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INTRODUCTION

The response of a cross-section of the individuals, institutions and corporates who attended, or were
otherwise involved in, the Forum speaks volumes for the effectiveness of the event — not just in being
acknowledged as premier or THE industry event but in also truly enabling fresh thoughts to blossom
about how to be better performers and in the process advance the industry in a significant fashion. The
networking that the Forum encourages on the sidelines has also developed into a primary feature — a
gathering of those who need, and want, to be seen and heard.

WHAT WAS SAID
Refreshing insights on the trends and
development of Islamic finance from an
investment perspective.
MIDF Amanah Investment Bank
This forum is one of the most important
sources I rely on for updates in the
Islamic finance industry.
OSK Investment Bank
Great work in organizing this event to
consolidate Malaysia’s position as the top
Islamic global center.
CIMB Investment Bank
Best conference I’ve attended, great
speakers, relevant sessions, and a good
opportunity for networking. I plan on
attending for years to come.
Saturna Capital
The forum was well arranged, insightful
and informative. I have gained
tremendous knowledge about the
various practical issues discussed by the
knowledgeable panelists. The speakers’
views were frank and I thoroughly
enjoyed the forum.
AFC Merchant Bank
May I compliment you on the great
organization of the event. The format
of panel discussions worked well and
enabled us, the audience, to follow and
participate.
Beaufort International Associates
Excellent event that addresses important
developmental issues.
Abacus Law Group
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This forum is one of the best platforms
for issuers and investors to rub
shoulders and share ideas, concerns,
and inspiration for the betterment of the
industry.
Prudential BSN Takaful
The analysis was thoughtful, the
discussions provocative, the topics
timely, and the networking opportunities
excellent. Well done!
University of California
A good, open discussion on the success
and challenges of Islamic investments
and finance.
BNP Paribas Investment
Management
This event provided useful insights on
the practical issues and, to some extent,
the solutions to challenges facing the
Islamic finance industry.
Permodalan Nasional
Well planned, superb time management,
and moderators who ensured lively and
concise discussion.
RHB Investment Management
A well-organized event with a good mix
of panelists giving a broad overview of
the current issues facing Islamic financial
institutions.
Maybank Islamic
The forum was wonderful as it acted
as a catalyst to increase awareness and
understanding of Islamic finance and its
practices.
FELDA

The event presents an opportunity for
brief insights into the Islamic finance
industry and current views, which are
instrumental to market players.
Asia Pacific Advisory Services
The forum gave a better understanding
on Islamic finance, which may help to
grow the potential of the market going
forward.
CMS Trust Management
Well-organized forum, and very focused
on subject matter. The speakers were
extremely competent.
SJ Securities
The IFN 2009 initiative for a Takaful
forum should be commended, as Takaful
practitioners now have a session to
explore new ideas as well as network.
Takaful Ikhlas
A good event to understand the latest
developments regarding Islamic finance.
The forum also provides opportunities to
network.
Takaful Malaysia
This event provides information on the
latest products, regulations and current
issues in Islamic finance.
Telekom
My first IFN experience. Overall, it was
very informative, and having experts
from other countries share their
experiences in Islamic finance provided
valuable insight.
HSBC Malaysia
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Qatar Financial
Centre’s Role
In May 2005, the Qatari government launched the Qatar
Financial Centre (QFC). A legal and business structure
based on English common law and international standards of regulation and disclosure, the QFC seeks to attract companies from across the financial spec¬trum to
participate in Qatar’s ambitious investment and development programme. The Centre consists of the QFC Authority and the QFC Regulatory Authority, as well as an
independent judiciary. The QFC Authority is responsible
for commercial strategy and for developing relationships
with the global financial community and other key institutions both within and outside Qatar with a view to promoting Qatar and facilitating investment in the country. The
Regulatory Authority authorises, supervises and, where
necessary, disciplines financial services firms who operate in or from the QFC.
The QFC Civil and Commercial Court and QFC Regulatory Tribunal provide an independent world standard
judiciary. In the event of disputes in matters of law, the
Court will be the final arbiter. The Regulatory Tribunal
has been established to hear and decide upon appeals
from decisions of the QFC Regulatory Authority and other QFC agencies.
The QFC is neither an offshore centre nor a free zone.
Once its tax regime is introduced on 1 January 2010, it
will apply a flat rate of 10 per cent on profits generated by
firms licensed by it. Business can be trans¬acted inside
or outside Qatar, in local or foreign currencies. The QFC
allows 100 per cent foreign ownership and all profits can
be remitted to destinations outside Qatar.

Contributing to the growth of
Qatar’s economy
The QFC has attracted a wide range of local, regional and
international financial institutions, largely due to the country’s strong energy based economy, but also because of
its appeal as a platform for the region as a whole. The
QFC’s vision is to establish itself as the financial centre of
choice in the Gulf and Middle East region, with a commitment to investing in education, as well as a strong attachment to corporate social responsibility. Firms coming to
the QFC are able to introduce new products, a greater
range of services and to contribute new employment opportunities for the Qatari workforce.

Benefits for QFC Licensed Firms
Licensed firms can operate from approved premises
anywhere in Doha, paying competitive market rents. The
QFC Authority will provide firms with information and
guidance up to the license application process and once
they have been authorised in establishing their business
and fully engaging in Qatar’s dynamic economy..

QFC Authority’s accomplishments
As of 1 July 2009, the QFC hosts some 97 firms. International institutions that have established operations in the
QFC include Barclays, Credit Agricole Suisse, Deutsche
Bank, ICBC, Morgan Stanley, UBS, Bank Sumitomo Mitsui, Zurich, Marsh, AO, KPMG and Accenture. In addition, about 20 per cent of QFC’s licenses have been issued to Qatari firms.
The QFC has established a technology platform called
Qatarlyst which will enable insurers, reinsurers and brokers to seek out terms and agree contracts and to manage their data. Over the coming year additional phases of
Qatarlyst will be rolled out which will automate the entire
business process, including all the back-office support,
administration and accounting functions. QFC Authority has also launched the Qatar Finance and Business
Academy, QFBA. Designed as a centre of learning and
development QFBA aims to facilitate the development of
financial excellence in Qatar through an integrated portfolio of learning programs and certification processes
for individuals and organizations, it will partner with firstclass international educational establishments to deliver
transformational learning and development, designed
around critical issues for individuals, organisations and
the finance industry as a whole.
In September 2009, the QFC Authority and Bloomsbury
Publishing will launch “Qatar Finance - the Ultimate Resource” or QFINANCE, a unique online financial knowledge base for finance professionals, as well as academics, students, journalists and business writers. This
authoritative knowledge platform will provide both online
and print access to an immense database of best practice across all key areas of finance and financial services
and to the contributions of key thinkers and business
leaders, thus addressing the daily information needs of
an increasingly global industry in a clear, accessible and
regularly updated form.

Contact Information:
Desmond Holmes
Managing Director
Business Development - Banking and
Asset Management
Qatar Financial Centre Authority
PO Box 23245, Doha, Qatar
Tel: +974 4967766
Fax: +974 4967752
E mail: dholmes@qfc.com.qa
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ISSUERS DAY
KEYNOTE ADDRESS

The Need for a Structured
System in Islamic Banking
and Finance
Dr Mohamad Nedal Alchaar
Secretary General,
Accounting and Auditing Organization
for Islamic Financial Institutions

O

ne important question
for us all is, ‘Are
we building a wellstructured system or
are we just following
a localized trend?’ A well-structured
system has to have some elements
embedded in it. First of all, the
system has to have standards for
all participants to follow and an
authority to enforce the standards.
The authority could be represented by
central banks, monetary authorities
and self regulated associations.
Also, the system must have rules to
regulate the practice to ensure that it
is re sound and carried out in the best
possible manner.
A localized trend is something
completely different. It is random,
arbitrary and serves the convenience
of some groups. So the question is,
‘What is it that we are trying to build?’
We have to remember that
this system is driven by faith. It is
not driven by transactions but by
how we believe transactions should
be made and executed. So, when we
have a system that is not consistent
and has many interpretations and
pronouncements, we run into the risk
of imbalances and inconsistency.
This is not the system that we
would like to build. So, we have to
endeavor to reach consensus and this
is what we do at the AAOIFI Shariah
board, which consists of all the major
sects of Islam.
Are we building a structured
system or a localized trend? While
most of us are trying to build a wellstructured system, we forget that first
of all, this system has to be built. To
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make this system complete, it must
have all the elements and factors
that can create a good system with
comprehensive checks and balances.
To do this, we have to learn from the
experience that the conventionals
have gone through.
In our system, we chose to
use ethics as the overriding principle
in what we do. More of the wellstructured system and well studied
research standards will be coming
from AAOIFI, IFSB and from other
entities involved in the building of
this system.

“When it comes
to individual
Tawarruq, it will
remain a tool as
long as the standard
exists”
We should give odes to history
as the builder of Islamic finance
but unfortunately, for the last 1,400
years, there was no Islamic economic
theory built. It is only now that we
are beginning to build a systematic
Islamic theory from bits and pieces.
That is an honorable job and all of us
should be proud to participate in that.
Moving on to the Sukuk issue,
the AAOIFI standard is very clear.
It is not permissible to issue Sukuk
against revenues or debts unless there
is a buyout or a complete asset sale.
It is not permissible in our
standards to do purchase guarantees
from the issuer in the Mudarabah
and Musharakah Sukuk in case the
profit goes down more than expected,
although it allows the issuer to
provide or take reserves to feed into
the profit.
It is also very clear in our
standard that the Shariah should

not only work on the issuance of the
Sukuk but also on the life of the Sukuk
until the whole of the issue is finished.
It was also clear that when an issuer
would like to buy back the Sukuk,
that could be done based on market,
net asset or fair value, a modification
introduced in our standard.
And all this is done at the time
of the purchase. Today almost 100%
of the issuers adhere to our standards.
This is exactly what we want:
harmony within the market.
The Tawarruq monetization
issue is also another important
subject. As you all know, a
pronouncement has been issued on
the Tawarruq, declaring it as non
viable or a non Shariah compliant
tool. The AAOIFI Shariah board
has discouraged organized and
institutional Tawarruq and briefs
participants to try to minimize on
those practices and only to use those
modes of financing when there is a
desperate need for liquidity. But when
it comes to individual Tawarruq,
it will remain a tool as long as the
standard exists.
It is not AAOIFI’s role to
be the watch dog of the industry
but a standard issuing party that
provides training and certificates. The
initiatives that AAOIFI is working on
stems from our desire to build a world
structured system.
However, as questions arise in
the market regarding what is Shariah
compliant and what is not, we thought
that we could take advantage of our
superior Shariah board to watch the
market and identify products that do
not comply with the Shariah system.
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ISSUERS DAY
SESSION 1
Moderator:
Abdulkader
Thomas
President and CEO,
SHAPE Financial
Corporation

Panelists:
Zukri Samat
Managing director,
Bank Islam
Malaysia

Badlisyah Abdul
Ghani
CEO,
CIMB Islamic

Steven Choy
President and CEO,
Cagamas

Jacques Tripon
Global head of
Islamic banking,
BNP Paribas-GCC

Mohammed
Rashdan Mohd
Yusof
CEO and director,
Maybank
Investment Bank
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The Islamic Financial Markets
Today: Asia and Beyond
Not surprisingly, the question
of what the international crisis has
meant to Islamic finance took the lead
in the CEOs’ session. The resounding
answer was positive as the optimistic
panelists talked about the latest market
developments and the future plans for
Islamic finance and banking.
The first to embark on this
positive standpoint was Rashdan of
Maybank who revealed a significant shift
in the Sukuk market. “Just after the last
financial crisis in 2000, the Malaysian
private debt securities market was worth
RM130 billion (US$37.13 billion) and
15% of that was Islamic. Now, there’s
about RM235 billion (US$66.98 billion)
worth of bonds outstanding and twothirds of that is Islamic,” he pointed out.
Preferring to stay on the
side of caution, however, is Choy of
Cagamas, Malaysia’s national mortgage
corporation. He warned that Islamic
finance has yet to emerge from the woods
despite the fact that financial institutions
have issued almost RM3 billion (US$857
million) of Islamic issues versus RM3.5
billion (US$998 million) for the whole of
last year.
One factor that will give the
Sukuk structure stability will be the
certainty of the well guarded regulations
in Malaysia, said Badlisyah of CIMB.
Nevertheless, Zukri of Bank Islam said
that with more than US$45 billion worth
of Sukuk to be introduced to the market,
there is no doubt that it will be a bright
one, reasoning that more and more
people will be looking at alternative ways
of raising finance because of the current
situation.
Despite the positive outlook, there
is a need to look at ways of strengthening
the Islamic market and for Badlisyah, the
way to develop a sustainable industry is
to look into the financial inclusion of the
population and ensure that everyone is
participating in economic ventures.
Tripon of BNP Paribas-GCC
added that to gain confidence from
investors, issuers must also look into
pricing, risk assessments and ways of

reducing the costs of the Sukuk.
For opportunities in the Islamic
financial market during and after the
crisis, a confident Badlisyah pointed
to an increased awareness in Islamic
finance. This inevitably gives momentum
to the industry. In addition, Tripon also
revealed opportunities in the GCC region
where investments are needed.
Aside from the capital markets,
Rashdan said, Islamic finance can also
touch the lives of everyone in terms of
home mortgage finance or credit cards.
He foresees a big push in introducing
retail financing products that will touch
the real economy and in turn allow the
issuers to pursue Islamic finance.
Midway through the discussions,
Dr Mohamad Nedal Alchaar, AAOIFI
secretary-general, suggested an element
of caution in the evaluation of this recent
interest in Islamic finance. “We shouldn’t
be naive to think that those who come
to us and adopt our system are really
interested in our system. Sometimes
they are only interested in our money
and liquidity in times of this crisis,” he
asserted.
Badlisyah commented that it is
imperative for all parties to follow the
Shariah which says that although there
are differences in opinions, they should
be respected. “The problem that we have
been facing in the last few years is when
people disagree with the decisions of the
Shariah committees, they condemn the
decision publicly,” he said.
He pointed out that when CIMB
operates across the globe, there is no
difficulty in providing the right Shariah
structure for what is desired by the
customers because CIMB recognizes
that they belong to different schools
of thought and they follow different
principles.
As for the question of a secondary
market for Sukuk which would help build
liquidity as well as the breadth and depth
required to propel it forward, Tripon
simply pointed out that there is no
secondary market because there is still a
lack of issues.
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Global Leader in Takaful
Expertise
“Best Takaful Product”
2008 World Takaful Summit
“Best Takaful Operator”
Islamic Business & Finance
2008
Why choose FWU Group for tailor-made “white label” Family
Takaful Savings, Education & Retirement plans?
Regular and lump sum contributions
Open investment architecture
Sophisticated web-based sales and policy administration
system
Structured Re-Takaful solution with a major global
reinsurance company
Bank distribution partners in the Middle East, Far East and the
Emerging markets
Offers local support through regional offices in Dubai and Kuala
Lumpur
FWU Group is a leader in international Bancatakaful,
product innovation and quality customer service
FWU Group is an Observer
Member of the Islamic Financial Services Board (IFSB)
www.fwugroup.com
Dr. Manfred J. Dirrheimer,
Chairman & CEO, FWU Group
Boschetsrieder Straße 67
D-81379 Munich
Tel: +49-(0)89-7485880
Fax: +49-(0)89-74858881
m.dirrheimer@fwugroup.com

Mr. Sohail Jaffer,
Partner, FWU Group
4A Rue Albert Borschette
L-1246 Luxembourg
Tel. +352-26197 709
Fax. +352-26197 801
s.jaffer@fwugroup.com

ISSUERS DAY
RESEARH REPORT

A Report Card on the
Performance of Islamic Finance
during the Economic Crisis
Baljeet Kaur Grewal
Managing director and vice chairman,
Kuwait Finance House Research

G

lobally, Islamic assets
today account for
US$988 billion. This
growth in the industry
is being perpetuated
by an increased awareness of Shariah
products as well as a move into
Shariah based financing. The industry
as a whole has been growing at a
rate of 23.5% in the last three years
and Kuwait Finance House (KFH)
envisages growth in 2009 to be
slightly impacted due to the global
economic turmoil.
In Islamic banking, there
was robust credit growth of between
20% and 30% in the pre-crisis.
This was marred by a lot of lending
as well as loose risk management
policies. Nevertheless, a crisis always
perpetuates its reforms and in the
post crisis period, a drastic slowdown
is seen in credit growth to about 8%
to 10%.
This is still much higher
than the conventional banking
counterparts that have seen virtually
zero credit growth in some markets or
at maximum, a growth of about 3%.
This is one reason why central banks
have started to impose lending caps, a
concept predominant in real estate.
In the Islamic equity space,
pre-crisis Islamic equities rose by an
annual compounded growth rate of
25.6%. Post-crisis, the Sukuk market
slumped by 56% and there were
also some issues raised on Shariah
compliance and defaults largely based
on Sukuk that had real estate as
collateral.
In 2008, the number of new
Shariah compliant funds fell to 89
8
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versus 153 in 2007 and this was on
the back of an unfolding credit crisis.
The average returns on these funds
also varied. The fixed income in cash
funds provided some balance.
The global Sukuk market has
also dried up by large measure. Prior
to 2008, there was a huge liquidity
boom in the Middle East, largely
perpetuated by a lot of investors
betting on the revaluation of currency
gains in the Saudi and UAE markets.
When that did not happen,
liquidity exited the region into more
mature markets. Plus, the global
financial crisis also compounded the
liquidity dry up. Both these forces
collided and liquidity dried up in the
Sukuk market.
The Islamic banking landscape
has not been spared from the fallout
of the crisis. While the banks were
well capitalized, this is largely due to
the fact that their portfolios had been
domestic.
There are a few large global
Islamic banks that have diversified
into other markets, but in general, a
lot of Islamic markets have remained
domestically driven. This provided
a buffer from the fallout from the
financial crisis.
However on the flip side, a lot
of banks dealing with a liquid market,
especially at the short term side of the
curve in investment portfolios, were
largely impaired. These were mostly
real estate portfolios or investments
into companies in the GCC, as well as
large maturity mismatches, given that
the longer end of the Islamic finance
curve is relatively liquid.
With this, the Islamic banking
witnessed a dislocation from where
it was during the pre-crisis period.
Again, this is largely confined to
the real estate sector but we must
remember that the Gulf markets
entered the crisis on the back of very
high asset priced inflation.

