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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. 
	
1.1) B
1.2) A 
1.3) C
	ISLAMIC INVESTMENT
	CONVENCIONAL INVESTMENT 

	A,E,F 
	B,C,D


2) 



3.1) Mudaraba and Murabaha are  financial instruments that are akin to equity. In a murabaha contract, the bank agrees to buy an asset or goods from a third party, and then resells the goods to its client with a mark-up. The client purchases the goods against either immediate or deferred payment. Mudaraba is a form of partnership in which one partner finances the project, while the other party manages it. This mode of financing does not require that a company be created; the financial institution provides all of the capital and the customer is responsible for the management of the project. 
3.2) Takaful is a type of insurance system devised to comply with the sharia laws, in which money is pooled and invested.
3.3) 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’. This principle gives a very wide scope for designing contracts. 
3.4) substituting profit-and-loss-sharing for interest as a method of resource allocation and replacing interest rate . 
3.5.a) Ijara is the right to use goods for a specific period, leasing originated as a trading activity and later on became a mode of finance. Ijara is a contract under which a bank buys and leases out an asset or equipment required by its client for a rental fee
      b) Istisnaa is commissioned manufacture, one party buys the goods and the other party undertakes to manufacture them, according to agreed specifications. 
      c) Riba is unjustified increment in borrowing or lending money, paid in kind or in money above the amount of loan, as a condition imposed by the lender or voluntarily by the borrower.
      d) Bai bi-thaminajil involves a credit sale of goods on a deferred 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 instalment payments over an agreed period 
Case study
a) Ijara and Murabaha both involve the lender purchasing a property and either selling it to the buyer at a slightly increased price, or renting it to the buyer over a period of time until the mortgage is paid in full. 
Murabaha (deferred sale finance)
For this kind of mortgage, the buyer is required to finance a percentage of the property upfront - typically up to 20 per cent. This option is therefore best for people who are starting out with some capital behind them.
The key benefit of Murabaha mortgages is that from day one, the property officially belongs to you - it is registered in your name. The repayment period and monthly repayment amounts are agreed between you and the lender. Repayments are fixed for the term of your mortgage. The maximum repayment term is 15 years, and you can repay the loan in full at any point without penalty.
Ijara (lease to own)
Ijara mortgages have proven to be the more popular product available, as there is no requirement for a large initial payment or deposit, and it is a slightly more flexible arrangement.
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 addition to the agreed monthly repayment amounts, you will also pay monthly rent to the bank.
At 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.

b) Conventional mortgage
With a conventional mortgage, a bank lends money to purchase a new home and charges interest on that loan.
The rate of interest can be calculated in two different ways. While a reducing rate is based on your outstanding balance, a flat rate charges on your principal amount for the duration of the term. Mortgages can be advertised using either method so compare like for like. Other fees include a mortgage registration fee and an arrangement fee.  Banks can also charge miscellaneous fees such as charges for liability letters or copies or property documents. Also if you choose to pay off your loan early, you can be charged an early settlement fee The advantage here is that the loan becomes cheaper as you gain back interest you would have paid in the future.
Islamic mortgage
An Islamic home loan works differently. Because Islamic financial institutions are forbidden from earning interest, the bank buys a property on behalf of the customer and re-sells it to them at a profit. The buyer then pays the bank back through monthly installments; this is based on the concept of Murabaha.  Other Islamic concepts applied include Ijarah, a buy and lease back arrangement, which is useful if buying a property off-plan as no payments are made until the property is completed. Another advantage of a shariah-compliant home loan is there are no additional interest payments for late payments. However, it may charge a fixed fee. Islamic banks need collateral to protect against default so the property is registered to the bank until all mortgage payments are complete. 

c) [bookmark: _GoBack]If the client fails to make a deferred payment on time, the mark-up does not increase from the agreed price owing to delay. Also the bank owns the goods between the two sales, which means it carries the associated risks.
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