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Abstract

This research delves into the concept of Murabaha for the Purchase Orderer in
Islamic finance, offering a comparative analysis with the legal framework in
Pakistan. The study begins by defining Murabaha both linguistically and
terminologically, providing a comprehensive understanding of its key components.
1t distinguishes between traditional Murabaha contracts and the modern practices
within Islamic banking, illustrating the evolution of this financial tool. The research
Sfurther explores the jurisprudential adaptation of Murabaha specifically for the
Purchase Orderer, emphasizing the Shari‘a principles that guide these
transactions. Special attention is given to the obligations and conditions imposed
on Islamic banks to ensure that the practice aligns with these principles, thus
maintaining ethical financial transactions.

Additionally, the study examines the regulatory framework established by
Pakistan’s central bank and compares it with the standards set forth by the
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIF]I).
The analysis reveals a significant alignment between the two frameworks,
particularly in regard to ownership, possession, and risk-bearing requirements
prior to selling goods under a Murabaha contract. The research concludes by
identifying areas of convergence and divergence, providing valuable
recommendations for enhancing Shart‘a compliance in Pakistan’s Islamic banking
system. This study not only contributes to the academic understanding of Murabaha
but also serves as a guide for improving the legal and regulatory practices in
Islamic finance.

Keywords

Murabaha, Islamic Finance, Shariah Compliance, Islamic Banking, AAOIFT
Standards, Pakistani Law, Comparative Analysis.
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“Murabahah: Sale on profit; cost plus profit, sale at stated cost price and mark-
up, sale at a specified profit margin. The term is, however, now used to refer to
a sale agreement whereby the seller purchases the goods desired by the buyer

and sells them at an agreed marked-up price, the payment being settled within
an agreed time frame, either in instalments or lump sum”?
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Murabahah: “Murabahah is a particular kind of sale where the seller expressly
mentions the cost of the sold commodity he has incurred, and sells it to another
person by adding some profit thereon. Thus, Murabahah is not a loan given on
interest; it is a sale of a commodity for cash /deferred price”
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“It is essential for the sale transaction that the commodities must be existing,
owned by the bank and must be in physical or constructive possession.
Therefore, it is necessary that the bank must have assumed the risks of
ownerships before selling the commodities to the buyer/ consumer”2
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“Murabahah can be affected on tangible goods & commodities™
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“The bank must ensure that the seller is third party and not the customer himself
or his agent”3’
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“If the bank has appointed an agent, the purchase of goods by or for and on

behalf of the bank and the ultimate sale of such goods to the customers shall all
be independent of each other and shall be separately documented’32
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“Providing insurance cover while acquiring ownerships of the goods is the

responsibility of Bank. However, the client may be appointed as agent for this

purpose. It is permissible to build the cost of insurance into the cost of goods
being sold by Murabahah™3
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“A proper offer & acceptance has to take place through declaration to conclude
Murabahah contract”3*
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“The price of goods and bank’s profit on Murabahah Transaction should be

fixed and known to both parties at the time of contract. The cost and profit
element of the selling price must be separately identified”?
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“The buyer may be required to furnish security in the form of pledge,
hypothecation line mortgage or any other form of encumbrance on asset’3
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“Certain amount (called Hamish Jiddiyyah) may be received from the customer

in advance as a form of security deposit. In case of breach of promise Hamish

Jiddiyyah can be used to recover actual damage however it cannot be used for
covering the cost of funds/ opportunity Cost”. ¥’
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“In case of late payment or default by the client, he would be liable to pay

amount that will go to the charity fund of the bank, as per charity policy
approved by the bank™3®
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