CHAPTER 2 Y-

OVERVIEW OF CORPORATE GOVERNANCE, TAKAFUL, AN @RIAH

COMMITTEE %

2.1 Introduction
This chapter provides an overview and background tx study. The focus is

directed toward CG structure and the effectiveness the TaWdustry in
"X

Malaysia, and the moderating role played by SCQ orporate per or'n@ This

chapter is organized and discussed consist ith the <ObjectiVes %Yresearch

'\are ,@e:gnted under
i ene@fnd in Malaysia in

questions of this study. Therefore, the, relevant
subheadings. Section 2.2 include the W dof C
particular, CG definitions and ir@%nce, ﬁﬂ;g?s @hich governance has
evolved. Section 2.3 deal Withl% iaC ™

ode on €G evised code. Section 2.4

explain the Islamic corp mer e. Seésr: 2.5 and 2.6 review the

Takaful or Islamic ins@stry T)nc :‘ Ehs@'i%gin of Takaful, authorities from

Quran and Hadeet{‘wnic irls 4 ackg cﬁféé Takaful models, and the Takaful
sia i

industry in Ma Nin a ctio éﬁ it compares Takaful and conventional

!
insurance. Se 2.8 and 2. e“evtz?b?)ut Malaysian Takaful industry and future

; N .
challen% t section ’10 s@% light on SC's moderating role on BOD

. % Y y
effectivepess and AC effectl@és on financial performance. It clarified the SC's

@bilities and duties to enhance firm performance.
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2.2 Corporate Governance Background

“

2.2.1 Corporate Governance Definitions

A particular definition that consolidates all the changing circumstances of CG is

non-existent. Different authors, institutions, and countries have distinctive

8-

definitions to the term. CG can comprise codes and rules that cantrol agency conflicts

¢

and fortify the connections among a firm's administration itsVD,’shareholders, and

partners. CG can successfully influence those rules a trols ofya

'firm eading to
high financial performance in the long run. ¢ \Y'
=)
The Cadbury Report (1992) defined CG a@em byiwh cor@nies are

L 4

hey d?\efmined the

directed and controlled. The report issued sev%l gui

D'ssresponsibility was

) &p@ise the work, and

g)éetermined by law, and
9 Q
procedures were to be approv% e share " meeting. The auditors' role was to
N
inatio

conduct an external aE oWe exami

company's management submitte

system. The AC Md r!)m t @re to help raise CG standards and
confidence i ~PH\ publishe Ijllan ial~ statements by clearly defining the
| o

responsibi d dutigs of all eon d in the firm.
'
[ |fer"

ing to Sh and Vishny (1997), CG deal with methods in which

Ay
‘g

inviestors ensure that their in%tments will return in the future. Therefore, in these

%, some questions can be asked: How do investors profit in the future? How can

Oy guarantee that management will not violate and squandered the capital? How do
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investors monitor and control managers? Even in developed economies such as the US
and UK, disagreement exists on governance mechanisms. Yv

Per Imam and Malik (2007), CG comprises a broad mechanism o@oring
and control, both internal and external, which promotes and ensures m&ective use
of a company's recourses and accountability for the efficient use of'these resources.
The study highlights the importance of CG, including prese ving\£ interests of all
parties, individuals, companies, and society based on an Y;

Ifgal framework.

Good CG leads to a better structure of market share an ership o mpany. A
23

, €.9., Shar Ic'eri\‘dggt‘ors,

ry of th iness at large, both
oo

i popu‘atio Throug(.}, all legal,
ethical, and regulatory requirementwa which om@ carries out the
A

activities are complied with. cq \T A

N,

The governance construgti icat& thedistribution of responsibilities and

rights among diverse m }witl e irmé@h as the BOD, managers,
tor

arid O&r stakeholders). Moreover, CG

E &

eus@-_making regarding corporate matters.

company must take care of the interests of all benefic
employees, customers, local community, and t

in terms of physical effects, social and ec
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indicates the rules wgula
Governance gi\@s a to p@é their objectives, reflecting the social,

administrati e(@ market_envi n@t. Governance could be an instrument for
\
kc

observi%
by

reg s boundaries for the s(%éholders (Jarboui et al., 2014).
N

\!ganisation for Economic Cooperation and Development (OECD) defined CG

tivifi Proac , and decisions of firms. Governance creates

s arset of relationships between a company’s management, its board, its shareholders,
nd other stakeholders that provides the structure through which the company's

objectives are set and the means of attaining those objectives and monitoring
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performance (OECD, 2004). OCED also stated that the CG depends on many factors
such as work environment, professional ethics, legal awareness, reg
environment, and the benefit of the society in which the company oper@y &
Sakman, 2013).

Sanda et al. (2010) argued that CG comprised the procedYb'y which all
parties concerned could successfully ensure that the com aNanagement and
employees take all measures and mechanisms to protec %h Iders' interests.
Jarrar (2016) stated that CG refers to the compatibility een he\pqﬁes and the
and d)s@/ the
official bodies that work on the organization of ssiJn, ich a@ 0 ensure
the compatibility between the strategic o ives'of ti\ﬁ company anéﬁhe procedures
and practices used to achieve these g &i O

The MCCG (2017) deflned the pro Kd @e used to direct and
manage the company's busines al war moma@ business prosperity and

&

corporate accountability wi he tlmlt JEGtive $ lizing long-term shareholder

value while taking mt% the int
An analysis e prevl |t|0 monstrates that no single accepted
definition of C is agreed that @ﬁltlons differ according to each concept

and usage. F!i e ore, CG f use's r@ ly on procedures and processes that ensure

correct procedures that work according to the stan

est fh keholders (Malaysia, 2017).

-

that all partiesyin a co Workd.Fmammlze its benefits to the owners, investors,

Y-
sham&rs and other partn\eg“ The BOD has a large role in monitoring the

i ntatlon of the governance procedures, which ensures the commitment to all
d ms, laws, and ethics that lead to the achievement of strategic objectives. In

ddition, all committees and members charged with tasks must be committed to

ensuring the protection of all rights and making sure there is no default or overflow.
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2.2.2 Importance of Corporate Governance

Principally, CG aims to maintain a balance of interests between% ate
investors and stakeholders in a firm (Ngaton et al., 2021). CG effectiveness is'critical
and includes using good practices and the implementation of the pgiaciples. Existing
CG codes enhance the activation of CG practices. Governance @ts are meant
to safeguard and increase stockholders’ value and guar, ntw all shareholders'

e rc@ency and
L ] \T

accountability appropriately regarding macroeconomic iSSues.

interests are considered, eliminate conflicts of interes

| &S
CG emphasizes the strategic dimension ccounta‘lgili a mc@fhring to
achieve effective performance for all types of gmp

S\QQ eﬁec§i®overnance
system focuses on a set of dimensions i Man I

optiQa distribution of

1)

resources and mechanisms of electionm, C

and strategic decision-making in Emany‘p%e’t ; %&)

o
wn

—
~f

s authority, responsibility,

N

o
Adequate CG is signif if internatignal orgagizations are to flourish in a

N
competitive global m etWt aI.’ 201 .F@G leads to better use of an

organization's resources, ch % nd'?{}r) of a company's growth (OECD

2004). Previous @k h@a significant and positive relationship between
N

effective CGGMm erform ‘gd ( auser & Pound, 1990; Yermack 1996;
Brown & Qﬁ 004;/Beiner alééﬂfM). For example, good CG assists corporates
Sl o

throua r red cash ow,’su@ing access to low-cost capital.
\Co panies with good\governance are likely to have appropriate control
A@wisms and an appropriate allocation of resources that ultimately contribute to

