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Islamic Financial Contracts and Instruments

Al-Bai’ al-Istisna

Related terms: Istisna, Forward contract

Explanation: A manufacturing contract where a buyer commissions a seller to produce a specific good for
delivery at a future date. The buyer pays in installments or upon completion. Example: A developer orders
prefabricated steel components for a building, paying 30 % upfront and the balance on delivery. Practical
application: Used for construction projects, equipment procurement, and large-scale manufacturing.
Challenges: Requires clear specifications, risk of cost overruns, and compliance with Shariah when the
underlying asset is not permissible.

Al-Bai" al-Janaa

Related terms: Sale, Ownership transfer

Explanation: A simple sale contract where ownership of a tangible asset is transferred from seller to buyer
for a price paid immediately or on agreed terms. Example: Purchasing a car with cash at the dealership.
Practical application: The most common commercial transaction in Islamic finance. Challenges: Must ensure
the asset is halal and free from any prohibited elements (e.G., Alcohol).

Al-Bai’ al-Murabaha

Related terms: Cost-plus financing, Mark-up

Explanation: A sale where the seller discloses the cost and adds a known profit margin, which the buyer
pays in installments or lump sum. Example: An Islamic bank purchases a piece of machinery and resells it to
a client at a 5% profit, payable over 24 months. Practical application: Widely used for home financing,
vehicle purchase, and working-capital loans. Challenges: Requires transparent cost disclosure; critics argue
that the bank’s risk exposure is minimal, resembling conventional interest.

Al-Bai’ al-Salam

Related terms: Advance payment, Forward sale

Explanation: A contract where the buyer pays full price in advance for goods to be delivered later, typically
agricultural produce. Example: A farmer receives payment today for a harvest to be delivered in six months.
Practical application: Provides liquidity to producers and secures supply for buyers. Challenges: Risk of
non-delivery, quality deviation, and the need for strict compliance with Shariah conditions on price
certainty.

Al-Bai’ al-Wadi'ah

Related terms: Deposit, Custody

Explanation: A safekeeping arrangement where an asset is transferred to a custodian without a stipulated
return date; the custodian may use the asset for permissible purposes. Example: A client deposits gold with
an Islamic bank, which can lend the gold to a third party under a permissible contract. Practical application:
Enables asset-backed liquidity management. Challenges: Requires clear documentation of ownership and
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permissible use of the deposited asset.

Al-Bai’ al-Yad

Related terms: Spot sale, Immediate delivery

Explanation: A transaction where ownership and possession of the asset are transferred instantly at the time
of sale. Example: Buying a laptop and taking it home immediately. Practical application: Standard retail
purchase. Challenges: Must verify that the asset is free from prohibited elements.

Al-ljarah

Related terms: Leasing, Rental agreement

Explanation: A lease contract where the lessor transfers the usufruct of an asset to the lessee for a defined
period in exchange for rental payments. Ownership remains with the lessor. Example: An Islamic bank
purchases a commercial property and leases it to a business for ten years. Practical application: Used for
equipment leasing, real-estate, and vehicle financing. Challenges: Determining fair rental value, handling
asset maintenance, and ensuring the lessee does not exceed usage limits.

Al-ljarah wa-Igtina

Related terms: Lease-to-own, Purchase option

Explanation: A lease contract that includes a clause granting the lessee the right to acquire ownership of the
leased asset at the end of the lease term, usually by paying a nominal amount. Example: A client leases a car
for five years and purchases it for a token sum after the final payment. Practical application: Provides a
pathway to ownership while complying with Shariah prohibitions on interest. Challenges: Structuring the
lease payments to reflect a true rental and not a concealed loan.

Al-Mudaraba

Related terms: Profit-sharing, Partnership

Explanation: A partnership where one party provides capital (rab al-mal) and the other provides expertise
and management (mudarib). Profits are shared according to a pre-agreed ratio; losses are borne solely by
the capital provider unless caused by negligence. Example: An Islamic bank funds a start-up; the start-up
manages the business and shares 70 % of profits with the bank. Practical application: Used for venture
capital, project financing, and investment funds. Challenges: Accurately defining the profit-sharing ratio,
monitoring management performance, and handling loss allocation.

Al-Musharakah

Related terms: Joint venture, Equity financing

Explanation: A partnership where all parties contribute capital and share profits and losses proportionally to
their contributions. Management rights are determined by the agreement. Example: Two investors each
contribute $500,000 to develop a shopping centre and share profits 50-50. Practical application: Common in
real-estate development, trade financing, and corporate joint ventures. Challenges: Aligning partners’ risk
tolerance, decision-making authority, and exit mechanisms.

