Islamic Banking Awareness
Stock Investments
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Deﬁnition and Characteristics of Stocks:

Stocks are the shareholders’ equity rights in a joint stock company, and these are distinctly characterized
by being equal in value, tradability, and that its liability is limited to the shareholder, i.e., the shareholder
is only liable for what he owns in the company’s debts. The shareholder may have the right to obtain
revenue earned from the investment in his capital.
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Stock types in relation to the company’s business:

There are two types of stock in relation to the company’s business:
First: Stock of companies in permissible businesses, such as cement and transportation companies,
Sharia-compliant ﬁnancial institutions, and other permissible businesses. This type of companies can be
further divided into two subtypes:
A. Companies in permissible businesses whose ﬁnancial statements did not show any prohibited
investment, revenue, or loan transactions.
B. Companies in permissible businesses whose ﬁnancial statements show minor prohibited investment,
revenue, or loan transactions.
Second: Stock of companies in prohibited businesses, such as companies selling liquor or pork,
dealing in gambling and games of chance, nightclubs, pornographic publications, non-Sharia-compliant
ﬁnancial institutions, and other prohibited businesses.

Sharia standard for investing in stocks:

1. It is permissible to invest in the stock of companies that engage in permissible businesses and do not execute
prohibited transactions
2. It is permissible to invest in the stock of companies that engage in permissible businesses and execute minor
prohibited transactions, noting that it is forbidden to engage in these prohibited transactions and that the revenues
of prohibited transactions must be gotten rid of, if the following conditions are met:
A. The prohibited loan shall not exceed 33% of the company’s total assets, or its average market value, whichever is
higher.
B. The prohibited investment shall not exceed 33% of the company’s total assets, or its average market value,
whichever is higher.
C. The prohibited revenue shall not exceed 5% of the company’s total revenue, whether the revenue’s source is usury
or another prohibited source according to Sharia.
D. The prohibited revenue shall be gotten rid of and set aside from the dividends, whatever its source may be. Setting
aside the prohibited revenue from the investment can be done using the following equation
Forbidden income
amount
Total income

x Dividend per share x Number of shares in the portrfolio

An illustrative (hypothetical) example of the equation:
The company's total income = SAR 3,500,000
Total forbidden income = SAR 100,000
Dividends per share = SAR 1.5
Number of shares owned = 1,500 shares
The equation is constructed from the past
data and is as follows:
100,000
3,500,000

x 1.5 x 1,500 = SAR 64.28

3. It is not permissible to invest in stock of companies in prohibited businesses.

Basis of the aforementioned Sharia:

Basis of Standard (1):
The Sharia basis for the permissibility of investing in the stock of companies in permissible businesses whose
ﬁnancial statements have shown no prohibited investment, revenue, or loan transactions, is the governing principal
in transactions is permissibility.
Basis of Standard (2):
The Sharia basis for the permissibility of investing in the stock of companies in permissible businesses whose
ﬁnancial statements show minor prohibited investment, revenue, or loan transactions, is the permissibility of dealing
with those whose money was mostly acquired through permissible means, and because these transactions are not
common, therefore the limit for them was set at (33%). In addition, it was mentioned in the hadith: (One-third and
one-third is a lot) [Agreed upon hadith], and as per the jurisprudential rules related to mitigating difﬁculties,
meeting the public need, addressing mass afﬂiction, taking into account the rules of minority, majority and
predominance. Regarding setting the prohibited income at 5%, it is because any less than that is considered to be too
little to be taken into account, so it is to be counted as permissible proﬁt, based on the jurisprudence rule: (What is
impermissible independently may be permissible in relation), and (what is little and in relation to many is
forgiven).
Basis of Standard (3):
The Sharia basis for the inadmissibility of investing in the stock of companies in prohibited businesses is the Sharia
texts that forbid these activities, such as the Sharia texts that forbid alcohol, gambling, games of chance, usury,
bayaa el-gharar (the sale of what is not present), and so on.
Zakat on shares:
1- Zakat of trader on shares:
A share trader is the one who owns shares with the intention of trading by buying and selling them, to beneﬁt from
price differences and ﬂuctuations.
His zakat is to be paid by taking out 2.5 % of the share’s market value on the day that zakat is due, because whoever
buys and sells with the intention of trading is required to pay zakat on merchandise.
2- Zakat of investor in shares:
An investor in shares is the one who owns shares with the intention of keeping them, and beneﬁt from the periodic
dividends that the company achieves.
If the company pays zakat, or zakat is obligatory from companies such as those in Saudi Arabia, then zakat is not
required, because zakat is not required to be paid twice.
But if the company does not pay zakat, then zakat is required based on the company’s zakat assets, because the
company did not pay zakat.
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