
G LO S S A RY

Professional Certificate in Islamic Financial Planning Quantitative Finance

Islamic Financial Planning Principles

Amanah – Concept: The principle of trustworthiness and ethical stewardship of client funds. Related terms:
fiduciary duty, Kafalah, stewardship. Explanation: In Islamic financial planning, the planner must act with
utmost honesty, safeguarding assets as a trustee. Example: A planner allocating a client’s zakat proceeds
must ensure they are used for permissible charitable causes. Practical application: Establishing transparent
reporting mechanisms for each client’s portfolio. Challenge: Balancing confidentiality with the need for
detailed disclosures to satisfy regulatory requirements.

Amana – Concept: Institutional trust structures, often a trust or endowment. Related terms: waqf,
endowment, charitable fund. Explanation: Amana entities manage assets for long‑term community benefit,
adhering to Shariah compliance. Example: A university’s Amana fund invests in Shariah‑compliant equities
to support scholarships. Practical application: Setting up governance boards with Shariah scholars.
Challenge: Ensuring investment returns meet both charitable objectives and Shariah constraints.

Ar-Riba – Concept: Prohibition of interest (usury). Related terms: riba al‑nasiah, riba al‑fadl. Explanation: Any
guaranteed return on a loan is considered riba and is forbidden. Example: Conventional savings accounts
earning fixed interest are non‑compliant. Practical application: Structuring profit‑sharing contracts like
Mudarabah instead of interest‑bearing deposits. Challenge: Communicating the impact of riba prohibition
to clients accustomed to conventional banking returns.

Baraka – Concept: Blessing or divine increase. Related terms: rizq, tawakkul. Explanation: In Islamic finance,
investments are sought that attract baraka, meaning permissible profit accompanied by spiritual benefit.
Example: Investing in halal food production may be viewed as a source of baraka. Practical application:
Advising clients to align financial goals with ethical and spiritual values. Challenge: Quantifying baraka in
financial terms for performance measurement.

Bai’ al‑Inah – Concept: Sale‑back financing technique. Related terms: murabaha, tawarruq. Explanation: The
seller sells an asset to the buyer on credit and immediately repurchases it for cash, effectively providing a
loan. Example: A bank sells a commodity to a client on deferred payment, then buys it back for cash.
Practical application: Used to provide liquidity while maintaining a veneer of trade. Challenge: Many
scholars deem it non‑compliant due to hidden riba, leading to regulatory scrutiny.

Bai’ al‑Murabaha – Concept: Cost‑plus sale contract. Related terms: murabaha, markup, cost‑plus financing.
Explanation: The financier purchases an asset and resells it to the client at an agreed markup, payable over
time. Example: A client purchases a vehicle through a bank that buys the car and sells it with a transparent
profit margin. Practical application: Widely used for home financing and trade financing. Challenge:
Ensuring the markup reflects actual costs and avoiding excessive profit that could be deemed exploitative.

Bai’ al‑Wadiah – Concept: Safekeeping sale. Related terms: custodial service, deposit, amanah. Explanation:
The bank holds an asset on behalf of the client, promising to return it upon request. Example: A client

Read online: https://certificates.lsba.org.uk/glossaries/3385533/
islamic-financial-planning-principles

London School of Business and Administration · 20 Jun 2026



G LO S S A RY

deposits gold with an Islamic bank for safekeeping. Practical application: Provides secure storage while
maintaining Shariah compliance. Challenge: Determining appropriate compensation for the service without
invoking riba.

Barq – Concept: Lightning, metaphor for rapid financial growth. Related terms: growth, compounding, zakat.
Explanation: Used in teaching to illustrate how permissible investments can grow quickly when managed
ethically. Example: A portfolio that respects Shariah principles but leverages high‑growth sectors. Practical
application: Emphasizing disciplined saving and investment strategies. Challenge: Avoiding speculative
ventures that conflict with the prohibition of gharar.

