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Abrogation (Naskh) — The doctrinal principle whereby a later Quranic verse supersedes an earlier one.
Related terms: Qur'an, revelation. Example: The verse on inheritance in Surah An-Nisa’ (4:11) Abrogates
earlier tribal rules. Practical application: Used by jurists to resolve apparent contradictions in legislative texts.
Challenges: Determining authentic instances of abrogation and their scope remains contested among
scholars.

Al-Mudaraba — A profit-sharing partnership where one party supplies capital (rabb al-mal) and the other
provides expertise (mudarib). Related terms: Musharakah, risk-sharing. Example: An investor funds a trading
venture managed by a merchant; profits are split 70/30 per the contract. Practical application: Common in
Islamic banks for project financing. Challenges: Monitoring performance and ensuring transparent profit
calculation.

Al-Musharakah — A joint-venture partnership where all partners contribute capital and share profits and
losses proportionally. Related terms: Equity, partnership. Example: Two firms co-finance a real-estate
development, each receiving a share of rental income. Practical application: Utilized for large-scale
infrastructure projects. Challenges: Aligning partners’ risk appetite and governance structures.

Amana - The fiduciary duty of trustworthiness and safeguarding of assets entrusted to a party. Related
terms: Trust, stewardship. Example: A bank holds client deposits under an amana obligation, ensuring funds
are not misused. Practical application: Central to custodial services in Islamic finance. Challenges: Balancing
profitability with strict adherence to trust principles.

Arabian Gulf Cooperation Council (GCC) — A regional political and economic union of six Gulf states that
influences Islamic finance regulation. Related terms: Regulation, harmonisation. Example: GCC standards
guide Sharia-compliant banking across member countries. Practical application: Provides a framework for
cross-border Islamic financial products. Challenges: Divergent national laws can impede uniform
implementation.

Arbitrage — The practice of exploiting price differentials between markets, generally prohibited when it leads
to unjust enrichment. Related terms: Speculation, gharar. Example: Buying sukuk at a discount in one market
and selling at a premium in another. Practical application: Some scholars allow limited arbitrage to improve
market efficiency. Challenges: Defining permissible arbitrage without breaching ethical norms.

Ba-i — The concept of “sale” in Islamic jurisprudence, encompassing conditions for a valid transaction.
Related terms: Contract, ijab-gabul. Example: A contract for the sale of a commodity must include clear
terms of price and delivery. Practical application: Forms the basis of all commercial agreements. Challenges:
Modern contracts often contain clauses (e.G., Options) that may conflict with ba-i principles.

Barakah — The spiritual blessing believed to increase the value or benefit of an asset when used ethically.
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Related terms: Divine favor, ethical gain. Example: A charity endowment (waqgf) that yields ongoing
community benefits. Practical application: Encourages socially responsible investing. Challenges:
Quantifying barakah in financial terms is inherently subjective.

Bay’ al-Salam — A forward sale contract where payment is made in advance for goods to be delivered later.
Related terms: Advance purchase, risk-mitigation. Example: A farmer receives funds now to plant crops, with
delivery of the harvest later. Practical application: Provides liquidity to producers. Challenges: Must ensure
that the goods are specific and that delivery is guaranteed to avoid uncertainty.

Bay’ al-Istisna’ — A manufacturing contract where the buyer orders a product to be built according to
specifications, paying either in advance or in stages. Related terms: Construction, contract-for-service.
Example: A firm commissions a shipyard to build a vessel, paying milestones. Practical application: Widely
used for infrastructure projects. Challenges: Managing quality control and delivery timelines under Sharia
constraints.

Bay’ al-Wad" — A sale of a commodity to be delivered at a future date, often used in hedging strategies.
Related terms: Deferred delivery, risk-transfer. Example: An investor sells wheat to a grain trader for delivery
in six months. Practical application: Allows producers to lock in prices. Challenges: Must avoid excessive
uncertainty (gharar) about future market conditions.