In some markets like Doha and
Dubai, inflation was as high as 35%
and so, when the real estate market
corrected, it perpetuated a further
correction in prices and as real estate
uses a lot of collateral in Islamic
financial instruments, it started to
perpetuate fallouts in a lot of asset
classes.
Due to the huge concentration
risk in the real estate and construction
sectors, opportunities to reassess risk
and reevaluate asset prices at today’s
market rates will be present.
Looking at the broader
picture of the Islamic banks, liquidity
bridging remains a crisis because
it is confined to the shorter end of
the curve. Also there appears to be
a shortage of Shariah compliant
products at the longer end and the
Sukuk is a great example.
Very few markets other than
Malaysia actually have Sukuk that
go out further than 10 years. So the
illiquidity of a lot of assets in the
Islamic industry has to a certain
extent hampered proper liquidity
management of all the Islamic banks.
With the crisis we also saw a
concerted effort by a lot of regulatory
bodies in the Islamic banks in the
Middle East working to jump start
their economies and markets by
issuing Islamic investments. The
Sukuk again has been a very popular
instrument of choice.

The presentation slides can be
obtained by contacting:
Sharon Thiang
Tel: +603 2055 7777
Email: Sharon.Thiang@kfh.com.my
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Moderator:
Abdulkader Thomas
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Nik Norishky
Thani
Executive director
Islamic Finance,
Dubai International
Finance Centre

Mohd Effendi
Abdullah
Director/head
Islamic Markets,
AmInvestment Bank
Group

Prof Mohd Azmi
Omar
Shariah advisor,
Bank Rakyat
Malaysia and
International
Islamic University
Malaysia
Etsuaki Yoshida
Deputy head Africa
and the Middle East,
Japan Bank for
International
Cooperation

Hooman SabetiRahmati
Counsel,
Allen & Overy
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The Asian Islamic Financial
Markets as a Source of Capital
for Issuers
Where is the money? “The source
of capital is still very much there,”
insisted Norishky of Dubai International
Finance Centre. To back his contention,
he said the two licenses offered by
Malaysia to set up mega international
Islamic banks capitalized at US$1 billion
each are being very keenly pursued by
Gulf sovereign wealth funds and banks.
Having looked at the proposals, Norishky
reported that the numbers and criteria
exceed expectations.
However, to ensure continuous
confidence in Islamic banking and
finance, more must be done in terms of
marketing.
Urging the Islamic financial
institutions to come up with their risk
profiles and aim at giving their products
optimum visibility, Norishky felt that
Islamic banks are still lacking in fervor
when it comes to pursuing deals in the
Gulf.
On the quality of the capital
market, Azmi of Bank Rakyat Malaysia
pointed out that RM16 billion (US$4.56
billion) of Sukuk was issued in the year
since June 2008.
There is also a gradual shift of
the Sukuk structure from the Al Bai
Bithaman Ajil Murabahah structure to
be more in consonance with the AAOIFI
standard of the Mudarabah, Musharakah
and Ijarah structures which reflect the
investors’ demand for higher quality
Sukuk.
Yoshida of Japan Bank for
International Cooperation said that
Japan, Korea, Hong Kong and China
have also shown interest in Islamic
investments despite having largely non
Muslim populations.
The fact that Islamic finance is
seen as presenting potential for debt
securities investment and as a feature to
enhance the investors’ portfolio diversity
is something for the emerging Islamic
issuers to take note of, he added.
Sabeti-Rahmati of Allen & Overy
spoke of enquiries in Singapore on how
Islamic transactions can be on a level
footing with conventional ones.
He felt that it was not the lack
of capital that would be the overriding
issue in determining the industry’s

advancement but the logistics concerning
structure, credit, pricing and legislation.
On pricing, he noted that while
transaction costs for Islamic structures
which are well worn and established
are not much different from the
conventionals, it is a different matter
with novel or inaugural issues.
Factors like time, legislative
work and structuring plans are issues
which have to be considered. Effendi of
AmInvestment Bank pointed out that
dealing in countries which do not have
well-placed legislative measures and
secondary markets also contributed to
the stiff price tags.
Norishky commented that
the habit of making comparisons
between Islamic finance methods the
conventionals may not be the answer.
Reasoning that there is no such
situation where one will always be
cheaper than the other, he urged that the
onus be placed on giving a deal a better
competitive edge and on sharpening the
skills of the Islamic bankers involved.
Norishky also emphasized the
need for innovation, creativity and
adaptability as not all Sukuk can be
‘straightforward’.
Echoing this sentiment was
Effendi who gave examples of fresh
business ventures with zero assets but
high potential in future cash flows.
“If a company does not have
strength in collateral then it must get a
different kind of investor base.
This is where you have to look at
something else rather than the Ijarah,
which requires assets, and go into
Musharakah, which presents less risk to
the investors, or Mudarabah, where there
is a higher element of risk,” he said.
Back to the money however;
there is still the crucial question of when
liquidity will be returning to the Gulf.
Norishky insisted that this will depend
on how well the standard setting bodies
work with each other.
“Currently, there is a lack of
infrastructure and currency exchange
mechanisms. If the regulators can focus
on building a platform to work on, then
there will be a market that will be richer
in trading,” he said.
www.islamicfinancenews.com

ISSUERS DAY
SESSION 3
Moderator:
Abdulkader Thomas
President and CEO
SHAPE Financial Corporation
Panelists:
Assoc Prof Engku
Rabiah Adawiah
Engku Ali
Shariah scholar,
International
Islamic University
Malaysia

Humayon Dar
CEO,
BMB Islamic

Aznan Hassan
Shariah advisor,
Bursa Malaysia
and International
Islamic University
Malaysia

Paul McViety
Senior associate,
Finance and
Projects Group,
Clifford Chance

Mohamad Nedal
Alchaar
Secretary-general,
AAOIFI
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Shariah Product Permissibility,
Compliance & Acceptance: Latest Rulings & What They Mean
The session began with the allimportant question of how the public
can be ensured that the scholars are
protecting their interests properly. “We
have to rely on trust and place confidence
in them,” was the response of Alchaar
of AAOIFI. The issue, he said, should
be over who has the right to pronounce
the fatwa, and once again urged those
in the industry to take a unified stand
in Islamic banking and finance simply
because when there is arbitrage, there
is great risk for the whole system which
reflects on the integrity of Islam itself.
Humayon of BMB Islamic argued
that global Shariah standards can only
emerge in the wake of strong national
Shariah standards which are present in
countries like Malaysia, Sudan, Indonesia
and Pakistan.
Unfortunately, it is regarded as a
private matter in some parts of the world
by regulatory bodies which are not keen
to take Shariah standards to an official
level. He described this as one of the
main factors which contribute to the slow
advancement of Islamic banking and
finance.
Aznan of Bursa Malaysia and
International Islamic University felt
that as Islamic products are free from
toxic products, they are thus more likely
to withstand the acid test of a financial
crisis. “In Islamic banking, debt trading
is prevented by scholars,” he added.
What if a buyer settles for a
Murabahah investment only to discover
that it has been back channeled to
traditional investments? Stressing
that it is always important to know
what is happening between the two
transacting parties, Humayon said that
in a Murabahah transaction, both should
agree on terms and conditions which are
in compliance with the Shariah.
However, he made it clear that
once the seller has transferred ownership
to the buyer, what the seller does with
the money is not a Shariah issue. “If
we make it so, then we are dealing

with an exclusionist regime, that is,
Muslims should only be dealing among
themselves,” he pointed out.
Aznan commented that while
it’s nobody’s business what a seller does
with the proceeds from commodity
Murabahah, when it comes to Sukuk
using Murabahah transactions, the
proceeds cannot be used for non Islamic
purposes.
Malaysian law providing for this
is designed to strengthen the industry
in the long run as people sometimes use
Islamic banking as an interface and the
money is redirected back to conventional
banking. In the long run, this will have a
non-enhancing effect on Islamic banking
from the Murabahah perspective, he
noted.
The same permissibility lies in
Bai al Inah or Tawarruq except in cases
where there is hidden intention. “If you
mean to get cash and the person who
provides the cash is going to get an
additional return from this transaction,
then it is against Shariah principles,”
said Rabiah.
As for how well these Shariah
standards will stand up in court,
Abdulkader gave examples of Waqf being
used as an exit strategy to Sukuk and to
manufacture swap options in Tawarruq
Bai al Inah.
“Essentially the sale of an asset
back to the originator for consideration
is a legal and binding contract. What is
seen as an exercise of the rights of the
purchase undertaking is sale of asset
and debt-based obligation rather than
going to court to become part of a wider
restructuring exercise, as opposed to the
creditors going in and seizing the assets,”
said McViety of Clifford Chance.
Nevertheless, he pointed out that
any kind of agreement will inevitably be
subject to challenge along the way and
while one transaction may stand up in
one jurisdiction with clear cut standards,
it may not in another country where
Shariah laws are not well worn.
www.islamicfinancenews.com
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Exploring New Markets for
Islamic Finance and Banking
in Non-Muslim Countries in
East Asia
Etsuaki Yoshida
Deputy head Africa and the Middle
East, Japan Bank for International
Cooperation

T

he development of IFSB
seminars may urge
investors to explore
new markets in Islamic
finance and banking in
non-Muslim countries in East Asia.
In 2007, for example, an awareness
program in Tokyo was followed by an
event in Hong Kong a year later.
This year alone, there was a
similar seminar in Seoul, Korea. It
was also a big surprise for the Asian
people that the IFSB held a summit
in Singapore, for the first time in
Asia. However, this is not surprising
as Singapore is known as a reputable
guideline issuer.
In terms of Islamic finance
activities in non-Muslim countries,
Japan is ranked at the top.
The Islamic finance
environment in Japan, however,
does not paint a robust picture in
comparison to the activities in the
Middle East. Due to the small Muslim
population, there are no strong ties
with Middle Eastern banks except for
one representative office under Doha
Bank.
Expectedly, the landscape for
Islamic finance is currently a sparse
one in the Land of the Rising Sun
as it is still regarded as ‘mysterious’
and a means of finance solely
reserved for Muslims. One reason
for this is Japan’s isolation from
the international community due to
cultural and language barriers.
The different Shariah
interpretations are also regarded with
suspicion, and unfamiliarity reigns
rife in the differences in terms used
for Islamic products. Another reason
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also lies in the ‘interest free’ policy
which is not regarded as profitable for
banks.
Still, this does not mean that
Japan does not have a history in
Islamic banking.
As early as the 1980s,
Japanese banks and trading
companies have raised funds in an
Islamic manner in London.
In the late 1990s, asset
managers like Nomura sold Islamic
equity funds to Middle Eastern
investors.
Tokio Marine, which is the
biggest Japanese non-life insurer, is
a forerunner in the field of Islamic
finance. It started a Takaful business
in Saudi Arabia in 2001 and has since
expanded business in Asia and the
Middle East.
There is also a change in the
regulation, signaling better times
ahead for the industry. In December
last year, regulators allowed the
banks’ subsidiaries to be engaged
in Islamic financial transactions
because under the current banking
act, asset traded Islamic financing like
the Murabahah and Ijarah are not
permissible.
The new regulation explicitly
allows Islamic financial transaction
by subsidiaries of Japanese banks
with some conditions. It has to
be considered equal to Japanese
financing.
This is because in Japanese
law, financing involves interest. So
in order to have the consistency
with other parts of the banking
act, the regulators say that Islamic
financing is not financing, but
is equal to financing. Also, the
financial transaction must be Shariah
compliant and approval is needed by
the Shariah court to avoid the misuse
of this act.

To clarify the scope of this
legal amendment, the Japanese
banks’ subsidiaries can provide
Islamic financing and now SMBC
of Europe and the Bank of Tokyo
Mitsubishi UFJ have set up a team
solely for Islamic deals.
Adding to this is the setting up
of Nomura Islamic Asset Management
in Malaysia which is totally for
Islamic business.
As Japanese securities firms
have a segregated system in the
Japanese capital market, there are
also examples of the underwriting of
Japanese securities firms in London.
Sukuk is one of the challenges
as it is not clarified under Japanese
law and investors are not sure if
Sukuk are like conventional bonds
or trusts with beneficial rights.
So, clarification is still required.
The trend at the moment is to
seek competitiveness in Islamic
transactions over conventional
equivalent.
There are also a lot of
questions on the procedure of
transferring assets which involves a
lot of transactions and transaction
costs. So far, Japan has had three
successful issues of Sukuk of which
two were issued in Malaysia. The next
step will be to issue on a global level
to cater to global businesses.
No doubt, there is a lot of
untapped potential within the nonMuslim countries in East Asia and
for those who want to explore new
markets, there are plenty of golden
opportunities here for Islamic finance
not only for the Muslims but also nonMuslims.
The full presentation may be
downloaded from
www.ifnforums.com

IFN Asia Report 2009

13

ISSUERS DAY
POWER PRESENTATION

Project Financing
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A

mong the main factors
of project finance is
the special purpose
vehicle (SPV), set up
solely to undertake a
certain mega project and to enhance
independence from the sponsors
as well as ring fence the cash flows
benefits. Then there is the limitation
of recourse, where the sponsors have
no support such as guarantee or
financial undertaking except to rely
on the project.
In risk identification and
allocation, there is the need to study
the construction risk, the supply of
raw materials and also the concession
agreement.
The limitation of recourse
is another form of project finance,
where the reliance on non-recourse
debt is a key difference between
project finance and traditional
corporate debt. Under it, the primary
source of prepayment is from the
sponsoring company backed by an
entire balance sheet and not just the
project alone. Sometimes the holding
company will also come in to give the
financial guarantee.
In project finance the
repayment is entirely on the project
cash flows, thus it is very important
to get a reputable financial adviser
who will give the right financial model
for the particular project because the
financial covenant that comes with it
will depend on the reliability and the
accuracy of the cash flow.
The participants will include
solicitors, Shariah advisors and
independent checking engineers.
The key players who will drive the
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transaction at the point where it
involves looking at the right structure
for project finance is the lead arranger
and financial adviser. To save costs,
look for a lead arranger who can also
do the financial advisory.
To ensure that the integrity
of the project is maintained, an
independent checking engineer will
ensure that the contractors hired
are reputable. All this specialization
allows each division to verify and
confirm things accordingly. Don’t be
surprised to find at least 30 people
involved in one task.
In project finance there is
the process of risk identification and
allocation via due diligence. The areas
may include construction, technical,
environmental, economic and
political risk.
Thorough due diligence will
be carried out and it can be very
exhaustive compared to a normal
corporate debt. There may a series of
due diligence involved, so for issuers
who have not gone through this
there is a need for cooperation and
involvement, particularly if Sukuk
transactions are involved. Be prudent
and try not to oversell as every
statement will be taken as correct.
So the viability of the
project, other than to produce the
required returns, is also reliant
on the performance of the due
diligence process which includes but
is not limited to market analysis,
production economics, price or
margin forecasting, shareholders’
value assessment, engineering site
visits, analysis of technology or site
operations, construction monitoring,
payment and drawdown controls.
There must also be a bankable
concession and a good financial
adviser will be able to guide on which
concession is bankable. There must
also be favorable legal financial
covenants which have to be derived
for cash flow.
Reputable sponsors with
good corporate governance are also
important, as such companies will

already have policies to ensure that
the projects brought to the market
are viable. The reputation of the lead
arranger is also a point of concern
and those with past histories of
reprimands or had been blacklisted
should be avoided.
In undertaking project
financing the goal is to achieve clarity
on the details, a suitable Sukuk
structure and a favorable rating
whereby the paper becomes the
investment of choice.
Sukuk has been used in
project financing by various issuers
in various countries in infrastructure
construction or development. In
Malaysia, project finance comes up
to RM59.7 billion (US$17 billion).
In infrastructure and utilities, 45%
has been raised through Sukuk,
independent power production 31%,
sea ports 3%, oil and gas 14% and
water 7%.
As for the Islamic principles
and the contracts involved on
the local scene, Istisna is at 32%,
Bai Bithaman Ajil 32% and very
marginally, Bai Inah, Mudarabah,
Musharakah and Murabahah. Istisna
was mainly for the power projects.
Globally, Ijarah accounts for 65%
of the Sukuk for project financing,
followed by Musharakah and
Mudarabah.
In conclusion, from the
statistics seen, Sukuk has been active
in providing huge financing. It has
improved the livelihood and economy
in some countries and in Malaysia,
it has done a lot to bring about the
critical mass in financing highways
and power plants.

