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CAPITAL MARKET

TASK FORCE ON ISLAMIC FINANCE ]ReGULATORS JérRUM

Islamic Finance Task Force aims to increase cross-border and cooperation activities in Islamic finance among
the COMCEC CMR Forum Member Authorities which in turn serve to increase the economic and commercial
capacity of the member states and strengthen cooperation possibilities both at global and regional levels

Mandate

Objective of
the report

The mandate of the Islamic Finance Task Force is essentially to publish a report on
“Enhancing Infrastructure for Islamic Capital Market”

Given the broad areas under the ICM infrastructure, the following sub-topics will be
covered in the report:

* Legal, Regulatory & Tax Framework;
* Shariah Governance;

* Talent Development; and

* Products & Services

1. To examine key elements on infrastructural developments for ICM;

2. To encourage implementation of international regulatory standards and develop
regulatory capabilities;

3. To enable Member Authorities to review their advancement and benchmark their
progress in developing ICM; and

4. To address/enhance cross-border activities among the Member Authorities in
Islamic Finance
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SURVEY QUESTIONNAIRE

The survey findings are divided into 5 parts: The
first part of the survey deals with the general
background of the countries, while the
subsequent parts of it deals with legal, regulatory
and tax framework for ICM, Shariah governance,
product and services, and the talent
development.

The analysis and issues discussed were largely
distilled from the survey and the research of
secondary sources

11 Member Authorities responded to the survey

* the respondents represent Members’

Authorities that have experienced some level

of development in ICM
Issues:
e Lack of established databases

* Difficult to draw sufficient conclusion and
certainty on the current state of ICM
infrastructure and make appropriate
recommendation

CAPITAL MARKET
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1| Types of Financial System
3| Separate Unit/Division to Develop ICM within

10 - the Regulatory & Supervisory Authority
8 .

6 .

4 .

2 - .

0 - e |

Only Only Islamic  Both Islamic and
conventional financial system  conventional
financial system systems

A majority of the respondents have both Islamic and
conventional financial systems

A majority of the respondents (64%) indicate that they
have a special unit or division established within their
2| Developmental Plan for ICM regulatory & supervisory authority to develop ICM

Existence of a specialized unit or function within the
regulatory authority of capital markets proves the dedication
and the level of consideration given to develop the ICM

A majority of the respondents (73%) indicate that they
have a plan to develop ICM

* 7 respondents have on-going developmental process
of ICM in accordance with their plan.

* 1 respondent’s ICM development plan is not
progressed in accordance to the plan 6
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4| Major obstacles in developing ICM

8 -
7 -
6 -
5 -
4 -
3 -
2
1 -

0 T T T T T T

Opt-1 Opt-2 Opt-3 Opt-4 Opt-5 Opt-6 Opt-7

Legal & Shariah Tax Secondary Shortage of  Lack of Others

Regulatory neutrality & Market skillsand awareness (please

other expertise specify):

incentives

* 3 major obstacles:
i. shortage of skills and expertise;
ii. lack of awareness; and
iii. legal and regulatory difficulties

* Some of the critical challenges identified in the survey:

o) Malaysian’ general public literacy on ICM products
and services

o) Cameroon’s major obstacle is the lack of promotion
of the Islamic finance;

o) Iran had once faced difficulty in the dual
supervision on some Islamic products such as
Musharaka securities

5| Industry’s level of understanding on ICM related
issues

100% -
I e Em
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* A majority of the respondents have a weak level of
understanding issues relating to Tax & Accounting

* On matter relating to legal, majority of the respondents have
an average level of understanding

* These five areas above are co-related and similarly important
in the ICM. It is therefore vital to ensure that the industry has
a greater level of clarity and understanding in these 5 areas to
appreciate its intricacies.




Survey Finding: Legal, Regulatory & Tax

CAPITAL MARKET

RecuLATORS JoRUM

1]

40% -

35%
30%
25%
20%
15%

10% -

5%
0%

What type of legal system/framework does
your country have?

