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Global financial meltdown — current financial architecture is being questioned...

High leveraging & increased risk
taking reinforces asset bubbles

Poor underwriting standards &
insufficient due diligence conduct in
asset back securitisation origination

term value creation

Collapse of corporate governance
& lack of transparency

______________________________________

to emerge

World economy is entering a major slowdown,
driven by worst financial crisis in 75 years

i Losses by major banks, with more bank failures |

| BY HAROLD JAMES |

al response to the world’s current
financial disorder has prompted
French President Nicolas Sarkozy,
British Prime Minister Gordon Brown,
and German President Horst Kihler, a
former head of the International Mon-
etary Fund (IMF), to call for a new
Bretton Woods Conference in order
to design a new global financial sys-
tem. But such a demand depends on
a clear understanding of what a new

agreement might provide.
- Itis easv to see the appeal of scrap-

Thc chaotic and costly internation-

Woods, believed that the true lesson
of the failures of the Depression-era
1930s lay precisély in the character
of the large and chaotic 1933 London
World Economic Conference. Key-
nes concluded that a really worka-
ble plan could be devised only at the
insistence of “a single power or like-
minded group of powers”.

Keynes was basically right, but he
should have added that it helps when
one power can negotiate with one oth-
er power. [n the past, the most effec-
tive financial diplomacy oceurred bi-
laterally, between two powerful states
that stood for different approaches to

regulated hedge funds managing the
capital flows. On the other side was
the Chinese solution, with increas-
ingly costly reserve management giv-
ing way to activist sovereign wealth
funds looking for strategic participa-
tion in investments abroad.

Both approaches were flawed —
and liable to produce political con-
troversy. The American model failed
because banks proved to be highly vul-
nerable to panic once it became clear
that sophisticated new financial instru-
ments had formed a haystack spiked
with sharp, dangerous, and indigest-
ible losses. And, inevitably, today’s

“ Need to speed'up review of financial architecture

THERE is a need to speed up the
review of the present financial
architecture in order to prevent,
manage and resolve future crises
in a glohal environment of liber-
alised capital flows.

A research fellow of the Ma-

. Islamic finance has been a
' subject of discussion and
reviews ... the least affected and
largely unscathed

change rate in combination with
some controls on destabilising
capital flows would remain the
most plausible option.

Chew said the volume of inter-
national capital flow which had
experienced dramatic expmmiq‘r}

Sources: World Bank, IMF, Bloomberg, BNM, G10, Andrew Sheng (IFSB 2008); The Edge, NSTP

many economies in ways that will
be beyond Lhe contrel of the poli
cymakers,” he said, adding that
Malaysia was right in drawing
attention to these negative as-

pects. o
“A strengthening of institutions
ceed dembesmnatisamal  assanoomanta



Islamic Finance is based on Shariah principles that is universal in nature..

KEY ELEMENTS OF ISLAMIC FINANCE (IF)

Direct link to real economy .
Certainty — supported by underlying

activities (avoidance of gharar - & & .
uncertainty) &

Prohibits excessive leveraging

Money is not commodity Shariah ; .
o Slide 20 ValueS
consistentw .
ith
Greater transparency & universal .
disclosure - .
v" additional Shariah
governance .
V" unique risks
Greater fiduciary duties &

accountability
Upholding public interest 0 Slide 23
(maslahah)

Avoidance of unethical activities
e.g. hoarding

Avoidance of maisir (gambling) &
riba (interest)

Screening investment 0 Slide 21
Forbearance for customers in
difficulties

Responsible banking

Different contractual relationship
Equity-based & risk-sharing
transactions

Clearly defined risk & profit-
sharing characteristic serve as
additional built-in mechanisms

0 Slide 22

... universal values embedded in Shariah principles has a valuable inherent-
prudential features that strengthens the safety nets of a banking system



More leaders are now voicing in support of the universal values promulgated
by Islamic Finance...

BEE - -

& Printable versian

Archbishops attack City practices

The two most senior figures in
the Church of England have
condemned the practices of
some financial traders.

