
Week 1



Topics

• Why Islamic Finance

• Introduction to Islam

• Islamic Law of Contracts



Today I have 
perfected your 
"Deen" (way of 
life), and have 
completed my 
favor upon you 
(mankind) and 
have chosen for 

you Islam as your 
"Deen" (way of 

life)  
Qur’an 5:3



“A time will come when one will not 
care how they gain their money, 
whether legally or illegally” [Bukhari]

Do we fall under this description?  
Do we follow what is halaal (permissible) to the best of 
our ability? Learn about Islamic finance www.AusCIF.com

http://www.AusCIF.com
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Is Islamic Finance 
knowledge fardh ‘ein?

Our daily financial transactions, halaal or 
not? Do we know? Who to ask?

What about more complex transactions?

A muslim is expected to support 
himself.  Muhammad al-Shaybani, the 
famous student of Abu Hanifa, said that 
according to the majority of the fuqaha 
from the Ahl sunnah wal Jamaa’a is that 

supporting one’s self to the level of need is 
fardh.  (*Sh Zarabozo, Fiqh of Finance class)



“And when the prayer has been concluded, disperse within 
the land and seek from the bounty of Allah , and 
remember Allah often that you may succeed.” Qur’an 62:10)

Imperative, go out and “seek from the bounty of Allah” 

“O you who have believed, spend from the good things 
which you have earned and from that which We have 
produced for you from the earth.“(Qur’an 2:267)

Sh Zaraboozo, class notes summary: This verse is indicating that you 
are supposed to earn something and that we should give from what 
we earn.  Preserving one’s own life is one of the goals of the shari'ah 
and since that cannot be achieved except by supporting yourself in 
general then it is obligatory to support yourself.  There are also 
those that you are financially and legally responsible for.  We also see 
as the Prophet ملسو هيلع هللا ىلص has shown us that it was the sunnah of all the 
Prophets to earn a living.  Zakariah was a carpenter.  The Prophet ملسو هيلع هللا ىلص 
said no one eats or consumes anything better than that what he has 
earned by his own hand and Da’wud used to eat from his own hand. “ 



Qabisa b. Mukhariq al-Hilali said: I was under debt and I came to the 
Messenger of Allah (may peace be upon him) and begged from him regarding 
it. He said: Wait till we receive Sadaqa, so that we order that to be given to 
you. He again said: Qabisa, begging is not permissible but for one 
of the three (classes) of persons: one who has incurred debt, for 
him begging is permissible till he pays that off, after which he must stop it; a 
man whose property has been destroyed by a calamity which has 
smitten him, for him begging is permissible till he gets what will support life, 
or will provide him reasonable subsistence; and a person who has been 
smitten by poverty, the genuineness of which is confirmed by three 
intelligent members of this peoples for him begging is permissible till he gets 
what will support him, or will provide him subsistence. Qabisa, besides 
these three (every other reason) for begging is forbidden, 
and one who engages in such consumes that what is 
forbidden.

Sahih Muslim Book 005, Hadith Number 2271.



Introduction
• All of us are required to seek lawful wealth 

for our needs, attain self-sufficiency, provide 
shelter and so on. 

• There is a high demand from the Muslim 
community for Shari’ah compliant 
alternatives to conventional finance. 

• Much concern revolves around; what is 
allowed and what is not; general contracts; 
house/car financing and so on. 



Introduction

• It becomes important for others to know what Islamic 
finance is when dealing with their Muslim business 
colleagues, local or abroad, or for governments to attract 
Muslim investors for infrastructure projects, or for 
conventional finance institutions to alter their contracts 
to accommodate for alternative finance methods etc.

• As dealings with people in society is part of day-to-day 
life, the Shari’ah lays down rules that promote fair-
dealings and business ethics based on universal Islamic 
principles. These principles also consider the needs that 
contribute to a healthy society.



Why Islamic Finance?

Universal demand for a 
fair and just system that 
is socially responsible 
and sustainable. 

Change the greedy and 
inhumane system we 
have created. 

To provide a stable and 
secure ethical 
alternative, especially in 
these uncertain times.

