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Professional Certificate in Islamic Funds and Asset Management

Islamic Wealth Management and Estate Planning

In this explanation, we will cover some of the key terms and vocabulary related to Islamic Wealth
Management and Estate Planning in the context of the Professional Certificate in Islamic Funds and Asset
Management.

1. Islamic Wealth Management:

Islamic Wealth Management is the practice of managing wealth according to the principles of Islamic law,
also known as Shariah. The main principles of Islamic law include the prohibition of riba (interest), gharar
(uncertainty), and unethical investments. Islamic Wealth Management aims to provide investors with a
socially responsible and ethical investment alternative that aligns with their religious beliefs.

2. Mudarabah:

Mudarabah is a profit-sharing agreement between an investor (Rab-ul-Mal) and an entrepreneur (Mudarib)
where the investor provides the capital, and the entrepreneur manages the investment. The profit is then
shared between the two parties according to a pre-agreed ratio. However, if there is a loss, the investor
bears the full loss, while the entrepreneur only loses the time and effort invested.

3. Musharakah:

Musharakah is a partnership agreement between two or more investors who contribute capital to a joint
business venture. The profits are then distributed according to a pre-agreed ratio, while the losses are
shared according to the ratio of capital contribution. Musharakah is similar to a limited liability company in
Western finance.

4. ljara:

ljara is a leasing agreement where the owner of an asset (lessor) leases it to a user (lessee) for a fixed
period. The lessee pays rent to the lessor for the use of the asset. ljara is commonly used in Islamic finance
for the financing of assets such as real estate, machinery, and vehicles.

5. Murabahah:

Murabahah is a cost-plus-profit agreement where the seller discloses the cost of the asset to the buyer and
adds a pre-agreed profit margin. The buyer then pays the total amount to the seller in installments.
Murabahah is commonly used in Islamic finance for the financing of consumer goods and working capital.
6. Sukuk:

Sukuk is an Islamic financial certificate that represents an ownership interest in an asset or pool of assets.
Sukuk holders are entitled to a share of the cash flows generated by the assets. Sukuk is similar to bonds in
Western finance but complies with Islamic law by avoiding interest payments.

7. Zakat:

Zakat is a mandatory charity payment that is one of the Five Pillars of Islam. Muslims are required to pay
2.5% of their wealth annually to eligible recipients. Zakat is a means of purifying one's wealth and
promoting social justice.

8. Wagf:

Waqf is a charitable endowment where a property or asset is dedicated for a specific purpose, such as a
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mosque, school, or hospital. The income generated from the waqf is used for the maintenance and
operation of the institution. Wagf is a means of promoting social welfare and community development.

9. Inheritance:

In Islamic law, inheritance is governed by specific rules that determine the distribution of the estate among
the heirs. The rules vary depending on the number and type of heirs. The objective of Islamic inheritance
law is to ensure a fair and equitable distribution of the estate among the heirs while promoting social
solidarity and stability.

10. Wasiyyah:

Wasiyyah is a testamentary disposition where a person (testator) bequeaths a portion of his estate to a
specific heir or beneficiary. The wasiyyah is subject to certain conditions and limitations, such as the
maximum portion that can be bequeathed and the identity of the beneficiary.

11. Hibah:

Hibah is a gift of property or assets made during the lifetime of the donor. The hibah is irrevocable and
transfers ownership of the property or assets to the recipient. Hibah is commonly used in Islamic finance for
the transfer of ownership of assets or the waiver of debt.

12. Wakalah:

Wakalah is an agency agreement where one party (principal) appoints another party (agent) to act on his
behalf for a specific task or transaction. The agent is compensated for his services, and the principal remains
liable for the actions of the agent. Wakalah is commonly used in Islamic finance for the management of
investment portfolios and the execution of transactions.

Challenges:

One of the challenges of Islamic Wealth Management and Estate Planning is the lack of standardization and
harmonization of Islamic finance products and practices. Different jurisdictions may have different
interpretations and applications of Islamic law, leading to inconsistencies and variations in the products and
services offered.

Another challenge is the need to balance the religious and ethical considerations with the commercial and
financial objectives of the investors. Islamic finance aims to promote social welfare and community
development, but it also needs to generate profits and returns for the investors.

Practical Applications:

Islamic Wealth Management and Estate Planning have practical applications in the areas of investment,
financing, and charitable giving. For example, an investor may use Mudarabah or Musharakah to invest in a
business venture, ljara to lease a property, or Murabahah to finance the purchase of goods. A bank may use
Sukuk to raise capital, or a foundation may use Waqf to establish a charitable endowment.

In conclusion, Islamic Wealth Management and Estate Planning involve a set of key terms and vocabulary
that are essential for understanding the principles and practices of Islamic finance. By incorporating these
concepts and practices, Islamic finance aims to provide a socially responsible and ethical alternative to
conventional finance, promoting social welfare and community development while generating profits and
returns for the investors.
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