investment and the work and everything. And the
owner also loses his money. So this is the question here is, does the bank
guarantee anything to the customers in case of in case of anything if the if
the business doesn't go well?

Interviewee:

Actually, this question has a lot of answers to be given. First, first of all,
the bank does not guarantee the bank does not guarantee in any way. We
do not tell the customer that we are going to guarantee your capital. But
we tell him that your capital is safe, because according to record, since we
started Jaiz Bank, we have never recorded any loss from your from
Mudarabah account. So at least this is what normally the marketers used
to tell customers. And really, we support them in that, because it does not
violate the Sharia. They're not guaranteed, but they are giving you the full
assurance that your money is almost 99.9% assured to be safe.

Because any person would like to know how safe his money is going to be
before he gives you before he gives you deposit his money into your bank.
That is number one. Number two. Just the way you asked me this question,
I have been asking, or I asked those in the financial control in one of our
meetings, | told them what happens if there's a loss.

So they said, actually, they feel having a loss is impossible. We said how?
they said, you are pooling your funds, which is a fraction into a large pool.
Okay, let’s say the pool, let’s say 10 billion Naira. And you are depositing
only 10,000 Naira. And this 10 billion is going to be used to finance maybe
like 200 businesses.
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So if one is not profitable, another one will be profitable. So if you do plus
or minus, even if 60% of them are successful, you can hardly get any loss.
The worst is that you may not get any return at the end of the day. But
normally the default rate is very much, much lower than that. Maybe it's
just like 10% that may fail or so.

So in essence, it is very difficult to have any losses in this regard. But let
me tell you something. We do guarantee in Mudarabah sometimes. And
why do we do that? Because actually we are under necessity. Let me give
you a scenario. The federal government gives us their money under the
principle of Mudarabah. The monies they are giving us are in billions.

In billions like Bank of Industry also does give us billions to do businesses.
Now, the only language they will understand is that in the agreement, it has
to be written that it is going to be guaranteed. Otherwise, they will not give
you that money. Otherwise, they will not give you that money. This is
very, very contentious. The Sharia Council in CBN, they have given fatwa
that based on necessity, banks should collect this kind of money. But our
ACE, especially Professor Muzir Kav, has been trying to avoid this fatwa
as much as possible because clearly it violates the Sharia principle of
guarantee in Mudarabah. But what we are saying is that these monies are
owned by people of Nigeria. And those guys that are giving you this
funding, they do not understand Islamic finance and they are not ready to
understand. And they are waiting for you to reject this money so that they
can divert it to other places, which is going to be not going to be good to
Muslims. And that is why the shariah council of the CBN said, please
collect this money and do the financing and write that portion of guarantee.

I remember this document I reviewed last year. It's an agreement with Bank
of Industry. They insisted seriously that we have to guarantee. And we in
the Sharia department, we insisted seriously that that clause has to be
removed, that it can never be guaranteed. But at the end of the day, what
happened? Actually, I don't think they succeeded in that transaction. So,
if you look at it critically, you will see, yes, it's a violation. But maybe
here, maybe, maybe, maybe, actually, if you do not push for it, you cannot
get it at the end of the day. So even if you hear any sort of guarantee of
Mudarabah, especially in funds that are related to the federal government
of Nigeria, actually, it is based on Darura, dare necessity, because it is either
you take it or leave it. Yeah.
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Interviewer: Thank you so much, sir. The interview schedule time is about
to go. I will just end with this quick question. I'm using Zoom, but I didn't
upgrade to Zoom Pro. So, there is like two minutes left. 1 just want to
know if there has been complaints from the customers regarding this
Mudarabah product?

Interviewee:

Actually, I don't know of any complaints. Normally, we don't have
complaints from Mudarabah. People hardly complain, actually, because
it's very straightforward. It's very clear. And people are getting what
they're expected to get. So actually, you seldom get any complaints with
regards to Mudarabah.

Interviewer:

Thank you so much, sir. You have been very helpful to this research. I
actually got to know a lot from your answers. I really, really, really
appreciate your time and effort and your effective answers. Thank you so
much.

Interviewee:

You're welcome. Thank you so much. Have a nice day. I wish you all the
best and success in your studies.

Interviewer:

Thank you so much, sir. Salam alaikum wa rahmatullah.

Interviewee:

Wa alaikum salam wa rahmatullah.
BB~ 9,1'13 A,g.d\ &a :\,,\JL"\S\ z\lglld\

Interviewer:
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I'm here with Mr Sani Tazara, a Sharia supervisor for the Central Bank of
Nigeria for the purpose of gathering research data on Mudaraba products
which is a product among many products and services that are offered by
Jaiz Bank. Thank you, sir, for this opportunity and dedicating your precious
time to help with this research.