The full presentation may be
downloaded from
www.ifnforums.com
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Reported Case Law in Islamic
Banking and Finance

Norliza Mohammed
Partner,
Abdul Raman Saad & Associates

T

he first case in Islamic
banking and finance,
reported in July 1994,
was that of Bank
Islam Malaysia vs
Adnan Omar. The principle used
was Bai Bithaman Ajil (BBA).
After Adnan had defaulted in his
monthly payments, the bank filed an
originating summons for an order for
sale of the land. The court granted the
order for sale for the balance price.
Abdul Raman Saad & Associates
understands that the case went to
the Supreme Court on appeal which
affirmed the decision of the High
Court.
The case of Hadini and
Mahmud Daud against Bank Islam
Malaysia also concerned a BBA
transaction. The application was for
an order that the property purchase
agreement (PPA), property sales
agreement and charges be declared
null and void on the grounds of
contravention of the Kelantan Malay
Reservation Enactment 1930. The
motion was dismissed with costs.
It was found that the execution of
the PPA had not transgressed the
Enactment since there was no dealing
or attempt to deal in the land contrary
to its provisions. A subsequent appeal
was dismissed with costs.
The subsequent case was Bank
Kerjasama Rakyat Malaysia vs MC
Corporation. At the High Court the
application for an order for sale was
dismissed on the ground that the
bank had breached the property sale
agreement by failing to release an
initial sum of RM5 million (US$1.43
million) to the defendant. However
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the Court of Appeal allowed the
appeal by the bank and granted the
order for sale.
In 2004, the case of Tahan
Steel Corporation and Bank Islam
Malaysia was on al Istisna, another
Islamic principle. The application
was for an injunction to restrain the
defendant from enforcing security
documents in tandem with the Istisna
agreement. It was dismissed on the
ground that it was against public
policy, as the injunction against the
defendant would impede Islamic
corporate financing. The facts also
show that the plaintiff had breached
the facility agreements by defaulting
in the third quarterly payment.
Other subsequent cases were
also in relation to BBA. In 2005 a
remarkable decision by Judge Abdul
Wahab Patail was made in the case of
Affin Bank vs Zulkifli Abdullah. In an
application for order of sale, he gave
the order for sale at a reduced sum as
the bank, under the BBA transaction,
is not entitled to a portion of the profit
attributed to the unexpired tenure of
the facility.
Another case involving the
Islamic principle of Bai Al Inah was
of Bank Kerjasama Rakyat Malaysia
vs PSC Naval Dockyard. This was an
appeal against the deputy registrar’s
dismissal of a summary judgment
application by the bank. The bank
won the appeal and the order for the
summary judgment was granted.
In the 6th March 2009 case
of Lifestyles vs KFH Ijara House,
the Islamic principle concerned
was Murabahah. Lifestyles sought
an injunction against a winding up
petition on two main grounds. One
was that there was a multiplicity of
proceedings — the same Murabahah
agreement was being pursued under
two existing civil suits. The other was
on the illegality and invalidity of the
agreement.
However, the application
was dismissed by the court which

found that although the subject of
the application was based on similar
Murabahah sales agreements, it did
not relate to the same agreements as
in the two civil suits. It deemed that
the plaintiff had misled the court in
making the submissions.
The observations of Abdul
Raman Saad & Associates on these
reported case laws are as follows:
• Most cases reported are in relation
to BBA transactions. Being
the premier Islamic consumer
financing mode in Malaysia with a
lion’s share of the market, it is not
surprising that most reported case
laws involve BBA transactions and
the applications to court by the
Islamic banks were for orders for
sale as the chargees of the lands or
properties.
• Of the other Islamic transactions
which have been brought before
and argued in court — Bai Al Inah,
Murabahah, Istisna — none of the
cases was for Sukuk, the financing
under the capital market.
• Despite the strong language used
by some judges, the courts still
upheld the contractual nature of
the transactions although in some
cases, the order for sale was granted
but for a reduced sum.
The courts recognized that the
transactions were in principle Islamic
in nature. However, none of the
issues or matters was referred to the
National Shariah Advisory Council
established by Bank Negara Malaysia,
which is regarded as the highest
Shariah authority on Islamic banking
and Takaful in Malaysia.

The full presentation may be
downloaded from
www.ifnforums.com
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Addressing Regulatory and
Taxation Issues
An attractive tax structure, cost
neutrality, certainty and clarity were the
buzz words coming from the panelists
as they painted a rosy landscape for
Malaysia as a center for Islamic finance
and banking. Wong from the Securities
Commission, who described the tax
structure in Islamic transactions as
‘phenomenally attractive’, revealed that
the exercise to educate tax authorities
on the gains of tax mutuality in Islamic
finance had begun in the 1990s, in line
with Malaysia’s aspiration to be a center
of origination with copious liquidity
flows.
Wong pointed out that the
Malaysian regulatory framework of
Shariah compliant transactions also
attracted a high degree of certainty and
clarity for both the banking sector and
the capital market. “There had been a
lot of concerns and debate on the rights
of the Sukuk holders in terms of access
to underlying assets. Are they ranked
as unsecured creditors? Are the assets
vested in the name of the bond holder?
In Malaysia, those concerns
are very much mitigated in us having
the Shariah advisory board’s counsel,”
she assured. Wong explained that
the decisions of the Shariah advisory
council will not just be binding on
financial intermediaries that use those
resolutions to structure transactions but
also apply in national courts in terms of
interpretation.
On the stock exchange, Wong said
Bursa Malaysia has been very aggressive
in providing the necessary platform for
Islamic transactions. In December 2008,
a multi currency Sukuk was listed and its
trading platform was offered to issuers
to provide updates on memorandums
and announcements. In July 2009
Bursa Malaysia launched its Murabahah
contract facility where local plantation
companies like Sime Darby could
subscribe to it as a liquidity management
tool.
Finally, Wong said the key
differentiation for Malaysia’s Islamic
financial sector lay in the bulk of Islamic

transactions used by domestic players
and investors which had contributed
critically to its testing and limit
stretching.
Continuing on this positive pitch
was Mah of Labuan Offshore Financial
Services Authority who revealed that cost
sensitivity has also made Labuan a viable
choice for fund and risk management
activity. “A lot of Ijarah and Sukuk are
issued out of Labuan because of the tax
incentives. The financial crisis has also
given an impetus for a harmonization tax
and the OECD through the G20 forum
has come up with listings of financial
centers with tier 1 and tier 2 ratings for
better transparency with tax authorities,”
said Mah.
Summing it up, Ridza of
Mohammad Ridza remarked that
investors are ‘spoilt for choice’
because everything is in place from the
regulatory point of view. “Malaysia can
be on the extreme of the most efficient,
followed very closely by Singapore and
Indonesia,” he observed.
Again, the topic for standardized
regulation emerged as panelists
raised concerns about how tax clarity
is to be achieved in countries where
there is no regulation. Chang of
PricewaterhouseCoopers stressed that
tax neutrality is important for Islamic
finance so that issuers will see that they
are not disadvantaged.
“A lot of countries have value
added taxes (VAT) where every time
a sale and lease back is done, there
is a high VAT to be paid. There is the
question of dealing with double tax
agreements and tax treaties. A lot of
countries would have concluded these
treaties from as far back as the 1970s or
1960s and would not have factored in
Islamic finance.
“In Malaysia, we are lucky to have
regulators to drive and promote Islamic
finance but a lot of countries have not
moved that fast as far as Islamic finance
is concerned because they do not have a
central Shariah advisory council,” said
Chang.
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The Evolving Issuing and
Investment Landscape
The session began with moderator
Abdulkader probing concerns about the
importance of credit and the Shariah
view of Islamic structures. While Aznan
of Bursa Malaysia and International
Islamic University Malaysia agreed to
some extent that the AAOIFI standard
had placed ‘a little difficulty’ in
structuring from the Shariah perspective,
he stressed that it was certainly not the
main reason for the sparse Sukuk activity
following the AAOIFI announcement
that certain Sukuk did not conform to
the Shariah.
“It was the credit crunch and
the premium that had to be paid by the
issuer of Sukuk or whatever that was
to be issued at that time. To show the
market that the issue was not about the
pronouncement, a Musharakah Sukuk
came about three to four months after
the pronouncement. It showed that
the pronouncement tried to place the
Malaysian Sukuk market on the right
track and not hinder it,” insisted Aznan.
He stressed the Shariah
authorities are always keen to offer help
as long as matters relating to credit,
buyers and markets have been looked
into. These factors, said Aznan, are much
bigger than the Shariah issue.
Safri of MIDF Amanah
Investment Bank pointed out that
mechanisms such as Islamic hedging
and risk management would not have
happened if not for the Sukuk market
which started in Malaysia. Hizaini of
Zaid Ibrahim spoke of the protection of
the issuers’ interests where the rights of
the Sukuk holders are protected by the
Malaysian courts.
Barzilai of Norton Rose stressed
on the importance of transparency and
for issuers to arm themselves with the
necessary knowledge before going into
Islamic finance. “There were cases where
people were not aware that they were
buying into asset based securities.
“For as long as the Sukuk was
performing and deriving its returns
from assets, everything was fine. But the
minute there was a default, there was no

recourse to those assets once they were
sold to its originator. Although this was
contracted on Day One, we still hear
that many are not familiar with those
concepts,” he pointed out.
According to Barzilai, there’s
always a practice of not going too much
into details due to the proprietary
nature of the banks in trying to hold on
to those structure and the sensitivities
of the Shariah scholars. “There is the
perception that if everything is stuck in
front of their (scholars’) noses, it may
slow the structuring process. That needs
to change,” he stressed.
To Hizaini, what needs to be
dealt with is the issuers’ understanding
of Islamic finance as the terms are
markedly different from conventional
banking. “One has to look into the
expectations of the issuer in regards to
the Shariah requirements. This concerns
dealings with underlying assets, issues
with encumbrances and interest,” he
pointed out.
Jamelah of RHB Islamic called
for greater transparency. “Investors will
not invest if this is lacking. They will
more likely look at Sukuk issued by a
company which is nearer to the cash flow
rather than trust a holding company.
Experience has shown that some of the
investment companies have a holding
which will do a refinancing or tenure
financing and when the liquidity is not
there, a problem arises. Another thing
to look into is the trend of lending more
than necessary,” she said.
For this, Safri stressed that two
things need to be done — a formal bond
market and a mandatory rating on every
Sukuk issue for proper governance and
transparency. As for what investors
are looking at a time when caution has
a strong prevalence, he indicated that
Sukuk with high credit ratings from
companies with strong and reputable
governance are the current best sellers at
the moment.
“For now, people are looking for
plain vanilla and basic structures,” he
contended.
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•Tradewinds Corporation •TriAset •Tune Talk •Turunc & Sarascin •UEM Group •Unicorn International Islamic Bank Malaysia •United Overseas Bank •Universiti Teknikal Malaysia Melaka •University of
California, Berkeley •University Teknologi Mara Malaysia (UiTM) •Usaha Tegas •VIMEX Project Management •VISESH •Wah Seong Corporation •Wallonia Foreign Trade Investment Agency •World Vest
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The Islamic Investment Industry
in Malaysia and Beyond
The wide untapped possibilities
of the retail space in Islamic finance
should be a fertile ground for product
innovation but the panelists revealed
a sector which prefers to stick to the
familiar. “Retail investors don’t want
innovation, they want returns,” said Yazit
of OSK Investment Bank.
“Maybe it is easier to sell new
products to institutional investors
but in the retail space, they are most
comfortable when there are other track
records from other funds to compare
with. This is not possible with the new
funds where there is no track record
except for back testings,” pointed out
Maznah of the AmInvestment Group.
However, she drew attention to
opportunities in simple vanilla listed
equities. The challenge, she said, is not in
the structure but credit, governance and
the risk issue in different countries. For
Sukuk, as the desired end result is yield
and for equities, capital gains, Maznah
pointed out that these can be packaged
in Islamic REITS (real estate investment
trusts) or assets that provide annuity
cash flows.
Ali of Maybank Investment said
that as the range of investment products
are designed to bring the economy to the
people, there are more types of equity
and infrastructure investments which
can be developed in the region. However,
investors are still in a cautious mood.
“They don’t want short selling, complex
derivatives or leverage in system. They
want transparency and better, simpler
products, so we have to focus on
products meeting these criteria,” said Ali.
On Sukuk, which currently leads
the Islamic investment and finance
markets, Ali suggested other options
like exchange-traded funds (ETFs) and
unit trust and this can be encouraged by
giving the distribution channel better incentives. Unit trusts, for example, pay 5%
upfront fees to the distribution channel.
On the challenges in issuing ETFs
in comparison to unit trust funds, for
example, Ali insisted that there should be
emphasis on giving the client a diverse

investment portfolio instead of a product
push because it’s the flavor of the month.
He stressed that there should be a better
analysis of the client’s risk appetite.
ETFs should be part of that
particular framework as they are liquid
transparent products. The onus should
be on education and understanding
and not blanket protection which can
suffocate the industry. In fact, he regards
ETFs as a challenge for regulators to
provide transparency that protects
investors and lets them make informed
decisions.
BLME’s Percy stressed on four
main factors that investors need to
address:
• Evaluate if the company has clear
cut roles of responsibilities for its
executives.
• Find out if the chief executive buys
into corporate governance.
• Ensure if there is a clear cut business
plan.
• Ask if there is a broad development
program. Is the board equipped to
understand the instruments or the
implications of funding and the
dependency of capital markets? Is the
board being trained to understand the
newer financial markets?
He did not deny that there is
still room for improvement where
governance is concerned. “It is amazing
that there is no standard Murabahah
contract as yet,” he observed.
Addressing the issue of
inconsistencies was Alchaar of AAOIFI
who said that in the face of the differing
rules in the various countries, emphasis
should be given to marketing the premise
that all these products are based on and
to educate investors on the principles
practiced.
He capped the discussions thus:
“We should forget about the crisis and
focus on governance and the inherent
strength of Islamic finance. We can
do this by emphasizing on ethics and
integrity. In the end, I don’t believe in
toxic products but experience has shown
that there are ‘toxic’ practices.”
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International Islamic Financial
Market Progress Report

Ijal Ahmed Alvi
CEO,
International Islamic Financial Market

T

he International Islamic
Financial Market
(IIFM) provides a global
working platform to
financial institutions and
other financial markets. Malaysian
institutions like Bank Islam are
actively working with IIFM and so
is the Labuan Offshore Financial
Services Authority (LOFSA).
As the approach to
standardization is market-driven,
there is a need to check the needs
of the industry through research
and consultation with the industry
players. Taking an active approach
to the standardization process, IIFM
has launched the master agreement
for treasury placement to become
the first Islamic institution to have
launched a universal documentation
project.
It is also very close to
finalizing a Tahawwut hedging
master documentation along with
international source and derivative
associations and a meeting will be
held to finalize the project. IIFM
will also be looking at the product
level, as it realizes that there are
shortages in the industry in terms
of liquidity management tools. The
last two years have also seen interest
in issues involving repurchase and
collateralization.
The treasury placement
document that IIFM has developed
covers the Murabahah issue. There
was a lot of Shariah time invested in
it as there were as many as 30 to 40
issues. After the launch there were
two jurisdiction-level documentations
for Malaysia and the Saudi Arabia. It
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is true that the majority of the Shariah
interpretations and applications
are similar but the main problem
area was in translating them into
documentation, as well as processes
and procedure which had to be
developed.
Some of the minor problems
IIFM faced included incomprehensive
and under detailed documents from
the smaller institutions. In an era of
legal issues such documentation will
mean going into unchartered territory
like in the case of Ijarah Sukuk which
is based on assets.
For the paper, 40 institutions
from 11 jurisdictions including
Shariah scholars were consulted.
Doing a documentation on a universal
level took eight working meetings
where consultations with the Shariah
scholars were done at each phase
so that there will be no deviation.
Recommendations from other
standard setting bodies were also
looked into.
There are two sets of
documents. One is master Murabahah
and the other, agency. There is a
structured memo which details
the purpose of this documentation
which is obviously designed for the
liquidity management of the banks.
It can be used with certain changes
although the boiler plate clauses are
already there, but for agencies or
other Murabahah contracts, it can be
modified.
Another project is preparing a hedging framework document,
which will be a landmark in terms of
its reach. Hedging is the mechanism
which addresses the balances in import and export in terms of currency
exposures and the rates of returns. It
is a crucial tool and IIFM has worked
with International Shariah Research
Academy for Islamic Finance (ISRA)
on the netting laws as they have expertise in over 47 countries.
The Tahawwut Master
Agreement (TMA), for which IIFM

will have joint copyright, is to recover
the risk of certain parties and there
will be guidelines on speculation.
The guidelines will focus on the real
transactions and needs. Assets need
to be halal in this case and interest is
not chargeable in a transaction.
The main area in this
documentation is the early
termination which can happen due
to default, merger, tax changes and
others and this will be defined in the
agreement. This mechanism took
a year and a half to present with
guidance from our scholars.
To terminate, there are two
parts to it. Under the profit rate swap,
a two-year swap or a quarterly one
may have matured or destined for
future transactions. These have to
be treated differently and IIFM has
developed those mechanisms.
One concluded case would be
in the Murabahah transaction where
the future has to be addressed. As
the net value’s present concept is
non-existent in Islamic finance, there
was a need to come up with a wider
acceptable Shariah solution.
The other phase would be in
the netting of transactions which is
important because it leads toward the
regulatory capital area where if you
net out you get to use your capital
more efficiently.
Other areas which IIFM will
be looking into will be the Wakalah
Master Agreement and the possible
development for the REITS side. We
are also doing something on Sukuk
and the report should be coming out
very soon.
As such, it is hoped that Islamic financial institutions will give their
support to IIFM so that it may better
the standards for the industry.
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Discussing Islamic Investment
Products: Evolution, Profile,
Structure and Asset Allocation
One way to determine the viability
of a newly-created fund, according to
Broadley of Al Khabeer International, is
to ask the crucial question of whether the
creator will put his own money in it.
The need for the reassessment
of Islamic products was also brought
up by Siddiqui of Thomson Reuters.
In keeping up with demand growth, he
observed that it has become the norm
for conventional products to be stripped
of toxic elements and then passed off as
Shariah compliant.
And there is danger in replicating
the cash flows of a conventional product,
pointed out Ahmad of Citibank. “One
must take into account the fact that
Islamic transactions are asset based
and hence a replication may have
insufficient capital,” he warned. As
such, high on his wish list is a plea to
the Shariah community to take a keener
look at the derivatives so that proper risk
management tools can be put in place.
On product development, ISRA’s
Akram reminded that in moving forward,
the Muamalah (transaction) has always
emphasized on real activities, hence
the presence of underlying contracts
to govern the relationship between the
contractual parties. In the same breadth,
he also opined that there has been
overuse in the Murabahah structure
and it is time for investors to take into
consideration the risk sharing element
that is very pertinent in finance rather
than shifting it to one party.
Ahmad reminded that
practitioners have to cater to market
wants and can’t just innovate for the sake
of innovation. “After getting burnt, most
are asking for high capital protection
and fixed returns,” he noted. Giving an
overview of the situation in the Middle
East and how the economic crisis has
changed investor wants over the last few
years, Broadley said: “There are those
who are very averse to risk and they hate
funds and people who sell funds. On the

other side are those who realize that this
is a good time for investment.
“As such, product development is
now concentrated on lower risk income
funds for those who are depressed with
the low rates of Murabahah funds, and
the other half is building equity funds
with a high degree of risk management.”
As to whether Islamic finance
is sophisticated enough to serve the
needs of the market in Asia, Chan of
Hammonds China recalled the time
he was representing GCC investors in
Shariah compliant finance projects in
Asia. Chan, who has broad experience
with the Chinese and Korean markets,
said the system is thought to be very
simple, straight forward and old school
version, and felt that if it could be
applied there would be no recession.
“The question is how to sell. One
is to refrain from using complicated
terms and another is to find the right
type of personality. The Chinese, for
example, are very business minded.
Within three minutes, they will ask what
the all-in pricing is. In Korea, you go
from the top level down, starting with
the chairman. At the end, you must be
prepared to negotiate,” he said.
On transparency, Chan saw it as
a question of finding the right type of
field and tackling the issues pertinent to
the area. “There are government-backed
corporations that will never default. So,
knowing the baseline, you then build
from there to achieve the transparency
that is needed,” he said, advising
investors to look at state monopolies.
Siddiqui remarked that what
the Islamic industry needs is less
cheerleading and more studies and
research. “We need a platform of
information for products, transactions,
funds, scholars, investors and such, and
connectivity, where global banks can talk
to each other and exchange information.
Only then will you see better products in
the industry,” he said.
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Labuan as a Pioneer in
Offshore Islamic Finance

