Relevant Product: Auto Murabaha

Subject of Fatwa:

Pledge or Mortgage against Murabaha Liability

Query:

Sharia guidance has been sought in relation to pledge or mortgage against auto Murabaha
liability. Also, if itis permissible, what shall be the treatment of insurance proceeds in case
of total damage to the mortgaged vehicle?

Pronouncement:

Itis permissible for Dubai Islamic bank to seek a pledge or mortgage from its customers in
order to secure a debt or liability. In the case of auto Murabaha financing, the bank may ask
the customer to mortgage the same vehicle which it has sold to the customer by way of
Murabaha contract. It may also seek some additional pledge if due to some reason the
current market value of the vehicle is found to be insufficient viz a viz the outstanding
Murabaha amount.

If the same vehicle is to be used as security, the bank will mortgage the title of the vehicle
(registered mortgage) instead of physical pledge where the car shall need to be under the
bank's control and possession. In such case the customer will have the right to use the
vehicle, but will not be able to sell it without the bank releasing the mortgage. As the title
of the vehicle will be transferred to the customer upon signing the Murabaha sale contract,
the vehicle will be considered owned by the customer but mortgaged to Dubai Islamic
Bank.

In addition to the above, the bank may ask the customer to obtain a comprehensive Sharia
compliant insurance policy from a Takaful operator, to assign it to the bank and to renew
the same every vear till the Murabaha liability is entirely settled.

In case of total damage to the vehicle, Takaful (insurance) proceeds shall be received by
DubaiIslamic Bank which willkeep them under its lien in place of the destroyed vehicle until
the final settlement of the Murabaha debt. The Murabaha installments shall continue to be
paid by the customer as per agreed terms.

The bank willkeep the amount of Takaful proceeds in an investment deposit account in the
customer's name. The customer will be entitled to the share in bank's profit like any other
depositor.

Instead of pledging the Takaful proceeds into the investment deposit account, the
customer may also opt to early settle the Murabaha debt by using the Takaful proceeds. In
such case the Murabaha debt shall be settled with the Takaful proceeds. The difference will
be paid to the customer if Takaful proceeds exceed the Murabaha amount, and the
customer will pay the difference to the bank if Takaful proceeds were less than the
outstanding Murabaha debt.
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Relevant Product: Auto Murabaha

Subject of Fatwa:

Mortgage of Vehicle under Auto Murabaha Finance

Query:

Dubai Islamic Bank has a standard auto finance product for its customers. The product is
based on the Murabaha structure under which the bank purchases the vehicle from the
dealer and sells it to the customer on its cost plus profit on an agreed deferred payment.
In order to secure the Murabaha debt, Dubai Islamic Bank seeks from the customer to allow
mortgage on the vehicle until all the installments are paid. In relation to the mortgage,
Shariah guidance is sought on the following two aspects:

o Will Dubai Islamic Bank be considered as an owner of that vehicle since it is mortgaged
toit?

e (Can DubaiIslamic Bank claim its ownership on the mortgaged vehicle in case of default
and if so, to what extent?

Pronouncement:

As per Shariah principles, the ownership of an asset gets transferred to the purchaser
immediately upon execution of the sale and purchase agreement between the buyer and
seller, even if the sale price is deferred (i.e. not paid on the spot). It is not permissible for the
bank to hold back the transfer of ownership to the asset until full payment of the sale price
is received by it. Any such stipulation in the sale and purchase agreement makes the sale
invalid from the Shariah perspective.

However, for the purpose of security against a deferred sale transaction, including
Murabaha, it is permissible for the bank to ask the customer to provide certain security or
assets to be mortgaged to the bank. This may include the subject matter of the Murabaha
deferred sale contract, which is the vehicle in this case.

Dubai Islamic Bank in this case will be considered the mortgagee but not the owner, as the
owner of the subject vehicle is the customer by virtue of the Murabaha agreement. Such a
mortgage may continue until the Murabaha sale price is paid in full by the customer.

In case of default by the customer, the bank cannot claim the right to own the vehicle;
however, by virtue of the mortgage over the vehicle, it can claim to repossess the vehicle
and sellitin the market and apply the sale proceeds to settle the customer's debt that was
secured by that particular mortgage.

If the sale proceeds exceed the debt, the excess amount shall be the entitlement of the
customer as the owner of the vehicle, and in the case of the sale proceeds being less than
the debt amount, the bank will have the right to claim the shortfall from the customer. The
sale of the mortgaged vehicle should be as per the current market price and a fair
mechanism should be adopted, such as the auction in the open market so as to protect the
rights of the bank and the customer.
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Relevant Product: Auto Murabaha

Subject of Fatwa:

Purchase of Vehicle at a Higher Price under Murabaha Structure

Query:

Dubai Islamic Bank has in its array of retail products, auto financing for its individual
customers. The product is based on the Murabaha structure whereby the bank, based on
the ‘promise to purchase’ fromits customer, purchases the vehicle from the individual seller
in the case of a used vehicle, or the dealer in the case of a new vehicle. It then sells the

vehicle to the customer on a Murabaha basis with deferred payment terms, in installments.

In the case of a used vehicle, the bank carries out an evaluation, which at times is more
than the price demanded by the seller and sometimes less than it.

Shariah guidance is required if the bank should purchase the vehicle based on the
evaluation carried out by the bank or at the price offered by the seller. It is to be noted that
in the majority of the cases the seller is identified and introduced by the customer to the
bank

Pronouncement:

The primary objective of the Murabaha financing structure is to assist the bank’s
customer in procuring the asset or goods, and not to obtain cash. If the purpose is to
obtain cash, the customer should use the Salam structure which is the natural fit for the

purpose of obtaining cash on an upfront basis.

Shariah does not encourage fabricated transactions which are utilized for a purpose that
is not in line with the substance of the structure.

In view of the foregoing, if the price demanded by the seller is closer to the evaluation
amount, and the difference (+ or -) is negligible as per the market practice, the Murabaha
financing structure will be considered acceptable, being in line with the core financing
objective,

If the seller's demand is considerably less than the evaluation amount, the transaction
can be carried out provided the seller is aware of the difference and agrees to proceed
with the transaction. This is to ensure that he/she is not being deceived by the buyer due
to his/her ignorance of the market price of his/her vehicle.

However, if the seller identified by the customer provides a quotation with an
unreasonably higher price than the current market price, it will not be appropriate for the
bank to accept such a quotation, even if the bank is offered guarantees and collaterals to
cover the customer's Murabaha obligation.

The reason behind such a ruling is to avoid some people misusing the transaction to
obtain cash from the Islamic bank, thus exploiting the Murabaha structure. Generally,

nobody will agree to buy something at a far higher price than what it is worth.

If any such case comes to the bank, it is likely that there is an understanding between the
seller and the buyer (bank's customer) whereby the customer probably will collect the
extra money from the seller once the seller has received the funds from the bank. Such
extra money will be tantamount to a loan with interest, which is prohibited in Shariah.
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