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INTRODUCTION

You are welcome to 1SL 322l-Mu‘amalat in the Shadah is a two-credit units
course for part three students of the B. A. Deglglamic Studies programme in
the National Open University of Nigeria. The texiok is an exposition of the
concept and operation of social transactions iantsin line with provisions made
for them in the Shag*ah. This Course Guide provides you with a clear petof
the subject. It avails you the background, the sesjrthe guiding principles as well
as examples of Social Transaction stipulationhenlslamic law and as it is been
practised in some parts of the Muslim world.

What You Will Learn in This Course

The general aim of this course is to present totheusocial transaction provisions
in the Shariah with the GloriouQur'an and the Apostolic Traditions as their
undisputable original, basic, primary and final m@s. You will also come across
some secondary and supplementary sources. ThusCthuse discusses the
background, scope and requisites of the transactionsome cases. Further it
highlights the impact of the transactions on somasliMh Communities. The

textbook thrashes out the subject matter of Sdgiahsactions, their various kinds
and their operation and advantages.

Course Aims

There are fifteen (15) units in the Course, withheanit having its objectives. You
should read the objectives of each unit and beaious of them all along your
study of the course. In addition to the objectieé®ach unit, the overall aims of
this course include:

() Providing you with past and present historical lgaolkind information on
provisions relating tal-Mu‘amalt (social transactions theShai‘ah.

(i) To acquaint you with the concept, doctrine, naauré scope of Islamic Social
Transactions.

(i) To point out the various prohibitions and permikssimatters in the Islamic
law of social transactions.

(iv) To impart to you the concept of Islamic bankingaasemerging modern way
of fiscal transactions alternative to interest stéel conventional banking
system.

OBJECTIVES OF THE COURSE



Based on the general aims of this course, somet®s of the course as a whole
are set out. These are the essential things youldshHme able to do at your
completion of this course:

() Define the various terms used in connection Witlhzmalat (social transaction
provisions) in theShat*ah.

(i) Analyse the primary and secondary sources, asasdihe background of the
Muamalat (social transaction provisions) in tB&at*ah.

(i) Discuss the subject matter, guidelines, scope amghdt of theMuamalat
(social transaction provisions) in tB&arah.

(iv) Evaluate the operation, problems and prospect®abBTransactions.

(v) Underscore and discuss the role played by certauslivi countries,
institutions, societies and individuals in the lempentation of Social
Transactions.

WORKING THROUGH THIS COURSE

It is essential that you work through the studytsinn this course. There are
fourteen (14) Units in all.

Course Materials
Major components of the course are:

Course Guide

Study units

Text Books, including the ones listed under eadh un
Assignments File

Presentation Schedule

arwnE

Study Units

There are fourteen (15) Units (in three modules}his course. They are listed
below:

MODULE 1: CONCEPT AND SCOPE OF MU‘AMALAT (SOCIAL
TRANSACTION PROVISIONS IN THE SHARI'AH)
Unit 1: Background t@l-Mu‘amalit in theShar ‘ah

Unit 2: The Law and Nature @fl-Mu‘amalat in theShai‘ah
Unit 3: Requisites o&l-Mu‘amalat in theShai‘ah
Unit 4: Scope ofal-Mu‘amalat provisions in theShar ‘ah

Unit 5: Prohibitions and Permissibility in tred-Mu‘amalat provisions in theShaf
‘ah



MODULE 2: THE AL-MU'AMALAT SOCIAL TRANSACTION
PROVISIONS AND THEIR DISPOSITIONS

Unit 1 Subject Matter oal-Mu‘amalat in theShat'ah

Unit 2 Company, Professionals’ and Credibild&y+Mu‘amalat provisions in the
Shatah

Unit 3 Joint and Advance Payment provisioralAMlu‘amalat in theShat‘ah
Unit 4 SpecialMu‘amalat provision in theShai‘ah
Unit 5 Dispositions imal-Mu‘amalat provisions in theShatg*ah

MODULE 3: ISLAMIC FINANCIAL SERVICES INDUSTRY (IFSI)

Unit 1: Principles of Islamic financial services industry

Unit 2: Evolution and Composition of Islamic Financiakh8ees Industry (IFS1)

Unit 3: Towards Islamic Banking System
Unit 4: Islamic Insurancéakaful) and Re-insurance (réakaful) services

Unit 5: Legal Capacity of Islamic Insurand@akaful) Operation

REFERENCES AND OTHER RESOURCES

Certain books have been recommended to deeperugderstanding of the course.
You are hereby provided with a list containing soafighem. Try to acquire as
many as possible of those material.

1. Ali, A. Y. (1973). Holy Quran: Text, Translation and Commentanypndon:
The
Islamic Publications.

Ali, M. M. (1986). Religion of IslamDelhi: Taj Company.

Al-Asqgalani, A. H. (1996)Attainment of the Objective According to Evidente o
OrdinancesRiyadh: Riyadh-Saudi Arabia

4. Cowan, J. M. (1974).A Dictionary of Modern Written Arabiclondon:
MacDonald & Evans Limited.

5. Doi, A. R. I. (1990). Shai'ah: The Islamic Law, London: TA-HA

Publishers.

6. Gusau, S. A. (1993). “Prospects and Problems afrigl Banking in Africa”,
Islam in Africa; Proceedings of the Islam in Afic Conference, Ibadan:
Spectrum Books Limited.

7. failaka@.com
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8. http://http:/www.icib-riu.org/

9. http://en.wikipedia.org/wiki/islamic_banking

10.http://en.wikipedia.org/wikislamic_banking#

11.http://http:www.icib-riu.org/

12.http://www.imcbahrain.com

13.http://www.modarabas.com

14.ibfd@idb.org

15.marketingasia@oliverwymwn.com

16. marketingna@Oliverwyman.com

17. marketingeu@Oliverwyman.com

18. masun2001@Yahoo.com

19. sab ir@icmif.org

20.Khan, M. M. (1985). Sahih Al- Bukhari, Arabic-Engfi, Lebanon: Dar Us-Salam

Publications

21.Khan, M. M. (1994).Summarized Sahih Al-Bukhari, Arabic-EnglisBaudi
Arabia:Maktab Dar-Us-Salam.

22.Sharif, M. M. (ed) (1963)A History of Muslim Philosophyyol.1, Pakistan:
Pakistan Philosophical Congress.

23.Sharif, M. M. (ed) (1966)A History of Muslim Philosophyyol.2, Pakistan:
Pakistan Philosophical Congress.

24 .Shatta, H. H. (1999Business Ethics in Islariggypt: Al-Falah Foundation.

25. Roshash, M. A. A. (1993). “The Islamic Alternatvéo the Present Modes of
Investment in African Banks and Companielsiam in Africa; Proceedings of
the Islam in Africa Conferenctadan: Spectrum Books Limited.

26.Khan, M. M. (1985)Sahih Al-Bukhari, Arabic-English.ebanon: Dar Al-Arabia.

27.Mahmud, A. B. (n.d.)Supremacy of Islamic Lawaria: Hudahuda

Publishing Company.
28.Norton, P. Bet al (1995).The New Encyclopaedia Britannicaol. 22, London:
Encyclopaedia Britannica, Inc,

29.Padfield, C. F. (1978).aw Made Simpld,ondon: W. H. Allen, A Howard
& Wyndham Company.

30.Zeno, M. J. (1996)The Pillars of Islam and What Every Muslim Must #no
about His

Religion,Riyadh-Saudi ArabiaDar-Us-SalanPublications.

ASSIGNMENT FILE

In this unit, you will find all details of the workou must submit to your tutor for
marking. The marks you obtain from these assignsneiit count towards the final

mark you obtain for this course. Further informatan assignments will be found
in the Assignment File itself and later in ti®urse Guide in the section on

assignment.



ASSESSMENT

Your assessment will be based on four Tutor-Markesignments (TMAs) and a
final examination which you will write at the enfitbe course.

TUTOR-MARKED ASSIGNMENTS (TMAS)

Every unit contains one or more assignments. Yeuamwork on four of them and
submit them for assessment. Your tutor will assleesassignments and select best
three, which will constitute 30% of your final geadl'he tutor marked assignments
may be presented to you in a separate file. Justvkhat for every unit, there are
some tutor-marked assignments for you. It is ingadriyou do them and submit for
assessment.

FINAL EXAMINATION AND GRADING

At the end of the course, you will write a finalagmination, which will constitute
70% of your final grade. In the examination, whathmall last for two hours, you
will be requested to answer three questions ouatolieast five questions. You
should endeavour to revise the entire course béfieréinal examination.

COURSE MARKING SCHEME

This table shows how the actual Course markedatimt is broken down

Assignment Marks
Assignments (best three assignments out of foukeawr = 30%
Final Examination =70%
Total = 100%

PRESENTATION SCHEDULE

This Presentation Schedule included in your coursgerials gives you the
important dates for the completion of tutor-markaskignments and attending
tutorials. Remember, you are requested to submitoalr assignments by the due
date. You should guard against falling behind iaryaork. You will be informed
of the date for your final examination.

COURSE OVERVIEW AND PRESENTATION OF SCHEDULE

Unit Title of Work Weeks | Assignments
Activity

Module 1 : Concept And Scope OMu‘ Amalat (Social Transaction Provisions
In TheSha'Ah)




D

Unit 1 | Background t@al-Mu‘amalat in theShati ‘ah Week 1
Unit2 | The Law and Nature o&l-Mu‘amalat in the| Week 2
Sharf'ah
Unit 3 | Requisites adl-Mu‘amalat in theShai‘ah Week 3
Unit4 | Scope ofal-Mu‘amalat provisionsin theShat ‘ah | Week 4
Module 2: The AI-Mu‘Amalat Social Transaction Provisions And Their
Dispositions
Unit 1 | Subject Matter oal-Mu‘amalat in theShar ‘ah Week £ | Assignment
Unit 2 | Company, Professionals’ and Credibility Week 6
al-Mu‘amalat provisionsin theShar ‘ah
Unit 3 | Joint and Advance Payment provision in Week 7 | Assignment 2
al-Mu‘amalat in theShar ‘ah
Unit 4 | SpecialMu‘amalat provision:in theShar ‘ah Week ¢
Unit5 | Dispositions iral-Mu‘amalat provisions in the Week 9| Assignment 3
Shar ‘ah
Module 3: Islamic Financial Services Industry (Ifsi)
Unit 1 | Principles of Islamic financial services ustry Week 10
Unit 2 | Evolution and Composition of Islamic Finaaici Week 11| Assignment
Services Industry (IFS1) 4
Unit 3 | TowardslslamicBankingSysten Week 1.
Unit 4 | Islamic Insuranc@akaful) and Re-insurance Week 13
(re-takaful) services
Unit5 | Legal Capacity of Islamic Insurandakzful) Week 14
Operation
Revision Week
15

HOW TO GET THE MOST FROM THIS COURSE
In distance learning, the study units replace tinévérsity lecture. This is one of
the great advantages of distance learning. Youeat and work through specially
designed study materials at your own pace, andtameand place, that suit you
best. Think of it as reading the lecture instealisténing to the lecture. In the same
way, a lecture might give you some reading to He;dtudy units tell you where to
read, and which your text materials are or set bo¥ku are provided exercises to
do at appropriate points, just as a lecturer migyé you an in-class exercise. Each
of the study units follows a common format. Thestfitem is introduction to the
subject matters on the units, and how a particuttatr is integrated with the other
units and the course as a whole. Next to thisssteof learning objectives. These
objectives let you know what you should be abledto by the time you have
completed the unit. These learning objectives aganmhto guide your study. The
moment a unit is finished, you must go back anckhehether you have achieved
the objectives. If this is made a habit, then yall gignificantly improve your

9



chances of passing the course. The main body ofiiteguides you through the
required reading from other sources. This will lisuae either from your set books
or from a Reading section. The following is a piaatstrategy for working through
the course. If you run into any trouble, telephgoear tutor. Remember that your
tutor’s job is to help you. When you need assisgtado not hesitate to call and ask
your tutor to provide it.

1. Read this Course Guide thoroughly, it is your fassignment.

2. Organize a study schedule. Design a ‘Course Owehit@ guide you through
the Course. Note the time you are expected to spaneach unit and how the
assignments relate to the units. Whatever methadciioose to use, you should
decide on and write in your own dates and scheafuleork for each unit.

3. Once you have created your own study scheduleyedrything to stay faithful

to it. The major reason that students fail is ttrety get behind with their

coursework. If you run into difficulties with yoschedule, please let your tutor
know before it is too late to help.

Turn to unit 1, and read the introduction and thgctives for the unit.

Assemble the study materials. You will need your®mks and the unit and the

unit you are studying at any point in time.

6. Work through the unit. As you work through the urnjbu will know what
sources to consult for further information.

7. Keep in touch with your Study Centre. Up-to-dateirse information will be
continuously available there.

8. Well before the relevant due date (about 4 weekeréedue dates), keep in
mind that you will learn a lot by doing the assigmts carefully. They have
been designed to help you meet the objectiveseottiurse and, therefore, will
help you pass the examination. Submit all assigmsneat later than the due
date.

9. Review the objectives for each study unit to canfithat you have achieved
them. If you feel unsure about any of the objediveview the study material
or consult your tutor.

10.When you are confident that you have achieved esurtjectives, you can start
on the next unit. Proceed unit by unit through ¢berse and try to pace your
study so that you keep yourself busy on schedule.

11.When you have submitted assignment to your tutormfarking, do not wait for
its return before starting on the next unit. Keepybur schedule. When the
assignment is returned, pay particular attentiogaiar tutor's comments, both
on the Tutor/Marked Assignment form and also thdtewr comments on the
ordinary assignments.

12.After completing the last unit, review the coursel repare yourself for the
final examination. Check that you have achieveduhi objectives (listed at
the beginning of each unit) and the course objesti(listed in the Course
Guide).

ok
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13.

FACILITATORS/TUTORS AND TUTORIALS

The dates, times and location of these tutorialé @ made available to you,
together with the name, telephone number and aslarfegour tutor. Your tutor will
mark each assignment. Pay close attention to themamts your tutor might make on
your assignments as these will help in your pragréfake sure those assignments
reach your tutor on or before the due date. Yatorials are important. Therefore,
try not to skip any. It is an opportunity to meetuy tutor and fellow students. It is
also an opportunity to get the help of your tuterd adiscuss any difficulties
encountered on your reading.

CONCLUSION
Much as | cannot promise you too-easy ride ondbisse, | equally do not envisage
much difficulty as long as you play the roles asejto you in the whole exercise.

SUMMARY

In this Course Guide, you have been provided witfemeral overview of ISL 322:
Al-Mu‘amalah in the Sha#'ah in which students pursuing University Degree
programme must earn three credit units. The Cofinses and Objectives are stated
clearly at the onset. You have also been providést @f books and references for
your further reading. As an inference in the Guitdejevelop an active interest in the
Course is a prerequisite for its successful congrletAssess yourself through the
Self-Assessment Exercises (SAEs). You will equdtly assessed for grading
purposes through the Tutor-Marked Assignments (TMA$us, to do well in the
course, you must get yourself organised and tigotdorm to presentation schedule.
| wish you success with the course and hope thatwith find it both interesting and
useful.

11
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MODULE 1: CONCEPT AND SCOPE OF MU‘AMALAT (SOCIAL
TRANSACTION PROVISIONS IN THE SHARI'AH)
Unit 1: Background t@l-Mu‘amalit in theShar ‘ah

Unit 2: The Law and Nature @fl-Mu‘amalat in theShag'ah
Unit 3: Requisites o&l-Mu‘amalat in theShai‘ah
Unit 4: Scope ofal-Mu‘amalat provisions in theShat ‘ah

Unit 5: Prohibitions and Permissibility in tred-Mu‘amalat provisions in theShaf
‘ah

UNIT 1 BACKGROUND TO AL-MU‘ AMALAT IN THE SHARI ‘AH

CONTENTS

1.0Introduction

2.0 Obijectives

3.0 Main Contents
3.1 History of Early Social Transactions in Islam
3.2 Some ModermMu‘amalat in Islam

4.0Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Readings

1.0INTRODUCTION

In the Introduction to Shariah Course during ycegand year in this programme, you
have learnt the concept of shariah, its primargpsdary and supplementary sources
and the importance of its understanding in the tiiag of Islam. Since this course
aims at given you exposure to the social interactand contracts provision
(Mu‘amalat) in the Shari‘ah. an historical background of the subject matterehgr
opens the discussion.

2.00BJECTIVES
At the end of this unit, you should be able to

» Trace the early and modern history of Social Tratieas(Mu‘amalat) in Islam.
» Appreciate the importance of the foundation for 8ueial Transactions laid down
in the early period of Islam.
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» Examine the practice of Social Transactions in ghesent day in relation to the
early history of Islam.
3.0 MAIN CONTENTS

3.1 History of Early Social Transactions in Islam

The history of Social Transactions in Islam cantfaeed back to the period of the
revelation of the GloriousQur'an in Makkah and Madinah (610-632 AD).
Characteristic of Islam, there is nothing left suthe mundane affairs of man and his
life in the Hereafter without necessary divine gunde. TheQur'an emphasises that
it has addressed all issu€3uf’an 6: 38). However, there is the need to understand
and apply them appropriately. Islam pays unsurfdesattention to the Social
Transactions where the interests of the contragiemjes and the society are taken
into consideration. It also gives magnificent emegement to lawful social
transactions.

Woe to those who deal in fraud. Those, when thkg taeasure from people,

take exact full measure. However, when they giveneasure or by weight to

them, they give less than due. Do they not third¢ they will be called to

account? On a Mighty Dayur’'an 83: 1-5).

The Prophet extols and encourages honesty andpfay in all Social
Transactions, including buying and selling. Heelik the status of honest traders to
that of the Prophets, the righteous and the mar8tshada’). Throughout his
prophethood, he guided the Muslims towards IslaGocapliant transactions.

Generally, Islamic Law includes matters that areafgoractical nature, such
as beliefs and charity. Public affairs are alsoecesl by the provisions of the
Shari‘ah. Some matters of politics and administration failhvm the purview of its
law. The virtues of the days of ignorance, appdolsg the Prophet, can be acted
upon in Islam. The revelations to the previous Magers of Allah as well as the
rules promulgated by Muslim governmenfshkamus-Sultaniyyahglso are part of
the materials for the formulation of Islamic lawms the early days of Islam.
International laws that did not negate the prirespdf Islam were put into use. For an
example, ‘Umar lbn Al-Khattab ordered that the Nimsl should levy the samartif
on traders from other territories as much as thesevievied on the Muslims. He also
introduced insurance units to attend to inciderfadisasters.