Bazaar Financing – Concept: Trade‑based financing structures typical in traditional markets. Related terms:
murabaha, mudarabah, trade finance. Explanation: Involves financing the purchase of goods for resale, with
profit derived from trade margins. Example: Providing capital for a merchant to import textiles, with
repayment tied to sales revenue. Practical application: Supports small‑ and medium‑enterprises in emerging
markets. Challenge: Verifying the authenticity of trade transactions to prevent disguised interest.

Bil‑Al‑Mudaraba – Concept: Partnership where one party provides capital and the other provides expertise.
Related terms: mudarabah, partnership, profit‑share. Explanation: The capital provider (rab al‑mal) shares in
profits, while losses are borne by the capital provider unless negligence is proven. Example: An Islamic bank
funds a startup’s development in exchange for a share of net profits. Practical application: Encourages
entrepreneurship while adhering to risk‑sharing principles. Challenge: Accurately assessing and monitoring
the operational partner’s performance.

Black‑Scholes Model (Islamic Adaptation) – Concept: Quantitative tool for pricing options, adapted to avoid
riba. Related terms: option pricing, risk‑neutral valuation, Shariah‑compliant derivatives. Explanation:
Standard Black‑Scholes relies on risk‑free rates and borrowing, which are non‑compliant; Islamic
adaptations replace the risk‑free rate with a profit‑rate benchmark. Example: Using an Islamic profit‑rate
index to estimate the expected return on a sukuk. Practical application: Enables sophisticated risk
management for Islamic portfolios. Challenge: Limited market data for profit‑rate benchmarks and ongoing
scholarly debate on the model’s permissibility.

Capital Adequacy Ratio (CAR) – Concept: Measure of a financial institution’s capital relative to its
risk‑weighted assets. Related terms: Basel III, risk‑weighting, solvency. Explanation: Islamic banks calculate
CAR using Shariah‑compliant risk weights, ensuring sufficient capital buffers. Example: An Islamic bank
maintains a CAR of 12 % to satisfy regulatory standards. Practical application: Provides confidence to
depositors and investors. Challenge: Determining appropriate risk weights for non‑conventional assets like
sukuk or mudarabah investments.

Capital‑Market Instruments (Islamic) – Concept: Securities that comply with Shariah, such as sukuk. Related
terms: sukuk, Islamic bonds, asset‑backed securities. Explanation: Instruments represent ownership in
tangible assets or revenue streams, avoiding interest payments. Example: A sukuk backed by a real‑estate
development project. Practical application: Enables long‑term financing for infrastructure while offering
investors Shariah‑compliant returns. Challenge: Structuring contracts that satisfy both market investors and
Shariah scholars.
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Cash‑Flow Matching – Concept: Aligning asset cash inflows with liability cash outflows. Related terms:
duration matching, immunization, liquidity management. Explanation: In Islamic financial planning,
cash‑flow matching must avoid interest‑based reinvestments. Example: Using rental income from halal
property to meet future zakat obligations. Practical application: Reduces liquidity risk and ensures timely
fulfilment of obligations. Challenge: Limited availability of predictable cash‑flow instruments that are
Shariah‑compliant.

Charitable Endowment (Waqf) – Concept: Permanent dedication of assets for charitable purposes. Related
terms: waqf, amana, endowment. Explanation: Assets are held in perpetuity, with income used for specified
welfare projects. Example: A family establishes a waqf to fund a hospital wing. Practical application: Provides
a stable source of funding for community services. Challenge: Managing asset appreciation and ensuring
compliance with both civil law and Shariah.

Chattah – Concept: Prohibited speculative transaction. Related terms: gharar, gambling, maysir. Explanation:
Any transaction involving excessive uncertainty or gambling‑like risk is disallowed. Example: High‑frequency
trading based on short‑term price movements. Practical application: Advising clients to avoid speculative
derivatives. Challenge: Defining the boundary between permissible risk‑taking (business risk) and prohibited
speculation.

Collateral (Islamic Context) – Concept: Asset pledged to secure an obligation without interest. Related
terms: guarantee, security, pledge. Explanation: Collateral must be permissible (halal) and cannot involve
riba‑based penalties. Example: A client pledges a halal‑certified property to secure a Qard Hasan loan.
Practical application: Provides risk mitigation for lenders. Challenge: Valuing collateral in markets where
asset prices may be volatile.

