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Final Term Short Notes Prepared by Tahreem

What is murabaha?

Murabaha: It is a specific kind of sale which is being practiced by the merchants, traders as well the financial institutions which is becoming popular and growing globally also.It is somehow an interest free credit sale approved by the shariah with the fixed mark-up.This is preferred by the banks also as the income or revenue is guaranteed.

It is a contract of  sale in which the goods or commodity is sold on mark-up profit.Its the seller’s responsibility to inform the buyer about the cost the cost of profit and the profit he will gain.

The indirect expenses incurred for the acquisition of the goods will be included in the cost price and the mark-up of profit on that total cost with expenses.In Murabaha the real cost of goods should be known and verified.The sale of murabahah should fulfill the traditional sale also. Murabaha sale has to follow some conditions so that it would  not become similar to interest financing. Murabahah is not about advancing of loan as the these transactions have to be purely based on real existence of commodities.


What is the Ijarah?

In the first place, it means 'to employ the services of a person on wages given to him as a consideration for his hired services." The employer is called 'musta’jir' while the employee is called 'ajir'.

The second type of Ijarah relates to the usufructs of assets and properties, and not to the services of human beings. 'Ijarah' in this sense means 'to transfer the usufruct of a particular property to another person in exchange for a rent claimed from him.' In this case, the term 'Ijarah' is analogous to the English term 'leasing'. Here the lessor is called 'Mu’jir', the lessee is called 'musta’jir' and the rent payable to the lessor is called 'ujrah'.

Equity fund?

The amounts are invested in the shares of the joint stock companies. The profits are mainly derived through capital gains by purchasing shares and selling them when the prices increase. Profits are also earned through dividends distributed by the companies.Dealing in equity shares is acceptable in Islamic Shariah.The business of the companies should be halaal.There must be not fixed rate interest on which the profits will be distributed.
Top of Form

Define mudarbah also enlist parties involved.

This is a kind of partnership where one party invest capital for investing in commercial enterprise.The investment comes from the first partner is called Rab ul Maal while the management and work is an exclusive reposnsibility of the other who is called Mudarib and the profits generated are shared in a predetermined ratio.

Define Salam with an example.

The seller undertakes to supply specific goods to the buyer at the future date in exchange of an advanced price fully paid at spot. The price are in cash but the supply of future goods is deferred.

· Write detail on mudarabah expenses?

· The indirect expenses incurred for the acquisition of the goods will be included in the cost price and the mark-up of profit on that total cost with expenses.In Murabaha the real cost of goods should be known and verified.The sale of murabaha should fulfill the traditional sale also. Murabaha sale has to follow some conditions so that it would  not become similar to interest financing.Murabahah is not about advancing of loan as the these transactions have to be purely based on real existence of commodities.

What is Salam write down the basic purpose of its use.

To meet the need of small farmers who need money to grow their crops and feed their family to the time of harvest.As the Riba is declared haram by Allah, the farmers could not take usurious loans therefore Prophet Muhammed (PBUH)allowed them to sell their agriculture in advance.

To meet the need of traders for import and export business.Salam is beneficial to seller because he received the price and beneficial to buyer also because normally the price in salam is lower than the price in spot sales or cash sales.

If a lessor is incurring some expenses on the purchase of an asset how he can adjust them?
As the lessor is the owner of the asset, and he has purchased it from the supplier through his agent,

he is liable to pay all the expenses incurred in the process of its purchase and its import to the

country of the lessor. Consequently, he is liable to pay the freight and the customs duty etc. He can,

of course, include all these expenses in his cost and can take them into consideration while fixing the

rentals, but as a matter of principle, he is liable to bear all these expenses as the owner of the asset.

Any agreement to the contrary, as is found in the traditional financial leases, is not in conformity with Shari‘ah.
Who is Rab-ul-Maal?

The investor in the Mudarbah is known as Rab ul Maal.The person who brings in capital is the Rab ul maal and the other party is a working partner.
Write down the rules for the distribution of profit in mudarbah any two?

It is necessary for the validity of Mudarabah  that the parties agree on the definite proportion in an equal ratio.In the extreme cases where the parties have not predetermined the ratio of profit, the profit will be calculated at 50:50.

Mudrib cannot claim periodical salary.The mudarabah becomes void if the profit is fixed.The sharing profit can be determined in the percentage form also.

