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Abstract



The study aimed to test the relationship between the Islamic modes of finance and
financial risks, clarify the rules and regulations of the Islamic finance and explain the
nature of Islamic finance risks as well. The importance of the study is that it is
representing a vision which enable to developing financial products that meet the
firms’ demand for Islamic finance. It is also to examining the basics and characteristics
of the Islamic finance for dealing with the financial risks and problems created by the
conventional finance as well as identifying the emerged effects of traditional finance.
The problem of study was due to mistakes and deviation from applying the rules of
Islamic modes of finance and lack of qualified and efficient number of employees.
They lack comprehensive knowledge in Sharia law, economics and banking practice to
manage the Islamic finance operations. There is also weakness in applying some of
Islamic modes of finance such as Musharaka and Mudharaba. It is attributed to the
management of banks who believe that these modes of Islamic finance are marked by
high risks. The study raised the following questions: Does finance by using Murabaha
method affect the financial risks? Does the finance by using Salaam method affect the
financial risks? Does the finance by using Musharaka method affect the financial risks?
Does the finance by using Mudharaba method affect the financial risks? Does the
finance by using Istisnaa method affect the financial risks? Does the finance by using
ljarah method affect financial risks?. The study tested the following hypotheses: using
the finance Murabaha method can affect financial risks, using the finance Salaam
method can affect financial risks, using the finance Musharaka method can affect
financial risks, using the finance Mudharaba method can affect financial risks, using
the finance Istisnaa method can affect financial risks and using the finance ljarah
method can affect financial risks. The study adopted the historical, deductive, inductive
and analytical descriptive methods. The findings indicated that the Murabaha mode of
finance is provided as per the credit ratings of the client to reduce exposure of risk for
payment. Banks pay a great attention to provide their staff training on management of
finance risks and pursue clear-cut procedures and policies towards conducting Islamic
modes of finance. The Islamic banks apply the standards of Islamic modes of finance
issued Dby Financial Accounting Standards Board (FASB). Some of the
recommendations are as follows: all Islamic modes of finance should be activated
collectively and shouldn’t concentrate on individual method. Islamic modes of finance
should be activated towards various categories of clients involved in different
economic sectors to ensure success and reduce risks. It is necessary to adopt clear-cut
procedures and policies when conducting Islamic modes of finance.
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