Martin Crawford
CEO,
Labuan IBFC

A

t the heart of every
Islamic financial
transaction is the
Islamic fund which
has been domiciled
in Labuan. At the heart of every
structure is the special purpose
vehicle (SPV) to hold assets for the
fund and the ultimate investments.
The key question that issuers and
investors have is ‘Where do I domicile
that?’
When issuers and financiers
go through the criteria to looking for
an offshore jurisdiction, they think
of these things: How can I do it fast?
Where do I look for the expertise?
How do I to set it up quickly and close
it once it has fulfilled its purpose?
How do I minimize cost? Do they
have the right infrastructure and the
best tax treatments? Where do the
regulations work the best? How do I
access the best relevant markets?
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Once they have gone through
the criterion, they will look at
accessing tax treaties where they can
minimize double tax treaties (DTAs)
and get it at a lower cost before
working on the product launch. It
is true that there are many finance
jurisdictions in the world but very few
with Islamic infrastructure and DTAs
with so many trading nations. Labuan
is one of them.
As part of Malaysia’s Islamic
financial structure, Labuan has over
a decade of experience, with the first
global Sukuk being domiciled here
in 2001. The first sovereign Sukuk
and the US dollar exchangeable
Shariah fund were also domiciled in
Labuan. It is no surprise that Labuan
is regarded as an incubator for
Malaysia’s Islamic financial structure.
Looking at the yearly growth
figures, Takaful stands a 48%, Islamic
funds 104% and Islamic notes 13%.
Of the benefits, the three worth
talking about are the friction points
like stamp duties and taxes that don’t
exist in Labuan, the DTAs with 69
nations and the service providers who
are all equipped to deal with Islamic
finance.
As for the Shariah standards,
Labuan has the most acceptable

standard worldwide. All the products
that are issued and listed are all
internationally Shariah compliant.
It is an ideal for Islamic finance
whether it’s structured financing like
aircraft leasing, wealth management
for high net worth individuals, funds,
any Takaful or Re-Takaful venture,
company incorporations or any SPVs
for any purposes. All this can be done
in a Shariah compliant way hard
coded in Labuan’s legislation.
By the end of this year, the
Labuan Islamic Financial Services
and Securities Act, which will cover
the trust for an individual right up to
a sovereign Sukuk and every point in
between, will be enacted. This is the
first of its kind where a jurisdiction
has enshrined in law every Islamic
structure permissible within its
borders.
With its track record and
pioneering history, Labuan extends
the encouragement to be used as a
test case and incubator for Islamic
financial products.

The full presentation may be
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Introducing the International
Islamic Financial, Money and
Interbank Markets
A bright idea was presented in
the concept of interbank Mudarabah
transactions, where Islamic banks are
able to take or deposit funds, which is a
well known Islamic practice in Malaysia.
Giving a peek at this unique concept was
Norashikin of Bank Islam.
She revealed that in essence
this means that deposit taking banks
will be taking the deposit from another
bank based on a profit sharing basis.
In this agreement, each Islamic bank
has to declare its rate of return on the
15th of every month and the profit of the
Mudarabah deposits will depend on it.
Among the plus points for the
deposit taking bank is sharing the risk
with the depositor in terms of profit
and loss and for the depositor, an
opportunity to share in the profit of the
deposit taking bank.
And yes, this model does have
exportable qualities, as Norashikin
pointed out that Indonesia also has a
similar practice although depositors will
have to look into the differing practices
from one country to another.
Yazid from Al Rajhi agreed that
there’s no other way to take deposits
from others except via the Mudarabah
method, but he reminded that this will
involve the pooling of funds and there
is really the need to specify and carve
out for each investor which specific fund
the money will be going into. This is in
line with the strong stand taken by Al
Rajhi which emphasizes on true sale
and purchase, especially with regard to
commodity Murabahah.
To signify commitment, contracts
are made to buy from the other party a
certain amount of commodities which is
payable at a deferred date. Therefore, it
was no surprise that Yazid would reveal
that Al Rajhi was secure in terms of
funding needs, being asset based, and
that accessibility to credits and security
are very much in control.
But there was no brushing aside

the impact of the economic crisis on the
Islamic money market. However, Leung
of Clifford Chance revealed that of the
top ten countries with the highest foreign
reserve, eight are in Asia. Speaking of
figures, China has US$2.1 trillion in
foreign reserves whereas Japan has US$1
trillion and Hong Kong, US$103 billion,
and this money will be used by statutory
and multinational organizations to
discharge public responsibilities.
As the onus will be on ensuring
stable returns for these funds with the
emphasis on asset quality, this spells a
good opportunity for Muslim and nonMuslim investors in Northeast Asia to
consider investing in Muslim financial
products.
On the Malaysian front, Shamsun
of CIMB Islamic admitted that although
the regulatory framework has taken on a
moderate pace, this is not the case with
equity and property development. “The
intensity is strong, with competitive
pricing and credit quality, and issuance
tends to go to the higher band, like the
infrastructure category,” he said.
The only problem here, according
to Norfadelizan of Bursa Malaysia, is
that the concept of liquidity management
which some banks have chosen are of the
conventional model which will present
some difficulties, especially when it is
being made to fit in as an Islamic model.
Since the players are coming from
the conventional side and have a similar
mindset, it will take a while before the
liquidity management products of the
profit and loss sharing variety becomes
popular. As for now, the fixed income
variety, which is assisted by commodity
Murabahah and Musawwamah or
Wakalah, will be the mainstay.
Looking beyond Malaysia,
Norfadelizan drew attention to the
tremendous demand for Islamic products
simply because of their flexibility. The
problem however lies in the insufficient
supply, he noted.
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Investing in the Sukuk Market

Rafael Dalmau
Director, emerging markets and Islamic
investments,
Fischer Francis Trees and Watts, BNP
Paribas Investment Partners

L

ack of development,
limited issues and the
heavy tilting towards the
Middle East and Asia in
terms of distribution are
the universal challenges for managers
of the Sukuk market. Rules also need
definition so that a clear picture of the
eligible market can be given in terms
of objectives and returns.
There is a need for new players

to adopt an open mind to guidelines
due to the absence of a global
mandate. That means searching for
diversification to minimize risk and
clarify what a quasi government is
versus an actual corporate. Given the
blurry lines, there is a need for clearer
understanding.
Herein, the involvement of the
Shariah board needs to be addressed.
At times, their intervention in
guideline approvals tends to be
afterthoughts. It must be realized that
such actions should be integrated into
the process at the consultation stage
for these are the very instruments
that will enable the investors to gauge
market eligibility.
There is also a need for
investors to shed constraints and
adopt a measure of flexibility if
they want to expand into the global
market. Flexibility allows for

expansion and it should be noted that
a constrained portfolio will fall short
in diversification, which will not be
effective for reducing risk. A nice mix
in terms of geographical and sector
allocation should see a dramatic
expansion to returns and liquidity
provided that thorough rating has
been done on the assets.
To achieve one’s investment
objectives, the selection of
benchmarks must be looked into.
Whether it is in the diversification in
overall asset class, extra allocations,
obtaining internal returns or being
next to the Dow Jones Sukuk Index
because it works as a proxy, there will
be pros and cons.
As such, it is important for
investors and managers to find
the right mix and assess their risk
tolerance and chart a management
strategy to minimize this risk.

Commodity Murabahah

Asharul Huzairi Mohd Mansor
Assistant vice president Islamic
markets,
Bursa Malaysia

T

he Commodity
Murabahah House is
a platform introduced
by Bursa Malaysia to
assist Islamic financial
transactions and is done under a
wholly Shariah compliant trading
platform called Bursa Malaysia
Islamic Services (BMIS). It supports
multi commodities and currencies.
The launch commodity is crude palm
oil. The system is a fully electronic
and web based platform.
In terms of application for
Commodity Murabahah, a client

www.islamicfinancenews.com

needing financing will go to an
Islamic bank which will purchase the
commodity. This will then be sold to
another bank where payment will be
on deferred terms. The bank which
buys the commodity will then sell it
back to the market.
In terms of deposits, the
customer will make a deposit with the
bank and purchase the commodity
directly. It will then be sold back to
the bank on a deferred payment basis.
With the bank having ownership, it
will be sold to the market.
In regards to the Sukuk
Murabahah structure, the investor
will purchase the commodity from the
market, sell it to the issuer who then
sells it back to the market.
The Commodity Murabahah
House is also a real market. If a party
wants to purchase commodity and
take delivery, it can do so once payment has been discussed. It is Shariah
compliant and allows periodical Shariah reviews. It can also perform Shariah verification based on what has

been purchased from the commodity
supplier. Checks can also be made on
the inventories and their locations.
To verify ownership,
e-certificates will be generated to
identify the owners as the commodity
passes from one party to another.
Contract specifications will also be
given to every single asset and will be
made known to all parties.
The participants will be
divided into three categories: (i)
Commodity Trading Participants
(CTP) which are the Islamic
banks; (ii) Commodity Supplying
Participants (CSP) which are the
supplier of the commodity; (iii)
Commodity Executive Participants
(CEP), the brokers of the banks.
In Bursa Malaysia,
jurisdictional studies on the
structures practiced by providers of
commodity Murabahah have been
carried out. As there is a view to
expand into the overseas market, a
study on the Shariah standards was
made.
IFN Asia Report 2009
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Takaful Premium Investments

Omar Clark Fisher
President,
Khidr Solutions

T

he goals of Takaful
investments are the
golden triad — safety,
security and liquidity.
When it comes to
asset diversification and geographic
dispersion, where avoidance of
currency volatile countries is crucial,
we need to look at matching assets
and liabilities and pay close attention
to Shariah compliancy in all aspects.
Without adequate capital,
the insurer cannot retain the risk.
Naturally, the solvency ratio and
insurance leverage is important
in evaluating the company. Also
note that the equity capital of the
insurance company often reduces
returns in equity. Therefore other
means of capital reinsurance are also
used.
In the strategy of managing
these assets, the first task is to
separate the sources of capital
between the shareholders and
policyholders in the risk pool.
Secondly, there should be a
segregation of risk. For example, a
fire risk should not be mixed with a
long term education savings plan.
This is important in terms of expense
accounting, looking at fees, how other
terms of consumer protection should
go on and other forms of disclosure.
Naturally, the matching of assets and
liabilities is an important component
in the rating of the insurance entity.
Finally, there should also
be a linkage of the contract to the
product, particularly in the unitlinked investment pools. It is also
compulsory to choose a permitted
form like Istisna, Musharakah and
Murabahah.
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Looking into the portfolio of a
Takaful company, the starting point is
the best capital adequacy ratio which
is applied in two tiers. It touches the
risk capital in the risk pool itself and
the shareholders capital.
Based on general findings,
the restrictive policies, high levels of
counterparty risk, general geographic
concentration and high proportion
of stock holding translate into large
capital requirements.
Therefore the investment of
the shareholders capital becomes a
critical component in how the rating
agency looks at the capital adequacy
and consequently the solvency ratio
against the risk that it is undertaking.
Generally, Takaful companies
are seen to be lacking in financial
flexibility due to their inability
to raise equity and debt capital.
In summary, they offer a limited
operating platform, a limited track
record on investment behavior and a
limited scope of investments in terms
of the need for cash management
broadening tools.
Looking specifically at the
GCC, the data of these companies
are hard to come by as they are not
publicly traded and reports are mostly
privately held. However, analysis
by the Organization of Economic
Development and Cooperation
(OECD) found that insurance
companies in developed markets have
government paper in bonds and loans
twice as large as those found in the
GCC.
The equities, on the other
hand, are also twice as large but in
the reverse, with OECD companies
making up 33% of these portfolios and
the GCC companies being overrated
in equities. As a consequence, the
insurance companies which were
enticed by the buoyancy of the real
estate market are facing liquidity
challenges.
So what avenues are open
to Takaful players? In the list are
Sukuk, equities, real estate, real estate
investment trusts, private equity,

mutual funds and cash. In showing
how the investment funds have
been used, there is predominance in
equities as opposed to fixed income
and the weighting indicates that
Takaful companies are in great need
for cash instruments or fixed income
instruments.
Looking at the Takaful
business on a global basis, only
25% of it is in the multi-year long
term. A report on the GCC insurers
particularly indicated that they
appear more to be asset managers
and investment companies instead
of paying more attention to the
underwriting. Consequently, over
US$1 trillion was lost in the stock
market correction, creating volatility
in the portfolio of Takaful companies.
In conclusion, the Takaful
business is weighted towards annual
renewable one-year policies which
generate high cash levels. However,
that investment seems to be going
into higher risk instruments, equity
based and real estate projects which
may have a consequence on liquidity
and safety.
The market collapses had a
very heavy impact on the investment
income from Takaful, putting
pressure on the underwriting. Finally,
the insurers appear vulnerable to the
high volatility of asset devaluations
and in the event of an illiquidity
crunch, there is the anticipation of
consolidation in the industry.
Going forward, the GCC
Takaful operators may not be
well positioned to innovate on the
family Takaful because they haven’t
developed the capability to design
a product that will invest in the
predictability of cash flow over long
periods. Lastly, rating agencies may
apply a higher capital charge on
Takaful companies and this raises
questions about enterprise risk
management in the field.
The full presentation may be
downloaded from
www.ifnforums.com
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Treasury and Asset
Management

Zeid Ayer
Chief investment officer,
CIMB-Principal Islamic Asset
Management

T

he key steps in
establishing the
foundation for Islamic
asset management is to
develop credible track
records for an effective showcase
and setting the foundations for a
profitable industry.
For investment, there is a need
to look at the expected performance
relative to the benchmark on total
return.
Basic guidelines and risk
parameters also need to be consistent
with the performance targets. While
the expectation is more on returns
and less on risk, it does not work in
practice and this has to be kept in
mind.
In defining risk parameters,
tracking errors is the most widely
accepted method. It is a measure of
volatility between the portfolio return
and the benchmark return. It can be

measured ex poste (after the fact) or
ex ante (on prediction).
The importance of credibility
in track record calls for the adoption
of global investment performance
standards (GIPS), a voluntary set
of ethical principles built on the
foundation of fair representation and
disclosure of investment performance.
The idea is to promote transparency
by allowing investors to compare
results across forums.
In terms of track records,
usage funds are a highly effective shop
window of a manager’s capabilities.
One advantage is the tracking of
funds based on the user’s platform.
Institution managers often perform
searches on a particular mandate or
for a firsthand look at a manager.
There are several requirements
before a manager is ‘request for proposal’ (RFP) ready. There is a need to:
• Demonstrate organizational
stability.
• Commitment to investor
management.
• Have a well resourced and stable
investment team.
• Have a transparent and credible
philosophy in process.
• Sound risk controls.
• GIPS compliant track record.

• A strong operational and compliant
structure.
• Well developed client service
capability.
The next step will be the due
diligence when on site visits will
be performed. Currently there is
much more focus on operation and
compliance where the back office
management will be probed on
trading and monitoring procedures.
At the end of the day,
profitability will take center stage.
Since Islamic asset management is a
young industry, the issue of product
scale has to start off on the right foot
and it is vital for the managers to start
with a limited number of strategies,
each with a large assets under
management (AUM).
Small mandates comprising
no higher than US$50 million are
best put into usage funds. There
will also be a need to leverage as
expertise will be needed in the Islamic
space. Importantly, pricing has to
commensurate with the value of the
potential.
The full presentation may be
downloaded from
www.ifnforums.com

Our short, comprehensive programs will equip you with detailed knowledge of Islamic finance and
products, allowing you to confidently participate in this growing area. MIF Training is therefore an
extension of the MIF concept.