During the Caliphate, a vigorous monetary econonas wreated in the
Muslim States. The levels of their economy grewraasimically, their wealth
expanded, circulation of stable economy was mdstigorously, and high-value
currency and integration of monetary matters weateessed.

A number of economic concepts and techniques wapéeal in the Islamic
banking system. These included Joint Partnergiifislarabah),Bills of Exchange,
Capital Accumulation (Namal-Mal), Relief Trust Fund (Wagf), Transaction
Accounts, Loaning, Ledges and Assignments. Othegse wheques, promissory
notes, and independent organisational enterprigieseover, a higher system of
Islamic social transactior{iMu‘amalat) and Islamic economy were introduced.

16



Self-Assessment Exercise
* Examine the introduction of Islamic Social Trangats in the early era of
Islam.

3.2 Some ModernMu’‘ amalat in Islam

Some Muslim scholars in the last century have predwseful theories on
interest-free socio-financial transactions. Promineamong the scholars were
Anwar Qurayshi, Nam Sidddgi, Mahmud Ahmad, al-Mawmii and Hardullahi
Abdu’l-Ati. Their major focus was the Islamic social transacthat could yield
profits, lead to setting up of interest-free bagkin Islam, based on profit and loss
sharing agreement. In the 1950s, the Islamic schadad economists made a
landmark attempt to outline Islamic-compliant bamkiransactions alternative to
Ribainvolved partnership. They took practical stepofiering theoretical models
of finance and banking with the noble objectiveasing interest-free banking and
in all forms of partnership.

During the last three decades, more scholars tieaMaslim have started to
give more attention to the issue of interest-fraalking system. They do not only
expound theories and formulate Islamic principlest tshould be followed; they
also encourage governments and Islamic instituttmnde more pro-active in
establishing and promoting interest-free bankirgew.

In response to the clarion calls, the Conferenc¢hefMinisters of Islamic
countries held in Karachi-Pakistan, in 1970; thestHinternational Conference on
Islamic Economics was held in Makkah in 1976; timeednational Economic
Conference was held in London in 1977. Hithert@® thvolvement of Islamic
Institutions resulted in the establishment of iestfree banks such as the Islamic
development Bank, which was established in 197¥pEtpok commendable step
by its establishment of savings banks based ontmiohring in 1963. By 1981,
there were nine of such banks in Egypt. In 1975 ftte¢ modern commercial
Islamic bank, known as Dubai Islamic Bank was distlaeéd in Dubai.

In 1981, the Organisation of Islamic ConferenceGQoand the Development
of Africa set up three Standing Committees duritsgTihird Islamic Conference
held in Makkah. They are Economy and Commerce rinéion and Culture, and
Science and Technology. The heads of States anerrgoent of the OIC made
certain bold resolutions. These included

(1) Declaration of its determination to eliminate payefrom which some of our
people continue to suffer, by consolidating itsremuic cooperation on the basis of

17



complimenting and pooling of resources to achiexadinated development of our
countries.

(2) Declaration of resolve in a spirit of Islamic sa@idy to promote economic
development of the countries, which are least dgex amongst member
countries.

(3) Pronouncement of resolve to rationalize developnpatities that would ensure
balanced progress in both the material and spirtoaains.

(4) Calling for efforts to be made to establish ecororalations in the world on bases
of justice, interdependence and mutual interest.

(5) To ensure the disappearance of the wide gap thmdraes the industrialized
countries and the developing poor countries.

(6) Institution of a new economic order based on egualnd solidarity, under which
development policies are rationalized and integrdte eliminate famine and its
dangers.

(7)To put an end to all kinds of deprivation and explion of peoples that are
suffering under the effects of colonialism and leaidness.

(8) To ensure these countries developed and make putipeation of their resources.

(9) To re-affirm the right of every state to exerciseeyeignty over her respective
natural resources and control of her exploitation.

AnotherInternational Conference on Islamic Business amartéetook place
from 7th to 9th February 2011 &ftional Institute of Banking and Finan(¥IBAF),
Islamabad PakistariThis event will provide a podium for coming togethof the
Islamic scholars and experts in many fields of hanemdeavour. These include
practitioners of Islamic finance industry, econasniousiness and finance intellectuals
as well as Ph. D /research scholars of the Uniwessand other stakeholders. The
major reason for this intellectual gathering is dscuss the achievements, the
challenges and latent issues in the fields of Iglabusiness, banking and finance.
World's top scholars of Islamic Banking and Finaace expected to deliver thought
provoking lectures on areas of interests to thelivusorld.

It is on record that in 2005, Islamic banking wasvgng at a rate of 10-15%,
per year, signalling consistent future growth. Shecess of this bold step of setting up
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Islamic banks is manifested in the establishmenivell over 300 of its institutions
spread over 51 countries, including United StafeSnoerica.

In 2005, Shari‘ah-Compliant assets in those Islamic banking instihg have
risen to 822 billions, US dollars. Moreover, CIMBdap Holdings has announced,
“the Islamic finance is the fastest growing segn@nhe global financial system and
sales of Islamic bonds may rise by 24 percent tbiRion US dollars in 2010”. The
Vatican is not left out in applauding the brilliaidiea that “the principles of Islamic
finance may represent a possible cure for ailingketa”. According to the Standard
and Poor Ratings Services in 2009, “Biari‘ah -Compliant assets reached about 40
billions US, dollars throughout the world, and pistential market is 4 trillion”, while
Iran, Saudi Arabia, and Malaysia have the bigg8kiri‘ah-Compliant assets”.
Moreover, the Iranian banks accounted for aboutpdfrent of total assets of the
world’s top 100 Islamic banks. Iran also toppled 890 Islamic Financial Institutions.
The Muslims are expected to cooperate with thariglaCompliant banks to achieve
their noble objectives.

The Islamic Development Bank, an arm of the OIG thaee main types of
financing operations. These are Ordinary Operatiéimseign Trade Operations and
operations financed under Special Assistance Adcoumhe ordinary operations
include loan financing of projects such as agrumalt basic infrastructure projects,
education and rural development projects.

Its equity development projects are financed fovereie generation and
encouragement of transfer of technology and exqeerti Its leasing financing of
medium-term operation is aimed at providing finah@assistance to development
projects that are capable of yielding revenue dustrial, transport, agro-industrial and
other sectors of the economy among the member gesinOthers include profit-
sharing projects, instalment sale, technical amst&t to member countries to establish
Islamic banks, technical co-operating programmésplarship programmes, etc.

Self-Assessment Exercise

» Analyse the efforts of the Muslims in the modere &mwards the operation of
Islamic Social Transactions
» Examine the concept of Islamic Social Transactiarthe modern age.

4.0 CONCLUSION

From the foregoing, you would have besbie to discover that Social
TransactiongMu‘amalat) started with the introduction of Islam by the Frep You
should have realised that the noble effort of pribomoand operation of Social
Transactions have become more popular and complex. would have also
ascertained that Islamic LawShai‘ah) provides the solid bedrock for the
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implementation of Social Transactions in Islam. Yahould also have been informed
that the later generations of the Muslims in modenes have continued to expand
and consolidate on the gains of the early Muslims.
5.0 SUMMARY
1. The background history of the Islamic Social Tratisms (Mu‘amalah) is
traceable to the advent of Islam.
2. The generations of Muslim scholars and true piiaottrs of Islam continued to
live in accordance with its teachings.
3. Islam gives a unique attention to Social Transastia its teachings.
4. Social Transactions in Islam are a model businessract for all the people in
the world.
5.Muslim scholars, administrators, bodies and stdiave opened up various
Islamic-Compliant business opportunities for bd#uslim and non-Muslim
collaborates in many parts of the world.

6.0 TUTOR-MARKED ASSIGNMENT

* Examine the roles of the Muslims in the introductend implementation of
Islamic Social Transactions
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* INTRODUCTION

In the last module, you have become acquainted with foundation of Social

Transactions laid down solidly by Prophet Muhamraad his companions. You have
also perceived how the later generations of thelikhigscontinued to develop and
apply the principles of Social Transactions to liiesome parts of the world. In this
unit, you will be exposed to the mode of SocialnBactions, and their significance.

* OBJECTIVES
At the end of this unit, you should be able to:

» Define and state the Law of Social Transactiorislam
» Analyse the kinds and nature of Social Transactions
» Examine the Significance of Social Transactions

. MAIN CONTENT

3.1 Concept of Social TransactionfMu’ amalat)
Islamic prescriptions for social transactions angsitbess contracts are made in
order to guide the Muslims to the right path initts®cial relations. It draws the
attention of those who want to collaborate in atj@enture or business transactions
to take precautionary measures that would enhdnecsuccess of their venture. The
precautionary measures are also to safeguard teeests of all the contractual
parties. It provides the mechanisms for checkimgidulent practices, conflicts of
interests, forgetfulness, laziness, cheating, emosr loss of mutual understanding
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and co-operation. It builds healthy relationshipthie minds of all parties whose
collective goals are harmonised in such a way teamwork and sense of
belonging are present in the operation of socaldactions. It is to be implemented
in obedience to Allah and His Prophet for the olvdr@anefit of all business partners
and the society.

Proper understanding of all terms of the contr&fote finalization of agreements
and their documentation provide a kind of insuratacthe capital and shares of the
profit. Unlike contract of usury, it shares eithpofit or loss par capital or labour
imputes of the contracting parties. In case o$,le@very party will share the loss,
and this reduces the burden. If only one partyessifthe entire burden of loss, it
will be more severe and that could lead to manogiaé, economic and
psychological problems. The parties will nurse hlope of gaining the favours of
Allah both in this life and in the Hereafter becawsf the obedience to Him. It
presents an excellent example to the west anchatienal community that Islam is
capable of operating the most transparent, justlitagan and successful poverty
alleviation businesses.

Self-Assessment Exercise
» State the reasons behind the Islamic Law on straiasactions.
* Examine the provisions of Islam on social transai
» Analyse the possible impact of Islamic social tearii®ns on the world.

3.2 Kinds of al-Mu‘amalat (Social Transactions in Islam)

The term“al-Mu‘ amalzh is an Arabic/lslamic word. It simply means Social
Transactions or business relations. The Muslimstiudivide Islamic jurisprudence
into three broad categories. These are acts ofhyo(dbadat), penal code or
crimes (‘Uqabat), and socio-business contradtglu‘amalat). In the whole, the
Islamic Law of transactions is dominated by thetdoe of interest or usurfRiba),
which covers any form of capital loan or investmdhialso includes speculative
transactions such as gambling.

Many lawful business relations or contracts ar@gecsed in Islam. These include
matrimonial, commercial, industrial, and agricudtlurThird parties are involved in
the time of making the contract to avoid irresoleabisagreement. However,
should differences arise during the execution ddifess contract, or matters of
sharing of profits or loss, the witnesses during ¢bntractual agreement should be
called upon. However, if the disagreement could Ib®tresolved, Islam allows
invitation of the third parties, such as arbit¢uslges, Muslim leaders, scholars and
State authorities.

Islam sheds light on the nature of Islamic socrahsactions. It distinguishes
between fixed profit or interest on loa(iRiba) and commercial gains from social
transactiongMu‘amalah). Only the debtor in the interest on loan contradfess
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payment of a fixed profit for the provider of thapital without consideration for
unfavourable circumstances in the venture. Theowger of capital is left to face
the outcome of his business adventure. If he galsalone takes the gain. On the
other hand, if he suffers loss, he alone will b debt burden. Worst still, the
interest continues to multiply, as many times asfiked period for payment lapses.
Consequently, the capital and the interests obtireower increase geometrically,
thereby increasing the debt of the borrower ingdme rate. On the other hand, the
nature of Islamic social transactions or joint veas gives just and fair treatment to
each party in thdlu‘amalah. It gives room for all parties in the social tractsans

to share either the profit or loss equally, partehpatio.

Invariably, it is very rare and difficult to findch individuals or private capitalists
who can offer interest-free loan to the outsideznée, Islam makes it the duty of
Muslim State, Institutions and organisations to enpkovisions for the Muslims to
access interest-free loans for business venturescburages the governments and
well-to-do Muslim organisations to provide for it their budgets. It stresses that
proper implementation of the law of social contradt discourage many Muslims
from conventional systems of social transactioniciv are laden with capitalist
interests. Directing on the mode of Social Transast Allah warns that

Those who swallow usurfRiba) cannot arise (on the day of resurrection)
except as he arises whom the devil has been dtovemadness by his torch.
That is because they say: Trade is like usury. Blah has permitted trade
and forbidden usury. Therefore, whoever has redea@monition from his
Lord and desists, he may have what is past, andffag is in the hands of
Allah. Moreover, whoever returns to it, those #me companions of Fire.
They will abide eternally in itQur’'an 2: 275).

Self-Assessment Exercise
Analyse the mode of Social Transactions in Islam
Differentiate betweeRibaandMu‘amalah

3.3 Laws governing theMu‘ amalat provisions in the Shairah

The legal capacity to transact business by any iklushale or female is
regarded as prudent judgemdi®ushd). The Rashidn are the people who have
attained the age of puberfpulizgh), mentally all right(*Agl) and not prodigal.
Anyone who is notRashid is interdicted or embargoed. Hence, his/ her gaard
(Waliyy) is to manage his/her affairs, because he/she tiscapable to transact
effectively without the assistance of a guardi#tris noteworthy that the exact age of
puberty cannot be mentioned specifically becauds ihore or less the matter of
physical development. The variation is caused bwyyrfactors including heredity,
exposure to sexual relation, food, liquid and dnigke.

The fundamentals and guiding principles of the &wSocial Transactions are
rooted in the Glorioufur’an, the teachings and practices of the Prophet asd hi
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companions. Moreover, the Muslim scholars, leadestates, institutions,
organisations and pieties of all generations fotimeimselves obliged to expand,
strengthen and appMu‘amalzh in such a way that the Muslims in particular anal th
world in general would continue to benefit sigrafintly from their provisions.

* Self-Assessment Exercise
» Explain the conditions for eligibility to transamntract legally in Islam.

* CONCLUSION

A careful study of this unit shows that Islam has own distinctive Social
Transactions that remain the exemplary to the wdrdariably, in line with its
cherished system of justice, earning ones livelihebould be according to one’s
capabilities and imputes. It makes provisions foquasition of wealth through
Islamic-compliant business ventures. At the same tit directs the attention of the
believers to the divine condemnation of exploiatoapitalism, which is the goal of
usury. It leads to the understanding of the fagt ttslamic system of social
interactions is the best alternative solution togsty eradication and economic
depression.

5.0 SUMMARY

1. The Arabic/lslamic term for Social Transactiosblu‘amalah

2.Usury or interesfRiba)is forbidden and discouraged, while social tratisas
(Mu‘amalah)are permissible and encouraged in Islam.

3. Divine punishments await those who engage imyudibaz), while blessings and
favours of Allah are promised those who engagawrful social transactions.

4. Islamic social transactions promote mutual usideding, growth and prosperity
of the people of any nation.

5.The law of social transactions spells out pretioaary measures against loss or
failure of the business ventures.

6.0 TUTOR-MARKED ASSIGNMENT
State the main requirements and advantagkki@malahin theShari‘ah
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1.0 INTRODUCTION

In the characteristic nature of the true Muslimbatever Allah and His Prophet say
is good or permissible, they have no option othantto obey. In the same vein,
whatever is prohibited would be abstained from. @ttheless, there are minor
variations in the implementation of Social Transaw in different Muslim
localities. Some factors determine the differenedsich are allowed in Islam, as
long as they do not run contrary to the basic temshof Islam. A thorough
understanding of the Muslims’ attitude to and pptiom of the central theme and
nature of Social Transactions in Islam is germanthé proper implementation of
the Mu‘amalat provisionsin theSharf ‘ah.

2.0 OBJECTIVES
At the end of this unit, you should be able to
> Assess the attitude of the Muslims to Social Tratisas in Islam
» Adduce reasons for the minor variations in the snmntation of Social
Transactions in different Muslim localities.
» Pinpoint the central theme of Social Transactionslam.

3.0 MAIN CONTENT
3.1 Muslims Attitudes towards theMu‘ amalat provisions in the Shatah

All beliefs and practices of any true Muslim arddgd by the provisions of
Shatf‘ah. The socio-financial contracts in Islam come untleg principles of
Shar‘ah law. Before any Muslim can engage in any contachctivity, he/she
must examine critically what he/she wants to deavigs. Shai‘ah provisions. For
example, collection of payment of usury or intes¢Riba), business in intoxicants,
pork, pornography, gossip columns in media, etcprahibited and abhorred in
Shaf‘ah. Likewise, the Islamic banking system has zerertoice for investment
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in unlawful businesses. The establishment of Istamainking is a positive response
to the challenges that confront the enlightenee tuslims who are willing to
engage in business transactions that are free fpoohmibition by Sharfah.
Generally, all true Muslims will support and abiole the rules and regulations on
Social Transactions in Islam. Where there are nihitias or opportunities to access
the Islamic-Compliant Social Transactions, theyl wiake efforts to establish, run
and promote the scheme. Where it is not possibkey tvould try as much as
possible to avoid conventional institutions, whigberate interest driven financial
operations.

However, some Muslims are not aware of the immesdees of the Social
Transactions in Islam. Yet there are those who iaréhe habit of showing
indifference to such business venture becausetafalgpessimism to any venture.
These sets of people need adequate orientatiosesitisation. Invariably, there
are many constraints, ranging from non-availabildy resources, including
adequate capital and expertise, to unyielding govent attitude to conventional
sources and non-enabling environment. These nebabomtive efforts of the
Muslims of all callings and setup to overcome thagdring problems,
systematically and lion-heartedly. This should e fpositive attitude of the
Muslims, who will never submit to what could be areously regarded as an
irredeemable situation.

Self-Assessment Exercise
Examine the attitude of the Muslims to theazmalat provisions in the&Shat'ah.

3.2 Causes of Certain Variations in Social Transains

Invariably, a thorough look at a given society idgethat the population and
kinds of people living in a particular society ubyaetermine the type of law or
rules of that society. In a small community, the laould be simple. On the other
hand, when members of the society are large aretsby the law will be huge and
complex. In a multi-religious and multi-cultural@ety like Nigeria, the rules are
likely to be complex, corpus and multifarious.

