Notice No. : CBUAE/BSD/N/2020/4240

Date 20 September 2020

To : All  Banks &  Finance
Companies

Subject The Higher Shari‘ah Authority

Resolution No. 69/2/2020

After greetings,

The Central Bank of the UAE is pleased to
attach herewith the Higher Shari’ah Authority
("HSA") Resolution No. 69/2/2020 regarding
parameters and standards for deduction of
collection costs from funds collected based on
the commitment to donate, which applies to
financial institutions that conduct all or part of
their activities and businesses in accordance
with the provisions of Islamic Shari’ah.

Please bring this Resolution to the attention of
the board of directors of your institution at their
next meeting. Note that the HSA Resolution is
mandatory and effective starting from 2021.

For more information, you may contact the HSA
Secretariat via the following email:
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Yours faithfully,
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For/ Deputy Governor for Banking Supervision
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Resolution No.:  69/2/2020
Date: 16/9/2020

Subject: Parameters and standards for
deduction of collection costs in
Islamic financial institutions
from funds collected based on
the commitment to donate
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After greetings,

The Higher Shari’ah Authority (“HSA”) has

reviewed:

1. dataregarding the expenses incurred by licensed
financial institutions that conduct all or part of
their businesses and activities in accordance
with the Islamic Shari’ah (“Islamic Financial
Institutions” or “IFIs”) in their collection
processes,

ii. practices related to the customer’s commitment
to donate due to late payment of a due amount
(“Commitment to Donate”), and

1ii. practices regarding amounts that some IFI may
deduct from the sums collected on the basis of
the Commitment to Donate.

Premised on the above, the HSA issued the
following resolution:

First: It is impermissible to impose on the customer
any increment above the principal amount of an
outstanding debt on the basis of the Commitment to
Donate except if it (the Commitment to Donate)
was specified in the contract from which the debt
arose.
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CBUAE Classification: Public

Second: It is impermissible to collect any amount
based on the Commitment to Donate except after
the customer was (i) requested to pay the due debt,
and (i1) notified that failure to pay would result into
debiting his/her account with the amount (that the
customer committed to donate).

Third: Invoking the Commitment to Donate
clause should be limited to the cases where the
customer is not paying on time due to
procrastination, and not due to insolvency. The
contract may include a provision stating that the
customer is considered a procrastinator until he/she
proves otherwise.

Fourth: If the contract did not specify that
collection of funds based on the Commitment to
Donate is subject to the IFI requesting the customer
to settle the due payment, then the IFI is not entitled
to exempt the customer from the Commitment to
Donate after the payment becomes due.

Fifth: IFI should not deduct any amount from the
funds collected based on the Commitment to
Donate (“Donation Amount”) to cover the actual
direct expenses incurred in the process of collection
of the debt (“Actual Collection Expenses”).The
total sum of the Donation Amount should be
channeled to the charity account except if the
contract specifies that the Donation Amount is to
be transferred to charity after deduction of the
Actual Collection Expenses, which must be
calculated under the supervision of the Internal
Shari’ah Supervision Committee (“ISSC”). It is
preferable that the deduction of the Actual
Collection Expenses (from the Donation Amount)
is outlined in a clause, which is separated from the
Commitment to Donate clause.

Sixth: The calculation of the Actual Collection
Expenses and expenses that may be included in this
calculation should be based on the Accounting and
Auditing Organization for Islamic Financial
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Institutions (“AAOIFI”) Shari’ah Standard No. 19
regarding Loan (Qard).

Seventh: The Actual Collection Expenses shall be
charged to each financing transaction separately so
that such expense is allocated to the collection cost
of that particular transaction only, as follows:
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Total Direct Actual Collection Expenses for the

period**
The Actual Collection
Expenses per financial
transaction™ for the The number of financing transaction during the
selected period. period***

* The executed and active financing transaction (old and new) in the respective period.

**]t is calculated according to what is mentioned in paragraph six of this resolution. The calculation
should include the actual direct expenses incurred during collection process in relation to the
transactions. Such calculation should not include litigation and legal action expenses, as such expenses
are incurred for each transaction (separately), and hence they should be allocated to expenses of each

specific transaction only.

***The total number of executed and active financing transactions (old and new) in the respective

period.

The deduction process must be conducted under the
direct supervision of ISSC, and the calculation
method stated in this resolution should be reflected
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HSA Secretariat via the following email: ol O e due B3N Wdal) Al AU
shariaauthority@cbuae.gov.ae

Your faithfully, cal ia¥) (318 J iy | slad

*Copy the Internal Shari’ah Supervision Committee, a9 ANl Ao A1 A0 ) Zaadl As ik

the Head of the Internal Shari’ah Control Department, = Al Al L g Aalalall dpe A1) A )

and the Head of the Internal Shari’ah Audit Department Sl
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