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Abstract
Islamic banking has emerged as an important component of the contemporary
financial system, particularly in Muslim societies seeking alternatives to conventional
interest-based banking. One of the most debated issues in Islamic banking is the
determination of profit rates. Customers often observe that the profit or rental rates
offered by Islamic banks are sometimes close to conventional interest rates and
consequently question whether such practices are genuinely different from interest.
This research examines the Shariah basis of profit in Islamic banking, distinguishes
trade-based profit from interest on loans, explains the position of Mufti Muhammad
Taqi Usmani, and discusses the use of conventional benchmarks such as KIBOR. The
study argues that a profit rate cannot be declared interest merely because its
percentage resembles a conventional rate. The real question is the nature of the
underlying transaction, ownership, risk, liability, and contractual structure. At the
same time, the use of conventional benchmarks raises important contemporary
concerns regarding transparency, public confidence, Shariah distinction and the
development of more appropriate Islamic benchmarks. The paper concludes that the
credibility of Islamic banking depends not only on the name of the product or its rate
of return but on genuine Shariah compliance, effective governance, transparency and
real linkage between profit and the underlying asset, trade or investment activity.

Keywords: [slamic Banking, Profit Rate, Riba, KIBOR, Murabaha, Ijarah, Shariah Governance,
Mufti Taqi Usmani.
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