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EDI C'T ANP RE$OLUI.LQ NS.Q N THE SHARI'AA VERIF]CAT I O N,OT'-THE LAR I BA
pocuMEl'rTs ANp qg"lgn}Ae.Ts lNcl-uprhls pEEp oF TRUST

The object ive of this ciocument is to issue a [ratwa on the Shari 'aa Compliance of the LARIBA Model
which is based on the concept of "Decl lning Part ic ipat ion in Usufruct" [DPUJ and the f inancing
documentat ion used including the Deed of I ' rust,

The report  below detai ls the analysis and f indings of the LARIBA resident ial  f inancing Model,

contfacts and docurnents condllcted by Darul Hikrnaht in its capacity as an attentive research and
jul ist ic inst i tut ion that special ize.s in Shari 'aa val idi ty of f inancial  t ransact ions,

At the outset, we * Darul Hikmaha - would like to state rhat we are delighted to declare our approval

and sat isfact ion rar i th the LARIBA's pre.sent Model compl iance and jur isprudent ial  f inancing
pract ices. We did not ident iry any Shari 'aa viol i r t ions in any of the LARIBA lr inancing t t 'ansact ions

reviewed.

Introduct iort :

It is eviclent irom the clocumentation forwarclecl to us that LARIBA is agalnst clealing with Riba

(usury3as revealed in the Qur'aan) due to the following reasons:

t  Darul l- i ikmah ls a US-basecl lslamlc Law {Shari 'aa) consrlt ing f irm that was establ ished to serve the f inancial jur isprudence

n e e c J s o l r h e R i b a - F r e e f i n a n c e a n d b a n k i n g , T h e C h i e f S c h o l a r i s l - l i s L . m i n e n c e S h e i k h D r , M o h a m a d A d a m E l s h e i k h .  D r , E l -

Sheikh gracluateC'wl ' ;h honors f lom the faculty of Shari 'aa and La\y, Omdurman lslarni i  UniVeri l ty, 5udan, in 1969. f le was

appointecl by the Depaftrnent ofJustice in Sudan to serye as ajudge for the Shari 'aa Courts in Sudan. In 1978, he 'uvas approved
for scholarship and dispatched to the United States fof hlgher eclucation, |- le obtained a Master Degree In Comparai ive
Jurispruclence {MCJ) fronr Floward University in Washington DC in 1980, his LLM {Master of Laws) from National l-aw Center at
ceorge \^/ashin8ton tJniversity in Washington DC in 1982, and his Ph,D. in Cornparative Jurisprudence from Temple University,
phitaclelphia Pa. in 1986. l1e has been the Secretafy General of the Figh Counci l  of North Amer:ca, and the head of the Judiciary
Counci l  of the Sharia Scholars Associat ion (SSANA) since 1997.
z tbicl .
u See the Glorious Qu(an: ue$es Prohibiting Rtba ln the Qur'oan

. Chopte.r tt - Al'Boqaroh (The Cow):
2:276 Allah will deprive usury oJ oll blessing, but will give increase for deeds ol chaity: For tle.,lgves |at'creotutes .'

ungroteful and wicked.



L. Charging or giv ing Riba contradicts the very basic bel ief  upon which LARIBA was founded' From

inception, the founder and mentor of LARIBA, Dr, Yahia Abdul Rahman' is welj known as being

among the pioneers who raised the banner against Riba'  He is credited for the popular izat ion of

R ibaFree[RF)Bank ingandFinanceasana l te rna t ivebank ingd isc ip l ine in rheUSA.

2, Dealing in Riba is Haf qm,:trhich means it is strictly prohibited in Islamic Law also known as

Shari,aa, We shall use: ihe Law, th:roughout this text to aescribe Shari'aa'.Rib1 hT b*:n strongly

condemned and vigorously prohibited in the Qur'ana, and the teachings of all the Prophets'

inclucting Prophet Muhamrnad s1pbuh6,) lt has been reportecl that the Prophet [pbuhJ classified

Riba among the worst seven sins, In "Volume 8, Book 82, Number 840: A l{adi th Narrated by Abu

HurairaT:

The Prophet (pbuh) said, "Avoid the seven great desffuctive sins"'They (the'peoplel) asked"'0

Atloh,s Apostte! What are.they?,, He said, ,'To join partners in worship with Allah/God; to

practtce sorcery; to kill the tife which Atlah/God has forbidden excbpt for a iust cause

(according to due process of the Law); to participate in usurious activities (Riba)' to

misapprapriqtetheproper6)ofanorphan;togiveone,sbacktotheenemyi,e' f leeingfromthe
battle-field at the time of fighting and to accuse chaste women who are good believerss,,'

2:2TSovewhobe l ieve !FearA l lah ,andg iveupwhot renn inso fyourdemot ld fo rusury , i f yeore indeedbe l ievers ,

