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Diminishing Musharakah is an Islamic financing structure in which a
financier and his client participate either in the joint ownership of a
property or an equipment, or in a joint commercial enterprise. The share
of the financier is her divided into a number of units and it is understood
that the client will purchase the units of the share of the financier one by
one periodically, thus increasing his own share till all the units of the
financier are purchased by him so as to make him the sole owner of the

property, or the commercial enterprise, as the case may be.

The Diminishing Musharakah based on the above concept has been
used mostly in house financing. The client wants to purchase a house for
which he does not have adequate funds. He approaches the bank who
agrees to participate with him in purchasing the required house. 20% of
the price is paid by the client and 80% of the price by the financier. Thus
the financier owns 80% of the house while the client owns 20%. After
purchasing the property jointly, the client uses the house for his
residential requirement and pays rent to the financier for using his share
in the property. At the same time the share of financier is further divided
In eight equal units, each unit representing 10% ownership of the house.
The client promises to the financier that he will purchase one unit after
three months. Accordingly, after the first term of three months he
purchases one unit of the share of the financier by paying 1/10th of the

price of the house. It reduces the share of the financier from 80% to 70%.

Hence, the rent payable to the financier is also reduced to that extent. At
the end of the second term, he purchases another unit increasing his share

in the property to 40% and reducing the share of the financier to 60% and



consequentially reducing the rent to that proportion. This process goes on
in the same fashion until after the end of two years, the client purchases
the whole share of the financier reducing the share of the financier to

'zero' and increasing his own share to 100%.

This arrangement allows the bank to claim rent according to his
proportion of ownership in the property and at the same time allows him
periodical return of a part of his principal through purchases of the units

of his share.

The proposed arrangement is composed of the following transactions:
1. To create joint ownership in the property (Shirkat-al-Milk).

2. Giving the share of the bank to the client on rent.

3. Promise from the client to purchase the units of share of the bank.
4. Actual purchase of the units at different stages.

5. Adjustment of the rental according to the remaining share of the
financier in the property.



