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ABSTRACT

The objective of this study is to examine the trends and volume of successful application of
musharakah as Islamic modes of financing among Islamic financial institutions (IFl) and standalones
Islamic branches (SAB) of conventional banks in Pakistan. This study has taken four full Islamic banks
and four SAB banks, who provide their services for musharakah financing. The data set for all eight
banks has been extracted from annual reports of these banks, started from 2011 to 2018 and used
univariate analysis. The findings of this study indicate that Meezan bank leads in running musharakah
investment portfolio from both Islamic banks and SAB of conventional banks with four hundreds and
seventy two (472.45) billions rupees in total and (86.34%) percent growth in Running Musharakah
portfolio annually. Whereas, bank Al-Falah leads in running musharakah investment from SAB with
twenty five (25.353) billions rupees. Furthermore, Meezan bank limited (MBL) gains success in running
musharakah investment as sixty seven (67.61) billions Pakistani rupees in one year among all banks
operating running musharakah investment banks in Pakistan.

Keywords: Musharaka; Investment Portfolio; Meezan Bank; Pakistan

1. INTRODUCTION

Musharakah comes under the definition of Islamic modes of financing. However,
connotation of term musharakah is associated with term “Shirkah”. In Islamic figh the term
“Shirkah” define as sharing. Furthermore, it is divided into two kinds, such as Shirkat-ul-
milk, which concerns as joint ownership of two or more person in a particular property and
Shirkat-ul-agd, which consists on a partnership pretentious by mutual funds. Whereas,
Shirkah-ul-agd has three sub kinds such as, shirkah-ul-amwal, where all the partners invest
some capital into a commercial enterprise. Shirkah-ul-Aamaal, where all the partners jointly
undertake to render some services for their customers, and fee charged from them is
distributed among them according to an agreed ratio. In Shirkah-ul-wujooh, people
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purchase the commodities on deferred payment and sell it on spot; the profit earned from
this is distributed among them on agreed ratio or percentage. (Usmani, 2012).

It is further divided into two kinds: Optional Partnership (lkhtiary) and Compulsory
Partnership: (Ghairlkhtiary). Whereas, Shirkat-al-Agd is also known as contractual
partnership or partnership by contract or joint commercial enterprise. It is an agreement
between two or more individuals to share their assets, labor or liabilities for the purpose of
earning profit. This type of partnership is affected by the mutual contract among the
partners. It is further divided into three major types such as, Shirkat-al-Amwal, Shirkat-al-
Aamaal and Shirkat-al-Wujuh.

However, musharakah is almost analogous to “Shirkat-ul-amwal” where two or more
persons invest their capital in a joint commercial venture. Both of them established a
relationship of mutual contract through their parties. However, sometimes it includes
Shirkat-ul-amwal also, where partnership take place in the business of services. The
particular principle that has been mentioned in the famous maxim: “Profit is based on the
agreement of the parties, but loss is always subject to the ratio of investment”. Therefore,
such a condition seems to be justified, and it can be supported by the general principle laid
down by the Holy Prophet in his famous hadith: “All the conditions agreed upon by the
Muslims are upheld, expect a condition which allows, what is prohibited or prohibits what
is lawful”.

Musharaka is one of the positive and productive substitutes for financing, free of interest
and other Shariah restrictions (Usmani, M.l. 2002, p.87). It has a great impact on production
and distribution and playing a very vital role in enhancing the economic activities of banks
in order to maximize the profit which is one of the key objectives. The concept of
Diminishing Musharaka refers to the joint venture where the client and financing body,
which is normally bank or financial institutions get agreed to sub divide the share of
financier into smaller units and the client will purchase these units periodically one by one
until and unless he purchased the entire units.

In shirkah-ul-amwal, every partner has a right to take part in the management, and to work
for it (Gafoor 1996). However, the partners may agree upon a condition where the
management is carried out by one of them, and no other partner works for the
Musharakah. In such a case the "sleeping" (silent) partner shall be entitled to the profit only
to the extent of his investment, and the ratio of profit allocated to him should not exceed
the relative size of his investment in the business. However, if all the partners agree to work
for the joint venture, each one of them shall be treated as the agent of the other in all
matters of business, and work done by any of them in the normal course of business shall
be deemed as being authorized by all partners (Usmani, M.I. 2002, p.92).