In the eve of colonial rule in Nigeria, the lawsadperation in Nigeria were
multifaceted. To a large extentShat'ah law was enforced in many parts of
Northern Nigeria, while customary laws were enfdrgenerally in the Eastern and
Western parts of Nigeria. With the introduction lsfam to Yorubaland, some
aspects of Islamic law were implemented, volungarit most cases, by the
Muslims alongside the customary laws that are iragdsy the non-Muslims, on
the generality of the various peoples in the Waspart of Nigeria.

In the same vein, the views of Muslim scholars iffiecent environments on
certain aspects dghaf'ah that do not have specific injunctions in the Glos
Qur’an and Apostolic Traditions also affect the variaiofihe customary laws of
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different locations that do not negate the teachiofglslam are considered in the
law of Islam. Hence, certain variations are notigethe Social Transactions of the
peoples of Iraq, Madinah, Palestine, Persia, Egppt other Muslim countries. In
the whole, the minor differences are determinedhaygenuine interests in taking
proper care of the welfare of the masses.

Self-Assessment Exercise
State the determining factors for the variationSatial Transactions.
Examine the perceptions of the Muslims of the Sdaiansactions

3.3 Central Theme of Social Transactions

In Islam, the law of contract revolves around thaperty(Mal) of a particular
person, institution, company, tribe or group. Téwert property connotes possessions,
money, home, land, material goods, produce belgsgiassets, etc. The owner of a
property offers it to the buyer or another partyth@® bargaining. InShat'ah,
ownership refers to a relationship between a ptgperd a person who possesses it
entirely, being free from other claimant. Contraditroduced when one party offers
a particular thing to other party for consideratiddontract can only take place when
the offer and acceptance are made freely in a pdaatnosphere and both of them
mutually agree on specific terms.

The offer and acceptance can be made in various.wdy can be made
verbally (lazan)in a specific manner, at the same meeting of tmgracting parties.
It can be writtern(kitzbah), for documentation. If a party that offers the cantrsent
it through a messengdrasil), the recipient must sign it without any unnecessary
delay and return the copy or copies, as agreed,upunediately to the one who
offers the contract. If the contract letter or dment is given at the same seating, the
recipient should sign it after proper understandihthe contents and implications of
the deal, and both of the contracting parties shbale their copies of the document.
In either case, both parties must sign the offedl anceptance of the contract.
Nevertheless, any offer that does not satisfy tikesrof contract can be rejected. In
Islam, every party involved in the contract shofultly understand the terms of the
agreement. They are required by Islamic Lgthat'ah), to fully understand and
meticulously document the terms of the contract.

Stressing the importance of fulfilling the termsotigation, Allah commands
that all true believers in Him should fulfil all dpations Qur’'an 5: 1). This verse
signifies that all mutual agreements should belliedf, either under the law of Islam
or the common law, where there is no provisionsiach facility in accordance with
Islamic Law. Hence, it is essential that anyone wiamts to enter into any contract
should examine all the terms properly to make shia¢ it is not detrimental to his
own interest of or that of others and that it i$ against the teachings of Islam.
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Self-Assessment Exercise
Analyse the central theme of Social Transactiorislam.

3.4 The Enforcement of Social Transactions in Islam

Similarly, in the common lawontract is a legally binding agreement between
two or more parties. When the parties agreed orsdéimee thing, it means that they
have reached a consensus on an issue of commaasinteln order to make their
agreement meaningful, they must have the intengioth clear understanding that
their contract must be legally enforceable. If B of contract does not recognise
and cannot enforce the agreement of the partiedyukiness or commercial contract
IS meaningless. The contractual agreements amourghts and obligations that the
law recognises and enforces. It is noteworthy tiwatall agreements are intended by
the parties to have legal enforcement. Hence,aiceragreements have legal
enforcement while others do not. Law cannot enfageements such as social and
domestic agreements that are not intended by thepdo be legally binding. If a
husband and a wife agreed to eat the same foadhelh,| at a particular time, while
the wife waited and the husband could not turn simgreed upon, no law can be
enforced it on the husband, because it is not daracnin law. Likewise, if two
schoolmates agreed to go back and forth a schgether, and one of them fails to
honour the agreement, the law cannot do anythiogtah In both cases, no contract
in law has been made because there was no intdntiorake legal rights and duties
in the agreements. In Islam, the Muslim courtslaat, Muslim personalities,
institutions, organisations and the mosque do eeftite law of Social Transactions.

Self-Assement Exercise
Examine the central theme of Social Transactiorslém.

4.0 CONCLUSION

All true Muslims are eager to engage in permissiBtecial Transactions
because of the injunctions of Allah as well as lemefits of compliance and the
reprisals of non-compliant to the contractual gsrtand the society in general. The
minor variations in the Social Transactions mecéranirom one locality to the other
can be accommodated as long as there is no violafithe basic teachings of Islam.
The central theme of the Social Transactions ianisl is engagement in lawful
business and avoidance of the wrath of Allah, botlthis world and in the next.
Proper contractual agreement must be made, presand observed. Enforcement
can be resorted to, if there is any case of breactme part of either of the associates
or collaborators in contract.

5.0 SUMMARY

In this unit, the attitudes of the Muslims to Sédimnsactions have been looked
into Efforts have been made to find out the causfesertain variations in the
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implementation of Social Transactions in Islam. Teatral theme of the Islamic
system of Social Transactions and their enforcemeat been evaluated.
Suggestions have also been made to salvage tla¢i@ituvhen things do not go on
well.

6.0 TUTOR-MARKED ASSIGNMENT

Analyse the attitudes of the Muslims to the implatagon ofMu‘amalahprovisions
in the Shar‘ah.

Examine the implications of certain variations ime timplementation of Social

Transactions in Islam.

Examine the central theme and the naturglefamalah

Make useful suggestions on how Islamic Social Taatisns can be widely
implemented in Nigeria.
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1.0INTRODUCTION

In the last unit, you have examined the Islamictdioes of Social Transactions
and their implications. You have also studied thstal theme and nature of Social
Transactions, as well as their implementation. His wnit, the scope of Social
Transactions provision in the Shari ‘ah will be g@eted to you. Attention will also
be focused on the general rules and regulations gha stipulated for proper
operation of Islamic Social Transactions. In thecgss, you will be introduced to
the panacea of Islam against non-Islamic complaaial Transactions.

2.00BJECTIVES
At the end of the unit, you should be able to
» State the scope of tiMu‘amalat provisions
» Analyze the Islamic guidelines on Social Transargio
» Explain the roles of Apostolic Tradition in Socillansactions

3.1 Scope of Social Transactions

The scope of Social Transactighki‘amalat) provisions in théShaf'ah, is
very broad. It covers all human relations and #ets. These include social,
political, economic, cultural, biological and presgonal way of life. It also covers
all other relationships of a human being with otheratures including animals,
rivers, plants and animals, atmosphere and lan@st@ bodies and terrestrial
entities. It consists of all actions that can be&aled or punishable by Allah.

Different terms come under thki‘amalat provisionsin the Shari‘ah. One is
called ‘Agd pl.‘Ugad). The word“Al-‘Aqd)” is an Arabic term. Technically, it
means contract, obligation or tie. It means puttngontract or tie into mutual
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bargaining. Hence, it connotes contracts, engagemeovenants, agreements,
leagues, treaties. When two parties entered irdon&ract, and tie up or agree on
an offer, it is known asAl-in‘igad. The obligations that take place consequent to
mutual offer and acceptance of the terms of contiee calledUqad. Likewise,

in the technical language of Islam, the termhif&ah” or “Sharikah”, means,
company, corporation, cooperative, partnershiphé&Shai'ah usage, it connotes a
contractual agreement entered into by two or maréigs. It is a business venture
that involves contribution of capital, participatjoskill, and labour, sharing of
profit or loss. TwoSharikah or Shirkah is an Arabic word. It means partnership,
company, and corporation. It connotes a contractigegement entered into by two
three or more partners.

Specifically, the scope of Social Transactions cevihe following two major
spheres:

Islamic Financial Derivatives, Relief /ndowment Fund (Wagf),
Safekeeping/Trus{Wadi‘ah), Islamic InsurancgTakaful), Islamic Equity Fund,
Three Simultaneous and Interconnected Legal CdstraCredit Sale(Bay'
Mua’jjal), Rent-to Own ContradMurabah). Others are Islamic Bonds or cheques
(Sukuk),Leasing and Purchasing Ventytg@rah Wal-Igtina’), Advance Payment
Contract(Bay‘s-Salam)Recognition of Selling PriceMusawamah).

In order to stem out the debilitatingeets in the financial sector on human
life, the Muslims scholars brought into the foldalf ventures and businesses the
Islamic panacea. This has been successfully dofeumghing in the Muslim world
some practicable usury-free banking systems. Montahéacilities, resources and
expertise are committed into the poverty alleviattmd empowerment programmes
and projects that are offered magnificently tortiions of Muslims worldwide. A
great number of non-Muslims do enjoy the facilitiesmany parts of the world.
These include current and saving, long-time andtgime investment deposits to
enable the depositors access interest-free loattuwy stress or manipulation that
are characteristics of the conventional banks.

Granting long time deposits, for at least year, in order to afford some
stipulated incentives for the depositors becaugbetontracts. The depositors are
granted utilization of the deposits on particulesjects Islamic-compliant ventures,
and the banks shall divide the accrued profitsrivpprtion to the funds utilized.
The only charge to be received by the banks froenddpositors is its attorney’s
fees. Comparatively, the resources @&rd al Hasandeposits are the major
distinguishing feature Islamic banking system agfaithers.

However, attention will be focused henme social relations that involve
resources, including money, human labour, investnnfessionalism, sharing of
profit and loss. The implementation of Social Bartions and maximization of
profits are with the constant awareness of thegmaess of Allah(Tagwa).
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Self-Assessment Exercise
Evaluate the scope of Social Transactions in Islam.

3.2Qur’anic Guidelines on the Social Transactions

In Islam, the prohibited is often mentioned in detahile, in most cases,
those that are permissible are not always enuntenatedetails. It is generally
assumed that what has not been prohibited is pgilvtes In the same vein, the
types of Social Transactions that do not fall ie #$cope of the prohibited are
regarded as permissible. Hence, the attentionbeilfocused here on those Social
Transactions that are specifically prohibited itas. In order to protect and
promote individual interests in all Social Transawcs, Allah warns

O you who believe! Do not devour your property amoyourselves by

unlawful means, except you earn by trade with mutoasent. And do not

kill your people. Surely, Allah is Merciful; to youwWhoever does that by way
of transgression and injustice, We shall cast mta Fire; and that is easy for
Allah (Qur’'an 4: 29-32).

Woe to those who give less in measure and weigbtiters. Those, who take
full measure from people; But are in the habit wirgy less than due measure
or weight to others. Do they not think that theyl ve raised up for
judgement, on a Great Day®uyr’an 83: 1-5).

Give full measure, and do not be among those wke lgiss. And weigh or
measure with a true balance. And do not diminightttings (the property) of
people. And do not make mischief (bribery and qotion) in the land
(Qur'an 26: 181-183).

Moreover, the Gloriou®Qur’'an Chapter 2 verses 282 and 283 and other relevant
portions give comprehensive guidelines on all Sdltiansactions.

Self-Assessment Exercise
Comment fully of the gener&ur’anic guidelines on Social Transactions

3.3 Apostolic Guidelines on Social Transactions

In a report credited to the Prophet, he “cursedadihe who consumes interest or
usury(Riba),the one who pays it, the scribe who writes it, Hredwitness to it, and
said: “They are all equal in sin” (Muslim).

Abu Hurayrah reported that the Messenger of Allald,sthat, Allah has declared
that : | am third (partner) of two partners as l@sgone of them does not cheat his
companion, but when he cheats, | depart from thin Oawud).
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Self-Assessment Exercice
Analyse the general Apostolic Traditions on socaitract.

4.0 CONCLUSION

The discussions on the scope and general guidedimescial transactions and
contracts in Islam indicate that Allah and His Preplove all believers in particular
and mankind in general. Cheating or any unlawfahsactions usually lead to social
disharmony and accumulation of wealth in the haofi@ few individual at the
detriment of the majority of the people. Hencesytlare categorised among those
who transgressed and gone beyond the limits sétllay. Punishments of Allah in
various forms, both in this world and the next d@sauch people.

5.0 SUMMARY
1. Social Transactions in Islam are very broadranttifaceted.

2. The guidelines for Social Transactions include canssness of Allah in the
process, capital, material, labour as wellragitpor loss sharing.

3. All lawful Social Transactions are the Islamiof@pliant, while all non-
permissible

contractual relations fall outside Islamic seopf Mu‘amalat provisions in the
Shar ‘ah.

6.0 TUTOR-MARKED ASSIGNMENT

* Give a highlight of the scope of Social Transacion
» Comment fully on gener&ur’anic injunctions on Social Transactions
» Examine the Apostolic Traditions on Social Transanst

7.0REFERENCES/FURTHER READINGS

Ali, A. Y. (1973). Holy Quran: Text, Translation and Commentaftypndon: The

Islamic Publications.

Khan, M. M. (1985). Sahih Al- Bukhari, Arabic-Engfii, Lebanon: Dar Us-Salam
Publications

Roshash, M. A. A. (1993). “The Islamic Alternati svéo the Present Modes of
Investment in African Banks and Companieslam in Africa; Proceedings of the
Islam in Africa Conferencébadan: Spectrum Books Limited.

Shatta, H. H. (1999Business Ethics in Islarkgypt: Al-Falah Foundation.

Zeno, M. (1996)The Pillars of Islam and What Every Muslim Must mabout His
Religion, Riyadh: Riyadh-Saudi Arabi@ar Us-SalamPublications

33



UNIT 5: PROHIBITIONS AND PERMISSIBLITIES IN THE AL-
MU‘ AMAL AT PROVISIONS IN THE SHART‘AH

CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Contents
3.1 Prohibitions in th&lu‘amalat provisions in the Shaah
3.2 Permissibilities in thé/u‘amalat provisions in the Shaah
3.3 The Essentials and Wavers in tle'amalat provisions in the

Sharah

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Readings

1.0 INTRODUCTION
In the last unit, efforts have been made to fathttra essentials of Social
Transactions in Islam. In this unit, the basic eas prohibitions in Social

Transactions will be highlighted.

2.00Dbjectives
At the end of this unit, you should be able to

» Analyse the underlying philosophy behind the prdalub of certain Social
Transactions.

» State the various prohibitions and permissibleani8 Transactions.

» Examine the essentials and the recommended inlSoalasactions.

3.0 MAIN CONTENT
3.1 Prohibitions in the Mu‘ amalat provisions in the Sharah

According the teachings of Islam, certain things prohibited(Haram), while
others are permittegHalal). In order to be safeguarded from the wrath of Allah &nd
promote Islamic ethics of Social Transactiotisose things that are prohibited are
clearly spelt out by the GloriouQur’'an, the Apostolic Traditions, as well as the
writings of some Muslim scholars.

The Prohibitions in Social Transactions avhat Islam declared unlawful or
non-permissible (Haram), especially when the interests of certain people ar
jeopardised. These are :

1. Income from illegal sources e.qg. theft, dishone$tgud, usurpation, gambling
interest.

2. All contractual dealings that involve dishowestorruption, ambiguity, deceit, et

cetera.

3. Refusal of any capable and qualified scribedwudhent the agreement
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4. Denial, concealment, or reduction of anythimgfrwhat he owes the creditor, in
terms of cash, good or capital.

5. Refusal of any of the withesses to bear witméssn called upon to do so.

6. Causing any of the contractual parties to subgery of the witnesses to any
hardship, embarrassment, loss or injury.

7. Selling of prohibited things.

8. Transactions that involve uncertainty that ceadl to quarrel, ill feeling or
litigation.

9. Unripe fruits in the orchards, spoilt goods befdeliverance, fish in the river,
birds in the air, animals in the wilderness.

10. Hoarding in order to create artificial scarcggll at exorbitant prices.

11. Selling or buying stolen property. The Prophatns, “He who buys the stolen
property, with the knowledge that it was stolenarsls in the sin and shame of
stealing”.

12. Frequent swearing in order to sell. The Prophgs, “Swearing provides a ready
sale but blots out the blessing”.

13 Selling of a defective property. The Propheftioas, “it is not permissible to sell
an article without making everything (about it) aieit is also not permissible for
anyone who knows (about its defects) to refraimfiexposing it”.

14. Dishonesty and manipulation in contracts.

15. Withholding full measure or weight.

16. Anything that involves interest or usy{Biba).

17. Share-cropping partnerst{l-Muzira‘ah) whereby the contract would give one
partner the produce of a specified area of a fiomaf fixed amount of grain. It is a
kind of gambling or usury or usury because onénearalone will still get his share,
while the other partner alone will suffer loss.

Self-Assessment Exercise
* Analyse the general Islamic guidelines on socaigaction.
« Examine the disadvantages of engagement in preldibi¢alings.

3.2 Permissibilities in theMu* amalat provisions in the Shar‘ah.

All contractual transactions that are based otuailtagreement by the contracting
parties.

1. Lawful trade(Tijarah or Bay")

2. Fulfilment of all obligations in the context of thansactions.

3. All contracting parties possess legal capattiti sell or buy, employ or been
employed.

4. Giving respite to the debtor or writing off adodebt for the sake of seeking the
pleasure of Allah.

5. Praying for successful business ventures
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6. Giving out part of the profits to the needy, go®r and in the way of Allah.
7. Giving out Compulsory CharitiZakah)from the Social Transactions venture.

Self-Assessment Exercise
* Enumerate the permissible matters in contractaaktctions in Islam.

3.3 Essentials and Wavers in th&lu‘ amalat provisions in the Shai‘ah

. If any Muslim is entrusted with something, he/shasmnot conceal evidence.
He/she must endeavour to reveal the truth, undeciacumstance.

. Mindset for amicable settlement of disputes thaty rasise in the process of
undertaking and implementing the contractual agesgmincluding sharing of
profits or loss.

. However, when the good is plentifully availabletite extent that hoarding does not
lead to any hardship; for preserving it, the haagyds not prohibited; it is permitted
for securing the future.

. In case the debtor or liable party is mentally cefit, weak, or unable to
understand the practical details of the contrai, duardian should faithfully
represent his interest and take active part inaitractual procedures.

