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Abstract

The intention of this paper is to investigate the ability of modified Ijarah Thumma Al-Bai’ (AITAB) model in facing the crisis compare with Rule 78 model. Both models are based on Shari’ah regulation for ijarah contract and al-bai’ contract, but the modified AITAB model consideration is different from Rule 78. In modified AITAB modelling, we consider a partnership between lessor and lessee with musyarakah mutanaqisah concept being used, whereas in Rule 78 model such consideration does not exist. From the analysis, we obtain a different result for IMAT and Rule 78 models, meaning both models are handling the crisis differently.  
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1. INTRODUCTION
In year 1545 the Usury Law is introduced, with this law an innocuos term called interest was introduced. Defined as a reasonable interest it permit the Perliment to play a role in determining what is a reasonable interest and what is high. The other term which is considered as a high rate of interest is known as usury. Usury is prohibited in defence to the Church, whereas interest is permissible. As the interest is now legal, moneylenders (known as banks nowadays) extracted their pound of flesh by charging interest to customers for the lending of money which they claimed as cost of borrowing  (A.L.M Abdul Gafoor 2005). ”Greed” has become the most popular slogan, leaving the masses to the misfortune with the rich become richer and the poor become poorer. Money created out of nothing was a result of Bretton Woods Agreement in 1944,  has strenghened the expliotation and widened the gap of economics in society and between countries (Muhammad Ayub 2007). Excessive debt and servicing fees are the features of interest-based mechanism, by taking in more debt today to repay yesterday’s debt. Without realising, the debt keeps on growing and no one cares who is going to pay for the debt and from what sources. Interest-based machanism have been accpeted and become global problems. Underdeveloped countries suffered more because of the excessive debt accumulation with the cost incurred in the form of interest have to be paid by goverment through increasing rates, taxes and charges on consumption goods and utilities without providing socio-economic amenities. This resulting in business failure, unemployment and gross inequalities of income and wealth and therefore causes to economic instability and chaos (Muhammad Ayub 2007).This kind of behavoiur is not acceptable in Islam. In Islamic Shari’ah, debt liability is subject to strict accountability on the Day of Judgement (Muhammad Ayub 2007). Therefore, Muslim is urged to keep away from riba (interest and usury) and adopting Islamic priciples of social justice into rules, practices, regulation, procedures and intruments to meet human roles as khalifah in this world. Islamic banks are founded based on two key factors which are religion and profit (Sudin Haron 2009). A well balanced formula consists of both factors is neede d be implemented by Islamic banks in order to meet it objectives. Islamic banks do not place profit as a principal goal and so too should customer (depositor/invester). With the strong believe in the Day of Judgement and life in the hereafter depositor’s choice of action must not only based on immediate financial return, but also the return in the hereafter. So, banking relation with Islamic banks would gain Allah blessings and support welfare of Muslim ummah which is in line with wealth philosophy. Thus, Islamic banks with its the operation claimed to be Shari’ah compliant must make full use of available methods in Shari’ah  in financing their customers. AITAB is one of the instrument offered by Islamic banks which orginate from Shari’ah principles. It gives an opportunity to use and own an asset which society can not afford on cash basis but can be afford by periodic payments. AITAB is founded by two different contract 1) al-ijarah contract (leasing contract) and  2) al-bai' contract (purchasing contract) and with no condition (Abdul Ghafar 2009).

But, AITAB contract that exists nowadays is still using a concept and value from non-Islamic taht is not shari’ah compliant, which is actually formulated by moneylenders whose primary concern and purpose is to maximise profit and benefits. This argument is supported by finding by Chong dan Liu (2009) which also stated that the methods used by Islamic banks today is not different from method used by conventional banking. Therefore, it is the objective of this paper to compare the results of the proposed modified AITAB model and the Rule 78 method which is presently employed in valuing hire-purchase instrument in Islamic banks.
2. RULE 78
The formula used in Rule 78 which is presently being applied for AITAB contract in Islamic banks in Malaysia is given by equation (1) (Abdul Ghafar 2009).
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 : leased period (in years)

Using equation (1), the monthly periodic payment (rent) is calculated and given by equation (2). 
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 : monthly rent
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 : number of periodic payment