Berger's Ratio — A financial metric measuring the proportion of a bank’s assets that are Sharia-compliant.
Related terms: Compliance, asset allocation. Example: A conventional bank aims for a Berger’s Ratio of 30%
to attract Islamic investors. Practical application: Assists regulators in monitoring Islamic finance growth.
Challenges: Accurate classification of assets can be complex.

Bid-Ask Spread — The difference between the price at which a dealer is willing to buy (bid) and sell (ask) a
security. Related terms: Liquidity, market depth. Example: Sukuk with a bid-ask spread of 0.5% Indicates
modest liquidity. Practical application: Influences transaction costs for investors. Challenges: Wider spreads
can deter participation in Islamic markets.

Bi-Lateral Netting — A settlement mechanism where mutual obligations are offset to reduce exposure.
Related terms: Clearing, exposure reduction. Example: Two banks net their receivables and pay the net
amount. Practical application: Enhances efficiency in Islamic interbank markets. Challenges: Must ensure
netting does not create prohibited interest-bearing balances.

Black-Scholes Model — A mathematical model for pricing options; generally incompatible with Islamic
finance due to its reliance on speculation. Related terms: Derivatives, hedging. Example: Scholars reject the
model for sukuk because it involves uncertain outcomes. Practical application: Alternative models (e.G.,
Profit-rate swaps) are developed. Challenges: Developing robust pricing tools that respect Sharia.

Board of Shariah Scholars — A committee of qualified Islamic jurists that oversees the Sharia compliance of
financial institutions. Related terms: Governance, oversight. Example: Each Islamic bank appoints a board to
review product structures. Practical application: Provides credibility and consumer confidence. Challenges:
Potential conflicts of interest and divergent scholarly opinions.
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Bond-Based Sukuk — Sukuk structures that emulate conventional bonds but must avoid interest (riba).
Related terms: Sukuk, asset-backed. Example: A government issues sukuk linked to a portfolio of real-estate
assets. Practical application: Enables financing of public projects. Challenges: Maintaining genuine
asset-ownership to satisfy Sharia.

Broad-Based Index — A market index that includes a wide range of securities, used to gauge overall market
performance. Related terms: Benchmark, diversification. Example: An Islamic index that tracks equities across
multiple sectors. Practical application: Serves as a benchmark for Islamic mutual funds. Challenges: Ensuring
index constituents remain Sharia-compliant over time.

Business Continuity Planning (BCP) — Strategies to ensure operations can continue during disruptions, with
an Islamic ethical lens. Related terms: Risk management, resilience. Example: An Islamic bank develops BCP
that respects zakat obligations during crises. Practical application: Protects stakeholder interests. Challenges:
Aligning conventional BCP frameworks with Islamic ethical requirements.

Capital Adequacy Ratio (CAR) — Ratio of a bank's capital to its risk-weighted assets, adapted for Islamic
banks to reflect asset-based risk. Related terms: Basel Ill, risk weighting. Example: An Islamic bank maintains
a CAR of 15% to satisfy regulator. Practical application: Safeguards solvency. Challenges: Determining
appropriate risk weights for non-interest-bearing assets.

Cash-Flow-Based Sukuk — Sukuk that are backed by the cash flows of a project rather than the ownership of
a specific asset. Related terms: Revenue-linked, Murabaha-style. Example: A utility issues sukuk tied to
electricity sales revenue. Practical application: Provides investors with predictable returns. Challenges:
Ensuring the cash-flow source is permissible and not linked to prohibited activities.

Chaab (Chab) Ratio — A metric evaluating the proportion of Islamic assets relative to total assets in a
financial institution. Related terms: Islamic proportion, asset mix. Example: A bank targets a Chaab Ratio of
40% to expand its Islamic portfolio. Practical application: Guides strategic planning. Challenges: Accurate
segmentation of mixed-mode operations.

Charitable Endowment (Waqf) — A permanent dedication of assets for charitable purposes, governed by
Islamic law. Related terms: Endowment, perpetual trust. Example: A donor establishes a waqf to fund a
university. Practical application: Generates stable, non-profit funding streams. Challenges: Managing assets
to preserve value while adhering to wagf principles.

