A CRITICAL STUDY ON THE COMPLIANCE OF THE ISLAMIC BANKING SYSTEM
HOME FINANCING IN MALAYSIA TO THE SYARIAH PRINCIPLES

Afiqah bt Amran (2008327909)
Nurul Ain bt Sedik (2008717747)
Nurul Hidayah binti Hamdan (2008300809)

Siti Nur Hasanah binti Zainul Abidin (2008508759)

Submitted in Partial Fulfillment of the Requirements

for the Bachelor in Legal Studies (Hons)

Universiti Teknologi MARA

Faculty of Law

April 2011

The students/ authors confirm that the work submitted is their own and that appropriate credit
has been given where reference has been made to the work of others.



Acknowledgement

All praises to Allah SWT, whom with His willing and blessing giving us the
opportunity to complete this Final Year Project which is title Critical Studies on the
compliance of Malaysian Islamic Banking System Home Financing in Malaysia to the
Syariah Principles. This research project has been carried out by a team which has
included Afiqah Amran, Nurul Ain Sedik, Nurul Hidayah Hamdan and Siti Nur
Hasanah Zainul Abidin. It was prepared for School of Law, Universiti Teknologi
MARA, basically for student in final year to complete the undergraduate program that
leads to the degree of Bachelor of Legal Studies.

First and foremost, we are heartily thankful to our supervisor, Madam Syuhaeda Aeni
Mat Ali, a lecturer at School of Law UiTM and whose encouragement, guidance and
support from the initial to the final level enabled us to develop an understanding of the
subject and to Assoc. Prof. Norha Abu Hanifah for useful guidelines during the
presentation and completion of the project paper’s proposal. Apart from that we would
like to show our gratitude to Dr Mohammad Rahimi Osman from Centre of Islamic
Thought & Understanding (CITU), UiTM Shah Alam for allocating his time to explain
further regarding the subject and highlighted his views regarding products of Islamic

banking in Malaysia.

It is a pleasure to thank those who made this thesis possible, the lecturers and staffs of
Law faculty for their cooperation that had given valuable information, suggestions and
guidance in the compilation and preparation this final year project report also deepest
thanks and appreciation to our parents, family, colleagues, and others for their
cooperation, encouragement, constructive suggestion and full of support. Last but not
least, we humbly offer our regards and blessings to all of those who supported us in
any respect during the completion of the project. Then, our deepest thank goes to
School of Law UiTM, for great commitment and cooperation during our Final Year

Project.



Abstract

The area of study is on the Compliance of the Islamic Banking System Home
Financing in Malaysia to the Syariah Principles.The aims of studies are to critically
analyze about the Islamic Banking system in Malaysia focusing on home financing
and secondly, to determine whether the product of home financing in Islamic
Banking system in our country is in compliance with Syariah principles. These
analyses of study emerge from different aspects including the proper understanding
of concept Bai Bithaman Ajil and Musharakah Mutanaqisah in practice by the
financier and the various tools in Syariah principles such as Murabahah, Bai- al

Inah and [jarah concept respectively.

This paper finds that Bai Bithaman Ajil still has some loopholes in this product
which not entirely accordance to the Syariah principle especially in the issue high
selling price which lead to the oppression of the customer. AMusharakah
Mutanaqisah is a clear alternative to avoid interest and can reduce the cost of house
financing and ultimately the duration of financing. Even though Musharakah
Mutanaqisah has some weaknesses but it protects the benefits and public interests.
In comparison, Musharakah Mutanaqisah is well accepted and implemented
worldwide than Bai Bithaman Ajil. As conclusion, Islamic banking and finance
must ensure that all of its transactions are Syariah compliant not only on its legal
technicalities and forms but more importantly the economic substance which is

premised on the objectives outline by Syariah.
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