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AT A GLANCE

We have 5

) offices: UK,
Tram.ed 1,000s France, Bahrain, Credited with
of pollcy—m.akers, Pakistan & consultancy projects in \v
. regulators, finance

Morocco 45 countries and

counting

practitioners and other
professionals

Advised more
than 20 governments
on developing policies

Developed,
implemented and
launched over 150

Founded in 2007 to

Islamic financial offer a comprehensive .a]?d building
products in various suite of Islamic finance In rastructyre
for Islamic

advisory and capacity
building solutions to
the industry

jurisdictions finance

Trusted to
audit the Shariah

Our bespoke
solutions are

compliance of A strong available in English,
Islamic assets client base French, Arabic, and
worth of $3bn at encompassing Urdu languages
present many governmental
& institutional clients
spread across 5
continents
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= The role of policy in the success or failure of the industry

= Process for developing the “RIGHT” policy framework
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POLICY FRAMEWORK
FOUNDATIONS



KEY COMPONENTS OF POLICY FRAMEWORK

Regulatory and

supervisory Corporate and Shariah
. frameworks
Taxation X /governance frameworks

Legal Dispute resolution

framework\’ /
| system

.
National /

Islamiclfinance POLICY
policy FRAMEWORK

Government vision
and political will
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GOVERNMENT VISION AND POLITICAL WILL - WALK OF FAME
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Germany Singapore UEMOA Turkey Kenya United Kingdom Malaysia

Fra}lce Kazal;hstan Morocco Indohesia UAE Bahrain

THIS IS AN ILLUSTRATIVE EXAMPLE OF THE SCALE OF CLARITY OF GOVERNMENT’S
VISION AND STRENGTH OF POLITICAL WILL TO IMPLEMENT ISLAMIC FINANCE IN THE
COUNTRY, IT DOES NOT REFLECT THE INDUSTRY KPIs IN THE COUNTRY
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LEGAL AND TAXATION

LEGAL FRAMEWORK

" What is the overall objective?
" Types of legal frameworks

> Single legislation (amendments/additions)
» Dual legislation (separate sets)

TAXATION
" Potential objective(s)

" Examples
» Value-added tax

> lncome tax

» Tax deductions
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REGULATORY AND SUPERVISORY FRAMEWORKS

" Overall objective

>

Establish effective regulatory framework and supervisory tools to have a stable Takaful
industry while complying with Shariah requirements

" Key considerations related to regulating and supervising Takaful/Retakaful providers

>

>
>
>
>

YV VY

Capital adequacy framework

Liquidity, prudential and solvency standards (e.g. Qard Hasan treatment)
Risk management guidelines

Operational guidance notes (covering underwriting, technical provisions etc.)

Accounting, reporting and disclosures (basis for disclosure and presentation of reports and
financial statements)

Ad-hoc regulatory requirements for Islamic windows (e.g. Qatar vs Indonesia)

Supervisory tools and methods including periodic reporting, off-site monitoring, on-site
inspection etc.




CORPORATE GOVERNANCE FRAMEWORK

" Dual governance framework

» The principles of Islamic finance place great emphasis on robust corporate

governance values, structures, transparency and disclosure requirements

" Key considerations related to corporate governance in Takaful/Retakaful
providers

>

A comprehensive governance policy is required to set out the strategic roles and
functions of each organ of governance, reporting lines and responsibilities (e.g.
Board of Directors, Senior Management, Compliance Department etc.)

Develop and adopt an appropriate code of ethics and business conduct to be
complied with by officials at all levels

Introduce adequate procedures to protect the interests of all stakeholders including
shareholders and Takaful/Retakaful participants

Adopt a sound investment strategy which is appropriately aligned to the risk and
return expectations of shareholders and participants
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SHARIAH GOVERNANCE FRAMEWORK

" What are the overall objectives?

