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INTRODUCTION

sl el il

Al Hamdulillah who has elevated man to the status of “Ashraf-ul-Mukhlugat” the most exalted of His
creation. And may His salutations and blessings be upon His Slave and Messenger Muhammad (PBUH)
whom He sent for the guidance of all mankind and their rectification.

Among the salient features of the distinction of man is the way in which he fulfills his needs and
requirements. The entire animal kingdom other than man either find their sustenance and needs readily
available, or by aggression of the stronger species over the weak, bereft of any manifestation of justice,
equity or mercy.

Man on the other hand, in the amazing scheme engineered by Rabbul ‘Alameen, finds his substance and
needs fulfilled through interactions with others, generally by means of commercial transactions through
the medium of currency or commodity. Shari’ah has gifted us with the methodology of these transactions
replete with justice, equity, and accuracy. Thereafter, Allah Ta’ala continues to inspire mankind through
the medium of intelligence and experience within the parameters of Shari’ah, to adapt to unlimited
dynamics of a myriad of circumstances and ever-increasing complexity, operating and transacting in an
increasingly excellent manner! Such are the favors of Allah Ta’ala upon mankind for which he should
reflect and be grateful!

As such, finance and accounts are not merely operational and academic subjects, but clearly among
Allah Ta’ala’s major blessings and distinctions that He has granted man, “teaching him what he knew
not” ! by Revelation and inspiration.

Therefore, let us embark on the study and implementation of this module in the light of reflection and
gratitude to Almighty Allah who has favored us over much of His creation with such sublime knowledge
and practice, ameen!
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SOURCES OF FINANCE

Islam encourages austerity and simplicity in business, in much the same manner that it encourages a
Muslim to be austere and simple in his overall life style.

Therefore, business expenditure and budgets should be prepared in a manner that reflects simplicity and
avoidance of Israaf.?

Keeping this in mind, the magnitude of a business and its operations should be planned as per resources
available to the owner(s), while maintaining avoidance of debt as far as possible. 3 Initial seed capital
should be Halal, and the owners must consult a Mufti or Dar-ul-Ifta # if there is any doubt. It is vital that
the line and nature of the business itself is in accordance with Shari’ah. ®

NATURE / TYPES OF BUSINESS

The ownership structure and nature of business must be defined and documented. ©
There are three basic structures prevalent in contemporary business settings:

i.  Sole Proprietorship: Sole proprietorship is a form of business where one person owns all assets of
the business.’

ii. Partnership: Partnership is an association of two or more persons to engage in a business as co-
owners for profit.®

iii. Limited Liability Company: Owners may or may not actively participate in the organization's
management and are protected against personal liability for the organization's debts and
obligations. The matter of Shari’ah status of Limited Liability Company has been under discussion
among Ulama. Therefore, the concerned organization should consult a Shari’ah advisor or Dar-ul-
Ifta.

QARD

Qard (Loan) should only be taken when absolutely needed and with the firm intention of repaying it. A
Hadith states: ° “Whoever takes a loan not intending to return it, is a thief!” (Ibn e Maja / 2/805)

i.  Terms of the loan such as; its amount, date of grant and repayment, should be put into writing and
signed by lender and borrower in presence of two witnesses. 1°

ii. Loan of homogenous (mithli) goods is permitted. However, these transactions should be undertaken
under the supervision of a Shari’ah Scholar (Alim / Mufti).

iii. Any direct or indirect benefit taken by the one granting loan from the one receiving it is Riba! 1

iv.  Shari’ah considers Qard a liability, payable on demand at any time. Hence, the lender may demand
the loaned amount even before the agreed date, and the borrower would be liable to pay. ?

V. Delaying in returning a loan is prohibited. 3 Abu Hurairah (ws < s2)) narrates a hadith: “Delay of
payment by a person who has the means to pay is injustice!” (Sahih Bukhari). Abdullah lbn Umar
(«s 4l o2)) Narrates a hadith: “Every sin of a martyr shall be forgiven except the debt!” ** However,
this does not apply to the defaulter who is without means or genuine excuse.®
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According to Quran: “If there is one in (financial) difficulty, then (the creditor should allow)
deferment till (his) ease, and to forgo it as alms is much better for you, if you were to really
understand!” (Al Bagarah, 280)

b. According to Hadith: Abu Hurairah («c <1 s2)) narrates a hadith: “Whosoever gives respite to a
borrower who is in difficulty, or forgives him altogether, Allah Ta’ala will give such a person refuge
under the Shade of His Throne on the day when there will be no shade other than His!” (Sunan
Tirmithi # 1306)

c. A person who is in fact unable to repay a loan is entitled to receive Zakat for clearing his debt. 1©

DHAMAAN (GUARANTEE)

i. A contract of guarantee is permissible in contracts of exchange, for example a contract of sale, or
contract of rights, such as rights of intellectual property.

ii. Shari’ah recommends documentation of contracts, whether in a simple written form or in the form
of official documents, provided all the essential information is documented. *’

iii. Personal guarantee:

a. It is permissible to stipulate that a customer should provide one or more guarantors to secure the
debts owed by the customer.

b. It is permissible to fix the duration of a personal guarantee.

c. It is not permissible to take any remuneration for providing a personal guarantee, or to pay a
commission for obtaining such a guarantee. Taking any benefit against a guarantee is not
permissible even if it is not in the form of fees.

d. A guarantee may be given for debts even if the exact amount of the debt is unknown. Similarly, a
guarantee may be given for a debt that will arise in the future.

RAHN (SECURITY DEPOSIT)

i. Price of pledged asset should be according to its actual value.

ii. It is permissible to stipulate that at, or before, the conclusion of a credit transaction, the customer
shall provide a security deposit against payment, while possession of the deposited asset will not
prevent the demand of payment when it becomes due.

iii.  The contract of security deposit is binding on the debtor who provides it. The debtor cannot revoke
the contract even though the said asset is not in possession of the creditor. However, acceptance
of the security is not binding on the creditor and he may disclaim his right if he so wishes.

iv.  The death of either the pledger or pledgee of the security will have no effect on the continuity of

the pledge, and the heirs shall replace the deceased in giving and receiving the benefit of the
pledged security. Note: Certain types of securities are formed in financial institutions that do not
qualify as pledge (Rahn).
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CONDITIONS RELATING TO A PLEDGED ASSET

The pledged asset must have a monetary value and may be lawfully owned and sold.

