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The Collateral Provided Against the Letter of Credit:

Its Nature, Classification, and Related Jurisprudential Rules

Dr. Abdullah Owayed Mohammed Al-Rasheedi
Associate Professor Department of Comparative Jurisprudence,

Kuwait University

Abstract:

This research sheds light on the nature of the collateral provided against the letter of credit.
It also addresses the jurisprudential rules related to this collateral, including the rules of its
Zakat, the bank’s benefit from it, and its use in settling the client’s debts other than those related
to the letter of credit. The research followed the inductive, analytical, deductive, and
comparative methodologies. The study reached several fruitful results such as classifying the
collateral provided against the letter of credit as a pledge from the client to the bank; the
impermissibility of the bank benefiting from the collateral provided against the letter of credit;
the permissibility of investing it for the client’s benefit or engaging in profit-sharing with the
client; the Zakat of the collateral; and the bank’s permissibility to use the cash collateral for the
letter of credit to settle the client’s debts unrelated to the letter of credit. Finally, the research
recommends the partnership between the bank and the client in investing the collateral
provided against the letter of credit.

Keywords: Letter of Credit — Cash Collateral — Pledge — Investment — Islamic Banks.
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