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	Q.1. Give short answers for the following questions:

I. Define Musawamah.


musawamah (normal sale) ,parties are bargaining on price  ,delivery of goods is executed while payment is deferred (if credit )  , the seller is not obliged to reveal his cost .

II. What is Murabaha sale?


murabaha (cost plus sale)parties bargain on the margin of profit over the cost that the seller must reveal it to buy the goods .
Murabaha is a promise from a person or request to buy goods  on credit terms from any financial institution it is called   (mpo) “Murabaha to Purchase Orderer”




III. What is commodity Murabaha?

purchase and sale of commodities in the international markets, e.g. London Metal Exchange (LME). Internationally, Islamic banks have relied mainly on this product for liquidity management .
The banks use Tawarruq and appoint a broker to purchase any metal and then sell the same on deferred payment to any third broker on the same date ,It has not been approved by all scholars


IV. What is Murabaha to Purchase order (MPO)?

the bank  purchase an asset upon the request of a customer from a third party and sells it to the customer on deferred payment basis.
The need for MPO arises from the following factors:

1-commercial and Islamic banks do not undertake business maintains  
    inventories of various goods because that includes storage, space,  
    expensive costs .

2-in murabaha the list of goods to be purchased in advance could be  
    long and there will be continuous additions to it .

3-the client might need a specific quality of goods ordered that the 
    bank might not know its sources or if the bank have inventory of  
    that good the client might not accept it.

4-Central bank regulation do not allow banks to trade as their core 
    business and at The same time to keep liquidity and avoid market 
    risk as cartels ,monopolies for that Islamic bank purchase goods 
   upon the request of the client .  


V. What is meant by the term roll-over in Murabaha’?


Booking another murabah against receivables of any previous one if the payments are not made by the client  ,and further mark-up is added to the receivables in default by the client ,this is explicit riba . Rescheduling is allowed, but re-pricing and, therefore, Rollover is not allowed.


VI. What are the various issues involved in Murabaha contract?

    Is a relationship between bank and third party or the client himself  
    it contains three contracts :

1-the master contract which  identify the overall facility ,followed by  
    an agreement to purchase of promise by the client to purchase the 
    article offered by the bank, instead of being bilateral contract of 
    forward sale ,the agreement to buy is a unilateral promise from  
    the client only to the bank .

2-an agency contract which the agent or the client or the third party 
    (all are the same role) has to purchase the item from the market as 
    identified by the client and take its possession on behalf of the 
    bank this should be separate from the murabaha agreement .

3-the actual murabaha contract should be concluded when the bank 
    owns the commodity .


VII. Discuss the various options available for conducting Murabaha trading.

1-direct  trading by bank management : this structure could be used  
    only in cases of selected specific assets, wherein banks could
    purchase any high value asset or specific goods with trademarks in   
    bulk for building inventory and sell to its clients on a cost-plus  
    basis. 

2-Bank Purchases through a Third Party/Agent :
    Purchasing through a third party to maintain inventory or  
    purchasing according to clients request .this arrangement  
    comprise 
1- Agreement to sell –the clients request and promise to purchase the commodity from the bank , profit margin ,sale price ,payment date .
2- At the time of sale the ownership and risk is related to the bank.
3- A promissory note is the client will pay the price of good at a specified date. 
 
3-Murabaha through the client as agent .
          The structure of trading through a client as the bank’s agent is   
          the safest way for banks to avoid commodity-based risks and  
          related problems. But this arrangement is a back door to  
          interest and, therefore,  The foremost requirement is that 
          goods come under the ownership and risk of the  
          bank. 







VIII. Explain the various factors which help to develop the need for MPO?


1- the bank undertakes to sell and the client promises to buy a commodity for a purchase price plus a profit margin of X% ( that may or may not be tied with any benchmark, or a stipulated amount over the known cost.)

2- the bank appoints the client its agent to purchase the item on it’s behalf.( both the parties sign an independent specific or general purpose agreement of Agency.


3- The client purchases the commodity on behalf of the bank and takes it’s possession and the bank pays to the vendor. Some Islamic banks do not do that so the purchase order and the delivery should be in the name of the bank.

4- The client purchases the commodity on behalf of the bank and has taken possession and makes offer to purchase it from the bank (all of this agreement must be made before the good consumed otherwise the murabaha will be invalid .


5- The bank accepts the offer and the sale is concluded, whereby the ownership as well as the risk of the commodity is transferred to the client.





2. Discuss Prerequisites for the various stages of MPO. 

     1-Good subject : should be real but not necessarily tangible like  
         rights and royalties as they have value and can be sold on credit.
 
     2. Any currency and monetary units that are subject to the rules of    
         Bai‘ al Sarf cannot be sold through Murabaha, because  
         currencies have to be exchanged simultaneously .

     3-credit document that represent debt owen by someone cannot  
         be subject of murabaha because A) the debt cannot be sold  
         except when it is subject to hawala rules . 
         B) any profit taken on the debt is riba . 
 
     4-the original price paid by the seller, and additional costs and the   
         Profit he should say: “This article has cost me so much”, and  
         not: “I have purchased this at such a rate,”.

     5-the seller is required to disclose all aspects relating to the  
         commodity ,defects ,benefits, the mode of payment to the  
         original seller .

     6-the profit is agreed between the buyer and the seller and once it  
         is settled can’t be increased except for rebate received from the  
         supplier.

     7- the price or cost paid by the seller must be expressed in  
          identical units,such as dirhams .

     8. If the seller gives an incorrect statement about the original       
         price/cost of goods, the buyer, according to most of the   
         scholars, may withdraw the sale unless the seller returns to him  
         the difference between his real and the stated cost. 

3. Describe various techniques used for mitigating risk in Murabaha contract.
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Nature of Risk


Customer refuses to purchase
goods after taking possession                
as  agent


Customer did not purchase fresh
assets/goods; has already purchased
and now wants funds for the
payment to the supplier; involves 
Bai‘al ‘Inah,so non-Shar¯ı´ah-compliant.


Mitigating Tool(s)


Promise to purchase the ordered
goods is obtained from customers. Also, Hamish Jiddiyah may be taken, from which
The bank can cover its actual loss.


• Make direct payment to supplier
through DD/PO.of invoice should not
be earlier than the  date of agency
agreement and not later than the
declaration or offer to purchase.
• obtain anyother evidence,  gate pass,
inward register,
entry in stock register, truck receipt.
• Physical inspection of goods.
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