Termination of Musharakah?
Musharakah will stand terminated in the following cases:

1. If the purpose of forming the Shirkah has been achieved. For example, if two partners had formed a Shirkah for a certain project for e.g. buying a specific quantity of cloth in order to sell it and the cloth is purchased and sold with mutual investment, the rules are simple and clear in this

case. The distribution of profit will be as per the agreed rate whereas in case of loss, each partner will bear the loss according to his ratio of investment.

2. Every partner has the right to terminate the Musharakah at any time after giving his partner a notice that will cause the Musharakah to end. For dissolving this partnership, if the assets are liquidated, they will be distributed pro-rata between the partners. However, if this is not the case,

the partners may agree either:

a) To liquidate the assets or

b) Distribute the assets as they are.

In case of a dispute between partners whether to seek liquidation of assets or distribute non-liquid assets, the distribution of non-liquid assets will be preferred. Because after the termination of Musharakah, all the assets are in the joint ownership of the partners and a co-owner has a right to seek partition or separation and no one can compel him on liquidation. But if the assets are in a form that cannot be distributed such as machinery, then they shall be sold and the sale-proceeds shall be distributed.

3. In case of a death of any one of the partners or any partner becoming insane or incapable of effecting commercial transaction, the Musharakah stands terminated.

4. In case of damage to the share capital of one partner before mixing the same in the total investment and before affecting the purchase, the partnership will stand terminated and the loss will only be borne by that particular partner. However, if the share capital of all partners has been mixed and could not be identified singly, then the loss will be shared by all and the partnership will not be terminated.
Difference between istisna and ijarah

Istisna:The manufacturer either uses his own material and if it is not available obtains to make it to make ordered goods.The  material is provided by the customers and manufacturer uses only his labor and skills.

Ijarah: The purchaser has the right to reject goods after inspection as per Shariah claims somebody who purchases a thing not seen by him,to cancel the sale after seeing it.Right of goods after inspection does not exist.

Definition of Musharakah?
The literal meaning of Musharakah is sharing. The root of the word "Musharakah" in Arabic is Shirkah, which means being a partner. It is used in the same context as the term "shirk" meaning partner to Allah. Under Islamic jurisprudence, Musharakah means a joint enterprise formed for

conducting some business in which all partners share the profit according to a specific ratio while the loss is shared according to the ratio of the contribution. It is an ideal alternative for the interest based financing with far reaching effects on both production and distribution. The connotation of this term is little limited than the term "Shirkah" more commonly used in the Islamic jurisprudence. For the purpose of clarity in the basic concepts, it will be pertinent at the outset to explain the meaning of each term, as distinguished from the other. "Shirkah" means "Sharing" and in the terminology of Islamic Fiqh,
Comment that  Does musharka certificate can use as working capital ?

Where finances are required for the working capital of a running business, the instrument of musharakah may be used in the following manner:

Non-liquid assets can also form part of the capital on the basis of evaluation. This view can be adopted here. In this way, the value of the business can be treated as the investment of the person who seeks finance, while the amount given by the financier can be treated as his share of investment. The musharakah may be effected for a particular period, like one year or six months or less. Both the parties agree on a certain percentage of the profit to be given to the financier, which should not exceed the percentage of his investment, because he shall not work for the business. On the expiry of the term, all liquid and non-liquid assets of the business are again evaluated, and the profit may be distributed on the basis of this evaluation.
Sharing in the gross profit only

2. Financing on the basis of musharakah according to the above procedure may be difficult in a business having a large number of fixed assets, particularly in a running industry, because the valuation of all its assets and their depreciation or appreciation may create accounting problems

giving rise to disputes. In such cases, musharakah may be applied in another way.

The major difficulties in these cases arise in the calculation of indirect expenses, like depreciation of the machinery, salaries of the staff etc. In order to solve this problem, the parties may agree on the principle that, instead of net profit, the gross profit will be distributed between the parties,

that is, the indirect expenses shall not be deducted from the distribute able profit. It will mean= that all the indirect expenses shall be borne by the industrialist voluntarily, and only direct expenses (like those of raw material, direct labor, electricity etc.) shall be borne by themusharakah. But since the industrialist is offering his machinery, building and staff to the musharakah voluntarily, the percentage of his profit may be increased to compensate him to some extent.