Chattel Mortgage — A security interest over movable personal property, permissible if structured without
riba. Related terms: Collateral, security. Example: An Islamic bank takes a chattel mortgage over machinery
to secure a Murabaha financing. Practical application: Enables asset-based credit. Challenges: Valuing
movable assets and ensuring enforceability under local law.

Collateralisation — The practice of securing a loan with assets, compatible with Islamic finance when
structured as true ownership transfer. Related terms: Guarantee, security. Example: In a Murabaha
transaction, the seller retains title until full payment, providing collateral. Practical application: Reduces
credit risk. Challenges: Avoiding hidden interest components in collateral arrangements.
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Commodity Murabaha — A cost-plus sale of a commodity used to provide liquidity without involving
interest. Related terms: Liquidity, trade-based financing. Example: A bank purchases silver on the spot
market and sells it to a client on deferred payment terms. Practical application: Offers short-term financing.
Challenges: Managing price volatility and ensuring timely delivery.

Compliance Audit — An examination of an institution’s adherence to Sharia standards and regulatory
requirements. Related terms: Sharia audit, governance. Example: An external auditor reviews a bank’s sukuk
issuance for compliance. Practical application: Enhances transparency. Challenges: Limited availability of
qualified auditors and varying standards.

Conventional Risk-Weighted Assets (RWA) — The calculation of assets’ risk exposure used in regulatory
capital formulas, adapted for Islamic banks. Related terms: Capital adequacy, Basel. Example: An Islamic
bank adjusts RWA methodology to reflect asset-backed risk rather than interest exposure. Practical
application: Aligns with global banking standards. Challenges: Lack of standardized risk-weighting for
Islamic products.

Contractual Governance — The set of rules and mechanisms that govern the execution of Islamic finance
contracts. Related terms: ljab-gabul, contract law. Example: A sukuk prospectus outlines governance clauses
for bondholder rights. Practical application: Provides legal certainty. Challenges: Reconciling divergent
interpretations of contract terms across jurisdictions.

Credit Risk — The possibility that a counter-party will fail to meet its obligations, managed through
asset-backed structures in Islamic finance. Related terms: Default, risk mitigation. Example: An Islamic bank
mitigates credit risk by requiring tangible asset collateral in Murabaha. Practical application: Protects
lenders. Challenges: Assessing creditworthiness without conventional credit scoring.

Cross-Border Sukuk — Sukuk issued by an entity in one jurisdiction and offered to investors in another,
requiring multi-jurisdictional Sharia compliance. Related terms: International financing, regulatory arbitrage.
Example: A Malaysian corporation issues sukuk listed on the London Stock Exchange. Practical application:
Expands investor base. Challenges: Harmonising legal frameworks and Sharia interpretations.

Currency Swaps (Islamic) — Exchange of cash flows in different currencies structured on profit-rate or
asset-exchange principles, avoiding riba. Related terms: Profit-rate swap, hedging. Example: An Islamic bank
swaps USD for EUR cash flows based on a Murabaha-style arrangement. Practical application: Manages
foreign-exchange exposure. Challenges: Designing swaps that remain Sharia-compliant and transparent.

Debentures (Islamic) — Unsecured debt instruments that must be structured without interest, often using
profit-sharing or lease-based models. Related terms: Bond, sukuk. Example: An Islamic corporation issues
debentures with a fixed profit margin linked to project returns. Practical application: Raises capital without
collateral. Challenges: Investor acceptance and regulatory classification.

Defeasance — The process of substituting an asset to release the original collateral from a contract,
permissible if the substitution respects ownership transfer. Related terms: Asset substitution, release.
Example: An Islamic bank replaces a pledged asset with an equivalent cash fund to free the original asset for
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the client. Practical application: Provides flexibility. Challenges: Ensuring the new asset is Sharia-compliant
and that the original contract terms are not breached.