. Two intelligent, trustworthy and capable male Mosi are recommended by
Shari‘ah as witnesses to the contract before it can bé.vali

. In the absence of two qualified male Muslims, orsdarand two female qualified
Muslims are to play the role of witnesses. Thitoiguard against forgetfulness of
the practical details of the contract so that tteiofemale can testify, if one female
forgets.

. Short time, medium term and long-term businesse®wtracts of any kind must be
properly documented, alongside the mode of paynsharing of profit or loss,
according to the agreed percentage.

. However, it is not compulsory to write down or app@ny witness for a contract
that is completed or carried out in a spot.

. All persons involved in contracts should be congyaoconscious of the fact that
Allah is the Supreme Witness over the contractgege@ments, and He shall reward
individuals accordingly.

10.1f the contractual agreement is made in a jourieyhe absence of withesses, the

debtor, agent or labourer should make a pledgesdgssion (mortgaging).

11.The property should be in the possession of tHersai the time of investment.

12.All believers (Mu’'minun) who desire to engage in transactions with eachrdth

what involve future obligations in a fixed peridabsild appoint a scribe (secretary,
lawyer, writer) to write it down faithfully betwedhe parties, in their presence.
13.The debtor, agent, labour, worker who uses thetalagi another party in business
transaction should dictate or be fully involved tihe documentation of the
transaction.
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14.All contracting parties must possess legal caggbi engage in the contract, to
employ or be employed.

15.The property should be in the possession of théngaithe one who offers) in
contract.

Self-Assessment Exercise
* Comment fully on the essentials of wavers in cantral transactions in Islam
and the wisdom behind granting of the wavers.

4.0 CONCLUSION

From the above discussion, we have found out thatet are general
guidelines from the GloriouQur’an, the Apostolic Traditions and Muslim scholars
for Social Transactions in Islam. Some Social Taatiens are prohibited, some are
allowed and some are either essential or waversngure proper and successful
business ventures, as ell as compliance with |sl@pirit.

5.0 SUMMARY
1. This unit states the general guidelines of Socran$actions, the prohibited
and the permissible Social Transactions.
2. It also presents the essentials as well as gemera¢rs for the success and
blessings of Social Transactions.

6.0 TUTOR-MARKED ASSSINGMENT

* Examine the attitudes of Nigerian Muslims to theeyal social transaction
stipulations in Islamic Law.

» State the factors that are responsible for minoiatians in the provisions on
social transaction in th&har'ah

» Analyse the central theme of social transactioagin the Islamic Law

 Describe the nature of Islamic social transactegutations.
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MODULE 2: THE MU‘AMALAT (SOCIAL TRANSACTION PROVISIONS)
IN THE SHARI'AH AND THEIR DISPOSITION

Unit 1 Subject Matters cdl-Mu‘amalat in theShar ‘ah

Unit 2 Company, Professional and Credibillu‘amalat provisions in the
Shar ‘ah

Unit 3 Joint and Advance Payment provisioraliMu‘amalat in theShart ‘ah

Unit 4 SpecialMu‘amalat provisions in theShar ‘ah

Unit 5 Dispositions imal-Mu‘amalat provisions in theShar ‘ah

UNIT 1: SOME SUBJECT MATTERS OF AL-MUAMALAT IN THE SHARI'AH

CONTENTS
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3.1 Usury-Free Banking
3.2Three Simultaneous and Interconnected Legal Cadstrac
3.3Good Loan/Benevolent Log®ard Hasan/al-Qardu "I-Hasan)
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6.0Tutor-Marked Assignment
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1.0 INTRODUCTION

In this unit, you will discover that the Muslim J&ts and some conscious Muslim
leaders introduced some loans and insurance tmitslBanking in order that the
needy, the deprived and the afflicted can accedsnasmke adequate interest-free,
Islamic-Compliant funds. You will also find out thiéne noble steps have impacted
positively on the lives of the Muslims worldwide.

2.0 Objectives

At the end of this unit, you should be able to dssc
» the dynamics of usury-free banking
» the operation of the Three Simultaneous and Interected Legal Contracts
» the advantages of Good Loan and Benevolent Loan
» howtakaful is in compliance with the provisions siiari‘ah
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3.0 MAIN CONTENT
3.1 Usury-Free Banking

The Usury-Free Banking is an initiative of the Moskcholars and experts in
financial activities, which constitute a subjectttenof Social Transactions in Islam.
The Usury-Free Banking Facilitieare directed mainly towards investment and
productions. The fundamental role of the bank i®rmediary between current,
savings and deposits of Usury-Free Banking thastitoiee binding obligations. Its
principal of the current and savings deposits nhestefunded on demand. The bank
is not expected to gain from the deposits. Howgvenay award prizes and bonuses
to the holders.

Islamic bank accepts Short-Term Investment Depdsienable the depositor
make use of his/her funds as he/she wishes. Thie d&@m also give Long-Term
Investment deposit, for at least a year, to givedptermined incentives for the
depositors on the basis of the contracts stipuletddde Law for usury. It can give
permission for utilization of deposits on a parfauproject, and the refund of
principal of deposits is granted. The depositord #me banks shall divide the
accrued profits in proportion to the funds utilizéshnks share of resources and
duration of utilization. The banks receive attorsefges from the depositors as a
charge for its administrative input from the whalmount of profits. The banks
have the right of utilization of deposits at theisposal for Islamic-Compliant
ventures.

Self-Assessment Exercise
Comment fully on interest-Free banking system lans

3.2 Three Simultaneous and Interconnected Legal Caracts (Contractum
Trinus)

In this Islamic social contract, thmmnk generates a profit by determining in
advance the cost of the item, its residual valuthatend of the term and the time
value or profit margin for the money being investegurchasing the product to be
leased for the intended term. The combining ofdhtsee figures becomes the basis
for the contract between the Bank and the clientttie initial lease contract. This
type of transaction is similar to the conventiontdree simultaneous and
interconnected legal contracts, which is a legakeste used by European bankers
and merchants during the Middle Ages to avoid ther€h's prohibition on interest
bearing loans. Two parties would enter into threeutaneous and interconnected
legal contracts in case of contractum, the netemqusnce is the payment of a fee for
the use of money for the term of the loan. SomeliMuscholars prohibit the use of
concurrent interconnected contracts under Islamaw because itivolves usury as it
iIs common in conventional Social Transactions. t place, many interest-free
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banking relations are introduced in Islam in ondet to fall prey to the conventional
banks.

Self-Assessment Exercise
» Examine the Three Simultaneous and InterconneatgdlLSocial Transactions.

3.3Good Loan/Benevolent LoanQard Hasan/al-Qardu al-Hasan)

This is an Islamic welfare oriented loan. In Islamic urence Takaful)
concept al-Qardu “I-Hasanis a loan made to Islamic insurance fund in orider
cover a deficit in that fund after exhausting amfouneseen event. Simply put, al-
Qardu ‘I-Hasan is a financing extended without any other paymfom the
borrower. The only thing the lender expects isam@ifrom Allah. For regulatory
reasons, the capital available should be reducethdyamount of anpard Hasan
outstanding to reduce the shareholders equity.is éixtended on a goodwill basis,
and the debtor is only required to repay the amdumtrowed. In accounting
perspective, there are two likely ways of treatithge Qard. However, at the
discretion of the debtor, he/she may pay an extmaumt beyond the principal
amount of the loan as a sign of appreciation tactkditor. In the case that the debtor
does not pay an extra amount to the creditor, tthissaction is a true interest-free
loan. Some Muslims consider this the only type a#nl that does not violate the
prohibition of usury Riba). Muslim scholars speak well of it because ithis bnly
loan that does not compensate the creditor fotithe value of money.

Self-Assessment Exercise
What isqard hasarand what are its advantages?

3.4 Islamic Insurance (Takaful): The Sudanese Experience

Takaful is an Islamic insurance system; a contract ouaduto-operation from
both parties. It is an option form of cover thdflaslim can benefit himself against the
hazard of loss due to misfortunes. Contributiopremium is a form of monetary
consideratiorn(Al-‘lwad) in Takaful contract.Takaful is based on the idea that what is
uncertain with respect to an individual may ceaseet unsure with respect to a very large
number of similar individuals. One of the sterlipgglities of this Islamic Insurance is
that it combines the risks of many people. Thisoégmthe individuals to enjoy the
advantage provided by the law, without being inedln interest or usurfRiba).
Islamic insurance covers a variety of businesssarations. Once the policy of insurance
contract is concluded, the contributor is regaraed participant (a debtor) and he is
obliged to settle the agreed-contribution to therafor, according to the terms and
conditions as declared in the policy. If a debsonat able to settle the debt on time due to
some genuine reasons, the debtor is discourageddressurising the creditor. Under
Islamic Law, the creditor is admonished to extdraltime to enable the debtor to remit
the obligation with a kind heart, without penalieat or forfeiture with paid
contributions. This is on the premise thakaful is a contract of mutual co-operation.
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Nevertheless, if the participant fails to settle timpaid contributions within the agreed
period, the policy may be discontinued but the sloduprofits should be given to him
after deduction of charges due to the operator.

The Sudanese experience Trakiful can be of tremendous model and
inspiration to the Muslim world. In 1979, it stadtés Islamic insurance, when Faisal
Islamic Bank established the first Islamic insueint the Muslim world. In 1992, it
introduced a new supervision law and ordered atianies to operate according to
the principle ofShari‘ah. The Insurance Supervisory Authority implements th
insurance supervisory Act 2001 and the insurangeiSision regulations, 2002.

During 1979-2007, the Sudanese market has accépgoroducts off akaful
as a very effective strategic tool for rapid ecoimand social development as well
as a requisite for personal financial planning gnieultural crops insurance and live
stock insurance, medical insurance and investmesigsance. In the last decade, the
agricultural sector contributes an average of 48% e GDP of Sudan. Its Medical
and Travel Insurance policies started in 2002, thede provide out hospital cover
and optional cover, including maternity, dental asmtical. Others are sickness,
natural death, total and permanent disability duedcident, accident death, dread
disease, total temporary disability coverage. Mweep the scope ofakaful on
agriculture covers, diseases, pests, drawing ohiwgsout of seedlings and sharp
variation in temperature.

Agricultural insurance in Sudan, which can alsadplicated in other nations,
is of tremendous significance. These include eramement to the farmers to
increase their investments and acquire new techresp creation of enabling
environment for settlement in the countryside, ébgrreducing the problems that are
associated with rural-urban migration. It consétutsatisfactory guarantee to the
banks to grant all required facilities and finamcto the contractual partners. Others
are offering security to farmers by underwritingsdes resulting from insured
hazards, such as diseases, flood, draught, fistspe

The modernization techniques in product designtridigion channels and
marketing ofTakaful, which started in 2002, has gained substantiaketahare in
group life, up to 92% across Sudan. According ®ghnciples otakaful regulations
2000-2006, the policy-holders receive surplus aexthiannually.

The fundamental differences between Islamic and/&otional insurance are
distribution of surplus and loss, participationnf@nagement and passive role of the
capital in the Islamic system. The Sudanese expezies based on the common
principles of Islamic Cooperative Insurance. Thss dharacterised by Islamic-
Compliant transactions, payment of contributiongl@asations to the policy holders,
keeping share capital in a separate fund, whileetkgenses on management and
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technical activities are met from the policy hokléund. TheTakaful is practiced in
the field of insurance activitieGvakalah) and investment activitie@udarabah).
Walkilah is an agency contract whereby, one person appaomseone else to
perform a certain task on his behalf, usually agfaanfixed date.

The policyholders are given the right to monitoe therformance through policy
holders’ General Assembly and membership in thed@o&Directors.

Self-Assessment Exercise
Give account of the Sudanese experiencBadéful and iits significance.

3.5 Evils of Usury(Riba)

Islam frowns at, forbids and condemns usury or@siin the strongest language
because of its attendant evils to the partnergtaadociety in general. According to
Zeno, the wisdom behind the prohibitionRiba is that

. It sows the seed of enmity between individuals, dastroys the spirit of mutual
help and aid between them.

. It leads to the formation of a leisure class, whildes no work at all, yet money
piles up and concentrates in their hands with rfiortebn their part, so that they
become the economic equivalent of parasites, whidws, and relishes at the
expense of others.

. Rib@ has been and remains a major instrument of cdlsmaand imperialism (in
fact of neo-colonialism), it is said that impersah follows in the wake of traders
and priests. We have known the damage of usurgrmescountries’ colonialism.

. Ribaz is the appropriation of people’s wealth withoutmpensation, which is
prohibited, by the Prophet (Muslim).

‘Urwa Al-Barigi narrated that the Prophet gave hiliaar to buy a ram or a goat.
He bought two goats with it, sold one of them foDaar. So, he invoked a
blessing on him in his business dealings, and hesuah that if he had bought the
dust he would have made a profit from it (Bakh

Self-Assessment Exercise
. Write a short note omakafulas a practicable social contract
. Examinethe reasons behind the prohibitionRiba

3.6 Prohibition of Bay‘u "I-Gharar

The major concerns of Islam on Social Transactiars justice and fair play,
whereby, no seller or buyer, offerer or offereel wilffer unwarrantedly because of
any dealing with one another. In an unequivocal ateitn manner the Glorious
Qur’'an prohibits gambling (games of chance involving mgnand insuring ones'
wealth or property (also considered a game of alanthe hadith, in addition to
prohibiting gambling (games of chance), also prithiBay'u ‘I-Gharar. .In the
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Islamic conceptGharar is excessive danger, deception, uncertainty aadirtg in
risk.

In the Hanbal school, Al-Gharar is seen as "that whose consequences are
unknown" or "that which is undeliverable, whetheexists or not." According to
the Hanafi Madh-hal(Legal School) in IslamGharar is "that whose consequences
are hidden." In the view of the Shafi' legal sch@blarar is "that whose nature and
consequences are hidden" or "that which admits pessibilities, with the less
desirable one being more likely." Ibn Hazm of thehifi School wrote, Gharar is
where the buyer does not know what he bought,e@sétier does not know what he
sold." The modern scholar of Islam, Professor Mas#d-Zarqa, is of the opinion
thatGharar is the sale of probable items whose existencénaracteristics are not
certain, due to the hazardous nature that makedrdlde similar to gambling.”
Other modern scholars, such as Dr. Sami al-Suwaliawe used Game Theory to
try to reach a more measured definitiorG#farar, defining it as "a zero-sum game
with unequal payoffs".

There are a number of (Apostolic TraditioAddith) that forbid trading irgharar,
often giving specific examples gharar transactions (e.g., selling the birds in the
sky or the fish in the water, the catch of the divam unborn calf in its mother's
womb etc.). Jurists have sought many complete itiefis of the term. They also
came up with the concept ¥asr (minor risk); a financial transaction with a minor
risk (Yagr), which is deemed permissib(elalal), while trading in non-minor risk
(Bay‘u "I-Gharar) is deemed to be prohibitédlaram).

The Muslim jurists have not fully decided on theplioations ofAl-Gharar because
of the complication of having to decide what is amdat not a minor risk is.
Derivatives instruments (such as stock options)ehamly become common of
recent. Some Islamic banks do provide brokeragecssr for stock trading.

Self-Assessment Exercise
Examine the Islamic concept and attitudd&y‘u “-gharar.

4.0 CONCLUSION

Islam discourages unlawful business transactiogisiwes or dealings, which give
room for cheating, indolence, and undeserved eméct of a certain privileged
people at the detriment of others. The spinal obttlis isRiba. In praise worthy
attempt at establishing what Allah has enjoine8agial Transactions and
eradicating what Satan has introdug@iba), some Muslim scholars and financial
experts came up with some laudable institutiongjepts and programmes in the
spirit of Shari‘ah. These include usury-free banking, good and beeetdbans,
Islamic Insurance schemes, and legal frameworkatebacked by Muslim
authorities and institutions.
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5.0 SUMMARY

1. Interest-Free banking and other modern Socehdactions in Islam are laudable
initiatives of Muslim scholars and financialpexts.

2. Riba is vehemently condemned as a way of Social Traiosain Islam.

3. The fundamental role of Islamic banking is imediary between the financial

institution and the customers or businesspes.

4. Short-Time and Long-Time partnerships can beredtinto by the banks and the
policyholders.

5. The Islamic banks have the right to utilise dieposits at their disposals for

6. Any socio-conventional dealing that involvegating, fraud, doubt, exploitation
or manipulation is prohibite@Haram)in Islam.

7. The rich or the privileged should assist therpwdhe incapacitated financially,
technologically and morally to engage in padfie Islamic Social Transactions.

8. The Sudanese experience should be imitatednamebved upon by the Muslim
institutions, organisations and states thatyat to attain the level. Otherwise,
they should begin the modern approach to lisl&uacial Transactions.

9. Islamic social contract is the best panaced! faroblems militating against the
success of Social Transactions urislari‘ah.

10. The ravaging evils of interest or usury (Rislapuld be avoided and Islamic

Social Transactions should embraced by thslikhg in particular and all those

who hope in the mercy of Allah.

TUTOR-MARKED ASSIGNMENT
Comment fully on the subject matter of Social Teat®ns in Islam.
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1.0 INTRODUCTION

In the last unit, we have discussed the attitudeand perceptions of the Muslims
about Social Transactions in Islam. We have thrdshe factors that are responsible
for minor differences in the implementation of Sdciransactions. We did not fail to

examine the central theme and nature of Social sk@ions in Islamic law. In this

unit, you shall be acquainted with the Companyféasionals’ and Credibility Social

Transactions in Islam, as well as their advantagéise Muslims and the society.

2.0 OBJECTIVES

At the end of this unit, it is expected that yowwsld be able to
* Analyse the nature and the operation of Companiakoentract in Islam.
» Explain how to run Professional social contradsiam.
» Analyze the operation of Credibility social contrac

3.0 MAIN CONTENT

3.1 Sharikatul-Amwal (Company Transaction)

Sharikatu “I-Amwil is a business venture or contractual agreemetwapr
more parties to form a company in partnership wrte another. They jointly
contribute the capital with the intention of invagtin a company, participation in its
running, sharing its profits or loss, on percentageagreed upon at the time of
forming the contract.