Al-Musharakah Mutanagisah
Related terms: Diminishing partnership, Home financing
Explanation: A diminishing partnership where the bank’s share in an asset gradually reduces as the client
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purchases the bank’s share over time, eventually achieving full ownership. Example: An Islamic bank
co-owns a house with a client; the client buys the bank’s share annually until full ownership is attained.
Practical application: Popular for residential mortgages. Challenges: Valuing the asset at each purchase
stage and ensuring compliance with profit-sharing principles.

Al-Qard al-Hasan

Related terms: Interest-free loan, Benevolent loan

Explanation: A loan provided on a goodwill basis without any stipulated profit or interest, to be repaid at
the borrower’s convenience. Example: A charitable organization grants a small business a $10,000 loan with
no interest, to be repaid within two years. Practical application: Supports micro-enterprise, education, and
emergency financing. Challenges: Risk of non-repayment and ensuring the lender’s financial sustainability.

Al-Sukuk

Related terms: Islamic bond, Asset-backed security

Explanation: Marketable securities representing ownership in a tangible asset, usufruct, or investment
project, generating returns for investors through profit-sharing rather than interest. Example: A government
issues sukuk backed by a highway project; investors receive rental income from the tolls. Practical
application: Enables large-scale infrastructure financing and diversified investment portfolios. Challenges:
Structuring compliance, secondary-market liquidity, and rating agency acceptance.

Al-Wakalah

Related terms: Agency contract, Management fee

Explanation: An agency agreement where a principal appoints an agent to manage assets or conduct
transactions on its behalf, for a predetermined fee. The agent does not own the assets. Example: An Islamic
fund appoints a wakalah manager to invest in Shariah-compliant equities, receiving a 2% management fee.
Practical application: Common in fund management, Takaful operations, and treasury activities. Challenges:
Defining the scope of authority, fee transparency, and performance monitoring.

Amana

Related terms: Trust, Custodial arrangement

Explanation: A trust relationship where an asset is transferred to a trustee for safekeeping or specific
purpose, without ownership transfer. The trustee must act in the best interest of the beneficiary. Example: A
donor places charitable endowment funds in an amana to be used for education. Practical application:
Facilitates charitable giving, estate planning, and fiduciary services. Challenges: Ensuring trustee
accountability and compliance with Shariah restrictions on asset use.

Ageedah

Related terms: Belief system, Islamic creed

Explanation: The theological foundation of Islam, encompassing belief in Allah, prophets, scriptures, angels,
the Day of Judgment, and divine decree. While not a financial contract, it underpins the ethical framework
guiding Islamic finance. Practical application: Guides the development of Shariah-compliant products and
the behavior of market participants. Challenges: Interpreting theological nuances in modern financial
contexts.
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Ara’ib al-Mudarabah

Related terms: Profit-sharing ratio, Mudaraba terms

Explanation: The agreed-upon proportion of profit distribution between capital provider and manager in a
mudarabah contract. Example: An Islamic bank and an entrepreneur agree on a 60-40 profit split, favoring
the bank. Practical application: Determines incentive alignment in venture financing. Challenges:
Negotiating a fair ratio that reflects risk contribution and market conditions.

Arboun

Related terms: Collateral, Security

Explanation: A pledge of an asset (often cash or securities) to secure an obligation, where the pledged asset
remains the ownership of the pledgor until default. Example: A borrower provides a cash deposit as arboun
for a trade-finance facility. Practical application: Enhances creditworthiness and mitigates risk. Challenges:
Valuation of pledged assets and ensuring the pledge does not involve prohibited riba.

Barakah

Related terms: Divine blessing, Spiritual benefit

Explanation: The concept of increase or blessing from Allah, often associated with ethical conduct and
compliance with Shariah. In finance, it denotes that a transaction performed with integrity may generate
additional, non-material benefits. Practical application: Encourages ethical behavior among Islamic banks
and investors. Challenges: Intangible nature makes measurement difficult.

Bay’ al-ljtima’

Related terms: Collective sale, Group purchase

Explanation: A contract where a group of buyers collectively purchases an asset, each receiving a
proportional share. The asset may be indivisible, requiring joint ownership. Example: Ten investors pool
funds to purchase a cargo ship and share the freight revenue. Practical application: Enables participation in
large assets that would be unaffordable individually. Challenges: Managing joint ownership, profit
distribution, and exit strategies.