It should be identifiable by some distinguishing mark, name or description, and can be delivered to
the creditor.

The creditor retains a pledged asset on a trust basis.
Utilization of pledged asset:

It is permissible for the pledger to use the pledged asset with the consent of the pledgee. However,
the pledgee (creditor) is not permitted to use the pledged asset even if the pledger has given his
consent. (Shari’ah Standard 5: Guarantees: Accounting and Auditing Organization for Islamic
Financial Institution)

CREDIT SALE

Vi.

Vii.

Credit transactions are allowed by Shari’ah.
Credit amount is considered a debt due on the buyer.
Time of payment must be defined in a credit transaction.

A higher price may be charged on a credit transaction than charged on a cash transaction on the
same item. However, one specific price must be agreed upon at the time of transaction.

Delay in payment with mutual consent is allowed.

In case of payment before the agreed date, a concession in price with mutual consent is allowed,
but it must not be stipulated in the contract.

To delay payment of a debt without a valid excuse is a sin.

MUSHARAKAH (PARTNERSHIP)

c 9

o

Definition: The literal meaning of Musharakah is sharing. It is defined technically as a joint
enterprise formed for conducting a business in which all partners share the profit according to a
mutually agreed ratio while the loss is shared according to the ratio of the contribution.

Musharakah is a written contract between partners, and every partner should have a copy thereof.
It must be ensured that the contract is free from:

Riba; *°
Qimar;
Gharar; *°
Fraudulent misrepresentation;
Mistakes. 2
The following are essential elements that must be included in a Musharakah contract:

Amount and percentage of capital/ investment.
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Profit / loss ratio should be defined as per Sharia rules. %

A fixed amount of return cannot be guaranteed to any or all of the partners. Returns must be
based on profit ratio. 23

Profit ratio of active partner can be above his investment ratio. 2#However, loss ratio must be in
accordance with investment ratio. %

Sleeping partners are not allowed in the service industry.
The sleeping partner cannot withdraw more than his investment ratio of profit. 2
Roles and responsibilities of partners must be defined in the contract.

If capital contribution is in kind, valuation of the kind should be based on fair market value agreed
among the partners.

Partner (as a partner) cannot receive any salary or lump sum amount except his/ her profit.
However, if the active partner wants a salary, then it should be decided in a separate employment
agreement.

If a partner of a service industry wishes to contribute capital or assets to the company as a sleeping
partner, a Shari’ah advisor or Dar-ul-Ifta should be consulted.

The method of dispute dissolution should be defined in the contract.

In case of death of any partner the partnership is dissolved and the deceased partner’s share from
the partnership should be distributed to his heirs as per Shari’ah. Alternatively, the heirs may be
made partners in place of the deceased person by means of a new agreement with the former
partners.

If a new partner is entering into a running business, the total worth of the business must be
evaluated to ascertain the worth of each share. This process will identify the price of the share the
entering party intends to purchase, or what percentage of the business will his contribution of
capital represent.

Note: A formula for dealing with the share of a deceased party must be in place and agreed upon among
the partners from the onset of the partnership. This should be undertaken in consultation with a Shari’ah
advisor or Dar-ul-Ifta. This is an issue of utmost importance in any partnership, particularly a large
business. Failure to address this issue obviously can, and usually does, have catastrophic repercussions

MUDHARABAH

Definition: Mudharabah is a partnership where one partner contributes capital to another for a

commercial enterprise. The investment comes exclusively from the first partner who is called “Rabb-ul-

Maal” while the management and effort is the exclusive responsibility of the other partner, called

“Mudharib”. The profit generated is shared according to a predetermined ratio. %’

TYPES OF MUDHARABAH

There are 2 types of Mudharabah namely:
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Vi.

Vii.

viii.

Xi.

Xii.

Xiii.

Al-Mudharabah Al-Mugqayyadah: Rabb-ul-Maal may specify a particular business, place or time
for the Mudharib, in which case he shall invest the money as specified by the Rabb-ul-Maal. This
is called Al-Mudharabah Al-Mugayyadah (restricted Mudharabah).

Al Mudharabah Al-Mutlagah: Rabb-ul-Maal gives full freedom to Mudharib to undertake
whatever business he deems fit, this is called Al Mudharabah Al-Mutlagah (unrestricted
Mudharabah). 2

Mudharabah agreement should include all conditions, terms, parties, kind of Mudharabah, ratio,
duration, and subject of Mudharabah, etc. ?°

Mudharib will not share in a loss, as loss sharing is to the extent and ratio of investment and the
Mudharib does not have an investment in the Mudharabah. However, if losses are a direct result of
the Mudharib’s negligence or misconduct, he will be responsible for the loss to the extent of his
negligence or misconduct.®

A fee or salary for managing a Mudharabah is not allowed. The Mudharib however may be allotted
a daily allowance for accommodation and travel related to the Mudharabah outside his city, or a
conveyance allowance in a big city as an expense to the Mudharabah.3!

Profit distribution of a Mudharabah with financial institutions should be from the gross profit,
whereas the profit distribution of a Mudharabah between individuals is from the net profit of the
business only.3?

The basis for profit distribution in a Mudharabah between individuals cannot be based on sales
proceeds. Distribution will only be made from the actual net profit of the business.

Mudharib has to maintain books of accounts to determine profit / loss accurately.

In the case of an unrestricted Mudharabah, the Mudharib can enter into another Mudharabah
agreement with the Ra's Maal (capital) of the first Mudharabah.

