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ISLAMIC FINANCE RULES (IFR)

GENERAL OBLIGATIONS

Application

This chapter applies to an Authorised Person which carries on Islamic
Financial Business in or from the DIFC.

Guidance

“Authorised Person” is defined in the GLO module as an Authorised Firm or Authorised
Market Institution.

Systems and controls

An Authorised Firm conducting Islamic Finance Business must establish
and maintain systems and controls which enable it to comply with the
applicable Shari’a requirements.

Guidance

1. This Chapter should be read in conjunction with Chapter 5 of the GEN Module.

Responsibility for ensuring that an Authorised Person complies with Shari’a
ultimately rests with its senior management. The systems and controls required
by Rule 3.3.1 will assist senior management to ensure that there is such

compliance.

3. The Governing Body should, when setting the business objectives and strategies
of the firm and on an on-going basis, make use of the expertise of the firm’s SSB
as appropriate.

4, Similarly, Persons Undertaking Risk Control Functions of the firm, particularly
compliance and internal audit, should have easy access to the SSB in relation to
matters involving Shari’a compliance.

5. The members of the SSB should also have adequate access to the Governing

Body, senior management and the Persons Undertaking Key Control Functions
as appropriate to ensure that their roles can be effectively discharged.

Additional conduct requirements

Islamic window

Q) An Authorised Rersen Firm which operates an Islamic Window
must, subject to 2)-(3), disclose to its Clients whether or not it
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commingles funds attributable to its Islamic Financial Business
with funds attributable to conventional financial business make-the

relevant-diselosures—required-by-AACHHFAS-18-to-its-Clients—or
I e facilit . .

2) An_Authorised Market Institution which operates an Islamic
Window must disclose to any Person granted access to its
facilities whether or not it commingles funds attributable to its
Islamic_Financial Business with funds attributable to conventional
financial business.

2 (3) An Authorised Firm does not have to make the disclosure required
under (1) if it is a Fund Manager of a Fund and is making an Offer
of Units of that Fund in accordance with the disclosure
requirements in the Collective Investment Law 2010, the CIR
module and this module.

Guidance

See Guidance 3 for the type of information required to be included in a Prospectus.

4 ACCOUNTING SFANBARDS AND AUDITING

4.1 Application

41.1 This chapter applies to every:

{a——Authorised Person carrying on Islamic Financial Business. -and

Guidance

L GEN chapter 8 contains the general accounting and audit requirements applying
to an Authorised Persons and auditors. eenducting—conventional—inancial
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4.2 Financial statements — specific disclosures

4.2.1 An Authorised Person carrying on Islamic Financial Business must ensure
that its financial statements required under GEN chapter 8 contain the

following disclosures:

(a) the role and authority of the Shari'a Supervisory Board in overseeing
the Authorised Person’s Islamic Financial Business;

(b) the method used in the calculation of the Zakah base;
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() whether Zakah has been paid by the Authorised Person;

where Zakah has been paid by the Authorised Person, the amount
which has been paid; and

B

(e) where Zakah has not been paid by the Authorised Person, sufficient
information to allow a shareholder or other investor to compute the
amount of his own liability to Zakah.

4.2.2 An Authorised Person who operates an Islamic Window must ensure that its
financial statements required under GEN chapter 8 contain the following
disclosures:

(a) a detailed statement of the funds mobilised according to Shari'a rules
and principles and the assets financed by those funds;

(b) a detailed statement of the income and expenditure attributable to its
Islamic Financial Business; and

(©) whether funds attributable to Islamic Financial Business are
commingled with funds attributable to conventional financial services.

4.2.3 An Authorised Firm which is a Takaful Insurer must ensure that the financial
statements required under GEN chapter 8 for each Insurance Fund contain
the following disclosures:

(@ income from contributions to the Insurance Fund:;

(b) revenues and gains from the Insurance Fund'’s investments;

() amounts paid to the Takaful operator;

(d) amounts paid for reinsurance cover, net of any commissions;

(e) amounts paid to Takaful contributors as a distribution of surplus;

() amount of any loan received from, or repaid to the Takaful operator;
(@ changes in the actuarial reserves of the Insurance Fund; and

(h) the position of the Insurance Fund at the end of the period, including

actuarial reserves, policyholders’ surplus and any loans outstanding.