" Key components of the Shariah governance

framework

» Central Shariah Board(s) (“CSB”)

> Institutional Shariah boards

> Internal Shariah compliance department(s)
O Secretary
O  Shariah non-compliance risk management
O Review/compliance
O Audit

O Research

> External Shariah audit

" Other key parameters

> AAOIFI Standards
> Regulatory Shariah guidelines
> Dispute resolution system

O Court system

O Arbitration and mediation mechanisms




Shariah Compliance

The cornerstone of Takaful architecture

SHARIAH
GOVERNANCE
FRAMEWORK
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Supervisory

Advisory

Reporting

Regulator(s)

/

Board of Directors (“BoD”)
Oversight on Shariah governance and
compliance as part of the overall
corporate governance structure

Senior Management Team

¢ Ensure execution of business and
operations are in accordance with Shariah

Provide necessary support to ISSB and ISCD

<

PN

International

Central Shariah Board (“CSB”)
¢ Guidance and oversight at

the industry-level
* Approve the Shariah

standards setting
bodies for Islamic

related regulatory finance
guidelines (e.g. AAOIFI , IFSB)
External A
Shariah !} . -~
Audit
Firms ) Institutional Shariah

Supervisory Board (“ISSB”)

aa
Approvals and guidance on

Shariah related matters a

gt

Internal Shariah Compliance Department
(“1scD”)

Independent function for day-to-day advice on

Shariah related matters

Shariah non-

compliance gL Secretariat of
P review and Shariah audit
risk the ISSB
research
management
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KEY COMPONENTS OF THE ECOSYSTEM

Islamic
sovereign
instruments

Retakaful Islamic

providers

banking
providers

Islamic capital
markets
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THE ROLE OF POLICY IN THE SUCCESS OR FAILURE OF THE INDUSTRY

° Lack of government vision and no political will? COULD A FISH SURVIVE OUT
»  Confusion and frustration in the market OF WATER?

»  Lack of ownership and fear of taking responsibility

* Unclear national Islamic finance policy?
»  Division and fragmentation
»  Duplication of efforts and waste of resources

®* Unsupportive Legal framework?
» No legal anchoring of Takaful/Retakaful operations
» Room for independent interpretations leading to disputes

°* No tax neutrality?
»  Higher transactional costs
»  No level-playing field

* Ineffective regulatory and supervisory frameworks?
>  Higher operational costs THEREFORE, A ROBUST POLICY

>  Limited product offerings FRAMEWORK PLAYS A MAJOR
»  Higher risks including systemic risk ROLE IN CREATING THE ENABLING
* Lack of governance and Shariah governance frameworks? ENVIRONMENT REQUIRED FOR

»  Fraud, mismanagement and Shariah non-compliance hazard THE SUCCESS OF THE TAKAFUL
> No trust/confidence in the Islamic proposition of the industry INDUSTRY

* Secular dispute resolution system and no Shariah

consideration?
> lJeopardise the public trust in the industry
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monitoring

>

PROCESS FOR DEVELOPING THE “RIGHT” POLICY FRAMEWORK

Identification and onboarding of
stakeholders

Measuring success »  Primary stakeholders
>  Defining critical success »  Secondary stakeholders
factors

»  Measurement toolkit Stakeholder engagement and
(KPIs) consultation
Meetings and interviews
Implementation and Q Thematic workshops

Develop realistic yet
© e' Qp ed S cve Creating benchmarks by relevance
ambitious action plans
o »  International and
and timelines -
Abboint monitorin regional successful
c:nF')lmittees & Takaful jurisdictions
(national/institutional) > Standards-setting
bodies and industry

best practices

THE “RIGHT”
POLICY
FRAMEWORK

for accountability

TN

) Drafting and reviewing
Approval and adoption

. . »  Cycles and
»  Obtain the buy-in of the oriorities
stakeholders stage by /\ »  Objectives and
stage wording

Facilitation and capacity building
»  Training and change
of perspective
»  International
experience vs local
expertise

»  Disseminate the
instructions horizontally
and vertically
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THANK YOU!

Your contact:
Najib.Alaswad@ifaas.com
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