For more details, contact us:
Tel: +603 2162 7800 Fax: +603 2162 7810
info@redmoneygroup.com www.MIFtraining.com
www.islamicfinancenews.com

IFN Asia Report 2009

31

INVESTORS DAY
SESSION 5
Moderator:
Abdulkader Thomas
President and CEO
SHAPE Financial Corporation

Examining Practical Issues for
Managers of Islamic Funds

Panelists:
Mohamed Ismail
Mohamed Shariff
Partner,
Skrine

Christopher
Aylward
Partner,
DentonWildeSapte

Monem A Salam
Director and vice
president Islamic
investing, Saturna
Capital Corporation

Sy Hoon Pak
Director Hong
Kong,
STIC Investments

32

IFN Asia Report 2009

A few chuckles were raised in
mulling the question of enticing nonIslamic investors to the Islamic funding
sphere. While Mohamed of Skrine put
forward the ethical element of social
responsibility as a selling point, Aylward
of DentonWildeSapte reciprocated that if
that doesn’t work, offering better returns
may.
The lawyers’ remarks prompted
Monem of Saturna Capital into reasoning
that it is not advisable to embark on
a social crusade where Islamic fund
investments are concerned. Pointing
out that there are already other funds
in the market that are designed for
social responsibility and environmental
awareness, Monem opined that in all
honesty, managers should just say that it
is a really good fund.
Agreeing was Sy of STIC Investments who revealed that in his firm’s
experience as the only Shariah compliant
collective fund in Korea, it is best to focus
the investor’s attention on which sectors
the fund will be channeled to instead of
touching on the religious issue.
In examining the issues correlated
to Islamic fund management, Mohamed
remarked that a time bomb would be
needed to summarize the effect that the
financial crisis has had on the industry.
In addition to the unresolved issues of
Shariah concurrence, he also pointed
out that the smaller size of investment
funds does not help in attracting the best
managers.
Nevertheless, Mohamed took an
optimistic view of the future growth of
Shariah funds, with reports showing that
demand is outstripping available funds.
Monem stressed on the need to
guide the Islamic funding industry by
going back to the basics. “Managers must
figure out where the debt is,” he added.
With regard to Shariah principles,
Sy insisted that they are not a hindrance
at all. At STIC, of the US$1.5 billion
funds managed, US$800 million are
in the Middle East. Mohamed stressed
that as far as Malaysia is concerned,
principles like the Bai Bithaman Ajil

and Ijarah are well established and any
challenge on these Shariah issues will not
succeed unless there is a documentation
defect.
On expansion into the global
market, Aylward cautioned new players
that countries like Saudi Arabia will not
accept ‘suitcase securities’ and foreign
entities looking at undertaking fund
management will have to set up offices.
Speaking of ‘horrendous’ penalties
awaiting those who flout the laws,
he revealed that legal approvals for
applications will take no less than six
months.
Sy, however, was drawn by the
growth aspect. The upside in having a
global platform would obviously lie in
the advantage of networking possibilities
for STIC’s domestic clients who are also
looking at global expansion.
On product innovation, Monem
hit the nail on the head by pointing out
that there is no point in having products
when there are no assets. “First, focus
on building assets. Too many products
will hurt the market even more. The best
thing a manager can do is to take a plain
vanilla product and make it the best,” he
counseled.
Where the Korean market is
concerned, Sy pointed out that the
tendency to look across the border is a
natural one as Samsung has just opened
a US$1 billion factory in Vietnam and
there is anticipation that the market
involving the suppliers and other
businesses will grow in the region.
Finally, on the question of
Shariah compliance in Islamic funding
products in the overseas markets,
Mohamed pointed out that there may be
obstacles in getting the different Shariah
councils to agree on the same principles.
Monem however pointed out
that at the end of the day, it is crucial
that companies make their criteria clear
to the investors and not waver from
the rules they have set. There is no
point in going into the issue of Shariah
compliance when companies cannot even
follow their own rules.
www.islamicfinancenews.com
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Risk Management and
Regulation for Islamic
Investment Products
White, from Singapore
Management University, drew attention
to the fact that while risk management
has a focus on the micro management
level involving transactions, products,
overall system and interest rates, there
are still a lot of unanswered questions on
legal risks.
He stressed that as Islamic
products become more complicated in
the process of cross border transactions,
there is a pressing need for judges and
lawyers to have a greater understanding
in dealing with the inevitable disputes
which have to be decided in courts.
In looking at the risk management
aspect, Ringrow of State Street MENA
pointed out that the risk should not be
left to fate but choice and if managed
well, it can be eliminated altogether. He
surmised that in looking at risk, there is
a need to look at it on the enterprise level
and not just at the products.
On documentation in Islamic
finance, Hooman of Allen & Overy
pointed out that by and large they are
fairly new and uncontested. This is
unlike the documentation available in
conventional banking which has a legal
history dating back several centuries.
For instance, an indenture document on
conventional banking dating from the
17th century still has the same words and
terminology as the modern one.
Legal documents on Islamic
finance, on the other hand, like the global
Sukuk issued seven years ago, have yet to
be litigated.
Thijs of Bank Islam Malaysia
opined that one reason why Islamic
finance had not been affected as badly
was because leverage was not allowed
in the system. To him, rating agencies
were not reliable when they stated that
the probability of ‘AAA’ Sukuk going
into default was zero. This, he insisted,
is inaccurate because these Sukuk
structures have yet to reach maturity.
Dalmau chipped in to say that

the problem with rating agencies is that
they had become victims of their own
methodology. One issue that needs to be
looked into is the analysis of a fund on
a longer term basis instead of confining
forecasting to the next few months.
Hooman suggested that for
Islamic finance to be placed on a firm
footing, there is a need to look at the
whole system as a separate entity from
the conventional and build new models
based on this new-found realization.
This, he pointed out, would
remove arguments as to whether a
product is Shariah based or not because
a lot of the Islamic structures now are
built based on conventional ones.
While Hooman saw this as a time
consuming process, Ringrow on the other hand felt that it need not be so. “There
is no need to reinvent the wheel. For one,
we are not dealing with the branding issue but the ethical principles. Even if the
risk management aspect, for example, is
based on the conventional, the idea is to
learn from past mistakes,” he said.
One moral lesson that has to be
learnt is to have a keener ear for the
advice of risk managers which everyone,
including company directors, should not
ignore.
“When things are going well, risk
managers are seen as pests but when
things go wrong, they take all the blame,”
he pointed out.
On the issue of protection for
these companies, this will relate to the
DNA of the firm in question, on the level
of ethical and social responsibility it upheld. As such, Hooman stressed that it is
crucial to go back to the roots during the
structuring of the transaction where the
documentation has to be done properly.
“It must have the certainty of
outcome and this means choosing the
right governance laws, and this can
go wrong if the lawyer does not have
sufficient knowledge of these laws,” he
concluded.
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The Progression of Islamic
Finance in Malaysia and
Beyond
Devanesan Evanson
Chief Market Operations Officer,
Bursa Malaysia

T

he Malaysian
Islamic market
has progressed in
terms of size and
efficiency, and is
supported by both onshore and
offshore capabilities. Today, Malaysia
is benchmarked worldwide in
innovation in the Islamic space. The
market has progressed to offering
various Shariah compliant products
such as securities, debts, unit trusts,
exchange traded funds (ETFs) and
real estate investment trusts (REITs).
The country has also proven itself
as an Islamic powerhouse boasting
many world firsts for the industry.
Malaysia’s Sukuk are one of the
world’s largest and for some time now
led the way in the development of
Islamic financial instruments.
The industry is also fortunate,
especially in Asia, to have a dedicated
body tasked to promote the
development and innovation of the
Islamic market. The establishment
of the Malaysia International Islamic
Financial Centre (MIFC) in 2006
is a concerted effort to spearhead
the growth of Islamic finance
and, most importantly, to attract
global players to participate in the
investment opportunities abundant
in the local Islamic markets. Suffice
to say, Malaysian Islamic finance
is in a unique position to make
Islamic investments accessible to
international investors.
There are still opportunities
for Islamic finance to grow in these
troubled times. While Malaysia may
be at the tail end of the financial
crisis, many still demand that their
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investments remain sound as well as
ethical.
The Malaysian Islamic capital
market framework is already running
parallel with our conventional market
and it is backed by an established
regulatory framework and Shariah
principles. To that end, Shariah
compliant funds and ethical funds
share many similarities because both
are deemed as socially responsible
funds. The difference is that one
follows religious guidance and
the other is based on voluntary
investment.
The wide acceptance is also
because investors are guided by the
investment structure and the Shariah
principles as opposed to conventional
investment structures. Islamic finance
has proven its resilience, continuous
growth and sustainability, especially
during the global market turmoil.
The total global investible
Islamic assets within the industry
are worth US$746 million with the
concentration in the Middle East and
Asia. The availability of such funds
also signals the potential which all
market players will strive to attract.
In addition, established organizations
around the globe have now embarked
onto the Shariah investment space.
As they realize the value in offering
these products to investors who are
looking for an equivalent to ethical
investments, big names in the
investment and stock broking circle
are contributing to the steady circle
of competitive Islamic products in the
global markets.
Defensive investments are
seen to attract a following due to their
resiliency during market volatility and
uncertainties. Investors can opt for
a defensive investment strategy such
as Islamic REITs which have long
term value. Furthermore, with the
global financial markets shying away
from issuing credit, Islamic REITs

are perhaps the answer for those
searching for alternative and safer
investments that can offer steady
long term returns with a reasonably
moderate risk profile. Malaysia’s
Islamic REITs are certainly a good
role model as our three REITs were
facilitated ahead of the financial crisis.
A point to note is that while there is
a 30% drop in the valuation of the
Malaysian property market in 2008,
the value of REITs remained steady
and investors still gained good returns
over the long term due to the nature
of REITs as a defensive investment.
Europe and large parts of Asia
are playing an increasingly important
role. Hong Kong, which is now
venturing into Islamic bond markets,
plans to attract Middle Eastern
investors interested in tapping the
China market. London is aspiring to
become the western capital of Islamic
finance.
Therefore the Malaysian
Islamic finance scenario needs to
evolve and innovate further to stay
ahead of its competitors as well as
to create equivalent products that
provide flexibility.
The Commodity Murabahah
House (CMH) developed by Bursa
Malaysia is the world’s first full
Shariah commodity trading platform.
As an MIFC initiative, CMH
facilitates Shariah trades by utilizing
crude palm oil as its first underlying
asset. Examined closely, Islamic
finance can be used as a tool to
provide liquidity to the market. CMH
is a perfect example of a Shariah
platform that is primarily aimed at
facilitating liquidity management and
the financing of Islamic transactions.
At Bursa, it is expected that the webbased and fully automated platform
will change the way most financial
institutions transact commodity
Murabahah.
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Global Islamic Equity Markets
and Products
Noor of Lembaga Tabung Haji
began the discussions by declaring his
preference for Islamic financial products
that are Shariah based instead of merely
fulfilling compliance. “There is a need
to expand on the tools laid down by the
Prophet rather than stick to the existing
commercials,” he contended.
Agreeing with Noor was Zulkifli of
Prudential Fund Management who said
that it is about time that Shariah scholars
and product manufacturers agree on what
is based on the Sunnah. “There is also a
need to learn what the real ratios are so
that we can create the products. We also
need to create indices for Islamic financial
products that are not already on the Dow
Jones or MSCI, for example,” he added.
And no, it would not be hard
to explain these terms to the layman.
Taking the zakat for instance, Zulkifli put
it simply as purification tax whose sole
aim is to help the poor.
Noripah of CIMB said that to
appreciate the experience of investing
in global Islamic equity markets and
products, it is important to remember
this: Buy What You Understand and
Understand What You Buy.
In stating the three variables to
look for in terms of new products, she
spoke of the three golden features —
quality, simplicity and safety. “In other
words, a product must have risk adjusted
returns, be transparent and be liquid
with elements of protection,” she added.
Ong of ING Funds revealed that
many investors fail to undertake due
diligence. He felt this is a pity as Islamic
finance products clearly state what they
are investing in, be it equities, real estate
investment trusts or commodities. As
such there is always an opportunity to
structure products to meet the different
needs of investors.
There is also a cost efficient way
to distribute funds internationally and
from Noripah’s experience, platforms
like Dublin and Luxembourg are the best
examples. The advantages of getting on
to these platforms lie in their global recognition and their gateway opportunities.

As they are very transparent
and credible, they also make good shop
windows for track records. Noripah
spoke of an investment firm which
landed a US$500 million mandate from
a South African investor who had found
the company by looking at the global
equity fund registered on the Dublin
platform. “This came about without the
company having to promote its physical
presence in any of the 56 Muslim
countries. All it had was its three-year
track record,” she added.

“Buy What You
Understand and
Understand What You
Buy”
The cost issue of pushing an
Islamic equity into the index fund also
came into focus and Noripah quoted this
well-known line: “There is enough in this
world for everybody’s need but not for
everybody’s greed.”
Noripah also gave the thumbs
up for a ‘fund supermarket’ concept.
“We have to be proactive. The best way
to predict the future is to invent it. This
means promoting cost efficiency and
competiveness,” she said.
When the discussions turned
to whether a star rating system will be
good for the industry, Ong inferred that
although ratings are instrumental in
decision making, there is an element
of impermanence to them and stressed
that the best recourse is still to track
the performance of an index via careful
monitoring of the ever changing figures.
In explaining his stand, Ong
stressed that while the supermarket
concept will be the coolest thing in
Islamic finance, his concern was how
the public would view it. “To look
at the funds and make a conscious
decision, there has to be a certain level
of awareness, and this is where the
providing of education as well as the
questions of underlying assets need to be
promoted,” he argued.
www.islamicfinancenews.com

Smart investing
starts with
asking the
right questions

The purpose of investing is to make your money work for you.
This requires many conscious decisions to be made solely by
you as an investor. Selecting an asset is a one part of investing
that encompasses all activities associated with ‘what’ to buy.
Equally as important is the ‘why’ an investment was made
and ‘when’ the investment needs to generate the returns.
This refers to the intention that drives you to invest. The ‘how’
to invest describes your approach and the strategy taken to
achieve the ‘why’. And the decision about ‘where’ to invest
can be addressed once the why, what and how to invest have
been answered.
For every question, you can count on us to find the answers
most suitable to your needs. We are the Malaysian affiliate of

ING Investment Management; a leading global asset manager
with USD477 billion* assets under management with over
100 years of experience. As part of a global network that is
present in over 35 countries, our clients can easily access to
innovative products, markets, sectors and strategies anywhere
in the world.
So if you’d like us to help you uncover the answers to your
investment questions or to walk you through the road map
to investing successfully, call any of your ING Funds Adviser
or our Investor Services Centre at 03-2170 1818 to find out
more. Alternatively visit us at www.ingfunds.com.my.
* Figures as at 30 June 2009 and obtained from ING Investment Management.

ING FUNDS BERHAD (620077-K)
12th Floor, Menara ING, 84 Jalan Raja Chulan, P.O Box 13198, 50802 Kuala Lumpur
T: +603 2170 1888 F: +603 2715 3800 www.ingfunds.com.my

Investor Services Centre
T: + 603 2170 1818 F: + 603 2715 3801 E: investorservices@ing.com.my
Disclaimer: Before investing you are advised to read and understand the contents of the latest Prospectus. Units will only be issued upon receipt of an
application form referred to in and accompanying the Prospectus. You should also consider the fees and charges involved. A copy of the Prospectus can be
obtained at our office or any of our authorized distributors. The price of units and distribution payable, if any, may go down as well as up. The past performance
of the Fund should not be taken as indicative of its future performance. If you are in doubt when considering the investment or the information provided, you
are advised to consult a professional adviser.
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Islamic REITs

Asst Prof Dr Nurdianawati Irwani
Abdullah
Shariah consultant,
Abdul Raman Saad & Associates
and International Islamic University
Malaysia

R

eal estate investment
trust (REIT) is a
mechanism for
investors to venture
into real estate. It can
also be a corporation or a business
that has combined the capital of many
investors to acquire financing for
real estate like apartments, shopping
centers and offices. It serves like a
mutual fund where the investors can
enjoy the benefits of a diversified
portfolio.
Income is derived from
renting, leasing and selling property
where it is distributed directly to the
REIT holder. Essentially it is a listed
vehicle in the form of a trust which
holds investment real estate with
stable income generating features.
The definition by the Securities
Commission states that real estate
means physical land and human
made items which are attached to the
land. In relating assets to real estate,
it includes units of other real estate
investment trusts, listed securities
and listed and unlisted debt securities
issued by property companies and
mortgaged backed securities.
A REIT is referred to as an
investment vehicle that proposes to
invest at least 50% of its total assets
in real estate. Investment REITs
may, by way of direct ownership
or shareholding, invest in a single
purpose company whose principal
assets comprise real estate.
In the basic mechanism of
real estate investment trust, investors
will see their shares traded on the
38
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stock market, with most of the
income being distributed back to the
investors.
In Islamic real estate
investment trusts (IREITs), the
Securities Commission guideline
states that it refers to a collective
investment scheme where tenants
operate permissible activities
according to the Shariah principle.
Should the tenants’ activities
comprise a mix of activities, the
fund managers should carry out
a combined assessment to make
sure that the activities are Shariah
compliant.