52%

18% 18%

9% 9% 9%

Civil law Common Shariah Civil & Civil& Common  All
law common Shariah &
Shariah

2| How ICM was initially developed in your

country?
Others h 11%

Demand and supply of ICM products
& services

44%

By introducing a parliamentary

legislation/regulation/guidelines/de _ 22%

cree to create ICM

By amending the national strategic

0,
plan on capital market 44%

0% 10% 20% 30% 40% 50%

* A majority of the respondents (52%) indicate
that the legal system/framework in their country
is based on Civil law

* A majority of the respondents indicate that ICM was introduced
due to:

* Demand and supply of ICM products and services;

* Amendment of the national strategic plan on ICM
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3| Do your legal framework governing ICM products
and services differ from the conventional capital
market?

5| Is there any tax benefits accorded for the ICM
in your country?

B Tax benefits for ICM have
been implemented (to some
ICM products & service

B Tax benefits for ICM is under
consideration

56% of the respondents indicate that their legal
framework governing ICM products and services differ
from the conventional capital market

No tax benefits for ICM

* due to specific regulations for ICM products and
services which require additional compliances e.g

criteria for Sharidh-compliant investments and
appointment of Shariah Adviser. * A majority of the respondents (55%) do not have tax

benefits accorded to the development of ICM

* No plan within the next five years to revise tax

4| Law/ Parliamentary Legislations/ Regulations orovisions to develop ICM

passed or amended to facilitate the

development of ICM * 36% of the respondents indicate that tax benefits for

some ICM products have been implemented

Various parliamentary legislations and regulations have
been passed or amended in most countries

*  This signify the initiatives taken to accommodate the
intricacies of the ICM as well as to ensure its
soundness and stability
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1| Does your country have a Shari'ah governance 2| Adoption of International Shari'ah Standards

framework for ICM?

There are diverse perceptions and acceptability on the
international Shariah standards.
* there is a need to achieve reconciliation of different
rulings and practices.
* Further research is necessary to explore greater
acceptance of the international Sharidh standards.

3| Monitoring of Shariah Compliance or Endorsing
ICM Products

A majority of the respondents (64%) indicate that a
Sharidh governance framework for ICM is present in

their countr o : : 1
y A single individual acting as internal

* Out of these, 71% of the respondents have Shariahadvisor/officer
incorporated Sharidh governance as part of their A single individual acting as external
regulatory framework. Shariahadvisor/officer

*  However, respondents placed less emphasis on: Shariahadvisory firm

o a mechanism for registering/licensing 1

individual Shariah advisers Shariah Advisory Committee/Counci m

o the provisions in the legislation/legal
framework to deal with to Sharidah related
dispute The Sharidh Advisory Committee/Council is the most

common approach of Sharidh Governance whereas Shariah

advisory firm is the least preferred among the respondents.
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Survey Finding: Shariah Governance
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4| Significant Aspect of Shari'ah Governance

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Internal Shariah  Shariah review by  International Continuous  Standardization of

review external Shariah board professional Shariah practices
independent member development to facilitate
parties representation  programmes for  harmonisation
Shariah scholars

u Not Very u Fairly Very B (Critical
Important Important Important

5| Dispute Resolution Mechanism

Shariah Advisory 4
Committee/Council
Arbitration 4
Shariah Court 1
Civil Court 7
0 2 4 6 8

Rating for components of Sharidh governance framework:
1)  critical :
o an internal Shariah review; and

o standardization of Sharidh practices to facilitate
harmonization

2) Important:
o having an international Sharidh board member

3)  Leastimportant:

o Sharidh review by external independent parties

A majority of the respondents indicate that conflicts in
Islamic financial products and services are resolved in
civil courts

* However, with the increase of Islamic financial
institutions and new products, there is a need
for Islamic legal framework for dispute
resolution.

11



Survey Finding: Shariah Governance

6| Fit and Proper Criteria Policies for the
Appointment of Shariah Advisers

A majority of respondents (64%) do not have specific fit
and proper criteria enacted on the appointment of
Shariah advisers for the Shariah Board/Committees.

CAPITAL MARKET

RecuLATORS JoRUM

7] Mechanisms to Eliminate Conflict of Interest

for Shariah Scholar

Others

Declaration in writing

Disclosure for Shariah board’s
information

Restriction on multiple
appointment

scholars;

It is noted that the varying practices in the mechanism
to deal with conflict of interest.