Learn about Islamic Finance
www.AusCIF.com





What is Islamic finance?

• Islamic finance represents financial activity 
that is consistent with the principles of 
Islamic law or the Shariah, which prohibits 
unethical, immoral, speculative activities as 
well as interest, gambling, uncertainty and 
so on. 



What is Islamic finance?
• Islamic finance encourages 

entrepreneurship, mutual cooperation, 
generosity and a spirit of partnership 
which connect the capital-owner with 
real economic activities that may actually 
contribute to the welfare of society via 
commerce, manufacturing, construction 
and so on. 



Key principles

• Prohibition of interest (rib
a)

• Prohibition of uncertainty & 

speculation (gharar)

• Prohibition of forbidden assets 

(e.g. alcohol, gambling)

• Existence of an underlying 

asset

• Profit sharing and risk sharing



Growth and potential
• 1963 Egypt (town of Mit Ghamr) first savings bank based on 

profit-sharing 

• 1975 Dubai Islamic Bank (The first modern commercial Islamic 
bank), Islamic Development Bank (provide funding to projects in 
the member countries

• 1999 The first index launched - The Dow Jones Islamic Market 
Index (DJIM) 

• Top 500 Islamic Finance Institutions by The Banker (No #1 Al 
Rajhi Bank)

• 2011 A consortium of Islamic banks and financial industry 
associations launched the industry's first International Islamic 
interbank rate (alternative to LIBOR)



Growth and potential
• Fastest growing segments of the finance service industry.

• Growing at over 10% - 15% per annum

• Estimated to be worth more than AUD$1.4 trillion

• Assets held by Islamic financial institutions may rise five-fold 
to more than $5 trillion. (Moody’s Investors Service)

• The world’s Muslim population is expected to increase to 
2.2 billion by 2030 or 26.4% of the world’s total projected 
population.(Projections by the Pew Research Center’s 
Forum on Religion & Public Life)

• What will they do in next 5, 10 or 20 years?



Islam
Islam is not a new Religion, rather it is regarded 
as the way of all the Prophets. This is because 
Islam means submission [i.e. to the way of God] 
in Arabic, and all the previous Prophets called to 
the way of God. Likewise the word Muslim is an 
Arabic noun that is derived from the word 
Islam, meaning one who submits [i.e. to God’s 
way, the truth, in Islam]. Muslims refer                
to the Creator and God of mankind                 
as Allah, as it is written in                              
the Qur’an.

AusCIF.com

http://www.AusCIF.com
http://www.AusCIF.com


The Prophet Muhammad (peace be upon him) is the 
final Prophet and Messenger sent to mankind (in the 7th 
Century). Muslims believe in all the Prophets that came 
before him (peace be upon them). 

Prophets were sent to communities throughout time to 
guide their people with the Divine Message. The Qur’an 
mentions some twenty-five Prophets and Messengers by 
name such as; Adam, Nuh (Noah), Ibrahim          
(Abraham), Dawud (David), Musa (Moses)                   
and ‘Eisa (Jesus), to name a few. 

Islam

AusCIF.com
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The Primary Sources of Islamic Law 
(Shari’ah) are the Quran and the Sunnah



The Qur’an
• The Qur’an was revealed to the Prophet 

Muhammad in the Arabic language. The Qur’an is 
the word of God and the final revealed book to 
mankind. Muhammad would receive the verses of 
the Qur’an via the Angel Jibreel (Gabriel). Although 
he was illiterate, the Prophet would relate the 
verses he heard from the Angel and his scribes 
would record them. Over fifty scribes contributed 
to the recording of the Qur’an during the Prophet’s 
lifetime. The Qur’an remains as it was revealed over 
fourteen centuries ago, unchanged. 



The Qur’an
• Although the Qur’an covers details of belief, ethics, 

lessons from history, guidance etc, it also includes laws 
that relate to family, criminal laws, state laws and trade/
business laws.

• The basic methodology to interpret the Qur’an relies 
on the following: Understanding the Qur’an from other 
passages in the Qur’an; Understanding the Qur’an by 
way of the Sunnah, or the teachings of the Prophet; 
Understanding the Qur’an by way of the Companions 
of the Prophet, and; Delving into the linguistic meanings 
of the Arabic words.