Depository Receipt (Islamic) — A negotiable instrument representing ownership of underlying
Sharia-compliant assets, facilitating trade on secondary markets. Related terms: ADR, tradeable certificate.
Example: An Islamic bank issues depository receipts for a portfolio of halal equities. Practical application:
Increases liquidity for investors. Challenges: Maintaining clear asset-ownership chain.

Derivatives (Islamic) — Financial contracts whose value is derived from underlying assets, generally
prohibited unless structured as genuine trade-based transactions. Related terms: Speculation, hedging.
Example: A profit-rate swap that mirrors a conventional interest rate swap but is based on actual asset
exchange. Practical application: Allows risk management. Challenges: Avoiding hidden riba and excessive
uncertainty.

Discretionary Investment (Mudarabah) — An investment where the manager has full authority to deploy
capital, sharing profits while bearing losses. Related terms: Capital provider, risk-sharing. Example: An
Islamic fund manager invests pooled contributions in equities, retaining all decision-making power. Practical
application: Enables professional asset management. Challenges: Transparency of profit calculation and
safeguarding against fraud.

Divestiture — The process of selling off assets that are non-compliant with Islamic principles. Related terms:
Purging, compliance. Example: A bank divests from a tobacco company to align with Sharia standards.
Practical application: Enhances ethical investment profile. Challenges: Determining thresholds for acceptable
exposure.

Down-Payment (Ujrah) — The upfront fee paid for services rendered, permissible when it reflects actual work
performed. Related terms: Service fee, compensation. Example: A consultant receives a down-payment for
advisory services before delivering the report. Practical application: Provides cash flow for service providers.
Challenges: Ensuring the fee is not excessive or speculative.

Durable Goods Financing — Funding for long-life assets such as machinery or vehicles, structured via lease
(ljarah) or cost-plus (Murabaha) contracts. Related terms: ljarah, asset-backed. Example: An Islamic bank
leases a fleet of trucks to a logistics firm under an ljarah agreement. Practical application: Supports business
expansion. Challenges: Residual value risk and maintenance responsibilities.

Economic Zakat — The obligatory almsgiving on wealth, calculated on a specific set of assets, influencing
Islamic financial product design. Related terms: Zakat, wealth purification. Example: A sukuk fund
incorporates automatic zakat deduction on income. Practical application: Aligns investment returns with
religious obligations. Challenges: Accurate calculation across diverse asset classes.

Equity-Linked Sukuk — Sukuk whose returns are tied to the performance of an equity portfolio, provided the
structure avoids prohibited elements. Related terms: Hybrid, profit-rate. Example: A sukuk pays investors a
share of dividend income from a halal equity index. Practical application: Offers exposure to growth assets.
Challenges: Maintaining asset-backed status and avoiding speculation.
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Escrow Account (Islamic) — A custodial account where funds are held until contractual conditions are
fulfilled, used to ensure Sharia compliance. Related terms: Trust, conditional release. Example: Purchase price
for a property is placed in escrow until title transfer is confirmed. Practical application: Protects both buyer
and seller. Challenges: Managing escrow fees without riba.

Ex-Post Evaluation — The assessment of a financial product after execution to verify compliance and
performance. Related terms: Audit, review. Example: An Islamic bank conducts an ex-post review of a
Murabaha transaction to confirm proper profit calculation. Practical application: Improves future product
design. Challenges: Limited data availability and retrospective bias.

Fatwa (Plural: Fatwas) — A scholarly legal opinion on a specific issue, often sought to confirm the Sharia
compliance of new financial products. Related terms: Jurisprudence, advisory. Example: A bank obtains a
fatwa approving a new sukuk structure. Practical application: Provides legitimacy and guidance. Challenges:
Divergent opinions can create market fragmentation.

Fiduciary Duty — The legal and ethical obligation to act in the best interest of another party, reinforced by
Islamic ethics of trust (amanah). Example: A fund manager must prioritize investors’ welfare over personal
gain. Practical application: Strengthens governance. Challenges: Aligning fiduciary standards with
profit-sharing arrangements.

