amic
and Regulatory

Untted Arab Emirates — Is
Fnance: A Lega
Framework

e are sevaral lslame banks and finance companies established and aperating in the

Lnited Arab Emirates (LAE). These are primarlly regutaied by the UAE Central Bank

pursuant o UAE Law No, 10 of 1980 conceming the Central Bank, the Monatary System
and Ihe Organization of Banking (1he Banking Law).

Islamic banks are licensed under the Banking Law as commsrcial banks and ara ganerally
subject to the same ragulatons. Howeven, as lglamic banks oparate by purchasing and
salling goods as well as Investing in projects, such banks would be unable to operate without
exemption fram some of the rastnetions applicable to commercial banks under the Banking Law.
UAFE Lawe o, 6 of 1985 regarding Islamie banks, inancial nstitutiens and investiment companies
was therstore promutgated 1o allew such Isigmic nstitutions (o engage in commarcial, trading,
finance and Investiment ectivities which are olherwise prohibited 1o corvantional cormmercial
warks. Sueh Isiamic banks, financial instiutons &g mvesiment companies are reguired 1o
provicis, in their Mamoranadum and Articles of Association, 1or the loymation of a Shariah board
or controlling authority. Such institutions are also subject 1a regulation by the Mimstry of Justice,
Islamic Affairs angl Awesal,

jslamic banks and finance companies incorpoerated In the UAE are required to be structured
a5 publis joint stock companies (an lsiamic finance company nesd not be a public join! stock
carmpany If one of ils foundsrs is itself & public jeint stock company), Under UAE Law No. 8
of 1984, as ameanded, concarming commercial companies (Companies Law). the founders of 2
pubilic et stock company are reguired to subscribe 1o belween 20% 1o 45% of the capital of
Ihe company, with the balance subscribed by the general public,

REGULATORY AUTHORITY

Although lstamic inancial mstitutions: are subjsct 1 regulation both by tha Ministry of Islamic
Affairs and by the Central Bark, in practice, the Gentral Bank exarcises regulatary authority as
well ag rights of supervision and Inspection, [n response to the growth in demand for lslamic
comphant financing, and foreseing an increase in the number of [slamic inance companies in
the UAE, in 2004 the Cenlral Bank promulgated the Central Bank Board of Diractors Resolulion
Ne. 185/6 of 2004 Cancerming the Regulation of Finance Campanias That Condhust Thelr Actlvity
in Apcordance with the Provisiong of the lsiamic Shariah (the Resolution],
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The resclution provides that an Islamie finance company must operaie In accordance with the
principles of Islarnic Shariah and may:

«  provide financing for personal and consumer purposes including persenal financing,
property financing and vehicle financing;

*  undertake trade finanaing, issie guaranleas and enter inta foreign exenhanige centracls with
corporale entities;

* participate in the capital of existing ar fulure projects, subscribe to shares, bonds and/or
certificates of deposits;

«  acoept deposits from and open accounts for corporate entilies; and

*«  manage invastmant vehicles.

The financial resources of an Islamic finance company shall consist of:

e the paid up capital of the campany;

*  reserves avallable to lhe company;

o undistibuted retained profits; and

* fees charged for issuing legal deeds and cther nstruments granting financing and
certificates of deposits

THE CENTRAL BANK'S ROLE

{slamic finance companies are probubited from .accepting deposits, rom making loans to or
opening any kinds of accournts for Individuals. The prier approval ol the Gertral Bank is required
befare an Istamic finance company may engage in any additional activities

The narme of an lsiamic finance campany may nat cortain the words “bank,” "commarcial or real
estate company” or any other word that Indicates aotivily otbar than Islamic finance.