The Sunnah

• The Sunnah refers to the teachings or known 
practices of the Prophet Muhammad which have 
been recorded in the volumes of Hadith 
literature. These resources include many things 
that he said, did, or allowed. During his lifetime, the 
Prophet's family and companions directly learned 
from him and observed him and related to others 
what they had seen and heard. People also asked 
the Prophet directly for rulings on various 
matters, and he would pronounce his judgment. 



The Sunnah

• Although the Sunnah compliments the Qur’an 
and is used to further understand the Qur’an, it 
is also used as a source for many other rulings 
not explicitly mentioned in the Qur’an. There 
are over forty verses in the Qur’an that 
command believers to obey the Messenger and 
follow his Sunnah (way). “He who obeys the 
Messenger has obeyed Allah…” [Qur’an 4:80]. 
The Sunnah carries the same weight as the 
Qur’an with regards to legislation. 



The Sunnah
• The Hadith collections were recorded in the early years 

of the Islamic civilization. Initially they were scattered, 
however many scholars over the years gathered and 
compiled larger compilations -such the Muwatta’ of 
Imam Malik ibn Anas, or the Musnad of Imam Ahmad ibn 
Hanbal- containing thousands of Hadiths. The more 
popular Hadith compilations organize Hadiths under 
sub-headings that enable researchers to find easy access 
to specific sources and rulings. The most well-known 
Hadith collections include Sahih Bukhari, Sahih Muslim, 
Jami’Al-Tirmizi, Sunan Abu Dawud, Sunan Ibn Majah, and 
Sunan An-Nasa’i. 



Ijma’ (Consensus) 

• Many rulings do not require further 
interpretation. These refer to the rulings 
that have been agreed upon and are 
established as truth. Such rulings are not 
eligible for reinterpretation. Therefore it is 
upon the scholar to know what has been 
established as law according to the 
consensus. 



Ijtihad (Juristic Opinion)

• When the clear ruling cannot be directly found 
in the Qur’an and the Sunnah, the Muslim 
jurist (mujtahid) may practice ijtihad or juristic 
opinion.  The main purpose of ijtihad is to 
strive and deduct the correct ruling and 
comprehend the intent of the Law Maker. A 
common feature of ijtihad is interpretation 
based on Qiyas (analogy). Ijtihad continues to 
answer new issues as they emerge.



Qualifications of a 
Mujtahid (Muslim Jurist)

• When deriving law from the texts, the 
Arabic language is indispensible. The 
mujtahid must know the Qur’an and the 
Sunnah very well. Scholars also take into 
consideration the aims and overall 
objectives of the Shari’ah (maqaasid al-
shari’ah).



Maqaasid Al-Shari’ah (The Aims/
Objectives of the Shari’ah)

Shari’ah = Set of rules (Prohibitions, obligations, 
clarifications and so on) 

The core aims or objectives of the Shari’ah have 
been summarized as five:  The preservation and 
protection of the Religion (Deen), Life (Nafs), 
Progeny/Family (Nasl), the Intellect (‘Aql) and 
Wealth (Maal). Therefore the rules of the 
Shari’ah uphold these, while at the same time, lay 
down measures to defend them from any harm.  



Actions

• Actions of man have been classified by scholars 
into two broad categories, Ibaadaat and 
Mu’aamalaat. 

• ‘Ibaabaat – Acts of worship:

This refers to actions of worship that are done 
sincerely and directed solely to Allah such as 
Prayer, fasting and Hajj (Pilgrimage). Such acts of 
worship rely on proof within the sources of 
Islam for their endorsement and conduct. 



Actions
• Mu’aamalaat – Actions among men:

This refers to how people interact with each other in 
their day-to-day affairs and dealings with people. This 
includes such things as trade, partnerships, laws, … as 
well as Islamic finance. Unlike ‘ibaadaat, a general 
principle that applies to Mu’aamalaat is that 
everything is allowed, except for what has been 
prohibited. Therefore it pays to know the 
prohibitions.