4.2.4 An Authorised Firm which Manages a PSIA must ensure that its financial
statements required under GEN chapter 8 contain the following disclosures:

(@ an _analysis of income according to types of investments and their
financing by customers;

(b) the bases for the allocation of profits between owners’ equity and
PSIA holders;

(© the equity of PSIA holders at the end of the reporting period;
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(d) the bases used to determine any Profit Equalisation Reserve or
Investment Risk Reserve;

(e) the changes which have occurred in_such reserves during the
reporting period;

() any deductions made by the Authorised Firm from its share of income,
and any expenses borne by the Authorised Firm on behalf of PSIA
holders, as a contribution to increase the income of PSIA holders, if
such contribution was material; and

(@ the identity of any person to whom any remaining balances of any
Profit Equalisation Reserve or Investment Risk Reserve is attributable
in the event of liquidation.
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5 MANAGING PROFIT SHARING INVESTMENT ACCOUNTS

5.2 Additional disclosure requirements for PSIAs

Additional matters to be included in the policy and procedures
manual

5.24 Where an Authorised Firm Manages a PSIA, its Islamic Financial
Business policy and procedures manual must address the following
additional matters:

€)) the basis upon which a PSIA will be deemed restricted or
unrestricted;

(b) the basis for allocation of profit or loss to the PSIA,;
(© the basis for allocation of expenses to the PSIA,;

(d) the manner in which an Authorised Firm’'s own funds, funds of
restricted PSIAs and funds from unrestricted PSIAs are to be
controlled;

(e) the manner in which the funds of each type of investment account
holder will be managed;

() the manner in which it will determine priority for investment of own
funds and those of holders of unrestricted PSIAS;

(9) how provisions and reserves against equity and assets in
acecordahce-with-AAOHIFAS-11 are to be applied; and

(h) the manner in which losses incurred as a result of the misconduct
or negligence for which the Authorised Firm is responsible will be
dealt with.

Guidance

For the purposes of Rule 5.2.2, the policy and procedures manual should include
procedures to ensure that the Authorised Firm manages the accounts of Profit Sharing
Investment Account holders in accordance with their instructions.
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54 Prudential requirements

Application and Interpretation

541 Q) This section applies when calculating Credit Risk or Market Risk in
respect of Islamic Contracts invested in or held by an Authorised
Firm Managing a PSIA.

2 In this section, the term “investing in or holding Islamic Contracts”
means investing in or holding as a principal.

Systems and controls in relation to PSIAs
Guidance

The requirements in Rules 5.4.2 and 5.4.3 amplify the requirements in GEN Chapter 5.

5.4.2 In addition to PIB Rule 2.2.2, 2.2.3, GEN Rule 5.3.1 and this module, an
Authorised Firm Managing a PSIA must ensure that its senior
management establishes and maintains systems and controls that ensure
that the Authorised Firm is financially sound and able at all times to satisfy
the specific prudential requirements arising out of such business.

5.4.3 (1) In addition to Rules in 5.2.4, an Authorised Firm Managing a PSIA
must set out in a written policy how it proposes to organise and
control the activities that arise from such business and ensure that
its activities are conducted in accordance with Shari'a.

(2) The policy must as a minimum address, where appropriate, the
following matters:

(a) how the interests of shareholders and PSIA holders are
safeguarded,;

(b) how the Authorised Firm will limit exposures of PSIA
holders to the Authorised Firm;

© a description of the controls to ensure that the funds of the
PSIA are invested in accordance with the investment
guidelines agreed in the investment contract;

(d) the basis for allocating profits and losses to the PSIA
holders;

(e) the policy for making provisions and reserves {Previsions
and—Reserves—are—setoutin-AACHIFAS—1D) and, in
respect of PSIAs, to whom these provisions and reserves
revert in the event of a write-off or recovery;
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() the Authorised Firm’'s policy on the prioritisation of
investment of own funds and those of Unrestricted PSIA
holders;

(9) how liquidity mismatch will be monitored,;

(h) the basis for allocating expenses to PSIA holders; and

0] how the Authorised Firm will monitor the value of its assets.

