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Question 1 
i. Maysir 
ii. a. Full contract implications are not known to the parties.
iii. c. The bank provides capital and the client provides her efforts.
Question 2 
	Conventional banks investment vehicles 
	Islamic Banks investment vehicles 

	b. Bonds–income derived from interest.
	a. Saving account-income derived from undetermined profit.

	c. Saving account-income derived from fixed interest.
	d. Stocks-income derived from dividends and capital gains.

	
	f. Stocks-income derived from dividends and capital but with the exception that the company must be sharia’ compliance.

	
	e. Bonds–income derived from buying & selling.
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Question 3 
i. Mudharaba – it is a finance by way of trust and a form of sharing mode.
It is a contract of partnership transaction in which one party/ partner finances a project, while the other party/partner manages it. The bank provides the capital and the customer is responsible for managing the project. Profits from the investment are distributed according to a fixed predetermined rate. 

Murabaha – it is a cost-plus finance and a form of trading mode.
It is a contract where the bank consents to purchase goods from a third party, (good supplier) thereafter, sells the goods to its clients with a mark - up price. (profit)

The difference between the 2 contracts is that Mudharaba; is a transaction based on partnership and profits are distributed between the 2 parties, whereas in Murabaha; it is a contact simply based on the financial institution/bank purchasing an asset based on the order of its client with an agreed mark-up. This Mark-up is simply for the services the bank provides, such as seeking and purchasing. 

ii. Takaful is a type of Islamic insurance, where members contribute money into a 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. 
iii. The principles of Islamic Finance are as follows:

Avoid Riba
Riba which has come to be interpreted as interest is forbidden in Islamic transactions. This is a fundamental principle of Islamic finance and banking. Therefore, a conventional loan, for instance, is impermissible as it includes interest.	Comment by Grammarly: Deleted:,	Comment by Grammarly: Deleted:f	Comment by Grammarly: Deleted:r
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 Avoid Gharar 
Any agreement that has a significant part of gharar (excessive       uncertainty/speculation) will be considered as invalid from a Shari'as perspective. Preventable ambiguities and faults in the terms of the contract are also banned.	Comment by Grammarly: Deleted:a
There are two types of Gharar. 
1. Gharar Faahish (Substantial) is prohibited.
2. Gharar Yaasir (Trivial) is tolerated because it is occasionally unavoidable. 
       Avoid Haram
According to Shari'a, trade is only permitted in the goods and commodities that are declared halal (lawful). Consequently, any stock of a company that derives substantial income from haram (unlawful) activities (e.g. alcohol, gambling, non-halal meat, conventional banking) should not form a part of an Islamic investor’s portfolio.	Comment by Grammarly: Deleted:a
iv. In an Islamic Banking system, the commonly known “interest rate” is either fixed in advance or there is a linear function of some bench mark rate.
In Islamic finance, interest bearing contracts are replaced by a return bearing contract which often takes the form of partnership. 
Islamic banks provide savers with financial instruments that are similar to equity called Mudharaba and Musharaka, furthermore, in any lending arrangements, profits are shared between the investors and the bank on a predetermined basis.
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v.
a. Ijara – is a contract under which the bank purchases and leases out an asset or equipment required by its client for a rental fee. 
[bookmark: _Hlk493105540]The responsibility of maintenance relies on the lessor (usually the bank) in which case they also bare the risks of ownership. The lessor has the prerogative to renegotiate the payment terms at suitable intervals, this is to ensure that the rental remains in line with market rates.	Comment by Grammarly: Deleted:with

The following are basic steps to give one an insight as to how the leasing process is carried out.
1) The financial institution (bank) and the client make a contract of leasing.
2) The financial institution (bank) purchases the asset from the good supplier/company.
3) The good supplier/company leases the asset to the client.
4) At an agreed time, the client pays the bank.
                                                                                               
b. Istisnaa – is a commissioned manufacturing transaction.
In this transaction, one party buys the goods and the other party undertakes the responsibility to manufacture them, according to agreed specifications. Islamic banks frequently use istisnaa to finance construction and manufacturing projects. 

The following are basic steps of the process of istisnaa.
1) The financial institution and the producer of the goods make a contract.
2) The goods are manufactured according to agreed terms.
3) The goods are delivered at a later date and the bank pays the producer.
[bookmark: _GoBack]
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c. Riba – commonly known as “interest” excess of the principle amount. (premium)
The main reason for its prohibition is; the scholars agree that it is unfair. (zulm) The objection of interest does not lie with the payment of profits, but to a predetermined payment that is not a function of the profit and losses incurred by the firm of the entrepreneur.   

d. bai thaminajil - (delayed payment financing) 

this transaction involves a credit sale of goods on a delayed payment basis. At the request of its customer, the bank purchases an existing contract to buy certain goods on a deferred payment schedule and then sells the goods back to the customer at an agreed price. The bank pays the original supplier upon delivery of the goods, while the bank's customer can repay in a lump sum or make installment payments over an agreed period. 	Comment by Grammarly: Deleted:,

Case study 


a. The main difference between Ijara and Murabaha is that with an Ijara mortgage, the property will not immediately be registered as belonging to you. Instead, you will essentially rent the property from your lender, in this case, would be the bank, ownership remains with the bank as well as maintenance and any associated risks. In addition to the property will not immediately be registered as belonging to you. Instead, the end of the agreed term or once the purchase price has been repaid in full, ownership of the property is transferred from the lender to you. 
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Murabaha is a sale contract with a bank whereby, the bank purchases the goods, and then resells them to the client with an agreed profit margin. 
Example; The would-be buyer locates a property that they wish to purchase and agrees on a price with the vendor, as they would for an Ijara or Musharaka mortgage. The Islamic mortgage provider then purchases the property on their client's behalf. Once this property purchase has been completed, the financial institution sells the property to their client at a higher price (at cost price plus agreed profit).  	Comment by Grammarly: Deleted: on

b. A conventional house finance is offered by a bank and is not insured by the federal government. This makes it a slightly higher risk for the bank, so the qualifications are stricter. For example, it may require a higher down payment or a lower debt to income ratio. A conventional mortgage could have a fixed rate or a variable interest rate, contrary to a Murabaha house finance; there is no interest rate attached, rather the finance is conducted with an agreed profit margin. 
c. In a conventional bank, small, temporary, cash flow problems such as if one was to miss out a few payments would result in a sudden stop in lending, as opposed to an Islamic model system these temporary stocks would generate a different response from the bank.
Lenders (bank) receive information from their clients to keep up with their financial state and their ups and downs, therefore, they would come to know early whether certain 
payments will not be paid. Islamic financial contracting encourages banks to focus on the long run relationships with their clients. 
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