Writing in the Spectatar,
archbishop of Canterbury Dr
Rowan Willams attacked "paper
transactions with no concrete
outcome beyond profit for
traders",

The Archbishaps of Canterbury and

0 Slide 24

Malaysian Reserve

country to

banks, which

gage crisis by

Yatican Says Islamic Finance May Help Western Banks in
< risis

Share | Email | Print | & A A
By Lorenzo Totaro

March 4 (Bloomberg) -- The Watican said banks should ook at the rules of
Islamic finance to restore confidence amongst their clients at a time of global
ECONOMIC Crisis.

*The ethical principles on which Islamic finance is based may bring banks closer
to their clients and to the true spirit which should mark every financial service,”
the Vatican’s official newspaper Csservatore Romano said in an article in its
latest issue late yesterday.

Author Loretta Napoleoni and &baxbank Spa fired income strategist, Claudia
Seqgre, say in the article that “\Western banks could use tools such as the
Islamic bonds, known as sukuk, as collateral”, Sukuk may be used to fund the
“rrar industry or the next Olympic Games in London,” they say.

Crisis widens appeal
of Islamic finance as
France jumps on board

FRAMNCE is
the latest
woo Islamic
avoided much,
of the damage

from the sub-
prime morit-

following )
strict princi- [oehe = ®

ples laid out in the Quran, as the global financial crisis
broadens the appeal of Islamic finance, reports news-
wire AP.

FINANCIAL TIMES

Gardan Brawn, British prime minister, told the annual conference ofthe ruling Labour party
twr0 weeks ago that his government mawved to han short selling of hanks and insurers
hecause "the interests of savers and homeowners and mongage holders came before the
interests of a few hedge funds".

Other political leaders ratcheted up the rhetoric. Silvio Berlusconi lastweek hanned what he

called "speculative attacks” on ltaly's banks. Peer Steinbriick, German finance minister,
went further, calling for a global han on "purely speculative shott selling”.




Financial transactions undertaken by Islamic financial institutions
reflected by different balance sheet composition...

Stylised balance sheet of Islamic financial Balance sheet of conventional financial
institutions institutions

Assets
Cash and

Cash and cash equivalents
Investment in securities
Loan and advances
Statutory deposits
Investment in subsidiaries
Fixed assets

Other assets

Investment in leased assets
Investment in real estates
Equity financing

Fixed assets
Other assets

Liabilities

Liabilities

Current account
Other liabilities

Equity of Profit Sharing Investment

Accounts (PSIA)

Rrofit sharing investment accoun

Profit equalisation reserve
Investment risk reserve

Deposits
Other liabilities

I Determination of return to I
| depositors based on actual ;
1

:_ portfolio yield

Owners’ Equity Owners’ Equity
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Pragmatic & Gradual Development Approach

...today’s robust IF system is built on comprehensive & pragmatic
approach of instituting core pillars of Islamic finance...

Advanced stage
Strategic positioning &

: | : : Market liberalisation, adopt international
international integration

standards & best practices Structured

measures in

setting out strong

regulatory

foundation

v Financial
Sector

Master Plan
(FSMP)

v Capital
Market
Master Plan

Inception stage
Instituting foundations Building solid foundation of legal,
of Islamic finance regulatory and Shariah framework

—h

Malaysia’s holistic & forward looking approach... evolution with strategic
direction



Flexible and facilitative policy is imperative...

= Regulation should evolves over time

1983 1985 1993 2001 2003 2004 2006 2008 with changes in the structure /
! architecture landscape of economy

f First full-fledged FSMP — Foreign

' :;"Z’_'"ctbgrl‘k < lat 10-year Islamic
1 eaicated legisiation roadmap banks

(IBA & GFA)

* Diversity of institutional structure
v full-fledged Islamic banks
v Islamic windows

First takaful company New v Islamic subsidiaries

Dedicated act (TA) takaful &

retakaful v International Islamic Banks

* Robust financial markets

Introduction of Islamic

v money & capital market,
Government Funding Act (GFA)

Islamic

. subsidiaries
windows

* Tax neutrality principles

Islamic money and capital markets

Tax neutrality policy

v equal treatment vis-a-vis
conventional banking — creation
of “level playing field”

: » o
IFSB: i exempt additional instruments &
1

AlBIM ! INCEIF S transactions executed to fulfill
> Shariah requirement, from
. . L additional stamp duty & tax
...regulation has to be effective and efficient payment

* IBA — Islamic Banking Act; GFA — Government Funding Act; TA — Takaful Act; MIFC — Malaysia Islamic Financial Centre; ISRA - International Shariah
Research Academy for Islamic Finance; IFSB — Islamic Financial Services Board; AIBIM — Association of Islamic Banking Institutions in Malaysia 9



Increasing emphasis to streamline with International Standards...

