[image: BOLC_Logo]                                                                  
 (
   
Assignment Cover Sheet
)



	Student Name:
	ASHRAF ABDUL NABY AHMED HAFEZ

	Student Number:
	1300

	Course:
	Islamic Banking & Finance

	Assignment NO:
	9



	1. Give short answers for the following questions: 
I. What is Bai – Salam ‘contract?

    Bai salam the payment is made at the time of making the contract   
     and the delivery is later, there is a specific time ,quality and  
     quantity for delivering the goods .
     This is contrary with bai muajjal which delivery at time of making  
     the contract and the payment at a stipulated future date.
     There was deferred sale at al madina but without specifying   
     quality, quantity and delivery date .the holy prophet Mohamed   
     ordered to specify everything at that sale.


II. What is Istisna’a contract?
     
     Istisna is like salam where the sale of the commodity is 
      transacted before the commodity comes into existence.
      It is an agreement in a sale at an agreed price whereby the   
      purchaser places an order to manufacture ,assemble or construct   
      anything to be delivered at the future date .




III. What is meant by the term ‘Salaf’?

      Salaf  means advance payment, referring to a sale by advance  
       payment.   

IV. Discuss the economic role of ‘Bai Salam’?
      1-the period from 1 to 3 years suggests that the amount of  
           advance wasn’t small otherwise this  
           should have been adjusted earlier that harvesting the garden.
       2-buyers are not consumers ,they are traders or prospective  
           traders .
       3-the amount received in advance met productive and  
           consumption requirements.
       4-fixation of three years suggests that the money was required   
          for a fixed investment, improvements of land ,providing  
          irrigation facilities .
The buyer at free market can choose the price which gives him good benefit when resale on a stipulated date during the supply season .
Salam proved that it is a good tool to stabilize the prices during periods of seasonal fall in demand And because the Shari’a does not allow resale of Salam goods before they are actually transferred to the buyer, this would protect the prices from speculative rise and stabilize them at a lower level. Contrary to this, financing through loans with interest automatically increases the cost of production.
Salam provides a price hedge for the buyer and protects both the buyer and the seller from the respective risks of revenue and price-indexed debts.
a Salam contract can bring about the benefits of  a swap without the involvement of interest and at a lower cost. The transaction costs associated with a Salam contract are likely to be much lower than those of a swap.


V. Outline different type of risks that a bank could  
     face in istisna’a based financing?

     Banks could face the following risks in Istisna‘a-based financing:
· settlement risk.
· price risk.
· delivery risk.
· possession risk.
· market risk.

As a whole, risks in Istisna‘a would be mitigated by
1- taking proper collateral, performance bonds.
2-  technical expertise in the relevant areas for timely and effective marketing and for ensuring cost effectiveness.
3- suitable Takaful policies.

VI. What are the different  situations which could   
       arise  after the execution of Salam contract?

     1- Supply of Goods as Per Contract :
         The seller delivers the commodity with the stipulated features   
         at the due time and place of delivery.

     2-Failure in Supply of Goods :
        The seller defaults and does not deliver the goods
        The Salam buyer shall have the following options:
· to wait until the commodity is available.
· to cancel the contract and recover the paid price.
· to agree to a replacement with mutual consent and subject to the relevant rules.

     3-Supply of Inferior Goods:
         the seller supplies disagreed goods .

There may be a number of solutions to this problem:
1-the bank have the right to refuse to accept the goods and get      
    What he paid.

 2-if the seller not able to supply items because it is absolutely not found at the accessible market ,the bank may order another goods (substitution) but it would be different in quality and price than the other units and its value is not more than salam contract .

3-if the seller supplied partly the goods ,bank may accept the same and revise the purchase order  to the remaining quantity or refund the balance . 

2. Discuss the main features of valid Salam contract in 
     details. 

1- Subject Matter of Salam : determined quality and quantity , well- defined, not the nature of money ,gold and silver   
         The contemporary scholars have come to the conclusion that all  
         goods that can be standardized into identical units can become  
         the subject of Salam.

2- Salam in Currencies  : The majority of jurists do not allow Salam in gold, silver, currencies or monetary units ,all those metals can be used at any purpose other than payments.