Oir growth and prosperity and improve economic and financial stability in domestic

and global financial markets (Alagha, 2016).
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2.2.3 Development of Corporate Governance in Malaysia

Before 1997 and the emergence of the financial crisis in Asia, nﬂ\zian

countries, including Malaysia, had rules and regulations similar to (rlt‘la laws,
corporate regulations, and policies. This situation was especially true.in the Malaysian
capital market due to the British colonial link to Malaysia. The@i the British
colonial rule provided a framework for Malaysian CG ,n Wuirements of the

inclusion of the Kuala Lumpur Stock Exchange (KLS h afoc s'on transparency
and accountability in CG (Nickmanesh et al., 2013). " \Y'

Table 2.1 summarises governance initiati rom 1})6 jw’ e(')re the
financial crisis of 2007-2008 in Malaysia. Y. >

x4
Table 2.1: Governanceflnitiatives fi ‘:h 1 -1992<

v N
Year Initiative Establish e
1965 The Malaysia%paniesﬁ ) ’<\
1973 The Securiti ct S
1987 Malaysian n TaKe-Ov nd M@?rs
1989 Banking aneyFinanci itution Ac(Y
1991 The Securities Indus al Depsitories) Act
1993 iti issi N
1993
1995 curitle &ohbission Act
1997 Reporting &9&,

\
<$ Source: (Nickmanesh et al., 2013)

N
CG ina}ysia as re i}dd mgeﬁ criticism since numerous failures of
multiple c@es during and fti\ financial crisis (Chai, 2001). In the wake of
the 1 w

financi cr{sis\/‘fﬂany reforms were established to introduce the
acQQta lity, transparency, g!?protection of shareholder's benefits in Malaysia. In
‘% High-Level Finance Committee (HLFC) was formed. Members of the Finance

OWmittee included representatives from the Ministry of Finance, the Securities

Commission, the Companies Commission of Malaysia, the Financial Reporting
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Foundation, the Malaysian Accounting Standards Board (MASB), Bank Negara
Malaysia, the Association of Banks Malaysia, the Association of Merchant?ms
Malaysia, then Kuala Lumpur Stock Exchange (now Bursa Malaysia), theeﬁ fation
of Stockbroking Companies Malaysia, the Malaysian Association of stitute of
Chartered Secretaries and Administrators and the Federation Wblic Listed
Companies (Khadaroo & Shaikh, 2007). The committee w M with reviewing
company frameworks and making recommendations to d atl

'1 Malaysia. The

Committee found that there were actual weaknesses G, e e.ﬁsl[d financial
@

| . Nyl
disclosure,  transparency, corporate  responsi ,  corpor. ' r&m oring
responsibilities, and minority shareholders' righ?. \" \‘}"
o

In January 1999, the Malaysian Ir% of ®\)de, urnov%,\and Mergers

expanded and developed corporate di uré)tandards eh@ for acquisitions

and mergers to reflect global best @es. In t\m% peri %,\the requirements for
':E y N,
listing on Bursa Malaysia \A% de9 to tequire Qiu‘arterly financial reports
O

prepared following Malaysi untln andards ém}kmanesh etal., 2013).
In March 2000, ;'an Code on CG bva&}sued. The code provides a group
4
of principles for g NQB pracit 5 for

future (Finance £ommittee, (5'0

#
On to Sfbt, the Secu iee'

Act desCribedwthe Securi ',Coméxl’ssion's responsibilities and the Registrar of

@D
>

firms{@woid the collapses and crises in the

d—

C@n ission Act was promulgated in 2000. The

/t

Co S in prospectus regul@ﬁ, resulting in greater legal and regulatory certainty.
N

Shnore, the Minority Shareholders Watchdog Group (MSWG) was established in

6 as a public company limited by guarantee.
When an update of the listing requirements for KLSE was issued in 2000, the
focal point was to promote CG standards and protect investors among listed
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companies by introducing new provisions and strengthening existing provisions. In

2001, the Financial Sector Master Plan was issued. Its main objective was to e?ﬂ!h

a dynamic, flexible, competitive, and financial system capable of meeti@mer

requirements and business. —\

In 2001, the Malaysian Capital Market Master Plan was issued¢to improve CG
reform in Malaysia. It included 152 recommendations r IMN developing a
regulatory framework and institutional for the capital ma Yz 1 to 2010, and
ten of them were for CG. \d‘

The Institute of Internal Auditors released ines on the i t#rn_f@‘zr;trol
function in July 2002. They were meant to h oD in di rgi%‘?ﬁeir roles

NN

Guid Vz';on Internal

concerning the establishment of internal aadw cti

Audit Function was a combined e a@ng differ

professional and industry bodies, ir%ng th%l n
h%/siann [

N,

Accountants (MICPA) and t Institutes of <:?(?)untants (MIA). It was
supported by the KLSE and%urit[ issi@hadaroo & Shaikh, 2007).

The Corporate rm Committee l/vaéstablished to lead the corporate

4 $ &
law program in 20 Nqarry cl \bm rehié'ye review of Malaysian corporations.
In April 2003, K riti
¢

!
Issue of Se 1es and/ Polici 6 i’_r‘r;aify speedier approval of firms' corporate

nter@%roups from the

§Q e of Certified Public

1SSio *&’dvided motivations in its Guidelines on

N
propos ithheorpara Puct tru& records and good CG (Securities Commission,

OOQJanuary 2004, the S@ﬁities Commission improved its securities laws to
N

p \bProvisions Governing Whistle Blowing to make it compulsory for auditors to
eport

N

Q breaks of securities laws and requirements to the related authorities. This
quirement complemented the requirements of the Malaysian Companies law, which

imposed a similar task on auditors. Furthermore, the reviewed laws introduced
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protection against retaliation to company secretaries, chief executive officers, chief
financial officers, and internal auditors who reported mishandling to the Wt
authorities (Khadaroo & Shaikh, 2007). (0\

To enhance the profile of Bursa Malaysia’s competitive adva d install
transparency, discipline, and efficiency on the Bursa Malaysia Berhad was registered
in 2005, in the Main Board of Bursa Malaysia Securities. In_ad n, Bank Negara

m. It was issued to

Malaysia formed Guidelines on CG for Licensed enterpri

provide high standards to implement by licensed companigs and a??kﬂj{dce holding
L 2

According
efficient CG syﬂ\
Malaysian @

\A high level of corporate adequate external auditing and transparency;

QE Efficient financial stock exchanges;

e Competitive markets or facing a constant risk may face real competition;




e Efficient and transparent legal frameworks with judicial systems to enforce

rules reliably and without charge; Yv

e There must be a clear superiority between the regulated and regulaﬁé\
e Banking systems that are transparent, and independent competitive;*and
e A well-resourced, independent, and inquisitive media (BacWOOl).
The Asian Development Bank (ADB) conducted a C Mancing study in
selected developing member countries (ADB Study, 19 CYO.Ve ber 1998. The

study found several factors led Malaysia and other Sout t A ians to face

Y
severe problems with their economies and corpor rs during ilfarlgim crisis

(Zhuang, 2000). These factors found that an i ive BK inteﬁqg- controls,

T
poor audits, a lack of inadequate di w and‘\a la of@enforcement
ia

characterized CG in many South-eastWAsian countries sian@velopment Bank,

A

1999). The ADB study recommend%t a good\_@%;te {bpuld consist of:
0 ve,
ionships ‘(in@ng respective rights and

responsibilities) be anagers, creditors, the government,

and other stake ;'and I 0
4 ’ &
e A set of Msms lhat directly“or indirectly to enforce these rules