Actions

• Mu’aamalaat – Actions among men:

The Prophet said,

 “What is lawful is clear, and what is unlawful is 
clear, and between them are the doubtful matters, 
which many people do not know…” [Muslim]

Most Muslims are aware of what is clearly lawful and 
clearly unlawful, however there are grey areas that 
are not known to most people. Such matters are to 
be addressed by the people of knowledge for clarity.  



“... Allah has permitted trade and has forbidden 
interest” 

[Qur’an, Al Baqarah: 275]



Islamic Law of 
Contracts

and Business Transactions 



Contracts and Business 
Transactions

“O you who have believed, fulfill [all] contracts.”
(Qur’an, Surah Al-Ma’idah 5:1)

What is a contract?

-The lexical meaning of contract (‘aqd, 
plural ‘uqood) in Arabic refers to 
something that is tied or bound 
together. 

–Definition: A legally binding agreement, 
legal relationship that creates an 
obligation with regards to subject 
matter. 

!



Common elements of a 
contract:

1. Contracting parties (must be capable of 
entering into contract – e.g. mature and 
sane)

2. An offer (ijab) and acceptance (qabul)

3. The subject matter and consideration

4. The unity of the majlis (meeting) of a 
contract



Common elements of a 
contract:

• Offer and acceptance - Can be conveyed 
in a number of ways.

Eg: words, gesture, indication or by 
conduct.

!!“O you who believe! Eat not your property among yourselves 
unjustly except it be trade among you, by mutual 

consent.” [Surah An-Nisa 4:29]



Common elements of a 
contract:

• Majlis (offer/acceptance in the same meeting)

 The Prophet said, “The contracting parties have the 
right of option (to finalize or not) until they separate.”  

• Khiyar is an option to rescind a sale contract

There are a number of options in sales:  

A conditional option to rescind the sale within 
specific number of days; an option to refund due 
to a defect in quality; and so on.



Common elements of a 
contract:

• Subject matter - should exist, valuable, 
usable, capable of ownership, capable of 
delivery/possession, specified and quantified. 
If a non-existent thing is sold, even with 
mutual consent the sale is void according to 
the Shariah.

• Delivery of subject matter:  The Prophet said 
“he who buys foodstuff should not sell it until he 
has taken possession of it" [Tirmizi]



Common elements of a 
contract:

• Constructive possession - possessor 
has not taken the physical deliver of the 
commodity, yet the commodity has come 
into his risk and control and all the rights and 
liabilities of the commodity are passed on to 
him including the risk of its destruction. 

• In case of immovable assets, any legal notice 
of transfer of mutation is sufficient. *(Ayub, p. 
110)



Types of transactions:

• Transactions:

1. Sale/purchase (cash or credit)

2. Loan

3. Leasing

• Result of each transaction will have different 
implications in respect of transfer of 
ownership, risk and liability.



Types of transactions:
1. Bai’ - SALE Ownership is transferred to the 
buyer just at the time the sale is executed and 
this transfer is definite and permanent, for both 
spot or credit price. 

2. Loan (free of any charge) – temporary 
transfer of ownership of goods/assets, free of any 
payment

Debtor is liable to return or pay back the 
same asset to the creditor. (*Ayub, p.48)



Types of transactions:
3. Leasing - Only the usufruct* of the asset is made 
available to the lessee against the payment of rent. (Not the 
ownership of the asset)

- As ownership remains with the lessor, he is entitled 
to rental payments and is also liable for expenses 
relating to ownership and loss of asset if any. 

Note: Anything that cannot be used without consuming its 
corpus or which changes its shape altogether in the 
process of its use cannot be leased out, eg: money, fuel, 
perishable goods like food, etc… (Ayub, p.48)

*Usufruct means the value or benefit obtained through using something. 



Ownership Categories:
1. Ownership of assets (Milk ul’Ain)

2. Ownership of debt (Milk ud Dayn)

3. Ownership of usufruct (Milk ul Manfa’at)

Note:

If a person owns the asset, he also gets ownership of its 
usufruct, but not the other way around. 

Usufruct /= ownership of the asset itself

Usufruct is given for a specified period.

Ownership does not relate to time.



Question?

• Suppose I am renting a 
house from you, am I the 
owner? 

