[image: BOLC_Logo]                                                                  
 (
   
Assignment Cover Sheet
)



	Student Name:
	ABDUL-AZIZ AHMED ALI

	Student Number:
	1388

	Course:
	ISLAMIC BANKING AND FINANCE

	Assignment NO:
	8



Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	 1- Musawamah is a general and regular kind of sale in which the price of the commodity to be traded is bargained between the seller and the buyer without any reference to the price
Paid or cost incurred by the former.

2-The classical jurists categorized sales, with regard to the way prices are determined, as either sales in which trust, amana, is the key element, or sales in which bargaining, musawamah, is the key element. Sales of bargaining are sales in which the seller does not disclose the amount of his investment in whatever he is offering for sale. In such a sale, both parties will agree to transact for a certain price, without the seller’s disclosing to the buyer the price he originally paid for the goods or whatever it is he is offering for sale

3-Some banks in the Middle East and the West have been using commodity Murabaha on
international commodity exchanges as a treasury operation. This is a very tricky issue and
needs a special role of the Shar¯ı´ah advisors of the concerned banks. It refers to a short
term placement mechanism involving 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 .

4-A Murabaha to purchase order is  transaction wherein the Islamic bank purchases an asset/commodity, upon the request of a customer, from a third-party seller, in order to resell it to that customer on a deferred payment basis. The bank will not resell the asset/commodity unless title has been transferred from the seller to the bank. This type of murabaha is widely used by Islamic banks, especially in foreign trade-financing operations. The purchase orderer can approach a bank, expressing his wish to buy a specific good. This wish may not be seen as a promise or commitment by the customer to purchase the goods unless the promise has been documented in an official requisition form.

5-Another rule which must be remembered and fully complied with is that murabahah transaction cannot be rolled over for a further period. In an interest-based financing, if a customer of the bank cannot pay at the due date for any reason, he may request the bank to extend the facility for another term. If the bank agrees, the facility is rolled over on the terms and conditions mutually agreed at that point of time, whereby the newly agreed rate of interest is applied to the new term. It actually means that another loan of the same amount is re-advanced to the borrower.

6-One objection sometimes raised in Murabaha is that Murabaha operations by Islamic banks constitute two sales in one; the contract of promise and the sale deed The issues:
Avoiding buy-back (Bai.al .Inah)
Khiyar (option to rescind the sale) in Murabaha
Time of executing Murabaha
Defaults by the clients
Rebates on early payment
Rollover in Murabaha
Murabaha through shares
Commodity murabaha

7-

8-Modern Murabaha also involves an agency relationship between the bank and any third party or even the client The MPO in this form would comprise three distinct contracts: A master contract which de.nes the overall facility to be availed, followed by an agreement to purchase or promise by the client to purchase the article when overfed by the bank an agency contract whereby the agent, who could be a client or any third party, has to purchase the item from the market or the supplier
identi.ed by the client and take its possession on behalf of the bank; this should be separate from the Murabaha agreement The actual Murabaha contract should be concluded when the bank
owns the concerned commodity.



2-Commercial banks, and likewise Islamic banks, do not normally undertake business where they might be maintaining inventories of various goods It may not be possible for Islamic banks to purchase all items in advance for Murabaha to their clients The clients might be in need of specie quality goods and the banks might not be even aware of the source of their availability
Regulators/central banks normally do not allow the banks to undertake trading as their core business with the dual purpose of keeping them liquid/saving them from the asset and market risks related to goods and to avoid cartels and monopolies in the commodity market








3-, murabaha is initiated when a potential buyer orders a commodity to pay for it with a specified mark-up (profit). The seller accepts and accordingly procures the commodity. Once the commodity is legally possessed by the seller, the buyer is asked to purchase it and takes delivery. As such, the commodity must exist at the time of contract, and must be owned by the seller at that time whether via constructive or physical possession. Furthermore, quality and quantity must be defined in clear-cut terms, and the exact date and method of delivery must also be specified.
Inherently, murabaha contracts are associated with the following risk factors:
· The buyer (or purchase orderer) initially instructs the seller to procure a commodity. This instruction often doesn’t amount to an actual purchase unless it is embedded with a binding promise.
· The buyer may default on payment in murabaha on credit transactions.
· Similarly, the buyer may delay payment after a due date (s).
· The supplier of goods may not deliver the goods at all, or may not adhere to preset specifications.
· The goods may raise, per se, specific shari’a-related concerns (shari’a violations
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