Contingent Liability – Concept: Potential obligation depending on future events. Related terms: risk
exposure, provision, forward contract. Explanation: In Islamic finance, contingent liabilities must be
disclosed, but contracts cannot be based on uncertain outcomes (gharar). Example: A guarantee issued for a
client’s trade transaction. Practical application: Incorporating potential exposures into risk assessments.
Challenge: Structuring guarantees that comply with Shariah while offering effective protection.

Convertible Sukuk – Concept: Sukuk that can be converted into equity under predefined conditions. Related
terms: sukuk, equity conversion, hybrid instrument. Explanation: Provides investors with flexibility while
maintaining asset‑backed structure. Example: A sukuk convertible into shares of a halal manufacturing firm
after five years. Practical application: Attracts a broader investor base. Challenge: Ensuring the conversion
mechanism does not introduce riba or excessive uncertainty.

Cost‑Plus Financing (Murabaha) – Concept: Financing method where the seller adds a known profit margin
to the cost. Related terms: murabaha, markup, transparent profit. Explanation: The client knows the exact
cost and profit, eliminating hidden interest. Example: An Islamic bank purchases a piece of equipment and
sells it to a client at a disclosed markup payable over three years. Practical application: Common for home
purchase financing. Challenge: Maintaining documentation that proves the cost component to satisfy
Shariah auditors.
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Credit Risk (Islamic) – Concept: Risk of loss due to a borrower’s failure to meet obligations. Related terms:
default risk, non‑performance, risk mitigation. Explanation: In Islamic finance, credit risk is managed without
relying on interest penalties; instead, profit‑sharing or loss‑sharing arrangements may be used. Example: A
mudarabah partnership where the capital provider bears loss if the venture fails. Practical application: Using
rigorous due‑diligence and Shariah‑compliant covenants. Challenge: Pricing credit risk without reference to
a conventional risk‑free rate.

Deferred Payment Sale (Bai’ al‑Ajil) – Concept: Sale with postponed payment terms. Related terms:
murabaha, installment sale, deferred payment. Explanation: The buyer receives the asset immediately but
pays over an agreed schedule, with a transparent profit margin. Example: Purchasing a home through an
Islamic bank where the bank sells the property with a deferred payment plan. Practical application: Aligns
cash‑flow needs of the client with Shariah compliance. Challenge: Avoiding hidden interest embedded in
the deferred payment schedule.

Diversification (Islamic Portfolio) – Concept: Spreading investments across various permissible asset classes
to reduce risk. Related terms: risk management, asset allocation, Shariah screening. Explanation:
Diversification must respect sectoral prohibitions (e.g., alcohol, gambling). Example: A portfolio includes
halal equities, sukuk, and real‑estate assets. Practical application: Enhances risk‑adjusted returns while
adhering to ethical constraints. Challenge: Limited availability of diversified Shariah‑compliant instruments
in certain markets.

Durable Power of Attorney (Islamic) – Concept: Legal authority to act on behalf of a client, respecting
Islamic principles. Related terms: proxy, fiduciary, Shariah compliance. Explanation: The attorney must
manage assets in a manner consistent with the client’s religious obligations. Example: An appointed advisor
executes transactions for a client’s halal investment portfolio. Practical application: Facilitates efficient
management when the client is incapacitated. Challenge: Ensuring the attorney’s actions are monitored for
Shariah adherence.

Economic Justice (Al‑‘Adl al‑Iqtisadi) – Concept: Core principle emphasizing fairness in financial transactions.
Related terms: equity, fairness, social welfare. Explanation: Islamic financial planning seeks to promote
equitable wealth distribution and avoid exploitation. Example: Structuring profit‑sharing contracts that
provide reasonable returns to all parties. Practical application: Incorporating zakat calculations into financial
plans. Challenge: Balancing profit objectives with broader social justice goals.