DOMESTIC REGULATION INTERNATIONAL BEST PRACTICES

= IFSB made significant progress in formulating
standards to address issue regulatory
framework for Islamic financial institutions

* Formulation of separate guidelines to reflect
distinct features of Islamic finance

+ Instill financial stability, market discipline and
public confidence

Corporate Governance Guidelines :i: 01 | ____Capital Adequacy Standard (Dec 2005) :
N “Pa
\:\ /:/ R R R R e R R R A A aa b N
1 Framework WY 1] || Guiding Principles on Risk Management (Dec |
NAY o || 2005) )
Guidelines on Financial Disclosure Ny TH - s
T gl i Guiding Principles on Corporate Governance
T 1 | Dec 2006 :
Shariah Governance Guidelines T gl S ( Dec 2006 )_ _______________ !
Islamic Money Market Guidelines ! Transparency & Market Discipline (End-2007) ':
Capital Adequacy Standards gu T | i __ Supervisory Review Process (End-2007) |
Musharakah & Mudharabah ::E E:: ! Capital Adequacy Requirements for Sukuk, E
::: ::: :\ Securitization & Real Estate Invesment (1/09) !
PSIA Risk Absorbent Framework 15 N _
E:E Et: : Guiding Principles on Governance for E
Property Deve:ognjﬁnt & Investment [ W . Islamic Collective Investment Scheme (1/09) !
ctivities S S A S

Why are international standards important?... Regulatory convergence

Note: BNM Guidelines can be downloaded at www.bnm.gov.my
* IFSB- Islamic Financial Services Board. 1 0



Principles of Regulatory Framework...

.- Promotion of financial S

:' system stability &
EFFICIENCY RELATED ! appropriate degree of safety CONFLICT - CONCILATORY
! and soundness through:

i "Some objectives & principles of

, regulation may be in conflict with
1one another

v" Incentives for proper

1 g
i *Promote competition amongst assessment & management

. market participants

of risk s
| =Secure competition neutrality v Ay ' Must assess priorities & trade-
'between actual or potential Pr escription of regulatory 1 offs
requirements 1 =Pursuing target-instrument
v Willingness of regulator to | approach:

[}
11
11
1
[}
[}
[}
11
11
1
[}
rsuppliers of financial services o
11
[}
11
11
11
11
[}
[}
11
11

! -No party would enjoy take timely action to redress '

: competitive advantage as a developments threatening 1 vCoordinating combination of

: result of regulation existing & future solvency of ' ,instruments to achieve desired

: -Creation of “level playing IFls ' targets, whilst offsetting

! field” P oo . ! potentially negative effects

L PR STABILITY RELATED  [RRN #
...striking appropriate balance!!

* IFI- Islamic Financial Institution

11



| earning and DeveloPment Learning Content

_:__‘._‘HR Learning Calendar

7 Gampus Learning Calendar

Programs and Workshops
New Staff Orientation

= Inherent features of Islamic finance and its relation to
regulatory framework

Funding for
F. : Staff Development

= Approaches & strategies in formulating regulatory
framework for Islamic Banking & Finance

= Components of sound & robust regulatory framework € sz

= Emerging issues




Components of sound & robust regulatory framework preserve financial
stability and public confidence...

. = Board & senior management oversight
Sharlah&Corporate- G | '|g o I?  bank O sz
e = Governance principles peculiar to Islamic banking

= Risk shared between bank and depositors (profit sharing)

. = Transparency and financial disclosure
Risk Management - o o _ ide
9 = Unique risks e.g. Shariah risk, rate of return risk, o Sfide 20

displaced commercial risk & equity investment risk

= Subject to capital adequacy framework based on IFSB*
Capital Adequacy Capital Adequacy Standard 1

Standard - Risk profiles & exposures determined based on
underlying Shariah contracts

= Segregation of funds
Firewalls for Islamic - Separate accounting, clearing and settlement system (1)

. . Slide 29
window operation Separate prudential requirements — notional capital,
liquidity, single customer limit
. = Rate of return framework
Consumer protection , o
& fair dealing = Islamic deposit insurance 0 Stide 30

=  Market conduct

= Financial Disclosure (GP8-i)

Other Prudential
. = Exposures to related party
regulation _ e i g
= Single customer limit Slide 33

= |nvestment limits

13
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Emerging issues... Questions to ponder...