* two out of eleven respondents have a declaration
in writing to disclose conflict of interest of Shariah

* three respondents disclose the conflict of interest
for the information of the respective Sharidh
advisory bodies only
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Survey Finding: Talent Development
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1| Does your country experience shortage supply
of talents in Islamic finance?

No talent
shortage
18%
Experience
talent
shortage

82%

A majority of the respondents experienced
shortage of talents in the Islamic finance

If there are shortages, which area is affected the most?

Legal 63%
Capital Market 88%
Banking 50%

0% 20% 40% 60% 80% 100%

Capital market is the most affected area, followed by legal
and takaful. Banking is the least affected

2|

What is the estimated number of Islamic finance
professionals is needed by your country in 5 years
to cope with the development/expansion of Islamic
finance industry?

46%
m Total needed
27%
18%
9%
1to 50 51 to 100 101 to 250 > 250

A majority of the respondents require 51 to 100 personnel to
develop its Islamic finance industry in the next 5 years

* indicates moderate growth and demand from the
talent market to fulfil the needs of Islamic finance
industry.

*  Countries that require more than 250 (27%) signify
their more advance position in the Islamic finance
industry which would require more demand for
talent.

13



Survey Finding: Talent Development
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3| Do you think that it is necessary to develop
talents through the right academic/professional
gualification in Islamic finance?

All unanimously agreed on the necessity to develop
human capital through the right academic/ professional
qualification in Islamic finance

4| Where did most of your experts/talents receive
their Islamic finance qualifications/certificates?

Both local and
overseas institution

institutions

Local academic
institutions

36%

28%

0% 10% 20% 30% 40%

Most talents received their Islamic finance
qualifications from international institutions that offer
Islamic finance certifications

Top countries where most of your experts/
talents received their qualifications/certificates
in Islamic finance

Malaysia is the top popular placement for talents to
obtain qualification on Islamic finance, followed by the
UK and Bahrain.

5|

Are there initiatives to produce/develop
talents in the ICM in your country?

A majority of the respondents (73%) indicate that
they have initiatives to develop talents for ICM

If there are initiatives, please rank the initiatives/
programmes that being pursued the most

100%
90% —
80% —
70% —
60% —
50% —
40%
30% ——  ® Preferred

0, —
20% l = Most preferred

o ]
Continuous Sponsorship  Tertiary

0% T
training on education
Islamic
finance

Least preferred

Continuous training on Islamic finance such as on the job
training, attending seminar or training in Islamic finance is
rated as the highest.

¢ short term deals to tackle the immediate talent needs

* training programs are usually readily available and
easy to implement to meet its needs

14
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Survey Finding: Talent Development
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Does your country have regular professional
training programmes specialized in ICM?

Yes
36%

No
64%

Immediate plans to develop talents on
Islamic finance through training

The most preferred immediate plan:
* trainthe trainer
e send staff for overseas training; and
* set up dedicated training institution for
Islamic finance

The option of developing dedicated training
institutions for Islamic finance talent within
the next 5 years

A majority of the respondents (55%) do not plan to
have their own dedicated training institution

* option is preferred more by matured markets
like Malaysia and UAE

9|

Are there existing collaborations between the
local industry, academia and regulators with
external parties outside your country in
ensuring sustainable supply of qualified and
skilled talents?

55% of the respondents indicate that they do not have

any collaboration

If there are no existing, are there plans to form
collaborations in the near future?

67% of the respondents is positively looking for future
collaboration

*  This signifies the importance of having a platform for
sharing of experiences, establishing suitable
partnerships and networking programmes to cater
the sustainability of supply of qualified and skilled
talents

15
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1| Top 3 ICM Products

Islamic
Mutual
Funds
30%

Sukuk
31%

Shari'ah -

compliant

securities
39%

Sharidh-compliant securities are among the most
accessible products. The screening criteria for Shariah-
compliant securities, however, may vary from
jurisdiction to other jurisdiction based on the rulings set
by the Sharidh scholars.