In home financing, the customer forms a partnership with the financial institution for the
purchase of a property (Saeed, 2001). The financial institution rents out their part of the
property to the client and receives profit in the form of rent, which is based on a mutually
agreed fair market value. Any amount paid above the rental value increases the share of
the customer in the property and reduces the share of the financial institution (Lewis &
Algaoud 2001, p. 43). Musharakah financing is the most vital method to influence the
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economic activity in the Islamic Economy; which includes Musharakah of depositors, bank
and investors in the funding of project and participation in the profits and risks. Therefore,
it affects savings, investment and the domestic resources gap. The profit and loss share
(PLS) contracts, in general, allow two or more parties to pool their resources for investment
purposes and to share the investment'’s profit-and-loss (Chong and Liu, 2009).

In Pakistan, however, we do have adopted two banking products based on the principles
of Musharakah. One being Diminishing Musharakah, which is commonly used for providing
long term financing and the other being Running Musharakah, which is to finance
customer’s working capital and/or short term requirements. Diminishing Musharakah, as
the name indicates, is a form of declining or diminishing partnership over time. Under this
setup, two or more participants, may become partners in joint ownership of an asset
(Shirkat ul Milk). The common of financing provided under Diminishing Musharakah is
based on the principles of Shirkat ul Milk. In fact, Diminishing Musharakah offered by
Islamic banks, such as Meezan Bank can be categorized as a combination of Musharakah
and ljarah, whereby partners who form a common partnership in an asset ora combination
of assets, can further initiate another contract (jarah Mutahayyia Bi Tamleek) on the
Musharakah assets and under this ljarah contract, a partner can lease their share to another
partner and hence with time the ownership gets transferred to the lessee.

The other form of Musharakah, commonly used in Islamic banks, particularly at Meezan
Bank Limited, is known as Running Musharakah which is a Shari'ah compliant alternative
to the running finance/ OD facility offered by conventional banks worldwide. Under this
mode of financing, the partners (i.e. the bank and the client) may become partners in a
commercial contract (Shirkat ul Agd) and become stakeholders in the client's business
operations and the financing, being short term in nature but revolved over time, is provided
mainly to finance client’'s working capital. Moreover, it is used for financing short term asset
building of a client, the main accounting over-heads financed under this Islamic product
comprise of inventory and receivables. Furthermore, profit is shared at gross level (under a
ceiling level) and according to the capital investment of each of the entities. Above the
profit ceiling level, it is allowed to share minimal amounts of the profit as per agreement
with the client, normal profit sharing above ceiling level is 0.01% for the Bank and 99.99%
for the customer. The bank only takes a little portion of the profit above ceiling level while
the entire amount goes to the client himself. The other application of Musharakah are seen
on the liability side (i.e. deposit side), where products involving a combination of
Musharakah, Mudarbah and Wakalah are designed and offered to the customers.

