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ABSTRACT

Islamic personal financing is offered to cater to the needs of personal financing that
complies with Shariah. Beginning with the concept of Bay al-Inah, its application has
undergone several strong critiques that have prompted the introduction of Tawarrug.
Even though this concept is more preferable than Bay al-Inah, its implementation by
industry players has attracted the serious concerns of Shariah scholars in terms of its
arrangement. If the arrangement is executed improperly, the contract may be rendered
invalid, thus resulting in that it will not comply with Shariah. Hence, this study intends to
examine the practice of the Tawarrug arrangement based on the practitioners’
perspective. Also, this study aims to assess whether the current practice of the Tawarrug
arrangement has been able to comply with the classical and contemporary Shariah
rulings, Bank Negara Malaysia (BNM)’s guidelines and requirements; and the
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI)
Shariah Standards. Questionnaires were distributed to the officers of the Malaysian
Islamic banks who dealt directly with their customers as well as those of the operations
side. The findings have suggested that the Islamic banks have executed the concept in
accordance with the requirements stipulated by BNM in the Shariah resolution. However,
in discussing the findings in the light of the AAOIFI Shariah Standards, this study have
found that there were elements contradicting the standard particularly in appointing an
agent for selling back the commodity to the market. In addition, discussion on the
findings based on the classical and contemporary Shariah scholars, the arrangement of
Tawarrugq in the current practice has found the evidences of the Tawarrug Munazzam in
its arrangement. Therefore, BNM as the authoritative body should initiate towards a
stricter practice while harmonising the practice within the industry players.
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CHAPTER ONE
INTRODUCTION

1.1 INTRODUCTION

As recorded in al-Quran, “when a (courteous) greeting is offered you, meet it with
a greeting still more courteous, or (at least) of equal courtesy. Allah takes careful account
of all things” (Al-Quran, 4:86).

This introductory Chapter gives an appropriate understanding of the background
of the research highlighting the importance of Shariah in the Islamic finance industry
because Allah takes careful account of all things. The researcher is attempting to discuss
a particular problem in the industry of Tawarrug in personal financing in this research.

In subtopic, 1.5 and 1.6 the study has explained the research objectives and the
research questions. Finally, yet more importantly, this study has outlined the conceptual
framework, overview of the research process, significance of the study as well as the

scope of the study.

1.2 BACKGROUND OF THE STUDY

Shariah is a crucial principle in the Islamic finance industry. The core aspect that
forces the establishment of Islamic banking and finance is to cater for the needs of
Muslims. Khnifer (2010) has once mentioned that respecting, understanding and
implementing Shariah are the backbone of the trillion dollar Islamic finance industry.
Shariah compliance and rectification process is necessary for every licenced Islamic bank
authorized by Bank Negara Malaysia (BNM) under the Islamic Financial Services Act
2013. Any person who contravenes subsection (1) or (3) commits an offence and shall, on
conviction, be liable to imprisonment for a term not exceeding eight years or to a fine not

exceeding twenty-five million ringgit or to both'.

' Please refer to Appendix B for the detailed stipulated Act.
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