Equity‑Based Financing (Mudarabah) – Concept: Partnership where profits are shared and losses borne by
the capital provider. Related terms: mudarabah, profit‑share, risk‑sharing. Explanation: The entrepreneur
contributes expertise, while the financier supplies capital. Example: An Islamic bank funds a fintech startup
under a mudarabah agreement, receiving 30 % of net profits. Practical application: Encourages
entrepreneurship without interest. Challenge: Monitoring performance and ensuring transparent profit
calculation.

Ethical Screening (Shariah Screening) – Concept: Process of filtering securities to ensure compliance with
Islamic law. Related terms: sector screening, financial ratios, halal index. Explanation: Companies involved in
prohibited activities (e.g., pork, gambling) are excluded. Example: A halal index excludes firms with more
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than 5 % revenue from non‑halal sources. Practical application: Provides investors with a clear, compliant
investment universe. Challenge: Varying interpretations among Shariah boards can lead to inconsistent
screening outcomes.

Financing Ratio (Islamic) – Concept: Metric that measures the proportion of financing that is
Shariah‑compliant. Related terms: compliance ratio, asset‑backing, leverage. Explanation: Used to assess the
degree to which an institution’s assets are funded through permissible means. Example: An Islamic bank
reports a financing ratio of 85 %, indicating 85 % of its assets are backed by halal financing. Practical
application: Benchmarking for internal governance and external reporting. Challenge: Accurate classification
of mixed‑purpose assets.

Fundamental Analysis (Islamic) – Concept: Evaluation of securities based on economic, financial, and Shariah
criteria. Related terms: valuation, financial statements, halal screening. Explanation: Analysts assess both
profitability and compliance with Islamic principles. Example: Reviewing a company’s debt levels to ensure
they do not exceed the 33 % threshold for Shariah compliance. Practical application: Guides portfolio
selection for Islamic mutual funds. Challenge: Limited availability of audited financial data for some
emerging‑market firms.

Garment Industry (Islamic Investment) – Concept: Sector often considered permissible if products are not
haram. Related terms: sector screening, halal products, ethical investing. Explanation: Investment decisions
consider whether the company's goods meet halal standards. Example: Investing in a textile manufacturer
that produces only modest clothing. Practical application: Provides diversification while staying within
permissible sectors. Challenge: Verifying supply‑chain compliance with halal standards.

Gharar – Concept: Excessive uncertainty or ambiguity in contracts. Related terms: uncertainty, speculation,
maysir. Explanation: Contracts that lack clear terms, price, or delivery conditions are prohibited. Example: A
forward contract without a predetermined price. Practical application: Drafting clear, transparent
agreements for all financial products. Challenge: Determining the threshold of acceptable uncertainty in
complex financial instruments.

Halal Index – Concept: Benchmark tracking performance of Shariah‑compliant equities. Related terms:
benchmark, sukuk index, Shariah compliance. Explanation: The index includes only companies meeting
Islamic screening criteria. Example: The Dow Jones Islamic Market Index (DJIM) reflects the performance of
halal equities. Practical application: Serves as a reference point for Islamic mutual funds. Challenge: Frequent
rebalancing due to changes in company activities or financial ratios.

Hedging (Islamic Perspective) – Concept: Risk mitigation technique that must avoid riba and gharar. Related
terms: risk management, Islamic derivatives, takaful. Explanation: Permissible hedging may involve using
profit‑sharing swaps or takaful arrangements rather than conventional futures. Example: A sukuk issuer uses
a profit‑rate swap to manage exposure to interest‑rate fluctuations. Practical application: Protects portfolio
value without violating Shariah. Challenge: Limited market depth for Shariah‑compliant hedging
instruments.

Income‑Generating Assets (Islamic) – Concept: Assets that produce permissible earnings, such as rental
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income or profit‑sharing returns. Related terms: halal income, rental yield, profit‑share. Explanation: Focus
on assets that generate cash flow without involving prohibited activities. Example: Leasing a halal‑certified
commercial building to tenants. Practical application: Building stable cash flows for retirement planning.
Challenge: Ensuring tenants’ business activities remain permissible throughout the lease term.