“If the core business
of a tenant is Shariah
compliant with only
a small portion
serving non-halal
activities, the nonhalal activity must
not exceed 20% of
the total turnover of
the Islamic REIT”
In order for a REIT to be
considered as Shariah compliant,
it must be undertaken by the
Shariah committee of advisors of
the REIT which is also responsible
for the overseeing of the Islamic
real estate investment to ensure
that it complies with every aspect
of the Shariah principle in terms
of investments, deposits, rental
earnings and activities. The Shariah
committee must supervise, manage
and administer according to the
Shariah principles as outlined by the
regulators.
In the operation, there are
several parties involved. There is the
fund manager and the unit holder
who will invest in the real estate
investment trust. The unit holder will

invest in a REIT which will acquire
property that will provide returns in
terms of net property income.
This property will be leased
to tenants in consideration for rental
payments. There will be a trustee to
safeguard the unit holder’s interest
in consideration of the fee and it
will be managed by a manager and
advised by the Shariah committee.
For the REIT property, there is also
a specific manager whose function is
to be in charge of maintenance and
management services in consideration
of a fee as well.
An important point to
remember when looking into IREITs
is to look for the distinguishing
feature that separates it from the
conventional. The first thing to look
at is how income is earned and how
the fund is managed. In regards to
income, the rental from the tenant
must be free from non-permissible
activities. For tenants who operate
mixed activities there is a benchmark
for the ratio calculation.
If the core business of a tenant
is Shariah compliant with only a small
portion serving non-halal activities,
the non-halal activity must not exceed
20% of the total turnover of the
Islamic REIT.
Methods of calculation entail
going to the ratio of non-permissible
rental like usage of space and hours of
service. For example, if the total area
of a mall is 10,000 sq ft whereby the
area allocated for the sale of alcoholic
beverages is only 1,000 sq ft, it is still
permissible.
The first IREIT issued was
by KPJ and was established in June
2006. It has the ownership of a
few hospitals where custodianship
is held by Amanah Raya and they
are managed by Damansara REIT
Management Services.
The direct management of the
hospital is by Healthcare Technical
Services and the tenant is a subsidiary
of KPJ itself. In this, Abdul Raman
Saad & Associates was the legal firm
which helped make this possible.
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The Development of Islamic
Equity-Linked Products in
Today’s Market
When Izlan declared that ETFs
(exchange-traded funds) is a subject
that is “close to my heart,” it was hardly
surprising as i-VCAP was responsible
for launching the first Shariah ETF in
Malaysia and Asia. Nevertheless, it was
clear that infatuation has not blinded
him to market realities as he cautioned
investors not to expect superlative
growth but to allow time for Islamic
ETFs to grow and mature.
In describing the DNA of a good
ETF, Izlan said the key ingredients are
the underlying assets or index that the
ETF is trading on and in i-VCAP’s case,
it is the underlying Malaysian stocks on
Bursa Malaysia.
Ideally, the next step will be the
global arena like the Dow Jones Islamic
Market Malaysia Titan 25 which takes in
the 25 largest Shariah compliant stocks
based on the screening process.
The next essential is the
purification process involving dividends
received from the underlying shares. A
specific ratio will be provided by Dow
Jones for each component of stock to
remove the impure ratio from the gross
dividend. This will then be donated to
charity or for educational purposes.
For Lebeda of BNP Paribas
Investment Partners, it is a respectable
calling indeed as his marketing team
has US$2 billion of assets under
management. Kaiser of Saturna Capital
Corporation, which manages Amanah
funds, stated that the rate of investments
has gone up by 22 times.
“Regardless of whether a fund
is Islamic or not, investors, be they
Muslims or non-Muslims, are always
looking for good funds,” said Kaiser as a
way of explaining the jump in statistics.
The path is certainly not without
its challenges, and Hamedanchi of
Florentez Investment Management
shared his experience on what it was like
to launch the first Islamic ETF in the
US. “In addition to getting the business
started, the biggest challenge was in

getting approval from the US regulators.
The conditions for ETF approval were
substantially more rigorous than for
mutual funds. The exemptive relief
process also took a long time and I had to
wait three to four years,” he said.
To him, the seeding for ETFs
is another bone of contention as there
has to be enough to form baskets to
achieve liquidity to encourage trading.
When asked what he is doing about the
promotion of his funds, Hamedanchi
pointed out that this is one reason why
he was attending the IFN forum in the
first place.
At this juncture, Kaiser added the
element of patience as a crucial point for
consideration. “It will take time. It took
us 10 years to grow the ETF market,” he
revealed.
One interesting aspect that came
up in the discussion was how the cash
portion is being managed, bearing in
mind that interest is forbidden. “The
result is a happy bank custodian who lets
us keep our accounts without interest
but that is the only thing allowed by
our Shariah license. It’s a drag on the
performance but that is the only option
available in the US,” he said.
While there are Islamic ETFs, the
idea of a Hindu, Christian or Buddhist
ETF has yet to be heard of. What would
the outcome be like if the word ‘Islam’ is
not used in its financial trading?
In response, Hamedanchi
revealed that there is a company in the
US which specializes in faith-based
shares and they largely cater to a
Christian clientele. These funds have
no religious label and are simply known
as ‘socially responsible funds’. Taking
the same stand on labeling is Turkey,
where the Islamic ETFs are known as
‘participatory ETFs’. Even in Malaysia,
i-VCAP’s ETFs are called MY ETF.
The conclusion by a very diplomatic Izlan was, “Whatever a fund is going to
be called, the crucial aspect will still come
back to one thing — performance.”
IFN Asia Report 2009
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Developing Islamic Markets
through Indexation: Beyond the
Boundaries of Islamic Investors
Charlene Low
Regional head of business development,
South Asia and Hong Kong,
FTSE Group

A

n index, besides being
an economic indicator,
is also a handy
acumen-sharpening
tool for fund managers
to test their skills in exercising
stock picks. Naturally, this manner
of use has rendered it suitable for
benchmarking.
The passive manager
would say, “If an index company is
doing so well in picking these best
performing stocks, why do I want to
go against that? Why don’t I join in
and go into passive management?”
A survey revealed that seven out of
10 managers actually do not beat the
index they are benchmarked to.
Today the index is being used
as an active strategy to seek alpha.
This is when research affiliates rank
companies by book value, cash flow,
sales and dividends. They are then
able to gauge if there is a mispricing
in the market and determine if a
company’s ability to generate wealth
is in line with the stock price of the
company and whether it can be
weighed by market cap.
As such, it can be used as a
benchmark for a fund manager’s
performance where they can use
the data to explain the reasons for
an investment outcome. The index
also allows easy access to structured
products like ETFs, warrants and
futures. These are excellent hedge
tools regardless of the position
assumed.
As investors become more
sophisticated, the trend is to build
customized indexes to reflect their
actual allocation strategy, their exact
40
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view of the market and the exact
strategy they want to employ in their
investments.
The solution to standardization comes with a couple of choices.
In addition to Dow Jones, there are
Islamic indices such as FTSE MSCI
and Russel. There are also those with
in-house indices with the blessings of
their own Shariah scholars.
In making the right choice,
there are three factors to consider,
especially in using or building a
Shariah index:
• The conservative aspect. There has
been a lot of debate and different
points of view on Shariah screening
and compliance. At FTSE, we prefer
to err on the side of caution by
sticking to a more conservativebased screening.
• An index has to be consistent from
the onset, with clear, precise and
well broadcasted rules on why a
company is added or removed from
an index.
• Always be auditable. Any action
or research done has to have a
footprint for tracing purposes so
clear records of all the steps taken
must be made.
To build a Shariah index, one
needs to look into Shariah screening.
There are two areas to look at.
One is the Shariah side where
haram or forbidden activities have to
be removed. The other is to look at the
financial ratios which could be either
a percentage based on total assets
or it could be based in market cap,
depending on what view is taken.
An example is the FTSEBursa Malaysia Emas Shariah
index which has replaced the Kuala
Lumpur Shariah index. It is screened
according to the Shariah advisory
council’s screening methodology and
is sanctioned by the SC.
Then, there is the Middle
Eastern point of view with its own
Shariah screening methodology. For

this, the FTSE-Bursa Malaysia Hijrah
index has business screening and also
financial screening.

“The Shariah
index has been
outperforming
the conventional
counterpart”
In a Shariah index, most of the
weighting goes into oil and gas, followed by healthcare and technology.
The Shariah universe and
the conventional universe are
so significantly different that an
investor will want to invest in both.
In performance however, the Shariah
index has been outperforming the
conventional counterpart.
One question remains: Is
Shariah investment better? Is the
outperforming in the past 12 months
by design or is it by coincidence? This
may be by design because companies
like Enron were removed from
the Shariah index. They failed the
financial screening even before these
companies showed signs of trouble.
So, there are benefits to a
Shariah based investment. Moving
away from the religious aspect and
concentrating on the benefits of
Shariah investment, one will see the
benefit in screening companies for
harmful elements such as weapons,
gambling and tobacco. In these
screenings, companies that are not
financially healthy are also removed.
In conclusion, if one
concentrates on the very benefits of
Shariah investment screening, then
the universe can be as wide as the
investable world population. When
one is investing in companies that
are financially healthy and are not
involved in activities that harm the
world, then this means making a
sound and logical choice.
www.islamicfinancenews.com
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Equity Screening

Asyraf Wajdi Dusuki
Head research affairs,
International Shariah Research
Academy for Islamic Finance

W

hat are the
criteria and
procedures in
determining
Shariah
compliant investment? Two
compliance phases take place
—the quantitative and qualitative
processes.
The quantitative process is to
compute the contribution of nonpermissible activities and compare
that with group turnover and profit
before tax. Known as the 3C concept,
the Cs stand for consolidate, compute
and compare.
‘Consolidate’ stands for
information regarding group turnover
and profit before tax as well as the
turnover and privity of non approved
activities, share of profits, interest
income and dividends received
from investment in non approved
securities.
‘Compute’ is a comparison
on the percentage of contribution
that will be done by comparing
the turnover of privity and non
permissible activities versus group
privity, interest income versus group
turnover and dividends received
from investments in non approved
securities versus privity.
Then, there is the comparison
of percentage against the financial
benchmark accepted and endorsed
by the Shariah advisory council of the
Securities Commission which will be
done for the non-approved securities.
The benchmarks are 5%, 10%, 20%
and 25%, with 5% being used to
assess mixed activity companies.
In reality it is very hard to
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find a company which is 100% pure
from all the prohibited elements. For
example, a core business may be halal
but it is common for companies to
have some income in fixed deposits
which generate interest or riba. This
is unavoidable even though the core
business is Shariah compliant.
These are substances which
are regarded as being material or
immaterial from the Shariah point
of view. This is considered as a
benchmark to assess these mixed
company activities.

“A core business
may be halal but
it is common for
companies to have
some income in
fixed deposits which
generate interest or
riba”
For example, 5% is the
benchmark used to assess the level of
mixed contribution from a level that
is clearly prohibited, such as riba,
from interest-based companies like
conventional banks, gambling, liquor
and pork.
The 10% benchmark used to
assess the level of mixed contributions
from the activities involving the
element of ‘Al Mubawa’ which means
that they cannot be avoided. This
is something very fundamental
in Islamic jurisprudence and
considerations are used to evaluate
the portion of the prohibitive element.
In this instance, interest from fixed
deposits and tobacco related activities
are included.
The 20% mark is to assess
the level of mixed contribution from
rental income for activities that are
non Shariah compliant like rental
obtained from premises operating
non permissible activities such as
gambling and liquor trading.

The 25% limit is for assessing
the level of mixed contributions
from activities that are permissible
according to Shariah or have an
element of public interest. But there
are other elements that may affect
the Shariah status such as hotel and
resort operations, share trading and
stock broking as these activities may
involve other activities that are not
permissible according to the Shariah.
These benchmarks are only applicable
in Malaysia.
In the qualitative phase,
the pre-compliance result will be
presented to the Shariah Advisory
Council for approval. It will consider
other factors and criteria before a
decision is made. Even though a
company meets the benchmark of the
quantitative phase, the council still
needs to look into the company to
ensure that it does not have a negative
image that will tarnish the image of
Islam.
Shariah guidance is essential,
especially regarding investments in
non-approved activities which are
later approved but subsequently
classified as non-approved.
To address this, the Securities
Commission has provided guidelines
on how profit can be taken on the
announcement date as well as after
the announcement date.
If the price is less than the
original investment cost, the security
can be held until it is equal to the
original price of the investment cost,
but the dividends received can be
used to expedite the disposal. If the
price exceeds the original investment
cost, it has to be liquidated
immediately and the proceeds
channeled to charity.

The full presentation may be
downloaded from
www.ifnforums.com
www.islamicfinancenews.com
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Product Development and
Practical Issues for Islamic
Equity Products
There are a lot of good things
happening out there and taking a
look at how Islamic finance is faring
in far off lands, Chan of Hammonds
China revealed the establishment of
the Arab Chamber in Hong Kong. The
establishment of the index, according to
Chan, is a great way to show the Hong
Kong government that Islamic matters
can also be seen in a commercial light.
Ariff of Dow Jones said that it
is currently a very good market to be in
as India and China are on their way to
becoming market leaders in their own
right. This positive tension is being
primarily felt in the Asia Pacific region,
in particular Japan. He also spoke of
funds which have outperformed the
benchmarks set by the indices.
However, looking at it from a
working point was Yip of The Islamic
Bank of Asia who pointed out that the
Islamic capital market will always be
a subset of the conventional capital
market. As such, there is a lot of catching
up to do. Often, the frustration is in the
creation of debt instrument bearing
in mind that the debt market is more
developed than the equity market.
In project financing, for example,
preference shares are often used to
manage the debt equity ratio and one
reason for this is that a high equity ratio
will be reflected in the pricing of the
debt.
The only problem is that, while
it is accepted in Malaysia, preference
shares are not allowed in other Islamic
jurisdictions. To adapt, practitioners
have to structure instruments that will
take on the similarities of preference
shares.On this, Asyraf of ISRA remarked:
“This is the dynamic aspect of Shariah.
God did not make everyone homogenous
in nature”. However, he reminded
that there is a basic set of universal
agreements and one of them is about
the decision on the non-permissibility
of interest. The guarantee mechanism in
equity is also not allowed.

In terms of product Islamization
where conventional products are placed
within Islamic finance wrappers, the
crucial Shariah elements will be to see if
there is interest, excessive uncertainties,
injustices and other prohibitive elements.
However, Asyraf stressed that achieving
authenticity in Islamic products does
not mean having to come up with a new
structure. It is a matter of looking for the
right elements, and this was basically
practiced by the prophets who endorsed
the financial practices which they felt
were in line with Islamic principles.
As for the prospects of short
selling, Yip recalled a line from his
lecturers, “Always remember what is
the general and what is the exception”.
To this, Asyraf pointed out that the
Securities Commission has endorsed
the practice of regulatory short selling
in Islamic finance. However, it is not
a blanket approval.Explaining that
short selling is basically about selling
other people’s shares, it was originally
prohibited because in principle, one
cannot sell what one does not own. What
had made the scholars give short selling
the stamp of approval was the promise of
delivery.
In lieu of this, Zaha ventured
into the question of hedge funds. Would
the scholars have an opinion on how
best they can be evaluated minus the
advantage of visible benchmarks?
“At some meetings, you can be
shot (not literally) for trying to propose
a speculative sale,” replied Asyraf in
jest. And with good reason, too, as
hedge funds are famous for their nontransparency. But Asyraf assured, Islam
does not make life difficult, for it is not
the intention of God to cause hardship.
Finally, Chan affirms that the
Shariah issue has never been a problem
with the Koreans and the Chinese.
“Their only concern is the pricing. How
much more expensive is this system in
comparison to the conventional one? It is
that simple,” he said.
www.islamicfinancenews.com
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Islamic Real Estate Investment
Trusts
To see how popular the Islamic
REIT (real estate investment trust)
market is, LaBrooy of AXIS REIT
Managers asked the delegates present
for a show of hands of those who have
invested in REITs. The result, though
disappointing, paved the way for an indepth discussion.
Anuar of AmInvestment Bank
Group gave his reasons why people
invest a lot more in property stocks
rather than REITS. One disadvantage is
liquidity; another, the lack of choice.
He pointed out that of the 12
REITs that are available on the index
in Malaysia, only three are with Islamic
features. Of the total value of assets
under the REITS umbrella, RM7 billion
(US$2 billion), about 60% is in the hands
of the promoters. That only leaves RM2
billion (US$573.7 million) in the hands
of public investors. The returns, though,
are generally good as many properties
linked to Malaysian REITs are in the A
category, hence much favored by fund
managers for long term investments.
But the retail investor sees it
otherwise. One reason is the perception
that the same amount of returns can be
gained from a bull market in one or two
days instead of waiting for seven or eight
years, Anuar added.
ARSA’s Zain pointed out the
legal headaches in property and land
transfers. Another formidable challenge
is over foreign fund injection.
Hamel of Amiri Capital found this
to be a great pity, who regards real estate
as a great form of investment, the market
collapse in the Gulf notwithstanding.
He insisted that nothing can beat the
tangibility aspect.
So now, it is only a question of
getting in, said LaBrooy. He may be
perhaps giving a hint to a market which
has very traditional views on property
investment. Most people start with a
house, followed by a shop lot and only
then embark on a second home for
investment purposes.
He was, however, sure that
they are overlooking the benefits. In

the bigger REITs, for example, cash
dividends are paid out every three to
six months, and there are also the tax
efficiency features. To LaBrooy, it should
be promoted as a private equity fund
with lots of investors. The problem is the
lack of supply, which in turn has affected
the demand.
As to how more REITs can be
encouraged to come into the market,
Zain stressed on the need to introduce
guidelines for easy conversions,
especially in cases where conventional
properties take on the features of Shariah
compliancy to qualify for classification
under Islamic REITs. “As long as you
can prove that the property is Shariah
compliant without going through the
hassle of a due diligence that will take
months, it should be allowed into
the classification in the shortest time
possible,” he suggested.
So what is the property landscape
in Islamic REITs like? According to
LaBrooy, the bulk of it is mostly in office
buildings as there are fewer compliance
issues minus the absence of bars and
massage parlors for instance. However,
Zain pointed out that there is also a hotel
which has gained qualification as an
Islamic REIT.
The screening process, as he
described it, is a thorough process which
requires closing the pool area from the
view of other buildings and segregating
floors for females and families. As such,
Zain felt that conversions are possible in
most building types but this will require
much sacrifice by the owners.
But the most attractive feature of
REITs, as LaBrooy puts it, is its uncanny
ability to lead the way out of a turbulent
crisis and past records have proved
this. As for what it will take to make it
attractive to investors, Anuar summed it
up in one word — confidence.
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Drawing attention to the
successful Malaysian business model,
Tarmidzi of Etiqa Takaful said that
despite a small market — a population of
only 27 million with Muslims accounting
for 65% — the country has been able
to advance because of its pragmatic
approach to Takaful.
“It is run as a business and not
mixed with social obligations. ‘Business’
is not an obscene word. Islam accepts
it. You can be innovative and customer
focused, make money and pay zakat.
That is the way one fulfills the criteria of
social obligation,” was his view.
On why Takaful has not taken off
as successfully on the global front, Frenz
of Munich Re Retakaful explained that
while the Middle East and GCC may not
have issues with spending capability,
insurance in that region is mainly
focused on the non life and general side.
As for Europe, the industry is still
in its early days compared to Takaful
Malaysia which started more than a
decade ago.
In India, tensions between
Muslims and Hindus have made
marketing difficult.
In China, where a majority of
the Muslims are in the northwest, the
question of spending power looms large.
So, in terms of growth and
emerging markets, what does the future
hold? Sukresna from Asuransi Takaful
Umum, suggested that advancement
depends on three parties — the policy
and shareholders, agents and brokers —
and of these the brokers play a pivotal
role in pushing full-fledged companies to
service and motivate the industry.
Camps of JCC Retakaful spoke of
a major development of players in the
re-Takaful business while Fikri of CIMB
Aviva drew attention to the fast emerging
markets in the GCC and Asia which have
a 50-50 market share.
On marketing strategy,
Tarmidzi felt that the best approach is
to emphasize on the ‘feel good’ factor.
“Take it as an act of donation to help
the unfortunate except in this case, the
event has yet to happen. Positioning is

important as there is a need to explain
the intangible.
“While it is said that insurance
is for the living and not for the dead, it
has to be made clear that in Takaful the
deceased will also benefit. This can be
based on the belief that Muslims who
die without paying their debts cannot go
to paradise. So, it is about looking at the
concept of caring, sharing and justice,”
he explained.
Referring to the financial crisis,
Tarmidzi felt it is best to go back to the
basics. He recalled that during the Asian
economic crisis of the late 1990s when
housing loan interest rates skyrocketed,
many saw the benefits of fixed rates in
Islamic banking. The moral of the story
is for Takaful players to stick to the
moral high ground, he said.