Measures _
Profit Equalisation Veesecssccees Robust Islamic
Reserves ,e*°*°°"" . *ee.,, Money Market

oot lss'fues : "-,.!nfrastructure
°... i f Absence of Money ..°'. Lender of Last
Disclosure & e Risks of : Market infrastructure *«. Resort for IFls
Transparency .’ flightto : may expose to ",
quality @ jjquidity risk
s Displaced 4 Money Market & .
b Commercial Risk [ Funding Issue 4
Profit Sharing Basis . 1
(Mljéﬁ.a?ék.aﬁ&.MﬁahHr.ab.é ...........................E......C....................................f ..........
g Risks of underlying E . 5
% Assets (Real Estates) K Human Capital s
Capital  °, : o
requirements -,  Inventory risks due to:  Pressing brain |NCE|F
increased volatility & : drain issues
“e.reduction in assets :
"+, prices |SRA
RiSk ¢ ..°0..0§00000000'°... [ |
Management . - I bf

* IBFIM - Islamic Banking and Finance Institute of Malaysia, INCEIF - International Centre for Education in Islamic Finance, ISRA — International
Shariah Research Academy for Islamic Finance; IFls — Islamic Financial Institutions

15




(...cont) Emerging Issues...

...........................
..........

“Information system to "
».cater for IF transactions,

...................................
...........
......

.....
......
............
..........................

.....
....

™Meeting evolving &

“e
..

5.,-"'|nnovation of IF product -
"-...,Repllcatlon VS Authent|C|ty

""""""
"""""""

.....
'''''''
-------

What is the next course of action to address these issues?

5...--"'strategy & Plan to develop"--....z
the right business model

dlscermng consumers’

16



Building a comprehensive Islamic finance system

MIFC

MALAYSIA INTERNATIOMAL
= T = ISLAMIC FINANCIAL CENTRE

Governance

* Legal & Regulatory

v' Islamic Banking Act

v Takaful Act

v' Government Funding Act

v’ Capital Market Services

Act
v Deposit Insurance Act !

* Dispute Resolution
v Judicial system —

Arbitration

v" Financial Mediation
Bureau

» Shariah Advisory Council

Financial Markets
* Money Market
v Islamic interbank money market
v" Diverse short-term Islamic
money market instruments

INCFIF_[ibf

Dual \ -
dedicated high court banking
v' KL Regional Centre for system /-

Islamic
Banks & Takaful
Companies

Islamic
Money
Market

5\/
4 \5—-—” \‘

’ : \
/,~ Conventional ~'
~ - - 1Banks & Insurance |~ - -

\ i /
N Companies
~ - _ P 7

«Capital Market
v'55.9% of outstanding private
debt are sukuk
v'87% permissible counters

Capital
market

-

'

\

/

\
\

Diversified Players

*Islamic Banking

v'17 Islamic banks

v'10 Islamic windows

v'6 DFls offering Islamic banking

v'3 International Islamic Banks

v'14 International Currency Business
Units

*Takaful

v’ 8 takaful operators

v' 3 retakaful operators

v 1 International Takaful Operator

v" 5 International Currency Business
Units

Fund Management
v’ 8 approved Islamic fund
management companies
v 35 fund management
companies with Islamic
mandates
v 149 Islamic unit trust fund

ISRAIR
17



THANK YOU

www.bnm.gov.my

Islamic Finance Meets In Malaysia

MIFC

MALAYSIA INTERNATIONAL
ISLAPMIC FINANCIAL CENTRE

Disclaimer: The author will not be held liable for any errors or omissions. The material cannot
be used without any reference to other materials & further distributions are strictly prohibited. 18
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Interlinkages between Islamic finance and real economy is

exemplified in Sukuk structure...

