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Abstract

This study explores the concept of Salam and Parallel Salam contracts in Islamic
jurisprudence and their applications in contemporary Islamic finance. Salam is a
forward contract where the buyer pays the price upfront, while the seller delivers a
specified product at a future date. Parallel Salam, on the other hand, involves two
separate but independent Salam contracts to fulfill obligations from a primary
Salam agreement. The research examines the definition, pillars, and conditions of
these contracts based on Islamic jurisprudence, analyzing their legitimacy and
relevance in modern financial transactions. Furthermore, it compares the Shari ‘ah
standards established by the Accounting and Auditing Organization for Islamic
Financial Institutions (AAOIFI) with the regulatory framework in Pakistan,
highlighting similarities, differences, and practical implications. The findings reveal
that the Pakistani regulatory framework largely aligns with Shari‘ah standards,
offering a robust foundation for Islamic financial practices.

Keywords: Salam, Parallel Salam, Islamic Finance, Shari‘ah Compliance,
Pakistani Law.
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Salam: The seller undertakes to supply specific goods to the buyer at a
future date in exchange of an advanced price fully paid at spot. The price
is paid immediately in cash but the supply of purchased goods is
deferred to a fixed date. The seller gets in advance the money he wants
in exchange of his obligation to deliver the commodity latter.'?
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It must also be ensured that the commodity is possible to be delivered
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Only those goods can be sold through Salam contract in which the

quality and quantity can be exactly specified. In other words, it can be
done only in such items which can be weighed, measured or counted. %
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Salam can only be carried out in the items in which variations in
numbers make no difference.®
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Salam is not permitted for anything specific like “this car”. Nor it is

permitted for anything for which the seller may not be held responsible,

like land, buildings or trees or for articles whose values change
according to subjective assessment, like jewelry and antiques.®®
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Due date of delivery must be agreed at the commencement of the
contract.®
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The place of delivery should also be known. If it is not known, the place

where the contract took place shall be considered to be the place of

delivery, unless it is impracticable. In such a case, the place of delivery
shall be decided according to customary practices.”
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There must be two separate and independent contracts, one where the

Bank acts as buyer and other in which it is a seller.”
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State Bank of Pakistan, Hand book on Islamic SME Financing, (Karachi: Islamic Banking
Department, State Bank of Pakistan), P.26.
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