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Definitionof mudarabah

INTRODUCTION

Literally,theword mudarabah isderivedfrom theArabic“daraba”whichmeans

travellingforbusiness.Technically, mudarabah isatypeofpartnershipwhereoneparty

providescapitalandtheotherpartyprovideslabourandmanagementskills.So,there

aretwoparties:capitalproviderandmanager.Theonewhoprovidescapitaliscalled

“RabbulMal”/Capitalprovider.Andtheworkingpartneriscalled“Mudarib”orManager.

Thepracticeof mudarabah wascommonintheArabsocietybeforetheadventofIslam.

TheProphetMuhammad(peacebeuponhim)himselfenteredinto

a Mudarabah contractwithKhadijah(MayAllahbepleasedwithher)inpre-Islamic

period.

DEFINITION

 Mudarabah isaspecialkindofpartnershipwhereonepartnergivesmoneytoanother
forinvestingitinacommercialenterprise.Theinvestmentcomesfrom thefirstpartner
who is called “rabb-ul-mal”,while the managementand work is an exclusive
responsibilityoftheother,whoiscalled“mudarib" andtheprofitsgeneratedareshared
inapredeterminedratio.

 tisakindofpartnership,whereinonepartyprovidesfinancetotheother,having
skill,tocarryoutanybusiness. 

 Thepartywhichprovidesthefinanceiscalledthe“Rabb-ul-Mal”(theInvestor),
whereastheotherpartywhoputsitsmanagementskillsandeffortsforthe
Modarabaiscalledthe“Modarib”(theManager)



MudarabahExample:

InMudarabah,theprofitdistributionmustbepre-determinedbyboththepartiesandwill

besolelydependentontheprofitaccrued,whichisindependentofthecapitalinvested

inthecommercialentity.TheShariahlawdoesnotindicatethepercentagedistribution

ofprofitandwillbeatthediscretionofbothparties.Eitherparty,inaccordancewiththe

termsandconditionsgiven,canterminateaMudarabahcontractatanytime.

BusinessModelofModarabah

 The Modarabas are allowed to offeranyfinancialproductorconductany
business based on Islamic conceptprovided itis Shariah compliantand
approvedbytheReligiousBoard.

 Modarabascaninvestinstockmarkets,tradingofhalalcommodities,project
financingactivitiesetc.

 TheModarabacanraisefundsintheform ofCertificatesofModarabaand
CertificateofMusharaka.Modarabascan also issueSukukand Musharaka
basedTFCs.

 ProspectusoftheModarabashouldbeapprovedbytheRegistrarModaraba,
SecuritiesandExchangeCommissionofPakistan,afterobtainingacertificate
from theReligiousBoardtothebusinessoftheModaraba.

 Modarabacertificatesshallbelistedonthestockexchangefortradingpurpose.

Classificationof mudarabah contractfrom theperspectiveofworklimitations

The mudarabah contractcanbedividedintotwocategoriesfrom theperspectiveof

worklimitations:unrestrictedandrestricted.

Unrestricted mudarabah(Al-Mudarabahal-Mutlaqah)

Itisaform of mudarabah contractwherethecapitalproviderdoesn’trestrictmanager

andgivehim fullfreedom intermsofcapitaladministration.Inthiscase,themanger

hasnorestrictioninbusinesstypeorlocationetc.Hehasaluxurytoinvestthemoney

anddowhateverhewantsbasedonhisexpertiseandexperience.Inotherwords,heis

authorizedtodoanythingwhichisdoneinnormalcourseofbusiness.Butifhewantsto

dosomeextraordinaryactivitywhichisnotinthenormalroutineoftraders,thenhehas



togetpriorpermissionfrom capitalprovider.

UnrestrictiveMudarabahsmeanthattheinvestorhasgrantedtheworkingpartnerthe

lefttoundertakeanylawfulinvestment.Theworkingpartnerhasthelefttoinvestinany

suitableinvestmentthatisreasonablyexpectedtoyieldprofits.Itistheresponsibilityof

theworkingpartnertoavoidunlawfulandhigh-riskinvestments,andtheworking

partnerisliableforanylossessufferedfrom suchinvestments

Restricted mudarabah(Al-Mudarabahal-Muqayyadah)

Itisaform of mudarabah contractwherethecapitalproviderrestrictsmanagertoa

particulartypeofbusinessortoaparticularlocation.Inthiscase,themanagerhasto

workorinvestcapitalwithinthegivenboundaries.Thecapitalproviderhasarighttoput

anyconditionwhichhethinksappropriateaslongasthatwouldnotconstrainmanager

from hisbasicoperations.

RestrictiveMudarabahmeansthattheinvestorhasspecifiedinvestmentdetailsinthe
Mudarabahcontractandhasrestrictedtheworkingpartnerwithinthescopeofsuch
specifications.Duecareandprecautionmustbetakenbytheworkingpartnertohonor
therestrictionsimposedbytheinvestor.
BenefitsofInvestinginModaraba

FollowingaretheadvantagesofModaraba:

1.HalalBusiness

Modarabaisthebusinessmodelinthefinancialsectorwhichisbasedontrue
IslamicpracticesdulyscrutinizedandapprovedbythemembersoftheReligious
BoardappointedbytheFederalGovernment.Itprovidesprofitableinvestment
opportunitiesto thestakeholderswho arelookingforHalalprofitsontheir
investmentsaccordingtoIslamicShariah.

2.DiversifiedBusiness

ThediversityoftheModarabaconceptprovidesauniqueuniverseofbusiness
opportunities to the sector, including financing, trading, manufacturing,
equipment-rental,participationinpropertydevelopment,projectmanagement,
portfoliomanagement,importsandexportsanddistributionbusiness.Sucha
diversecanvasofactivitiesisnotavailabletoanyotherentityintheIslamic
financialregime.

3.TaxBenefit



TheincomeearnedbytheModarabas,otherthanthetradingmodarabas,isfully
exemptedfrom incometaxprovidedtheydistribute90%oftheirprofitsamongst
thecertificateholders.Fortradingmodarabas,themaximum taxrateis25
percent. 

4.Maximum DistributuionofProfits

AsaninvestorofaModarabaonemayexpectgettingmaximum dividendsas

90% oftheincome/profitsoftheModarabaaredistributedtothecertificate

holdersinordertoavailthebenefitoftaxexemption.

5.FundingandFinancialFacilitiesunderShariahCompliant

FundingandfinancialfacilitiesundertheShariahcompliantmodesareprovided
byModarabas,onthepatternsimilartoIslamicbankstotheclients.

.


