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ABSTRACT

Ijārah contract (lease) is used by Islamic banks in Pakistan as a mode of 
financing.  It is a financial lease whereby an Islamic financial institution 
purchases the required asset and leases out to the customer for a certain 
period. At the end of leasing tenure, the bank will transfer ownership of 
the leased asset to the client either through a sale agreement or as a gift. An 
important feature of this arrangement is the bank’s requirement to provide 
down payment as a security. Some scholars consider the arrangement of 
ijārah contract with conditional provision of a down payment as invalid 
stipulation (bayʿ bi sharṭ), which is prohibited by Sharīʿah.  To further 
explore this phenomenon, the present research attempted to investigate the 
practice of five Islamic banks in Pakistan. It is observed that the banks 
treat the required advance amount mainly in four ways: advance rent, 
purchase price, hamish jiddiyah and security deposit. Each of them 
requires different treatment from Sharīʿah perspective.
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1.  INTRODUCTION

Islamic finance is defined as undertaking financial activities in compliance with 
Islamic law known as Sharīʿah  (Rashid, Hassan, & Ahmad, 2009). Islamic financial 
services industry has been competing with the conventional finance in various 
aspects, such as financial engineering, internationalization and marketing (Mollah, 
Hassan, Al Farooque, & Mobarek, 2017). The total assets of Islamic finance have 
reached to $2 trillion (Ernst & Young, 2016) . Islamic banking started in Pakistan in 
1970 with the prohibition of ribā (interest), which was later supported by the
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