Financial Inclusion (Islamic) — Efforts to extend banking services to underserved populations, guided by
Islamic principles of social justice. Related terms: Micro-finance, access. Example: An Islamic micro-finance
institution offers Murabaha loans to small traders. Practical application: Reduces poverty. Challenges:
Balancing sustainability with low-margin financing.

Fixed-Rate Sukuk — Sukuk that provide a predetermined profit rate, often linked to a benchmark that is
Sharia-compliant. Related terms: Yield, benchmark. Example: A government issues sukuk with a 4% annual
profit rate. Practical application: Offers predictability to investors. Challenges: Ensuring the benchmark does
not involve interest.

Foreign Direct Investment (FDI) — Islamic — Investment by a foreign entity in a host country’s assets,
structured to avoid prohibited sectors and riba. Related terms: Equity, joint-venture. Example: A Gulf
sovereign fund acquires a stake in a halal food producer in Europe. Practical application: Supports economic
development. Challenges: Navigating cross-border regulatory and Sharia compliance.

Forward Sale (Bai' al-Salam) — See Bay’ al-Salam; a contract where payment is made now for future delivery
of a specific commodity. Example: A textile manufacturer receives funds today to produce fabric for delivery
next season. Practical application: Provides working capital. Challenges: Must specify quantity, quality, and
delivery date precisely.

Garanti (Guarantee) — Islamic — A promise to fulfill an obligation if the primary obligor defaults, permissible
when it does not involve interest. Related terms: Surety, security. Example: A parent company guarantees
repayment of a Murabaha financing for its subsidiary. Practical application: Enhances creditworthiness.
Challenges: Ensuring the guarantee does not become a hidden riba arrangement.
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Gharar (Uncertainty) — Prohibition of excessive ambiguity in contract terms; contracts must be clear and free
from speculative risk. Related terms: Speculation, ambiguity. Example: A contract for the sale of an unknown
quantity of fish is prohibited due to gharar. Practical application: Drives precise drafting. Challenges:
Balancing commercial flexibility with strict clarity.

Halal Index — A market index composed solely of Sharia-compliant equities, used as a benchmark for Islamic
investment funds. Related terms: Benchmark, ethical screening. Example: The Dow Jones Islamic Market
Index tracks global halal stocks. Practical application: Guides portfolio construction. Challenges: Frequent
re-screening to maintain compliance.

Hybrid Sukuk — Sukuk that combine elements of asset-backing and profit-sharing, offering both stability
and growth potential. Related terms: Mixed-structure, risk-adjusted. Example: A sukuk backed by a
real-estate asset but pays returns linked to rental income performance. Practical application: Attracts diverse
investor base. Challenges: Complex structuring and monitoring.

Islamic Banking Window — A dedicated division within a conventional bank that offers Sharia-compliant
products, operating under separate governance. Related terms: Segregated, Sharia-compliance. Example: A
UK bank launches an Islamic banking window to serve Muslim clients. Practical application: Expands product
suite. Challenges: Maintaining firewalls to prevent cross-contamination of funds.

Islamic Capital Market — The market for Sharia-compliant equity and debt instruments, including sukuk,
equities, and mutual funds. Related terms: Sukuk, halal equities. Example: Singapore's Islamic capital market
hosts sukuk issuances for infrastructure projects. Practical application: Provides funding sources aligned with
Islamic values. Challenges: Limited depth compared with conventional markets.

Islamic Corporate Governance — The set of policies and practices that ensure corporate actions align with
Islamic ethical standards, including transparency, accountability, and stakeholder welfare. Related terms:
Sharia board, ethics. Example: A corporation adopts a code of conduct that incorporates zakat distribution.
Practical application: Builds trust with investors. Challenges: Integrating religious principles with global
governance norms.

Islamic Credit Scoring — A risk-assessment methodology that evaluates creditworthiness without reliance on
interest-based metrics, often using cash-flow and asset-based indicators. Related terms: Risk assessment,
alternative scoring. Example: An Islamic bank scores borrowers based on asset ownership and business
profitability. Practical application: Extends credit to underserved sectors. Challenges: Limited data and
standardisation.

