Dubai Islamic Bank

Relevant Product: ljara

ljara Facility for a Running Commercial Property

Query:

A customer has sought a financing facility from Dubai Islamic Bank in order to procure a
running commercial property from a third-party seller. Since the commercial property may
have various types of businesses, Sharia guidance is required on how to ensure that no
business operating in the commercial property would cause any Sharia issue.

Also, which structure should be used for financing by DIB?

Pronouncement:

Financing

first, Dubai Islamic bank can finance the property under ljara Muntahiya Bittamlik (financial
lease) structure to achieve the subject purpose wherein DIB will purchase the commercial
property from the third-party seller and will subsequently lease the same to the customer
for the desired financing period. Upon successful completion of the lease and due payment
of all outstanding by the customer under the lease, DIB will sell the commercial property to
the customer for a pre-agreed price under a separate sale and purchase agreement.
However, since the property is already leased out, prior to entering into the lease
agreement between the bank and the customer, it will be necessary to terminate all
current tenancy contracts and then to re-enter them only after DIB and the customer have
signed the financial lease agreement. This can be achieved on the same day. This is
because, as per Sharia, one property may not be leased to two or more different parties at
the same time.

Activity

In general, being a Sharia compliant entity, DIB is responsible for ensuring it does not
knowingly or intentionally support any activity that is prohibited under the principles of
Sharia through any financing structure available to the bank.

Upon DIB purchasing the commercial property from the third-party seller with respect to
the subject ljara (financial lease) financing facility to be afforded to the customer, DIB shall
be obliged not to allow any Sharia-repugnant activity to be undertaken on the premises of
the commercial property throughout the lease term when it will hold the ownership to the
property.

Therefore, Dubai Islamic Bank must ensure before execution of the purchase agreement
with the third-party seller that the commercial property does not include any business
which is prohibited under the principles of Sharia. The list of Sharia prohibited business
activities includes conventional financial institutions, bars, casinos, nightclubs, pork and
alcohol and other activities.

Furthermore, DIB must also set out in the lease agreement to be entered with the
customer under the subject ljara financing facility that the customer shall ensure it will not
allow or permit the conduct of any business or activity in the commercial property which
contravenes the principles of Sharia.
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Dubai Islamic Bank

Relevant Product: ljara
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Subject of Fatwa:

Finance of Rented Property on the basis of ljara (Lease)

Query:

Dubai Islamic Bank has been approached by a customer with a request for financing
through a structure whereby the bank shall purchase a number of villas owned by the
customer and lease them to the customer by way of ljara Muntahiya Bittamlik (financial
lease) for a certain number of years, during which the customer shall gradually pay the rent
which includes the bank's investment and return. At the end of lease term, the bank shall
sell the villas back to the customer at an agreed price.

It is important to note that all villas are occupied by different tenants under tenancy
contracts. What should be the suitable structure for DIB to finance the customer?

Pronouncement:

Sharia recognizes the ownership as follows:

Complete ownership: Where the title and usufruct both are with one party, for example,
the property is used by the owner for his own dwelling purpose.

Incomplete ownership: Where the title is with one party but the usufruct is with another,
for example, a rented property where the ownership is with the landlord and the usufruct
with the tenant.

In the above situation, the customer does not have complete ownership; the usufruct
being with the tenants since the villas are already rented. In the absence of usufruct, the
bank can purchase the rented villas but it will not be in a position to lease them to the
customer as the customer has already sold the usufruct to the tenants and it cannot be
sold twice.

Therefore, in the above case, DIB may adopt the following procedure:

1. The tenancy contracts between the customer and his tenants should be terminated,
pursuant to which the bank should purchase the villas and thereafter lease them to the
customer,

2.Having received the usufruct from the bank in shape of lease, the customer should then
sign new tenancy contracts with the tenants, thereby sub-leasing the villas to the tenants.
The term of the lease contract between the bank and the customer shall be for the period
the financing is needed whereas the tenancy period between the customer and his
tenants could be shorter but not longer.

3. There is no Sharia bar on the amount of lease rentals paid by the customer to the bank

being higher or lower than the tenancy amount received by the customer from his tenants.

4., Also, it is important to note that the responsibility of major maintenance and structural
repair of the villas shall rest with the bank, as the owner. Nevertheless, Sharia allows that
the bank may appoint the customer as its service agent to carry out such maintenance and
repairs on its behalf.
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