6 ISLAMIC COLLECTIVE INVESTMENT FUNDS

6.5 Additional disclosure in a Prospectus of an Islamic Fund
which is a Public Fund

Guidance

Chapter 14 and in particular Rule 14.3.1 of the CIR module set out the Public Fund
Prospectus requirements. In addition to complying with those requirements as applicable
to the particular Fund, the Fund Manager of an Islamic Fund that is a Public Fund must
comply with the additional requirements set out in this section.

6.5.1 A Fund Manager of an Islamic Fund which is a Public Fund must state in
the Fund’s Prospectus:

@) that all the operations in relation to the Fund will be conducted in
accordance with Shari'a;

(b) if the Fund has a Shari'a Supervisory Board appointed to it, the
names of the members of the Shari’a Supervisory Board and their
gualifications and experience experience and, whether or not the
Fund Manager’'s Shari'a Supervisory Board is appointed to the
Fund pursuant to Rule 6.2.1(2);

(© if the Fund does not have a Shari'a Supervisory Board appointed
to it pursuant to Rule 6.2.1(3), what widely acceptable screening
methodologies are used by the Fund to ensure Shari'a compliance
with respect to investments made for the Fund, and the board that
has approved them;

(d) if applicable, the manner and frequency of Shari'a reviews ;

(e the—disclosures—required—by—AAOIFFAS—14—how earnings
prohibited by Shari’a will be disposed of; and
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0] whether Zakah is the responsibility of the Fund or the responsibility
of the Unitholders; and

& (o) the additional disclosure, if applicable, prescribed under section

Al.1 of App 1.
Guidance
1. A Fund Manager should consider providing additional information to support the

statement under Rule 6.5.1(1) (a) as indicated in 2 and 3 below.

2. The Fund Manager should provide sufficient details setting out the basis upon
which the Fund has been approved and certified as Shari’a compliant by its
Shari’a Supervisory Board. Such details should include the basis of the
underlying principles, i.e. the fatwas Fatwas or rulings, including reference to
any relevant ijtihad ljtihad, ijma Ijma, giyas Qiyas or other. Where applicable,
reference should be made to any Islamic indices to be used. In addition, where
applicable, the screening process and any filters used should be identified.

3. The Fund Manager should set out each of the key features of the Fund and
explain the rationale for determining why each of these features are considered
Shari’a compliant by the Fund’s Shari’a Supervisory Board.

6.6 Additional disclosure in a Prospectus of an Islamic Fund
which is a Private Fund

Guidance

Chapter 14 and in particular Rules 14.3.2, 14.3.4 and 14.3.5 of the CIR module set out the
Private Fund Prospectus requirements and, the disclosures set out in this section are
additional requirements.

6.6.1 A Fund Manager of an Islamic Fund which is a Private Fund must state in
the Fund’s Prospectus:

(@) that all the operations in relation to the Fund will be conducted in
accordance with Shari'a;

(b) if the Fund has a Shari'a Supervisory Board appointed to it, the
names of the members of the Shari’a Supervisory Board and their
gualifications and experience and, whether or not the Fund
Manager's Shari'a Supervisory Board is appointed to the Fund
pursuant to Rule 6.2.1(2);

© if the Fund does not have a Shari’a Supervisory Board appointed
to it pursuant to Rule 6.2.1(3), what widely acceptable screening
methodologies are used by the Fund to ensure Shari'a compliance
with respect to investments made for the Fund and the board that
has approved them;

(d) if applicable, the manner and frequency of Shari’a reviews;
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(e the—diselosures—required—by-AAOHFFAS—14:—and_how earnings
prohibited by Shari'a will be disposed of;

() whether Zakah is the responsibility of the Fund or the responsibility
of the Unitholders;

& (q) the additional disclosure, if applicable, prescribed under section
Al.1 of App 1 of CIR.