Islamic Derivatives — Profit-Rate Swap — A contract that exchanges cash flows based on a mutually agreed
profit rate, avoiding interest. Related terms: Swap, hedging. Example: Two banks swap profit-rate streams to
hedge currency exposure. Practical application: Manages risk without riba. Challenges: Regulatory
acceptance and documentation clarity.

Islamic Equity Fund — A mutual fund that invests exclusively in Sharia-compliant equities, screened for
prohibited activities. Related terms: Halal fund, ethical investing. Example: A fund invests in technology firms
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that meet halal criteria. Practical application: Offers diversified exposure. Challenges: Ongoing screening and
potential limited universe.

Islamic Financial Instrument — Any contract or security designed to comply with Sharia, including Murabaha,
ljarah, Mudarabah, and sukuk. Related terms: Sharia-compliant, contract. Example: A bank offers an ljarah
lease for equipment. Practical application: Provides alternatives to conventional loans. Challenges: Educating
market participants on instrument mechanics.

Islamic Finance Regulation (Jersey) — The legal framework governing Islamic financial activities in the
jurisdiction of Jersey, including licensing, supervision, and Sharia oversight. Related terms: FCA, compliance.
Example: Jersey's Financial Services Commission requires an independent Sharia advisory board for Islamic
banks. Practical application: Ensures consumer protection. Challenges: Aligning local law with international
standards.

Islamic Funds (Collective Investment) — Pooled investment vehicles that adhere to Sharia principles, often
structured as unit trusts or mutual funds. Related terms: Sharia fund, pooled investment. Example: A unit
trust invests in halal equities and sukuk. Practical application: Enables small investors to access diversified
portfolios. Challenges: Managing liquidity while respecting asset-backing requirements.

Islamic Insurance (Takaful) — A cooperative model where participants contribute to a pool to mutually
indemnify against loss, sharing surplus according to contribution. Related terms: Mutual insurance,
risk-sharing. Example: A family-run Takaful company provides motor coverage. Practical application: Offers
risk mitigation aligned with Islamic ethics. Challenges: Actuarial modelling and surplus distribution.

Islamic Leasing (ljarah) — A lease contract where the lessor retains ownership of the asset and the lessee
enjoys usage rights for a fixed period. Related terms: Lease, usufruct. Example: A bank leases a commercial
building to a retailer for ten years. Practical application: Provides asset access without purchase. Challenges:
Determining fair lease payments and end-of-lease purchase options.

Islamic Micro-Finance — Small-scale financing services that adhere to Sharia, often using Murabaha or
Mudarabah structures to support low-income entrepreneurs. Related terms: Micro-loan, poverty alleviation.
Example: A micro-finance institution offers a Murabaha loan to a street vendor. Practical application:
Promotes financial inclusion. Challenges: High operational costs and risk of default.

Islamic Mortgage (Diminishing Musharakah) — A home financing arrangement where the bank and client
jointly own the property, with the client gradually buying out the bank’s share. Related terms:
Co-ownership, equity. Example: A client purchases a house by acquiring 20% equity initially, then increasing
ownership over time. Practical application: Enables home ownership without interest. Challenges: Valuation
of the property and handling early repayment.

Islamic Portfolio Management — The process of selecting and overseeing investments that comply with
Sharia, balancing risk and return. Related terms: Asset allocation, screening. Example: A portfolio manager
allocates assets across halal equities, sukuk, and real-estate. Practical application: Generates returns while
adhering to ethical standards. Challenges: Limited investment universe and dynamic compliance
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monitoring.

Islamic Primary Market — The market where new Sharia-compliant securities, such as sukuk, are issued and
sold to investors. Related terms: Issuance, underwriting. Example: A sovereign issuing sukuk to fund a
hospital project. Practical application: Provides capital for development. Challenges: Ensuring sufficient
demand and transparent pricing.