If the agreement between Rabb-ul-Maal and Primary Mudharib were to share all profits earned by
the Mudharib, Rabb-ul-Maal would be entitled to the share in profit earned by the Primary
Mudharib after distribution to Secondary Mudharib.

If the agreement between Rabb-ul-Maal and Primary Mudharib were to share any profit earned on
the investment, Rabbul Mal would be entitled to a share in the whole profit earned by the Primary
as well as the Secondary Mudharib.

If a Mudharabah is formed in various business units that have their own set of accounts, the profit
and distribution of profit of each business unit will be independent of the other business units.

If the Mudharabah is not limited to a specific time period, losses of subsequent months will be
compensated with the undistributed profits of previous months, or within the specified time period.

If a company intends to enter into a Mudharabah partnership, it must undertake the necessary
instruction /training from a competent Shari’ah advisor, Mufti, or Dar-ul-Ifta.
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USES OF MUSHARAKAH / MUDHARABAH:.
i These modes can be used in the following areas (or can replace them according to Shari’ah rules).
ii.  Asset Side Financing:

a. Short/ medium/ long - term financing

b. Project financing

C. Small and medium enterprises setup financing

d. Large enterprise financing

e. Import financing
f. Import bills drawn under import letters of credit
g. Inland bills drawn under inland letters of credit

h. Bridge financing

i. LC without margin (for Mudharabah)

j- LC with margin (for Musharakah)

k. Export financing (Pre-shipment financing)

l. Working capital financing

m.  Running accounts financing / short term advances
iii. Liability Side Financing:

a. Current, saving, monthly income investment accounts (deposits giving profit based on
Musharakah / Mudharabah with a predetermined ratio);

b. Securitization for large projects (based on Musharakah);

C. Islamic Musharakah bonds.

CONTRACT OF ISTISNA’

Definition: Istisna’ is technically a sale transaction of a commodity before it comes into existence. This is
the form of transaction used when placing an order with a manufacturer to manufacture a specific
commodity for the buyer. The manufacturer provides the material needed to manufacture the goods
ordered. 3

i Before the actual manufacturing begins, either of the parties may cancel the contract after giving
notice to the other. 3*

ii. Pricing terms must be clear and agreed upon.
iii. Description of goods must be clearly specified. 3°

iv.  Time period for delivery of goods must be agreed upon, be it a one time delivery or in installments.
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V.

Vi.

Vii.

viii.

a.

The re-sale of the subject matter of Istisna’is not permissible until completion of the manufacturing
and actual possession of the buyer.

Istisna’ contract is not permissible upon goods already produced.

There must not be any ambiguity of the nature of the contract, it must be clear to both parties that
this is an Istisna’ contract.

If the manufacturer is to sell these goods as an agent of the buyer after delivery to the buyer, a
separate agreement other than Istisna’ must be made for this transaction.

Uses of Istisna’:
Home financing
Financing of a plant, factory or building
Booking of apartments
Bill of Trade arrangements

Construction of buildings, plants, etc.
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CONTRACT OF SALAM

Definition: The undertaking of a seller to supply specific goods to a buyer at a future date in exchange of
a fully paid advance payment. So basically it is a sale transaction wherein the payment is made in advance,
whereas the delivery of goods purchased is deferred to a later date. 3¢

vi.

Vii.

viii.

Xi.

Xii.

xiii.

The full price must be paid in advance. The quantity and the quality of the subject matter should
be agreed and specified in clear terms.

The time and place of the delivery of goods must be predetermined whether it be a one time
delivery or in installments. 37

If the advance payment is in the form of barter, the absence of Riba must be ensured. 32
The commodity should customarily be available at the delivery time.
The subject matter can be altered before the delivery with mutual consent.

The re-sale of the subject matter of Salam is not permissible until it is in the actual possession of
the original buyer.

The Salam contract is not permissible on goods already produced.
The Salam contract must not be ambiguous.

If the manufacturer is to sell these goods as an agent of the buyer after delivery to the buyer, a
separate agreement other than Salam must be made for this transaction.

If the subject matter is not delivered on time, the buyer has two options:
a. To wait.
b.  To cancel the transaction and take back the principal amount.

Salam can be made only on fungible, homogenous (mithli) goods that the specifications, by which
its value varies, can be clearly and accurately defined and measured. 3°

Salam is permissible only in items that are:
a. Measured by weight or volume;
b. Are continuously and always available in the market. 4°

Penalties for late/ non-delivery are not permissible. 4!

CONTRACT OF MURABAHAH

Definition: Murabahah is a sale transaction where the seller expressly mentions the incurred cost of the sold

commodity, and sells it to another person by adding a specified amount of profit thereupon. 2

1. Asitis atype of sale, there must be a seller and buyer and something that is bought and sold.

2. The parties must agree upon the cost and profit.
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10.

Once the sale has been completed, and the price including the profit has been specified, it is not
permissible to increase or decrease any terms thereafter.

If goods of the Murabahah are being stored in a facility where there are other goods being stored
not related to the Murabahah, goods of the Murabahah should be kept separate by means of color
schemes, boards, markings or any other effective means of identification and distinction up to the
time of delivery. 43

Invoices are to be signed by an authorized representative of the Trader/ Manufacturer.
Rescheduling is allowed, but any increase in the original price is not allowed.

If the customer fails to pay his dues on a Murabahah sale, then it is not permissible to change the
price of the goods or to charge any penalty. (Some jurists however, allow a penalty to discourage
late payments.*

If the Murabahah involves credit terms, the price and date of maturity must be fixed.
Advice from Shari’ah Advisor is essential for goods that cannot be segregated.

Traders, manufacturers trade representatives, persons at various levels in finance and relevant
persons in procurement and stores should all be trained and educated in Murabahah transactions
related to their respective fields.

The Murabahah model is used extensively in the Islamic finance/banking sector. When entering into such
transactions with banks it is very critical to have a competent Shari’ah Advisor/Mufti oversee and audit all
such transactions. Some examples of issues that need attention:

1.

g

If a second party makes the purchase on behalf of someone else, a bank for example, the following
things should be clear and known:

a) Who shall inform the bank at the time the goods are delivered?

b) How shall delivery and possession of goods take place?