6.7 Investments in other Funds

6.7.1 (1) An Islamic Fund which is a Public Fund may invest in Units of
another Fund only where the Fund Manager has taken reasonable
care to determine that:

€)) the other Fund is the subject of an independent annual
audit conducted in accordance with relevant IFRS or US
GAAP-or-AAOIF! other standards as applicable;

(b) the other Fund has mechanisms in place to enable
Unitholders to redeem their Units within a reasonable time;
and

(© the other Fund is prohibited from having more than 20% of
its value in the Units of Funds.

(2) The Fund Manager must also have ascertained that there is a
proper and disclosed basis for asset valuation and the pricing
before investing in Units in the other Fund.

6.8 Deleted Aecounting-standardsforislamicFunds
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7.1

7.1.1

ISLAMIC FINANCE RULES (IFR)

Deleted Functionofthe Auditorofanislamic Fund

CONDUCT RULES FOR OFFERS OF ISLAMIC SECURITIES

Application

Q) Subject to (2), this chapter applies to any Person who Offers
Islamic Securities in or from the DIFC.

(2) A Person making Offers of Islamic Securities in or from the DIFC
must comply with the requirements in the Markets Law 2004
[2011] and the ©SR MKT module except to the extent otherwise
provided in this chapter.

3) Islamic Securities, for the purposes of this chapter, do not include
Units of an Islamic Fund.

Guidance

1. The issue of Securities is not an activity that constitutes a Financial Service.
Therefore, the activities such as the issue of Shares, Debentures (Sukuks) or
Warrants do not attract the Financial Services prohibitions in the Regulatory

Law 2004. However, the Offer of Securities is an activity to which the Markets
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Law 2004 [2011] and the ©SR MKT module apply. Under the Markets Law
2004 [2011], a Person making an Offer of Securities in or from the DIFC is
subject to numerous disclosure requirements, unless exempt.

2. Offers of Islamic Securities which are Units of a Fund are not subject to the
requirements in this section because the Collective Investment Law 2010 and
CIR module provide for such activities to be regulated. Chapter 6 of this module

sets out additional requirements that apply to the Fund Manager when Offering
Units of an Islamic Fund.

3. The definition of the term Islamic Securities is in the GLO module.
7.2 Contents of a Prospectus for Islamic Securities

7.2.1 Deleted Subject—to—Rule—7-2.2, Financial-Accounts—included—in—a

b)  includ ltod_financial » 4 .

7.2.2 [deleted]

7.2.3 Where the relevant Securities are held out as being in accordance with
Shari'a, the Prospectus relating to those Securities must include:

€)) details of the members of the Shari’a Supervisory Board appointed
by the Issuer who have undertaken the review of the relevant
Securities;

(b) details of the qualifications and experience of each of those
Shari'a Supervisory Board members; and

© in the case of issuance of Sukuks:

0] the opinion of the Shari'a Supervisory Board in respect of
whether the Securities are Shari'a compliant;

15
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(i) a description of the structure of the underlying transaction
and an explanation of the flow of funds; and

(iii) where applicable, the disclosures required by the Shari'a
Standards published from time to time by AAOIFI in
respect of investment Sukuks; and

(d) instead of the statement required under MKT Rule 2.5.1(3)(d), a
statement prominent disclaimer in bold, on the front page of the
Prospectus as follows:

“The DFSA does not accept any responsibility for the content of
the information included in the Prospectus, including the accuracy
or completeness of such information. The liability for the content
of the Prospectus lies with the issuer of the Prospectus and other
Persons, such as Experts, whose opinions are included in the
Prospectus with their consent. The DFSA has also not assessed
the suitability of the Securities to which the Prospectus relates to
any particular investor or type of investor and has not determined
whether they are Shari'a compliant. If you do not understand the
contents of this Prospectus or are unsure whether the Securities to
which the Prospectus relates are suitable for your individual
investment objectives and circumstances, you should consult an
authorised financial advisor.”
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