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Products Differences

Islamic Banking 
Viz 
Conventional Banking

	
Difference Between Islamic & Conventional Current Account

	S. No.
	Islamic Current Account
	Conventional Current Account

	1
	Since Islamic current accounts are based on Qarḍ (borrowing) contract, bank cannot give predetermined benefits to current accounts
	Conventional banks can give predetermined benefits to current accounts

	2
	Islamic banks do not deduct penalty on low balance maintained.
	Conventional banks deduct penalty on low balance maintained

	3
	Islamic Banks cannot incentivize current account holders for maintaining current account.
	Customers are usually incentivized by the bank in terms of free services on maintaining current account e.g. free cheque book, free ATM, pay order etc.





	Difference Between Islamic & Conventional Saving Account

	S. No.
	Islamic Saving Account
	Conventional Saving Account

	1
	Islamic saving accounts are based on Mudarabah partnership contract where bank cannot give agreed fixed return but shares actual Shariah compliant profit based on agreed profit-sharing ratio with its customers.
	Conventional saving accounts are based on Qarḍ (borrowing) contracts where bank gives agreed fixed interest (Riba) to its customers.

	2
	An Islamic bank cannot guarantee its return to the depositors
	Conventional Bank Guarantees return on customer’s deposit.

	3
	The Islamic bank cannot quote the depositors with certainty that it will give a specific amount of profit to them.
	Conventional Banks fix the rate of return at the time of taking deposit.

	4
	Islamic banks do not impose penalty.
on low balance maintained. 
	Conventional banks may impose.
penalty on low balance maintained 





	Difference Between Murabaha and Conventional Short-Term Loans

	S. No.
	Murabahah
	Conventional Short-Term Loans

	1
	It’s a sale transaction.
	It’s a loan-based contract 

	2
	Islamic Banks own the assets risks and rewards.
	Conventional banks do not own the risks and rewards of Assets / Commodity / Goods while extending conventional loans.

	3
	Compensation is in the form of price of goods.
	Compensation in the form of interest, since any benefit over the loan is interest. 





	Difference Between Diminishing Musharakah Financing and Term Loans

	S. No.
	Diminishing Musharakah Financing
	Conventional Term Loans

	1
	Islamic Banks acts as partner with customer to acquire joint ownership in the assets and thus own the risks and rewards over assets till the total bank’s share purchased by customers.
	It’s merely an interest-based lending where Conventional banks do not acquire joint ownership in the assets and thus, do not own the risks and rewards over assets.

	2
	Ownership of the bank gradually transferred to the customer.
	Ownership of the property lies with the customer from inception.

	3
	The customer’s payment to the bank over the agreed tenure represents;
	The customer’s payment to the bank over the agreed tenure represents;

	4
	· Purchase price for the share of bank in the property. 
· Rental payment for the use of bank share in the property
	· Repayment of principal and payment 
· Interest/Riba on the principal amount

	5
	Ownership-related charges are borne.
by both the Bank and Customer in proportion to their ownership
	All charges are borne by the customer.





	Difference Between Ijarah Financing and Conventional Leasing

	S. No.
	Ijarah Financing
	Conventional Leasing

	1
	Islamic Banks acquire ownership over the asset and thus own the risks and rewards over the asset during the financing tenure.
	Conventional banks do not acquire ownership over the asset and thus do not.
own the risks and rewards over the asset during the term loans tenure.

	2
	The bank bears all the risk of loss of asset if such loss is not caused by the negligence of the customer.
	The bank is not responsible for any loss to the asset.

	3
	No rent can be charged and demanded prior to the delivery of the asset.
	Rent is charged and demanded prior to delivery of the asset.

	4
	Since Ijarah is a binding agreement therefore, neither party can terminate it without mutual consent unless there is a breach of contract by either party.
	The conventional lease agreements give unilateral right to bank to terminate the Lease Agreement without any reason.






	Concept of Charity due to delay in Payment and Default

	
	In conventional banking customers are required to pay penalty for delay in payment of installments in addition to the pre-agreed installment amount on due date and it becomes part of bank’s income. However, In order to avoid the above adverse consequences in Islamic banks, an alternative is that the client may be asked to undertake that if he fails to pay an instalment on its due date, he will pay a certain amount to charity accounts which will not become part of bank’s income in any way. For this purpose, the Islamic bank maintains a charity fund and disburses charity from it under the directions of the Shariah board of the bank and State Bank of Pakistan.
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