• Are you the owner?

• Who has full ownership 
of the house?



Classification of 
Contracts

• Jurists generally divide contracts into Valid (Sahih) or Invalid (Batil).  

Some scholars however likewise use the category voidable/defective (Fasid) to 
refer to contracts that need modification.  

C l a s s i f i c a t i o n  o f  C o n t r a c t s :

1. Valid (Sahih) - All elements of the contracts are found to be in order.

2. Voidable/defective (Fasid) - It has all the elements of a contract, 
except nonessential attributes of the contract. (e.g. minute specification 
of subject matter needs to be removed or changed to make the 
contract Valid)

3. Void (batil) - Contract does not fulfil essential conditions (e.g. illegal 
subject matter, or with regards to offer and acceptance, ownership etc)  
(Ayub, 2007)



The Prophet stated, 

“Muslim must keep to the conditions 
they make, except for a condition that 
makes something prohibited lawful or 
something lawful prohibited.” 

[Al-Tirmizi, Sahih]



Conditions within a 
contract

Conditions within contracts must be honored as long as they do 
not breach the Shari’ah. 

An example of a permissible condition in a sale:

Nafi’ narrated from Ibn ‘Umar, that the Messenger of Allah said: 
“Both the buyer and the seller retain the option as long as they 
have not separated or they give each other the option.” [Bukhari 
and Muslim]

The default rule of a sale renders the sale complete when the 
buyer or seller departs from the location. However, they may 
make a condition of a few days to change their mind and get a 
refund.  After the time has elapsed, the option would have expired.



Conditions within a 
contract

An example of a permissible condition with a 
loaned item:

The owner may require a security deposit until the 
item is returned, or a photocopy of the borrower’s 
identification (e.g. a drivers license).

An example of a permissible condition in a lease 
agreement:

The lessor of a car may have a condition for the 
lessee not to drive it off road. The lessor of a house 
may stipulate “no pets allowed” as a condition… 



Conditions within a 
contract

Unlawful conditions refer to what is prohibited 
by Shariah such as; a sale and lease in one contract or 
interest-bearing penalties for late payments…

Likewise, if the Shariah has stipulated a law that is 
binding, it may not be changed by a condition (such as 
inheritance). 

The Prophet said “Whoever stipulates such 
conditions as are not in Allah’s Laws, then those 
conditions are invalid even if he stipulated a hundred 
such conditions.” [Bukhari]  



Example of an Invalid 
contract: 

2 contracts in 1 (Combining contracts 
which are conditional upon each other)

The Prophet said, “unlawful are a sale and a 
loan or two stipulations in a sale, or a sale of what 
you do not have”

“I shall purchase your goods for such and such if 
you lend me such and such” (Imam Malik)

e.g. Hire Purchase



Example: Hire Purchase
• According to the AAOIFI Standards on Ijarah, transfer of ownership 

in the leased property cannot be made by a sale contract (along 
with the Ijarah) to be made effective on a future date. 

Alternatively, ownership can be transferred using one of the 
following means:

1. By means of a promise to sell for a token or other consideration 
or by accelerating the payment of the remaining amount or by 
paying the market value of the leased property.

2. By a promise to give it as a gift (for no consideration) at the end 
of the lease period.

3. By a promise to gift contingent on a particular event, for example, 
upon the payment of the remaining instalments.



Example: Hire Purchase
• The transfer of ownership in all the above forms should be 

independent of the Ijarah contract and not an integral part of the 
transaction as a whole. The promise should be unilateral and 
binding on the promisor and the other party must have the option 
not to proceed.

• In cases 1 and 2 above, a new contract should be drawn up because 
ownership will not transfer merely by virtue of the earlier 
promise. In respect of 3, where an Ijarah transaction has separate 
documentation giving the asset as a gift contingent upon the 
condition that the remaining instalments are paid, the ownership 
will be transferred to the lessee if the condition is fulfilled without 
any other document being signed*. (AAOIFI, 2004–5a, Standard on 
Ijarah, clauses 8/1–8/4, 8/6, 8/7, pp. 146, 156.) (Ayub,  page 292 )
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