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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. Give short answers for the following questions:
    i. What is two-tier Mudarabah Model of Islamic Finance? And how does it work?
          Answer:  The two-tier Mudarabah Model is a type of Mudaraba whereby the bank acts as an intermediary between depositors and the bank’s clients who need financing.

         It works by the bank obtaining funds from the public on the basis of a Mudarabah and supplying the funds to the businessmen and managed by the shareholders through the board of directors.

        The income shall be, after deducting the expenses, shall be distributed pro rata on the share capital as well as the deposits and the bank retains part of the profits accruing to the deposits in accordance to predetermined profit-sharing ratio.

   ii.  What is the difference between one-tier and two-tier Mudarabah?
         Answer:  In a one-tier Mudarabah, the fund provider (rabbulmal) deals directly with the entrepreneur (Mudarib), without any party in between, or any intermediary.
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         Whereby, a two-tier Mudarabah contract, fund providers entrust their funds to an agent, commonly, a bank, which acts as intermediary and which later deals with entrepreneurs who are chosen to execute the projects.
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    iii. Outline the important features of a Mudarabah Contract.
        Answer:   The following are the features of a Mudarabah Contract:
                  a. There is no loss sharing, but only the profit sharing arrangement   between the two parties according to the terms of their agreement.
                  b.  The losses will be borne by the capital provider alone who is the financier.  The entrepreneur only suffers the frustration of a fruitless effort.
                  c.  The provider has no right to interfere in the day-to-day operations  works of the manager;
                  d.  The Mudarib is expected to act with utmost honesty in the business, and he is not allowed to commit the Mudarabah business for any sum greater than that contributed by the Rabb Al-Mal.
                  e.   All expenses related to the Mudarabah business can be charged to the Mudarabah account;
                  f.    The Mudarabah contract can be terminated at any time by giving proper notice to both parties.
                 g.   No profit distribution can take place unless all liabilities have been settled and the equity of the Rabb Al-Mal is restored.
    

    iv.  What is the difference between a Murabahah contract and Bay-al-Murabahah Contract?
         Answer:   Simple Murabahah applies to a simple sale where the seller reveals to the buyer the real cost of the commodity and there is an agreement to the specific amount of profit or mark-up.

[bookmark: _GoBack]       Bay Al-Murabahah is a contract normally executed in a  corporate setting, involving banks and any buyer whereby the bank buys the commodity in behalf of the client so that the bank resells it, to the latter on a cost-plus basis.


v.      What is the difference between a financial lease and operating lease? 
  Answer:  

	Basis for Comparison
	Financial Lease
	Operating Lease

	Meaning
	A commercial agreement in which the asset is being leased for the maximum part of its economic life against payment of rentals 
	The use of an asset for a term smaller than its economic life against the payment of rentals

	Nature
	Loan Agreement
	Rental Agreement

	Lease Term
	Term lease is longer 
	Term lease is shorter

	Risk Bearing for obsolence
	Rests with the lessee
	Rests with the lessor

	Transferability of risk and rewards
	From the lessor to the lessee, with the transfer of an asset
	Does not transfer from the lessor to the lessee, with the asset’s transfer

	Cancellatio of the lease
	Only in the happening of a specified event
	 Can be done by due notice

	Tax Benefit
	Depreciation and finance charges are allowable as a deduction to the lessee
	Lease rent is allowable as a deduction to lessee

	Cost of repairs and maintenance
	Borne by the lessee
	Borne by the lessor

	Bargain purchase option
	The lessee can purchase the equipment at the present market value price
	No such option is available 




    vi.  What are the basic rules of a Salaam Sale?
    Answer:  Accordingly, a successful Salaam Sale has to have the following rules –
· The price should be paid in full at the time of the contract
· Salaam sale only covers fungible commodities and/or goods whose quality or quantity can be determined by specifications or with specific attributes
· The exact date and place of delivery must also be specified.


    vii.   What are the distinguishing features of Islamic Banking? 
    Answer:  Islamic banking has the following distinguishing features, to wit –
· Riba is avoided and it promotes risk sharing between the provider of funds (investor) and the user of funds (entrepreneur).   Both the investor and the entrepreneur share the results of the project in an equitable way.
· In conventional banking, the emphasis is on the productivity and soundness of the project, the business acumen and the managerial competence, rather than the credit-worthiness of the entrepreneur.
· Islamic Banking will only finance projects that are within the moral dimensions of Islam. 


2.  Discuss the basic rules of complying with a “Musharakah” financing contract.  
Answer:  In complying with the Musharakah financing contract, the basic rules are the following:
1.  In a Musharakah contract, the profits can be distributed according to the agreed proportions among the partners.  
2.  In a case of loss, it is strictly distributed and shouldered according to the capital contributions between each partner.
3. In a contract, it is possible to exempt one partner from labour contribution/management, in which case, his profit share would only be according to his contributed capital.
4.  The liability of all partners in a contract is unlimited.


3.  Case Study
   
         a. Determine the profit and loss.
             Answer:  There is no profit since the sales income of 450,000 SR is 
Lesser than the liabilities of the company which is 470,000 SR, representing the purchase and admin costs and the overhead. 

                                The loss incurred is 20,000 SR representing the excess of the operational costs over the sales income of the company.  

 
         b.  How much is the client paid in wages?
              Answer:  In this case, the Mudarib will not be paid his wages because his wage can only be paid from the company’s profit.  Since the company has incurred loses instead, he would not be receiving anything but would suffer labour frustrations instead.
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