“A business activity
must meet the needs of
not only the customer
but the shareholders
and the distributors as
well”
On the regulation front, there
was expectedly a consensus for greater
standardization. Tarmidzi, however,
cautioned that while it is not advisable
to have an ‘anything goes’ policy,
extremism is also not in the best interest
of the industry.
“A policy must be in everyone’s
best interests. There are only a few things
in some policies which do not meet the
criteria. All that has to be done is remove
those non-compliant features,” he said.
Likening the case of the Peking
duck which can be eaten by Muslims
as long as the duck is halal, Tarmidzi
reminded that at the end of the day,
a business activity must meet the
needs of not only the customer but the
shareholders and the distributors as well.
The arrangement will obviously not work
if the demand only caters to one party.

www.islamicfinancenews.com
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Technology, A Key Driver for
Takaful Growth Globally

Hanuman Tripathi
CEO and managing director,
Infrasoft Technologies

I

n the past, the business of
Takaful automation required
a large amount of data for
the information of customers
who have registered for
the products, definitions for policy
issuers, investment subscriptions,
liquidity, management returns,
underwriting and largely, reporting
and accounting. All of this is a
complex task which takes time, a
different kind of domain, expertise
and a large amount of investment. In
short, one will be looking at an entire
banking solution.
Infrasoft Technologies has
a solution for Takaful distribution
which can be set up more quickly
than an existing framework. The
first issue that will be addressed
is lead management, which deals
with the customer base and covers
aspects such as campaign, sales
force and contract management. The
technology is designed to manage
contacts, prospects and how the
relationship is coming along in terms
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of tying it up and generating more
clients. This can be done at a lower
cost which covers the local and global
front or across entities.
Then comes the Takaful
distribution platform which is the
core system that handles product
inclusion. This includes credit
finance, fund broking and all
universal matters including reports
and processes. Critically, there will
be a reconciliation and accounting of
transactions with the distributor, the
issuance of product and the operator.
It will process policy issuances, money
remittances, online relationship with
the banks, commission detailing,
claims and requests.
The feature of this automation
allows the entire process of lead
management to be transferred to
a mobile phone. This process of
business management can happen
from retail stores, agency offices or
branches over an internet line. This
can be applied to:
• Point of sale quotations.
• Underwriting.
• Products and sales
definitions.
• Campaign management.
• Claim processes.
• Time to time withdrawals.
Real time pricing, payment
deferrals and beneficiary interest will
also happen through the solution

and there is no need for the rewriting
of customization quotes as it comes
from the original supply. So all that is
needed is implementing a change at
the front end.
From the perspective of
opportunity, a bank can create its
own distribution backbone at a much
lower cost. It can either do this on its
own or tie up with providers of basket
products or even become distributors
of other Shariah compliant products
coming from asset management
companies, funds or lending
companies.
Once this distribution
backbone is set up, the user is not
limited to only distributing Takaful
but any product which he chooses
to expand without having to have
business processes running in his
organization and having to train
people on the processes on the other
side. This means that the user can
start marketing third party lending
products and bonds.
From what Infrasoft
Technologies has seen, larger
organizations which have begun
distribution infrastructure using
technology and offering it as an
application specific processor model
or a shared services model to other
organizations, which want to get into
the business, will get into the market
faster.
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1987

t Malaysia’s first corporate
fixed rate bond issuance
t Malaysia’s first secondary
transaction for housing loans

t Malaysia’s first corporate bond issuance
by way of competitive tender
t Malaysia’s largest corporate bond issuance

1988
1989

1992

t Malaysia’s first floating rate bond
issuance with cap and floor
t Malaysia’s first bond reopening
exercise

SETTING
2004

Malaysia’s first bond
issuance tendered
on the basis of yield

1994

FIRSTS

t Malaysia’s first securitisation
of housing loans
t Malaysia’s first residential
mortgage-backed securities
issuance

t Malaysia’s first securitisation of small
and medium enterprises loans
t Malaysia’ s first synthetic securitisation
t Southeast Asia’s largest Islamic/
Conventional funding programme
t Malaysia’ s first 40-year Medium T erm
Notes Pr ogramme
t Southeast Asia’s first strategic
partnership to develop mor tgage
guarantee programme

t Malaysia’s first secondary
transaction for Islamic house
financing debts
t Malaysia’s first Sukuk
Mudharabah issuance
t World’s first Islamic
mortgage bond issuance

t
t
t
t

World’s first rated Islamic
residential mortgage-backed
securities issuance

2005

Malaysia’s largest Sukuk Commodity Murabahah issuance
Malaysia’s largest Sukuk issuance in 2008
Malaysia’ s first AAA-rated 20-year Sukuk issuance in 2008
World’s first Islamic mor tgage guarantee programme

2008

2009

The Asset Inaugural Triple A Islamic
Finance A wards
t Islamic Issuer of the Year
t Most Innovative Deal of the Year

2007

From the initial purchasing of conventional housing loans in
1987, today Cagamas Berhad has established itself as the
second largest and leading issuer of debt instruments after the
Government of Malaysia as well as one of the top issuers of
Sukuk in the world.

Cagamas continues to actively diversify whilst strengthening its
foundations for sustainable future growth.
Leveraging on its strengths and in-depth knowledge of markets,
Cagamas has embarked on an era of transformation that will
further reinforce its position as the National Mortgage
Corporation and growing presence as a premier securitisation
house in Malaysia and the ASEAN region.

The past two decades saw Cagamas break through with
innovative capital market products and launch numerous
landmark deals.

NATIONAL ANNUAL
CORPORATE REPORT
AWARDS

Best Local
Currency Bond
Deal of the
Year
2004

Best Local
Currency Bond
in Asia
2004

Best Malaysian
Ringgit Bond
2004

Best Malaysia
Deal Best
Domestic
Securitisation
Deal Best
Islamic Finance
Deal
2005

Islamic Finance
Deal of the
Year
2005

New Islamic
Benchmark
Deal
2005

Malaysia
Capital Markets
Deal of the
Year
2007

Levels 31 & 32, The Gar

Asian Deal of
the Year
2007

Best Domestic
Securitisation
2007

New Structured
Finance
Benchmark
Deal
2007

Best Annual
Report
2001 2004
2006 2007

Islamic Issuer
of the Year
2009

Most
Innovative Deal
of the Year
2009

Cagamas Berhad
157931-A
dens Nor th Tower, Mid Valley City, Lingkaran Syed Putra, 59200 Kuala Lumpur, Malaysia
Tel: +603 2262 1800 | Fax: +603 2282 9125
www.cagamas.com.my
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Investment in Takaful:
Challanges

Abd Kadir Sahlan
Chief executive officer,
Mayban Investment Management

T

akaful and investments
go hand in hand and are
inseparable. As a result,
all challenges faced by
the Takaful investment
operator will also be challenges for
the Takaful operator as well. As such,
in the rapidly changing environment
and the competitive nature of the
industry, there is a need to be agile
and adaptable.
The fund structure of Takaful
is segregated into the participant
account and risk. The participant
account is called savings because the
investment is not specific. It is a mix
of asset classes. For the investment
link, the participant account is known
as an investment because of its
specific nature.
On the general Takaful, the
participant account is all in the

risk fund, which is also invested to
generate returns. The investment
content is very much skewed towards
the family Takaful fund where there is
a segregated account for each policy.
Tabarru’ (contribution) will
first go to the Wakalah (agency) based
on a certain percentage that has been
agreed, and the remaining money
will go into the participation and risk
accounts.
The difference between
Takaful and conventional insurance
is the transparency. It is possible
to compare the performance of the
participant account against other
operators unlike the convention
where the funds are combined.
From the investment
management perspective, the risk
account is also seen as an opportunity
provider. This can come from the
sharing of the surplus arising from
either the risk side or effective
management, and early agreement
would have been made to split the
surplus.
This applies to the participant
account where, if a certain return
can be generated exceeding a certain
agreed threshold, that can be shared.

If there is a good investment team,
the Takaful operator will benefit from
the profit sharing.
The challenges, at a glance,
are not much different from any
other business. The only uniqueness
is in the young age of the industry
itself. While mergers, acquisitions
and globalization are the norm in the
automotive and IT industries, they
are active challenges in the Takaful
industry. The main concern will
be how they will affect investment
upgrading in terms of skill and
requirement.
The first challenge is the
intense competition. The incumbent
will feel the challenge immediately in
terms of the talent crunch where staff
may be pinched or in terms of more
attractive products.
The second is in marketing
channels where emphasis has to be
placed on a sales team which is also
competent in investment knowhow.
Touching on globalization, there
is a need to learn how to rewrap
structures to adapt to the different
jurisdictions in the fastest turnaround
time possible.
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The Development of Investment
Linked Takaful Products
There was no sugarcoating
from Hisham of BNP Paribas Islamic
Asset Management Malaysia when he
described how the drop in the stock
market had left some Takaful companies
unable to raise funds. They may be
salvaged as the economy recovers and
generates a need for more products to
serve new emerging markets.
In this regard, Akram of ISRA
mentioned two important factors. One is
the need to educate and spread the word
about Takaful products to Muslims and
non Muslims alike. The other is to rethink
the branding strategy, suggesting that
using Arabic terms may not be the right
strategy in attracting a wider market.
According to Jaffer of FWU
International, investment linked Takaful
are currently much sought after in
Malaysia and the GCC region.
“Managers are looking at the
Shariah compliant funds and selecting
the best performers, and in the GCC
there has been popular development
in two types of Takaful — one which
sees the investor getting back the same
amount back on maturity and the
other which logs in gains during the
investment life cycle,” he said.
The advantages in investment
linked Takaful, according to Zainal of
Mercer Zainal Consulting, is the minimal
capital requirement. However, he
cautioned that it is up to the consumer to
find out what’s being bought and be fully
aware of the risks involved.
In Akram’s view, when clients
give the mandate to invest, the Takaful
operator should make it a point to inform
them about the charges involved. There
must be guidelines on the type of fees
and these should be fair, and not take
advantage of the client.
And where investments and risks
are involved, the question of capital guarantee and protection will pop up. Jaffer
explained that capital guarantee has the
protection of an institution while capital
protection is self securing, where the
protection features of an asset portfolio
are collateralized by zero coupons.

In the conventional world,
insurance that come with a capital
guarantee generally has a single ‘A’ rating
at the very least and there are no Takaful
solutions in the market which have that
kind of guarantee.
“Capital guarantee is a no-no
under the Shariah,” offered Akram.
So, what happens to the money
in the case of a bad performance? Jaffer
advised that it is the onus of the policy
holders to take a proactive stand in their
decision making. There is always the
option of staying put or taking shelter
elsewhere.

“The advantages in
investment linked
Takaful is the minimal
capital requirement”
Zainal commented that
something is not quite right with regard
to investor and manager relations and in
this aspect, he brought up the role of the
agent. “When an investor pays the agent,
the agent should act in the best interest
of the investor. In selling the product,
there has to be transparency where the
agent should reveal how much of the
investment will be eaten up by the fees.
Secondly, how can we make sure that the
interests of the investor and the agent are
aligned?” he said.
Coming to the question of
whether a wakeel should return the
premiums in the case of an investment
mishap, Akram was resolute in insisting
that a mudarib is responsible in seeing
that it is managed in a proper manner
and that due diligence is done.
In this case if the investment
still does not perform, he is not liable.
However, if there is evidence pointing to
negligence or misappropriation then the
mudarib is liable to compensate the losses.
As for the question of Hibah,
Akram said that on the micro level,
nobody will say that it is illegal but on
the macro level, it would be a dilution of
the concept.
IFN Asia Report 2009
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White Label

Sohail Jaffer
Partner,
FWU International

W

hite labeling
is a product or
a customized
service sold
under the
distributor’s brand name. It is not a
new phenomenon and one example is
Tesco where 40% of the products in
its supermarkets carry its brand. In
white labeling, the packaging and the
branding is done by the distributor
and is aimed at creating co-branding,
brand equity and brand loyalty.
Banks too, are creating
products under their own brand such
as Saadiq by Standard Chartered,
Amanah by HSBC and Najmah by
BNP Paribas.
A case study in white labeling
is AmBank Malaysia. Its Takaful

products carry the AmHigh name
and are branded by AmBank. The
products may have third party
ingredients embedded in them, but
that is not visible. It’s just like a
BMW — the parts may be made in the
Czech Republic, Brazil or a factory in
Madras, but the fact is that you are
driving a BMW.
Another case is Maybank
Etiqa. Etiqa is the in-house provider
for conventional insurance and
Takaful and Maybank is its major
distribution channel. It is still a
supplier nevertheless and is featured
in the marketing materials as being
the Takaful provider.
However, the product is
branded under the Maybank brand
and that’s what the customer
recognizes and that makes it easier to
sell. FWU, an international financial
services company, is in the business of
undertaking white labeling and is now
with 12 different banks worldwide
where it takes on the role of invisible
product provider. These banks
then distribute the products under
their branding. In terms of family
Takaful unit linked investments,

the Takaful operator can be either
an international or a local while the
distribution partner is generally a
bank. The bancaTakaful business is
growing fast because that’s where the
distribution is concentrated.
Brokers in the emerging
markets don’t have such great
distribution powers as banks have,
unlike European markets where
20% of the products are distributed
by banks and 80% through IFAs
(independent financial advisers).
FWU also has a strategic outsourcing
partner to help in the white labeling
process.
A study by KPMG for the
UK and European market on white
labeling in the area of general
insurance or Takaful has concluded
that it is on the increase. This shows
that the benefits of white labeling
are there. It enhances brand loyalty,
strengthens customer relationships
and increases brand equity.
The full presentation may be
downloaded from
www.ifnforums.com
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Takaful, the Backbone of
Islamic Wealth Management

Zaha Rina Zahari
Independent non- executive director,
MAA Takaful

F

rom the 1960s to 2009,
Takaful has grown
from being a simple
savings and protection
plan to take on more
sophisticated functions like wealth
and asset management. It is also
exciting to see the growth of Takaful
in Malaysia since the coming into
force of the Takaful Act in 1984,
especially in the scope of investmentlinked products. In the future, it
is expected that there will be more
hybrids of such products from the
institutions.
Expectedly, the future will
see these institutions covering more
width and depth in their products
such as trusts, management and
consultancy which will in turn create
an abundance of products in each
of these sectors. For example, MAA
Takaful’s retail products are not
limited to unit trust and mutual funds
but also extend to private equity and
specialized funds which provide a full
range of wealth management services.

Wealth management has
certainly caught on in Islamic banking
and the next wave will see the wealth
manager having a niche market
clientele with an exclusive range
of products. As such, the Financial
Planning Association of Malaysia
is working to groom a new breed of
Islamic financial planners for this
purpose.
There is also an additional
part called wealth purification or
zakat, and this growth has also been
encouraging. Some banks also offer
zakat payment services for their high
net worth clients through their wealth
managers although the income from
this will be very insignificant. State
religious bodies will manage the zakat
fund for the financial institutions.
Making up 2.5% of the current assets,
it is estimated that the collection
will amount to about RM500 million
(US$143.25 million) a year in the
country.
In short, the growth of
BancaTakaful will be catalyzed by
Islamic wealth management and the
Islamic bank will become a financial
supermarket offering an all inclusive
range of products under one roof.
This financial plan will be based on
the comprehensive needs of high net
worth clients where their financial
needs will be calculated based on
input. From there, a customized

policy can be designed for their
specific needs.
Currently, the main challenge
is in raising investments and this is
being made worse by non-Shariah
institutions grabbing Shariah
compliant investments to cater
to their customers. Furthermore,
the Sukuk are mostly of the fixed
income category based on Bai Inah,
Tawarruq, Murabahah and Ijarah.
There is also a shortage of innovative
financial instruments.
To address this situation,
there should be more bonds based on
Mudarabah with a pre-determined
profit sharing model and the
introduction of micro Takaful for
economic viability. This will address
the need of the masses.
Another possible Takaful
solution for high net worth
individuals would be reverse
mortgages. For example, instead of
mortgage reducing term Takaful,
there could be mortgage increasing
term Takaful which shall address the
needs of high net worth individuals
with increased risks and overdrafts.
The backbone of Islamic
wealth management will inadvertently
lie in Takaful. The potential is great
as Takaful funds are still considered
small and thus has plenty of room to
grow.
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Effective Risk Management and
the Takaful Industry
In deliberating the far reaching
consequences of risk mismanagement in
the investment arms of Takaful, Fisher
of Khidr Solutions cautioned that the
ensuing result of this negligence will
inadvertently lead to profit loss. He
spoke of “gigantic consequences,” citing
as an example a bank which lost US$85
billion in the financial tsunami.
On the adverse effects of applying
risk analyses of the quantitative kind in
the Takaful industry, he said that while
there are important roles for statisticians
and actuaries within the Takaful sphere,
the lack of historical data within the
still-nascent industry may not result in
accurate forecasts.
Lee of KPMG felt that risk
management also needs to look at the
credit and enterprise side, while Odierno
of Mercer Zainal Consulting urged that
the tussles between the Shariah counsel
and Takaful corporate governance be
resolved as soon as possible.
“Definitely, there are issues and
one example is the suicide clause which
calls for an exclusion. The Shariah
council, however, states that everybody
has to be responsible for his or her
action,” Odierno said.
Fisher explained that the issue
of risk management comes with a long
list that includes a close hard look at
the entire physical operation of the
enterprise and its decisions on strategies
involving financial and investment
activities. Where cross border
transactions are involved, there is also a
need to look at exchange risk to mitigate
loss from currency fluctuation.
So, where do these issues leave
the policy holder? Odierno pointed out
that in Takaful, in addition to the explicit
guarantees, there are also high chances
that guarantees of the implicit kind may
make its way into the picture. However,
he cautioned that this is also where ‘misselling’ comes to the fore though this may
not be done intentionally. Debates could
also rage over the promise of capital
return, which in itself is a confusing
process as it is split into two different

funds, which in turn begs the question
of who has the right of ownership, in
particular the risk fund.
The fact is that, said Odierno,
even among the Takaful practitioners,
there are conflicts as to what is ‘haram’
and ‘halal’. He said that at one Takaful
conference, a group of Shariah advisors
from Bahrain stood up and declared
Malaysian Takaful as haram. This,
coupled with a lack of understanding,
acted to compound the problem. One
example is the surplus issue for which
Odierno said he was getting different
answers from different practitioners he
interviewed in a personal survey.