I have before me 3 questions regarding this purpose. The first one is; can
you kindly talk about Jaiz Bank in general and share your general
knowledge about the bank

Interviewee:

Bismillahi Rrahmani Rrahim, my name is Sani Tazara, an employee of the
shariah department at the central bank of Nigeria, Jaiz Bank as far my
knowledge goes started operating as a non-interest Islamic bank in 2012
after gaining the license from the central bank of Nigeria and all it’s
banking and financing procedures are subject to supervision under the
shariah department along with the other three non-interest Islamic banks
available in Nigeria, namely Jaiz Bank, Taj Bank, Lotus Bank and
Alternative Bank Ltd.

And so far so good, I can tell you that Jaiz Bank and doing quite well in
terms of abiding to shariah guidelines and principles when it comes to the
products and services they offer.

Interviewer:

Thank you so much sir, the second question has to do with one of the
products that’s offered by Jaiz Bank which is the Mudarabah product.
Taking a first glance at this specific type of Mudarabah product offered by
Jaiz Bank, one would notice that the bank implements Mudarabah in a
savings account mainly in three accounts. One of the three accounts is
termed as an investment deposit account which is understandable under the
purview of shariah however what do you have to say about the other two
accounts that the bank implements Mudarabah in?

Interviewee:

Thank you for this question, Akanbi Ridwan, actually what I can tell you
is that; you should know that non-interest banks like jaiz bank uses
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Mudarabah for deposit and financing which are two completely different
things. However to answer the question of your interest I can tell you
Akanbi Ridwan that first of all the central bank shariah department has
authorised jaiz bank among other non-interest bank to use Mudarabah as a
tool in financing and generating funds although you should know that
initially savings accounts are not contractually based for Mudarabah as
there is a difference between a depositor that is depositing mainly for
savings and is not ready to be open to investment risk and another depositor
who is bringing his/her money to the bank for the sake of investment; this
is the situation of the exceptional account you mentioned in which the bank
eventually implements the principles of Mudarabah according to shariah,
and it i1s mostly unrestricted Mudarabah which gives the bank the approval
to invest the money deposited in whatever business they see fit, thus profits
are shared between the bank and the depositor and in an event of loss the
depositor bears the loss alone.

On the other hand, regarding the savings account what I can tell you is that
Mudarabah is mostly not contractual in these types of accounts and instead
what the bank does is give hiba “a gift” to the customers in return for
investing their money over a course of period of time, it is not contractual
because the depositor does not have the right to ask or request from the
bank his share of profit as the depositor only deposited the funds for the
sake of custody and not investment, moreover in an event of loss the bank
also cannot tell the depositor that the funds have been lost which means this
type of procedure mostly goes into the liability account of the bank
although on every balance sheet of non-interest banks such as Jaiz you can
see that it appears as a capital.

Interviewer:

Thank you so much for your detailed answers, sir, the last question I’d like
to pose is; what is your evaluation of this product in Jaiz Bank and do you
think this product should be termed as Mudarabah in deposit savings
account especially the procedure that goes on in the normal savings
accounts

Interviewee:

[ don’t think it should be termed as Mudarabah as it’s a completely different
concept from Mudarabah, Mudarabah is mainly based on profit sharing and
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loss bearing; meaning profit sharing by the bank and the depositor and loss
bearing by the depositor only, so to call a savings account Mudarabah is a
bit of a far reach, I might suggest wadiah but even wadiah has it’s own
guidelines and rules according to shariah but nonetheless I don’t think it
should be called Mudarabah.

Interviewer:

That’1l be all sir. Thank you so much sir. You’ve been very helpful indeed.
AsSalaam alaikum.

Interviewee:
Wa alaikum Salaam.
Y galais gl 1013 Aadaa Basead) A AGIEY AL 0841
Interviewer:
Can you please state your name and occupation for the record please?

Interviewee:

My name is Dada Oyindamola Mutiat, I’'m currently a shariah finance
enthusiast and formerly a manager at Jaiz Bank Lagos. After which I

moved to lotus bank and now I’m planning to start up my own microfinance
bank.

Interviewer:

What can you say about Jaiz bank in general?

Interviewee:

Jaiz bank was started in 2012, as the first non-interest bank in Nigeria, with
the goal of basically providing non-interest services to citizens while
ensuring that all the services provided are shariah compliant as they are
offered to customers that do not want to deal in interest basically.

Interviewer: can you talk about Mudarabah and how does it work in a
normal savings account, since funds in a normal saving account has the
tendency of getting withdrawn at any given time.
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Interviewee:

You need to know there’s a difference between restricted Mudarabah and
unrestricted Mudarabah. the type of Mudarabah that’s implemented in
normal savings accounts; either deposit account or kids account, it’s only
logical that the depositor doesn’t get to choose what business the bank does
with their money since it’s mostly a low amount and customers tend to
move the money from time to time. The bank mostly places a limit for
restricted Mudarabah for example 100M naira; this is a logical amount that
gives the depositor the chance to sit and negotiate with the bank on what to
use the money for.

Interviewer:

What do you have to say about some experts that said that it’s almost
impossible for the bank to implement Mudarabah in a savings account,
rather what the bank does is borrow the funds in the savings account, use it
for business and gives the customer a return in form of a gift, not an outright
profit?