Islamic Re-insurance (Retakaful) — A cooperative risk-sharing arrangement where Takaful operators cede
part of their risk to a larger pool, adhering to Sharia principles. Related terms: Re-insurance, risk transfer.
Example: A regional Takaful company transfers part of its liability to a Retakaful provider. Practical
application: Enhances capacity to underwrite large risks. Challenges: Limited global retakaful capacity.

Islamic Retail Banking — Banking services offered to individual consumers that comply with Sharia, including
current accounts, savings, and financing. Related terms: Consumer finance, halal banking. Example: A retail
bank offers a Murabaha home purchase plan. Practical application: Serves everyday financial needs.
Challenges: Product innovation while maintaining compliance.

Islamic Securities — Tradable instruments that meet Sharia criteria, such as sukuk, halal equities, and
Sharia-compliant mutual fund units. Related terms: Sharia-compliant, tradable. Example: An investor
purchases sukuk backed by a renewable-energy project. Practical application: Facilitates portfolio
diversification. Challenges: Liquidity and secondary-market depth.

Islamic Structured Finance — Complex financing arrangements that combine multiple Sharia-compliant
contracts to meet specific funding needs. Related terms: Securitisation, asset-pooling. Example: A property
developer uses a combination of ljarah and Mudarabah to fund a mixed-use project. Practical application:
Enables large-scale financing. Challenges: Legal structuring and regulatory approval.

Islamic Treasury Management — The administration of an institution’s cash, liquidity, and foreign-exchange
exposures under Sharia constraints. Related terms: Liquidity, cash management. Example: An Islamic bank
invests surplus cash in short-term Murabaha placements. Practical application: Optimises returns on idle
funds. Challenges: Limited short-term Sharia-compliant instruments.

Islamic Venture Capital — Funding for early-stage businesses that complies with Sharia, often using
Mudarabah or Musharakah arrangements. Related terms: Startup financing, equity. Example: A venture fund
provides capital to a fintech startup in exchange for a profit-sharing stake. Practical application: Encourages
innovation. Challenges: High risk and need for rigorous Sharia screening.

Juristic School (Madhhab) — One of the four major Sunni schools of law (Hanafi, Maliki, Shafi‘i, Hanbali) that
influence interpretations of Islamic finance rules. Related terms: Figh, jurisprudence. Example: A bank follows
Hanafi rulings on riba definitions. Practical application: Guides contract drafting. Challenges: Divergent
opinions may affect product uniformity.

Kafalah (Guarantee) — A guarantee where a third party promises to fulfil an obligation if the principal debtor
defaults, permissible if no interest is charged. Example: A parent company provides kafalah for a subsidiary’s
Murabaha financing. Practical application: Improves credit terms. Challenges: Potential exposure to

Read online: https://certificates.Isba.org.uk/glossaries/3926689/ London School of Business and Administration - 22 Jun 2026
advanced-islamic-finance-and-law



LSBA GLOSSARY

LONDON SCHOOL OF BUSINESS
AND ADMINISTRATION

excessive liability.

Kharaj (Land Tax) — A tax levied on agricultural land, historically used in Islamic governance; modern
applications influence property-related financing. Related terms: Taxation, land ownership. Example: A sukuk
issuance includes provisions for paying kharaj on farmland assets. Practical application: Aligns financing with
fiscal obligations. Challenges: Varying national tax regimes.

Kiyaf (Profit-Rate) — The agreed profit margin in a Murabaha or ljarah contract, expressed as a percentage of
cost. Related terms: Markup, profit margin. Example: A Murabaha sale includes a 5% kiyaf on the purchase
price. Practical application: Determines pricing. Challenges: Ensuring the kiyaf is not excessive or hidden.

Leverage (Islamic) — Use of borrowed funds in Islamic finance is limited; any leverage must be asset-backed
and free from interest. Related terms: Debt, financing. Example: An Islamic bank uses a sukuk to raise
capital, maintaining a leverage ratio below regulatory limits. Practical application: Enhances capital
efficiency. Challenges: Balancing growth with Sharia constraints.