Islamic Banking – Concept: Banking system operating under Shariah law, prohibiting riba, gharar, and haram
activities. Related terms: conventional banking, Shariah board, profit‑sharing. Explanation: Provides deposit,
financing, and investment services that comply with Islamic principles. Example: Offering Murabaha home
financing instead of a conventional mortgage. Practical application: Enables Muslims to manage finances in
line with faith. Challenge: Maintaining competitive returns while adhering to strict compliance standards.

Islamic Capital Markets – Concept: Financial markets offering Shariah‑compliant securities, such as sukuk
and halal equities. Related terms: sukuk, halal index, Shariah advisory. Explanation: Provide avenues for
raising capital without interest. Example: A government issuing sukuk to fund a renewable‑energy project.
Practical application: Diversifies funding sources for public and private sectors. Challenge: Aligning
regulatory frameworks with both international standards and Islamic jurisprudence.

Islamic Financial Planning (IFP) – Concept: Comprehensive approach to managing wealth in accordance with
Islamic law. Related terms: zakat, waqf, ethical investing. Explanation: Integrates budgeting, investment, risk
management, and estate planning while ensuring compliance. Example: A planner creates a retirement plan
that includes halal investments, zakat calculations, and a family waqf. Practical application: Addresses both
financial and spiritual objectives. Challenge: Balancing complex financial goals with diverse interpretations
of Shariah compliance.

Islamic Index Funds – Concept: Mutual funds that track a Shariah‑compliant index. Related terms: passive
investing, halal portfolio, tracking error. Explanation: Offer diversified exposure to permissible equities with
low management fees. Example: An Islamic index fund replicating the MSCI World Islamic Index. Practical
application: Provides investors with a simple, compliant investment vehicle. Challenge: Managing turnover
and ensuring ongoing compliance as constituent companies evolve.

Islamic Insurance (Takaful) – Concept: Cooperative insurance model based on mutual assistance. Related
terms: tabarru, risk pooling, mutual guarantee. Explanation: Participants contribute to a pool, and claims are
paid from the collective fund. Example: A family purchases a Takaful plan to cover health expenses. Practical
application: Provides risk protection without profit‑driven insurance contracts. Challenge: Achieving
sufficient surplus to cover large claims while keeping contributions affordable.

Islamic Microfinance – Concept: Small‑scale financing for low‑income individuals that adheres to Shariah.
Related terms: micro‑Mudarabah, micro‑Murabaha, poverty alleviation. Explanation: Uses profit‑sharing or
cost‑plus financing to support entrepreneurship. Example: A micro‑Murabaha loan to a street vendor for
inventory purchase. Practical application: Promotes financial inclusion and economic development.
Challenge: Managing higher operational costs and ensuring effective Shariah oversight at scale.

Islamic Mortgage (Home Financing) – Concept: Home purchase financing using Shariah‑compliant
structures. Related terms: murabaha, ijara, diminishing musharaka. Explanation: Methods include Murabaha
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(cost‑plus sale), Ijara (leasing), or diminishing Musharaka (joint ownership). Example: A buyer acquires a
house through a diminishing Musharaka agreement where ownership gradually transfers to the buyer.
Practical application: Enables home ownership without interest. Challenge: Structuring contracts that clearly
delineate ownership, profit, and risk.

Islamic Portfolio Management – Concept: Managing investment portfolios in compliance with Shariah.
Related terms: asset allocation, Shariah screening, risk‑adjusted return. Explanation: Involves selecting
permissible assets, monitoring compliance, and optimizing risk‑return profiles. Example: A portfolio
manager balances halal equities, sukuk, and real‑estate assets to meet client objectives. Practical
application: Provides tailored wealth growth for Muslim investors. Challenge: Limited data on performance
of Shariah‑compliant benchmarks.

Islamic Refinance – Concept: Restructuring existing financing to maintain Shariah compliance. Related terms:
refinancing, restructuring, Shariah audit. Explanation: May involve converting a conventional loan into a
Murabaha or Ijara arrangement. Example: A client refinances a conventional mortgage into an Islamic Ijara
lease. Practical application: Aligns existing obligations with religious obligations. Challenge: Negotiating
terms with conventional lenders and ensuring no hidden interest.