This kind of business venture is cal8tarikatu “I-Amwil (partnership or
company contract) because it involves contributiba specific capital, property or
money, in cash or in kindr@l). The item contributed must have a recognisedeval
in the economy and in the Islamic laMdlun Mugawwam Those who engage in
small-scale businesses, companies and contemgorangce houses usually adopt it
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as a method of investment. This kind of businesgure has a legal backing in
Islamic Law.

The Muslim Jurists of all schools are unanimoug tités partnership or
company ventureSharikatu "I-Amwil) is Islamic. Partners in business contracts are
allowed to contribute their respective shares imency made of gold and silver.
They can also share their profits in cash currenage of gold or silver, as agreed
upon; and as long as it is acceptable in the localternational market. Moreover,
the partners can contribute the same or differgmtskof currency i.e. dollar, pound
sterling, euroDinar or Naira. This can be done on the conditions thay tare
mutually agreed among themselves and that suctermyrwould not impose
unnecessary hardship on a partner or a party.

Maliki and Hanbali schools permit similar propestier chattel{mithliyyah), i.e.
agricultural crops or dissimilar chattdlgimiyyah),i.e. animals, as capitals. They
also allow the contribution of money or money waetiattels. This should be with
the specification that at the time of making thentcact the properties should
constitute the share of the contributing partnéisprovision is necessary because
the sharing formula of profits or responsibilityr fthe loss should be rated
according to the contributions of the partnershi ¢apital. In this kind of venture,
the properties jointly owned and contributed bytpawrs initially constitute their
joint venture. All the Muslim Jurists are of theimpn that non-permissible,
unauthenticated, doubtful or yet to be valued ehpitannot be offered in
contractual obligations. The partners should $yridimit their operations and
dispositions to the agreement accented to, in temmasmeasures, according to the
value of the capital invested. Each partner isiacpgral in his own share of capital.

Self-Assessment Exercise
Analyse the Company social contract

3.2Sharikatul-Abdan (Occupational Contragt

Sharikatu “I-Abdzn can be defined as occupational/professionals’ nessi
venture contract. It is the partnership entered Img two or more professionals.
The contracting partners could be from the samdifégrent professions. Each of
them contributes his skills expertise and expegeirt the joint venture with
agreement that they shall share the profits or émasng themselves. Architects,
surveyors, construction engineers, carpentersireli@ns, painters, etc can enter
upon such a joint venture. Teachers belongingfterdnt professions to establish a
private school could reach it. Professionals’ penghip Sharikatu “I-Abdn) is
given another terms iBhari'ah. These includeSharikatu “I-A‘mil, Sharikatu “s-
Sanmr‘and Starikatu “s-Sunda’.The schools of Hanafi and Hanbali approved
professionals’ ventur¢Sharikatu "I-Abdin), whether the partners come from the
same profession or not.
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The significance of professionals’ venture canmdtubderestimated. It is an
easy way of procuring capital, personnel, expedise labour for a joint venture. It
affords the underprivileged artisans to investrtiseirvices to procure profits like
the capital partnership. This kind of business apen boosts business transactions
and greatly reduces unemployment in the societymdinifests glaringly, the
significance, flexibility, elasticity, comprehensivess and adaptability 8tari‘ah
positively to all aspects of human endeavour.ntioeirages setting up of vocational
companies and centres for the purposes of gengrédimge-scale employment,
development of human capital, sharing profits attlicing economic hardships of
the society.

There is the need for Muslim organisations, Islafiriasts and Foundations,
as well as Islamic banks to set up vocational esntwhereSharikatu “I-Abdin
mode of investment will be practised. This will pide healthy-opportunity for the
teeming skilled but unemployed population to rerdigerse services to industrial,
contracting and constructing firms. This Islamicciab contract method will
engender massive production of the required goadelerated sufficiency of
various kinds of goods and materials in the sociwyentually, poverty, crime-
wave, immoral practices, indolence and insecuntyife and property would be
reduced to the barest minimum.

Self-Assessment Exercise
Analyze the theory of Occupational Contract

Sharikatu “I-Wujzh (Credibility Contrack

Credibility venture in the&Stari‘ah is termedSharikatu “I-Wujh. In this kind

of business partnership, a partner provides thieeecdpital, in cash or in kind, to
form partnership in trad€Tijarah). The other partner has no capital to contribute.
The owner of the capital enters into trade partmprsvith him because of his
credibility, track record, prestige and confidertte reposes in him. The capital
owner employs him because of his skill, expertismesty and experience in order
to carry out certain services in trading businesa pecific solid agreement. The
capital, in terms of money, kind or material is gligd by the capitalist to the other
party who acts as the agent to the creditor toadlleliver certain goods on credit.
After selling or delivering the goods to the markitte owner of the capital or
goods will receive his capital. In addition, he lwéceive the share of the profits
accruing from the trading, and the agent will reeelis own share based on the
sharing formula agreed upon when entering intactmract.

It should be recalled that in the operation of ®iearikatu "I-Amwl the
partners in business jointly supply the capital Hredentire partners share the profit
or loss on ratio basis. Contrarily, in tt&harikatu “I-Wuph, the capital owner
provides all the capital and suffers all the Idsat tmight be incurred. While the
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creditor (other party) uses the capital or goodsséde. Understandably, the agent
has no capital to contribute so; he cannot share fthe capital. Based on his
services, he can only share from the profit andnooh the loss.

Islam recognises this business partnership whemgbyparties can enter into
business venture a long as both parties abideéjinjanctions of th&hai'ah and
their contractual agreements. Giant and small-scalmpanies, factories and
industries are in the practice of assigning theadpcts to distributors and agents
for disposal on agreed bases.

Self-Assessment Excercise
Analyse Credibility contracts from the Islamiaggectives.

4.0 CONCLUSION

An in-depth study of this unit reveals that Compagupational/Professional’
and Credibility contracts are regulated and pegditiy Islam. Each of them
provides a veritable means of investments thatapable of enriching the partners
in the social contracts. Interests of all partre@esadequately safeguarded. The
focuses of Islamic Jurists are to provide enabéngronment for lawful social
transactions and to make life more meaningful éopartners. If social contracts are
practised widely, the Muslim bodies and instituigmovide great incentives to the
needy, most of the crimes that malign the societyld/be reduced drastically.

5.0 SUMMARY

1. _Sharikatu ‘I-Amwil is a business venture between two or more parntfes
contribute capitals for investment in a particldasiness with an agreement
on the roles and rights of every contracting partys is known as Company
social Contract

2. Sharikatu "I-Abdin is a business venture by the parties in the sardéferent
professions with the agreement on their respectiles, sharing of profits or
loss on a stated ratio. This kind of business imiahip is referred to as
Occupayional/Professionals’ Social Contract

3. Sharkatu "|I- Amwil is the social contracts between the provider ofethigre
capital and the competent worker or ageBbth share profit, but only the
capital provider incur loss that affects the calpit

6.0 TUTOR-MARKED ASSIGNMENT
o DefineSharikatu "I-Amwil, Sharikatu “I-Abdin andSharikatu “I-Wujih
» Explain how the three kinds of social contracts loamperated.
* Indentify the similarities and differences betwdieam.
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UNIT 3 JOINT BUSINESS AND ADVANCE PAYMENT PROVISION S IN
THE SHARI ‘AH

CONTENTS
1.0 Introduction
2.0 Objectives
3.0 Main Contents
3.1 Joint Social Contract
3.2 Differences between Credibility Contract and J@pontract
3.3 Advance Payment Contra@ay‘u "s-Salam)
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/ Further Reading

1.0 INTRODUCTION

Joint and Advance Payment are among the most popu$ness transactions
in Islam. Like the Company, Professionals’, and ditvdity transactions, Joint
Business is designed by Muslim Jurists to proviolet®ns to economic problems
by engaging in lawful economic partnership. Thegmilarities and differences are
highlighted. Some Muslim Jurists are critical abé&dvance Payment contract
because of the possibility of cheating on the padither the seller or the buyer of
certain goods.

2.00BJECTIVES
At the end of this unit, you should be able to
» Explain the operation of both Credibility and Jo@dntract provisions in the
Shar ‘ah
» Analyse the differences and similarities betweered@iility and Joint
Contract provisions in th8har ‘ah
» Discuss the operation of Advance Payment businestact provisions in
the Shat ‘ah

3.0 MAIN CONTENTS

3.1 Shaiikatu'|-Mu darabah (Joint Partnership Business)

Technically, Sharikatul-Mufarabahis business contract between two parties.
One of them is the owner of the entire capital.gr@vides, lends or gives out his
capital to the other partner who is the worker gerdg (‘(Amil or Mudarib) who
contributes his skill, labour and time to the irntvesnt. The contract agreement is
made between the capital provider and labour pesvath the agreement that the
capital will be for the owner, while the owner ¢ietcapital and the worker will
share the net profit and loss pro rata. This isrofised in real estate or property,
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investment projects, letters of credit, and thecpase. It is worthy of note that
trading normally involves travelling or movemenorit one place to another. The
Shari‘ah permits this kind of partnership.

The Iraqi Jurists call Eharikatu “[-Mufarabah, while the Madinah Jurists call
it Sharikatu "I-Qirad or Sharikatu |- Mudgiradah. The term Mudarabah” is an
Arabic word, which is also found in the Glorio@ur'an, Chapter 4, verse 101.
The term“Qir ad’ is an Arabic word, which connotes a transactiorenghy an
owner of capital gives out money to another to siven the agreement that they
will share the profit on a particular ratio. If tieeis a loss, it will only be incurred
by the provider of the capital. Hence, the peoplelipiz call it Qirad or Maqgarad,
which signifies cutting off the nose. In essentés the capital provider who looses
his wealth or his capital to trading business, whie agent losses some of the
profit from the investment to the creditor. Thigncept is different from fixed-
income investing (i.e. issuance of loans). If Benk provides capital, the same
conditions apply. This financial hazard justifidse tbank's claim to part of the
income. Each partner may or may not partake inyosayrout the business. A
working partner gets a greater profit share comgpace a non-working fellow
worker.

Self-Assessment Exercise
ExamineSharikatu "I-Mwiarabah provision in theShar*ah.

3.2 Differences between Sarikatu “I-Wuj ih and Sharikatu “I-Mud arabah.

The difference betweevusharakahandMadarabahis that, inMusharakah,
every partner contributes some capital, wheredadarabah,one partner, e.g. a
bank or a financial institution provides all thepital, while the entrepreneur, who is
the other partner, provides no capital but serditds.important to note that
MusharakahandMadarabahhave differences and common characteristics.

There are certain differences betw8&arikatu "I-Wujzh (Islamic Credibility
Contract) andsharikatul-Mudarabah(Joint Contract. The former does not involve
investment like the latter. The similarities arattltone party provides the entire
capital and the partner provides labour. Bothhaint share the profits accruing
from the investment. Only the provider suffers lites incurred as far as the capital
is concerned. Both partners will loose profit shgriif there is no gain or profit.
The profit sharing will be based on the particulatio agreed upon during the
contractual agreement.

Joint social contract affords a golden opporturitythe wealthy, but not
talented, not capable, not-skilled and having naimtime, or not able to move
about with goods, to come over to the qualified tmenter into profitable venture
with him.

Self-Assessment Exercise
State the differences betwe8harikatu “I-Wujish andSharikatu “I-Mudirabah
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3.3Bay‘u ‘s-Salam(Advance Payment Contract provision in the Shatah)

Bay‘u ‘s-Salam(Advance payment Business Transaction) means taaobin
which advance disbursement is made for goods tidebeered later on. The seller
assumes the responsibility to supply some spegdmds to the buyer at a future
date in exchange of an advance price fully paidhattime of transaction. It is
essential that the quality of the product propaseble purchased is fully specified,
without uncertainty that can lead to disagreeméhé items of this sale should be
goods and not gold, silver, or currencies basedhese metals. Apart from this,
Bay‘s-Salamcovers almost everything that can be referredstguantity, quality,
and workmanship.

Self-Assessment Exercise
State the duties of the seller in the Advance PayrmBasiness Transaction as
provided in theShag*ah

3.4 Basic Features and Conditions of Bay‘u "s-Salam

The contract is Advance Paymesalam)if the buyer has paid the purchase
price to the seller in full at the time of trangant This is indispensable so that the
buyer can show that they are not flinging into iliabwith a second party in order to
get rid of the debt with the first party. This i®hibited undeShari‘ah. The
foremost idea ofalamis to provide a means that ensures that the deethe
liquidity expected from entering into the busind&ghe price were not paid in full,
the fundamental purpose of the transaction woule leeen defeated. Muslim jurists
are unanimous in their opinion that full paymenthaf purchase price is essential for
Salamto exist. Imam Malik is also of the view that thedler may suspend accepting
the funds from the buyer for two or three days,thig postponement should not
form part of the agreement.

Advancement Payment ContracGalam) can be made in only those
commodities, the quality and quantity of which tenspecified exactly. The things
whose quality or quantity is not determined by #psation cannot be sold through
the contract oSalam.For example, precious stones cannot be sold obdbis of
Salam, because every piece of precious stones is norrddfgrent from the other
either in its quality or in its size or weight atlieir exact specification is not
generally possible.

Salamcannot be achieved on a particular commodity oragoroduct of a
particular field or farm. For example, if the selkgrees to supply the corn of a
particular field, or the fruit of a particular trethe &lam will not be legitimate,
because there is a possibility that the crop of plaaticular field or the fruit of that
tree is spoilt before delivery, and, given suchsgulty, the delivery remains
uncertain. The same rule is applicable to everymodity, which should not be
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supplied except all uncertainties are removed alhgossible details in this
respect are expressly mentioned.

It is also necessary that the quantity of the coditgois agreed upon in
unequivocal terms. If the commodity is quantifiadieights according to the usage
of its traders, its weight must be determined, @nd is quantified through
measures, its exact measure should be known. \&matrmally weighed cannot be
guantified in measures and vice velSalamcannot be effected in respect of things
which must be delivered at spot. For example, [6lge purchased in exchange of
silver, it is necessary, according ®hari‘ah, that the delivery of both be
simultaneous. Similarly, if wheat is battered farlby, the simultaneous delivery of
both is necessary for the validity of sale. Othemyithe contract ofglam in this
case is permissible.

Self-Assessment Exercise
* Analyse the termSharikatul-Muiarabah” provision inShari‘ah.
» Compare and contrast betwegimrikatul-Wujzh and Sharikatul-Mudarababh.
» Examine the theory of Advance Payment Contractipraw in the Shatah.

4.0 CONCLUSION

An in-depth study of this unit demonstrates to yilat the Company and
Professionals’ social contracts are approved asdmenended by th&hai'ah.
Each of them is a veritable means of investmerititheapable of enriching all the
partners in the social contract. There are adequratgsions in the Islamic law for
safeguarding the interests of every partner, digatheir duties and rights. The
focus of the attention of the Jurists in Islamagptovide enabling environment for
lawful social transactions, without going beyond timit of Shai‘ah and to make
live more meaningful. If social contracts are piced widely and the governments,
Muslim bodies and institutions provide adequatesimives to the needy, most of
the crimes and deprivations that malign the soaietyld be reduced drastically.

5.0 SUMMARY

1. Sharikatul-Wujzh is a business partnership entered into by a seppfithe entire
capital to the worker or an agent with the provisat both of them would share
profit, while only the capital provider will sufféhe loss incurred.

2. The supplier of the entire capital takes theditibty of the worker into
consideration before entering into this kind of ttaat. Hence, it is known as
Company Social Contract.

3. Sharikatul-Mufarabah is the business venture between the capital owrer
supplies the entire capital for a trading venturehthe worker who brings his skill,
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expertise and labour to the investment. For thesaa, it is called Joint Social
Contract.

4 Shaf‘ah permits these kinds of social contracts becausthef advantages in
solving unemployment and other social problem$@gociety

5. Advance Payment Contra@ay‘uns-Salam)s a social contract in which one can
easily become a cheat or a swindled.

6.0 TUTOR-MARKED ASSIGNMENT
» Define the three kinds of social contracts andestheir differences and
similarities.
* Analyse how each of the social contracts is opdrate
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UNIT 4 SPECIAL SOCIAL TRANSACTION PROVISIONS IN THE SHARI'AH

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content

3.1 Hire Purchase Social Contréigtirah)

3.2 Leasing and Purchase Social Contfatah Wa "I-Iqtin)
3.3 Islamic BondgSukiik)

3.4 Rent-to-Own Contract

3.5Free-Gift ContracfHibah)

3.6Trust Wad*ah)

3.7 Microfinance

1.0 INTRODUCTION

The roles of special Islamic social contracts mlife of the beneficiaries
cannot be underestimatdgirah Hiring items for uses and services for a fixed
period by bank to the customer affords a grand dppdy to the leaseholder to
access equipment on disbursement of the firstlimstat, which enhances
commercial scheduling. Financial certificates ayeiealent to securities or bonds
that prohibit interest. The fixed income loan floe fpurchase of real asset provides
for a profit margin for both parties. The Islamariks voluntarily pay their customers
certain amount on savings account balances in ajapicn of using these savings for
other performances. Microfinance is compatible Wstmic finance because it
enhances security of tenure and contributes taltbeiation of the deplorable
conditions of the masses, especially at the gasdevel.

2.0 Objectives
At the end of this unit, you should be able to

Analyse the theory of Hire Purchase Contract amtenefits

Explain what is meant by Leasing and Purchaseaacrénd its relief system
Describe how the financial certificates and bofiskuk)in contracts comply
with Islamic law

Elucidate the operation of Rent-to-Own contract

Clarify the differences between the “free-qgift” Islamic banks and interest in
conventional banks

Explain the ternWad*ah in Islamic social interactions.

Point out the roles of microfinance in the enhareetiof security tenure and
contribution to the transformation of the livestioé teeming masses

YV V

YV VY
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3.0 MAIN CONTENT

3.1 Hire Purchase Contract [j arah)

It is the transfer of right of use (usufruct) of propddya consideration. It
means lease, rent or wage. Generdjliirah concept means selling the benefit of use
or service for a fixed price or wage. Under thiaaapt, the Bank makes available to
the customer the use of service of assets or equifmsuch as plant, office
automation, motor vehicle for a fixed period anterltaffords the contractual
parties to come into effect in sequence to forrorapete lease/ buyback contract.
The first contract is al)arah that outlines the terms for leasing or rentingrave
fixed period, and the second contract Bag that generates a sale or purchase once
the term of the higher purchase is complete. Famgte, in a ship financing facility,

a customer enters into the first contract and e#se ship from the owner (bank) at
an agreed amount over a specific period. Whenethsel period expires, the second
contract comes into effect, which enables the enstdo purchase the ship at an
approved price.

