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Introduction
10SCO’s Core Objectives for Securities Regulation

Protection from
misleading,
manipulative or :
fraudulent practices En]:c, al;il:mg

Full and timely Investors transparent
disclosure Protection 2 efficient

market Regulation should
detect, deter and
penalize market
' manipulation and other
unfair trading

Reduction of _ _
Regulation should aim

systemic risk _
to ensure investors are
. iven fair access to
Reduce risk of : 9

i A : market
financial failure of
market intermediaries

Promote and allow
effective risk
management 3
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Introduction
Does regulation of ICM differ from the regulation of
conventional capital market ?

ICM products and services must not
compromise the universal goals of securities
regulation

|IOSCQO'’s Objectives and Principles of
Securities Regulation

Regulatory Framework that deters the
punishes misleading, manipulative and
fraudulent practices

Economic objectives of securities regulation
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Introduction
Key Characteristics of Islamic Capital Market

Compliance with Shari’ah Requirement

 Prohibition of:
* Riba
* Gharar
» Maisir
* Production / sales of good & services of non-halal
items

Structured through underlying exchange

contracts
]

» Must be underlying assets
» Performance of asset as profits’ generator
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Malaysian Approach in Regulating the ICM

Two-tier Structure

1st Tier Guidelines on Offering of PDS
Guidelines on REITs
Guidelines on ETFs
General
Regulatory
\ Requirement /4
Additional Shari’ah criteria a TWO t i er
Appointment of
Shari’ah Adviser Re gu I ato ry
Approval by | comprisin
Shari'ah Advisory Sl o St ru Ct ure
Council Specific
requirement
for Shari’ah
ond Tier compllance on Offering of Islamic Securities

Guidelines on Islamic REITs
Guidelines on Islamic ETFs

MIFC | S her o
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Malaysian regulators have been aggressively promoting
ICM through facilitative legal and tax framework...

Issuance of
Islamic Capital
Market Guidelines

Guidelines on Offering of Islamic Securities, 2004
Guidelines on Islamic REITs, 2005

» Deductions given on expenses incurred in the issuance of
Islamic securities
« Tax exemption on interest income derived by non-resident

Addressing companies from ringgit-denominated Islamic securities and
regulatory and tax debentures
iIssues « Tax neutrality between Islamic and conventional products

« Supranational allowed to issue RM bonds
« Framework for issuance of foreign currency denominated
bonds liberalised

» Establishment of the Shari'ah Advisory Council at regulatory
Shari'ah level
Framework « Appointment of qualified Shari‘ah advisers at industry level

« Shari‘ah screening of listed companies
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Islamic Capital Markeft

International Regulatory Framework

Developing internationally-compatible Islamic Differentiation from conventional
accounting standards financial system \J 1 X
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/! AAOIFI SN Shari'ah Advisers

Promotes and enhances the 7

soundness and stability of the I, \\ [ Committees
Islamic finance industryl \
1 ! Harmonizing and standardizing

' Islamic products,
' documentations and related
,' processes

Issuing global standards !
and guiding principles for |
1 a)

\

IESB VIS

the industry, including
capital markets

\\ ! Unifying Islamic Capital Market
I .
IFSB complements that of the \ y and ISlainI?II\égrlley Market
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International Regulation

Accounting & Auditing Organization for Islamic Financial
Institutions (AAOIFI)

Two new standards, namely:

» 41 standards covering Gharar in :

» financial transactions, arbitration, Wagqf,
contingent obligations, credit facilities, and etc.

Acco 0, Aud « | » 40 standards
& Governance = Covering accounting, auditing, ethics and
darc 010 governance of Islamic financial institution

Source: Malaysian Sukuk: Issues in Accounting Standards
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International Regulation
Islamic Financial Services Board

Published standards by IFSB on Islamic Capital Market Role of IFSB in maintaining momentum
of globalizing ICM instrument

- ' = Guiding Principle on Shari'ah Govemance Systems
- for institutions Offering Islamic Financial Services . Lo .
J Demystify Islamic financial terms
| B ) « Guiding Principle on Conduct of Business for
- Institutions Offering Islamic Financial Services
S || . . 1] Providing more data on Islamic finance
- G |2 = Capital Adequacy Requirements for Sukuk,
\=j = Securitization and Real Estate Investment
._ Creation of innovative products
* Guiding Principles on Govemance for Islamic adaptable to rapid changes to market
Collective Investment Scheme demands
-

Initiate greater collaboration in terms of resources
and commitment for effective regulatory and
supervisory framework

Human intellectual capacity building must be
accorded with high priority in the development
efforts