Islamic Savings Account (Wadiah) – Concept: Deposit account where the bank holds funds in safekeeping.
Related terms: wadiah, amanah, non‑interest bearing. Explanation: The bank may provide a modest profit
distribution derived from permissible investments, not guaranteed interest. Example: A client places funds in
a Wadiah account and receives periodic profit distributions linked to the bank’s halal asset pool. Practical
application: Offers a secure, compliant alternative to conventional savings. Challenge: Managing client
expectations for returns while adhering to non‑interest principles.

Islamic Wealth Management – Concept: Advisory services that integrate financial objectives with Shariah
principles. Related terms: financial planning, halal investing, legacy planning. Explanation: Covers investment
selection, tax planning, estate structuring, and charitable giving. Example: A wealth manager designs a
succession plan that includes a family waqf and halal asset allocation. Practical application: Holistic
approach to preserving wealth across generations. Challenge: Coordinating across multiple jurisdictions
with varying Shariah interpretations.

Jannah (Financial Goal) – Concept: Metaphorical reference to ultimate spiritual reward, used to motivate
ethical financial behavior. Related terms: spiritual wealth, ethical returns, purpose‑driven investing.
Explanation: Aligning financial goals with the pursuit of Jannah encourages adherence to Islamic values.
Example: An investor prioritizes halal investments to seek both material profit and spiritual benefit. Practical
application: Reinforces ethical decision‑making in client discussions. Challenge: Translating intangible
spiritual aspirations into measurable financial metrics.

Kafalah – Concept: Guarantee or surety provided by a third party. Related terms: guarantee, collateral,
guarantee agreement. Explanation: In Islamic finance, Kafalah must be free of interest and excessive risk.
Example: A bank provides a Kafalah for a client’s trade credit, ensuring repayment without charging a fee.
Practical application: Facilitates access to financing for small businesses. Challenge: Assessing the
guarantor’s capacity and ensuring the guarantee does not become a hidden riba arrangement.
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Kharaj – Concept: Land tax or agricultural levy permissible under certain conditions. Related terms: zakat,
land revenue, Islamic taxation. Explanation: Historically a tax on agricultural produce; modern equivalents
may be considered in wealth‑distribution discussions. Example: A farmer pays a modest Kharaj on harvested
crops, which is then allocated to community projects. Practical application: Demonstrates historical models
of wealth redistribution. Challenge: Integrating traditional tax concepts with contemporary fiscal systems.

Liquidity Management (Islamic) – Concept: Ensuring sufficient cash or liquid assets to meet obligations
without violating Shariah. Related terms: cash‑flow, short‑term assets, Shariah‑compliant liquidity.
Explanation: Uses instruments such as short‑term Murabaha or high‑quality sukuk to maintain liquidity.
Example: An Islamic bank holds a portfolio of 90‑day sukuk to meet withdrawal demands. Practical
application: Balances profitability with compliance. Challenge: Limited depth of short‑term
Shariah‑compliant markets can increase liquidity risk.

Liquidity Ratio (Islamic) – Concept: Measure of an institution’s ability to meet short‑term obligations with
liquid assets. related terms: current ratio, cash‑ratio, asset‑backed securities. Explanation: Calculated using
Shariah‑compliant liquid assets such as cash, short‑term sukuk, and Murabaha receivables. Example: A bank
reports a liquidity ratio of 1.5, indicating adequate liquid coverage. Practical application: Assists regulators
and investors in assessing financial health. Challenge: Defining “liquid” in the context of assets that must be
asset‑backed.

Makruh – Concept: Disliked or discouraged actions, not strictly prohibited. Related terms: haram,
permissible, ethical considerations. Explanation: In finance, certain practices may be makruh if they involve
minor ethical concerns. Example: Investing in a company that has a small exposure to non‑halal activities
may be considered makruh. Practical application: Advisers may recommend avoidance to maintain higher
ethical standards. Challenge: Determining the threshold where a practice moves from permissible to
makruh.