Many benefitscan accrue from the Islamic Hire Purchase Contildatse
include granting permission to the Lessee to adbessquipment on disbursement of
the first instalment and using of the equipment gemerates income. Allowing up
to 100% financing and conserves the Lessee' capithenhances commercial
scheduling and budgeting by allowing the negotratibflexible terms. It provides a
splendid opportunity to the leaseholder to ent&r ather hire financing
arrangements without influencing his overall deting positively due to the
opportunity ofoff-balance-shedinancing. Taking care of all overheads towards hi
purchase bonds as operating expenses and areotiecidfy tax-deductible. Offering
tax-advantages to commercial operations and teletae transfer of risk from the
Lessee to the leaseholder in exchange for a higinerate as an insurance against
rejection in the future.

Self-Assessment Exercise
Analyse the Hire Purchase Contract as an Islami@akeystem and comment on its
advantages.

3.2 Leasing and Purchase Transactiahdjgrah Wal-1gtinz)

The Leasing and Purchase Social Conthjacah Wal-Iqtirg) is a relief system
introduced by Islamic bank for financing contrdutough leasing and purchase
mechanism. The Islamic bank provides equipmentgimng, and other resources to
the customer on contractual basis. The bank andlim® reaching an agreement that
at the end of the lease period, the ownershiparatset would be transferred to the
renter. The leasing as well as the purchase witigad in such manner that the bank
gets back its principal sum along with proceeds tive period of lease.

56



Self-Assessment Exercise
Leasing and Purchase social contract is an Isleghief system introduced by
Islamicfinancing contract. Discuss.

3.3 Islamic BondsSukik)

Sukizk, plural of Sakk, is the Arabic name for financial certificatestthee
equivalent to securities or bonds, which are pegitlis in Islam. It is noteworthy that
fixed-income, interest-bearing bonds are not pesiis in Islam. Hence, Sukuk are
securities that comply with the Islamic law andiitgestment principles, which
prohibit the charging or paying of interest. Finahassets that comply with the
Islamic law can be classified in accordance withirttradability and non-tradability
in the secondary markets. It is known as finangagder or cheque that entitles the
holder to the amount of the money shown on it.

Self-Assessment Exercise
Sukukis the Arabic name for financial certificates tha¢ equivalent to securities or
bonds. Explain.

3.4 Rent-to-Own Social Contract(Murabahah).

This is a fixed-income loan for the purchase oéa asset (such as real estate
or a vehicle), with a fixed rate of profit deterrath by the turnover margin. This
theory refers to the sale of goods at a price, wimcludes a profit margin agreed to
by both parties. The procurement and selling prasewell as other costs and the
profit margin must be specified at the instant led sale agreement. Although the
bank is remunerated for the time value of its moimethe form of the profit margin,
it cannot be compensated for the time value of mangside of the contracted term.
The bank cannot charge additional profit on latgnpents, but the asset remains as a
mortgage with the bank until the default is settl€dis type of transaction is similar
to rent-to-ownarrangements for furniture or appliances that am@mon inNorth
American stores.

Self-Assessment Exercise
Analyse the theory of Rent-to Own contract.

3.5 Free-Gift Contract (Hibah)

This is a token given voluntarily by ebtle to a creditor in return for a loan.
More often than not, Hibah arises in practice wisteimic banks voluntarily pay
their customers a 'gift' on savings account balsnepresenting a portion of the
earnings made by using those savings account leanother performances. The
termsHibah (Free-Gift), Tabarru* (Donation) andsadagah(Charity) are used
interchangeably and share the common meaning @ftabor) and not a contribution
(Muszhamal). It is noteworthy that it is usually made freetyfavour of someone or
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something to show affection, love or for spiritagahievement. Once the donation is
made, ownership is transferred in perpetuity frammdonor to the recipient.
Henceforth, it is prohibited to the donor to seak benefit from the donation.
According to the Prophet

It is not lawful for a man to give and afterwardgdke it back except a father
regarding what he gives his child. The parable r# who gives a gift and takes it
back is like the parable of a dog which eats thlew it is satisfied, it vomits and then
takes his vomiting back (Ibn ‘Umar and Ibn ‘Abbas).

Although, Free-Gift Contract appears similar toemast, and can have the
same outcome, in realitiibah is a voluntary payment or donation at the wiskhef
bank. However, the opportunity of receivilkdjpbah will encourage customers'
savings and provide the bank with capital necessargreate its profits. If the
business enterprises are advantageous, then satesef profits may be gifted back
to its customers adibah

Self-Assessment Exercise
Examine the theory of Free-Gift Contract and idgnts differences from interest
contract

3.6 Trust Fund (Wadrah)

In Wadiah a bank is deemed as a keeper and trustee of fArmkErson
deposits funds in the bank and the bank guaranééesd of the entire amount of the
deposit, or any part of the outstanding amount,nthe depositor demands it. The
depositor, at the bank's discretion, may be rewhvdth Hibah as a form of
appreciation for the use of funds by the bank.

3.7 Microfinance

Thiss a major concern for Muslim States and Islamickisa Ideologically, it
is compatible with Islamic finance, capableStari‘ah-compliancy, and possesses a
sizeable possible market. Islamic microfinance anmnts can enhance security of
tenure and contribute to transformation of liveshaf poor. The use of interest found
in conventional microfinance products and serviaas easily be circumvented by
creating microfinance hybrids delivered based enistamic contracts d¥lurabah,
Mudarabah andMusharakah Islamic-compliant financial instruments that
accommodat&hari‘ah criteria have been introduced by several microfoga
institutions (MFIs) such as FINCA Afghanistan
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4.0 CONCLUSION

This unit shows that the roles of special sociaht@xts in Islam are
significant in the lives of the beneficiaries anle tsociety. The individual
beneficiaries are empowered directly without theualisstress, strain and
exploitative machineries of the conventional baakd other financial houses. The
customers easily access capital, expertise advidezquipments that will enhance
the success of their businesses or ventures witffialling prey to Islamic
prohibitions. The society in general benefit indthe from the prospect and relief
from problems associated with non-employment. liady, the contractual parties
are not only able to contribute their quota to alierall development of themselves
and the society; they also have the opportunityptomote their capital and
livelihood in a sustainable manner.

5.0 SUMMARY
The Joint Social ContractSharikah or Shirkatu ‘I-Mudarabahprovides

reciprocal opportunity for the capital owner and #gent in trading transaction. In
the Credibility partnershipSharikatu |- Wujh), the capital owner provides it to the
skilled, experienced entrepreneur on trust thaivileuse the capital in achieving
the desired profit. In both contracts, both parsbare profits, whereas in case of
loss, only the capital owner would suffer the ldasAdvance Payment Contract, the
seller or buyer of certain goods or commoditieetdiem on credit from the owner
on the agreement of specific payment in future.

6.0 Tutor-Marked Assessment
* Define Joint Social Contract and Credibility Sodcaintract
» Analyze the theory of Advance Payment Contract

7.0 REFERENCES/FUTURE READINGS
Al-Qardawi, Y. (1989)The Lawful and the Prohibited in IslamagosAl-Tawheed

Publishing Company.
Shatta, H. H. (1999Business Ethics in Islarkgypt: Al-Falah Foundation.
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UNIT 5 DISPOSITIONS IN THE SOCIAL INTERACTION PROVI SIONS IN
THE SHAR'AH

CONTENTS
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1  Recognition of Selling Price Contra@dusawamah)
3.2  Sale and Exchange Agreem¢Bay‘unl-Inah)
3.3  Deferred Payment Sa{Bay‘un Bith Thamanil-Ajil)
3.4 Islamic Equity Funds
3.5 Islamic Financial Derivatives
3.6  Relief/Endowment Fun{iVaqgf)
3.7  Credit SalgBay‘un Mu’ajjal)
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In this unit, you will discover that the Islamichats of dispositions in social
contracts stipulate that all terms of contracts tmbe specified, free from
ambiguity, fraud, disagreement and interest. Inrafipects, the banks and the
customers have their profit margins secured. Inerss you will become
familiarized with the selling and buying systemispdsals and acquisitions that are
in compliant with Islamic prescriptions.

2.0 Objectives
At the end of this unit, you should be able to

Give account of the theory of recognition of Sejlirice Contract

Discuss Islamic Sale and Exchange Agreement inra@ahstinction to the
conventional banks

Expatiate upon Deferred Payment Sale as an Islsmaial contract

Discuss Islamic Equity funds and Islamic FinanElativatives

Explain the Relief Fund/Endowment and Credit Salsacial contracts in Islam

YVVV VY
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3.0 MAIN CONTENT
3.1 Recognition/Negotiation of Selling Price Contret (Musawamah)

Thisis the negotiation of a selling price between taatips without reference
by the seller to either costs or request price.l®Vthie merchant may or may not
have full knowledge of the cost of the item beirigcdssed, they are under no
responsibility to reveal these costs as part of riegotiation process. The key
distinction betweemMurabahah andMusiwamahwith all other rules as described
in Murabahais the same difference in obligation by the selMusiwamahis the
most common type of trading negotiation seen anist commerce.

Self-Assessment Exercise
Analyze the theory of Selling Price Social Coatra

3.2 Sale and Exchange AgreemeiiBay‘u ‘|- ‘Ayn/Inah)

Sale and exchange is a financing facility madelalla by an Islamic bank
for buying and selling transactions between tharfaier and the customer. The
financier buys an asset from the customer on spsisbThe disbursement under
the facility is the price paid by the financier. dijually, the asset is sold to the
customer on a deferred-payment basis and the gripayable in instalments. The
second sale serves to create the obligation ompdineof the customer under the
facility. This kind of contract is practised in Mgkia. A set of strict conditions
must be observed and the like jurisdictions.

Self-Assessment Exercise
Explain sale and exchange kind of trade transact

3.3Deferred Payment SalgBay‘un Bith-Thamani "I-4jil )

The Deferred Payment Sale is the sale of goodsmrsgponed payment basis at a
price, which includes a profit margin agreed to Umth parties. Like sale and
exchange agreement, this concept is also used amdiiamic financing facility.
There is no payment of interest because the custpayes the sale price, which is
not the same as interest (usury) charged on a IOam.problem here is that this
includes linking two transactions in one, whictiagbidden in Islam. The common
observation is that this is simply basic chargifhgterest disguised as a sale.

Self-Assessment Exercise
Examine the concept of deferred payment sale islamic social interaction .
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3.4 Islamic Equity Funds

Islamic investment equity funds market is one effédstest-growing sectors
within the Islamic financial system. Currently, teeare approximately 100 Islamic
equity funds worldwide. The total assets managsalitih these funds currently
exceed US$5 billion and is growing by 12—15% petuan. With the continuous
interest in the Islamic financial system, there@ositive signs that more funds will
be launched. Some Western Institutions and schbéars joined the forage or are
thinking of commencing similar Islamic equity pragrme.

Target markets for Islamic funds vary; some catetlieir local markets, e.g.,
Malaysia and Gulf-based investment funds. Othexart} target the Middle East and
Gulf regions, neglecting local markets and havenbaecused of failing to serve
Muslim communities.

Since the launch of Islamic equity funds in thdye&890s, there has been the
establishment of credible equity benchmarks by Dlmmes Islamic market index
pioneered Islamic investment indexing in 1999) #mel FTSE Global Islamic Index
Series.The performance of Islamic equity funds provideomprehensive list of the
Islamic funds worldwide.

Self-Assessment Exercise
Assess the progress and impact of Islamic EquitydBu

3.5 Islamic Financial Derivatives

With the assistance of Bahrain-based Internatidslamic Financial Market
and New York-based International Swaps and DerigatiAssociation, global
standards for Islamic derivatives were set in 201fe “Hedging Master
Agreement” provides a structure under which insbtws can trade derivatives such
as profit-rate and currency swaps.

3.6Relief Fund/Endowmwnt (Wagqf)

This is a peculiar Islamic Institution whereby tf@inder relinquishes his
ownership of a real property on trust for Allah. idan dictate the income or
usufruct of the property in perpetuity to some giau charitable purposes. This
may include settlements in favour of the foundeva éamily.

Self-Assessment Exercise
Point out the benefits of Relief Fuadd Islamic Financial Derivatives
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3.7 Credit Sale Bay‘un Mu’ajjal)

It is a financing technique adopted dartgc banks, which take the form of
MurabahahMu’ajjalah. It is also called Deferred Payment Sale. The leatks a
profit margin on the purchase price and allowshiliger to pay the price of the
commodity at a future date in a lump sum or inahmsents in a bond. It has to state
the actual cost of the commodity and the margiprofit is mutually agreed. The
price fixed for the product in such a transactian be the same as the spot price or
higher or lower than the spot price. However, ohthe essential descriptions of
interest(Riba)is an unpardonable delay in payment or eitheemsing or decreasing
the price if the payment is immediate or postpored. issue oRiba has to be
totally avoided in the transaction.

Self-Assessment Contract
Examine the Credit Sale as an Islamic social conhtra

4.0 CONCLUSION

It can be concluded from the foregoing that varisystems of dispositions
prescribed in the Islamic Law are all geared tawavoidance of usury and
cheating in contractual transactions. They are msant to provide veritable
opportunities for making goods and services avhlabthe partners for reciprocal
benefits of the partners in a free and Islamic mmment.

5.0 SUMMARY

1. The negotiation of a selling price between taaips without reference by the
seller to the costs or request price is ndemigc.

2. Islam gives the opportunity to the financierbty an asset from the customer on

the spot and the asset is later sold to thevmes on a deferred payment basis.

3. Selling of goods on a postponed payment basisowi payment of interest is
permitted by Islam.

4. Local and international markets are used byrglaquity funds to provide a
comprehensive list of the Islamic funds, worildisv

5. Islamic Financial Derivatives provide institutoto enhance profit-rate and
currency swaps.

6. The Relief/Endowment Fur(@Vagqf)is the best poverty alleviation offer, which
is very capable of ameliorating the deplorataleditions of the deprived and the
poor but willing to be productive. Eventualiyempowers them to become truly
independent and gainfully employed and emp®ogé labour.

7. The credit sale provides a good platform forlgh@mic banks and the customer

to engage in gainful lawful social transactions
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6.0 TUTOR-MARKED ASSIGNMENT
» Examine the Recognition of Selling Price and Cr&die social contracts
» State the advantages and operation of dispositosscial contracts
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MODULE 3: ISLAMIC FINANCIAL SERVICES INDUSTRY (IFSI)

Unit 1: Principles of Islamic Financial Services Industry
Unit 2: Evolution and Composition of Islamic Financiarh8ees Industry (IFS1)

Unit 3: Towards Islamic Banking System
Unit 4: Islamic Insurancéakaful) and Re-insurance (rekaful) services

Unit 5: Legal Capacity of Islamic Insurandakaful) Operation

UNIT 1: PRINCIPLES OF ISLAMIC FINANCIAL SERVICES IN DUSTRY
CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Contents
3.1Ethics of Business Transactions
3.2Essential Elements in the Application of Social Cacts
3.3The Ideal Muslim Businessman or Woman

4.0 Conclusion

5.0 Summary

6.0 Tutor- Marked Assignment

8.0References/ Further Readings

1.0 INTRODUCTION

Ethics or moral values are important requirementsdecent human relations
universally. Most importantly adequate attentiorgigen to it in the Islamic socio-
economic transaction tenets. In other words, IdlBys down some essential ethical
principles that must be observed in business tcdioss. You are hereby presented
some of such guidelines in this Unit.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

» Define and explain the Islamic ethics of finant¢rahsaction.

» Analyse the essential elements in the applicatfdslamic ethics in financial
transactions.

» Distinguish a righteous Muslim business person fthenevil ones.

65



3.0 MAIN CONTENT
3.1 Ethics of Business Transactions in Islam

The term “ethics” in this context simply means nhdoelief that influences peoples’
behaviour, attitudes and ideas. It also means nimlgfs and rules about right and
wrong things. In the IslafiMithaqg”, is the terminology for covenant, agreement,
contract, treaty, pact, charter or alliance. Ineass, Islamic ethics of financial
transactions are the codes of ethics laid downnsure that the exact contractual
agreements or pacts are carried out in accordaitbetive teachings of the Glorious
Qur’an, Apostolic Traditions and other authentiok®on Islam.

Allah has given stern warning to the Muslims tdifuheir agreements in all
their transactions. It is taught in Islam that wénsr two people or more want to
enter into an agreement, Allah is together withnhes the Surety and the Witness.
For example, Allah commanded that

Fulfil the Covenant of Allah when you have entenett it, and do not
break your oaths after you have confirmed themeédad you have
made Allah your surety. Allah knows all what you. dmd do not be
like a woman who breaks into untwisted strandiefthread which she
has spurned, after it has become strong. Nor take gaths to practise
deception between yourselves one party should @rg/ fbe more
numerous (powerful) than another. Allah will testuyby this; and on
the Day of Judgement, He will certainly make cleayou (the truth of)
that wherein you used to differ (Qur'an 16: 91-92).

Those who break Allah’s Covenant after it is ratifi and who sunder
what Allah has ordered to be joined, and do midchre the earth.
These cause loss to themselves (Qur'an 2: 27).

The above Qur’anic verses make it abundantly dieatr Allah is aware of all inner
and obvious intentions and actions, including ddcssactions. He admonishes that
contracts must be agreed upon and confirmed thrallghe necessary instruments
such as appending signatures of principal membdrearties after all terms of the
contracts have been unambiguous stipulated, umdekstconsidered and freely
agreed upon. Everyone involved in the contracts sanetly warned by Allah to
abstain from all forms of deception because afevitable bad consequences, both in
this world and in the next. Moreover, the Prophethdimmad has warned all
dishonest businessman or associates in fraudulaatiges will not gain the pleasure
of Allah on the Day of Reckoning. For an exampleuAdurayrah reported from the
Prophet that the Messenger of Allah said:

The Almighty Allah said: there will be three persomhose opponent | shall
become on the Resurrection Day: Anyone who gavBlynname and then
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broke the trust, and a man who sold a free maneajmyed his price, and a
man who engaged a labourer and enjoyed full labadrfrom him but he did
not pay his wages (Bukhari, Vol. Il, 1939: 301).