If the original agreement of payment was to be at a particular time, but payment was not possible
at that particular time, it is not permissible to initiate a new agreement (rollover).

If a rebate has been agreed upon in a credit Murabahah, the conditions of the rebate must be
documented within the agreement. 4

It cannot be used as a cash facility, which provides cash for fulfilling various needs.

Murabahah is not permissible on goods already purchased to avoid buyback (Al ‘Eenah)

Seller should be informed about any advance order made for this Murabahah. If the
Murabahah has appointed a purchasing agent (Wakeel), for whom the purchase is being made
for must be clear before any actual purchase.*

CONTRACT OF JARAH

Definition: /jarah is the transfer of the utility of an asset or service, from the Mu’ajjir (owner) to the

Musta’jir (the party renting the asset) for an agreed period, at an agreed compensation. 4

Subject of /jarah (lease) must be something of value, identified and quantified.
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vi.

Vii.

viii.

Xi.

xii.

xiii.

Xiv.

XV.

XVi.

XVii.

XViii.

ljarah of a consumable item is not permissible.
ljarah can only be contracted for a Halal purpose and for Halal things.
The period and purpose for which it is being taken on rent must be specified. 4°

At the time of the signing of the contract, the rental amount must be specified for the total period
of the ljarah. *°

The period of ljarah would start when the /jarah asset is handed over to the Mustaljir, or at the
start of a service provided. 5!

Any advance payment must be specified and mentioned in the contract as advance rental, security
deposit, etc.

All expenses related to operational use of the asset are borne by Musta’jir and ownership related
expenses (major maintenance, property tax, etc.) are borne by the Mu’ajjir. 5

In case of loss of the utility of the asset, the ljarah agreement will be terminated. 53

Once the ljarah terms and compensation are agreed, the Mu’ajjir has no right to increase the rent
or ask the Musta’jir to vacate the property before the stipulated rental period comes to an end.
However if an abnormal variance in rent value occurs, the party bearing the loss can terminate
the ljarah.

The ljarah agreement may be cancelled on the basis of Khiyaar Shart or ‘Aib Ru’yah. **

The asset is not to be used for any purpose other than what was stipulated in the agreement. If
the asset is damaged while used for any other purpose, compensation for the damage must be
borne by the Musta’jir.

If the Mu’ajjir has allowed a sub-ljarah, the sub-ljarah will be permissible, but it must be for the
same compensation as the original ljarah, unless the original Musta’jir has made some
amendments/value addition to the asset. In that case, higher rental compensation is permissible.
Otherwise, in the absence of any value addition, any amount above the original amount is
impermissible, and if inadvertently taken, should be disposed of in charity without intention of
reward. >

If the asset has been rented on ljarah but the agreement was found to be Faasid, the lesser of
either; 1. The agreed amount or 2. The prevailing market rate of rent should be given for the
period the asset has already been utilized. ¢

In the avent of death of the Mu’ajjir or Musta’jir, a new agreement must be made between the
new parties (original party and the other party’s heirs). >

Token money received by the Mu’ajjir from the Musta’jir cannot be retained unless it is in lieu of,
and equivalent to, actual damages to the property.

Barter of rental is also allowed.

Rental must be a fixed amount free from any ambiguity. Fixing a set rate for some portion of an
asset and a variable rate for another portion is impermissible.
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‘AARIYAH

Definition: Taking an asset for use free of any rental charge. *®

Only non-consumable assets can be given on “Aariyah.

Musta’eer is liable to return the asset to the owner in good / original condition. If the asset was
damaged, destroyed or lost due to Musta’eer’s negligence, he would be liable to compensate for
the loss. %°

The owner cannot demand its immediate return of the asset if the Musta’eer would have to bear a
loss in the immediate return. Nevertheless, the Musta’eer must return the asset as soon as possible
without incurring loss.

The asset may not be modified without the permission of the owner. The cost of any modification,
authorized by the owner, will be borne by Musta’eer, unless it has been undertaken by demand or
order of the owner, in which case the owner will bear its cost.

Amanah as a source of finance

There must be a transparent system for safeguarding and recording any Amanah received.

If money received as an Amanah were combined with one's own capital (with permission), any loss
incurred (if any) would be shared proportionately.

If the Amanah is a physical asset and is used by the Ameen with permission of the owner, regulations
of Aariyah would apply. If permission had not been given this action would be treated as Ghasb
(illegal seizure/extortion). ¢

iv. If Amanah is in a monetary form and the owner has given permission for it to be used, this would
be considered a loan. Loan and Amanah must be kept separate, as exact the same Amanah must be
returned rather than its equivalent. 8

V. If the Amanah is used in business with permission of owner then profit/ loss would go to the Ameen
and he would still be responsible to return the Amanah in full.

Vi. If the Amanah is being returned to an agent of the owner, it must be ensured that it reaches the
actual owner.

vii.  The Ameen will not be responsible for the loss of Amanah, provided that he has not shown any
negligence in respect thereof.

SUKUK

Definition: Sukuk are certificates representing the holder’s proportionate ownership in an undivided
specific asset, while also assuming all rights and obligations related to the same.®

SHARI'AH GUIDELINES

Funds raised must be used for Shari’ah compliant (halal) activities.

Funds raised may be used to finance tangible assets. Specification of assets is necessary since
Sukuk, unlike conventional bonds, cannot be used for general financial needs of the issuer.
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f.

Sukuk holders have a right to the ownership of the underlying asset and its cash flows.

Income received by Sukuk holders (investors) must be derived from cash flows generated by the
underlying asset.

Rights and obligations of all parties in the transaction (originator and Sukuk holders) must be
documented.

