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S the Name of Allah the CMast Gravious the AMast Alerciful

SHARIAH RULING
SUBJECT: FORWARD IJARAH FINANCING

Al praise is due 1o Alledy, prayers and peace be upon the last " Rrophet

CAhammad and be upon his relatives and all his companions; now
therefore,

The Internal Shariah Supervision Committee (“ISSC”) of the
First Abu Dhabi Bank (“FAB”, or the “Bank”) has reviewed the
Forward ljarah Financing (Product) submitted by the Bank as
follows:

DESCRIPTION

The Forward ljarah is a form of a structured financing which
involve forward lease contract between the bank as lessor and
its customer as lessee under the principle of Forward ljarah.

Under ljarah the bank shall acquire a under construction
property or asset from the customer or any third party through
purchase istisna’ agreement. Thereafter, the bank will lease
the property or asset to the customer under forward ljarah
contract within specified period at a certain rate of rental
agreed between the bank and the customer.

Upon maturity of the Forward /jarah contract, the bank will sell
the property or asset to the customer at nominal value
consented by both parties through a separate sale contract.

STRUCTURE
«  Customer and the bank will enter into a purchase
istisna agreement pursuant to which the customer
will sell to the bank an asset of a particular
specification which is to be constructed/installed as
agreed between the bank and the customer.

*+  The bank will sign a forward lease agreement with
the customer for the leasing of the asset and the
forward lease agreement shall contain inter alia the
specifications of the asset, delivery date, lease
commencement date, lease term, lease rentals,
rental payment dates, etc.

+  The bank will provide a sale undertaking to the
customer (call option) pursuant to which the
customer can oblige the bank to sell the asset to the
customer for a nominal price at the maturity of the
lease term. The sale undertaking will also provide
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an option for the customer to pre-settle the forward
ljarah facility by purchasing the asset from the bank
at any time during the lease term for an exercise
price defined therein.

+  The customer will provide a purchase undertaking
to the bank (put option) pursuant to which the bank
can oblige the customer to purchase the asset if the
customer defaults in performing any of its
obligations under the forward ljarah facility. The
price payable under the purchase undertaking will
be an exercise price defined therein.

+  The bank and the customer will also enter into a
service agency agreement pursuant to which the
bank will appoint the customer as its agent to
undertake the duties of servicing the asset which
include inter alia major maintenance and insurance.

+  For cases in which the asset is already in the name
of the customer, the customer will provide the bank
with a title nominee declaration under which it will
declare that although the asset is in its name the real
owner of the asset is the bank and the customer is
only holding the title on trust for and on behalf of the
bank. The customer sends an application to the bank
requesting for Forward ljarah financing facility and
provides its undertaking to lease a specified asset
from the bank which the customer requires financing.

DOCUMENTS

Facility Offer Letter

Forward Lease Agreement
Purchase Undertaking

Sale Undertaking

Service Agency Agreement
Purchase Istisna’ Agreement
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APPROVAL

Upon revision and deliberation of the submitted proposal, the
ISSC thereupon has decided that the Forward ljarah
Financing is permissible subject to the Shariah Guidelines
given by the ISSC in this ruling.

SHARIAH GUIDELINES

1. The lessor must have ownership over and possess an
asset or property which is under construction prior to
leasing it to the customer.

2. The asset or property needs to be described in detail in
advance even if it is not available at the time of the
contract - e.g. with specific type, quantity, quality, serial
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10.

1.

12.

number and place of storage upon signing the forward
lease agreement between the lessor and the lessee.
The property or asset must be delivered on a future
agreed date.

In case the property or asset is purchased from a party
and then leased to that party, the Forward ljarah
transaction should not be stipulated as a condition for the
purchase of the asset and the lessor is not allowed to sell
back the asset to the customer unless until the expiry of
a minimum period of 1 year to avoid ‘Inah Sale.

The rental shall be determined and agreed by the
contracting parties prior to or at the point of execution of
the ijarah contract.

The rental may be determined by fixed amount, specified
benchmark or specified formula or combination of both,
as agreed by the contracting parties.

In the case where the rental is determined by a specified
benchmark or specific formula the amount of rental for the
first period shall be specified and the rental for the
following period may be determined based on the agreed
benchmark or formula.

The determination of rental based on the agreed
benchmark or formula must be clear to avoid any dispute
and it shall be subject to minimum and maximum limit.
The leased property or asset must be a Shariah-
compliant property or asset and being utilized in a manner
which does not contradict the Shariah principles.

The lessor shall not increase the rental or change the
formula by which the rental is determined unilaterally.

If the usufruct of the property or asset is inaccessible
within lease period, the ijarah contract is voidable and the
lessee has the option of either to terminate the contract
or to request for a replacement of the property or asset
unless if it is due to misconduct and negligence of the
lessee.

The bank shall adhere to all the abovementioned Shariah
guidelines and any other guidelines issued by the ISSC
from time to time.

Al knows the SBest and prayers and peave be upon the last
@mphﬁ; and be upon his relatives and all his compenions

First Abu Dhabi Bank Internal
Shariah Supervision Committee

FAB
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