2:275 ThOse wh\ devout usury will not stond except as stond one whom the Evil one by his touch hoth driven to

modness'ThotisbecousetheYsoy:,,Trodeisl ikeusury,,,butAl lahhothpermittedtradeondJorbiddenusury,Those
who ofter receiving direction Jram th.eir Lord, ae'isx, siott be p.ordoned t'ot' the posl; their cose is for Alloh-God (to

judge); but those wno repeot (Tlte offense) ore componions of the Flre: TheY witt ohide thereln (for ever)'

t Chapter llt ' Alee lmroon '- The Fomily oJ Mory & Jesus:

3:130 o ye wno oeuJiel Devour not'usiry, aouttteJ irta muttiptied; but leor Atlah-God thot ve maY fi'eally) prosper'

' 
iii::";^::,'ri:;if?,i,'rYli,inil,n, ,n* were forbidden; and thot thev devoured nten's substance wronsfuttv; we hove

prepored t'or those amang them who reiect fotth a grtevous punishfttent'

c Chapter XXX - Ar-Rum {The Romans} , , n( t^thort hpnl
30:39thotwhichYouloyoutt 'or increosethroughthepropertyot 'bt 'he.r) 'peopte,wit |hove.noincreosewithAllah.BUt

thot whtch ye loy out lor chortty, seeklng tne cou,iiin[nct oiattit', (will increose): it is these who will get 0

recofi Pe nse m ulti Plie d'

5 Hadith _documentect statements by prophet Muhammad and sunnah *the tradit ion and way of l iv ing of PlgPhet

l'i*ilil::.,.- - may 6od,s peace and prayers be showered upon him. rhis is a term that ail Musrips'aie tiaihed to uttgl€fler

the name of any of the Abrahamic Proprrets'
7 one of the most revered n.| ." 'o" tno documenters of the Prophet Muhammad statements' i
u , , , V o I u m e 8 ' 8 o o k 8 2 . N u m n e r 8 4 0 : M i s h k a t a l - M a s a b i h . , P l e a s e s e e ; w w w . I s l a m o n l i n e , c o m . . .

/d;
|  . i . '
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Participatian in ftibo or usurious activities inclvdes charging, taking, witnessing ctnd/or

Jacilitating Riba/Ribit as documented hy the soyings of Prophet Mrhqmm(td (phuh,)t

3. The focus ancl cotn4ritrhent of LARIEA's Boarcl,.Managemenl ancl staff on the application of
ls lant ic Jur ist ic rule 's in al l  o l ' their  t ransact ions, They are also open and wi l l ing to ]earn more about,
and to implenlent new f indings from research and clevelopnrent concerning the Is lamic
jur isprudent ial  and procedural  rules in the f ie ld of Riba-Free and transact ions Fiqh.

+, LARIBA's Board, Shareholders and Managenrer i t  c0nf inue to implement periodic audits,  reviews

and anarlyses of the LARIBA modeland documentat ion with the object ive of ref ining LARIBA's
procedures and documentatiolt in order to neet the highesi standards as defirred by the l..aw in the
f ield of the Faith Based Transact ion.

ANAI,YSISI

Darul Hikmah has evalual;ecl the LARIISA Model ancl the following points that appeared in the
LARIBA resident ial  f inancing contracts and documents;

1 ,  Thedef in i t ion ,as .we l las the lega lanc l re l ig ious impacto f  the ternr " I r i te res t "as i thasbeen
used in LARIBA's Resident ial  DEED 0F TRUST.

2, The definition and application of the tefm "Late Payment Charges."

We shal] revjew and discuss the .Shari'aa positiorr regarding usage of such terms and LARIBA's
pract ices with substant iat ion for such usage of terms and the pract ices from the glor ious Qur'an,
Sunnah and contemporary jur ist ic researcl t  crpinions and conclusions.

The fol lowing are b6sed on the eviclences from the hoty Quran, the Prophet ic Tradit ion and jur ist ic

Rules on each of the preceding issue.s:

1. USAGE OF THE TERM J,INTEREST,, IN LARIBA,s T.INANCING I}QCUMENTS?

The ternr Interest is comrnonly used in financialtransactions to refer to the profit earned by
lenders on their  loans, [ t  is also nnderstood that n]any of the fai th-based communit ies in
America and elsewhere in the world avoid financial transactions that use the term Iltterest
to avoid iudulging into interest-based transact ions,

We observe that the word " lntcrest" is being used in LARIBA's var ious documents and

contracts, For example, the Residential Deed of Tt'ust contains the word; "lnterest", fbr

example, we quote:

'  Sahih l{adith says: "Jabir may God be please and accepting of his eiforts IRadhiya Al]ahu .An'itu; r:;a,1 kas
reported that the M essenger of Allah cursed the devou rer oi usury, its payer, lts $cribe antl {ts.rwo .witnbises.
He also said that they were equal (in sinJ," (See ibid, Mishkat-ut-MasabihJ, : j



"Loen" n'teens the.debtti evitlenced.by the NOte, plias interest, atty prepayment

charges awl late charges due under the Note, anc{ all.tutl?s due under this

Security Instrltlnent, plus interest. "

It is important to note thar LARIBAs model and practices [as more explained ]ater in this

re port) are not based on Interest which can be construed as Riba/Ribit' LARIBA uses lhe

w0rci Interest as a corollary to current main stream.iinancing practices in to abide by the

iaws otthe United States, This is p'errnissible when applying'the shari'aa rules ilncler

irregular c.it 'cumstances.such as what iS known afrong thrl Muslim ]urists as:'"' lhe

prevalence of bad practice dLte l:a irregular circuntstance.s" (os$l ! r:ra'o t-"1 i-',,::;'

Based on this juristic unclcrstanding arid by way of juristic analogy, tl 'Ie contelrporary
jirrists issueci a1 edict [Fatwa) in t]re case of Al- Uaraka Bank, which can also be applied to

any Islarnic Bank operatirrg in similar env.ilonments in the We.st, that validates uging the

worcl  " lnteresl"  aS replacement to theword "Prof i t"  in f inancial  t ransact iol ' ls such as

deposits and Ioans when such pract ice can create result  in a cotts iderable or sizable

financial benefits that will be realizecl in return for the Muslim customers, See the reference

below the l ine,t t

r0Debthererueans"Dayn inArab ic i . l r "no l theArab icword"Qard l r  c r . ,$ 'o r "Loat t "becausc  inArab ic  a r rd ls ta rn icLaw

,. onfy have ( al-Qardl i  al- l . lassan C* LFJSI rvhich means to the effect (A Good and lnterest Free Loan), See Q' 2r 245;

Q.5 :12 ;  Q,  57 :1  1 ,  iB ;  Q.  64 t I7  ;  ;  Q,73 i18 ,

U-i l !  *1" d-*-Jl cj+l (J^, lctr i-  r-a!dJ) ( i to ); i  (e:)LlS *) l \  (6$b )t ' ls cj l^ '1- l  efuqla ; drJ*

I d:,Sl-, glrll *)L+. d ,il.dl'r>Jl # 4-4iiJl d,k+Jl d$ i" ,,{H wijl 
ielLJ}

Qlestion: Can we use the rvorcl ( interest) instead of the rvorcl (prof i t)  withoutreal ly nreaning thatinterest is irrvolvcd, in

ofder to take advantage of the r lany f inancial benefi is offnred in the West by the autirori t ies?

;,ru91

*p d&\,tJl i+.Jq {*J$JIJ a,"J,eJl.-$lJiJl t+Ju"J}."* cd-)^}ll r'Sl k*+ sJl 4:!jii[i]l t;l;nlt .++ qrlc itr]ul drlll
,rtJtJl

The fa&va committee reviewed the legat advantages offerecl by the tax cocle in the UK on paid interesr for bank depositors'

( ii:ult ) l^ls Jt-i,l u 4:tJl 6:c !5Je rlJYl d,ij6l ri! #\JlJ lilil): r ;r.Jt, uli.t) :jiJr .-+ ;*"ll crl qJ' s']r' i!)-l-Jl d )LjJl ,rl oL '\r

,* lrL"rrLi- i$.tJl  ugr. lYt Fi! .r , l ' - i , i r>Jl \ ,r l  ua\-€i: ;1 lr .pl *t l  
" tul lr( iLJl)r i  

(eir l  )LISLJ*$

Based nn the fact thaf what couti ts in transactional deal ing between people must be based on t l te real intent and

mean ings . l lu tno t theworc ls .Thecomnr i t leeagreec l tha t there isnoob iec t io l ' i tous ing thewo|d" in te res . f  ins teadof the

worcl , ,prof i t l ,  or,,refurn, 'on the basis that i t  is intended not !o mean t lre prohibited r iba, Furthermore, the commitiee has

agre ed to and decided the fol lowing:

'*-r,g. 
el er..gr^ d:ilS ,l:*, lr.-ri iJAJI l{jl ilJ" ,,* dJ*Jl d^l"jll ,.lt+^,,o{ $a)L*^)l 1{lt"-l$l-qu!+- istlt .ul e".Jl'

r*,IL, ft *)tJt .,rs ( 6$ull ) ;.^Is dL*idl i'. er{ t -:lua ,Jd 4ii Y} 4,s\-:-l il i++Lii!u#J'r'ii:*fu2r ":.:\S *]l"r:

.!_r.:Jl: al+yl .:,)r- dlii-" # $l,il] sJ"':i #l ULJI UJJI .Jr d,r*il L;.ril.t'l {SJ\,}l u[Jf g;^j$G:Jt

/ !

f 
t''*d- '



Dar LJI Hikma represetttatives have carefully read and analyzed L,ARIBA's Model and
docuntents. In addjt ion, Dar Ul Hikma scholars have had thorough discussions with the
LARIBA Shari 'aa supervisor.and management,  Based on that/  Dar I" l l  Hi l<ma is pleased to
issue its fat\,va regarding LARIBA documents and operailons, Dar lJl Hikma c0ncludes that
the items 6nd p.hrases thac include the word "interest" are intended only to cornply with
appUcable laws of the land. We'at Dar {.ll,Fliknra urge the readgrs oii,ARlBA's conrracrs to
read the documents i t t  fu l l  in conjunct ion with the model descr ipt ion, appl icat ion and intent
of the Shari'aa [maqasid al-Shari'aa) before making judplment based on certain words, As
we learned from reading the I{oly Qur'aan, we must read the reyealed verses in full and not
truncate i t  as shown in the example referenced below,ta

As incl icated earl ier,  [he term interest in LARIBA's contracts cloes nol refer to inclulging in
Riba/Ribi t  f rom the Is lamic per.spect ive, Our conclusion is basecl on t l ie reasons as
described below:

b .

LAIUBA uses the investntent approacl:r to financing, not the renting ol'
money approach, As described in the LARIBA Moclel ts explanat ion,
LAIi IBA does not provide " l ,oans" which are construed as a chari table
]oans or Qard Hassan, The f inancing model is based on the concept of
"Deci ining Parbicipat ion in tJsuiruct" IDPL]l  (also popular ly known as:
D e clin in g M u$ haraka) (dt;I.dl{ \i{lj"'ll 6"}l+TD 1 4,
According to "LARIBA" model the income described by the word
"interest" represents LARIBA's share ot the rentai  value ofthe property
wltich LARIBA is entitled to receive flor its investnrent in the financed
property, This rental value is not the interest rate on the rent of

Despile the fact that " inrerestl 'as i t  is used in the f ielcl  ofbanl<ing and f inance is the tnre.prohibited r iba bascd on the
Shari 'aa be i t  paid r iba or charged r iba and everi i t  ivas associated with production-based loans or consumptiorl  loans,
there is no objectlon to using the wot'd " inteiresl" iu cases required by the law and requestecl by the customers of A[,
Balalra Banl< in Lonclon in order to r:eap the f inancial benefl ts given to intere.sl-based transactions in dif ferent cases of

deposit irrg funds and in f ina ncing,

cli" , cl+Jl qp '6;'La 
,j-lS5 Y *lll e rLoijl *YL. # !.1! Jti*lt rJ{iJl b# ( 'o-nliJl 

) ;'^ls dL"i-l u-* nl als clJi,*s ur.l;i1j
{Ll,Jl L+t _)}# J4 ?_JLJI ;lS 15) L"l 0 ii$.ll liJdl ciyLr # i,t-ii,6ti-(..i JI ;ts'r.J J qduJt eJ "-lt e rt"i

u,"t-!l 1" ;r++ ) .iJ5 uts i.)ilill{ l*tlJill ,l U:trl1 C.-l e4r

Attention should be paid such that the use ofthe word " interesd' in thc contextdesoibcd above in cases ofctocumcnrs
isstred by the bank l ike tax forrns for deposi iors or separale cl isclosures ir :  case of ' l ' inancing, However' ,  i l ' i t  l :c 'comes an
issue of cl tanging the transaction lo beconre a lencl ing operation with r iba t iren i t  is prohibitecl,

12Wi thout ta l ( ing  o therdocurnents in tocons idera t ion  the  in tendec l  n rean ingwi l l  d ras t ica l l yd ls to r ted , j tw i l lbe l i ke the
one who reads fhe Quranic verse nutnber 4 of Chapter L07- "Woo to those r,vho pray" (,rrt*J d,.$) rvithout reading the
next verse that foilows in lhe same chaptel which says : "who are neglectful of their prayers" (O9lt- Ni{* i1e .a ir$l)
r3, For the LARIBA Modei: Please visit raaal,wl,ARlLAcOm
14,  TheTeml ja ra . l i te ra rymeans l ,easeorRent , th isnrean ing isc leep ly . roo ted in ls lan i i cTransac t ions ,  l t i s revea led in
numberof verses of the Qur'anj.arrcl in the PropheticSunnah anci lslamicJurispruclence. ln his lvel l-know-B,bg.9-k lst
irdJl ;jJ' "' " u.]l ,J-^^! L)-! Jcrsjl c -l;ll *L .J:.rllwho sa id lfa ra m ea ns tra l')srnitting o i herr efi t o I a n.oi?ned otjir:c! to
a n o t h e r p e r c o n , f ' o r a | i x e d p e r i o d 0 r t i m e , i n e x c h a n g e o f a n a g l e e a b l e p r i c e a s a c o m p e n s a t i o n . / '
Please review Shari 'aa Standards for lslamic Financial Inst i tut jons (AAOIFl),  Published ln 1.4.29 AH 1.2008) $randarr{No.9
section 1 - Section 7 in general and Secrion B/). -  8/8 in part icular, Pp, 14i to L49,