Returns cannot be fixed. ¢

DIMINISHING MUSHARAKAH

A financier and his client participate in a joint ownership of a property or commercial enterprise. The
financier’s share is divided into a number of units and the client purchases these units of the financier’s
share periodically, thus increasing his own share until he has purchased all the units. Ultimately, this
periodic purchasing of the financier’s units renders the client the sole owner of the property or
commercial enterprise.

USES OF DIMINISHING MUSHARAKAH

a. Purchase of all fixed assets;

b. House Financing;

c. Plant and Factory Financing;

d. Car/Transport Financing, Trade Financing;

e. Project financing of fixed assets.
ISTIJRAR

Istijrar is an agreement whereby a buyer undertakes ongoing purchases without a renewed offer /
acceptance or negotiation for each new transaction. Rather, one master agreement is set wherein all
terms and conditions are fixed for subsequent ongoing purchases.

There are two types of Istijrar:

The price is determined in advance but the purchase is executed from time to time.

The price is determined after all transactions are complete with certain conditions.®”

IJARAH WA IQTINA (LEASING AND PROMISE TO GRANT)

The lessor is allowed to sign a separate promise to grant the leased asset to the lessee at the end of the
lease period, subject to his payment of all rental dues. This arrangement is called 'ljarah wa igtina'. This
arrangement is validity provided it fulfills two basic conditions:

The promise to sell or grant the asset at the end of the lease period should be recorded in a separate
document. It is not permissible to include this agreement in the /jarah itself.

The promise is unilateral and binding on the promisor alone. It cannot be a bilateral promise binding
both parties because in that case it would be a complete contract deferred to a future date, which
is not permissible in the case of sale or gift.
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BAI’ SARF

Bai’ Sarf is a contract of exchange of money for money. This contract is tightly regulated under Shari‘ah
to guard against the entrance of any form of interest/Riba.

The rules of Bai’ Sarf are derived largely from the well-known hadith that mentions that;
gold is to be paid for by gold, silver by silver, wheat by wheat, barley by barley, dates by dates, and salt

by salt - like for like, equal for equal, hand to hand (exchange being made on the spot).®®

Some Basic Conditions of Currency Exchange (non gold or silver):

a. One of both currencies must be paid at the time of contract and another can be paid later.

b. Exchange rate must be determined at the time of contract.

c. Any increase in rate in the event of late payment is prohibited.

d. If a promise to buy is delayed or not honored or cancelled, no extra charge may be levied even in

the event of any gap or loss of opportunity.

e. Forward sale is not allowed.
f. Transaction should be made based on the market rate. However, brokers’ commission is
permissible.
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FUND MANAGEMENT

When investors have funds available for short or long term investment, such funds should be utilized in a
beneficial and profitable manner while retaining easy liquidity so that funds may be withdrawn and
utilized in the core business when needed. Islam emphasizes the utilization of funds and dislikes
stagnation of wealth, thereby not benefiting anyone.®

Some permissible ways to utilize funds

a) Investment in any other business;
b) Current account in any bank;

c) Saving account in Islamic bank; 7°
d) Investment in real estate;

e) Investment in gold.

FORBIDDEN WAYS OF UTILIZATION OF FUNDS

a) Saving account in conventional bank;
b) Haram business;

c) Interest based loan. ™

Funds must be utilized in a clear and transparent manner with a written agreement covering all conditions,
responsibilities and liabilities. It is particularly important to document all related transactions, such as
receiving funds from an investor, Ameen Mudharib or Musharik / partner. 72

SHARI’AH STANDARDS FOR INVESTMENT IN STOCK MARKET

The basic business of the company whose shares are being purchased should be halal.

If the company has taken interest-bearing loans, these loans should not be valued more than 33%
of average market capitalization of 12 months.

At the time of share purchasing, the liquidity fund of the company should not be more than 33% of
the average market capitalization within a 12-month period.

If the company is in debt, then the debt should not be more than 33% of the average market
capitalization within a 12-month period.

If the basic business of the company is halal but it is partially involved in interest or any other
prohibited business activity, the income of the haram sources must not be more than 5% of the
total income of the company. 3

USE OF CREDIT CARD

Since the contract for purchase of credit card is interest based, the same is not recommended. If the
organization requires online payments, Debit Card is a permissible option. If credit card is the only
option as is the case in some international transactions, then the same may be used on the
condition that payments are made before interest is charged.

[Reference Fatwa Fin-006]
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DEBIT CARD — DISCOUNT OFFERS

Discount offers through debit cards are only permissible if:

1. The discount is given by the vendor and not the (conventional) bank
2. The discount is given by an Islamic bank

[Reference Fatwa Fin-004]
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SOME GUIDELINES FOR ACCOUNTING MATTERS AND BOOK

KEEPING

Bismillah may be written at the onset of a document, however only reciting Bismillah will not only
be sufficient but preferred in the likelihood of disrespect to the sacred name of Allah by improper
disposal etc. (Ma’arif ul Quran 6/597). 74

There should be an efficient system of accounting and reporting. Reports should include all details
required by directors and executives. This is aligned with Shari’ah as meticulous documentation is
encouraged. 7®

Effective and efficient accounting methods (FIFO, LIFO, etc.) should be employed to ensure against
any misreporting or misrepresentation in any statements, reports, etc. reflecting the state of affairs
of the business.

iv. Necessary monitoring should be in place to safeguard against prohibited and unnecessary
expenditures.

V. Internal check and balance (audit) systems should be in place to ensure the proper and Halal use of
resources to the best advantage to the organization. 7®

Vi. All staff must be honest and competent in their fields, having acquired basic knowledge of Shari’ah
relevant to their activities. 77

ZAKAH

i. Conventional accounting should be adjusted to accommodate Islamic financial transactions.

ii.  Accounting statements should be prepared as per the Islamic calendar. If the solar calendar is used,
the rate of Zakah should be adjusted accordingly (as the solar year is longer than the lunar year).

iii.  Zakah should be paid timely and accurately. 7®

iv.  All partners should be informed of Zakah status; amount payable, when payable, eligible recipients,
etc. (all relevant information), as well as the basic knowledge pertinent to them.

v.  Some rulings on Zakat are given below:

a) Gratuity

Employee is only entitled to Gratuity amount once he leaves the organization. The whole gratuity
fund thus remains in the ownership of the employer *. Accordingly, zakat will have to be paid by
the employer.