2.3 Malaysian Gode Cor
NN
T ysiarv' ?orp 7£Governance was issued in 2000, which was

app y the HLFC. It ino@ﬁ self-regulation, which means that the state would

e A set of rules that de rel

QD
=
@D
ﬁ
o
o

im no penalties imposed for any violation of regulations. The attractiveness of
q regulation is that the procedures are flexible and relevant. The possibility of
overnment intervention exists if self-regulation fails to prevent market failure
(Ferran, 2001). In addition, the possibility of peer sanctions and consequent damage to
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reputation, in theory at least, promote compliance. In this context, the ineffective state

of enforcement in Malaysia makes self-regulation particularly attractive. H

Malaysian code is driven by regulatory controls instead of a business-b@ie in

the UK (Ow-Yong & Cheah, 2000; Cheah, 2005).
The Bursa Malaysia makes it compulsory for companies listed on the bourse

companies to disclose in their annual reports their complianc oMompliance with

code in a “comply or explain approach”. This is done thr Kting'requirements at

Bursa Malaysia in 2001. Chapter 15 of Bursa M ia 'st’ﬁg\duirements
"X

addresses CG issues. One advantage of listing requi ts is the n ﬂ)r i@}ecific

source to ensure that the BOD makes state its_anh ort .Q&'rding its

compliance with the CG Act ( Salim, 2011 0\ \ %T

The HLFC has considered three\rcx% to go nce @lices. First, is the
perspective of sets of standards %G prac \%c ;Q a concentration on
disclosure of corporate CG a%tion%f practices @ding to organizational

needs. Third, is a hybrid?f- tv, “me inggit adopts both approaches
(Nickmanesh etal.,zo% b} ( 0
S
1. Corp Mve amce 'rylpleﬁ%’
@ Director ) é\&'}

inﬁude‘@ecutive directors and non-executive directors,

h rd has
)
ineluding independent and non-independent directors.

§b) Directors’ remuneration
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There must be a limitation on the level of remuneration. Firms have to provide a
transparent platform for the remuneration policies, and the firm’s annual repow
have the directors’ remuneration details. %\

(c) Shareholders *

The firm must communicate with its shareholders through theSAnnual General

Meeting (AGM).

(d) Accountability and Audit z '

The BOD must present an unbiased and logical e tion ft s posmon
and visions and maintain a proper relationship with i itor. This 'no_@es all
the companies on Bursa Malaysia to prepare ti n of thei annlk,mports to
show how the applied codes are percelv nough foﬂ sh olde evaluate the
firms.

2. Best practice in CG T \&

This section identifies a%]mdeﬂnes tende Q)asswt the companies in

designing their approach t G ay be rmlnlng the structure of the

ET
board the relationship % rd wit 'th;nla nt.
other

3. Principles %t praf orate participants

This sec' n Ofwthe respéa‘rbllltles of the corporate investors and

auditor’s re 1bilitiesfin de olﬁn%ée
\
4 X Iktoryﬁ (e é\

e are descriptive no@é for the earlier parts of the Code. Four other

ents were designed to the regulatory and governing institutions to
Q lement any oversight arrangements that have to do with CG in Malaysia. They
clude:

e The formation of the companies’ commission of Malaysia
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e The introduction of the capital Market Plan.

e The establishment of the Financial Sector Master Plan by BNM. \Y’

e The demutualization of Bursa Malaysia.

2.3.1 The Revised Code on Corporate Governance
Many CG amendments have been made in Malay& corporate
misconduct (Hussin & lbrahim, 2003). After accounting grise |rregular|t|es the

l

the regulatory, legal and information fram for manag ent @Trol

Malaysian Government made extensive reforms and ments to ‘case related to

shareholder’s rights, and supervisory technics oh, 2 03; Suto, Z@) The
ents og ‘t@'e Malaysian
of QQ his committee

en best practices for
1ify best p

amendments and reforms included altering the listin

ﬁ

Stock Exchange and setting up a high-le

‘?%2

aimed to establish a general fra ewo or, a

improving CG standards. Th e ﬁ%ﬁj
Committee, 2000). In 2001, as fu leme The best practices of CG
and principles under t M ys an clde ofi 2 Og%e introduced to influence CG

development amon Publ L| arﬂ' he law highlighted internal and

he @CCG in 2000 (Finance

external manage ls as y mo ing and control mechanisms. External

N
management @ the role )j;érn ditors.

M% V|eJ\'N é{to stimulate proper governance performance
(Kho et al., 2010; Ahm d'& Mubarag, 2012), and the MCCG was revised in

S

he revised MCCG made' no changes to part 1 but made 11 changes to part 2.

C

changes raised CG standards for companies listed on the Main Board, the
ond Board and MESDAQ Market to increase investors’ confidence (Nickmanesh

etal., 2013).



The MCCG 2012 focused on strengthening the board structure's components
and explaining board members' role as effective and accountable actors. They
effective trustees and managers by monitoring the work and planni egic
direction and assuring that the company operates following ethical d values

and maintains an effective governance structure to ensure appropriate risk

management and internal controls (Laallam et al., 2017). \)

i uc the' new Malaysian

is set owactices to
"y
transparency, The @code

. ThedM 201 hich was
e

Later, the Securities Commission of Malaysia (SC

Code on Corporate Governance (MCCG, 2017) in 2017.

strengthen corporate culture based on accountabilit

took effect immediately and superseded the 2

result of a comprehensive review bw

international stakeholders, lessons %corpo

market structures and business% %j

2.4 Islamic Corporate Gover ance’

Malaysia is a model prek

process (i.e., Isla&%ri) hliS infused Is@
N

levels, from i Wlt or%tioh (Qﬁ)whan et al., 2009). However, there is a lack

of literatu ariah governance ared to conventional CG, although there has
'
S e

nt he Islamic finance industry over the past few

‘5

been :s cant dev
de* he concept of sharfah governance has it is foundation in the Quran and

%, shariah means “the way”, guidelines of conduct Muslim treatment in all

O)ects of their life including financial issues (Shamsher et al., 2020). Islamic finance

practices have been organized in a way that strictly follows the principles of Shariah
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by observing its conditions, tenets and principles. Through this approach, business
operations of IFIs are expected to be Shariah-compliant. Shariah governance?l!m
ensures that all activities and business transactions of intuitions ar(krom
unauthorized elements such as riba, maisir, gharar and other si attributes

(Alnasser & Muhammed, 2012). ?
a

Choudhury and Hoque (2006) “describe Islamic CG s\“oretic decision-

making process based on faith that uses the Islamic socia les ’)f the theory of

vie M useful to
oy
reduce transaction costs in decision-making %ﬂvents nd kc@ the
institution's objectives within the framework?b rialh\f slam'@%les and
principles”. The major weakness of the traditio ive of fj@&l inclusion
measurement is its failure to recogni Ee ancept 0 th r@ﬁribution as what

had been recommended in Islam (se%et al., 2 MT
N,
Through compliance wi riah "princ' les, Q@ic CG can fulfil the

customers, competitors, s h

,a, m yees%
200

spiritual and communi% (Lewis
that transcends co ies and' tduals. holders' interests are not limited to
just the shareholders thems 'exte the whole society and the environment.
¢
Islamic CG !:w on fairnessto &’ll a(la'lolders.
\
Ir% text Of_Shariah Geyernance in Malaysia, the BNM, in an effort to

Y-
estawroper Shariah cor@hce in IFls, issued SGF in 2010 (BNM, 2010)

