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DIB CORPORATE ASSET FINANCE — ISTISNA’ & FORWARD IJARA

Dubai Islamic Bank (Bank) offers Sharia-compliant
financing to its corporate customers through a
combination of Istisna’ & Forward ljara structure, for
construction or manufacturing of an asset.

Under this structure, the Bank and the customer
enter into an Istisna’ Agreement for the
construction/manufacturing of a fully described
asset (the Istisna’ Asset) against an agreed price
which is normally paid through an agreed payment
schedule corresponding with different milestones of
the manufacturing/construction process.

Under the Istisna’ Agreement, the Customer is
responsible for constructing/manufacturing the
Istisna’ Asset and delivering it to the Bank on a
specified future date.

In parallel, the Bank (as Lessor) and the Customer (as
Lessee) will enter into a Forward Lease Agreement.
Under this agreement, the Bank will lease a fully
described asset to be manufactured and delivered to
the Customer (ljara Asset) on a specified future
date.

Pursuant to Forward Lease Agreement, the
Customer normally pays certain instalments on
account of rental to the Bank before the asset is
delivered by the Bank to the Customer. Once the
ljara Asset is delivered to the Customer, the
amounts paid on account of rental will be adjusted
against the additional rental element and treated as
income of the Bank.

Throughout the lease term (from the date the ljara
Asset is delivered to the customer until the lease
matures) (Lease Period) the Bank will remain the
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owner of the ljara Asset, while the Customer shall
enjoy the usufruct of the ljara Asset. Upon maturity
or in the case of early settlement, the Bank will sell
the ljara Asset to the customer at an exercise price
to be determined according to the agreed formula.

To implement this structure, the following steps
shall be followed:

1. The Bank (as Buyer) will purchase through the
Istisna’ Agreement an Istisna’ Asset (fully
described by way of specifications) to be
delivered by the Customer to the Bank on an
agreed future delivery date for the consideration
of the purchase price in accordance with the
agreed terms and conditions.

2. In addition to the Istisna’ Agreement, the Bank
(as Lessor) and the Customer (as Lessee) will
execute a Forward Lease Agreement,
whereunder the Customer, in its capacity as the
Lessee, takes on lease (by way of forward lease)
the described ljara Asset for the specified Lease
Period from the Bank. The Lessee will start
paying instalments on account of rentals. This
amount will be kept as Amana by the Lessor till
the construction is completed and the ljara Asset
is handed over to the Lessee.

3. The Istisna’ Asset will be delivered to the Bank
after it is completed as per the terms of the
Istisna’ Agreement and the Bank will take the
possession of the Istisna’ Asset.

4. The Bank will, subsequently, deliver the
completed Istisna’ Asset to the Customer under
the Forward Lease Agreement i.e. the ljara Asset
to commence the ljara through a proper
handover mechanism in writing.
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Any instalments collected in advance under the
Forward Lease Agreement shall be adjusted
additional rental element

against upon

commencement of the ljara.

The ljara Asset will be owned by the Bank
throughout the Lease Period but may remain
registered in the Customer’s name (as a title
agent pursuant to the Title Agency Agreement)
and will remain mortgaged with the relevant
authority in favor of the Bank as a security.
However, in case the Bank chooses not to get the
ljara Asset mortgaged in favour of the Bank due
to any reason whatsoever, the Bank must
stipulate a condition in the relevant security
documents and the Title Agency Agreement
barring the Customer from disposing of the ljara
Asset without prior consent of the Bank.

The Bank, being the owner of the ljara Asset, will
be responsible for all ownership related risks and
rewards of the ljara Asset. However, the Bank
may appoint the customer as service agent
against an agreed fee to carry out some of the
ownership related responsibilities such as
obtaining Takaful cover etc. on behalf of the Bank

under a Service Agency Agreement.

The Bank shall obtain an irrevocable Purchase
Undertaking from the customer obliging itself to
purchase the ljara Asset from the Bank, for the
consideration of the exercise price,
Bank of the
Undertaking following an event of default.

upon

exercise by the Purchase

The Bank shall issue a Sale Undertaking in favor
of the Customer promising to sell the ljara Asset
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to the Customer at an exercise price either during
the lease period or upon maturity. The exercise
price under the Sale Undertaking shall be
determined in accordance with the formula
provided therein.

At the end of the lease term and upon the
Customer having duly performed its obligations
under the Lease Agreement, the Customer can
oblige DIB to sell the ljara Asset to the Customer
for a nominal value pursuant to the exercise of
the Sale Undertaking.

The sale agreement attached as an addendum to
the Sale Undertaking will be duly executed
between the Customer and DIB to conclude sale
of the ljara Asset, whether executed at the end
of Lease Period or prior to that, to the Customer.

The following documents will be executed or
issued by the parties to the transaction:

Istisna’ Agreement
Forward Lease Agreement
Service Agency Agreement
Title Agency Agreement
Purchase Undertaking
Sale Undertaking

R

Security Documents (as applicable)
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