2. LITERATURE REVIEW

Musharakah means a relationship established under a contract by the mutual consent of
the parties for sharing of profits and losses in the joint business. It is an agreement under
which the Islamic bank provides funds, which are mixed with the funds of the business
enterprise and others. All providers of capital are entitled to participate in management,
but not necessarily required to do so. The profit is distributed among the partners in pre-
agreed ratios, while the loss is borne by each partner strictly in proportion to respective
capital contributions.
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As a participatory mode with profit-and-loss sharing, Musharakah is considered to be
the most desired mode of Islamic financing. Whereas, Diminishing Musharakah (DM)
is now being used extensively in many areas for financing fixed assets such as houses
and motor cars Shabbir and Wisdom (2020). It is used mostly when one party who
wants to own an asset cannot afford to pay the full price and takes the assistance of
financing from another party which ends up with the complete ownership of the asset
by the first party who purchase the share of the other party over a period of time while
at the same time complying with the rules of the Shari’'ah Liu et al (2022). When used
in home financing, Diminishing Musharakah can be viewed as a form of shared
ownership, which makes it different from an interest-based mortgage.DM
arrangements allow equity participation and sharing of profits on a pro-rata basis, they
also provide a method through which the bank keeps on reducing its equity in an asset
against periodical payments, ultimately transferring ownership of the asset to the
client Nawaz et al (2022). The procedure involved in Diminishing Musharakah is that
the Islamic bank enters with a client into a partnership in which they both invest in the
equity capital required to finance a project, and possibly also participate in the
management; both share in the profits according to a pre-determined basis or in losses
according to their investment. The bank would be also responsible for major
maintenance, repair and insurance in respect of its share of a property. The client
makes rental and Musharkah Unit payments based on the level of equity held by the
bank, with each payment, the bank's equity reduces followed by a reduction in the
rental calculated on the reducing equity Nawaz et al (2021). The client purchases the
bank’s equity through the purchase of Musharkah Unit from the bank, accordingly, its
share is progressively increasing and the bank's equity is diminishing until the bank
has no equity (Musharkah Unit) and thus the client acquires complete ownership.
Similarly, the rental payments keep reducing with the bank’s diminishing equity in the
asset until no further rental payment has to be made.

A home financing transaction under DM involves the combined purchase of a house
by the Islamic bank and the client and the bank’s leasing its share to the client. The
transaction involves the creation of a joint ownership in the property and the rent of
the Islamic bank’s share to the client for an agreed period of time. For example, the
Bank may contribute 90% and the Buyer 10% of the purchase price. The client makes
the promise to purchase the bank’s share and purchases the units at different stages.
Over a period of up to 20 years, the client will make monthly payments for the purchase
of Mushrakah Unit through which the bank will sell its share of the home to buyer. The
bank leases out its share to the client for the use of the property with the option to buy
it, the bank receiving agreed rental payments for the use of the property for instance
(Nawaz et al 2022; Sadiq et al 2021; Shabbir and Zeb 2020; Wen et al 2022; Wang et al 2022;
Liu et al 2022; Zehra et al 2022; Shabbir 2020; Yagoob et al 2022;). Periodically, the client
purchases a pre-agreed percentage of the bank’s share in the property, thereby
increasing the client’'s ownership in the property and reducing the bank’s share by a
similar amount. The rental paid on the bank’s share is adjusted according to the bank's
diminishing share; and the transaction ends with the transfer of ultimate ownership of

=11 470



Journal of Public Value and Administrative Insight. Vol. 5 No. 2

the entire property to the client upon successful completion of the lease term. If a client
wishes to purchase the bank’'s remaining share in the property prior to the agreed date,
the Diminishing Musharakah agreement will be terminated upon payment.

Then the client will become the whole sole owner of enterprise. This scheme of financing
commonly practiced in Interest Free banking Sector is Diminishing Musharaka through
which generally houses are financed. Therefore, it is sometimes referred to as “home
finance”. In Islamic jurisprudence the word Diminishing Musharaka in the sense
aforementioned does not exist for the reason that it is actually the combination of three
different transactions which are partnership by ownership, leasing of partner share and at
very last purchasing take place. The important thing about these three transactions is legal
status that in the light of shariah none of the above transaction is impermissible but still
there is a need to highlight the Shariah's status of combination of all three in one
arrangement such as (Altaf et al 2020; Arif et al 2021; Bai et al 2022; Butt et al 2021; Dai et al
2022; Ehsan et al 2021; Jun et al 2021; Kumari et al 2021; Khuong et al 2021; Liu et al 2022;
Nawaz et al 2022; Matloob et al 2021; Saher et al 2021; Muhammad et al 2022; Mughal et al
2022; Shabbir et al 2021; Yagoob et al 2022). The shariah ruling in this regard is transparent
and clear. If there are more than one transaction and all are arranged in such a way that
each one is interlinked and conditional to other. Such arrangement is unlawful and
prohibited and leads the Agreement void. On the contrary to this if each transaction is
totally independent and does not have made any dependency on others then this is legal
and permissible in the light of shariah.