{ {v ...



money as used by.interestibased instinrtions but in fact \,ve call certiff
that "L,AR{BA" uses the word inter:est - only as a word -.and it is meanl lo

be as a represeltatiqn to the actual rentalvalue of a similar: propcrt.y in

the sarne neigh orhood which is researched an.cl obtained b5r both the

custonler and finance,'i 'his is called Rtlturn 0N Capital- RonC - in the

l.,ARlBA mode1,
c, The use of the term "lnterest "ha.s been approvecl in.similar cases when

it is required for compliance purposes and when it provicles mutual

benefits to 1;he parties, such as for tax tl 'eatn'lbl1t but on tlie condition

that if is clone lbr expeclierrcy and that the actual pl'ocess does not

involve the prohibi tecl  Riba as explained aboye, and in foot note herein

below the l iners,

We wish to clearly state that that the LARIBA's nlanagemel'It strongly believes that it is N0'f

permissible from the Islanric Shari'aa Law perspective, for the finance entitv [l,enclerJ to

charge Interest reflecting the rate ofthe cost ofrenting nloney on a fitrancing transaction

[Loan.) It is however, permittecl to realize a return on an investmel]t to participate witlt the

customer in the return of the transact ic ln as i t  has bclcu clear ly explained in Shari 'aa

Standards for Is lamic Financial  lnst i tut ionsio,

Basecl on our careful  analysis oi  LARIBA'S mocle I  ancl  f inancing docunlents and our detai leci

disCus.sions with the l,ARlBA team, we are ccrttvinced that the'lerttr "l,oan" used in the

f inancing documents r loes not refer to a "Qard Hassan" transact ion; hence LARIBA is

entitled to a,return on ils investment il l the clients' property' Algo, the word "lnterest

Charges does NOT refer to Riba earnings.(Renting of Money,) These terms ai"e used to

satisfy the requirenrents of the Consurner Lending regulations of the l,and as imposed by

the United States Fecleral ancl State Legal Systems, lt is aiso irnportant to record here that a

group of highly respectecl global Shari'aa scholars tirat included Dr. Youssef Al Qaradawy,

sheil*r AI Dhareer, Dr, Sarny Hamoud and others authored a fatwa for Al tsaral<a that allows

the use of the word interest as long as i t  is not in fact the actLral  rent ing of moneylT

US flnancial regulations, notably Regulation "'2" or "Trutlt-:tn.Lehding/cl' ' [also I<nown as
,"f [LA,] require the translation of any income or profit * ctirect or indirect' by the financier

in any financing tralrsaction in terms of an irnplied "intel',gst" rafe to prevent the abuse of

f inancial ly unsophist icated consumers by the part ic ipat ing f inancial  inst i tut ions, These

regulat ions al low customers to mal<e fair  and equitable comparisons between f inancing

offers from different entities,l8

rs Fatwa of Al iJaraka available in Dnglish atl:jlp:#wv.vw.larlba.conr/f:rtwas/indeS,htnr and the original texl in Arabic is

avai lablc
at: l:r trp://ww-w,lar:iba.corn'eg/karadawv.hfin

16. See AAolFl 1429- zA0B Stanclard No, 9 se$ion 3/1"'3/5 p7> I4I"L42'
r? Farwa of AI Baraka avai lable in l ingl ish athrtp:/ , /rwvw.lari i ja.com/t 'atwasi,/ index.htm and rhe original t .exr in Arabic is

avai lable, see Foot Note No. 9 above on pago 5 in ihis documetrts. 0r Just iogon at;

lrttp://w*n+,,lariba,conl,eg/-.[ar;rdagry,.bf,::t .; j ,: - -
rs ,-Regulat ion Z is issued by the Board of Governors of the Fedcral Reserve Systenr l :o implement thq'fgdeJgl{[uth. in Lending

nct,rhe Regutarion Z (original ly l isted as 12 CFR Part 226) has been reptrbl ished effect ive Oecenrbef3Q, 20.1,1,?l ongofthe

regulat ionslransferred to lhe consumer Financlal Protection Bureau undqr thB Doclcl-.Frank Act, in i i t le.t 'of the'condurrr 'ercredit



