SH 1003 – Topic 2 – Murabahah
	Definition
	Literally - derived from the word ‘ribh’, which means profit or gain
technical term - the sale of a commodity at the price the seller has purchased it, with the addition of a stated profit known to both the seller and buyer. 
a cost-plus-profit sale in which the seller expressly discloses the profit

	Legality

	Al-Quran

1. “And Allah has permitted trade” [2:275],

2. “O you who believe! Eat not up your property among

yourselves unjustly except it is a trade amongst you, by mutual consent” [4:29].

As-Sunnah

analogous to tawliyyah. Prophet (pbuh) purchased a female camel from Abu Bakr r.a. for use as transportation to migrate to al-Madinah. Abu Bakr wanted to give it to the Prophet (pbuh) free-of-charge and the Prophet (pbuh) refused and said, “I will preferably take it at the acquisition price.” 

	Nature of murabahah
	· Murabahah sales are endorsed by the shariah

· Seller to purchase goods from supplier upon request by a prospective buyer with the intention to affect a sale after taking 
      ownership of the goods to the perspective buyer

· Muarabahah is one type of amanah-based sales

· Elements of trust in murabahah if breached give rise to cancellation by buyer

· Price of the sale: cost + profit margin


	The practical steps
	First: The client and the institution sign a master agreement whereby the institution promises to sell and the client promises to buy the commodities on an agreed ratio of profit added to the cost.

Second: When a specific commodity is required by the client,

the institution appoints the client as his agent for purchasing the commodity on its behalf, and an agreement of agency is signed by both parties.

Third: The client purchases the commodity on behalf of the institution and takes possession as an agent of the institution.

Fourth: The client informs the institution that he has purchased the commodity on its behalf, and at the same time, makes an offer to purchase it from the institution.

Fifth: The institution accepts the offer and the sale is concluded whereby the ownership as well as the risk of the commodity is transferred to the client.

* the parties involved have different capacities at different stages as

	Answer to Allegation on Validity 


	1. There is no element of riba in murabahah - it is not money lending transaction but a sale

2. accepted and known from the early period of Islam

3. not similiar to inah

4. x constitute " one sale in two sale"

5. x involve selling sth x in one's possession 

	Hamish Jiddiyah

	Security deposit

Show that the orderer is serious in his demand
If decline, actual damage – reimbursed from HJ



	Arboon


	Earnest money

If decline, the seller take the full amount



	Cost Price NOT

DISCLOSED
	Hanafi: contract is valid but the buyer has option tocancel

Maliki: contract is valid but when seller deduct the price, buyer has to take the goods but if seller refuses to deduct, buyer has option to cancel

Shafii and Hanbali: contract is valid but the seller is under the duty to deduct the price, is so buyer has no option

	Higher price charged for goods sold in credit sale
	Hadith Abdullah ibn Amru ibn al-Ass: purchase of one camel for the state (Prophet) to paid with 2 camels payable in future

	Issues 1

Interest rate as benchmark


	transaction fulfils all of its conditions, 
merely using the interest rate as a benchmark for determining the profit of murabahah does not render the transaction as invalid
cannot be considered desirable

	Issues 2

Promise to purchase
	binding effect of promise

- to the Maliki this leads to Inah sale i.e doctrine of binding promise is not applicable

- others rely on doctrine of binding promise

Islamic Fiqh Academy - promises in commercial dealings binding on the promisor with the following conditions:

i. It should be a one-sided promise.

ii. The promise must have caused the promisee to incur some liabilities.

iii. If the promise is to purchase something, the actual sale must take place at the appointed time by the exchange of offer and acceptance. (Mere promise itself should not be taken as the concluded sale.)

 

	Issues 3

Security 

	No security can be asked from a person who has not incurred a liability or debt 
financier asks for a security after he has actually sold the commodity to the client and the price has become due to him
However - permissible that the client furnishes a security at earlier stages, but after the murabahah price is determined

	Issues 4

Guaranteeing

	Whether the guarantor can charge a fee or not 
classical scholars  - unanimously agreed that a guarantee is a voluntary transaction and no fee can be charged

on a guarantee

contemporary Shariah scholars - charge a fee to cover expenses incurred in the process of issuing a guarantee

	Issues 5

Penalty of Default
	bank can charge one per cent from the total outstanding amount or the actual loss as compensation
charged once and not compounded

* the amount shall X form part of the income of the bank

	Issues 6

Rollover
	murabahah is not a loan 
against the principles of Shariah



	Issues 7

Rebate
	“da’ wa taajjal” (give discount and receive soon).
Majority - do not allow it if the discount is held to be a condition for earlier payment.

Permissible - if  not taken to be a condition for earlier payment and the creditor gives a rebate voluntarily


	Issues 8

Rescheduling
	installments are rescheduled, no additional amount can be charged for rescheduling. 
The amount of the murabahah price will remain the same in the same currency 



What are the factors allowable in determining murabahah profit? Currently most banks use market rate in determining this profit. Are there alternatives? [15 marks]

Ali lives in Egypt and has been running his own export and import business for the past 5 years. He has a friend, Mustafa who works in Malaysia with whom he has always been in contact. One day in July 2007, Ali faxed Mustafa a letter asking him to buy for him (Ali) 50 units of Acer computers and have them shipped to Egypt. Mustafa went the next day to one computer shop at Embee Plaza in KL and purchased 50 units of Acer computers for 25,000 Malaysian Ringgit to be paid fully within one week to the vendor. Later that day, he contacted Ali by telephone informing him of the purchase. He also told Mustafa that in order for him to ship those computers to Egypt, Ali needed to affect a Telegraphic Transfer of a sum which is equivalent to 35,000 Malaysian Ringgit to his (Mustafa's) account held at Muhibbah Islamic Bank in KL within 2 days. No news was heard of Ali after that telephone conversation, and now 2 weeks have passed since, the money has not been transferred to Mustafa's account. The computer vendor on the other hand has been chasing Mustafa for the full payment of the computer purchase. Advise Mustafa of his rights in accordance with Islamic Law of

transactions, as against Ali, if any. [6 Marks]

During his stay with his brother in KualaL umpur Ali a trader from Yemen decided to buy a newly developed house in Cheras in the outskirt ot f the City. He approaches your bank to apply for a housing financing based on Murabahah concept. Explain to him the necessary steps that need to be followed in  a Murabahah transaction.

Discuss the possibility  of using urbun in murabahah in its two stages (stage of promise and stage of purchasing). (4 marks)