Although Islam excludes interest earnings from financial activities, it does not necessarily
mean that the financier cannot earn a profit. In order to do so, the financier has to ensure
that gains made on the original amount are directly related to the risk undertaken on the
investment (Siddiqui 1987). In economic terms money has no intrinsic value; it is only a
medium of exchange, therefore, earning interest on a medium of exchange without
bearing any risks does not sit well in the Islamic system (Rahman 1994, p.14). Islamic
financing is, therefore, an asset-backed financing. When a financier contributes money on
the basis of the profit-and-loss sharing instruments, it is bound to be converted into assets
having intrinsic value (Usmani, M.T. 1998, .19).

Kashiand Mohamad (2017) examine the technical issues underlying the implementation of
the Musharakah and Mutanagisah partnership (MMP) model by Islamic banks in Malaysia.
The study uses a qualitative methodology based on interviews. It concludes that the MMP
model is converging with the Bay' BithamanAjil (BBA) and conventional housing loans.
Abdullah and Saiti (2016) examine the issuance of Musharakah bonds in the structure of
financing the wagf real estate development projects in Singapore in 2001 and 2002. The
methodology involves a case study, including documentary and contents analysis of
selected materials. The research finds the Musharakah bonds do not satisfy the conditions
relating to a valid contract and lawful income. Hassan and Soumare (2014) propose a model
to study the interactions between Musharakah and Mudarabah certificate holders and the
government. The model provides a unifying framework for the improvement of access to
funds in the Islamic financing context.
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The study concludes that investors will be willing to take the risk if they believe that their
capital is at least guaranteed by the government (Hassan and Soumare, 2015). Moreover,
Hassan and Smolo (2011) aimed to highlight the fundamental principles underlying
implementation of Musharakah mutanaqisah (MM} and its distinctive features, when
compared to other modes of finance based on an extensive literature review. The study
indicates that MM has a comparative advantage for both financier and the customer when
compared with conventional loans. Ariffin et al. (2015) examined the current practice of MM
principle in Malaysia, based on survey questionnaires on sixteen Islamic banks. The
respondents agree that the principle of profit and loss sharing element under equity-based
financing represents the true spirit of Islamic banking practices.

Ouidad (2014) analyzes the Musharakah and Mudarabah financing schemes as profit loss
sharing (PLS) methods to solve asymmetric information problems. The results show that
Mudarabah financing provides a powerful incentive to the entrepreneur. Also, it cannot
resolve moral hazard problem. Ahroum and Achchab (2017) introduce a new framework by
applying the Gordon and Shapiro model on the valuation of sukuk Musharakah with a joint
venture as underlying, where negotiating of the profit and loss sharing ratio is not sufficient
to have a fair price of sukuk Musharakah. This framework differs from the standard bond
pricing methodology broadly, which uses nowadays in the determination of sukuk prices.
Selim (2008) establishes an Islamic finance approach of Musharakah based on the
conventional capital asset pricing model (CAPM), the study finds the existence of
Musharakah necessarily yields a lower beta-risk of investments than that compared to the
market. Also, a zero risk-free rate of return is optimal in the case of Musharakah.

A deeper analysis of the above literature indicates that the Musharakah itself is a key
product in banking sector. Since, all the partners are liable to similar risks and rewards in a
Musharakah transaction, the determination of profit is left up to the parties to decide on
the basis of pre agreed profit sharing ratio ; whereas the loss (if incurred) is to be shared in
proportion to the capital investment. Being such a product whereby the risks and rewards
during a transaction can be clearly defined, Musharakah becomes one of the key products
as for its feasibility, applicability and usage. Consequently, it has been adopted rigorously
in the entire global Islamic Banking industry.