/KSukuk as viable avenue for N

ethical investment
« Structured based on applicable
Shariah contracts:
— Sale-based (Murabahah, Salam &

Istisna’)
—Lease-based (ljarah)
— Equity-based

(Musharakah &

7

\

* Income from real economic | 4

activities is transferred to
investors

1

Sukuk

K\ Mudharabah) underwriting

f * Underlying economic N

activities (e.g. manufacturing,
construction & infrastructure

development) gives certainty
to meet Shariah requirements

Real

economic J

activities

4> MECHANICS |’

Lo
L o

Wealth

generation

J

* Sukuk — Islamic Bonds/ Securities

OF SUKUK -\~

Multiplier N

effects

+ Concept of income-sharing
instills higher productivity

* Real economic activities spur
economic growth

« Multiplier effects to other

& economic sectors J

Back to slide 4 4 2 0




Promotion of ethical finance through the application of Shariah stock

screening...

Dow Jones Islamic
Market Index

* Pork production
* Non-halal food
* Alcohol

* Interest based
institution

* Gambling Inst.

Receivables

* Acc receivables to total
asset ratio < 45%

Leverage

* Total debt to 12-month
moving average market
capitalization < 33%

Non permissible activities

Standard & Poor

. FTSE Islamic Index
Islamic Index

* Pork production
* Non-halal food

* Pork production
* Non-halal food

* Alcohol  Alcohol
* Interest based * Interest based
institution institution

» Gambling Inst. » Gambling Inst.

* Acc receivables to
market value of
equity <49%

* Acc receivables to
total asset < 45%

* Total debt to
market value of
equity < 33%

* Total debt to total
asset < 33%

—— DJIM World Index - Price Return

Dows Jones World Index - Price Return

: Il Dow Jones Islamic Market Index, (DJIM) :
T
|

:_- Dow Jones World Index, (DJWI)

T T T o T 5 T T T T T 555 5
T F T F T F T F S F T F T F

55 55 g g 5 5T T

OBJECTIVE

+ ldentify Shariah compliant equities
through diligent screening process —

METHODOLOGY

* Assessment on qualitative &
quantitative parameters including
source of income, business activities

& financial structures

BENEFITS

* Regular update on Shariah
compliance status of equities

* Allow investor to make an informed
decision

» Graph shows that DJIM* exhibited
better resilience than DJWI*

* DJIM — Dow Jones Islamic Market; DJWI — Dow Jones
World Index

Source: International Centre for Education in Islamic
Finance, (INCEIF); Dow Jones Index 30 June 2008

Back to slide 4 4 2 1



Islamic banking is based on different contractual relationship including
profit sharing basis ...

Sources of fund

] Investment Account Islamic Bank
Savings/ demand Custodian (e.g. Wadiah / Qard) Holders (IAH) Provides
deposits * Only principal is guaranteed [ S capital
|
Investment deposits | Entrepreneur - Investor _"
(Profit Sharing ] ]
Investment Account) (Mudharabah - Profit Sharing) bul;’ir:g;gesski"

Application of fund

- Financ_:i_ng Financing — Different contractual
= Securities Relationship

1. Partnership Contract —

Risk sharing
1. Sale Contract — Transformation of risk
2. Lease Contract — Risk on assets owned

Provides
business skill

Back to slide 4 4 2 2



Strict compliance with corporate & Shariah governance promotes
financial stability...

Governance - An illustration

h|
o
Ensures m Liabilities

compliance with  To safeguard interest of Investment Account Holders
Shariah rules & (IAH)
principles

— IBI's fiduciary responsibilities in protecting
depositors (profit sharing investment account)

— Proper disclosure & transparency

* To manage risks associated with Mudharabah
(profit-sharing) & Musharakah (partnership)
contracts : equity-based

[ ) ] Fiduciary ,' ~ | \ . |
:G Shariah duties in C °"mat — Board to ensure IBls have sufficient expertise &
jeovernance  slamic | -orporae capability
. banking Governance ,:" . _ . .
\ transaction ', g/ — Establishment of dedicated oversight function
R \ e.g. in-house property development/ research

department for property investment &
development activities

— Allow appointment of Board representatives on
entities involved in such transactions as
monitoring mechanism

... requires higher standards of corporate governance by IBls’ Board of
Directors and Management... Back toside 4 |

* IBls — Islamic Banking Institutions Back to slide 13 4 2 3



IDB research paper suggested that value proposition in Islamic finance may
minimise severity of the crisis...

