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Abstract

Bills Discounting is one of the most widely practiced financing techniques in contemporary
financial institutions, particularly in commercial banking and international trade. It enables
the holder of a bill of exchange to obtain immediate liquidity by transferring the bill to a
financial institution before its maturity at a discounted value. Although this mechanism
facilitates commercial transactions and improves cash flow, its Shari ‘ah status has remained
a subject of considerable juristic debate due to its close association with the sale of debt (Bay
al-Dayn) and riba-based transactions. This study aims to examine the Shart ‘ah status of Bills
Discounting through an analytical study in the light of classical Islamic jurisprudence and
contemporary Islamic finance. Adopting a qualitative and analytical research methodology,
the study analyzes the legal nature of Bills Discounting, examines the opinions of classical
Muslim jurists regarding the sale and transfer of debts, and evaluates contemporary Shari ‘ah
perspectives, including the standards developed by the Accounting and Auditing Organization
for Islamic Financial Institutions (AAOIFI). The study also explores Shari 'ah-compliant
alternatives that have been developed to meet the financing requirements of modern Islamic
financial institutions. The study concludes that conventional Bills Discounting, in its prevailing
form, is not Shari ‘ah-compliant because it involves the exchange of debt for a lesser amount
before maturity, which constitutes a prohibited form of riba. It further finds that contemporary
Islamic finance offers viable alternatives based on legitimate Shari‘ah contracts that
successfully accommodate commercial needs without violating Islamic legal principles. The
study contributes to the existing literature by integrating classical juristic discussions with
contemporary Islamic financial practices and provides practical guidance for Islamic financial
institutions, Shari ‘ah scholars, and researchers engaged in Islamic commercial law.
Keywords: Bills Discounting, Islamic Finance, Islamic Banking, Bay ‘ al-Dayn, Ribda, AAOIFI,
Shari‘ah Compliance.
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A “Bill of Exchange” is an instrument in writing containing an unconditional
order, signed by the maker, directing a certain person to pay [on demand or at
a fixed or determinable future time] a certain sum of money to, or to the order
of, a certain person or to the bearer of the instrument. [The Negotiable
Instruments Act, 1881, latest edition, Page.11]
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It is not permitted to sell commercial paper that has not become due for an
amount similar to its value (riba al-nasi’ah) nor for an amount that is more than
its value (riba al-nasi’ah plus fadl). [Shari'ah Standard No. 16: Commercial
Papers, Clause 5/2, p. 292]
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amount that is less than the value of the paper to the first beneficiary prior to
the date of maturity as long as this is not based upon an agreement concluded

prior to the date of maturity. [Sharia Standard No. 16: Commercial Papers,
Clause 5/1, p. 292]
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The holder of commercial paper is permitted to purchase goods to be delivered ‘
later (on the date of maturity of the paper), and after the debt is established as
a liability. The holder of the paper transfers the claim of his creditor to his

debtor through this paper. In such a case, the transaction amounts to hawala.
[Sariah Standard No. 16: Commercial Papers, Clause 5/4, p. 292]
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= Accounting and Auditing Organization for Islamic Financial Institutions, Sharia’s
Standards (Manama: 2008).

= The Pakistan Code, Ministry of Law and Justice, The Negotiable Instrument Act,
1881 (Islamabad: latest Edition).
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