3. DATA AND METHODOLOGY

This study uses the data from annual reports of eight (8) Islamic and conventional financial
institutions start from 2011 to 2018. This study states equally four (4) Islamic and four
standalone branches of commmercial banks for data analysis perspectives. The purpose of
this annual data set is to investigate at what extent running Musharkah effects the
investment portfolio under different circumstances of Islamic and conventional banks in
Pakistan. This study consists of full fledge Islamic banks such as (Al- Baraka bank,Bank
Islamic, Dubai Islamic bank andMeezan bank) and stands alone branches (SAB) of
commercial banks for instance (Bank Alfalah, Bank of Punjab, Fayal bank and Habib bank
limited). This study implies univariate analysis through quantitative research and polite
survey method.
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In the above two equations the subscripts i and t represent the Islamic bank and
conventional banks respectively, where i = 1-8 and t = 2011-2018. The percentage of
Investment portfolio (IP) treated as dependent variable in both cases over the previous
period. Whereas, Xit represents the explanatory variables in that groups through a vector.
The IBit represents the Islamic financial institutions and SAB it symbolizes the variable
related of stands alone Islamic branches of commercial banks. Finally, 5 denotes the
institutional effects, and e is the error term.

There are two types of risk for instance; financial risk and operating risk bear by investors
during their investment portfolio Nawaz et al (2022). They expected a good rate of return
on their investment as relatively compared to interest rates offer in banks. Whereas, rate of
investment as marginal efficiency represents expected rate of return from net income of
investor. Consequently, the decision of investors on their investment can elaborate from
following equation. Where, €, stands for value of fixed capital, R defines annual expected
rate of net return, g elaborates rate of investment on marginal efficiency.

R1 R2 4ot __Rn (3)

Co =T T wror2 Rn(1+g)"

This equation must be at least equal zero or a positive. When the quantity of investment
increases in the economy, the profitability of new investments tends to decline. As a result
of the emergence of diminishing returns, the decrease in final goods prices, and the higher
expense of replacement by growing the demand for investment. These lead to decreasing
the marginal efficiency rate of capital in the economy (Dwivedi, 2010).Therefore, the
function of investment can elaborate as below formula:

1210+mP1_mP2+mP3 (4)

The investment is positively related to the return rate of depositor's musharakah and the
return rate of investor's musharakah, whereas it is an inverse relationship with the
musharakah as financing tool of banks. It consists of the return rate of depositors’
musharakah (P1), the return rate of bank’s musharakah (P2) and the return rate of investor’s
musharakah (P3). It leads to more effective monetary policy instruments in the
management of economic activity. Whereas, the increase in the return rate of depositor's
musharakah encourages savings and provides funds for investment, as well as the increase
in the return rate of investor's musharakah encourages investors to increase the
investment, as well as reducing the return rate of bank’'s musharakah increase both savings
and investment Adele (2018).Therefore, the present value depends on the inflation rate
considers more reliability in expressing the profitability of the project from the economic
perspective.

Accordingly, the present value takes the following formula:Where, PV as present value, R
defines annual expected rate of net return, i is the inflation rate.

R1 R2 Rn
= Gt Tz T G ®

PV
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In the case of musharakah financing and use, the inflation rate as an instrument for the
discount of the return of projects, loans and bills, the Central bank’s control of determining
the legal reserve ratio and the amount of commercial banks reserves will be reduced for
the influence of the participants’ preference, where the amount of reserves at the
commercial bank depends on the preference of individuals to participate through the
commercial bank or demand ofmoney as a currency, as well as the performance of the
State bank.

Therefore, the marginal efficiency rate of investment comprises the inflation compensate,
operating compensate and zakat compensate. While g elaborates rate of investment on
marginal efficiency and (i, o, z) defines inflation, operational and zakat compensate

respectively.
g=-ito+tz (©)

The investor's return determines according to the Musharakah rate between the bank and
the investor, and the success of the project and earnings depend on the efficiency of
operational risk management by the investor. Therefore, the bank can increase the return
for the investor by increasing the investor's Musharakah (P3), in return decrease the Bank's
Musharakah (P2). Therefore, both the return rate of Bank’s Musharakah (P2) and the return
rate of depositor's Musharakah can be seen as a residual of the return rate of investor's
Musharakah (p3). If the revenues are irregular, the marginal sufficiency rate of investment
as the following:

R1 R2 Rn
S Tz VT @

)

When the total revenue increases the marginal sufficiency rate of investment increases, as
well as when the return rate of investor's musharakah rises, the marginal sufficiency rate of
investment increases.