Detail note on securitization of  mushrakah?
Musharakah is a mode of financing which can be securitized easily, especially, in the case of big projects where huge amounts are required which a limited number of people cannot afford to subscribe. Every subscriber can be given a musharakah certificate which represents his proportionate ownership in the assets of the musharakah, and after the project is started by acquiring substantial non-liquid assets, these musharakah certificates can be treated as negotiable instruments and can be bought and sold in the secondary market. However, trading in these certificates is not allowed when all the assets of the musharakah are still in liquid form (i.e., in the shape of cash or receivables or advances due from others).
For proper understanding of this point, it must be noted that subscribing to a musharakah is different from advancing a loan. A bond issued to evidence a loan has nothing to do with the actual business undertaken with the borrowed money. The bond stands for a loan repayable to the holder

any case, and mostly with interest. The musharakah certificate, contrary, represents the direct pro rata ownership of the holder in the assets of the project. If all the assets of the joint project are in liquid form, the certificate will represent a certain proportion of money owned by the project.

For example, one hundred certificates, having a value of Rs. one million each, have been issued. It means that the total worth of the project is Rs. 100 million. If nothing has been purchased by this money, every certificate will represent Rs. one million. In this case, this certificate cannot be sold in the market except at par value, because if one certificate is sold for more than Rs. one million, it will mean that Rs. one million are being sold in exchange for more than Rs. one million, which is not allowed in Shari‘ah, because where money is exchanged for money, both must be equal. Any excess at either side is riba.

Method of charging rent in Ijarah  according to sharia?
The rental must be determined at the time of contract for the whole period of lease. It is permissible that different amounts of rent are fixed for different phases during the lease period, provided that the amount of rent for each phase is specifically agreed upon at the time of affecting a lease. If the rent for a subsequent phase of the lease period has not been determined or has been left at the option of the lessor, the lease is not valid.

Example (1):

Leases his house to B for a total period of 5 years. The rent for the first year is fixed as Rs. 2000/- per month and it is agreed that the rent of every subsequent year shall be 10% more than the

previous one. The lease is valid.

The lessor cannot increase the rent unilaterally, and any agreement to this effect is void.

The rent or any part thereof may be payable in advance before the delivery of the asset to the lessee, but the amount so collected by the lessor shall remain with him as 'on account' payment and shall be adjusted towards the rent after its being due.

Difference between sale and ijarah

The rules of Ijarah, in the sense of leasing, are very much analogous to the rules of sale, because in both cases something is transferred to another person for a valuable consideration. The only difference between Ijarah and sale is that in the latter case the corpus of the property is transferred to

the purchaser, while in the case of Ijarah, the corpus of the property remains in the ownership of the transferor, but only its usufruct i.e. the right to use it, is transferred to the lessee.


What are the basic principle of musharakah?
Musharakah or Shirkat-ul-amwal is a relationship established by the parties through a mutual contract. Therefore, it goes without saying that all the necessary ingredients of a valid contract must be present here also. For example, the parties should be capable of entering into a contract; the contract must take place with free consent of the parties without any duress, fraud or misrepresentation, etc.
Difference between physical possession and constructive possession

Constructive possession is a legal theory used to extend possession to situations where a person has no handon custody of an object. Most courts say that constructivepossession, also sometimes called "possession in law," exists where a person has knowledge of an object plus the ability to control the object, even if the person has no physicalcontact with it. 

Physical Possession: 
"Actual possession is what most of us think of as possessionthat is, having physical custody or control of an object" Actual possession, also sometimes called possession in fact, is used to describe immediate physical contact. For example, a person wearing a watch has actual possession of thewatch. Likewise, if you have your wallet in your jacket pocket, you have actual possession of your wallet. This type of possession, however, is by necessity very limited. Frequently, aset of facts clearly indicate that an individual has possession of an object but that he or she has no physical contact with it. To properly deal with these situations, courts havebroadened the scope of possession beyond actual possession.
Justify why the price can be increased on credit sale under murabahah?
While selling the commodity on credit, he takes into account the period in which the price is to be paid by the client and increases the price accordingly. The longer the maturity of the murabahah payment, the higher the price. Therefore the price in a murabahah transaction, as practiced by the Islamic banks, is always higher than the market price. If the client is able to purchase the same commodity from the market on cash payment, he will have to pay much less than he has to pay in a murabahah transaction on deferred payment basis. The question arises as to whether the price of a commodity in a credit sale may be increased from the price of a cash sale. Some people argue that the increase of price in a credit sale, being in consideration of the time given to the purchaser, should be treated

analogous to the interest charged on a loan, because in both cases an additional amount is charged for the deferment of payment. On this basis they argue that the murabahah transactions, as practiced

in the Islamic banks, are not different in essence from the interest-based loans advanced by the conventional banks.