Sources of crisis Islamic finance

Improper regulations of banks — Embrace Shariah values

banks regulated, hedge funds
unregulated

Paradigm — eliminates speculative transactions

shift

Risk sharing helps inject greater

Imprudent & excessive lending market discipline

Depositors to play a more proactive
role in monitoring bank’s affairs
-through depositors’ association

Derivatives market not regulated
— not subject to statutory limits

Risky securitisation exacerbated Greater reliance on equity financing

the crisis (to supports mainstream economics)

Lack of market discipline -
Passing of entire risk of default
to ultimate purchaser

Genuine trade transactions

... current economic crisis is instigated by activities that are forbidden in Islam

Source: * Adopted from Umer Chapra. (2009). The Global Financial Crisis : Can Islamic Finance help minimize the severity
and frequency of such as crisis in the future?

Back to slide 5 4 2 4



Regulatory Framework for Islamic Financial Institutions

Objective : To preserve sound Islamic financial system

Ensure financial stability

Back to slide 13 4 2 5




Guiding Principle of Risk Management

= Including Shariah Liquidity

non-compliance risk
and fiduciary risk

= Islamic banks are
liable for negligence
and misconduct

= Reputational risk in
event of Shariah non-
compliance

International Risk = Return to depositor not
best predetermined & directly
practices for linked to performance of
an effective assets
risk = Risk with regard to
management performance of investment/
process Rate of assets - potential impact of

Operational

. Islamic banking returns
return risk
caused by unexpected
change in benchmark rate
= PER as income smoothing
mechanism

risk

Equity
investment

risk

= Take into account specific
risk profiles of profit-
sharing and loss-bearing
nature of Musharakah or
Mudharabah financing

Back to slide 13 4 26



Capital Adequacy Standard

» [slamic banking institutions subject to the capital Risk profile
adequacy framework based on IFSB Capital Shariah contracts
Adequacy Standard Trading book instruments,

_ Forex, Commodities &
= Complement Pillar | of Basel Il Physical assets

= Risk profiles and exposures determined
based on underlying Shariah contracts
(asset-based, lease-based & equity based):

(

" =1

Risk exposures &

» Adopt risk measurements, covering credit . measurement
risk, market risk & operational risk Credit risk:
= Islamic banks allowed to migrate to Internal rating - Market risk: and PB'"a" II ﬁf
based approach (IRB) in 2010 (subject to meeting _ _ o=
BNM'’s requirements) Operational risk

= Minimum capital adequacy requirements of 8%,
consistent with Basel requirement

Capital requirement

{

Minimum of 8%

Back to slide 13 4 27



Capital Adequacy Standard (cont’d)

Key consideration was given to the risk exposures arising from assets & investments
funded by Profit Sharing Investment Accounts (PSIA)

= Capital amount of PSIA is not guaranteed by IFls any losses arising from investments
or assets financed by PSIA are to be borne by Mudharabah depositors

= Therefore, assets funded by PSIA does not require capital (credit & market risk)

Standard Formula Supervisory Discretion Formula

ELIGIBLE CAPITAL

ELIGIBLE CAPIT,

TOTAL: FUNDED FUNDED BY

TOTAL: FUNDED BY RWA BY PSIA: PER/IRR:
RWA (CR +MR) (=59 PSIA: CR+MR) “ESS (100 “pa LESSa Moy
+ ORW RWA (CR + MR) + ORW (CR + MR) (CR+MR)

Minimum requirements for the recognition of PSIA as risk absorbent
hinges on the key criteria as follows:

= Ensure adequate legal backing in passing the risk
= Implement tagging capability

= Establish governance of PSIA
= Undertake disclosure and transparency practices for PSIA

Back to slide 13 4 2 8



Firewalls for Islamic Window Operation

OUTCOMES...