3-  Payment of Price: Salam Capital The payment could be at any legal form ,it can be in terms of goods as well without violating the prohibition of riba in barter transactions ,usufruct of assets can be an immediate receipt of the salam capital.

4-  Mode of Payment : cash payment  is not necessary in salam ,the price can be credited to the account of the seller , banks issue a pay order in favor of the seller at any time . 

5- Period and Place of Delivery : it is necessary to fix a period / time and place of delivery .

6-  Khiyar (Option) in Salam : it is not allow by the jurists in case of bai salam because it delays the sellers price of the goods also the purchaser does not have the option of seeing as the normal sales so in case of defective goods he has the right to rescind the sale and only the paid amount of the price be returned back without any increase .

7- Amending or Revoking the Salam Contract : in salam the seller is bound to deliver the goods in the agreement also the buyer has no right to unilaterally change the condition of the contract according to the quality, quantity or period of delivery ,they have the right to mutually rescind the contract ,according to the majority of jurists, Salam is considered a non revocable sale except with free mutual consent.

8- Penalty for Non Performance : seller will undertake in the salam agreement  in case of late of delivery he will pay an amount will be given to charity account.  

9- SECURITY, PLEDGE AND LIABILITY OF THE SURETIES :
         It is permissible to ask for pledge as prophet Mohamed    
         borrowed grain from a jew and he pledge his iron breastplate  
         the bank is the buyer and a seller made a default ,the bank has  
         the right to sell the pledge and buy the stipulated commodity 
         from the market or take his advance.

10- DISPOSING OF THE GOODS PURCHASED ON SALAM :
           the Salam purchaser is has not  ownership rights nor the right  
           of disposal of such goods until he has received them.


11- Alternatives for Marketing Salam Goods :for marketing goods Islamic banks have Enter into parallel salam contract .
       An agency contract with third party or with the customer (seller).
       Sale in the open market (promise with third party ,direct selling ).

12- Agency Contract :If the bank finds that it is not suitable to keep inventory of goods or it has no expertise to sell the commodities received under a Salam contract, it can appoint any third party or the customer as its agent to sell the commodity in the market. It is necessary,that the Salam agreement and agency agreement should be separate and independent from each other. A price can be determined in the agency agreement at which the agent will sell the commodity, but if the agent is able to get a higher price, the benefit can be given to the agent.

13- Parallel Salam : In Salam, both the seller and the buyer can enter into a parallel contract. The bank, as seller, can sell the goods on Parallel Salam on similar conditions and specifications as it previously purchased on the first Salam, without making one contract dependent on the other. The date of delivery in the parallel contract can be the same as that of the original Salam. 

14- Getting Promise for Purchase : A Salam purchaser may like to get a promise from any third party that he will buy the commodities of specified quality and quantity at a mutually agreed price. The delivery date of the Salam goods can be the delivery date in the promise. The bank (as promisee) may take earnest money (Hamish Jiddiyah) from the promisor and if he backs out, the bank will have the right to cover the actual loss from the earnest money.



3. Discuss Istisna’a contract in details?  

      Istisna is like salam where the sale of the commodity is transacted   
      before the commodity comes into existence.
      It is an agreement in a sale at an agreed price whereby the  
      purchaser places an order to manufacture ,assemble or construct 
      anything to be delivered at the future date .
     As the sale is executed at the time of entering into the Istisna‘a 
     contract, the contracting parties need not renew an exchange of  
     offer and acceptance after the subject matter is prepared. This is 
     different from the promise in a contract of Murabaha to Purchase 
     Orderer,which requires formal offer and acceptance by the parties  
     when possession of the items to be sold is taken by the bank.
     It case that the buyer will deliver his row materials it becomes a  
     contract of ujrah (doing job against wage) not istisna .
     The istisna contract is binding to all parties :the manufacturer is   
     obliged to supply the subject matter with the agreed  
     specifications and date  also the buyer is obliged to accept the   
     subject and pays the agreed payment .they may agree that the  
     manufacturer will be responsible for any defects for a period of  
     time or make maintenance of the subject matter .
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