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Theoretically, Islamic financing is of two types. The first type is known as equity financing 
covering musharakah and mudarabah. The second type is known as debt financing comprising 
bay bithaman ajil (BBA), al-ijarah thumma al-bai (AITAB), murabahah and istisna, among 
others. According to Bank Negara Malaysia, the financing values for BBA, AITAB, 
murabahah and istisna were RM70,228.8 million, RM68,618.0 million, RM142,408.3 million 
and RM1,236.2 million, respectively. Instead, musyarakah and mudarabah financing values 
were RM37,673.9 million and RM72.4 million, correspondingly. All figures were reported as 
at August 2016. This trends demonstrate that debt financing is much more important than its 
peer. Yet, both play pivotal role to Islamic banks to diversify their financing portfolios. 
 As such, this article lightens three issues pertinent to Islamic debt concepts by Islamic banks 
in Sabah. Issue #1: What are the virtues of debt financing? Issue #2: What are the roles of the 
banks and customers in debt financing? Issue #3: What are the differentiators of the debt 
concepts for both Islamic and conventional banks?  
 Debts are defined as an amount of money transferred from a transferor to a transferee (3Ts). 
In particular, debts are used by households to finance the purchase of house and car, which are 
classified as “basic needs” in our modern life. 
 Concerning issue #1, there are at least two virtues for borrowing/lending in Islam but are 
not limited to the following: Firstly, giving debts are recommended in Islam, which promote 
togetherness and mutual help among individuals for Allah’s rewards and blessings. The 
purpose of doing so is to assist needy who are facing financial hardships out of emergencies. 
The importance of lending in Islam has described in a Hadith by the Prophet Muhammad 
(p.b.u.h) who said that “The night I was taken up to Heaven. I saw written on the Heaven’s 
gate “Charity is multiplied 10 times and a loan is multiplied 18 times”. O Gabriel why is a loan 
better than a charity? He said because a beggar may ask while he has wealth and a borrower 
would not ask for a loan except out of need” (Ibn Majah). Secondly, giving debts contribute to 
an improved productivity of economic activities where idle funds are channelled out as a capital 
for business expansions for profit, which in turn will craft new job prospects and wealth sharing 
via tithe.  
 Concerning issue #2, Islamic banks and customers play vital roles to promote Islamic debt 
concepts in their dealings. The banks have three roles but are not limited to. Firstly, the banks 
are allowed to extend debts for those who have resources to payback. Secondly, the banks 
should extend the repayment period should their customers facing financial difficulties owing 
to unforeseen circumstances (e.g. floods, laid-off). Thirdly, the banks are encouraged to 
transmogrify the debts into sadaqah should certain conditions are met. This role, however, is 
challenging to the banks because it leads to manipulation/speculation by commoners and 
reckless parties. Conversely, the customers “owe” three roles but not limited to. Firstly, the 
customers must consider their debts as a trust, which needs to be returned to the banks. 
Secondly, the customers must repay to the banks the exact amount of their debts. Thirdly, the 
customers must consistent in repaying their debts without any delays. 
 Typically, Islamic banks in Sabah only approve financing facilities to customers should the 
latter qualify. The former routinely ensure that the monthly instalment of the financing 
provided follows a “one-third rule”. For instance, a Sabahan, Imran who has a net stipend of 
RM3,000 is only approved for his mortgage should his monthly instalment is not greater than 
the computed threshold value of RM1,000. This one-third rule guarantees a peace of mind to 
Imran, successively helping the bank to avoid an acute non-performing financing portfolio. 



 Concerning issue #3, there are three differentiators, but are not limited to the following: 
 Differentiator #1 Debt purpose - The purpose of debt taking for Islamic bank is confined 
to basic needs while conventional banks, somewhat have allowed beyond basic needs including 
lending for vacation and gambling. Unlike conventional banks, Islamic banks extend their 
products to customers who have a capacity to repay his debt but cannot afford to buy large 
ticket items such as house and car due to small savings amount. Given the customers’ stable 
income stream, the banks will approve the financing to these items after all factors are 
considered. Bank Muamalat Malaysia Berhad (BMMB) in Sabah, for instance has a policy that 
extends car and home financing facilities subject to customers’ creditworthiness. 
 Differentiator #2 Shariah principle - The debt concept for Islamic banks usually using 
the term financing to capture their nature of promoting trade, leasing and investment 
transactions as allowed in the Quran and the Hadith. BBA, AITAB murabahah and istisna are 
Shariah principles used to govern Islamic financing products. Unlike Islamic debt concepts, 
conventional banks have used the term loan where borrowing concept extends. Alliance 
Islamic Bank, for instance uses commodity murabahah to govern its CashVantage Financing-i 
(i.e. personal financing), which refers to a trade contract between customers and the bank via 
a third-party commodity broker to realise cash for financing. 
 Differentiator #3 Bank-customer relationship – It is worth noting that debt financing 
products are, somewhat similar to conventional banks since the products are defined as asset-
backed transactions akin to loan but legal position of the bank and its customers is enhanced 
by different contractual relationships, viz., buyer-seller and lessee-lessor instead of creditor-
debtor. For instance, the relationship established for the bank and the customer in car financing 
for BMMB AITAB  is that of lessor and lessee, respectively while for Public Bank’s car loan 
agreement is  that of  creditor and debtor, correspondingly. 
 All told, debt concepts, be it Islamic or conventional debt are certainly varied. The former 
creates profit from trade and commerce while the latter creates profits from loan, which are 
forbidden in Islam.  Nonetheless, there exists a fallacy claiming that debt concepts for both are 
analogous given the effects of computing and servicing monthly instalments are shared by 
them. It would be worth considering to sensitise bank customers of all generations to the 
positive impact of Islamic debt concepts to minimise the fallacy where public awareness 
programmes are brought into play. 
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