( %er SGF 2010), which later was revised to SGPD in 2019 (BNM, 2019)

knowledge in Tawheed, the oneness of Allah. The Is

%

thereafter SGPD 2019). In between, the Islamic Financial Services Act (IFSA) was
assed into law in 2013 (BNM, 2013). SGF 2010 contains sections on Shariah risk

management, Shariah review, Shariah research and Shariah audit functions, whereas
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the IFSA was designed to encourage Shariah compliance in IFIs. Hence, the
requirements of SGF 2010 are mandatory for all IFIs as its mplementa?ﬁs
mandated by the law stipulated in IFSA (2013). The Act also highllg t ious
penalties for Shariah non-compliance (SNC). Both SGF 2010 and IF*Ols were
meant to ensure adequate implementation of Shariah comphance%sz Malaysian
IFls. In addition to that, the SGPD 2019 further strengthened_ the r5|ght functions
of the Shariah Committee and other Shariah control func t con'lnuously ensure
strong practices of Shariah compliance within the IFIs

A list of common CG principles shows how cture of | |} @’lﬁers
from the structure of conventional CG. In Isl ttelf ti st bgBaTld to the
application of Shariah rules as they are stat int H Qu n. Se@ble 2.2.

Table 2.2: OECD Princi 0 pared to ic P@ﬁ'ples

OECD principles x\?amaaﬁ(mmples
The right of shareholders and key ownershi Pfoperty sytrust @harlah rules
functions (0
Promotion of transparent and eff|C|ent orlty nkharlah
with the rule of law and division ’

responsibility Q
Basic shareholder rights 2 Qés akeholders

Participation in decisio klng atth \f‘ak Acc ility not only to stakeholders but also
meeting f Gé the ultimate owner

Structure and arrarx r corpera rol nd fairness of value

areholdérs,.i I?,ng quitable distribution of wealth to all
stakeholders and disadvantage members

institutional share old S
A consulta \] S betw ns Ide In the form of Zakat and Sadagat
and insti areho e 'o
ble treatment of shareholde s\, Social and individual welfare with both spiritual
NS and moral obligation

Prote to minority and foreign shareholders  Sense of equality
é of stakeholder in corporate governance  Islamic accountability to Falah and social

Ownership rights b

The equ

welfare orientation

ating wealth, jobs and sustainability of fora  Haram/Halal in transactions
nancially sound enterprise

Source: Alnasser & Muhammed (2012)
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From a Western perspective, the main difference between CG and the
religiously driven Shariah governance is its epistemological orientation (Chou
Alam, 2013; Grassa, 2013; Platonova et al., 2016). Uniquely to Islam, @ and
Islamic organizations are accountable to God and are required to comﬂ!’kth a strict
ethical code. Moreover, Islamic accountability incorporates responsibility towards

society at large to eliminate poverty and promote fairness MUstice (Kamla,
gm

2009, Fathi et al., 2017; Karbhari et al.,2020). Accordin an' et al., (2019Db),

financial comprehensive from the Islamic view can be led i ods: first,

@
aspect through risk-sharing, and second, through @ments fr tr‘b@?

Kasri (2009) determined the main diffe et% ca dvaditional
CG views regarding philosophical attitudeﬂn\;ng:e bjeCtives an YTS, the types
of contracts participatory and key players insgovernan

nd @onships between
players. Governance in the Islamin%oective \ISMO

gQvernance in terms of a
N
Muslim’s promise, responsibili bli zﬁ A\Ilah:ﬁ:‘famic governance means

&
ct wi I@eople. In the end, Allah and

a tacit contract with Allah @rittl
Islam are important ac%w

F &
that concentrates ;)%ferial @&: | asp @(Kasri, 2009).
The reason, for Creatin lah %rgﬁfvisory Board (SSB) is to guarantee that
$ oA
operations rried out acco ing'to(I_sJI ic principles. If transactions do not follow
\
the Sha%

thes s are clearly essenti{t}té improving IFIs operations. The Fatwa and SSB

practice of G'ir@trast to the conventional process
’

, an @rganization m&suffer a loss of confidence by many people. So,

M the application of numerous aspects of Shariah in IFls. It also ensures that all

& ations comply with Shariah rules. In the event of any violations or irregularities,

e BOD can delegate authority to the SSB to represent it in correcting a violation

(Alnasser & Muhammed, 2012).
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Figure 2.1 below shows the differences between the non-Islamic perspective and

the Islamic perspective regarding authority sources for managing a company.

R
0

Non-Islam Perspective
Rationalism and Rationality as the Episteme

v

S

ic Perspective
hid as the Episteme

Shariah Board :
Ultimate Governance

I S

Shura: general
representation also
general shareholders"
community

)

)

Pressure Group <
il Board
Exec. Inde t
Shareholders < Directors Direct o
™
N
Regulatory Authority < T
w ment

Non- Management
Agents: Customers,
Suppliers,
Distributors etc.

A

£
~\
N
"5

/. §

C \ &

Social Q

3 vate
! aximization o
c} : o' %ﬂareholdzrs '

(.J wealth

participation
Minimal regulatory
authority except
reproduction of
knowledge and control

A 4

Social Wellbeing:
testing for unity of
knowledge according
to the shariah strong
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‘% Figure 2.1: Corporate Governance: Islamic and no Islamic Perspective

According to Najjar (2012), the concept of insurance is to collect money from a

group of individuals or institutions to compensate them in the event of future losses or
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disasters. These entities are insured against risks by paying fees to companies that are
determined by the frequency of an event and the amount of damage. Yv

Conventional insurance may be defined “as an agreement Whereb(%hsurer
undertakes (in return for the agreed premium) to pay a policyhold mount of
money (or its equivalent) on the occurrence of a specified event”. Thefspecified event

Neither lie in the

our'e of nature, the

occ rrwthe event

"X
depends upon accidental causes, and the event, @we, may ne dap_&ém\at all

must have some element of uncertainty about it. The uncertaint

fact that, although the event is bound to happen in the o

timing of its occurrence is uncertain; or the fact tha

4 N~
(Anwar, 2008). \ N
. . - : : X
Insurance is a commercial activity W ut esses@ represents a

large part of the financial services@. Good
necessary by international instit1.@5 such zhhe}

pra % are viewed as
O

Insurance Supervisors (IAIS) i

}m &
decided to prepare a set of{:in enII inCiples @urance that define the most
important standards aw iples ‘% erni gICG)) provide a wide range of best

NP AL |
regulatory and sup &Qy pral: e g&mance and management of insurance
)

companies (Najjar, 2022). &
3 ) (?(.z
2.5.1 The g@n conventi af'inﬁlbr nce industry
N

A%lt president

rep in 2019 that grou@ﬁrance was seeing an upward trend. The group

',the 1& Insurance Association of Malaysia (LIAM)

insuranee business premium saw a growth of 14.19% to a record of RM11.8 billion in

& premiums in 2010 compared to RM10.3 billion in 2009 (LIAM, 2019). Similarly,
e

life insurance new business sum assured enjoyed a positive growth of 6.91% in

2019, as measured by the total new business sum assured, which were RM 483.3
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billion in 2019 compared to RM 452.1 billion in 2018. The growth in investment-

linked business came from annual 2019 Life Insurance Industry’s Highlights wﬂ

2019). (,}
The impact of the COVID-19 pandemic is expected to caus alaysian

general insurance industry to contract by 2.2% in 2020. According t%lobal Data, it

has revised Malaysia’s general insurance forecast, taking th c into account.
With the latest data, the sector is expected to grow at a ¢ ual grovvth rate
(CAGR) of 2.4% from 2019 to 2024, compared to the earlier foreca h of 4.9%

(Olano, 2020).