* The Survey result also shows that the sukuk and
mutual fund are equally available

2| Please indicate new ICM products do you intend
to establish within the next 3 years

ETF

Islamic Private Equity

Islamic Structured Products &
Derivatives

REITs
Islamic Mutual Funds
Islamic Business Trust

Sukuk 50%

0% 10% 20% 30% 40% 50% 60%

A majority of the respondents intend to issue sukuk
in the next 3 years

16
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3| Top 3 ICM Services 4| Please indicate new ICM services do you intend to

Islamic stock Islamic bank/
broking investment
services bank

30% 40%
Islamic fund
management
30%

The Islamic bank / investment bank is the top

ICM services available in COMCEC CMR member
countries, followed by the Islamic stockbroking
services and Islamic fund management services

establish/expand within the next 3 years:

Islamic private equity and
venture capital

Islamic Credit Rating

Legal advisory/expert
specialising in Islamic finance

Shariah advisory
Islamic fund management

Islamic stock broking services

0% 5% 10% 15% 20% 25% 30% 35%

Three respondents intend to establish Islamic
stockbroking services in the next 3 years

17
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60%
50%

40%

30% -

20%

10%

0%

Survey Finding: Products & Services
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Please identify the major cross-border issues
faced by your supervisory authority with
respect to ICM products & services?

54%
23% 23%
Supervision of cross- Cross-border Lack of Islamic
border offerings of enforcement infrastructure to
products and services facilitate international

Islamic finance
transaction e.g. legal
framework, Shariah
governance, taxation

etc

Lack of Islamic infrastructure is a major cross-borders
issue

6]

Which of the following initiatives could enhance
cross-border activities in ICM products and services
the most?

80%
70%
60%
50%
40%
30%
20%
10%

0%

71%

29%
Collaborate with other Implement international
regulators to enhance market standards relating to market
accessibility and transactions

Majority agreed that collaboration with other regulators
could enhance cross border activities

18



Recommendations
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RECOMMENDATION: LEGAL, REGULATORY & TAX REGULATORS ERUM

OUTCOME

( )

Collaboration between

standard setting bodies
P t t and regulators in
romote greater addressing the imminent
harmonisation of

Resilience and
stability of the
industry

issues afflicting the ICM
regulatory standards e.g disclosure

requirements

4 N
Facilitate greater
- cross-border
financing moving

Independent assessor to

iag’ forward
Assess IFSI assess the countries . )
development => conformation to global
standards and ) .

regulations

Give better rating
— and profile for the
assessed countries

\ v
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RECOMMENDATION: LEGAL, REGULATORY & TAX

Create dedicated WeII-tral.ned and
courts deal with => competent judges and
Islamic finance lawyers in Islamic
transactions finance and
conventional law
\. J

Great ; Features of
reater use o arbitration/mediation
arbitration or =>
as value add

mediation . .
e.g. confidentiality

CAPITAL MARKET

RRecuLATORS JoRUM

OUTCOME

Credible and reliable
forum that resolves
legal disputes of Islamic
finance transactions

Speedy justice without
compromising the

rights and liabilities of
the parties.

21
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RECOMMENDATION: LEGAL, REGULATORY & TAX REGULATORS ERUM

OUTCOME

Encourage more
transactions and

articipants
giving relief to the tax P P

L charges )

__| Enhance certainty and
transparency

e N
To nurture and

encourage the on-
=> going development
and growth of
Islamic finance

Tax Incentives

Accelerate the
development and
=1 innovation of new
ICM products

Create level playing
field between
conventional capital
Tax Neutrality => market and ICM by

{
{

22
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RECOMMENDATION: SHARIAH GOVERNANCE REGULATORS JoRUM

Framework needs to be

legally binding and
resolve conflict of law OUTCOME
r N
r ~\ provide clear position
\
., on the status of the
Shariah board Shariah as ultimate | Sharidh rulings and
— decision to be => decision and highest enhances market
binding and authority confidence
mandatory ) \ /
\. J 'Y N
Standardisation
|| and uniformity in
( ) Shariah
( N i .
Sound legal Embed Sharidh applications
_| framework to => requirement in \ o
resolve the issue legislation to manage
of conflict of laws conflict of laws
L y L ) Mitigate Shariadh
risks

23
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RECOMMENDATION: SHARIAH GOVERNANCE RecuLaToRS JorUM