The above Apostolic Tradition further emphasisesithportance of full compliance
with the Islamic ethics of social transactions, e one hand, and the evil
consequences of refusal to abide by the termsrdfact as a grievous sin punishable
in this world and in the Hereafter.

Self-Assessment Exercise

Define and analyse Islamic ethics of social contrac

Examine the position of Islam on the ethics of abcontract.
Distinguish between the righteous and the unrigigdmusiness people.

3.2 Essential Elements in the Application of Sociaontracts

Below are some basic and essential elements talbkeél in order to succeed in
contractual business which are in conformity witte tislamic ethics of Social
Transactions,

1. The existence of a legal body such as a unionsaac#tion or company
that will set up its codes of conduct and discugxhaustively and as well
ensure that it is credited and awarded a certditgt relevant government
agency or agents in order be able to operate {egall

2. Interests of the public and the nation should &rainto consideration
when drafting the codes of conduct and necessayyigions should be
made for their application.

3. Setting up a Monitoring Committee that has legatkibay which will
enable it to watch and query anyone that floutsaitdes of conduct and as
well enhance the success of the transaction, aoigqirthe fundamental
human rights of all members of the contractualipsrtThis body will also
be saddled with the duty of ensuring that everysperinvolved in a
contract abides by the rules and regulations afsl|

4. Publishing, classifying and giving enlightenmenttba codes of the social
contract that will continuously promote trust, sithiaims and security of
the social contract.

5. Establishment and sustenance of good internaioekdtip, mutual respect,
love and understanding which are informed by thehengs of Islam.

6. Creation of healthy atmosphere and good environrfanachieving the
aims and objectives as well as the programmes aogegbs of the
contractual parties.
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Self-Assessment Exercise

Analyze the essential things that must be donentmamce the success of Social
Transactions in line with the teachings of Islam.

3.3 The Ideal Muslim Businessman or Woman

Characteristics of Islam, it lays down the maxinfsali seek to guide intentions and
actions of a Muslim in private and public life, iggbus and spiritual matters,

economic and political as well as cultural and abeiffairs. While considering

proper human socio-economic life, it takes cogroeaaof all aspects of life. It also
takes a comprehensive care of the issues of thealfter, including the inevitability

of resurrection, accountability and reward by AllAlah has stated that

...and there are among them (mankind) who will €ayr Lord! Give
us (your bounties) in this world! But they will h@wno portion in the
Hereafter. And there are (people) who will say: Qard! Give us the
good in this world and good in the Hereafter, anotgrt us from the
torment of the Hell Fire! (Qur'an 2: 200-201).

Thus Islam advocates balanced equilibriums betwkerpursuit of this world and
the Hereafter.

Also, Islam does not tolerate anyone making himadiftirden on another, especially
when he or she is not seriously challenged to ttieng that he or she cannot do
anything on his own. Hence, it discourages beg@nd extols working for ones

earnings or livelihood. Prophet Muhammad was reggbid have said that

Verily it is better for any of you to take your ®jpnd bring a bundle of
wood upon your back and sell it, in which case @oérded your
honour, than to beg of people, whether they giwe riot; if they do not
give, your reputation suffers, and you return dmsapted; and if they
give, it is worse than that, for it lays you undebligation (Al-
Suhrawardy, 1979: 57).

The above Tradition of the Prophet exemplifiesithportance which Islam attaches
to dignity of labour and critical position it takagainst begging. It is to be noted that
begging promotes laziness and over-reliance onr®tteesurvive. It could lead to
disgrace of the beggar in the eyes of the giveril&\the latter receives blessings and
rewards from Allah, the former can suffer perpetindignity before the giver and
those who know about his act of begging. Howeverden certain helpless
circumstances, such as loss or non-availabilitynohey or food in an environment
where it is not possible to access the need byitttan of circumstance, he or she
can resort to begging. However, he or she mussdesmediately he or she has
relief. Moreover, according to the teachings oains) it is prohibited to engage in
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sharp practices in any affairs, including mattersarial contract. Allah has cursed
those who do not observe the ethics of social achtFor an example Allah declares
that

Woe to those who deal in fraud. Those who, wheg Have to receive
by measure from human beings, exact full measutg.vihen they

have to give by measure or weight to human beigigs, less than due.
Do they not think that they will be called to acatziOn a Mighty Day;
A Day when all mankind will stand before the Lorflthe worlds?

Surely, the record of the wicked is preserved jjinrSiQur’an 83:1-6).

This is a serious warning and divine curse ontdetrss who engage in various forms
of fraudulent practices; they are promised ineV@arcountability, reward for their
misdeeds all of which are clearly and comprehehgsikaown by Allah. They are
promised severe punishments in the Hereafter.

Self Assessment Exercise
Identify the qualities of righteous Muslim businesen and women
State the advantages of righteous transactiorsami

4.0 CONCLUSION

From the above, you should have become well actpdinith the essential elements
of financial services in industrial relations undslamic law, the qualities of ideal
Muslim business males and females, as well asigmfisance of righteousness in
Social Transactions.

5.0 SUMMARY

1. Islamic tenets contain some ethics which aret mesded for business transactions
and by which if applied a man can achieve gbedness in this life and the
goodness in the Hereafter'.

2. Constant consciousness of Allah and sense otesleaccountability to Him are
the driving-force of all righteous deeds, irdihg matters of social transaction.

3. Proper application of the essential requiremftthe Social Transactions in
Islam is a determining factor for identifyingetideal business men and women in
Islam.

4. The disadvantages of failure to abide by thdigygiprinciples of Social
Transactions are highlighted.

5. Dignity of labour, mutual trust, love, and urstanding are encouraged and
emphasized while liability, begging and lazmase discouraged in Islam.

6. Allah is the Surety and Ever-Watchful of theemtions and actions of all human
kind.
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6.0 TUTOR MARKED ASSIGNMENT

Examine the significance of ethical principles glam in Social Transactions.
State the disadvantages of non-compliance withptireciples of Islam on Social
Transactions.
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UNIT 2: EVOLUTION AND COMPOSITION OF ISLAMIC FINANC |AL
SERVICES INDUSTRY (IFS1)

CONTENTS
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2.0 Objectives

3.0 Main Contents
3.1 Evolution of Islamic Financial Services Industri#@l).
3.2 Composition of Islamic Financial Services Industry
3.3 Usury-Free Banking

4.0 Conclusion
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7.0 References/Further Readings

1.0INTRODUCTION

In this unit, you will discover that concerted slaty efforts of many Muslim
scholars and economists across the globe at ridiogl transactions of all elements
of cheating, usury or usury, as well as all thimgsch can create misunderstanding,
mistrust and conflicts led to the evolution, compos and growth of Islamic
financial services. You should also be able toftifethe evils of usury to those who
are involved in it, the economy and to the society.

2.0 OBJECTIVES
At the end of this unit, you should be able to

> Relate the factors that led to the evolution ofanskc Financial Services
Industry (IFSI).

» Highlight the composition of the Islamic Financ&drvices Industry.

» Expound the initiatives of Muslim scholars and emorsts on interest-free
banking and its advantages.

3.0 MAIN CONTENTS
3.1 Evolution of Islamic Financial Services Industy (IFSI)

Since the early days of Islam, various Muslim comities in the world have been
making efforts to evolve sound Islamic financiaivsees that will be fullyShari‘ah
compliant. Consistently, appropriate regulatoryrfeavorks are being put in place to
enable a larger percentage of the Muslims to ppaie productively and
successfully in the Islamic economic developmertie Tstrategies also involve
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opening avenues for capacity development, the mkedpital, resource utilization
and marketing.

However, landmark events in the evolution of Islarfinancial Services
Industry started in earnest in 1890s with the fdrom@ening of Barclays Bank in
Cairo which was aimed at processing financial tatiens that were related to the
construction of Suez Canal. While operating thist ftommercial bank in the Muslim
world, some Islamic scholars started to initiate tnitique of bank interest as the
prohibited (Ribaz). Between 1900 and 1930, many Muslim scholars, espedn
Arab regions and the Indian sub-continent, subsdriio the opinion that all forms of
interest werdRiba, therefore they stand prohibitédaram). Between 1930 and 1950,
Islamic economists made commendable efforts toinmutShag‘ah-compliant
alternatives in the form of partnership.

In the 1950s, both Islamic economists and schddagan to offer theoretical
models for interest-free banking and finance thatenbased on both collection of
funds and finance. Later, they presented the moftiéhancial intermediation that
can be organized on the principle of an agencyraonhwwhereby a person can be
appointed to perform a certain task on his behala dixed fegWakalah).In 1960s,

a number of books on Islamic banking that were thaseprofit-and-sharing formula,
as well as bearing and leasing, were published.y Tdlso started to propose
operational mechanisms for institutions offerinigmsic Financial Services (IFSI).

Consequently, in the 1970s, full-fledged Islamioksmemerged in Dubai and
Islamic Development Bank (IDB). Due to sustainedeotions to conventional
Insurance, there emerged a form of financial pastnp between the buyer and the
seller at an agreed-market prigdudarabah). In 1980s, many academic institutions
and Islamic financial system developed in Muslimumoies while products of
Islamic finance increased, several countries intced legislation to facilitate Islamic
banking and supervision. Between 2000 and 2006Miiglim world witnessed the
emergence of the cheque and other financial ingnisnthat entitle their holders to
some financial claiméSukuk).

Self-Assessment Exercise

1. Give a historical account of origin and develeptof Islamic Financial Services
Industry (IFSI).

2. Assess the importance of the emergence of IslamemnEial Services Industry to
the Muslim world.

3.2 Composition of Islamic Financial Services Indusy

According to Islamic Research and Training Instifuslamic Development
Bank and Islamic Financial Services are composelslamic financial architecture
and infrastructure which include; regulators, sugers, licensing authorities etc;
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rating and external credit assessment institutibnancial statistics and information
providers;

They also include regulators and supersislicensing authority; payment
settlement-systems and infrastructures; suppotttfaprovider, safety net, liquidity
support providers, legal institutions and framewdnkancial markets and products,
including market microstructures, trading and ceae systems, and e-business
infrastructure.

Others are standard setters for financial reportaggounting and auditing,
capital adequacy and solvency, risk managementispeency and disclosure
monitors, corporate governance and knowledge maneige

These also invariably include human resources dpweknt institutions,
research and development institutions. It must bserved that it is the sincere
resolve of the Muslim economists at applying thedglines that will enable the
Muslims to avoidRiba and its evil consequences that has been affetimgarious
forms of Islamic Social Transactions in this modeeniod.

Self-Assessment Exercise
State the composition of the Islamic Financial $&w Industry (IFSI)

3.3 Usury-Free Banking

The Usury-Free Banking is an initiative of the Moskcholars and experts in
financial activities for the Muslims’ financial maactions. The Usury-Free Banking
Facilities are directed mainly towards investment in produngiorhe fundamental
role of the bank is intermediary between curreavjregs and deposits of Usury-Free
Banking that constitute binding obligations. Prpadly, the current and savings
deposits must be refunded on demand. The banktiexpected to gain from the
deposits. However, it may award prizes and bontsdke holders. Islamic bank
accept Short-Time Investment Deposits to enableépesitor make use of his or her
funds as he/she wishes.

The bank can give Longa&ilnvestment deposit, for at least a year, to give
pre-determined incentives for the depositors orbtss of the contracts stipulated in
the Law for usury. It can also give permission fdiization of deposits on a
particular project, and the refund of principaldaposits is granted. The depositors
and the banks shall divide the accrued profits riopprtion to the funds utilized
including banks share of resources and durationtidization. The banks receive
attorney’s fees from the depositors as a chargé&daadministrative input from the
whole amount of profits. The banks have the rightitdization of deposits at their
disposal for Islamic-Compliant ventures.

Self-Assessment Exercise
» Expound interest-free banking from an Islamic pointiew.
» |dentify the advantages of interest-free banking
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4.0 CONCLUSION

An in-depth study of this unit makes it known ttfa¢ evolution and composition of
Islamic Financial services which are free from et and fraudulent practices were
the outcomes of intellectual works of Muslim schisland economists. This unit also
addresses the issue of banking without interesitarativantages.

5.0 SUMMARY

1. The sustained efforts of some Muslim scholard eaconomists resulted in the
establishment of Islamic financial services of thedern period.

2. Islamic financial services are composed of Istafimancial services for human
capacity development, various avenues opportunfoesgainful employment and
wealth creation under Islamic law.

3. Usury-free banking focuses attention on prommotiof Shari‘ahrcompliant
investments, while acting as intermediary betwaenent, savings and deposits.

4. Apart from sharing the accrued profits in prajoor to the utilized funds, Islamic
banks receive attorney’s fees.

6.0 TUTOR-MARKED ASSIGNMENT
» Analyze the historical development of Islamic FiciahServices Industry
= |dentify the importance of Islamic Financial Seegdndustry
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Yusof, M. F. (1996). Brief Outline on the ConceptlaNorking System of akaful
the Paper Presented at the Labuen InternationahfBusn Takaful (Islamic
Insurance) Held at Hotel Sheraton, Laboa 19-20 June.

74



UNIT 3: TOWARDS ISLAMIC BANKING SYSTEM

CONTENTS
1.0 Introduction
2.0 Objectives
3.0 Main Contents

3.1 Attitude of the Muslims to Usury or Interg®iba)

3.2 Evils of (Riba)

3.3 Process of Transformation of Islamic Banking

3.4 Essential Elements of the Growth of Islamic Banking

4.0 Conclusion

5.0 Summary

6.0 Tutor-marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In the last unit, we have surveyed thelwian and composition of Islamic
financial Services Industry (IFSI), and the Islanperspective and practice of
Interest-free banking, in this unit attention wik focused on the attitudes of the
Muslims to usury, its evils and the process ofg¢farmation of Islamic banking.

2.0 OBJECTIVES
At the end of this unit, you should be able to
» Discuss the attitude of the Muslims to Usury.
» Identify the evils oRiba to individuals, to the economy and the society.
» Analyze the process of transformation of Islamaaking.

3.0 MAIN CONTENTS

3.1 Attitude of the Muslims to Usury or Interest(Riba)

The term*Riba” is an Arabic word, which means interest, usurioterest or usury.
It connotes an increase on stipulated or sought thee principal of a loan or debt;
thereby interests are continuously added to thdtatagn the alternative, the
informed and interested Muslims prefer Islamic hagksystem to conventional
banking. Islamic banking is a banking system whgbperated in consonance with
the spirit, philosophy and value system of Islamende, it is governed by the
principles laid down by the Islamic law. Interestd banking is a narrow concept
symbolizing a number of banking instruments or apens which are interest-free. It
Is based on interest-free transactions since sitéseprohibited in Islamic Law; it is
regarded as unethical and un-social practice. Helstamic Banking serves the
needed transformation of conventional money lendirtg transactions based on
tangible assets and real services..
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The philosophy of Islamic banking system is deriyein the teachings of Islamic
Law. Accordingly, it is not permissible for it teedl in any transaction that involves
interest(Riba), excessive level of uncertainty or ambiguity crdatiie to lack of
information or control in a contra@Gharar) or game of chanc@aysir). Moreover,
they cannot deal in any of such transactions becthey all negate the teachings of
Islam and consequently are invalid. The focus ¢tdniéc banks is on generating
returns through investment tools which &teari‘ahrcompliant. In the Islamic system
of social contract, the gain on capital is linkelhwits performance. Therefore, the
operations of Islamic banking are based on shdheagisk which may arise through
trading and investment activities, while applyinglewant principles of various
Islamic modes of finance. UnequivocalRjba is prohibited, cursed and strongly
condemned by Allah; at the same times, He extalsp@ages and blesses lawful
trade and charity. The Almighty Allah has warnedtth

Those who devour intere@iba) will not stand except like

a person whom Satan’s touch has driven to madness.

That is because they proclaim that trade is likkerast. Allah

has permitted trade and forbidden interest. Thoke,

after receiving direction from their Lord shouldsg in

order to receive pardon for the past, their cageriAllah to judge.

But those who repeat (the wrong deed) are the coiops of Hell

Fire where they will abide forever. Allah will deype usury

of all blessings but (He) will cause deeds of digdno prosper.

Allah does not love the ungrateful, sinful creasuf@ur’an 2: 275-276).

O you who believe! Do not devour usury, doubling anultiplying.
But keep your duty to Allah, so that you may becassful (3: 129-130)

For their taking usury, although they knew thaytiere forbidden
from devouring people’s property wrongfully, Wevegrepared
for those disbelievers among them a grievous pumesh (Quran:4: 161)

From the foregoing, it is made understandable Idlatn does not tolerate any form
of interest or usury which usually worsens theapiie conditions of the borrower,

whereas the lender continues to grow fat on theaswé the former without any

significant contribution to the development of ihdividuals and the society. Allah

has rained curses on those who profit from intemstusury and has warned
unequivocally that He will not only deprive themtbe blessings that might accrue
to them from it, He has also promised them severespment in this world and in

the Hereafter. It is for these basic reasons tatMuslim Scholars and economists
made concerted efforts to evolve Islamic finansidtems that will not only be free
from interest but also give the Muslims the oppoitiuto gain the pleasure and
blessings of the Creator.
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Self Assessment Exercise
 Define the term“Riba” and highlight some Qug&nic verses which
condemns its practice.

3.5 Evils of Usury(Riba)

Islam frowns at, forbids and condemns usury or@siin the strongest language
because of its attendant evils to the partnergtandociety in general. According to
Zeno, the wisdom behind the prohibitionRiba is that

. It sows the seed of enmity between individuals, dasdtroys the spirit of mutual
help and aid between them.

. It leads to the formation of a leisure class, whildes no work at all, yet money
piles up and concentrates in their hands with rioriebn their part, so that they
become the economic equivalent of parasites, wgicws, and relishes at the
expense of others.

. Riba has been and remains a major instrument of cdismaand imperialism (in
fact of neo-colonialism), it is said that impersa follows in the wake of traders
and priests. We have known the damage of usurgrirescountries’ colonialism.

. Riba is the appropriation of people’s wealth withoutmgensation, which is
prohibited, by the Prophet (Muslim).

‘Urwa Al-Barigi narrated that the Prophet gave hiliaar to buy a ram or a goat.
He bought two goats with it, sold one of them foDaar. So, he invoked a
blessing on him in his business dealings, and tesuah that if he had bought the
dust he would have made a profit from it (Bakh

Self-Assessment Exercise
Highlight the evils ofiba.