10
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International Regulation
International Islamic Financial Market

* Focusing on Shari'ah harmonization / standardization of Islamic products, documentation,
and related processes

* Debut initiatives:
— Shari'ah endorsement and enhancement
— Cross-border listing and secondary market trading

* Introduction of ISDA/IIFM Tahawut (Hedging) Master Agreement
— The first Islamic swap & derivatives contracts

— First globally standardized documentation for privately negotiated Islamic hedging
products

— Applicable across all jurisdiction practicing Islamic finance
* Role of IFM in harmonizing the Shari‘ah standards:

Financial Industry

S International Regulatory
Financial institution Islamic Bodies
Fund Managers . )
Legal Firms Financial countries praclicing
Advisory Firms Market Islamic finance
Accountants

L / 11

Source:
International Islamic Financial Market
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International Regulation
10SCO

2002 DICU-10CE 2007

Islamic Capital | Analysis of the Application of I0SCO’s Objectives
Market Task Force and Principles of Securities Regulation for Islamic
(ICMTF) Securities Products

The analysis of this report has not identified any concerns
with respect to the compatibility of the 10SCO Core
Principles with the Islamic securities market.

The overall findings are broadly consistent with the findings of the ICMTF report
which notes that: “[there is] ...no need to formulate separate regulatory
principles [as] IOSCO’s objectives and principles of securities regulation can be
applied to Islamic Capital markets.”

12
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Regional Development

CHINA

SOUTH KOREA

Bank Ningxia spearheads

Parliament expected to

R eg ulation Islamic finance pass the law related to
R SR A T : offering of tax waiver on
LUXEMBOURG - [------ i -{,#ég"é-:"""-f-w 7 P N i foreign investors’ interest
e IR 8 (< 3 ) TN # i vincome from Sukuk
* IFSB member _ ” - (N g 4 ”\’;5 - N i - S
» Looking forward-‘ FEET b ‘ N et
for dual financial . y = o ) e B
system / = R i S g >é R v
/ o P A AN P e | % w'( > HONG KONG
T X - 1 ‘-
' et ' 2 a v AAE "AImS to become
UK & LONDON;\ 7C—-l:‘——f-’?~_————————————————————;’:—: \;‘ -.‘ ~.:>..._ —\ I g ||S|amlc flnance
- P \ & ' e i g
Amendmentto FSMA 2000 11! e Sk % > W % : & & :%?tew?y to China
L i > 5 i YA, 3, «Plans to issue
(Regulated Activities) Order N == | ; 1/-',:.. 'sovereign Stkuk
2001 (S.1 2001/544) . SINGAPORE ™ f-----7--~------ A----- AL g
L g o Immew M RS
| 1 = Aspiring to be ! ' BRUNEI AR Aol ™y
=g Lo centre of Islamic | - — . i i
KAZAKHSTAN - | " finance . Aims to become Islamic b T
y Vissued€ukuk + financial'services hub for O , *
Amendments & addition - i 4 ! Asia I /
Legislative Act of Republic ! s =y L, ),
of Kazakhstan . % 7 : ! s 2
| \ : -THAILAND AUSTRALIA JAPAN
i Zintroduction of Sukuk or ‘Australia as a Financial Law passed allowing banks
LR ,.} Islamic bonds-ssuance— “ Centre’, an industryled “~_ to do Islamic finance

FRANCE ===

Passed rules to support
Islamic finance activities

=under C-apltal Market

Development Master Plan

review document has( 2
Islamic finance as key™ -
agenda

13
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Regional Development
Tax Treatment

e e —i .
LUXEMBOURG |- e & i 20— SOUTH KOREA
—— Y s — o L Nod~
Issuance of new tax-¢ircular =~ ‘*"'2"\1:’.”\.\3 é/ = /: T R tr;atmegttfor SUktUK
on Murabahah.& Syku'k AP "i 1: f §5e B J&Sl;Fa ce and transactions
transactions="" 'z y 7Y .‘t‘.}:;,',-ﬁ"’ v R : o
| JR Y S—— S G )Y
k oW SLAdT 0, 2y SR— ]
X, RIE ! 3 - W N |
N T . - 4 W Qo ) :
< U K ‘L\v ?'_ N _i._’ ,%_«.‘S;‘..: ! ’:\.\ b /‘x"/ I
Tax law amended in o S . [ 3 I*ﬁ" i ol '{;‘ JAPAN
. . ! : - "-. l \"_' : o
::sllr;?:iciiﬁ;tniggi(pgcvri‘g] | b S ‘ 5 ,{ 7 Law passed allowing banks
& P 3 il 1 ! EN NP *t,o do Islamlc finance
conventional v v b L% T itaiatalat = AL \
R \ ¢ : S B ed
1 | 1 NI . i ’ - WS, “
AN P LRI, X o
! : i ot ! ’ i AN ‘
L e, & !
KAZAKHSTAN - v INDONESIA P
« Changes to tax A « Awaiting ; = i
legislation ANCE parliamentary b THAILAND
* Rules calculating approval to pass '
advance payment of * Tax treatment fo.r amendment on VAT Tax law amendme_nts
corporate tax for- Murabahah ,’r tax Iaws o hampered by political
with PEs =% Tax tfeatmen’@m — < 2009 toward Third —