Best Practices / Code of

Conduct for Shariah OUTCOME
Advisers

Restrict the Shariah ’

adviser from sitting in Avoid fatwa
multiple committee shopping and

preserve products
confidentiality

4 )

Managing the
disclosure process

o \ Sharidh advisers’

to deal with [ h
H H 4 N
conflict of interest responsibility to e
\_ y exercise p:jofetssmnal | transparency and
L condue ) accountability
( )
\ J
Roles &
Responsibility of . N
Shariah Advisers Establish fit and S
=> proper criteria for | Preserve integrity
Shariah Adviser and ensure
\_ ) competency
\ J

24
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RECOMMENDATION: SHARIAH GOVERNANCE RecuLaToRS JorUM

Continuous Professional

Development for OUTCOME
Shariah Advisers
e “
Blend between the
theoretical aspects of e 1
"~ A Islamic finance and the Increase the
Provide incentives practical aspects — k!(lrov;fltef g:; m.j,h
| to Shariah scholar - g T Zdviseers o
to attend capacity \ J
building [
programmes Platform for Shari’ah e \
% advisers to deliberate Foster greater
\_ y, and exchange ideas as — harmonisation
well as sharing session between the
~\ J different Sharidh
interpretations
- \. y,
Mentoring and g Expose new Sharidh . \
coaching by senior =I> Advisers to real and ,
Shariah scholars practical issues and o Contmuou.s supply
potential solution of experienced
Shariah scholars
\. y, S g . J

25
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RECOMMENDATION: TALENT DEVELOPMENT RecuLaToRS JorUM

Comprehensive talent |

-
development solutions | Example |
I Create comprehensive |
r \ I competency assessment for I OUTCOME
Covering the process I all to gauge the Igvel of
. of attracting, knowledge and skill of the I
developing and I talent
retaining talents I I Industry’s
\ J T/ I specificities will be
) . I p \ understood and
I matched
Effective at all levels, | The assessment
|| from pre-employment —  should meet the |
stage up to leadership | highest standard |
positions
\ J
\ J : I | Production ofd
competent an
I - \ I versatile talents
Not only finance
community —must | In-close collaboration I
include other —1  with the industry I
— segments directly or I
indirectly involve in L ) I
the Islamic finance I I
industry

26



RECOMMENDATION: TALENT DEVELOPMENT

Globally recognized
training and education

programmes
Syllabus and
Tertiary curriculum must have
education a certain benchmark
or standard
d ™
Training and education
Training programmes require
institution close collaboration

between the
academia and the

industry

Example:
I Set up formal international |
I institutions to accredit I
curriculum

Example:
I Training-industry I
I partnership through
internship and sharing of I

I_ experience ]

CAPITAL MARKET

RRecuLATORS JoRUM
OUTCOME
( )

\.

A globally recognized

curriculum can sustain

the growth and meet
the industry’s
expectations

J

7

Availability of a pool of

talents with the right
competencies

\
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RECOMMENDATION: TALENT DEVELOPMENT RecuLaToRS JorUM

Focus on Applied
Research

OUTCOME

Research to develop a
curricular model that
would satisfy both
acquired and revealed
knowledge

Provide innovative
solutions to talent
development issues

Research => Support in the form of
collaboration with the funding, resources, etc. Greater innovation and
— industry expansion of Islamic

finance industry

28
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RECOMMENDATION: PRODUCTS & SERVICES RecuLaToRS JorUM

Promoting ICM products
and services as
alternative financing and OUTCOME

investment

( )

Expand trade between
regions - strengthening
business ties between

Capital investments
among OIC can be

(" ) develop and less develop enhanced
Use Shariah -compliant countries . )
instruments in cross- \ y
border trades and 7 \

financing activities,
especially within OIC

Wider use of Shariah -
compliant products &
services as an
alternative investment
and financing

Adopt established and
existing Shariah
instruments for cross-
border activities — fast
track

7\

\ J

Faster integration of
Islamic finance into
mainstream

29
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RECOMMENDATION: PRODUCTS & SERVICES RecuLaToRS JorUM