3.3 Process of Transformation of Islamic Banking

In their bid to establish result-oriented and ddde Islamic banking, some Muslim
scholars and economists embarked on significant r@helvant research works.
Although many approaches were suggested in diffguamsdictions to authorize
Islamic financial services, two distinctive apprbes seem more appealing. These
are (i) a policy framework that requires legal refie and distinct licensing
initiatives; and (i) a market-driven financial engering that encourages the
development ofShaf*ah-compliant products and services within the exgstiagal
and licensing regime.

The policy framework of Islamic Research and Tragninstitute stipulates three
types of governance structures. These includefladiged Islamic banks, either
newly licensed or converted from conventional bangsmic banking windows of
conventional banks; and Islamic banking subsidsaoé conventional banks either
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newly established or converted from existing Islamindow. It is to be noted that
Islamic window is a conventional, self-containedaficial institution; but self-
contained inShari‘ah-compliant deposit-taking, investment, financingd afund
management activities. On the other hand, the ilmhengineering approach adopts
the policy of allowing conventional institutions edfer Shai‘ah-compliant services
alongside their conventional banking services. Mwueg, it permits full Islamic
window operations as well as full-fledged Islamgr\sces as long as they are able to
meet the terms of the existing banking regulatidnsorder to ensure compliance
with regulatory mechanisms, supervisory authoritedsee necessary steps to ensure
that internalShag*ah-compliant system is respected.

Self-Assessment Exercise
* Examine the two distinct approaches to Islamiaritial services.
» Assess the three governing structures of the fsemation of Islamic
banking.

4.0 Conclusion

Based on the above discussion, the practising espkfdy informed Muslims
abhor usury and its relations because Islforbids it and promises various
punishments for involvement in any illegal socranisactions and anything that has
to do with usury. Various elements of the growthisédmic Banking; the policy of
sharing gain and loss, as well as the three tygetgrnance structure of Islamic
banking are excellent and most desirable. It gagbhdr to survey the process of its
transformation, identifies the evils Bfiba, and as well analyzes the three distinctive
approaches to Islamic financial services. Moreoveldemonstrates how Islamic
banking can work hand-in-hand with conventional Kiag without involvement in
usury.

5.0 SUMMARY

1. The underlying philosophy behind the prohibita@rusury in Islam are mainly to
protect the interest of the less privilegediuce poverty and promote love and
human welfare;

2. The establishment and operation of Islamic bamnkinderscores the elements of
development, governing arrangement, procefsuigformation and consolidation;

3. The evils oRiba are extremely inimical to those who take it andraually to
those who benefit from it as well as the siygie

4. The importance of the Glorio@ur’an and Apostolic Traditions as the basic
sources of Islam, including Social Transa&jarannot be underestimated; and

6.0 TUTOR-MARKED ASSIGNMENT
« Examine the reasons behind the prohibitioRiliz in Islam.
» Assess the importance of Islamic banking industry.
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1.0 INTRODUCTION

In the last unit, you have been acquainted with ubage of the terRiba” its

prohibition, and the transformation of Islamic bemgk In this unit, you will be
acquainted with the conceptual framework of Islam&urancgTakaful), its nature,
its principles and challenges.

2.0 OBJECTIVES
At the end of the unit, it is expected that youldde able to:
» Analyze the conceptual framework of Islamic Inswe(T akaful).
» Assess the nature and principles of Islamic Inszgan
» ldentify the challenges of Islamic Insurance.

3.0 MAIN CONTENT
3.1 Conceptual Framework of Islamic Insurancg Takaful)

A't-Takaful” is the Islamic word equivalent of the English tdmaurance. It
implies an arrangement whereby a group of peopteegigon mutual co-operation,
solidarity and brotherhood, to contribute genuinlya contract and share a certain
risk or catastrophes that may arise. It 8hai‘ah-compatible risk intermediation.

However, the principles of Islamic Insurance aréfedent from that of
conventional insurance which Ribaz oriented. It is widely believed in Islam that
conventional insurance is against the injunctidnislamic Law.

As a conceptual frameworka't-Takaful is acceptable Insurance system
because it does not derive its profits at the oheint of others and there is limitation
to the elements of uncertainty as far as compensatid subscription are concerned.
In order to assist those who are in need of asgis{a@very policy holder is expected
to pay his or her subscription promptly. This isnad at dividing losses and
spreading liability according to the community goglsystem; hence, it falls under
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donation contract. Moreover, according to Islamicists, the policy holders are
obliged to co-operate among themselves in ordgsréonote their common good.
Generally, Islamic Insurance must be totally freenf any element of usury,
uncertainty and unjustified enrichment or risks.

Self-Assessment Exercise
» Discuss the conceptual framework of Islamic Banking

3.2 The Nature of Islamic Insurance Takaful)

It is noteworthy that the nature of the principtdsTakaful is fundamentally
different from the principles of conventional inanoce. While the nature of the
principles of conventional insurance is based @lhsiness-like, profit at all cost-
nature(Riba) of the western policy- makers and policy holdéms, Islamic Insurance
is guided by welfare-concern, constant-consciouspéf\llah (Tagwa) and the Day
of Accountability (Yawmul-Qiyymah). Hence, the operations dfakazful must be in
compliance with the principles ddhat‘ah; failure to abide by the principles of
Islamic Insurance renders its operation invalidl] and void, and contr&unnah
Generally, the operations of Islamic Insuranceaiselol on the governing principles of
profit and loss sharin@Mudarabah)financing technique.

Self-Assessment Exercise
* Analyze the nature of Islamic Insurance.

3.3 Principles of Islamic Insurance(Takaful)

There must be no hindrance to any of the contrhgladies or beneficiaries
from claiming the benefits over the policy. It isnflamental to recognize the
legitimate wealth of every policy holder. Since tbdhe policy and benefits of the
policy are legitimate wealth of the policy holdew room could be created for
cheating. It is a policy of mutual co-operationlidarity and brotherhood. Insurable
interest must exist between the policy buyer aedotioposed beneficiary because the
absence of an insurable interest is solely for,gainch is contr&Sunnah Generally,
in the field of insurance practices, the agents thedbrokers are the contributors to
the development of insurance practices in the camialesocieties, in tandem with
the basic general principles of contré&l-‘Uqad). An insurance policy is a financial
transaction which binds both the operator and #réigypant. Although, it is good to
set the age of the contracting party at the agenajority or puberty(Rushdor
Balaghah),some jurists do not agree with this view.

Self-Assessment Exercise
» Evaluate the principles of Islamic Insurance.
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3.3

Challenges ofTakaful and ReTakaful Services

A myriad of vital challenges confront Islamic Inance Industry and are calling for pro-
active; collective and urgent attention. Theseudel

()

(i)
(iii)
(iv)

(V)
(vi)

(vii)

(viii)
(i)

Non-availability of highly-rated companies both ides and outside of the
Islamic insurance sector. It should be acknowledipad Islamic re-insurance
depends largely on acceptable assets for investment
Adequate awareness campaigns and marketingabdéiful and ReTakaful
services and products are still lacking.
At times, investment products are offered withldittor without Takaful
coverage.
Inclination towards a conventional insurance model.
Non-availability of a supportive legal regulatorginework.
Islamic Insurance Services providers face difficutt competing favourably
with conventional insurance providers. Consequentgnificant global
development is yet to be recorded, especially irsiIMuminority areas. Along
that line, attempts to up-dalekaful related laws with a distinctive and legal
framework could be a Herculean task.
Lack of universal terminologies as well as a seofesnresolved jurisprudential
issues pose more serious problems in the Islansigrémce sector than in any
other Islamic Financial Services Industry.
Inability to meet the speed of technological depeient in the Islamic
Insurance sector with such development in the gémearket place.
Short supply of long-dated sovereign antpooate Islamic Financial product,
in which funds collected by Islamic Insuca companies can be invested. In
essence, the available financial assetsataadequately match the long-time
nature of the risk of Islamic Insurance tcacts.

(x) Utilization of funds of the participants or g} holders in a manner that

contradicts good governance of the compatlyimvislamic insurance segment.

(xi)Unresolved jurispruder(Figh) issues, such as lack of common understanding

of certain basic foundations, standard financiahtiarts and products, direct
discussion on partner’s liability; lack of agreemen permissibility of some of
the lease contracts as well as differing attitudesrds hedging techniques.

(xii) Inadequate number &hat'ah experts in banking and finance, and regulators.
(xiii) Non-universal agreement on the principledstdmic asset-based financing

contracts.

(xiv) Non-enabling supervisory framework that caoypde sufficient, credible and

(ix)

more supportive supervision and regutati@at have room for its specificities.
These include risk management; transggrand disclosures; corporate
governance; and internal control systdigsidity support; investment
opportunities in sovereign issues; engusumpportive legal system and tax
neutrality. Others are appropriate treatinod investment accounts for
mandatory reserves and capital requiresnent
Problem of credibility and sustainability.
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Self-Assessment Exercise
* Enumerate ten challengesTakaful and reTakaful.

4.0 CONCLUSION

A careful study of this unit reveals that Islamitsiirance is acceptable, dynamic,
focused and result-oriented. It is naturally andngicantly different from
conventional insurance. It consciously avoids usang fraudulent practices. On the
other hand there are myriads of problems thatagid the industry which constitute
impediments to its growth and are begging for piwacand collective solution in
order to sustain its existence.

50 SUMMARY

1. A't-Takaful, is Shat*ah compliant Insurance system.

2. It is based on the guiding principles of profit alubs sharing financial
technique, brotherhood, solidarity and mutual-cerapon;

3. Although, it has a myriad of challenges, these lvarsolved collectively and
pro-actively in the interest of Islam, the conttedtparties and the society.

6.0 TUTOR-MARKED ASSIGNMENT

. Consider the significance of the conceptual franméwaf Islamic Insurance
(Takaful).
. Identify some of the major challenges facing Iskanmsurance industry and

proffer possible solutions to the probems.
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2.0 INTRODUCTION

That Allah has made trade lawful and heshibited Ribz; and that Muslim
Jurists and economists have formulated policies #mcourage development of
lawful production and services cannot be oversti@sdhis unit is intended to
acquaint you with the qualification requirementsTakaful operators, guidelines for
participating in its operation, conditions for leggalization as well as its regulatory
framework.

3.0 OBJECTIVES
At the end this unit, you should be able to
> Analyze the qualification requirements of akaful operator
» State the guidelines for legalizationTdkaful operation
» Assess the regulatory framework for a famikaful

3.0 MAIN CONTENT
3.1 Qualification of the Two Parties toTakaful Operation

Generally, two main parties are involved in theragien of Takaful business.
They are th@ akaful operator{Dhamin) and theTakaful participant, otherwise called
Takaful contributor (Mua’mman ‘Alayhi). A Takaful operator is a Muslim who
provides an indemnity or financial security agaiastunexpected catastrophe or an
accident in consideration of contributions paid the Takaful participant. In the
Islamic perspective, the insurer is thakaful operator while the insured is the
Takaful participant orTakaful contributor. Logically, the operator dfakaful is the
dominant party over the entire policy. There isigtifiable apprehension that should
a non-Muslim be permitted to becorakiful operator, he can abuse his dominating
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capacity by contraveninghai‘ah provisions and mislead the contributors and
bastardize the rules and regulations.

Self-Assessment Exercise
Analyze the qualifications of the two parties tbBakaful operation.

3.2 Guidelines for Participation in a't-Takaful

According to the policy ofa't-Takafu| the participant or the contributor
(Mua’'mman ‘Alayhi)eventually becomes the insured against a defilskde pays
certain contributions regularly for the purposdudtire security of the subject-matter
at risk. On the other hand, thEakiful operator undertakes to indemnify the
participant (the insured) in consideration of tladpcontributions against damage or
loss caused accidentally the subject matter opttiey.

Naturally, everybody has the common right to byyolcy for the material security
of life, business ventures or property which isiatoreseeable risk or danger. This
common right is vested by the GlorioQair'an on every participant (Chapter 5: 2).
However, certain people can be restricted or didtech from buying or having a
policy in order to sustain the basic objective aftoal co-operation, solidarity and
brotherhood in order to avoid putting themselvés difficulty (Qur’an 2: 185).

Moreover, a minor can be excluded from particigatin Takaful and from being
entrusted to manage his own property until he erlsds reached the age of puberty,
prudence or maturity according to the portion & thloriousQur’an which states
that
You should not give your property which Allah haseanp to you as a
means of support to those who are weak of undatistgnbut feed
them from it and clothe them and speak to them wofckindness and
justice. And test the intelligence of the orphansldhey attain the age
of marriage (maturity). Then if you perceive soyndgement in them,
deliver their property to them. You should not amme it wastefully
and extravagantly against their growing up. Whodserich, let him
abstain from taking wages; but if he is poor, leh lhave for himself
what is just and reasonable. And when you wantelease their
property to them, call witnesses in their presenskah is Self-
Sufficient in taking accountur’an 4: 5-6).

Hence, the qualification of minor can be determittedugh the calculation of his or
her calendar year or puberty (physical maturitithaugh the opinions of the jurists
vary between fourteen and nineteen years for makesyell as twelve and fifteen
years for females.
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Self-Assessment Exercise
. State the guidelines for participationTiakaful

3.3 Conditions for Legalization ofTakaful Operation
According to some Muslim scholars and nexoists, before operation of
Takaful can become fully legal, certain conditions musfud@led. These include

(i)

(i)
(iii)
(iv)

(V)

(vi)

(vii)

(viii)

Registration under a specific act of the countryy.ethe Central Bank,
an Islamic body or an institution in respect of amgss of business or
both;

Availability of adequate or a specific minimum dspaequired by the
Act in respect of it;

Ability to maintain, at all times, a surplus of atsover liabilities of not
less than amount as may be prescribed from tinientg

The company should be a membeiTakiful associations approved by
the country’s Governor of Central Bank or Ministlar Finance,
provided that this paragraph shall not apply wsith an association is
established;

Provision of contractual capacity in the generai@ples of commercial
contractq‘Uqud);

The Takaful operator must be a Muslim in his capacity as aividual,

a company, partnership or a society which regulttes activities that
are based on the rulings of Islamic Law;

The restriction of the position dfakaful operator to a Muslim is based
on his sacred duty of sustaining public interespeeially to ensure a
fair co-operation in th@akaful practices;

The underlying philosophy behind the mandatoryriegin lies partly
on the duty of Takaful operator to sustain mutual-co-operation,
brotherhood and solidarity among the contractualigs while putting
unforeseen risk in proper perspective.

Allah has declared that

The believers should not take unbelievers for ftiercept the believers,
if anyone does that, he will not receive help frattah, except by way
of precaution, that you may guard yourself frormth@ur’an 3: 28).

Give bad news to the hypocrites that there is afpachastisement for
them. Those who take disbelievers for friends nmatthen the true
Muslims, do they seek for might from them? Mightedy belong to
Allah (Qur'an 4: 139).

It is noteworthy that, as a demonstration of Istampirit of sincerity and
avoidance of anything that can jeopardize the @steof Islam and the Muslims, it is
justifiable to disallow a non-Muslim from dominemgi role over the participant.
Notwithstanding, a non-Muslim seeker of help oroperation from a Muslim may
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not be rejected. This could soften the heart abaMuslim to Islam. He could come
under a destitute as long as he is not antagomdstgtam and the Muslims.

It is interesting to note that if any company whielgisters under a law that is
not Shar'ah-compliant wishes to operafeakaful activities can be grantetlakaful
licence. However, this should be pre-conditionedths express admittance that it
will establish a separate, complefeakaful unit whereby all its activities,
management, principles, including material aspeet @ntrolled by the Muslim
operator ofTakaful in accordance with Islamic injunctions.

Self-Assessment Exercise
. Assess the qualifications for legalizationTatkaful

3.4 Regulatory Framework of Family Takaful

Family Takaful simply means an Islamic financial technique uralenyg to
provide a financial security for the widows, orphasnd other dependants of the
assured (deceased) against an unforeseeable fhansk. The conventional
insurance falls outside the realm of Islam becatusenot free from usury or interest
(Ribz) and other un-Islamic elements, according to thiamg principle of
inheritancgMirath) and bequegWasiyah).

The central idea of the model of an Istalife insurance is not to safeguard
the life of the assured but that of his or her del@ts. The nominees are appointed
by the assured. They are not absolute beneficiatiesnere trustees who receive the
benefit of the deceased and distribute them ambeadeirs of the deceased in line
with the principles of inheritance and request.

It is instructive to note that upon thmaturity of the policy period, if the
assured is still alive, he or she has no right ltant from the insurer the paid-
premiums, the share of profit made over the paawum, dividend and bonus
according to the company’s policy in addition tal@anation from the company’s
charitable fund, and according to the financiatustaof the beneficiaries. Any cause
of death of the assured matters; as long as hieeohas been certified dead, does not
disqualify his or her heir (s). Therefore, life unance is a policy of a social
transaction whereby none of the beneficiaries il deprived as a result of any
criminal act by the assured, e. g. suicide or bé&iligd as a result of wrongful act.
Since the agent in a life insurance policy worksthe company, he is not entitled to
a salary out of the premium of the assured. Haenabhe policyholder himself has
an insurable interest if he is alive when the poperiod has expired.

Self-Assessment Exercise
Discuss the regulatory framework of familgkaful.
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4.0 CONCLUSION

In the above discussion, we have analyzed thefoadions for theT akaful
operation; discussed the guidelines for legaliratibTakaful operation; and stated
the regulatory framework for Familyakaful.

5.0 SUMMARY

1. TheTakaful operator{Dhamin) has its qualifications for operatifigkaful which
are different from that of the participant

2. The common rights whichakafulaffords to thelakafuloperator and the
participant is divinely invested by Allah, tBeeator, although that of the minors
is until they reach the age of majority.

3. The conditions for legalization dBkafulare for the protection of the interest of
theTakafuloperator and the contributor, the economy andtlogety.

4. The regulatory framework of Familyakafulis designed to protect the interests of
the orphans, the widows and their dependants.

5. The Sudanese experience should be imitatednamebved upon by the Muslim
institutions, organisations and states thatyat to attain the level. Otherwise,
they should begin the modern approach to lisl&uacial Transactions.

6.0 TUTOR-MARKED ASSINGMENT
» Analyze the qualifications, duties and rights of Ttakafuloperator and
participant.
= Assess the significance of the regulations on Igldnsurance.
= State the operation of Familyakaful.
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