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Q1.i. The two-tier mudarabah contract organize the bank as a joint stock company and the shareholders supply the initial capital that is managed by Shareholders representatives’ board of director. Under this model, funds are obtained from public and supplied to the businesspersons. The main feature of this model is that it replace interest with profit sharing.

Q1.ii. The two-tier mudarabah contract explains the relationship between public, shareholders, board of directors and bank’s client that is businesspersons and is based on how Islamic bank earns profit according to mudarabah.

Whereas, the one-tier mudarabah contract is directly related with the relationship of client and banks. Moreover, earning of profit from the acquired funds through trade, commerce and industry.

Q1.iii. Following are the important outlined features of mudarabah contract.

The capital provider has the right to put on conditions but he cannot interfere into daily activities by the manager, the mudarib is expected to behave by utmost honesty. The mudarib cannot increase sum amount of business than the capital contributed whereas, the rabb al-mal liability is limited to the contribution of capital. Any party can terminate the contract at any stage; profit distribution cannot be done before the settlement of liabilities and restoration of capital. 

Q1.iv. Mudarabah contract is a traditional partnership contract according to the laws of sharia’. Where two parties are involved one is a capital generator (rabb al-mal) other is the manager (mudarib) sharing the profit and loss borne by rabb al-mal.

Whereas, bay al-murabahah is a traditional sale contract where the bank purchases the commodity from the supplier and sells it to client on deferred payment that can be in total in installment. Here, banks get profit markup on sale rather than interest.

The major difference between the both contracts is simple as nature of both the contract is different as mudarabah is a partnership contract and bay al-murabahah is a sale contract.

Q1.v. In operating lease the ownership of the asset remains with the lessor and the lease contract is for the short term, whereas, the financial lease contract is for the longer period and risk and responsibility lies with lessee. In this contract, the lessor has an advantage of amortizing the cost of the asset in the lease period.

The difference between the both contracts arises, as the risk is greater in operating lease rather than financial lease due to the difference in period and responsibility. 



Q1.vi. Salam is a sales contract under which the price of good is paid in advance at the time of delivery. The basic rules of this contract are as follows.

Full price must be paid at the time of contract.

Goods whose quality or quantity cannot be determined by specification cannot be sold according to Salam contract. 

Goods can only be sold by specifying the attributes, not by being particularized to any farm, factory or area. 

The accurate date and place of delivery must be mentioned. 

Q1.vii. Islamic banks functions like conventional banks too but there are few distinguishing features of Islamic banking as follows.

Instead of interest rate there is risk sharing in Islamic banks. Islamic banks considers the productivity of the project while granting loans whereas conventional banks considers that the loan and interest is paid on time that is the credit worthiness of the project. Islamic banks will not finance any project that is against the practices of Islam so this moral dimension distinguish Islamic banks. As the interest rate, mechanism is replaced by profit sharing so due to this reason Islamic bank has much more products to offer to its customers related to profit sharing. Islamic banks also keeps a close links between monetary and real sectors.

Q2. Musharakah means sharing. In Islamic finance, it makes up a joint enterprise where all partners in the venture share profit or loss. Musharakah is a type of partnership where profit is shared as agreed but losses are share according to the capital contribution. Few basic rules of musharakah are.

Profit of enterprise can be distributed in any proportion there is no fixed proportion for any partner whereas if there has loss occurred in the partnership it has to be shared equally. All the partners are bounded to contribute both capital and management however if a partner wants to can be exempted from management in the situation it is strictly prescribed to give the profit share to that partner according to capital contribution. In the contract, the liability of the partners is unlimited.











CASE STUDY                      S.R

A)   Sales                                                                    450000  

 Purchases                                                             (325000) 



         Gross Profit                                                           125000



         Expenses

         Admin Cost and Overheads                                  (145000)

          Net profit / (loss)                                                    (20000)	

         The loss in the above case is of 20000 SR.

B) As the case study is about mudarabah contract which is a partnership contract under which two parties are involved capital owner and an investment manager. As it is, a partnership contract so there is profit sharing as agreed at the time of contract.

Therefore, as the basic principles of mudarabah contract are concerned and as stated in the case study there is no pay for the client in business activities so client is paid no wages. 

However, the loss that has occurred would be borne by the capital owner the only loss that the client has bared is the opportunity cost of his time in this project. 
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