Firewalls for dual banking via = Promote strategic focus in Islamic banking business

issuance of specific guidelines
on Islamic window operations

= Ensures no co-mingling of funds
= Promote transparency and fairness

Fm—mmmmm - ==

= Proper segregation of funds

Islamic funds are
segregated from

Allocated capital for Islamic conventional funds

banking operation

Min. CCR (4%), RWCR (8%)

Established dedicated
Islamic banking division

Separate clearing accounts

Separate membership code in

Min. Islamic Banking Fund RENTAS*

Separate cheque clearing
system

N

Separate compliance to
Statutory reserve
requirements, liquidity
framework,
provisioning & single
customer limit
N\

POLICY
INITIATIVES

/

Separate disclosure of

Islamic banking portfolio
in financial statements

Separate submission of

statistical reports in

Financial Inst. Statistical
System on monthly basis

* RENTAS - Real Time Electronic Transfer of Funds and Securities Back to slide 13 4



Rate of Return (ROR) Framework & Profit Equalization Reserve (PER)

ROR framework arises from contractual relationship i.e. mudharabah (profit-sharing)

Investor-
entrepreneur

Assets managed

by bank

Profit-sharing

—

ﬁ

—

Bank invests depositors’ ™\

funds in financing,
securities etc.

Depositors have direct
financial interest

Based on profit-sharing
ratio

J

ROR framework aims to
standardise the method
on calculation of rate of
return for Islamic banking
industry
Ensure depositors receive
fair portion of investment
profit

PER to mitigate/ minimize liquidity risk
= Amount appropriated out of the total gross income in order to maintain a certain level

of return for depositor provision shared by both the depositors and the bank

= Monthly PER is capped at 15% of total gross income
» |Bs are allowed to maintain max. accumulated PER up to 30% of total shareholders’

funds

Back to slide 13 4 30



Dedicated Deposit Insurance Act empowers PIDM to manage Islamic deposit insurance

3. Provide coverage when bank fails
(3 party guarantee)

@ Depositors 3 PIDM

2. Contribution (premium) Malaysia Deposit
Insurance Corporation

1. Deposit money

Islamic Banks

Separation & equitable treatment principles

Separate management Equivalent Coverage

.. Sepal’ate Premium Separate Payout
of funds Limit Assessment
" . : : = Separate payment in
- Funded by contribution Islam|ctd|epf03|t covered - Separate deposit premium  event of failure
(prem_lum) salleeie e separa t? y rlom assessment system for _ _
Islamic banks conventiona Islamic & conventional . _Islam|c de?os(ljt .
. ibuti = All coverage limit -similar to : Lstliclalas iginle L
F;OOLed contrlbu’gon conventior?al = Separate supervisory only for Islamic banks
(funds) manage assessment for Islamic & - -
separately - Up to RM60k per depositor = conventional banking - Dgﬂm; codntr]lbutlon - el
- Invest in Shariah per member institution institutions (incl. windows) ~ @!S€funds irom

liant inst ¢ government based on
compliant instruments = Covers 90% of total Shariah principles

depositors*
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Market Conduct & Consumer Protection

Availability of
Channels to
resolve disputes

Competency of Greater supervisory oversight is required to ensure proper selling practices
Intermediaries in view of non-guaranteed nature of benefits

Disclosures to Ensuring that participants have access to accurate, timely and relevant
consumers information

Minimum standard on product transparency and disclosure

Fostering greater awareness and understanding of risks and rights of IF
Consumer products
activism — Islamic Banking & Takaful Week and Islamic Banking & Takaful Expo
campaigns are held nationwide

— Publication of ‘Banking info’ & ‘Insurance Info’ booklets
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Financial Disclosure.....

To provide comprehensive :
uidelines as a basis for disclosure Incorporated new To ensure consistency
9 and presentation of reports and requirements of and standardisation
pfinancial statemef)nts MASB standards of information disclosed
t 4 4

Objectives

on Financial
L » Performance Overview Reporting Balance Sheet —
— Statement of Corporate Governance Income Statement ]
— Directors’ Report Statement of changes in equity <+
—> Statement by Director Cash flow statement S
—> Statutory Declaration by Directors or Accounting policies and notes <+
person responsible for preparation of to the financial statement

financial statement

— Report of the Auditors

L» Report of the Shariah Advisory
Board/Committee Back to stide 13 4 33



