
Global (GFCs)
Serve clients from all over the 
world in the provision of the 
widest possible array of IFS

Regional (RFCs)
Serve their regional rather than 
the i r na t iona l economies 
examples of such Dubai, Hong 
Kong;

Offshore (OFCs)
These are centres that are 
primarily tax havens for wealth 
management and global tax 
management r a the r t han 
providing the full array of IFS.

Non-global and non-
regional, ordinary IFCs

These are centres like Paris, 
Frankfurt, Tokyo and Sydney 
that provide a wide range of IFS 
but cater mainly to the needs of 
their national economies rather 
than their regions or the world – 
one may call them national IFCs

Types of IFC

1. Gujarat International Finance Tec-City or GIFT is an under-construction central 
business district between Ahmedabad and Gandhinagar in the Indian state of Gujarat.


2. It’s main purpose is to provide high quality physical infrastructure (electricity, water, 
gas, district cooling, roads, telecoms and broadband), so that finance and technology 
firms can relocate their operations there from Mumbai, Bangalore, Gurgaon etc. where 
infrastructure is either inadequate or very expensive.


3. Currently, two 29-floor commercial towers have been completed with development of 
truck infrastructure now underway for further development.


4. The 1000MW electricity supply is planned to be 99.999% reliable (about 5.3 minutes 
of outage per year).


5. Natural Gas will be distributed to every house and building via pipes, which is cheaper 
and safer than cylinders.


6. GIFT will have a centralized air conditioning system called district cooling, which is 
cheaper to run and uses less electricity.


7. All waste will be automatically sucked through underground pipes at a high speed of 
90 km/h (56 mph), and will be treated through plasma gasification.

GIFT City

International Financial Centre 

What is IFC?

1. International Financial Centre (IFC) is the 
financial center that caters to the needs of 
t h e c u s t o m e r s o u t s i d e t h e i r o w n 
jurisdiction.


2. IFC is a hub that deals with flow of funds, 
financial products and financial services 
though in own land but with different set of 
regulation and laws.


3. Thus, these centers provide flexibility in 
currency trading, insurance, banking and 
other financial services.


4. Accordingly, through IFCs, businesses that 
currently cannot be done in India can be 
done at IFC.


5. India has its IFC in Gujarat at Gandhinagar – 
GIFT (Gujarat International Financial Tec 
City)

Benefits of IFC

1. O p p o r t u n i t y f o r q u a l i fi e d 
professionals working outside India 
to come here and practice their 
profession.


2. A platform for qualified and talented 
professionals to pursue global 
opportunities without leaving their 
homeland.


3. Stops Brain Drain from India.


4. Bringing back those financial 
services transactions presently 
carried out abroad by overseas 
financial institutions/entities or 
branches or subsidiaries of Indian 
Financial Market.


5. Trading of complicated financial 
derivative can be started from India.

I

II

III

4

321

5

Constituents of IFC

1. Highly developed Infrastructure


2. Stable Political Environment


3. Strategic Location


4. Quality Life


5. Rationale Regulatory Framework


6. Sustainable Economy

CA Mayank Kothari

Islamic Finance 
1 2 3
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A B C D E F G

Basis Islamic Finance Conventional 
Finance

RIBA (Interest) Riba is prohibited Interest must be 
paid irrespective of 
the losses

Speculation 
(uncertainty)

The financial transaction should be 
free from the element of uncertainty 
( G h a r a r ) , g a m b l i n g ( M a y s i r ) , 
Corruption(Rishabh), Interest(Riba), 
Ignorance (Jahl)

There are no such 
restrictions

Unlawful Goods 
& Services

Islamic Finance must not be involved 
in any transactions involve trade not 
allowed as per Islamic principles such 
as alcohol, armaments, pork and other 
socially detrimental products.

There are no such 
restrictions

Risk Sharing Bank bears the risk of asset T h e c u s t o m e r 
bears all the risk of 
paying back the 
loan

Differentiate Conventional & Islamic FinanceRiba

1. The meaning of RIBA is Interest or usury


2. Money is considered as medium of exchange, 
store of value or unit of measurement only, 
hence Riba is considered haram i.e. unfair 
reward to the provider of capital for little or no 
effort or risk undertaken.