From equation (1), one could deduce that the simple interest concept to be the backbone of Rule 78 method. Nevertheless, the simple interest concept is unfair to lessee in several ways. First, the contract value is generated by the future value of the principal and the payment made today. This is considered as Riba al-Qardah – additional consideration of time of a straight loan (Sudin Haron 2009). This is the essence of moneylender philosophy stated before  as a cost of borrowing. Second, the periodic payment actually consists of two different payments which is the payment for principal and usufruct. But, the first part of payment is not being accounted by lessor and therefore emerged oppression to lessee. 
3. MODIFIED AITAB MODEL
According to Abdul Aziz (1992), montly rent should stand on two things: 1) payment of ususfruct    2) payment of principal. Because of rent payment consists of principal payment, there exists a partnership between lessor and lessee with the percentage of ownership to the lessee increasing over time and the opposite fenomena for lessor ownership towards leased asset. This type of partnership is known as diminishing partnership or musyarakah mutanaqisah. The profit gained through leased asset which is jointly owned by lessor and lessee should be equally distributed among them (M.T Usmani 2006). To simplify the calculation, we introduce a parameter called changing partnership ratio (NPB) with [image: image17.png]


 notation. NPB for lessor (NPBPP) is given by [image: image19.png]g7
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 is the NPB for lessee (NPBP) for [image: image23.png]0,1,2,
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 is time). We further assume the principal payment by lessee is done periodically thorugh montly rent payment and that the payment of principal is constant thoughout ijarah contract. Thus can be determined by equation (3) for each month. 
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 is payment of principal for each period.  
So, the NPBP is given by equation (4) and NPBPP by equation (5). 
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 is NPBP.

and
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 is the total of principal payment until time [image: image38.png]
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Next, we determine the profit of modified AITAB contract for lessor. The formula is given by the following equation. 
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 is the lessor’s profit for each time [image: image45.png]
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 is profit rate.
Lastly the montly rent payment of hire-purchase instrument is given by equation (7).
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4. RESULT
For comparison purposes we will be used for Rule 78 method and proposed modified AITAB, the same data.

Financing amount  
:    60,000.00

Profit rate (%)        
:   3.35

Tenure (years)       
:   9

Tenure (months)    
:  108

Table 1 gives the result for Rule 78 method and Table 2 presents the result of modified AITAB model.
Table 1. Amortization Table For Rule 78

Amount Paid by Lessor


60,000.00

Hiring Charges



18,090.00

Receivable



78,090.00

Monthly Instalment


724.00
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Table 2. Amortization Table For Modified AITAB

Amount Paid by Lessor


60,000.00
Hiring Charges



9,137.72
Receivable



69,137.72
	Number
	Period
	Open
	Instalment
	Closing Balance
	Interest 
Accumulated

	
	
	
	Total/

Instalment
	Principal
	Profit
	Principal
	

	0
	0
	60,000.00
	
	
	
	60,000.00
	

	1
	1
	60,000.00
	722.50
	555.00
	167.50
	59,445.00
	167.50

	2
	2
	59,445.00
	720.95
	555.00
	165.95
	58,890.00
	333.45

	3
	3
	58,890.00
	719.40
	555.00
	164.40
	58,335.00
	497.85

	4
	4
	58,335.00
	717.85
	555.00
	162.85
	57,780.00
	660.70

	5
	5
	57,780.00
	716.30
	555.00
	161.30
	57,225.00
	822.01
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	103
	103
	3,390.00
	564.46
	555.00
	9.46
	2,835.00
	9,113.64