If you go through AOIFII standards carefully and thoroughly or IFSB
standards, you’d find there that savings account is Mudarabah and it is
unrestricted Mudarabah.

Interviewer:

What about the termed deposits?

Interviewee:

Term deposits is also generally unrestricted, why? Because the bank has a
large number of depositors; 10m, 5m, 2m, let’s say for example if the
number is 200 depositors; how is it possible for the bank manage businesses
for each depositor? If the Mudarabah is restricted? It’s obviously going to
be cumbersome to manage.

Interviewer:
But does the bank give a timeline?

Interviewee:
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Mostly, for mudarbah there’s a timeline in such a way that the depositor
says; “okay I want to keep it for 30 days, 60 days etc”. but the way it works
actually is that all the deposits are kept in a pool of funds and deposits. It’s
not in such a way that the bank does a certain business for 30 days. What
actually happens in reality is that it’s a rolling pool of funds and it doesn’t
end; once a depositor withdraws their money, another amount goes into the
pool, but it is still unrestricted. There is in fact restricted Mudarabah, but it
is only for a certain calibre of customers, depending on the amount they
deposit to the bank. If the deposit is low and doesn’t amount to a certain
amount of money the bank uses it all in an unrestricted Mudarabah pool of

funds.

Interviewer:

In the termed deposit type of account or the normal savings account that
Mudarabah is implemented; has a loss ever been recorded before? Because
the main principle of Mudarabah is profit sharing by the bank and depositor
and loss bearing by the depositor only. So has it ever happened that the
bank tells the depositor at the end of the contract that there has been a loss?

Interviewee:

In the history of jaiz, as far as my knowledge goes there hasn't been a loss
recorded but do you know the principle of profit smoothing right? In
Islamic finance, we have two profit smoothing mechanism: profit
equalisation reserve (PER) and the investment risk reserve (IRR). What
PER does is keep part of the profits earned by the bank in a reserve which
1s left untouched, and whenever a loss is made funds are taken from that
reserve to cure a loss. This is because the bank does not want to be in a
place where they have to tell the customer that; oh sorry we encountered a
loss and your funds are unaccounted for. Simply because this will push the
customers away and they wont want to bank with such bank anymore, that
is called displaced commercial risk. So in order not to lose the customers
and to ensure that the bank keeps functioning it’s better to use either of this
mechanisms to cure any loss encountered. So those reserves are meant to
ensure that such situation doesn’t happen.

Interviewer:
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What can you say about the continuity of Mudarabah contract? In Jaiz
Bank; is it a procedure that comes to an end at a scheduled time or it
continues for as long as the account exists?

Interviewee:

The way it works and according to AOIFII standards is that it’s a
contractual relationship between the bank and the depositors wherein the
bank has to manage funds for the depositors and there’s always a pool of
funds...and the profits are accrued on daily basis because the principal
amount can change at anytime in the case of the normal savings accounts,
so it’s possible that it is a never ending contract because the depositor is
giving the bank permission to use the money in the account for business
purposes and once there’s a loss the depositor bears it which is the basic
principle of Mudarabah but once the bank uses the money and they’re
making money from that business, the depositor is entitled to a share of the
profit. This share depends practically as it is done in the bank, on how long
the depositor keeps the money for in their account in addition to how much
the money is. Because naturally if the bank need for example 1 billion for
business and a depositor deposits Smillion, such depositor can expect to
earn more than a customer that paid 500 million; and the higher the risk the
higher the reward also the depositor that leaves their money with the bank
for one year will have more share and percentage of profit than another
depositor that withdraws from time to time. So, it is possible that it is a
never-ending contract in the case of unrestricted Mudarabah for the savings
accounts.

Interviewer:

How does the bank evaluate the assets to give profits at the end of the day?
Does a depositor for example has to put in the money for a couple of hours
minimum?

Interviewee:

You should know that the bank has a complex and extensive financing
software so every fund is accounted for, and every day that sophisticated
accounting software calculates every day how much goes in and out of the
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bank which would automatically let us know each amount’s percentage in
the total pool of funds the bank has and the bank also knows automatically
the total influence and time each fund has in the total pool of funds, the
share of profit allocated to each account is distributed based on the
weightage of each account, but it’s not paid directly into the depositor’s
account rather it is all deposited in a suspense account which is called
accruals/ accruals profits account, hence each share of profit goes to each
depositor’s accruals and at the end of the month, the total profit drops to
the main account, and if the depositor withdraws at the middle of the
month, the accumulated profits stays in the accruals account until the end
of the month, then drops into the main account.

Interviewer:
Does the bank guarantee anything when it comes to Mudarabah in general?

Interviewee: The bank doesn’t guarantee anything. I think you should
pickup a savings account and check the terms and conditions, agreements
and framework of mudarabah. It is not guaranteed and the profit-sharing
ratio is 70/30 for jaiz bank for unrestricted mudarabah, except for restricted
Mudarabah which is possible to negotiate with the bank. And generally,
shares of profits all depends on how much and how long.
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