BNM estimates that 24.4% of conventi

% slaml\c/ insurance
ent, @rlsmg claims

fo@%laysian financial

assets are potentially exposed to I|ab|I|ty

from climate change. The central bw;u s impo

institutions to treat climate chang any ot %ci I& which could affect
their profitability and balance d h tthe |I|t alse funds. "If not dealt
adequately, climate chan als ﬁi@lc risk, the report says.
"Collectively, these ¢ to a“[ntra i0 Ill portant financial activities that
support the econWan, @ (J

2.6 Takafu ry ’ ‘,'

(./

N
2.6.1 C% f ‘é\
afu or Islamic msurqﬁ}e systems originated from the ancient Arab tribes.

:E ept was well known and used among the Ansar of Medina and the Muhajirin
cca for centuries, resulting from the Hijra of the Prophet Muhammad (May

Qace Be Upon Him) more than 1400 years ago (Anwar, 2008). Takaful is derived

from the concepts of “Aqilah and Diyah” (Manjoo, 2007; Nazarov & Dhiraj, 2019).
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Subsequently, this concept was expanded to include various aspects of individual life

and maritime trade and help any individual or group facing a disaster orw

maritime work. \

Takaful originates from its Arabic root Kafalah, which meaﬂ;@ aid one

another” and or “mutual guarantee,” and all products or transactions ‘must completely

conform to “Islamic law” (Jaffer et al., 2010). The practic cmrance was first
founded in the early second epoch of the Islamic era i i Che Muslim Arabs

began to enlarge their trade to India, the Malay

countries (Sadeghi, 2010). '_\(—}
Owing to the long distance involved, the inher t+ journey, and the

ushm@ﬁ; traders got

d to compensate

losses arising from mishaps and misfortunes or,robb

together and mutually agreed to contri to >fund tha

anybody in the assembly who su% losses %
N,
2014). % % 4 <£?
\m &
Takaful in Malaysia is_de

d ,v laysi Aébde as “A scheme based on
ista \’v

=

gﬁ,\ZOOS; Hussin et al.,

brotherhood, solidarit tual as rovide for mutual financial aid
and assistance to t art|C|pal1 e of Whereby the participants mutually
agree to cont ute “for ose akaful Act, 1984). This description

characterlze slam sta ara' o{J kaful whereby an assembly of members

consent 0 ise t0 sateuém other against a specific loss or harm

Yv
Alarl the Islamic @mm Services Act 2013 (IFSB), in its published

% s, entitled Guiding Principles on Governance for Takaful Undertakings,
& ribes Takaful as follows, “Takaful is the Islamic counterpart of conventional
surance, and exists in both Family (Life) and General forms” (BNM, 2013). As

Islamic protection, consistence with Shariah standards and standards is the foundation;
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as it is undoubtedly the particular trademark that reflects the Islamic character of
Takaful business (BNM, 2010). The Takaful industry plays a crucial role in r?ﬁg

risks and global economic growth, predominantly in the financial sect@

Shaairi, 2013; Arifin et al., 2018, Eldaia et al., 2020b). A

If &

Between the mid-1960s and 1970s, about 93% of the global mSurance market
was based in Europe and Northern America. The late 1970s imshocks and the
subsequent inflationary pressure had a deteriorating impa %er':entage of these
nations' global insurance market, which was 56% in 2 Swiss W‘) During

this period, the share of emerging Asian economies i

ved fram Abf_@world

total in the 1960s to 30% in 2012. It was antici

d that'e g e@ﬁv)mies of

%o going Ward.@;g was more
than triple of developed countries gro%é)f 2.6% (Swi Reét?).
A

2.6.2 ReTakaful é’) & >\yT $

9 Q—
The ReTakaful concep\ arrangément’in v@éh the ReTakaful Company

: : N : :
agrees to indemnify a kaWerat , the elmS.%npany, against a portion of the
yt i

Asian countries would have a yearly gro

primary risks underwritten ce con pany. ReTakaful, however, does not

discharge the ce@&mp@ its %&ﬁty to a participant. The Malaysian
N
Takaful Act !%hes t defi ypla tez;&—ber se but requires that “an operator shall

have arra@s consistent jwit und Takaful principles for ReTakaful of
’

liabilities spect of |sk! un'd\/éi‘[éken or to be undertaken by the operator in the
&

cow is carrying on Takaful business” (BNM, 2012)

he Accounting and Auditing Organization for Islamic Financial Institutions

OAOIFI) refers to Islamic reinsurance (ReTakaful) as “the agreement among

insurance companies, on behalf of the insurance funds under their management, to
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devise a mechanism for avoidance of part of the risks which the insurance funds may
encounter. Based on such an agreement, a reinsurance fund with a dlstlnYmﬂ
personality and independent financial liability is formed through contrl rom
insurance clients' insurance funds based on donation. The remsuranc?% assumes

the task of covering part of the risks that the individual msurance%nas encounter

(AAOFI, 2015).

Yusuf (2011) notes the main objectives of Re K; hree. The first
objective is to safeguard operators against the possibili inso eWEo engage
operators in Shariah-compliant investment. The d objecti is’ t&%vide

adaptable underwriting practices for operators. OQQ i pr@ interest
in the reserves of ReTakaful fund. Thos% objeetivessclearl W that even

ctio@ﬁut the objectives
'}and aims.

have put the risk-mitigating tools i |fferent
\
C.)
-

\N% _ﬁo
2.6.3 Religious Foundati akl é\
. Authorities fro ly Quran { 0’

4 ¢ &
1.  Godwan w) Ie@ny re&&nd in good shape.

“And those,who'are ta ath ac-#%(g you and leave wives behind - for their
5\ i C—)

for

conventional reinsurance and ReTak the same

wives is a sti mai en n ocsyear without turning [them] out. But if they
N

leave [ theirfown dc en re is no blame upon you for what they do with

e s in an acceptable \\@ And Allah is Exalted in Might and Wise” (Al-

‘% Al-Bagarah 2:240).
Q Muslims must fulfil contacts and obligations.
“Oh you who have believed, fulfil all contracts.” (Al-Qur’an. Al-Ma’idah 5:1)

3. Mutual cooperation is required in Islam.
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“And cooperate in righteousness and piety, but do not cooperate in sin and

aggression. And fear Allah; indeed, Allah is severe in penalty.” (AI-Qur’?{-

Ma’idah 5:1). @

o Authorities from the Hadith
1. Narrated by Anas bin Malik “The Prophet advised u :o do our part

before leaving the result to God: ‘When the Holy Prophet skWedouin Arab, who

entered the mosque with his camel left outside untied c eIWn astray,
he said: “Insha Allah”. The Prophet then said: “Ti§our camel first h’n gégﬁ%ha

Allah” (Hadith. Al-Termethy. Kitab al-tawakul: #2513). \

) )
the Pr 1@ Sallallahu

n t

2. Narrated by Abu Hurairah radiyallgs ‘a

‘Alayhi Wasallam, said: “Whosoever r% aw

dship< m a believer,

fter_\\@osoever alleviates

Allah will remove from him one of tmshi of t?
the needy person, Allah will allevi te)ror% H%h S and the next” (Sahih
‘&
X

N\ d
X S
2.6.4 Takaful Models l Q’
4 2 <<r
Four types of Takaful r@ cussghe ow:

2.6.4.1 Takafulg] a’awuni it N@i) (s el
'S

¢
The ceaof Ta’awuni (‘)'d@ established upon the idea of commonality,
coIIabo%;nd br&)-gdy; am{% the members to help the partaking members in
the f the urgent need fo@}’pport because of an unexpected accident or a certain

Muslim, Kitab 36, #6250).