If zakat of previous years was not paid then that will also have to be paid.
[Reference Fatwa Fin-003]
b) Pension Fund

If no deductions were made from employee’s salary then it is not part of compensation (ujrat).
The employer will have to pay zakat on pension fund. If any deduction was made then that part
will be subtracted by the employer while calculating zakat.
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c) Registered Provident Fund

The ownership of this fund is of employees. They will pay zakat once the amount is disbursed to

them.
d) Unregistered Provident Fund

The employer will have to pay zakat. However deductions made from employee’s salary will be
subtracted by the employer while calculating zakat.

Zakat details for other matters such as loans, accounts payable, accrued liability, WPPF, Murabaha
payable, merchandize etc. are available with UBM Advisory Services.

[Reference Fatwa Fin-002]

vi. It is recommended that Zakat be calculated and paid under the supervision of Ulama.
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SHARIAH AUDIT

Internal check and balance (audit) systems should be in place to ensure the proper and Halal use of
resources to the best advantage to the organization. 7°

Deployment of a fully qualified, competent full time Mufti / Shari’ah Advisor is highly recommended
in larger organizations. For smaller less complex organizations, at least an annual Shari’ah audit
should be conducted. The following should be audited along with the required documentation:

All dealings;
Contracts;
Agreements;
Marketing practices;

All departments’ operations with all relevant documents, evidence and reports, ensuring that
nature of business and subject of business are Shari’ah compliant;

Audit transactions and dealings with the help of an expert accountant and auditor;

The Mufti should ensure that all payables are made on their actual time on agreed terms and
conditions.

The Shari’ah auditor should report directly to the highest level of management. All issues identified
by the Shari’ah auditor, including his comments and recommendations should be taken up with
them in the form of formal reports.

The owners / shareholders should ensure that recommendations of Shari’ah auditors are
implemented and monitored in letter and spirit.

The owners should ensure that appropriate assistance is provided to the Shari’ah team.
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DISPUTE RESOLUTION

Partners should consult a qualified competent Alim in the advent of any dispute. Issues and questions
should be mutually drafted by all the disputing parties then forwarded to a recognized Dar-ul-Ifta. An
appropriate follow up of the advice / fatwas received from the Darul Ifta should follow.® It is advisable
that partners, after mutual consent, appoint an arbitrator (Muslih) in the advent of a dispute.

DIVISION/ DISSOLUTION
If an asset belongs to more than one individual or organization, the following principles must be adhered
to for division/dissolution:

Vi.

Vii.

viii

b.

C.

Each person’s share must be documented and only those assets may be divided which do not lose
their value after division. 8

Assets that cannot be divided must be liquidated and the proceeds distributed accordingly.
An asset may be divided amongst partners by request of all or one. &

It is conditional that an asset must retain its value/benefit after the division even if it is made by
force i.e. through a court. ®

Homogenous assets (<Wis) will be divided on the basis by measure, count, or weight.

Individuals assigned the task of dividing assets must be experts in this field. They must also be
honest, ensuring careful and complete accountability for all assets. 8

Either partners or a Court of Law may appoint these experts. &
Fee of an arbitrator, liquidator or divider must be agreed upon. 8

It is compulsory to cancel a division if a divisible asset is valued unfairly. Acceptable evidence and
two witnesses must back any claim of a partner.®

Drawing lots is the preferred method of distribution of the divided portions. *
The required outcomes of a proper and complete division are:

Every partner becomes an independent owner of his share.

Every partner has full, independent right to sell/rent out his allotted share of asset.
In the case of inheritance, it is compulsory to cancel a division if:

Any further liability/obligation of the deceased becomes known

Any new heir becomes known

The deceased had made a will to another person, which was unknown at the time of division.

DIVISION OF BENEFITS (NON-ASSET)

Partners may agree to divide an asset’s benefits rather than dividing the asset itself. In Figh, this is
known as Muhayah. ® For instance, partners sharing a room may agree to divide its benefits by
assigning certain days to partner A, and other days for partner B. Similarly, if the partners jointly own
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two floors in the same building of equal area, Muhayah can be on the basis of each partner retaining
one floor. %

If a partner dies, the Qadhi (judge) must obtain witnesses for the following:

a.

b.

That the owner of the asset has actually died;
That the information regarding the number and details of heirs is correct;
That all beneficiaries and heirs are present at the time of division;

If there are minor partners (ghair baligh), the division must be made with the consent of his/ her
Wali.
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TAKAFUL

Takaful is a modern alternative to conventional insurance. Takaful is an Arabic word meaning
“guaranteeing each other” or "joint guarantee".

Tabarru' (donation, gift, contribution) being the basis of the Takaful system renders it free from
uncertainty and gambling.

Theoretically, Takaful is basically a cooperative insurance, members contributing a certain sum to a
common pool. The objective of this system is not profit, rather it is a cooperative system to assist those
within the cooperative at the time of need.

Salient features of Takaful are as follows:

a. Contributors cooperate with one other for their common welfare.

b. Every policyholder pays his subscription to help those that need assistance.

c. Losses are divided and liabilities spread according to the community pooling system.

d. Subscription and compensation does not contain the element of Gharar (Uncertainty) unlike
conventional insurance.

e. It does not derive advantage at the cost of others.

PAYMENTS TO SUPPLIERS, EMPLOYEES ETC.

Finance department must ensure that payments to suppliers are made on time, as per the terms agreed.
Similarly, employee salaries, other entitlements, final dues etc. must be paid on time. %

Finance department should ensure that internal procedures are not too bureaucratic — so that delays can
be prevented. A monthly report should be generated to monitor the status of payments.

Further, new projects or expansion of business may be carried out only if it can be ensured that the cash
flows will remain steady and will facilitate timely payments to all.