Table 1. Running Musharaka Portfolio of Banks (Pak Rupees in Millions)

Meezan Bank Dubai Al Baraka Faysal Bank

Years N . HBL BOP
Bank Islamic Islamic Bank Bank Alfalah

2011 750 - - - - - -
2012 1,314 - - - - - - -
2013 10,350 - - - - - - -
2014 28,730 - 2,765 - - - - -
2015 48,340 - 16,455 150 - - 3,153 -
2016 78,300 10,116 4,718 150 - - 10,424 1,651
2017 145,910 38,689 5,821 150 1,138 540 12,153 2,074
2018 158,860 24,404 10,480 650 4,871 7,342 - -

The portfolio of running musharakah investment is an innovation by Meezan bank in 2011
with seven hundred and fifty (750) millions of rupees. The above table indicates that within
six (6) years running musharakah investment rises and reaches on one hundred and fifty
eight (158.86) billions Pakistani rupees in Meezan bank. Later this investment portfolio has
adapted by several Islamic and SAB banks in Pakistan. Moreover, bank of Islamic has
started running musharakah investment in 2016 with ten thousand one hundred and
sixteen (10,116) million rupees and continually increased on twenty four thousands four
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hundred and four (24,404) millions rupees in 2018. However, Dubai Islamic as second,
largest bank after Meezan bank, who got rapid investment in running musharakah two
thousand seven hundred and sixty five (2,765) in 2014 and reached on ten thousands four
hundred and eighty (10,480) millions rupees in 2018. Al-Baraka bankis the one least investor
bank regarding running musharakah investment from Islamic financial institutions. It has
started investment in 2015 with portfolio just only one hundred fifty (150) millions rupees
and continue this particular amount of investment next two years. Whereas, in 2018 this
amount of investment increased and reached on six hundred and fifty millions rupees. The
SAB branches of Habib bank limited (HBL) and Fayal bank have taken initiative of running
musharakah in same year as 2017 with investment portfolio one thousand one hundred
and thirty eight (1138) and five hundreds forty millions rupees respectively and large edged
with four thousands eight hundreds and seventy one (4,871) and seven thousands three
hundred and forty two (7,342) million rupees in 2018 respectively. The bank Alfalah started
running musharakah investment in 2015 with three thousands one hundred and fifty three
and increased at twelve thousands one hundred and fifty three in 2017. The bank of Punjab
(BOP) has started investment in 2016 with portfolio one thousand six hundred and fifty one
(1,651) millions rupees and ended with two thousands and seventy four (2,074) millions
rupees in 2017.

Running Musharaka Portfolio of Banks
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Banks Names and Years m2015 ®2016 m2017 m2018

Fig.1. Running Musharaka Portfolio of Banks

The overall results from above figurel indicate that Meezan bank leads in running
musharakah investment portfolio from both Islamic banks and SAB of conventional banks
with four hundreds and seventy two (472.554) billions rupees. Whereas, bank Al-Falah leads
in running musharakah investment from SAB with twenty five (25.730) billions rupees. The
most less investment of running musharakah portfolio goes toward Al-Barak bank from
Islamic banks and BOP from SAB conventional banks with investment ratio as one billion
(1.1) and three billions (3.725) rupees respectively. Furthermore, Meezan bank has also one
more advantage in one year success running musharakah investment as sixty seven (67.61)
billions rupees among all banks operating running musharakah investment in Pakistan.
Whereas, Faysal bank leads from SAB conventional banks in one year success running
musharakah investment as six (6.8) billions rupees among all SAB conventional banks.The
appendixes (2, 3, 4, 5, and 6) are available after references for more details regarding
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investment trends of all banks, volume of investment, running musharakah investment
portfolio of all banks