The paid up capital of an Islamic finance company musl be na less than UAE Dirhams
56,000,000 (approx. US$ 9.5millen), unless approval of the Central Bank has been obtained for
a lesser paid up capital. An amount of at least UAE Dirhams 15,000,000 musi be dapositad with
a bank In the UAE and a certificate from such bank confinming the depesit of this amour must
be submitted at the ime of application. Alse requirsd is an undertaking that the balance capial
will be deposited immediately after oblaining the prefiminary approval of the Central Bank for
establishmant of the kslamic finance company. At least 60% of ts shares must be held by UAE
nationals or companies wholly owned by UAE nationals.

A license to carry on [slamic financing aclivities will be gramed by the Central Bank only If the
following criteria are mat:

*  amajority of Ihe beard of directors ol the company must be nallonals of the LIAE;
s the founding mempers must bave the necessary personal and professional gualifications

Islamic Finance: i & oo nifies
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which includs the following:
o must not have been pravicdsly semenced for any arime;
o must no! have delfautted on his/is obilnations 10 banks or Gther Greditors, been
declared bankrupt, enterad into settlament with creditors, had assets attached;

. the manager and auditor of the Islamic finance company most have knowladge and
exparience It lslamic nancing activities and operations;

¢ ihe tounders musl be at lsast six individuals and/or corporale entities;

o @ leas! BOY% of the members of he board of diractors mug! be knowledgsable and familiar
with Istamuc finpncing activities and operations;

The license granted by the Central Bank 1o an tglamic fnance company shall be for a period of
five years, renawable for similar periods,

THE SHARIAH SUPERVISORY BOARD

Evary lslamic finance company must have a Sharah Supervisory Board consisting of at least
threa mambers, The Mamorandum and Articles of Association of the Islamic finance company
must provide for the appointment of the Shariah Supervisory Board and its administration, The
names of the mamibers of the Shariah Supearvizary Board musl ba submitted 1o the Higher
Shanah Board of the UAE Ministry of Justice, Islamic Affairs and Awgal for thair approval
betore being appointed as membars of the Sharah Supervisory Board of the Islamic finance
SOTTRANY.

THE COMPANY'S OBLIGATIONS
An Islariic finance company Is subjact 10 a number of cominuing obligations.

An Isfamic finance company must not engage N currency exchange, the busness of financial
Invasiment companies, or any other activity Tor which 1l is nol licensed. Mo more than /%
of the capital of an lsfamic finance company may be used te finance a single parson or 10
deposit or invest In a single faciity or group withou! the prior approval of the Central Bank, An
lslamic finance campany may not provide financing te any member of its board of diractors or
a compary belonging to such member in excess of 5% of its capital, and in excess of 25% In
respect of all members of ite board of diractors, An Islamic finanice company may nat provide
cerlificate of deposits that exceed twice the capital and reserves of the company. An (slamic
finance company must set aside 10% of (s annual net profits towards accumulation of a legal
reserve, unfil such lagal resarve equals 50% of the cempany’s paid capital, However, an islamic
finance company shall not be subject to the mandatery cash reserve requiramants 1hat are
imposed on camimerclal banks involved i conventiona! financing.

The prior approval of the Cantral Bank 13 required for any ehange In thie name, corporate form,
capifal of head office Jocation of an slamic finance company; for marger of an Islarnic finance
company with another antity; for opening a branch office; for charging its assets; for amendmant
of its Arficles of Association; for any change In composition of the board of directars: for any
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change of sharehalding in excass of 5%; and for any change ingovernanca.

An lslamic financa company is required 1© appaim auditors, to fmaintan regular racords in
accordance with the forms required by the Caniral Bank, te wse officlal documants with all
of its cliznts, and 10 wsue all correspondence, doouments and deeds under signature of duly
autharized represeplatives, An Islamic finance company may nol prowde any financing or
facilities 1o or open accaunts for its extermal auc|\t7 % '

manths;
¢ lhe ligense issued (o tha Islamic finance company by the hcensing authanty of the Ermirala
where the company s headquarterad is withcirawn,

In promulgating the said Resoluticn, the Ceriral Bank has largsly exiended 1o Istamic finance

companies many of the regulations and restriction that are already In place in respect of
commercial banls, Including Islamic banks.
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