	104
	104
	2,835.00
	562.91
	555.00
	7.91
	2,280.00
	9,121.56

	105
	105
	2,280.00
	561.37
	555.00
	6.37
	1,725.00
	9,127.92

	106
	106
	1,725.00
	559.82
	555.00
	4.82
	1,170.00
	9,132.74

	107
	107
	1,170.00
	558.27
	555.00
	3.27
	615.00
	9,136.01

	108
	108
	615.00
	616.72
	615.00
	1.72
	-
	9,137.72


5. DISCUSSION 
The result in Table 1 and Table 2 show that, both models give different values for the Islamic hire-purchase contracts. Result for Rule 78 shows that the period starts at 108 and end at 1, whereas for modified AITAB the period starts at 0 and ends at 108. The reason for this is that in Rule 78 the value of the entire Islamic hire-purchase contract is calculated from the begining, meaning that the future value of the leased asset with the ignorance of depreciation and principal paid periodically in the entire contract time-frame is calculated first. Contrary, a different perspective is considered in modified AITAB model; the payment made by lessee each month consists of two payment which is payment for principal and payment for the usage of the leased asset (usufruct). Because the consideration of periodic payment consist of principal payment, it leads to a partnership between lessor and lessee with diminishing partnership (musyarakah mutanaqisah). In regards to Shari’ah principles for ijarah contract, the benefit or profit generated by the leased asset must be fairly distributed among partner. Taking into account the partnership and Shari’ah determination, we introduce NPB for lessor and lessee to determine ownership percentage at each time period throughout the contract. The NPB is use in fixing the profit for each month for partners based on their ownership on the leased asset at the time. Thus, modified AITAB model is in accordance with Shari’ah rules and Islamic teaching compare to Rule 78. Furthermore, lessor’s profit to base on Table 2 is less than lessor’s profit on Table 1. It is in line with the Islamic utility theory, belief in the Day of Judgement and hereafter life with faith to Allah. Muslim should believe choices they make now will effect their lives in this world and the hereafter and therefore they should seek for Allah blessing by being obedient to His command  (Nurfadhlina et.al 2009). To bring harmony and peaceful to the world and to avoid from economic crisis we should emphasis on growth and profit but with regard to the distribution aspect and not to suppress others. Thus by making profit and not forgeting akhirat (hereafter life). Besides, accumulated profit by Rule 78 method is much greater compare to modified AITAB model which leads to compant unstability in handling crisis and it is also reflecting the stability of modified AITAB model in dealing with the crisis.
6. CONCLUSION
Islamic values and Shari’ah regulation should be used as a guide in Muslim life to bring prosperity in ummah. This is not excluded economic and financing area. Islamic banks is founded on two factors which is the religion and profit. Therefore Islamic banks should not to take into account profit factor alone and must find a suitable ways to fill up religion factor as well. It is different from convensional banking which is founded as a profit generator institution only. 

The global crisis facing today emanaed from the unchecked creation of money, reliance on market forces without any ethical limits, an emphasis on growth and profit per se without regards to the distribution aspect and the negative role of the State and the regulators in allowing the pursuit of greed and unchecked profit. Thus, modified AITAB model is constructed based on Shari’ah principles and into consideration of justice and fair distribution aspect to all related parties without neglect profit factor. This making modified AITAB model is much more beneficial and superior than Rule 78 for Islamic hire-purchase instrument.
Acknowledgement 

Author would like to thank you University Malaysia Terengganu for providing FRGS grant (grant number: 59137) for this project.
References

Abdul Aziz Jemain. 1992. Perbandingan Pembayaran Pinjaman Cara Islam Dan Konvensional. Matematika. 8: 133-142.

Abdul Ghafar Ismail. 2009. Money, Islamic Banks And The Real Economy. Cengage Learning. Singapura.

A.L.M. Abdul Ghafoor. 2005. Interest, Ususty, Riba And The Operational Costs Of A Bank. A.S. Noordeen. Kuala Lumpur

Chong,B.S and Liu,M.H. 2009. Islamic Banking: Interest-Free or Interest-Based?. Pasific-Basin Finance Journal. 17:125-144.

M.T Usmani. 2006. Ijarah. Penerbitan atas talian oleh accountancy.com.pk.

http://www.accountancy.com.pk (8 Februari 2009)

Muhammad Ayub. 2007. Understanding Islamic Finance. John Wiley & Sons. England

Nurfadhlina Abdul Halim, Saiful Hafizah Jaaman@Sharman, Noriszura Ismail and Rokiah@Rozita Ahmad.   2009. Sorotan Teori Utiliti Pengguna Islam. Seminar On Quantitative Islamic Finance And Takaful.

Sudin Haron. 2009. Islamic Finance And Banking System: Philosophies, Principles & Practice. Mc Graw Hill. Malaysia
(4)





(3)





(2)

















(5)





(6)





(7)








73
Statistika, Vol. 10, No. 2, Nopember 2010
Statistika, Vol. 10, No. 2, Nopember 2010