PENALTY ON LATE PAYMENTS BY CUSTOMERS

Financial penalties on late payments by the customer are not permissible. If there is no other solution to
the problem, then one option is to inform the customer in advance that in case of late payment a certain
percentage of the fee shall be deducted and given as charity. The customer will have to sign an
undertaking that such amounts be given to charity on his behalf.

It should therefore be noted that it is not permissible to include the deducted amount in income. It is also
not permissible to use the charity in brand building activities (in the name of CSR). [Reference: Fatwa Fin-
005]
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FIXED ASSET MANAGEMENT

Organizations should have a system for recording, adding, deleting and transferring fixed assets.

=  Capital expenditure approval and budgeting
o Capital expenditure planning.
o Review and approval of capital expenditure budget.
o Monitoring of budgeted capital expenditure with actual expenses incurred.
o Enhancement of capital expenditure budget.

=  Purchasing and approval of capital expenditure
o Purchasing of fixed assets.
o Selection of supplier/contractor for acquisition/construction of assets.
o Competitive bidding process
o Approval of purchasing of fixed assets.

= Receiving and inspection of fixed assets
o Receiving procedure of fixed assets.
o Inspection and approval of items received by the user department.
o Recording of items received.

=  Capital work in progress
o Monitoring of CWIP.
o Cost capturing and reporting process for projects in process.
o Accounting treatment of CWIP

= Capitalization of assets in accordance with the company policy

o Capitalization of fixed assets and transferring of items from the CWIP account to the fixed asset

account.
o Determination of useful life at the time of capitalization.
o Recording of capital expenditure in the proper accounting period (cut-off), and
o Classification of fixed assets.

=  Controls over physical security and safety of fixed assets
o Coding and tagging of fixed assets.
o Physical existence and traceability of assets.
o Physical verification procedure.
o Takaful coverage is obtained against losses and thefts.
o Authorization and recording of inter- department / inter-site transfer.
= Fixed asset disposals
o Disposal of fixed assets.
o ldentification of fair market value for asset disposals
o Authorization process and updating of accounting records at the time of disposal of assets.

= Asset utilization, depreciation, amortization and impairment.
o Company policy relating to the calculation of depreciation expense.
o Recording of depreciation expense.

Controlled Copy — Do not duplicate Page 26 of 44




Function: Document Number:

Ubudiyyah Business Model Finance and Accounts UBM-FIN-003

Issue Number: 03 Issue Date: Apr 25, 2025 Document Change Request Number:

o Regular review of fixed assets to identify any impairment in value of assets, and
o Economic assessment of fixed assets to assess the useful life and utilization.

= Reconciliation of Fixed Asset Register (FAR) with General Ledger (GL)
o Reconciliation of FAR with the GL, and
o Segregation of duties within the capital expenditure process.

PURCHASE TO PAYMENT MANAGEMENT

®=  Procurement planning and budgeting

o Procurement planning process in accordance with the production plan and sales forecast.
o Procurement budget preparation and approval process,
o Monitoring of actual purchases with the budgeted and variances reporting.

=  Vendor selection and evaluation

o Vendor selection and evaluation process,
o Maintenance and monitoring of approved vendors list.

=  Order placement

Maintained of Inventory levels for critical spares and consumables,
Identification of order requirements,

Order placement process,

Competitive bidding process and evaluation of quotations,

Issuance and authorization of purchase requisition and purchase orders,
Procurement of services,

Follow up of open/ overdue purchase requisitions and purchase orders,

O O 0O O O O O

= Receiving of goods and services

Goods receipts and matching of receipt with the order placed,

Physical weighing, counting and quality inspection of goods at the time of receiving the goods,
Recording of goods received in the general ledger,

Receiving of services and its approval process,

Service arrangements with contractors and vendors.

O O O O O

= Material returns to vendors
o Rejection of goods at the time of quality check,
o Communication channels in place for intimating the rejections to relevant departments within the
company,
o Recording and adjustment of payment of the rejected goods,
o Follow up of claims lodged with vendor and insurance company for short receipts/rejections.

=  Accounts payable and payments controls

o Matching of invoices with purchase order and goods received,
o Accuracy of withholding taxes deducted at the time of payment,
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O 0O O O O

Timely processing of payments,

Invoice processing against services received and payment process,

Follow up and settlement of advances paid to vendors and claims raised against vendors,
Monitoring of ageing of creditors,

Segregation of duties in place with respect to the requisitioning; order placement, goods receiving,
warehousing, and recording and payment functions.

Petty cash and withholding tax payments

o Petty cash expenses and reimbursement.
o Calculation and timely submission of withholding tax.

TREASURY MANAGEMENT

O

@)

O

@)

O

Cash flow budgeting, forecasting and funds management

Preparation and approval of cash budget and its monitoring,
Preparation and approval of monthly cash flow forecast,
Daily fund position monitoring and utilization of funds.

Arrangement of financing and other facilities with the banks.

Placement of surplus funds with banks / financial institutions and approval procedures for the
same,

Bank accounts management

O O O O

Opening and closing of bank accounts,
Bank accounts management and monitoring,
Preparation of bank reconciliation statements and their review and approval procedures,

Follow up of reconciling items as per bank reconciliation and their resolution.

LC establishment and retirement

O

O

O

Opening of Bank Contract (BC) and Letter of Credit (LC) and evaluation of options available,
BC/LC retirements and settlement,

Hedging of risk relating to foreign currency.

Borrowing/placement of funds

O

O

O

O

Borrowing from banks to meet shortfall of funds and related approvals,
Placement of surplus funds,

Evaluation of options available, rates offered by different banks and approvals of bank selected
for borrowing/placement,

Policy in place for maximum borrowing/placement limit.

ljara management

O

O

Evaluation of options while entering into ljara agreements,
Negotiation and approval of terms and conditions related to ljara agreements,
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O

O

Custody and signing off the ljara agreements,

Recording of ljara payments in accordance with repayment schedules.