“Definitely, there
are issues and one
example is the suicide
clause which calls for
an exclusion”
At this juncture, Fisher reminded
the audience that while Takaful has
evolved to cover wealth management,
it should be kept in mind that the real
reason for the existence of Takaful is
to ensure community well being and to
serve the needs of the unfortunate in
the event of mishap such as a fire or an
accident.
“For many decades the strongest
and most popular were the mutual
companies where the only members
were the policy holders. This acted as an
effective risk management mechanism
for long periods when the objective was
not in profit making,” he said.
Odierno suggested that for once,
it would be nice if the Shariah councils
and the companies could present their
policies in the presence of the policy
holders.
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Operational and Organizational
Issues Facing Today’s Takaful
Industry
Putting a light hearted angle on
the issue of raising capital was Hassan of
Takaful Malaysia who confessed that he
wouldn’t know how it was done as when
Takaful Malaysia started in 1984, he was
still in school.
Imagining the scenario at a time
when Shariah compliant options were
still limited, Hassan assumed that the
investment arm would have looked to
fixed deposits as a means to raise capital.
He noted that the compulsory minimum
capital for a Takaful operator at present
is RM100 million (US$28.7 million)
regardless of profile or assets size. To
this, Smith of Ernst & Young felt that the
capital requirement should be able to
cover the risks.
The capital issue is a real
one indeed for Prasetyo of Asuransi
Jiwasraya as the Takaful market in
Indonesia is still in its infancy. The
factors needed to initiate and address
the capital issue in this part of the region
are many fold, and among them is the
limited investment horizon, he said,
recalling: “We had to flip over to move
forward. That meant a lot of homework
on the operational side.”
Here, Smith emphasized the
need for the establishment of certainty
as capital difficulties in the Takaful
market is one issue that needs immediate
redress.
“There is a need to be clear,
especially when it comes to surplus.
What needs to be done when there is a
deficit? There is a need to remember that
when something goes wrong in Islamic
finance, for example Takaful, there is the
risk that the operator can be accused of
outraging a person’s faith,” he said.
Even in Malaysia, Hassan
acknowledged, there are many issues
involving the Mudarabah and Wakalah
models. The variations in Shariah rulings
over the question of profit sharing are
still not clearly defined. This means that
there will be limitations imposed on the

policy and shareholders and this has also
raised questions on fairness and equity.
The shortage of human talent is another
issue and he insisted that while Malaysia
has seen great advancements in the
Takaful industry, there is still plenty of
room for improvement.

“The operator should
have some form of
buffer against risk and
as a last resort only
can an operator dip
into the shareholders’
funds”
But foremost on Hassan’s mind
was the question of residence for capital
funds. Do they go into a risk fund or
an operation fund? Then there is the
question of whether an operator will have
any facility to access the participant fund
in case of insolvency? These, he said,
have become highly debatable topics but
he reasoned that the operator should
have some form of buffer against risk
and as a last resort only can an operator
dip into the shareholders’ funds.
In comparing tax structures for
conventional insurance and Takaful,
Smith said that it would be difficult to
standardize and this will have to be done
on a case by case basis.
However, Smith did offer a
positive insight into the consolidation
of Takaful companies by saying that
the diversity would make for a more
desirable Takaful landscape for the
merged entities provided that the
difficulties in boundaries, models and
business conduct are ironed out.
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ARTICLE By Sohail Jaffer

Shariah Compliant Investments
Weather Most of the Storm in Asia

A

s the global economic and financial landscape
has undergone seismic changes over the past
couple of years, it is hardly surprising that the
world of asset management has been affected
too. The global asset management industry
has seen its assets shrink for the first time since 2002; the
number of funds has fallen from 70,000, worth US$26.2
trillion, in 2007 to only 58,000, worth US$21.7 trillion, in
the third quarter of 2008. Not only is the number of funds
decreasing, but also their value in assets, with investors
erring on the side of caution and withdrawing their money.
According to Lipper, estimated net withdrawals from
investment funds are over EUR201 billion in Europe alone.
However, this is not all bad news for the
world of investment management. Ernst & Young and
PricewaterhouseCoopers have both issued reports on
Shariah compliant funds, highlighting their powerful and
continuing growth. Between 2007 and 2008, Shariah
compliant assets under management showed an increase of
US$2 billion. Overall, the Islamic financial services volumes
are growing at over 20% per annum and are now worth
more than US$1 trillion, a momentum not shared by the
conventional sector.
In terms of assets, those volumes have quadrupled
in the past three years, due to a more diversified range
of financial instruments offered by Islamic financial
institutions, out of which 90% are in the Middle East and
Asia. It is believed, however, that Islamic finance will soon
tap new sectors and geographies in order to have a much
greater global presence and attract a wider audience.

Malaysia: The Asian case study
The example of Malaysia is the most telling. It
is widely recognized that the country is well positioned to
provide Islamic financial services and facilities in Europe,
hence reinforcing the message that secular countries can
also benefit from Shariah compliant finance. Already,
Malaysian banks, such as Maybank and CIMB, have
representative offices in London, which can collaborate
with institutions in Europe to expand their Islamic banking
services.
The Lord Mayor of London Alderman Ian Luder
praised Malaysia for its flourishing Islamic financial sector
during his speech at the Malaysia-UK Islamic Finance
Forum in Kuala Lumpur in July. He welcomed the country’s
financial sector liberalization, which will enable the two
countries to work even more closely together in areas like
policy exchanges and mutual recognition of standards.
The British are also particularly interested in tapping into
Malaysia’s expertise in developing an Islamic financial
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market, by encouraging professional exchanges between
Islamic finance staff, experts and students, as well as
highlighting the necessity of joint education programs.
In Asia, the combined volume of the banking, Sukuk, asset
management and Takaful sectors has grown from US$30
billion to US$58 billion in three years, with Takaful volumes
growing at a staggering 98% within the same period. Most
of those volumes are concentrated in Malaysia, where
the total fund assets of the Takaful industry are worth
MYR10.5 billion (US$2.9 billion) with a 5.7% return on
investment (ROI). The Malaysian government has not only
shown willingness to liberalize its financial sector, but has
also played a leading role in promoting Islamic finance
by launching its first Sukuk for US$600 million in 2002.
Islamic deposits and Sukuk issuances send a clear signal
of support by the government and local authorities to the
industry.
Outside Malaysia, countries such as Indonesia,
Pakistan and India show a clear interest in Islamic finance,
with local governments giving their support, as well as
populations becoming increasingly aware of the Islamic
range of products and showing an appetite for them.
Between 2005 and 2007, global gross Takaful
contributions posted an average compound annual growth
rate (CAGR) of 30%, according to the World Takaful
Report 2009. In 2008, total net Takaful contributions
reached US$849 million. This translates into a doubledigit net contribution growth of 18%. On the other hand,
conventional insurance’s net contributions recorded a
single-growth digit of only 0.7% over the same period of
time. The popularity of Takaful in Malaysia shows a very
interesting trend; research shows that a staggering 60% of
Takaful customers in Malaysia are non-Muslims.
Growth in Takaful contributions is partly due to
rising per capita incomes across the Muslim world, driven
in part by high commodity prices, which has fuelled a
conspicuous increase in demand for financial products
and services, including Shariah compliant insurance and
investment management. In Malaysia, Islamic insurance is
an integrated concept and distributors are doing a very good
job making sure potential customers know about it.
Consequently, we see more and more strategic
alliances between banks and insurance companies emerging
in the Middle East and Asia, evidence of the compelling
economics of the Bancassurance business model. The
Malaysian government’s softening stance on the country’s
financial sector saw the issuance of new licences for
seven banks, including two foreign players. These have
contributed to the growing success of the Bancatakaful
solution, as it provided opportunities for further alliances.
www.islamicfinancenews.com

Indeed, successful joint ventures have already
been established for a number of years, as for example, ING
and Public Bank, or CIMB and Aviva. Maybank, who joined
forces with Fortis to create the country’s first Bancatakaful
player with 39.3% of the market for Family Takaful products
in 2008, has also implemented a successful model with its
Takaful subsidiary Etiqa. The rapid expansion in the Takaful
industry in Malaysia is viewed by many market participants
as a blueprint for what could be achieved elsewhere.
According to Kuala Lumpur-based CIMB-Aviva, worldwide
demand for Takaful products is projected to reach US$10.1
billion by 2011, of which US$3.2 billion are expected to
come from Asia.

Shariah compliant investing makes sense
According to the Global Banking Corporation
based in Bahrain, Islamic financial institutions have become
far more aware of the necessity to further diversify their
asset portfolios. The growing Sukuk market should help
widen the range of asset classes eligible for investment,
hence luring a growing number of investors. Islamic banks
have also started to explore new business lines, such as
mortgages, which could pave the way for more active
Shariah compliant securitization.
Some of the global financial players have already
joined the bandwagon and have added to their existing
range of Shariah compliant products; Prudential, Citigroup
and Deutsche Bank all offer Islamic structured investments
to their customers. The offering is an attractive one, as it
secures capital protection on the initial sum invested for
the duration of the program, as well as a yearly profit if the
investment performs. In other words, a win-win situation
for the investor. Also, the growing success of multi-manager
programs, like those offered by AXA, indicates that investors
do not want to place all their eggs in one basket.
There is definitely a growing tendency to play it
safe and, increasingly, products are based on a conservative
asset allocation of 80% exposure to money market
instruments and fixed income securities and just 20% to
equities. A balanced product would be based on a 50/50
allocation, while a growth strategy would channel 80%
into equities and 20% into money market and fixed income
assets. As an added safeguard, investors who change their
risk appetite can recalibrate their allocation to conservative,
balanced and growth strategies accordingly, hence
diminishing the risk of losing money.
In terms of strategy, a number of studies have also
suggested that over the longer term, it is more rewarding
to invest in the market at regular and pre-defined intervals.
This strategy is known as dollar-cost averaging and allows
investors to benefit from temporary dips in the market by
acquiring units at a lower cost when markets are weak. For
investors, the process is a simple one, with most Family
Takaful providers setting up monthly or quarterly bank
debit schemes to allow unit-holders to build up their
investments over a prolonged period.
In terms of innovation, the FWU Group — a global
www.islamicfinancenews.com

leader in Takaful expertise — has just developed a dynamic
principal-protected equity strategy for both regular and
lump sum customers, in conjunction with an international
bank. The main customer benefit is that it secures capital
growth at maturity by locking in the highest net asset value
(NAV) of the strategy, measured on a monthly basis, during
the complete term of the investment. The new technology, to
be used in the Family Takaful investment-linked programs,
involves an overlay of a dynamic principal protection
strategy composed of an actively managed portfolio of
underlying third-party Shariah compliant equity mutual
funds.
However, it is not all rosy and despite new
innovations and technologies to prevent too great a loss
for the investor, there are always risks associated with
investment products, as the return also depends on the
ability of the fund issuers to perform their obligations, or for
the counterparty not to default on the investment payments
and principal of the investment program.
The entity responsible for the safekeeping of
investors’ funds can encounter financial difficulties and,
therefore, investors need to ensure that they are protected
against custody risk, or the danger of the loss of securities,
or cash held in custody as a result of insolvency, negligence
or fraudulent action of a custodian or sub-custodian. One
way of ensuring that this risk is minimized is for investors
to choose a custodian bank of a high-credit quality that
is located in a developed jurisdiction, where assets under
custody are securely ring-fenced from the balance sheet of
the custodian bank itself.
While it is safe to say that the customer’s profile
has changed over the past couple of years, the appetite for
diversified and new types of investments still exists. In
the Middle East and Asia, there is an increasing trend for
professional individuals, on an average income, to plan for
the medium or longer term. Also, as most emerging markets
have predominantly young demographics, the customer
base will continue to grow over the years. This can only
augur well for Shariah compliant investments throughout
the world.

Sohail Jaffer
Partner
s.jaffer@fwugroup.com
FWU AG
4a Rue Albert Borschette
L-1246 Luxembourg
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across Asia, the Middle East and Europe.

For more details, contact us:
Tel: +603 2162 7800
info@IslamicFinanceTraining.com

Fax: +603 2162 7810
www.IslamicFinanceTraining.com

ASIAN ISLAMIC FUNDS
Top 30 Islamic Funds in Asia (1st August 2008-31st July 2009)
Rank

Fund Name

Fund Manager

Ann.Return

1

TA Dana Fokus

TA Investment Management

21.48

2

ING Annual Income Climate Structured Fund

ING Funds

20.71

3

AMB Dana Arif

Amanah Mutual

16.35

4

TA Islamic Fund

TA Investment Management

14.96

5

Public Asia Ittikal Fund

Public Mutual

13.06

6

CIMB Islamic Asia Pacific Equity Fund

UOB Asset Management

11.07

7

Public Islamic Bond Fund

Public Mutual

10.66

8

TA Dana Optimix

TA Investment Management

10.38

9

PB Islamic Asia Equity Fund

Public Mutual

9.53

10

Public Islamic Enhanced Bond Fund

Public Mutual

9.03

11

Prudential Dana Al-Islah (PRUdana Al-Islah)

Prudential Fund Management

8.73

12

Pacific Dana Aman

Pacific Mutual Fund

8.58

13

PB Islamic Bond Fund

Public Mutual

7.96

14

CIMB Islamic Sukuk Fund

CIMB Wealth Advisors formerly known as SBB
Mutual)

7.76

15

Prudential Dana Wafi (PRUdana Wafi)

Prudential Fund Management

7.68

16

Public Islamic Select Bond Fund

Public Mutual

7.10

17

RHB Islamic Bond Fund

RHB Unit Trust Management

6.93

18

MAAKL Al-Umran

MAAKL Mutual

6.68

19

RHB Mudharabah Fund

RHB Unit Trust Management

6.66

20

Public Islamic Opportunites Fund

Public Mutual

6.59

21

Avenue AsnitaBond Fund

Avenue Invest

6.38

22

Apex Dana Al-Faiz-i

Apex Investment Services

6.35

23

MAAKL Shariah Asia-Pacific Fund

MAAKL Mutual

6.34

24

Pheim Asia Ex-Japan Islamic Fund

PHEIM Unit Trusts

6.11

25

Prudential Dana Al-Ilham (PRUdana Al-Ilham)

Prudential Fund Management

5.89

26

Public Islamic Dividend Fund

Public Mutual

5.87

27

Public Islamic Asia Dividend Fund

Public Mutual

5.81

28

MAAKL-CM Shariah Flexi Fund

MAAKL Mutual

5.71

29

CIMB Islamic Kausar Lifecycle Fund 2017

CIMB-Principal Asset Management

5.67

30

Amanah Saham Wanita - ASNITA

Avenue Invest

5.63

Contact Eurekahedge
To list your fund or update your fund information: islamicfunds@eurekahedge.com
For further details on Eurekahedge: information@eurekahedge.com
Tel: +65 6212 0900
www.islamicfinancenews.com
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ASIAN ISLAMIC LEAGUE TABLES
Top Managers of Islamic Bonds (1st September 2008 – 31st August 2009)
Amt US$ m

Issue

% Share

1

Manager or Group
CIMB Group

2,929

27

38.0

2

AmInvestment Bank

2,090

13

27.1

3

Morgan Stanley

499

1

6.5

4

Citigroup

499

1

6.5

5

HSBC

394

7

5.1

6

RHB Capital

383

10

5.0

7

Maybank Investment Bank

291

10

3.8

8

BIMB Holdings

178

4

2.3

9

Standard Chartered

98

3

1.3

10

Malaysian Industrial Development Finance

86

6

1.1

11

Bank Muamalat Malaysia

84

3

1.1

12

EON Bank

66

3

0.9

13

Oversea-Chinese Banking Corp

55

1

0.7

14

OSK

31

2

0.4

15

Kenanga Investment Bank

28

1

0.4

Subtotal

7,710

54

100.0

Total

7,714

54

100.0

Top Issuers of Islamic Bonds (1st September 2008 – 31st August 2009)
Issuer or Group

Instrument

Amt US$ m

Issue

1

Petronas Global Sukuk

2

Terengganu Investment
Authority
Cagamas

% Share

Ijarah Islamic bond

1,498

1

19.4

Morgan Stanley, CIMB Group, Citigroup

Murabahah Islamic
bond

1,422

1

18.4

AmInvestment Bank

Murabahah MTN

647

5

8.4

Standard Chartered, AmInvestment,
Maybank Investment Bank, HSBC,
CIMB Group, RHB Capital

Khazanah Nasional

Sukuk Musharakah

601

3

7.8

CIMB Group, AmInvestment, Maybank
Investment Bank

Danga Capital Bhd

Sukuk Musharakah

444

1

5.8

CIMB Group, AmInvestment

3

4
5
6

Penerbangan Malaysia

Murabahah MTN

411

1

5.3

HSBC, CIMB Group, AmInvestment

7

Rantau Abang Capital

Sukuk Musharakah

381

1

4.9

CIMB Group

8

RIM City

Bai Bithaman Ajil MTN

277

2

3.6

CIMB Group

9

MISC

Murabahah MTN

269

1

3.5

HSBC, CIMB Group, AmInvestment

10

Seafield Capital

Sukuk Musharakah

196

1

2.5

CIMB Group

11

Projek Lintasan Shah
Alam

Murabahah MTN

174

4

2.3

RHB Capital

12

PLUS SPV

Sukuk Musharakah

151

1

2.0

BIMB Holdings, CIMB Group

13

Jimah Energy Ventures
Holdings

Istisna MTN

149

2

1.9

AmMerchant, Bank Muamalat, RHB
Investment, MIMB Investment Bank

Malaysia Debt Ventures

Murabahah MTN

145

1

1.9

BIMB Holdings, CIMB Group, RHB
Capital

SYABAS

Bai Bithaman Ajil MTN

140

1

1.8

BIMB Holdings, CIMB Group, HSBC

Subtotal

6,905

26

89.5

Total

7,714

54

100.0
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