Fruthermol'e, Financial Institutions ["Lenders,'J and clients [borrowers] are bound to
comply with numerous F'ederal ancj State laws and regulations baseci on Iong operating
experience to protect both the financier (l.,enderJ and the clients (t3orrower.l

The usage of sirch terms by LAntnn are permissible basecl on tl: 'e general unclerstandin6 o1,
the quoted Qur'aanic verses below in Arabic 19, the Prophet ic ' l ' racl i t ion anci authencic
Haditlt (sayings of Prophet Muhammad) and the consistency between the Qur'aanic verses
and the said Hadith,  The Hadith quoted below f iom Abdul lah ibn Abass elaborates such
point, He narrates that the Prophet Mohamutad [pbuhJ said to the erffect; Verily, Allah
pardons nry followers' wrong actions that they commit only if that wfong action is clone; by
an honesl mistake, due to {brgetfulness, and/or. dlle to the fact that they were forced to clo.
And this Hadith is ratsd as reasonably authent icatecl  Hadith I l - l ,assan]20.

Protection Act, as amended (15 u,s'c '  1601 et seq,) Thls regulai lon also implenrentl i  t i t le xl l ,  section 1204 of the competit lve
Equali ty BankingAct of 1987 (Pub, L, 100'86, .101Stat.552), ' ihe purpose of this.regulauon.is.to promote.the informed use of
consumer credit by requi i ing disclosures about t l ro terms and cost of f . inancing transactioni;  The regulat ion defines ,,Finance
charge"as thecos to f  cor tsumercred i tasac lo l la ramount ,  l ta lsodef ines  per loc l i cRqteasara teo f  i inancechar :ge( in te res t )
t h a t i s o r m a y b e i m p o s e d b y a c r e d i t o r o n a b a l a n c e f o r a c l a y , w e e k , m o n t h , o r o t h e r s u b c l i v i s i o n o f  a y e a r , . l . h e r e g u l a t i o n a l s o
Includas substantive protections to consumers incluc. i ing the.r ight to cancel certaln crec1it transactions that involve a l ien on a
consurner's principal dwell ing, regulates certain crecl i t  card practlces/ ancl provides a means for fair and lmely resolut ion of
credit bi l l ing disputes' The regulat ion requires a maximum interest rate to be ststecl in varjable-rate contracts securecl by the
consumer's dwell ing' l t  also imposes l imitat iont on home-equity plans that are subJect to the requirenrents of S l-Zg"5b anc
mortgages that are subject to the requiremefits of g 226,32,

.9..( 173 ,{l tJiJl ) .+14 *l )i:1.. Yr t\ Jcc .}t€t i; - ,19
2:173 But i f  one is forced by heces5ltv, without wi l l ful  cl isobedience, nor transgressing due l imits,- then ls he gui l t less. For Al lah
is OftJorgiving Most Mersiful.

.(f Crlt lrjrJl rJrd) e+t.tga;,t OFJ).jjl,j.Jjr!"-^r- 93 rt:l ,,,3 _
5;3 But i f  any ls forced by hunger, with no incl ination to transgression, Al lah is lndeerd oft-forgiving, Most Merclful,

( 119 & U rtill t)r-i !'Jl FJ A.-b l- Yl .<*1" rJA t" is1 d*! $r _6:119 why should ye not eat of (meats) on which Al lah's nar'nc hath been pronounced, when He hath explained to you in
detai l  what is forbidden to you - except under compulsion of necessity

6:153 But (even so), ir a person is rorced nv n...u,ity, ,,^1'lfllri;il1;TlffiJ.f;;f,ft:Jrrffi JJ.'i,#r,fi #;,,
Oft-f orgiving. Most Mercif  u l ,

. (115 CJ {rl JJI i.,,r- ) . er":r ).rrn ali d}-{ rto y.r tl; -re ,L;l an, _16;115 But i f  one is forced by necessity, without wi l l ful  disobecl ience, nortransgressing due l imits,- then-nl lah is Oft-Forgiving,
Most Merclful

tLi lq' ! t t lLel l"^tY.1 L!., l ,uJ,,!J"ari l l  .r"{ j !cL-sr.)€! qbd"-J!Lir.J,u$rr .rr rv,. ,r i f  ut lgy\4.Jtk*:yl  t*o11 ,;r !y _
, (286 CJ iql 6jiJl 6Jr- ) .,. u*JtjjlJrrlr !!c qict.,

21286 on no soul doth Al lah Place a burden greater than i t  can bear, l t  gets every good that i t  earns, and i t  suffers every i l l  that
i t  earns. (Pray:) "Our Lordl Condemn us not i fwe forgetor fal l  into error; our LorcJfLay not on us a burden Like that \ .vhich Thou
didst lay on those before us; our Lordl Lay not on us a burden greatef than we have sffength to beaf. Blot out our srns, anograrrt us forgiveness, Have mercy on us, Thou art our Protector; Help us against tho.se who sland against faith. ' ,

