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The Lease that Ends with Title Transfer with Fixed and
Floating Rent:
Applications in the Islamic Banks and their Ruling

Mr. Belhadji Abdessamad
College of Humanities & Social Sciences - Abou Bakr Belkaid University
Tlemcen - Algeria

Abstract

This paper discusses one of the modern transactions applied in Islamic
banks. It is based on a contracted termed “Ijarah Muntahia Bittamlik”
(lease ending with title transfer). Typically, the Islamic bank sings a long-
term lease agreement, ten years for example, with its clients. The ten years
shall be divided into twenty periods, six months each. However, pricing
here remains the bank’s major concern. This is because Islamic banks,
similar to conventional banks, price their products against interest rate.
As interest rate increases, Islamic banks tend to increase their rentals. The
mechanism adopted to achieve this goal involves dividing lease rentals
into two parts. One is fixed, and it represents the bank’s cost of financing.
The other is variable and linked to the interest rate; it represents the bank’s
profit. This originally variable rate is determined at the start of each [jarah
period. However, it remains unknown at the time of contracting. Obvious-
ly, this practice raises a Shariah concern since Shariah dictates that rental
in any lease agreement must be fixed from day one, or at least future ad-
justments, if any, must be predetermined and made known. The paper is an
attempt to address this problem and bring up all Figh discussions pertain-
ing to the matter, in order to determine its Shariah validity or otherwise.
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