E——

tra . This form of insurance seeks to realize the wellbeing of the members and
clety at large. A Takaful operator can be the custodian on behalf of customers
ithout considering about making a gain. Thus, this model is termed a non-profit. Any
excess is allocated in full to all members (Billah, 2004). Members contribute to the
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Takaful Fund to pay other members in the event of calamities and afflict.

Consequently, Takaful members and operators are to know their rigrw

responsibilities to the fund and the premiums in the contributions a@d to

contributors only (Billah, 2004). *

This model was coined in Sudan in 1979 when the first TakaQ events began.

Afterwards, insurance firms were compelled to follow t erul Ta’awuni”

(cooperative insurance) model and adopt the Takaful jec ndeir the law. The

ljazit SWbia hen
L ]
the scholars advocated for Islamic insurance complia ith Sharia ' _\‘-}
4
o N
2.6.4.2 Mudharabah Model (Tijari)(tzas) \

{\T

Mudharabah is a deal between c@ppl R -aI-MdaJ) and a business

Ta’awuni model was adopted and implemented by Ba

individual (Mudharib) through which the Rab- W ers wealth to be managed by

A
the Mudharib and any profit ma the wealth' is divided between the Rab-al-
9 Q—
Maal and the Mudharib in IirM amu onsengﬁ"profit-sharing ratio (PSR).

N
In the process, any finﬁial isses are borne/by, t@-aI-Maal if such losses are not
caused by the Mud@s an m& a’;eﬁ-?’, carelessness (Tagsir) or break of
stated terms (M@a aIs@This el has been practised in Malaysia for
N T

two decades. % ‘P2 9

T@I C? y/v t@rst and is the largest company in Malaysia and
has démo

4
ated the success%mhe Mudharabah model as profitable for both

c ers and shareholders. T\his model is also practised in Brunei, where Takaful
‘%panies pay 36% to their contributors (Saleh, 2016). The Mudharabah model is

illustrated in Figure 2.2 below.
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Mudharabah Model

Profits attributable
to Shareholders

A

Company Company’s Admin.
Name & Mangt. Expenses
Investment by Profit from
Company Investments
A
Company’s
. Share from
Surplus
Takaful . v
- S General General Operational
Participant —>
P Contr-lbutlo 1 Takaful p»] Takaful P Cost of Surpl_u >
Peter n Paid by Fund Fund Takaful (Profit)
Participant Participant’s
Share from
Surplus

S
rce:@azimi etal., 2017)

The Wakalah model i

funds, and another n'% the f%p

&
instead of profit-s Nas in'th;\}ddara%deal, to offer managerial services to

S. S,loth;'party receives fixed payments

invest and manﬁg&th fun ritly. er the Takaful contract, members offer
&
wealth in theyfor

f a contribution. 'I@Takaful operator manages the capitals with a

fixed f rmed Aggn ) fog_ge\services (Alnemer, 2013). Agency fees must be

N

faierriate, determined, a@approved by the SSB.

\wis model is more transparent than the speculative model as fees are fixed and

N,

charge excess surcharges as an incentive to manage funds effectively. Conversely,

etermined by both parties. There are no hidden charges. Some Takaful operators
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some Takaful operators receive supplementary fees as a spur for their efficacy in
running finance and their profit achievement. Y*

This model is practised in Takaful all Malaysian Takaful con‘% The
Government of Bahrain has also started to enforce a mandatory mode kaful and
Re-Takaful businesses in all its operations. This model has enReﬁ'acceptance
worldwide due to benefits such as transparency and the purpose of'fixed fees. This
brings about an upsurge in the company’s impact to Ke.r lmd increase its
profits. Furthermore, there are less Shariah related iss Ssocl teWhis model

oy
that might create conflicts of interests among Sharial olars aof di er’t .S_Q%OIS of

thoughts (Razimi et al., 2017). The Wakalah m?j; |Ustr\afe\' gure\z\‘g'below.
w\ \\Y"

o,
Participants
Wakalah Contribution
Model
Fees Takaful Operator fees/
Agents’ Commission
=
¥ v !
Risk A/C Individual | |
(Tabar’ru) Saving A/C '
1
v :
Fees 1
Investment Profit :
l :
1
\ 4 |
1
Risk A/C Individual Saving / !
(Tabar’ru) Participant’s A/C 1
T :
1
Claims/ Direct :
: Costs / Reserve Surplus  =-------

QE Figure 2.3: The Wakalah Model

Source: (Bank Al-Jazira, Saudi Arabia, 2009. www.baj.com.sa)
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2.6.5.4 Mixed Model

The mixed model is a fusion of Wakalah and Mudharabah mo@e
eal

Mudharabah deal is implemented for investment purposes whereas the \/ﬁw d

is applied for underwriting agreement (Tolefat, 2006; Djafri et *18). The
stakeholders act as the wakeel (agent) on behalf of contributorsYr;anage their
capitals. The Takaful company (stakeholders) gets a coniki n, pays claims,
arranges Re-Takaful, and all other obligatory activities 0 Takaful business.
The company charges each contributor a fee recognize a akw,,w ich is

i de\‘a'r}ge for

contribut
. o 4 g
execution these tasks. Regarding investme c&% nvests. the extra

contributions in Shariah-based devices fwo H’% Al- udham& perspective,

where the company acts as Mudharib o

roviders). \
v H K
0 v,
Nevertheless, to fulfil ariah condition for @Vludharabah, the ratio of
A
profit is set and contracted the two parties, at'the start of the deal. Adherents
|

of this model assert th% harabah' pro gurzogetter suited for management and
investment of TK’ﬁ\ﬁnancf \rdullah,igﬁ()S; Almulhim, 2019) and offers a

reason to Takaw ator its (eiér,n by sharing the profit. The Wakalah

)

model is @ more appro ia‘t'e @n the Mudharabah for running the Takaful
t

commonly a percentage of the contribution paid c

>

NN
busines% agelﬁ (eost @surance). It is more transparent and freer from
the QA\tlous indicting of\@)enses (including marketing commissions) to the

Ta\?,l fund. These measures need to be deemed an aspect of attempts to seek the

Qw Takaful model and create concord among existing Takaful models (Akhter,
009).
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Certain financial regulators and international organizations (e.g., the Accounting
and Auditing Organization for IFI, AAOIFI) advocate the mixed model as it Iew
the strengths of the Wakalah and Mudharabah models. Implementing the @abah
model to investment events assists lessens principal-agent issues, w Wakalah
model usage permits the operator to convalesce the administra expenses of
underwriting (Swiss Re, 2008). \)

This model is widely practised in the Middle Eas K':lr’i worldwide in
Takaful companies. In Malaysia, Maybank Takaful had MM‘ Takaful
Nasional Berhad practice it. Supporters of this mod e thatithi o¢elégnes
the benefits of Mudharabah and Wakalah m baidu\?fa\ 5).{E'refore, it

may help to build a standardized model to W rouw? thesworld @e‘?nﬁixed model

is illustrated in Figure 2.4 below. \c') dﬁ
%)~

Mixed Model
Investment Fund
> Profit
Mudharabah
Contribution
Participants [
Risk Fund
> Surplus
Wakalah Contract
Wakalah Fee Takaful Operator