: d.E ar*J ql, all uj_ ,r,l d-y,: O{ L Si..aii! ,r*9 cr!. crl U, g.l;*ill
. L*;g.t qr-\l+llJ {+L .xl ol3-.1 l;r *,Jo ( .+1, tg.fi-r u-1 ul+Ji3 t-U.,tr ,r:"1 .ca". ;pr{ at pl )See page 10  o f th is  doc t r rnent
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,, USA G E O F TTI E T ERM'1T}I E I3TE34YJ4E NT BE H- AN Q.I"TS S HARI 
"4AAPPROPzuATENESS

The issue of the "Late Payment Charges" is our secr:nd main points l i 'sted above' It

needs the board attention to be evaluated in term of its pernlissibility frorn the

Shari'aa Law perspective and its practical application by the LARIBA as a Faith ISased

l n s t i t u t i o n ,  
. .

. . It is known thaf US consdmer conrpliance 1aws21 the finane ial institution to charge a

fee fbr tho.ie who are not; making their montlily pa]/ments in time' This fee is called:
',Late payment Penalty", the financial institution m'ust fully and clearly disclose tlre

terms of chargilg tliese fees, These regulatiotts lvet'e ptlt i l l place to eusure that the

finance providers do not take aclvantage of the consumers. Tlrese fees are charged lly

the providers in order to cover tlte cost involved in extra work necessary. These

extra efforts nlay lnclude the following:

l-, Hiring additional enrployees to keep track of late paSrers, this increases overhead.

2, Reacljusting the systern manually in orde r to accomnlodate the iate payers; this is

another added expeilse'
3,  Incurr ing addit ional expenses on Compliance A.udits to check the fajr  t reatment

ofthe late Payers,

The tJS Government requires late paynient fees to be reasoilable; usually a tnaximum

of 2o/o ta 670, clepenciing on the State involvedz2'.

ls lamic Shari 'aa Law does not al low charging a late payment fee i f  the delay in payment is

justifiecl and the regulation governing these payments is IIot abused,

Upon questioning ancl ciiscussin923 with LARIBA Shari'aa Supervisor and Mangaement'

we found that LARIBA and Bank of Whittier charge late paynte nt fees in certain cases

whereby late paynrent was not Justif,ied; otherwise they usually forgive and abstain from

charging such fees.

tt is inlportant to stress that the Shari'aa Law does ailow irnpositrg a Iate paynr-ent.fee 0NLY

as a punitive meastlre known as (*.rr;plf J";r.$ll) against repeating delinquent offenders i'vho

tal<e advatrtage of the systein provided that the delinquent paylllellt in qttestiotl was not

originated from debt contract ( ur dayn')24

zt Please see fbotnote 1B above
,, pf.rr. see Goveinrnent Regulations and Guidelines on Consumer Protection and Late PaYnlent Fees:

http://www.fdic,soy/resulati ons/taws/rgLgV6500-3205.htrnl
ttThis i, based on conrmunication of our representatives with LARIBA execr.tt ives and staff.

lii3 ,l-!l CLJ\ #,ii lJ.n l lgrJl il! L- rl.-e .r" oii! ,. dlJl uo*i! urJl ir.;E.1 JdL''ill .r^+ Ol i'*l t-1\" 
Y;d! !e:d 1lr'! q"sr ' 21

"a"rr^Ui;i*, j;U Jr *;,^ .;i *Jo ei-!l CL-JI i.r1J l:rLii+i iiit Jl Ll, Jl & -6 dU' l:11 1l;J)l .r"$ ql 1+ ''ds: ) ; \';

qFr,- ,' r2010 i 6/10.e;-.rtt (s c+r e)*l) lsr,i.s ir.r3sJl "trs.pIJIl'lT1U4 Uill 1l 
M-:'rrs)rl #l;''Jr .J.rF *r r-l.e L g+l-.r

. \ rtrjlr i* ;t.j 99: ̂ ;i ,j* *f-;r.i*fr L"r;rl &il'5 o€ y-+ lsJCt i'$i.rJ1! *! or.1 *s r.;.x Lj 121:ll ,-x ":L 
t" o:l''e' &*!I;rJl



I l  is our bel ief  that Late Fees, i l 'charged, can ONLY be used for charirable clonat ions to a lepr imarp.
properly registered and US approved charitieszs,