Bay’ al-Kafala

Related terms: Guarantee sale, Assurance

Explanation: A sale where the seller guarantees the quality or performance of the sold asset, offering a form
of warranty. Example: A manufacturer sells equipment and provides a warranty against defects for two
years. Practical application: Builds buyer confidence in Shariah-compliant transactions. Challenges: Defining
the scope of the guarantee without involving prohibited uncertainty (gharar).

Bay’ al-Muzara'ah

Related terms: Share-cropping, Agricultural partnership

Explanation: A contract where the landowner allows a farmer to cultivate the land, sharing the harvest
according to a predetermined ratio. The landowner receives a portion of the produce as rent. Example: A
farmer works on a landlord’s field and gives 30 % of the wheat yield as rent. Practical application: Supports
agricultural development and land-use efficiency. Challenges: Weather risk, crop failure, and accurate
measurement of produce.
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Bay’ al-Nafi'ah

Related terms: Beneficial sale, Asset-based financing

Explanation: A sale where the seller provides a beneficial interest in an asset, allowing the buyer to use the
asset while the seller retains ownership. Example: An Islamic bank sells a piece of equipment to a client, who
uses it for production, while ownership remains with the bank until full payment. Practical application:
Enables asset-based financing while maintaining Shariah compliance. Challenges: Structuring the beneficial
interest without creating hidden interest.

Bay’ al-Wadiah

Related terms: Deposit, Safekeeping

Explanation: A contract where a depositor entrusts an asset to a custodian for safekeeping, with the
custodian returning the exact same asset on demand. The custodian may use the asset for permissible
purposes, earning a reward rather than interest. Example: A client places gold bars with an Islamic bank; the
bank may lend the gold to a third party under a permissible contract. Practical application: Provides liquidity
management for banks and safe storage for clients. Challenges: Ensuring the custodian does not profit from
the deposit in a prohibited manner.

Bay’ al-Yad

Related terms: Spot sale, Immediate transfer

Explanation: A transaction where the buyer receives immediate possession and ownership of the asset at
the time of sale. Example: Purchasing a kitchen appliance and taking it home instantly. Practical application:
Standard retail transactions. Challenges: Verification that the asset is free from haram components.

Bay’ al-Salam

Related terms: Advance purchase, Forward sale

Explanation: A sale where the buyer pays the full price in advance for goods to be delivered at a future date,
commonly used for agricultural commodities. Example: A processor pays a farmer today for a harvest that
will be delivered six months later. Practical application: Provides working capital to producers and price
certainty to buyers. Challenges: Risks of non-delivery, quality variance, and strict compliance with price
certainty.

Bay’ al-Istisna

Related terms: Manufacturing contract, Deferred delivery

Explanation: A contract where the buyer commissions the seller to manufacture a specific product, paying
either in advance, on delivery, or in installments. Example: A municipality orders prefabricated concrete
panels and pays 40 % upfront, the rest on receipt. Practical application: Facilitates project financing for
infrastructure and large-scale manufacturing. Challenges: Detailed specification requirements, risk of cost
overruns, and ensuring the asset is halal.

Bay’ al-Muzara'ah

Related terms: Share-cropping, Agricultural lease

Explanation: A partnership where a landowner allows a farmer to cultivate the land, sharing the harvest
according to a pre-agreed proportion. Example: A farmer works on a landlord’s plot and gives 20 % of the
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olive harvest as rent. Practical application: Supports agrarian economies and efficient land use. Challenges:
Crop failure, weather risk, and accurate measurement of produce.

Bay’ al-Mudarabah

Related terms: Profit-sharing sale, Investment sale

Explanation: A sale where the seller transfers ownership of an asset to the buyer, who then invests the asset
in a mudarabah venture; profits are shared according to an agreed ratio. Example: An Islamic bank sells a
piece of equipment to a client, who uses it to start a mudarabah business, sharing profits 70-30 with the
bank. Practical application: Enables asset-backed profit-sharing financing. Challenges: Aligning
profit-sharing ratios and ensuring the asset’s use remains Shariah-compliant.

Bay’ al-Wadi'ah

Related terms: Deposit, Custody

Explanation: A safekeeping arrangement where the depositor entrusts an asset to the custodian without a
fixed return; the custodian may employ the asset for permissible purposes, earning a reward rather than
interest. Example: A client deposits cash with an Islamic bank, which uses the cash to fund
Shariah-compliant projects. Practical application: Provides liquidity for banks and safe storage for clients.
Challenges: Maintaining asset integrity and avoiding prohibited gain.