Sukuk and similar
indexed financial
transactions

Amendmenton Law
Number 8 / 1983

14
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APPENDIX
Regulating the ICM
The Malaysian Approach

h TG mALavsia
MIFC | shaping, .-
ISLAMIC PNANGIAL CENTRE nancelO er

16
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Malaysian Financial Regulatory System
Overall Regulatory Framework

Labuan FSA
G S 'IA
BANK NEGARA MALAYSIA
CEMTRAL BAMK OF MALAYSLA .\= > LO F S A
Suruhanjaya Sekuriti SERVICES AUTHORITY, MALAYSIA
\l/ Securities Commission ‘

Regulators of

the Banking & " CMSA 2007 " Labuan Offshore
Takaful Sector i SCA 1993 ! . Securities :
\_SICDA1991 ; | i IndustryAct 1998
Bursa Bursa Bursa Bursa Bursa Malaysia | Bursa Labuan
Malaysia Malaysia Malaysia Malaysia | Derivatives Malaysia International
Securities | Derivatives | Depository | Securities | Clearing Sdn Bonds Sdn | Financial
Sdn Bhd Bhd Sdn Bhd Clearing Bhd Bhd Exchange Inc.
Sdn Bhd

shaping
MIFC ‘“’lﬁi&tiiﬁﬁoggéther 17
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Malaysian ICM & Securities Commission

Introduction

Objective of
Malaysian Capital
Market Masterplan

Approaches taken by
the SC

To establish Malaysia as an international Islamic capital market
centre

> Supplying necessary infrastructure for research,
discussion & dialogues

"B

Undertake specific efforts to develop and
strengthen the market

To establish

Steps taken to establish dual market system

Islamic
Instrument
Study Group
(11SG)

shaping
MIFC "‘}ﬁz:tz;sﬁoéther 18

Islamic Shari'ah

Capital Market Advisory P

Department Council
(ICMD) (SAC)
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Malaysian ICM & Securities Commission
ICMD & IISG

Conduct R&D of ICM
products and analyzing
listed companies’ ,
securities ! i
e O e
R&D in Equity, Debt | Anydevelopmentin ICM |
and Derivatives | is subject to IISG’s

sector | approval

Presentation to 1ISG for
Approval

Centralization of SAC Upgraded to slamic

Instruments
To ensure implementation of ICM C Study Group

complied with Shari‘ah principles

To advise the SC on matters be related to Q

ICM development Shari’ah
Advisory
To function as a reference centre for all ) Council

ICM issues

May 16, 1996
shaping
MIFC ‘*}azztnaﬁog%ther 19
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Shari’ah Advisory Council
Approaches in Introducing ICM in Malaysia

Two Approaches
applied in
introducing
Malaysian ICM

with Shari’ah principles

(
Supported by Shari’ah

Adviser / committee at |
operational level ~ ./ SC’s ‘
J Shari'ah

: Advisory)
= Councll

| : |~ . Oversees overall
P == | Shari’ah
i - . compliance

A
y
-

|

Scrutinizing the validity of conventional instruments in compliance

Formulating new financial instruments based on Shari’ah principles

As reference centre
for all Shari’ah
matters in Islamic
finance




@7 Bursa maravsia S

Malaysian Islamic Capital Market
Products & Services

- B
Islamic asset-backed securities Islamic fixed income securities
Sukuk funds Sukuk Sukuk ljarah, Musharakah &
Mudharabah
J
: : 4 ™ -
Shari’ah-compliant stocks Shari’ah-compliant
Islamic Equity funds _ <broki trading
Islamic REIT Equity Stockbroking Shari’ah-compliant
Islamic Index | margin financing
~ Malaysian <
Islamic
Products
4 ™ g ~
Dual Currency _
structured investment | st ctured Commodity
Equity-linked = Products Mglf;?srh n?h BURSA SUQ AL-SILA
structured investment

21
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Dual Financial System (cont’d)
Standards in Malaysia