In support of the.pernrissibility:oFirirposing a punitive measure against the.sojvent ciebtor, the
Accounting and Auditing Organization for Islamjc Fjnhncial Institutions (AAOIFI) quoted the
Prophetic A hadith that condentns sillvent debtor clefault where he [pbuhJ saysl

a. Def,ault  in payment by debtor who is able to sett le the debt is haram i ,a prohibi tedze,

b, Default in payment on the part of a solvent debtor is ztlnt i,e, unjuslzz,

And he also said: Deiay in payment b)r a solvent debtor would be a legal gtound for his being
pttbl ic ly dishonored and penal izedze.

ln accordattce to AAOtFI"s analysis,  i t  is permissible to prescr ibe in contracts involving
indebtedness (sucl t  as lv lurabalta or Cost plus transact ionsJ an obl igat ion on the clebtor,  in the case
of default  in payment,  to donate an amount or a percentage of the payment due on concl i t ion that
this be donated to chari table courses uncler the supervision of ther B.ank's Shari 'aa supervisory
boardze.

Guidelines for tn'e Application and Utilization of the C0llected Penalties as Charitable
Donations:

The Faith-Based Jurists opinion on the issue of imposing ;r  punit ive rneasure against
deiault ing debtor var ies, LARIBA is in favor of the publ ic opinion of l the Jur ists pertaining to
the prohibi t ion of intposing pr.rni t ive fees against the insolvent debtors basr:<j  on the

In the l :atwa of Al Baraka Sentinar' there Is a sentence that shows that sorne of tholr:  who al ldw penalizing thd chronlc late
payors, they usecJ the concept of eitended benefi ts which says: "and there are those who see that the compulsory l :ayment of
this nroney in the form of a paymcnt penaltv thirt  c6n be used tor charitable causes", please review the answers'of HE Shalkh
Abdullah Al Manee on: W:,,lytJS.Lanldg.b.rcl

trtilt *Jcge_p\iir 4el)"L"ll *Jol,J-bfuli.tt-;:i,l_,,r+lrJl:.pdljrJr .pr,.:s:+ll .&;rs 
"s.ruu.soJ *!W32s

Here is another fatwa from Al Baraka Semlnars: The Question: ls i t  permissible to put a condit ion that would charge a tate
payment fee or penalty against those who chronical ly do not pay on t ime as agreed while i t  ls known that they can afford the
payment?

l,,lfl" .dl 'r+r + rrl"lrril ora i!^ srr':01 al" :l:,Jl ,Jc se1u.jt gel-Ll"^ll grlj r<do dilJl iJl ;eiL Ur;e !tJi,3l .ir+? :d.'tijl

The Fatwa Ruling: l l  is permissible io include a condit ion in the contract about a late payment perrr l ty /  fee to be agreed to as
'opudiat ion to those chronic late payers who are capable of paying on t ime with the condit ion that these late pavrnent fees are
used in charitable causes

ue . Narrated by Iman Al-Bukhari vol.2/999, pnbl ished by DarAl-Qalam,.Damascus, r40rA,1981 AD,
?7 Narrated by Imam Muslim: Vol. 2/2f){ i ,  publ ished hy al-maktabah al-Masriyyah together with the.commenfar.y by Al-
N a ! v a w y , C a i f o , 1 3 4 9 H / 1 9 3 0 A D  

' . :

zs ,  This hadith was narrated by lmam AhmerJ ibn Hanbal ,  Vol. 4/38S - 399, AnC it  also nar.ra tcd by al l  tradiHon narraror.s
except al"rermidhy, al-Baihaqy, a]-Llakim. lbn I ' t ibban has recri f ied i ts rel iabi l i ty.
2e , See Accottt l t ing and Audit ing 0rganizarion.s lbr lslamic Ir inancing lnst iru[ ions (AAOIFI), Standa.rd No. 3l*Section 211./h
page 33 - 41, No Pulr l ishing Co. name dated 1.4 29h- 2008.
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Qur'anic Injunction which readsi .,. 30, i']s 0i P ;;$ I.$'r*i Ol.r'{-r.t.- l1 ;}ll l.r* } .rK ,r!:
3i,0-rt: t1the cJ'ebtor ls in a dit ' f l iculty, grant him t lme t l l l  i t  15 easy for him ts repay.
But i f 'ye remit i t  by way of chprity, that. is best for you lf  ye only knew,

Nolretheless LARIBA does respept and f'aithfuliy implement the other jurist opinions,
particularly the opinlon adapted by Shaikh Mustafa al-Zarqa and the AI Baraka Seminar's
resolution,

Chief Shari'aa Scholar

30 see the holy Qur'anl chapter 2:280.

31 2S0 J.r ql t.;Cl 6Jr- 6;6'lt 6lylt Quran Chaptgr 2 verse 280.

2:28O (y. All) lf the debtor ls In a difficulty, grant him time Till it is easY for hlm to repav. But if ye remit it by way of

charity, that is best for you if ye only knew..
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