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 i. B= Maysir

ii. A= Full Contract implications are not known to the parties

iii. C= The Bank provides capital and the client provides her efforts

2.

Investment Vehicles of Conventional and Islamic Banking

Islamic Banking

Conventional Banks

Savings Account- Income derived from undetermined profit

No
Yes
Bond- Income derived from interest

No

Yes

Saving Account- Income derived from fixed interest

No

Yes

Stocks- Income derived from dividend and capital growth

Yes

No

Bonds income derived from buying and selling

Yes

No

Stocks – Income derived from dividend and capital but with the exception that the Company must be Sharia Compliance

No

Yes

3.

Murabaha

Mudharaba

The bank agree to buy a an asset or goods from third party and then resells the goods for it client with mark-up

It is a form of partnership in which one partner (rabbal-mal)) finance the project

The client purchases the goods against either immediate or deferred payment

The Other party manage the project

It Requires a company be formed 

It does not require that a company be created

The bank owns the goods between the two sales

The Rabbal-mal has possession of the assets

ii. It is a type of Islamic insurance, where members contribute money into pooling system in order to guarantee each other against loss or damage. Takaful-branded insurance is based on Sharia, Islamic religious law, and explains how it is the responsibility of individuals to cooperate and protect each other. (Investopedia)

iii. It is based on two kind of ahkam(rulings). The first is called ibadat(worship), which governs the relationship between man and God. The general principle in the case of ibadat is that nothing is permitted unless covered by explicit or analogical permission by the Law Giver. The second kind of ahkam, called mu amalat (mutual dealings), governs the relationship among mankind. In this case, the general principle is that of ibahah (permissibility): that is, everything is permitted unless clearly prohibited by God. This ‘Doctrine of Universal Permissibility’. There are very few kinds of activity that are prohibited. The purposes of such prohibitions are to provide a level playing field to protect the interests of weaker parties, to ensure justice and fairness and in general to ensure mutual benefit for the parties as well as society at large, and to promote social harmony.

In addition Islam permits the contracting parties to agree on any conditions as long as they do not violate any Shari’a ruling. There is a well-known authentic hadith which states: ‘All the conditions agreed upon by the Muslims are upheld, except a condition which allows what is prohibited or prohibits what is lawful’ (Sunan Abu Dawood).  This is the ‘Golden Principle of Free Choice’. As may be seen, this principle gives a very wide scope for designing contracts. 

iv. Return bearing contract takes the place of interest rate mechanism which often takes the form of partnership between the parties.

iv. a) Ijara: It is the sale of manfaá ( the right to use goods) for a specific period. It is a contract under which a bank buys and leases out an asset or equipment required by its client for a rental fee. Responsibility for maintenance/ Insurance rest with the lessor (i.e thebank).

b) Istisnaa offers possibilities for structuring trading and finances. One buys the goods and the other party undertakes to manufacture them, according to agreed specifications. Islamic banks frequently use Istisnaa to finance construction and manufacturing projects.

c) Riba is anything (big or small), pecuniary or non-pecuniary, in excess of the principal in a loan that must be paid by the borrower to the lender along with the original loan.

d) Bai bi-thamin ajil ( Deferred payment financing) It involves a credit sales of goods on a deferred payment basis. At request of its customer the bank purchase an exsiting contract to buy certain goods on a deferred payment schedule, and then sells the goods back to the customer at an agreed price.

b) The difference between Murabaha house finance and conventional financing is that the mark-up in Murabaha is for the Services the bank provides. The mark-up is not stipulated in terms of a time period. While in conventional financing is based on interest and its determined at the onset of the contract.

In Murabaha the banks own the goods between the two sales. This means it carries the associated risk.

c) The mark-up would not increase even though he defaulted but the bank will try to know more the reason for the default and see how they can advise since they own the asset between the two sales.
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