Islamic Financial
System

Conventional
Financial System

)
L

A comprehensive Islamic financial system co-exist with conventional
counterpart

Full transformation of financial system in accordance with Shari’ah

Legal
Framework

) A dedicated High Court in the Malaysian court system to sit in judgment
on matters relating to ICM

) Kuala Lumpur Regional Centre for Arbitration - platform to resolve
disputes on ICM transactions

IBFS
Arbitration
Rule

)

Available for disputes settlement relating to all sectors in financial
) system

Trade Law)

i Adopts UNCITRAL rules (United Nations Commission on International

Allows for reference to SAC for ICM transactions, products & services

Government
Support

)

) First jurisdiction to introduce tax neutrality for
transactions between Islamic and conventional heni
. . ~» > 0 MALAYSIA
financial system MIFC ‘bﬂaz:tﬁ}lgtlg@ther 22
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Dual Financial System (cont’d)
Standards in Malaysia

G

Malaysian Islamic finance transactions are in accordance with:

Malaysian Accounting

Standards Board
A t . 1 (MASB)
Financial Reporting | _
ccoun l”g [ Standards (FRS) |
s t a n d a l' d 5 adopts ( International Financial
> Reporting Standards
L (IFRS)
International
Accounting Standard
Board ﬂASB) Issued by

CMSA 2007 &

Central Banking Parliament
Act 1958 Granted

approval
=y Respond to Islamic fihance to

Sh ari ah dispute effectively

Sta”dards As a reference by court on BN_I,VI 5 & 89 S
e Shari'ah Advisory

Councill
Obligation of judge to follow S

SAC’s opinion MIEC '%%ﬂﬂgéther 23
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Malaysian Experience
(Financial Accounting Standards No.17)

Islamic Bonds Conventional Bonds
Sukuk held for trading Short term investment
Sukuk held for sale Long term investment

Sukuk held for maturity

24
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Case Study #1

Conventional Bonds & Islamic Bonds (Sukuk)

G

In compliance with Private Debt Securities Guidelines

R TS In compliance with:
s’ - * |slamic Securities Guidelines
V4
,/ \\ * Private Debt Securities Guidelines
\
II \‘ Conventional Bond Islamic Bond / Sukuk
|’ :
\ I ISSUER ISSUER
\ 1
\ ]
\ /

Securities
Commission

Securities
Commission

shaping
MIFC "‘ht:t::ﬁoéther Z
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Case Study #2
Regulation of Islamic ETF in Malaysia

G

Rules and Guidelines Securities Law & Regulations
- CMSA 2007

- Regulations issued under CMSA

- Guidelineson ETF

- Guidelines on Unit Trust Funds

- Prospectus Guidelines for CIS

- Rules of Bursa Malaysia Securities
- Bursa Malaysia Listing Requirement
- Rules of Bursa Malaysia Depository

Securities Commission (SC)

Trustee Manager Trustee

Approval Approval Approval from

“ from SC Deed from SC SCto act as

to act as to act as Shari’ah

- Trustee Fund Manager Adviser
Prospectus

— & Bursa
Securities
Source: Securities Commission (SC)

N - Unit Holders

1“0 AAAAAAAA
MIFC | sha Dogther 28

ISLAMIC FINANCIAL CENTRE H\ ANCH
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Case Study #3

Regulation of Islamic REITs in Malaysia

Governance Structure : Al-Aqar KPJ REITs

¢

Governance Structure of REITs in
Malaysia:

. . : Shari‘ah
- Relationship between parties are Advi A
governed by Trust Deed VISEL Holding of | |
olding o ..
) I Dividend
units
- REIT must be managed by S~ 1= ~ Adviseon N I
management companies approved : Shari'ah S I
by SC and be subsidiary of: related matter N AR :

- Financial institution; or
- Property investment company

Custodianship

Damansara
REIT Manager
Sdn Bhd

Amanah Raya

Berhad

Management fees Trustee fee

- Function of Trustee:
- Trust company;
- Trust Companies Act 1949
[Act 100]

Ownership
of properties

| Net property
income

REIT properties:

Maintenance &
management
services

- SC guidelines for Islamic REITs:
- REIT Guidelines; and
- Islamic REIT Guidelines

Specialist Hospital

Building in:
Damansara
Ampang Puteri
Ipoh

Healthcare
Technical
Services Sdn
Bhd

Subsidiaries of
KPJ

Maintenance & Joh Rental
) management ohor payment
(/AI Hadharah! A%a® S fees Selangor
(o Puteri shaping =
Boustead REIT ugm‘mmm mjgg - IEPIL\EtO ther 27

Source: Securities Commission (SC)