3. Riba is equated with the wrongful appropriation 
of property belonging to others


4. Muslims are asked to accept principal only.


5. And hence there should be a link between 
money and profit as an alternative to interest.


6. Thus it can be said that money has no intrinsic 
value in Islamic finance. i.e Time Value of 
Money


7. The relationship between the depositor and a 
banker can be viewed as principal and agent, 
depositor And custodian, investor and 
entrepreneur, fellow joint-partners.

Meaning

1. Islamic finance refers to the means by which 
corporations in the Muslim world, including 
banks and other lending institutions, raise 
capital in accordance with Sharia, or Islamic law.


2. To ensure that all Islamic finance products and 
service offered follow principles of Sharia Rules, 
there is a board called Sharia Board which 
oversees and reviews all new product offered by 
financial institutions.


3. Since under Is lamic finance money is 
considered as only a mean of carrying out 
transactions any earning on the same in form of 
interest (Riba)is strictly prohibited.


4. Complying with Sharia law also means that 
Islamic Financial Institutions are not permitted to 
invest in alcohol, pork, pornography or 
gambling.


5. Financing must be linked to real assets 
(materiality). Returns must be linked to risks

Financial Instruments

MurabahaIjara Istisna SalamSukukMusharakaMudaraba

Also, known as cost plus 
contract it is a kind of 
trade credit or loans. Profit 
margin of the financier is 
known to the buyer. In this 
arrangement financier 
buys the assets and sells 
to the client (buyer) and 
buyer pays to the financier 
in installments consisting 
of following two elements:


• Cost of asset financed.


• Financier’s profit on 
acquisition of asset.

It is a kind of lease 
financing 
arrangement wherein 
one party transfer the 
asset to other party 
for some specific time 
for specific fee which 
includes capital cost 
of assets and profit 
margin of the lessor. 
In this arrangement, 
the responsibility for 
maintenance of the 
leased items remains 
with the lessor.

It is a kind of funding 
arrangements for 
long term 
construction 
contracts wherein 
client pays some 
initial amount and 
balance amount is 
payable is repaid in 
installments. The 
whole project is 
funded by the 
financer and 
completion of 
project it is delivered 
to the client.

It is analogues to forward 
contract in the conventional 
finance. Though cash is 
received by the seller 
immediately on sale but goods 
as per pre-decided quality, 
quantity and time shall only be 
delivered in future. This sale 
shall be at the discounted 
price so that financer could 
make some profit out of the 
deal. However, it is important 
to note that Salam is 
prohibited in commodities 
such a gold, silver and other 
type of monetary assets.

It is one of the most popular 
Islamic financial products. It is 
a kind of ‘Debt Certificate’ 
representing ownership in 
business or assets and through 
this instrument company 
borrows the money. Although it 
appears to be conventional 
debt instruments but is differs 
in following aspects:


• To have share in profit of 
assets.


• To have share in the 
underlying assets on realization 
of assets.

It is a kind of joint 
business venture 
wherein all parties 
provide the capital 
in the business in 
agreed ratio and 
also have right to 
participate in the 
business. While the 
loss is strictly 
shared in the ratio 
of their capital 
contribution, the 
profit is shared as 
per pre-agreed 
ratio.

The Mudaraba is a kind 
of profit sharing 
arrangement wherein 
one party provides 
100% of the capital 
involved and other party 
provides specialized 
knowledge and 
entrusted with exclusive 
responsibility of 
working. In case there is 
profit it shared among 
them in the pre-decided 
ratio and if there is loss 
only financier will borne 
the same.

- PIP is the Price Interest Point. 

- It is the smallest unit by which a 

currency quotation can change. 

- E.g., USD/INR quoted to a 

customer is INR 61.75. 

- The minimum value this rate 

can change is either INR 61.74 
or INR 61.76. 


- In other words, for USD/INR 
quote, the pip value is. 0.01. 


- P i p i n f o r e i g n c u r r e n c y 
quotation is similar to the tick 
size in share quotations. 


- However, in Indian interbank 
market, USD-INR rate is quoted 
upto 4 decimal point. Hence 
minimum value change will be 
to the tune of 0.0001. 