Maqasid al‑Shariah – Concept: Higher objectives of Islamic law, including preservation of life, intellect,
lineage, property, and faith. Related terms: objectives, welfare, public interest. Explanation: Financial
planning should align with these objectives, promoting justice, welfare, and ethical conduct. Example:
Structuring investments that support community development aligns with maqasid. Practical application:
Guides product development to serve broader societal goals. Challenge: Translating abstract objectives into
concrete financial policies.

Marghub – Concept: Desired or preferred outcome, often used in goal‑setting. Related terms: target,
objective, client aspiration. Explanation: Planners identify marghub outcomes to tailor strategies. Example: A
client’s marghub is to fund a halal education for grandchildren. Practical application: Drives the creation of
tailored savings plans. Challenge: Balancing multiple marghub goals while maintaining compliance.

Mudarabah – Concept: Profit‑sharing partnership where one party provides capital and the other provides
expertise. Related terms: partnership, profit‑share, risk‑sharing. Explanation: Profits are distributed per
pre‑agreed ratios; losses are borne by the capital provider unless caused by negligence. Example: An Islamic
bank funds a renewable‑energy project under a Mudarabah agreement, receiving 20 % of net profits.
Practical application: Encourages entrepreneurship without interest. Challenge: Accurate accounting of
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profits and ensuring transparent reporting.

Musharaka – Concept: Joint venture where all partners contribute capital and share profits and losses.
related terms: partnership, equity, risk‑sharing. Explanation: Proportional sharing is based on each partner’s
contribution. Example: A construction project financed through a Musharaka where the bank and client
each own 50 % of the asset. Practical application: Enables shared ownership of large assets. Challenge:
Dispute resolution mechanisms must be embedded to handle differing expectations.

Musharaka‑Al‑Mutaqaddima – Concept: Advanced partnership where contributions may be in cash, assets,
or expertise, and profit‑loss sharing is flexible. related terms: joint venture, equity financing, flexible profit
sharing. Explanation: Allows dynamic adjustments as the venture evolves. Example: A tech startup and an
Islamic venture fund enter a Musharaka‑Al‑Mutaqaddima, adjusting profit shares as the company scales.
Practical application: Supports fast‑growing businesses. Challenge: Maintaining compliance as the
partnership structure changes over time.

Nasihah – Concept: Advisory or counsel, often used in the context of financial advice. related terms:
guidance, advisory, fiduciary duty. Explanation: Financial planners provide nasihah that aligns with Islamic
ethics. Example: Offering nasihah on how to allocate zakat within an investment portfolio. Practical
application: Strengthens client‑planner relationship based on trust. Challenge: Ensuring advice remains
within the bounds of Shariah while meeting market expectations.

Non‑Performing Asset (NPA) – Concept: Asset that fails to generate expected cash flows. related terms:
default, impaired asset, risk management. Explanation: In Islamic finance, NPAs must be addressed without
imposing interest penalties. Example: A Murabaha receivable that is overdue for more than 90 days.
Practical application: Re‑structuring through profit‑sharing or asset disposal. Challenge: Recovering value
while adhering to ethical standards.

Obligatory Zakat (Zakat al‑Mal) – Concept: Mandatory charitable levy on wealth. related terms: almsgiving,
wealth purification, tax. Explanation: Calculated at 2.5 % of qualifying assets above the nisab threshold
annually. Example: A client’s halal investment portfolio valued at $200,000 results in $5,000 zakat liability.
Practical application: Integrated into financial plans to ensure timely payment. Challenge: Determining zakat
on complex assets such as sukuk or joint ventures.

Off‑Balance‑Sheet Financing – Concept: Financing arrangements not recorded on the balance sheet, often
through special purpose vehicles. related terms: SPV, contingent liability, regulatory reporting. Explanation:
Must be structured to avoid hidden interest and maintain transparency. Example: An Islamic bank uses a
SPV to issue sukuk, keeping the liability off its balance sheet. Practical application: Enables asset‑light
financing. Challenge: Regulatory scrutiny and ensuring Shariah compliance of the SPV structure.