=  Takaful Management

o O O O

Evaluation of alternates available, terms and conditions before entering into Takaful agreements.
Custody and sign off Takaful agreements.

Recording accruals and payments against Takaful agreement.

Processing of claims against losses incurred.

PRODUCTION MANAGEMENT

=  Production planning

o
o

O

Production planning process in accordance with the sales forecast,

Co-ordination between production, procurement and marketing department for agreement on
demand and supply, and

Monitoring of actual production against planned production.

= Movement of inventories

O

O

O

Issuance of raw and packing materials to production as well as additional requirement and inter
site transfers,

Returns of raw and packing materials from production,

System based controls over issuance of expired raw/packing materials and finished goods,
Issuance of inventories on First In/Expiry First Out (FIFO/FEFO) basis to avoid unnecessary piling
up of old stocks,

Correct and timely updating of inventory records to reflect inventory movements.

= Conversion process and quality assurance

o
O
O

Recording of materials consumed against production batches,

Receipt of finished goods from production,

Release of finished goods by Quality Assurance department in accordance with standard lead
times, and

Monitoring of yield variances against standards defined by the management.

INVENTORY MANAGEMENT

=  Physical and security controls over inventory

o
o

Periodic physical inventory counts,

Reconciliation process between physical stock and stock as per records and follow up procedures
for identified differences,

Valuation and adjustments of differences identified in physical verification of inventory and
controls over authorization and recording of differences in the inventory records and general
ledger,

Segregation between access to perpetual inventory records and physical custody of inventories,
and

Product destruction process.
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. Costing and valuation of inventories
o Valuation of materials, work in progress and finished goods,
o Allocation of conversion cost to finished goods and work in process, and
o Valuation of inventories in accordance with lower of cost or net realizable value.

=  Provision against expired, damaged, slow moving and obsolete items

Identification of slow moving, near expiry, damaged, expired and obsolete stock,
Warehousing arrangements for expired, damaged and obsolete items,

Calculation of provisions against expired, damaged, slow moving and obsolete items,
Recording of provisions and inventory write offs, and

Authorization of inventory provisions and write offs.

O O O O O

FINANCIAL STATEMENTS CLOSING PROCESS

¢ Monthly and Quarterly Closing Activities

Activities performed at month end close process.

Adherence to closing deadlines.

Recording of month end closing entries.

Foreign currency translations and valuation at period end.

Recording and approval of journal entries.

Grouping and classification of accounts in Financial Statements.

Adherence to month end cut off dates with respect to recording of goods received and
dispatched.

O o0 o o o o ©O

e General ledger maintenance
o Addition/amendments to the chart of accounts.
o Inputin the general ledger.
o Reconciliation between general ledgers and subsidiary ledgers.
o Unusual balances and entries.

e Accrued expenses, prepayments and other receivables
o Provisioning and accrual procedures.
o Recording of interest and other receivables.
o Accounting for prepayments and corresponding charge to profit and loss account.

HR AND PAYROLL MANAGEMENT

Budgeting and planning
o Preparation and approval of annual human resource and payroll expense budget, and
o Identification and review of budget variances.

Induction, transfers, and separation
o Employees’ selection and induction process,
o Employee separation (termination / retirement) and final settlement,
o Transfer of employees within the company, and
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o Changes to employee master files and modification to payroll records.

Increments, bonuses, and leave encashment
o Employee’s appraisal / evaluation process,
o Increments, promotions and bonuses,
o Updating the employees’ master file for increments, promotions and performance bonuses,
o

Accrual and payment of increments, promotions, leave encashment and performance bonuses,
and

o Calculation and payment of 10C bonus and Worker Profit Participation Fund.

Statutory returns and deductions
o Posting of various deductions against individual employee account on a timely basis, and
o Submission of various payroll related statutory returns.

Overtime payments
o Approval of overtime, and
o Overtime calculation,
o Recording and disbursement of overtime to employees.

Payroll processing and payment

o Attendance recording and its verification,
Payroll preparation based on approved attendance records,
Payroll authorization
Reconciliation of changes occurred in payroll costs, and
Prevention of fictitious or duplicate payroll disbursements.
Salary disbursement,

o O O O O O

Recording of payroll expense and corresponding liability in General Ledger (GL),

Loans and advances to employees
o Disbursement of loan / advance to employees, and
o Deductions of loan / advance from salary of employees.

Contribution to long term retirement benefits
o Deductions from employees’ salaries against long term retirement benefits,
o Contribution from the company to the long term retirement benefits, and
o Disbursement of retirement funds to retired employees.

GENERAL GUIDELINES OF FINANCE

i. A budget should be prepared for any business or project.
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ii. Guidelines for permissible and impermissible usage of resources must be made available to
employees managing.

ili.  SOPs/ policies should be documented and easily accessible to all employees.

GUIDELINES FOR DEALING WITH ISLAMIC BANKS
i.  Whenever undertaking any transaction with a bank claiming to be non-interest based, one should
ensure the Shari’ah compliance of such transactions through a (Mufti / Shari’ah Advisor)

independent of the compliance checks made by the bank itself.

ii. Intention (Niyyah) should be renewed at all steps to ensure that the company is not merely giving
Islamic names to conventional un-Islamic products. The decision makers should remember that they
will be held accountable individually on the Day of Judgment, the day when we all will return to The

Knower of the Seen and Hidden and will be informed of all that we have done!

May Allah Ta’aala out of His infinite Mercy makes us all among those who hear diligently and by His
Tawfig obey, and make our ‘account’ with Him an easy one, and save us from the calamities on that

formidable Day! Ameen

%k k kk
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This should also be noticed that matter of legal status of Limited Liability Company has been
under discussion among Muftis and Ulama. Therefore the concerned organization should
consult this with concerned Shar’ee advisor or Dar-ul-Ifta.

7

http://legal-dictionary.thefreedictionary.com

8
http://legal-dictionary.thefreedictionary.com

Qard
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