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Shari'a Certificate
Capital Protected Note

The overall mechanism of ADIB's (the “Bank”) Capital
Protected Note (whether the base of the benchmark
index oil, gold, currencies, agricultural
commodities, or other things acceptable as per Shari'a)
is as follows:

was

1. 100% or Partial Capital Protection

¢ As per Shari'a, it not permitted for the Bank to
provide absolute guarantee of the amounts
invested with the Bank, but the Bank will be held
liable for the loss of the capital due to misconduct,
negligence, or breach of the contractual
conditions. However, if the loss occurred due to
other reasons, then the Bank shall not be liable.
This is a Shari'a principle. Therefore, it is stated in
the Terms and Conditions under the heading
“Limitation of Liability" that: "Dealers agree that
ADIB shall not be held liable for any loss, unless
resulting from a violation, negligence or breach of
the terms and conditions. Within this framework, the
dealers will bear all risks associated with this
transaction, except for those resulting from ADIB's
violation, negligence or breach of terms and
conditions."

% As such, capital protection (which is basically a
legal concept) is different from the capital
guarantee (protection of the invested amount).
Hence, the protection does not imply an absolute
guarantee; rather, it means taking extreme
precautions to reduce the possibilities of loss
through the types of transactions where the funds
are invested. For example, the amount can be
invested in a Murabaha transaction by purchasing
commodities using the invested amount and then
selling them for a profit. In this case of Murabaha,
the sale price will be guaranteed by the buyer.
Entering into such transactions provides a kind of
capital protection that shall be higher than other
instruments.
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2.

In the Terms and Conditions of the certificates
under the heading "Limitation of Liability", the
intended meaning of protection was explained by
stating that: "Capital (investment amount)
protection is compatible with Shari’a and is subject
to the principle of making best efforts. Dealers
depend on the performance of ADIB, in its capacity
as the agent of dealers, in making its best efforts to
protect the capital, serving the best interests of
dealers, making due diligence, acting in good faith,
and managing investment operations with the same
degree of care taken in similar transactions
conducted by ADIB for its own account."

Therefore, in line with the Shari'a requirements and
transparency, which is one of ADIB's values,
marketing of this product should not be carried on
the basis that the capital (the invested amount) is
guaranteed by the Bank. Such claim is invalid as per
Shari'a and law and it negates with the Terms and
Conditions for the certificates.

Achieving Returns measured by the

price movement of oil, gold, currencies,
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agricultural products or others:

This mechanism is based on a binding promise from
one side, i.e., a Bank with which ADIB has dealings
(the “Counterparty”). This bank gives a binding
promise to enter into an international commodity
Murabaha with ADIB (acting as an agent for the
customer) where the profit is determined at the
time of executing the Murabaha according to
movement of a benchmark index linked to the
movement of the oil price (or price of gold, FX rates
of currency basket (e.g., BRIC currencies), price of
agricultural products, etc.) at a specific time. Prior
to the maturity date and on the date specified for
entering into the Murabaha, the movement of the
benchmark index will be looked at and the
Murabaha profit will be determined for the
Murabaha to be conducted with the Counterparty.
In this Murabaha, the Counterparty will be a buyer
and ADIB (acting as an agent for the customer) will
be a seller. Profit of this Murabaha will be paid to
the customer, holding the certificate, in
accordance with the Terms and Conditions thereof.
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¢ As such, investment in these certificates shall not
be deemed as direct investment in oil, currencies,
agricultural products, and others, which will be
base of the benchmark index.

Review was made of the structure of these Certificates
and contracts and documentation, and they were
found to be acceptable as per Shari'a and are in line
with the resolutions of the Higher Shari'ah Authority
(at the Central Bank of the UAE) and in compliance
with the Shari'ah Standard No. (8): Murabaha, the
Shari'ah Standard No. (20): Sale of Commodities in
Organized Markets, the Shari'ah Standard No. (23):
Agency and the Act of an Uncommissioned Agent
(Fodooli), the Shari'ah Standard No. (45): Protection of
Capital and Investments, the Shari'ah Standard No.
(46): Al-Wakala bi Al-Istismar (Investment Agency),
the Shari'ah Standard No. (49): Unilateral and Bilateral
Promise, and other related Shari'ah Standards issued
by the Accounting & Auditing Organization for Islamic
Financial Institutions (AAOIFI).
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