N P ¢ =
:‘(/ vj" \J‘Z‘ Source: (Ismail et al., 2017).
\ h(;)ure 2.4: Mixed Model

A%mplementing a particular Takaful model makes CG controversial in terms of

o rights of contributors to Takaful firms. The concern of Takaful employees is to

maximize the profits of the stakeholders while ignoring the rights of the participants,
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even though the employees are acting as agents, trustees, and managers of the invested
funds that receive their profits in the form of Mudharabah and the Agency fees.Yme
absence of good CG practices, the BODs is not held accountable, and th@sions
are not adequately monitored for participants and the community as because

the participants have no positions in the BODs, so they do not e the right to

question the BODs (Archer & Karim, 2002). : V
2.6.5 Products of Takaful .'\d
2.6.5.1 General Takaful * X

! _\"}
General Takaful products are typically desi to provide aria@ompliant

W N

risk-sharing and risk management mecha% a Xrenevggﬁlsis. In this

scheme, the relationship among the p@t isb
akaf

whereas the relationship between 0 M{

Ta’a&Qni and Tabarru’;

Mudharabah, Wakalah, or Wagqf i & KRaml 11;{@#5in et al., 2014). Some

D

examples of general Takaful FM: S ar

N
1. Motor Takaful: Thi typgof polic’ protects t@rticipam against any losses or

damages to the gre eh'crs.é th@?b cident, fire or third-party property
[

damage or lﬁ% ju |II. ire T{@}ul: This type of policy protects the
participan Xt aT/ 16ss &

an(ages caused by fire, lightning, or explosion to
their p&ﬂes. It
i

inclides bat>not limited to buildings, machinery, plant,
fuﬁ'tu and accessories.a;\rg.fire Takaful scheme usually excludes damages
\

;ﬁq‘sed by earthquake, volcanic eruption, or typhoon scheme.
E

o

ngineering Takaful: This type of policy protects the contractor’s interest against

Q any losses, damages, or liability due to different causes to the construction of

bridges, buildings, dams, and towers.
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3. Marine Takaful: This type of policy protects the participant against any perils or
damages to the property while it is in transit. It includes sea peril, ¢ ,
stranding, fire, and severe weather. Such coverage may be provid@rine

transport or road and aviation. Moreover, it can also be a combinat Il (Yasin

& Ramly, 2011; Marifa Academy Team, 2014). Q
2.6.5.2 Family Takaful z '

Family Takaful products are usually designed to rp ot.eh'bdgai t the

N
risks of death or permanent disability. Under thi e, the partici t'm,af(Benefit

from long-term savings and investment returnsgd on ‘r.e- ed ratqu:)nsistent
Takafu

T

with Mudharabah. The participants in a fq P'fche entr&eir money to

the Takaful operator and conduct a M ontract t perm@he operator to act

as their agent. The participants’ ai form ontri Qn to the Takaful fund is
) e,

deposited in Participants’ Spe ccount (PSA e @% are used to compensate

claimant’s family in caseY\w cla[nvan ’ emi%\or permanent disability. The
contribution in the fo Vings',i b(JﬁitleéLQParticipants’ Account (PA) for
investment in Shari anliarlt@w ses.%('}
The Tak %rato: i Qonsi@%for distributing the surplus based on
participants? muti to, t {JU&JThere are several types of family Takaful
o

productw by vari (pera@vhich are primarily divided into two categories:

,

Y

dividual family Ts@l: In this type of product, the fund member has

Eo\?roteetion against any defined risks, including mortgage, education, or health.
2) Group family Takaful: In this type of product, the members have policy
protection for themselves and their families against any defined risks, including

mortgage, group health, and education. Their families are entitled to receive financial
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benefits in case of illness, death or permanent disability (Yasin & Ramly, 2011;

As

2.6.6 Takaful Legal Framework in Malaysia 5

Marifa Academy Team, 2014; Nazarov & Dhiraj, 2019).

To enable the BNM to meet a central bank's objectives, i vested with

comprehensive legal powers under the following legislation to nqu\@ and supervise
the financial system. These pieces of legislation include: Y‘
1. Shariah Governance Framework (SGF 2010)% '
The SGF 2010 issued by BNM in 22 Octeber {Y@Tiah
governance process for the IFIs in Malaysia. It %ith }h obj tiv! {ggahance
the role of the BOD, the SC and the managemew jally on shgﬂah matters.

Besides, this guideline also covers rel@!y
execute the shariah compliance. Specifica theﬁ

2. Shariah Governance Polic%ca'neﬂl%
o
e

L
In September 2019, BIN\ d (S 19) dfter having issued an ED in
N

2017. The SGPD tightens W‘c’e of the b b @ement and the SC. The SC in
a;

comparison is the guardiap’ for .ensuri thﬁttp@ducts and instruments adhere to

shariah principle@bth Ilitest PD, @SC has to bear more responsibility as
N
compared to ENis indicate rl;'utru%(’ importance of shariah governance placed

by the re %IFIS BNM, 13\&-’
4
: e Bank o algys'i&/‘N:t 2009:

3
\ Act to provide for thércontinued existence of the Central Bank of Malaysia

administration, objects, functions and powers of the Bank, for consequential

incidental matters.



4, Islamic Financial Services Act 2013:

An Act to provide for the regulation and supervision of IFI, payment

and other relevant entities and the oversight of the Islamic money marke@amic

foreign exchange market to promote financial stability and complia ith Shariah
and for related, consequential or incidental matters. ?
5. Banking and Financial Institutions Act 1989 (BAFIAEN

An Act to provide new laws for the licensing a atiop of institutions

carrying on banking, finance company, merchant banki iSCO twd money-
L ]

. R M B\ of
broking businesses, for the regulation of institutions ng on gert otheL{h) ncial
te% AN Y

6. Islamic Banking Act 1983 \',?W 0\ %T
An Act to provide for the licensi hgulaﬁon am@%king business.
7. Insurance Act 1996: Cf) >\YY ,<\

An Act to provide nev\%or tlfé
business, insurance broki %nes justing b ss and financial advisory
business, and other reI@Y):es. Tuj l 0’

8.  Takaful Act ﬂ§4\ l;\ %

An Act t@e fo 'atio ‘&“Takaful business in Malaysia and other

purposes rel horc nn:ect v‘thée;%ful.
Srlod b
o

9, D% ent Fi y Ins‘l%i&ions Act 2002 (Act 618):

DFIA that came in cr.@fce on 15 February 2002 focuses on promoting the

businesses, and for matters incidental thereto o

S

lic smg&(@-regulation of insurance

‘% ent of effective and efficient development financial institutions (DFIs) to
n

re that the roles, objectives and activities of the DFIs are consistent with

Qvernment policies that mandated roles are effectively and efficiently implemented.