Liquidity Management (Islamic) — Strategies to maintain sufficient cash flow while investing in
Sharia-compliant assets, often using short-term Murabaha or ljarah placements. Related terms: Cash flow,
short-term financing. Example: An Islamic bank holds a pool of Murabaha receivables to meet withdrawal
demands. Practical application: Ensures operational stability. Challenges: Limited short-term instruments
and pricing transparency.

Loss-Sharing (Qard al-Hasan) — A benevolent loan without profit, often used for charitable or
developmental purposes. Related terms: Interest-free loan, charity. Example: A community centre receives a
gard al-hasan to fund renovations. Practical application: Supports social welfare. Challenges: Repayment risk
without profit incentive.

Macroeconomic Sharia Compliance — The alignment of national monetary and fiscal policies with Islamic
principles, influencing the broader financial environment. Related terms: Islamic economics, policy. Example:
A central bank adopts an interest-free benchmark rate. Practical application: Provides a stable environment
for Islamic finance growth. Challenges: Integrating with global financial systems that rely on interest rates.

Makruh (Disliked) — Actions that are discouraged but not forbidden; in finance, certain practices may be
makruh if they involve minor ethical concerns. Related terms: Prohibited, permissible. Example: Engaging in
excessive speculation that does not directly contravene Sharia may be considered makruh. Practical
application: Guides prudent behaviour. Challenges: Subjective interpretation across scholars.

Margin (Islamic) — The difference between cost and selling price in a Murabaha transaction, representing the
agreed profit. Related terms: Kiyaf, markup. Example: A bank purchases goods for $100 and sells them for
$110, a $10 margin. Practical application: Determines profitability. Challenges: Transparency and avoiding
hidden profit.

Mi-Shari‘ah (Minority Sharia) — The application of Sharia principles to a minority of a bank’s operations,
often within a conventional bank’s Islamic window. Related terms: Segregated, partial compliance. Example:
A conventional bank offers a limited suite of Islamic products. Practical application: Tests market demand.
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Challenges: Risk of cross-contamination and regulatory scrutiny.

Mi-Shari‘ah (Majority Sharia) — A financial institution where the majority of operations are Sharia-compliant,
though some ancillary activities may be conventional. Related terms: Hybrid, dominant compliance.
Example: An Islamic bank that also offers a small conventional treasury desk. Challenges: Maintaining overall
compliance and reputation.

Minority Shareholder Rights (Islamic) — Protections for shareholders in Islamic corporations, ensuring
equitable treatment and profit distribution. Related terms: Governance, equity. Example: A sukuk prospectus
outlines voting rights for minority holders. Practical application: Encourages broad participation. Challenges:
Aligning rights with profit-sharing structures.

Mudarabah (Passive Investment) — A partnership where the investor provides capital and the manager
conducts business; profits are shared, losses borne by the capital provider. Related terms: Passive,
profit-sharing. Example: An investor funds a trading venture; the manager receives 30% of profits. Practical
application: Facilitates entrepreneurship. Challenges: Monitoring and auditing profit calculations.

Murabaha (Cost-Plus Sale) — A trade-based financing method where the seller discloses cost and adds a
predetermined profit margin. Related terms: Markup, trade-based. Example: A bank purchases equipment
for $50,000 and sells it to a client for $55,000 on deferred payment. Practical application: Provides
short-term liquidity. Challenges: Potential for hidden interest if profit margins are excessive.

Nasq (Transfer) — The act of transferring ownership of an asset, a critical step in many Islamic contracts to
ensure genuine asset-backing. Related terms: Transfer of title, ownership. Example: In a sukuk issuance, the
asset is transferred to a SPV before investors acquire certificates. Practical application: Creates a legal
separation of assets. Challenges: Ensuring transfer is effective and recognized across jurisdictions.

Negative Screening (Islamic) — The process of excluding companies involved in prohibited activities (e.G.,
Gambling, pork) from an investment universe. Related terms: Exclusion, ethical filter. Example: An Islamic
fund excludes firms engaged in alcohol production. Practical application: Maintains Sharia compliance.
Challenges: Keeping screening criteria up-to-date.
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