Bay’ al-Wadiah

Related terms: Guardianship, Deposit

Explanation: A contract where the depositor entrusts an asset to the custodian for safekeeping; the
custodian may use the asset for permissible activities, but must return the exact same asset on demand.
Example: A client places gold with a bank; the bank may lend the gold under a permissible contract,
returning the same gold upon request. Practical application: Facilitates asset-backed liquidity management.

Bay’ al-Mudarabah

Related terms: Profit-sharing sale, Investment partnership

Explanation: A sale where the seller transfers ownership of an asset to the buyer, who then invests the asset
in a mudarabah venture; profits are shared according to an agreed ratio.

Bay’ al-Muzara'ah

Related terms: Share-cropping, Agricultural partnership

Explanation: A partnership where a landowner allows a farmer to cultivate the land, sharing the harvest
according to a pre-agreed proportion.

Bay’ al-Wadiah

Related terms: Deposit, Safekeeping

Explanation: A safekeeping arrangement where the depositor entrusts an asset to the custodian; the
custodian may use the asset for permissible purposes, but must return the exact same asset on demand.
Example: A client deposits cash with an Islamic bank; the bank may allocate the cash to Shariah-compliant
projects while preserving the principal. Practical application: Provides liquidity and secure storage.
Challenges: Maintaining asset integrity and avoiding prohibited earnings.
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Bay’ al-Wadi'ah

Related terms: Deposit, Custody

Explanation: A contract where a depositor entrusts an asset to a custodian for safekeeping; the custodian
may employ the asset for permissible activities, earning a reward rather than interest. Example: A client
places gold with an Islamic bank, which may lend the gold under a permissible contract. Practical
application: Enables asset-backed liquidity. Challenges: Ensuring the custodian’s use remains
Shariah-compliant.

Bay’ al-Yad

Related terms: Spot sale, Immediate transfer

Explanation: A transaction where ownership and possession of the asset pass instantly from seller to buyer.
Practical application: Standard retail transaction. Challenges: Verifying that the asset is free from haram
elements.

Bay’ al-Salam

Related terms: Advance purchase, Forward contract

Explanation: A sale where the buyer pays the full price in advance for goods to be delivered at a future date,
commonly used for agricultural commodities. Example: A processor pays a farmer today for a harvest to be
delivered six months later.

Bai' al-Mudarabah

Related terms: Profit-sharing sale, Investment contract

Explanation: A sale where the seller transfers ownership of an asset to the buyer, who then invests the asset
in a mudarabah venture; profits are shared according to an agreed ratio. Example: An Islamic bank sells
machinery to a client; the client uses it to start a mudarabah business, sharing profits 60-40. Practical
application: Merges asset acquisition with profit-sharing financing. Challenges: Aligning profit ratios and
ensuring asset use complies with Shariah.

Bai' al-Wadiah

Related terms: Deposit, Custodial arrangement

Explanation: A safekeeping contract where the depositor entrusts an asset to a custodian for storage; the
custodian may employ the asset for permissible purposes, returning the same asset on demand. Example: A
client deposits cash with an Islamic bank; the bank may allocate the cash to Shariah-compliant projects.
Practical application: Provides secure storage and liquidity.

Bai’ al-Yad

Related terms: Spot sale, Immediate ownership

Explanation: A transaction where the buyer receives immediate possession and ownership of the asset at
the time of sale. Example: Purchasing a smartphone and taking it home instantly. Challenges: Ensuring the
asset is halal.

Bai' al-Wadi'ah
Related terms: Deposit, Custody
Explanation: A safekeeping arrangement where the depositor entrusts an asset to a custodian; the custodian
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may use the asset for permissible activities, earning a reward rather than interest. Example: A client places
gold with an Islamic bank; the bank may lend the gold under a permissible contract.

Bai' al-Salam

Related terms: Advance purchase, Forward sale

Explanation: A sale where the buyer pays the full price in advance for goods to be delivered at a future date,
commonly used for agricultural commodities.

Bai’ al-Istisna

Related terms: Manufacturing contract, Deferred delivery

Explanation: A contract where the buyer commissions the seller to manufacture a specific product, paying
either in advance, on delivery, or in installments.

Bai' al-Muzara‘ah

Related terms: Share-cropping, Agricultural partnership

Explanation: A partnership where a landowner allows a farmer to cultivate the land, sharing the harvest
according to a pre-agreed proportion.

Bay’ al-Mudarabah

Related terms: Profit-sharing sale, Investment contract

Explanation: A sale where the seller transfers ownership of an asset to the buyer, who then invests the asset
in a mudarabah venture; profits are shared according to an agreed ratio.
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