4. RATE OF RETURN (PROFIT RATE) FROM RUNNING MUSHARKAH AND
INVESTMENT PORTFOLIO

In Running Musharakah, the bank and the customer enters into Shirkat Ul Aqd contract or
Business Partnership contract in which Bank provides financing to customer on the basis
of customer's operating business. In this, Meezan bank assigns particular limit to the
customer and he can withdraw funds from the bank subject to his overall running
musharakah approved limit during the musharakah period. Customer pays provisional
profit at the end of each quarter on the basis of desired/agreed profit rate which is subject
to the final settlement based on annual accounts or sometimes half yearly accounts of
customer. In running musharakah, profit is booked on accrual basis and it is adjusted at the
time of declaration of Musharakah Profit (annual closeout) by Musharakah partners. As on
December 315, 2018, Meezan Bank's total Running Musharakah portfolio is Rs. 158.86 Billion,
which is 30.5% of MBL's total financing portfolio. However, Meezan Bank’s overall Running
Musharakah Financing Portfolio income for the year 2018 is Rs. 9,425 Millions which is
31.20% of overall Bank's Financing Portfolio Income.

Whereas, in Diminishing Musharakah, the bank and the customer enters into Musharakah
contract based on Shirkat Ul Milk for the purpose of financing of fixed asset or agreed share
of fixed asset (i.e. plant, machinery, house and land etc). In this both parties (Bank and
Customer) participates in a joint ownership of fixed asset. The share of bank is divided into
number of units which is rented to the customer by Bank. The customer pays profit in the
form of rent periodically as per the agreement for utilizing Bank's share of Musharakah
Asset and also purchases Bank's share of fixed asset (Musharakah Asset) over the period of
transaction. In Diminishing Musharakah Financing, profit is recognized on accrual basis. As
on December 315, 2018, Meezan Bank's total Diminishing Musharkah Financing Portfolio is
Rs. 97.93 Billion, which is 18.75% of MBL's total financing portfolio. However, the overall
Diminishing Musharakah Financing Portfolio Income is Rs. 7,403 Millions which is 24.51% of
overall Financing Portfolio Income of the Bank during the year 2018.

It clearly shows the significance of Musharakah Financing as Meezan Bank Limited, being
a premier Islamic Bank in Pakistan, is mainly focusing on Musharakah Financing including
Running Musharakah and Diminishing Musharakah and these modes of Musharakah
Financing covers alone 49.25% of Meezan Bank's total financing portfolio.

5. CONCLUSION

Musharaka is common word used in Islamic figh books. Its dictionary meaning is ‘to share’.
In business terms it is joint enterprise of two or more than two persons or organization
where all the parties share their profit or loss on agreed terms and conditions of the joint
venture. In Arabic language, the root words of Musharakah are shirkah or shirk which
means partnership. Musharakah can take the form of an unlimited, unrestricted, and equal
partnership in which the partners enjoy complete equality in the areas of capital,
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management, and right of disposition. Each partner is both the agent and guarantor of the
other. Another more limited investment partnership is also available. This type of
partnership occurs when two or more parties contribute to a capital fund, either with
money, contributions in Kind, or [abor. Each partner is only the agent and not the guarantor
of his partner. For both forms, the partners share profits in an agreed upon manner and
bear losses in proportion to the size of their capital contributions.

Even though Musharakahis considered to be the most authentic form of Islamic financing,
the risk associated with sharing losses means that it is not as popular as the other modes.
To make the product more appealing to the customer, some financial institutions have
started guaranteeing profits in Musharakah. In running musharakah investment portfolio,
the Meezan bank leadswith four hundreds and seventy two (472.554) billions rupees from
all banks. The bank Al-Falah tops with twenty five (25.730) billions rupees from SAB of
conventional banks. The less investment of running musharakah portfolio goes toward Al-
Barak bank from Islamic banks and BOP from SAB conventional banks. Meezan bank is a
leading success running musharakah investor as sixty seven (67.61) billions rupees from all
banks in one year and Faysal bank leads from SAB conventional banks in one year success
running musharakah investment.
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Investment trends in Islamic stand-alone branches
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