- Spot EUR/USD is quoted at a 
bid price of 1.0213 and an ask 
price of 1.0219. The difference 
is USD 0.0006 equal to 6 “pips

Pips

The participants in the foreign 
e x c h a n g e m a r k e t c a n b e 
categorized as follows

- Non-bank Entities - to meet 

t h e i r i m p o r t o r e x p o r t 
commitments or hedge their 
t r a n s a c t i o n s a g a i n s t 
fluctuations


- Banks - Banks also exchange 
c u r r e n c i e s a s p e r t h e 
requirements of their clients.


- Speculators - they buy and 
sell currencies with a view to 
earn profit due to fluctuations 
in the exchange rates.


- Arbitrageurs - make profit 
from price differential existing 
i n t w o m a r k e t s b y 
simultaneously operating in two 
different markets.


- Governments - monitor the 
market and help in stabilizing 
the exchange rates.

Market Particpiants

• A cash-settled, short-term forward contract on a 
thinly traded or non-convertible foreign currency 

• The profit or loss at the time at the settlement date 
is calculated by taking the difference between the 
agreed upon exchange rate and the sport rate at the 
time of settlement, for an agreed upon notional 
amount of funds.


• All NDFs have a fixing date and a settlement date. 

• The fixing date is the date at which the difference 

between the prevailing market exchange rate and 
the agreed upon exchange rate is calculated. 


• The settlement date is the date by which the 
payment of the difference is due to the party 
receiving payment.


• NDFs are commonly quoted for time periods of one 
month up to one year, and are normally quoted and 
settled in U.S. dollars. 


• They have become a popular instrument for 
corporations seeking to hedge exposure to foreign 
currencies that are not internationally traded.

Non-deliverable Forward Contract (NDFs)
• A Contract wherein, as an Exporter, you 

have no Foreign Currency to Deliver at 
maturity and as an Importer you have no 
Local Currency to deliver at maturity 

• As an Exporter or Importer you would like to 
rollover the contract which effectively means 
spot cancellation and booking of new 
contract for later date.


• The rationale behind the rollover is: 
1. Non receipt of Foreign Currency from 

client (export perspective),

2. Shortage of local currencies (Import 

perspective) ,

3. Non-agreement of payment with 

clients,

4. Non availability of longer period 

forward contracts as normally forward 
contracts are available maximum for 
one year and to hedge the exposure 
for the period more than one roll over 
contract shall be used.

Rollover of Deliverable Forward 
• Low Risk: Low Reward 

This option involves automatic hedging of exposures in 
the forward market as soon as they arise, irrespective 
of the attractiveness or otherwise of the forward rate.


• Low Risk: Reasonable Reward 
This strategy requires selective hedging of exposures 
whenever forward rates are attractive but keeping 
exposures open whenever they are not.

This option is similar to an investment strategy of a 
combination of bonds and equities with the proportion 
o f the two components depend ing on the 
attractiveness of prices.


• High Risk: Low Reward 
Perhaps the worst strategy is to leave all exposures 
unhedged. The risk of destabilization of cash flows is 
very high. The merit is zero investment of managerial 
time or effort.


• High Risk: High Reward 
This strategy involves active trading in the currency 
market through continuous cancellations and re-
bookings of forward contracts.

Strategies for Exposure Management

Bank of 
America 

SBI 

ICICI 

Account of SBI in 
Bank of America 

Nostro


Vostro


Loro

Nostro, Vostro & Loro Account

Nostro 
Account

“Our account 
with your 

bank”

It is the overseas 
account which is held 
by the domestic bank 
in the foreign bank or 
with the own foreign 
branch of the bank.

The account held by State 
Bank of India with Bank of 
America in New York is a 
Nostro Account of the state 
bank of India.

Vostro 
Account

“Your account 
with our bank”

It is the account 
which is held by a 
foreign bank with a 
local bank,

 If Bank of America maintains 
an account with State Bank of 
India it will be a Vostro 
Account for State bank of 
India.

Loro 
Account

“Your account 
with their 

bank”

It is used when 
referring to third party 
accounts.

State bank of India account in 
Bank of America is Loro 
Account for ICICI Bank
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Remembering that you are going to die is the best way I know to avoid the trap of thinking you have something to lose. You are already naked. There is no reason not to follow your heart. Details matter, it’s worth waiting to get it right. | If you don’t love something, you’re not going to go the extra mile, work the extra weekend, challenge the status quo as much.

… Continued _ Foreign Exchange & Risk Management

New 
Syllabus
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