Ensure compliance with

internationally OUTCOME
acceptable standards
( N\
Improve product
| compatibility,
4 ~\ 4 ) competitiveness and
Enhance regulatory Benchmark standards of acceptability at
standard - Adopt documentation international level
international best governance structure and
practice and standards => practices, levels of e 2
~ established by transparency, disclosure,
international standards and the protection || Availability of better
setting bodies e.g. IDB, accorded to investors rating and profile
IFSB, AAOIFI, etc
\_ J \_ Y, \ y
( N
—{  Increase investors’
confidence
— \ J

30



RECOMMENDATION: PRODUCTS & SERVICES

Need for greater
international co-
operation and co-

ordination

Platform to share
experiences on ICM
development

International
coordination on
regulatory approaches
and supervisory
oversights

Collaborate through mutual
recognition arrangements

7\

\ J

( )

High impact => Regional promotional events
promotional activities on Islamic finance with
international perspective and
industry leaders’ participation

\ J

CAPITAL MARKET

— networking that benefit

RRecuLATORS JoRUM
OUTCOME

Enables accessibility of
products across
jurisdictions

Establish business

the host countries

31
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SUMMARY OF RECOMMENDATIONS RecuLatORS JorRUM

e Develop a comprehensive and harmonised legal, regulatory and tax framework
Legal, Regulatory e Enforce an appropriate and effective dispute resolution mechanisms

e Implement tax neutrally to create level playing field between conventional capital
market and ICM as well as tax incentives to accelerate the development and
innovation of ICM products

and Tax Framework

e Enforce Shariah governance framework to be legally binding and resolve conflict

Shariah of law
Governance * Promote Best Practices / Code of Conduct for Shariah Advisers
e Promote continuous professional development for Shariah Advisers

Talent all levels
Development * Ensure globally recognized training and education programmes
e Focus on applied research and innovation to ensure sustainable growth of ICM

e Promote ICM products and services as alternative financing and investment
Products & e Ensure compliance with internationally acceptable standards applicable to the IFSI

Services e Foster and strengthen international co-operation and co-ordination to facilitate
cross-border relationship

e Implement comprehensive talent development solutions to meet requirements at }
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AREAS FOR COOPERATIONS & COLLABORATION RecuLaTORS JorUM

Example

. . v’ Collaboration between standard setting
Legal, Regulatorv ¢ Develop a comprehensive and harmonised legal, regulatory and tax bodies and regulators in addressing the

and Tax Framework framework imminent issues afflicting the ICM e.g
disclosure requirements

v’ Capacity building programmes for Sharidh
scholar:
o Workshops
o Dialogues with market practitioners
o Intellectual discourse, etc

Shariah

* Promote continuous professional development for Shariah Advisers
Governance

v’ Set up of a formal international institution to

* Ensure globally recognized training and education programmes accredit Islamic finance curriculum

Talent

Devel opment ¢ Focus on applied research and innovation to ensure sustainable growth

of ICM

v’ Establish joint research initiatives between
members that benefit talent on the cross-
jurisdiction knowledge

* Promote ICM products and services as alternative financing and
Products & investment

Services * Foster and strengthen international co-operation and co-ordination to

v’ Use Islamic finance products as substitute to
the conventional finance to finance the
expanding trade between regions

v’ Regional promotional events on Islamic
finance with international perspective and
industry leaders’ participation

\ J \——// %/

facilitate cross-border relationship

33



Thank You

Chair of Islamic
Finance Task Force

Suruhanjaya Sekuriti
Securities Commission
Malaysia

Securities Commission Malaysia
3, Persiaran Bukit Kiara, Bukit Kiara
50490 Kuala Lumpur,

Malaysia

Contact person:

Mr. Syed Azhan Syed Bakhor
T: +603 2091 0673

E: azhan@seccom.com.my

Co-Chair of Islamic
Finance Task Force

e

CMDA

Capital Market Development Authority
MTCC Tower, 4th Floor
Boduthakurufaanu Magu, Male’

Maldives

Contact person:

Dr. Aishath Muneeza
T:+960 301 4114

E: muneeza@cmda.gov.mv

Secretariat of the
COMCEC Capital

Market Regulators Forum

Capital Market Board of Turkey
Eskisehir Yolu 8. km. No.156,
06530, Ankara

Turkey

Contact person:

Mr. Erkam Kutlutas

T:+90 312 2928527

E: Erkam.kutlutas@spk.gov.tr
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