Optimisation (Islamic Portfolio) – Concept: Process of maximizing risk‑adjusted returns within Shariah
constraints. related terms: mean‑variance, efficient frontier, halal constraints. Explanation: Uses quantitative
methods to select the best asset mix. Example: Applying a modified Markowitz model that incorporates
halal screening filters. Practical application: Improves portfolio performance while respecting religious limits.
Challenge: Limited availability of historical return data for certain halal assets.
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Participating Investment (Musharaka) – Concept: Investment where the investor participates in both profit
and loss. related terms: equity, joint venture, risk‑sharing. Explanation: Returns are not fixed; they depend
on the performance of the underlying venture. Example: An investor contributes capital to a halal food
processing plant and receives a share of net income. Practical application: Aligns incentives between capital
providers and entrepreneurs. Challenge: Managing expectations for return horizons and liquidity.

Passive Income (Halal) – Concept: Earnings generated without active involvement, provided the source is
permissible. related terms: rental income, dividend, sukuk yield. Explanation: Includes rent from halal
property, dividends from permissible equities, and profit distributions from sukuk. Example: A client receives
monthly rental income from a halal commercial property. Practical application: Supports retirement
planning with steady cash flow. Challenge: Monitoring that the underlying assets remain compliant over
time.

Permissible (Halal) Investment – Concept: Investment that aligns with Islamic law. related terms: Shariah
screening, halal, ethical investing. Explanation: Excludes sectors such as alcohol, gambling, pork, and
conventional interest‑bearing instruments. Example: Investing in a renewable‑energy firm that operates
within halal guidelines. Practical application: Forms the core of Islamic portfolio construction. Challenge:
Ongoing monitoring for compliance as companies may shift activities.

Profit‑Sharing Ratio (Mudarabah) – Concept: Pre‑agreed distribution of profits between capital provider and
entrepreneur. related terms: profit split, equity sharing, partnership. Explanation: Determines each party’s
share of net profits; losses are borne by the capital provider unless due to negligence. Example: A 70/30
profit‑sharing ratio where the bank receives 30 % of profits. Practical application: Aligns incentives and
clarifies expectations. Challenge: Defining “net profit” in a manner acceptable to both parties and Shariah
scholars.

Qard Hasan – Concept: Benevolent interest‑free loan. related terms: charity loan, non‑profit financing,
goodwill. Explanation: The borrower repays only the principal, with no profit to the lender. Example: An
Islamic micro‑finance institution provides a Qard Hasan to a small trader for inventory purchase. Practical
application: Encourages community development and social welfare. Challenge: Managing repayment risk
without imposing penalties that could become riba.

Qur’an‑Based Financial Ethics – Concept: Moral framework derived from Quranic teachings guiding financial
behavior. related terms: moral finance, ethical investing, spiritual wealth. Explanation: Emphasizes honesty,
fairness, and prohibition of exploitation. Example: A planner references Quranic verses on wealth
distribution when advising on charitable giving. Practical application: Reinforces client confidence in the
ethical integrity of strategies. Challenge: Translating broad ethical principles into specific investment criteria.

Qur’an‑Based Risk Management – Concept: Approach to risk that incorporates Islamic ethical
considerations. related terms: prudence, precaution, risk‑sharing. Explanation: Encourages diversification,
avoidance of excessive uncertainty, and reliance on permissible contracts. Example: Using a diversified halal
asset pool to mitigate sector‑specific risk. Practical application: Aligns risk controls with religious values.
Challenge: Balancing risk mitigation with the need for sufficient returns.
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Riba al‑Nasiah – Concept: Riba arising from time‑based interest, the most common form of usury. related
terms: interest, usury, prohibited gain. Explanation: Any guaranteed return over time on a loan is considered
riba al‑nasiah. Example: A conventional savings account offering a fixed 5 % annual interest. Practical
application: Islamic planners replace such products with profit‑sharing alternatives. Challenge:
Communicating the impact of riba prohibition to clients accustomed to interest‑based returns.

Riba al‑Fadl – Concept: Riba arising from unequal exchange of the same commodity. related terms: unfair
trade, excess, prohibited gain. Explanation: Prohib
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