DFIA also emphasizes efficient management and effective CG, provides a
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comprehensive supervision mechanism and mechanism to strengthen the financial
position of DFIs through the specification of prudential requirements. YV
10. Anti-Money Laundering and Anti-Terrorism Financing Act 20((0\
This renamed and revised Act which came into force on 15 Janumz, was to
provide for the offence of money laundering, the measures to taken for the

prevention of money laundering and terrorism financing ofquces d to provide for

the forfeiture of terrorist property and property involved r erlv'zd from, money
laundering and terrorism financing offences, and for ers inci ‘that and
connected therewith. J _\‘-}Y‘
11.  Money Services Business Act 2011: %"T

An Act to provide for the licensi re IatloY a super n of money

services business and to provide for r@ters <<

12. Government Funding Act 1 T ,<\

An Act to provide for ra%nds &/ the Gover t of Malaysia following
&
|ng

the Shariah principles an matters @ental thereto or connected

therewith (Zul Kepli, l 0’
F &

2.6.7 Takaful Ind A&ln Mala é.}

There |s eli 'US|I at conventional insurance is forbidden
because of |ste e of ﬁere_}s forbidden properties, for instance, Riba
(interes ir (g i and arar (uncertainty). Consequently, a need exists

Qltute form of msur@hat meets the demands and needs of Muslims who

o financial transactions that are harmonious with Islamic Shariah (EI-Gamal,

6 . Akhter, 2010).
The first declaration of life insurance was issued on June 15, 1972, when the

Fatwa Committee of the National Council for Islamic Religious Affairs Malaysia
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issued a religious fatwa stating that this type of life insurance was haram (prohibited)
because it contradicts Islamic Shariah and Islamic rules. In 1975, this ruIiVﬂs
confirmed by a similar decree issued by the Council of Islamic Figh @ that
conventional insurance is forbidden or unacceptable according to IslanﬂN

According to Islamic law and rules, the primary motive f?&)llshmg the
Islamic insurance system in Malaysia was to adhere to Islami Ia and move away
from the three forbidden elements. Furthermore, this legit r%

rve' as an incentive

to develop an Islamic alternative to conventional insur whi h‘MsQIds prefer in
@

Y'
Malaysia. Malaysia's Takaful industry was estab@ 1984 and de\i@ed in

three phases (Bank Negara Malaysia, 2005). \4' T

of th@kaful industry
ed @‘onal cooperation

22@1'-2010), the Financial
Sector Master Plan (FSMP) %o enﬁance he I@)Shariah and regulatory

framework and enhance T u&apj . ysia's«Jakaful industry had become a

significant focus and % the Malay; |an‘ es@omy to help make Malaysia an
\se Flg

international Islami ancial <ie

The first phase (1984-1992) served e infras
in Malaysia. The second phase ( - ) streng

between Takaful operators in the r In the t\sgge
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PHASE |
(1982— 1992)

PHASE II
(1993 — 2000)

PHASE Il
(2001 — Current)

Special Task Force to
explore the viability of
setting up an Islamic
insurance company.

The Takaful Act 1984, to
govern the conduct of
Takaful  business, and
provide for the
establishment of Shariah
Committees to ensure that
the business operations of
a Takaful operator are in
compliance with Shariah
principles at all times.

1st Takaful operator in
1984 - Syarikat Takaful
Malaysia.

Main focus was the
establishment of the basic
infrastructure  for  the
industry

Entry of another Takaful
operator - Takaful
Nasional Sdn Bhd.
Formation of the ASEAN
Takaful Group in 1995
and the establishment of
ASEAN Retakaful
International (L) Ltd. in
1997.

Appointment of members
of the National Shariah
Advisory  Council  for

Islamic  Banking and
Takaful.

Takaful Malaysia and
Takaful Nasional (now

known as Etiga Takaful)
jointly developed a Code
of Ethics for the industry
in 2000.

—~TA |

FSMP 2001: enhancing the
capacity of the Takaful operators
and strengthen the legal, Shariah,
and regulatory framework.
Takaful Malaysia and Takaful
Nasional launched an initiative in
2001 with the Life Insurance
Association of Malaysia to
promote best practices and greater
professionalism in the industry.
Increased pace of development
and competition with  the
licensing of new operators.

The Malaysian Takaful
Association was established in
2002 to further promote the
development of the Takaful
industry.

Setting up of Takaful Ikhlas in
2002

Issuance of four new Takaful
licenses between 2005 — 2007
Establishment of MIFC (Malaysia
International Islamic Financial
Centre) - To develop
intermediation linkages in the
global market place

Liberalization of the Takaful
industry in 2009: the issuance of
4 new family Takaful licenses in
2010 (Total number of Takaful
operators: 12).

To adopt more stringent capital
requirements,  Malaysia  has
extended the discussion on RBC
to Takaful. The RBC approach is
expected to be implemented in
2013, which will help to enhance
the industry's capital base.

Bank Negara Malaysia launched
Financial Sector Blueprint (2011
—2020)

Source: (Cuyper, 2012)

Figure 2.5: Development of the Malaysian Takaful Industry




The Malaysian Takaful Association (2008) has reported an increase in the
Takaful market in the past years: 4.5% in (2003), 5.1% in (2004) and 5.6% inw,
6.5 % in (2006) and 7% in (2007). Although the increase has been stable@aful
industry's performance is small compared to that of conventional irﬂﬂke (BNM,

2005). To date, the market share of Takaful has not reached the tar% set by BNM,

which is 20% (Malaysian Takaful Association, 2008). Takafqance companies’

eats include market

, lac owaful, lack

“AY
of consumer culture and faulty debt. However, Malaysian insuran OM@ can

obstacles in terms of increasing capital and experience.

awareness, lack of players, product diversity, capital dech

benefit from citizens' legitimate commitme ro% i ation&' Shariah

compliance as a competitive advantage towincrease tbﬁ Takaful ra@;‘; the market

(Kasim, 2012) \ 6‘

Global Takaful grew betwee and 2 \h‘o$ ajcomi itment of 2.1 billion

N
US dollars to 3.4 billion US dokarsswith 2 yea
,s}e,j

rly»devel nt rate (CAGR) around
30%, with Saudi Arabia \hlay,i e b@ markets. Territorially, the

&
ASEAN area was the%[ arke} or 2 Oﬁlt@OS. In 2008-2010. Balanced for
\t*de elo

&
international exp&sﬂ&the nlaE %ﬁ( 28% against the ordinary market
which remaine& i i atioz%ﬁd 8% in the MENA during a similar

in |
¢
period (Ernifhmg, 015). 4 (j)
\
aysiavleadsst aful ‘iuhjstry in South-East Asia. The Islamic finance

-

ind ssets were forecast @oaccount for 40% of the banking sector by 2020
&

(Fusinw2019). For the case of Malaysia, Takaful industry have recorded positive
J h in recent years (Abdul Razak. et al., 2021). The share of Takaful net
ontribution as a proportion of the total insurance and Takaful business increased to
18.3% in 2019 compared to 16.6% in 2018. This indicates consistent growth of the
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Malaysian’s Takaful business (Bank Negara Malaysia, 2019). Takaful has
encountered unparalleled development in the most recent decade. MTA s
showed that in 2019 new Takaful protection grew 17.3% to MYR 380.2 @USSS
93.62 billion) from MYR324.2 billion (US$79.83 billion) in 2018 (MT%Q).

The Governor of BNM, who is also the Director-General of W, stated the
aim of developing the Takaful industry in Malaysia was to create progressive world-
class Takaful operators able to successfully position them s\as Ieiders in the area

of Takaful, thereby developing Malaysia as an interna I Islami

i ial center
‘X

f strengtheni g'M&fay ia as

rr% een J@éasing in
T

the last decades. There were eleven Tak co pan'nﬂs in“the M tan market in

2020. The performance and achievewathe Taka
made it a strong competitor to tradi%insurant}\@h?rif
Currently, the Takaful \% tﬂ .

(Bank Negara Malaysia, 2005). Consistent with the

an Islamic financial center, competition in the

D

airi, 2013).

/

in the Malaysian<market faces considerable

competition from the traditignal urT in stry@ny fields. The absence of a
infr

secondary market, th% ational
4

research on the cenﬁksues f)

is
products. The Islamicuinsu
¢

!
Shariah-co %insu nce. h(ﬁgftjt?e GDP growth of major global Takaful
% N

marketsgemaifrunstable_t )lghout'\‘\his period of economic crisis and still continues

to bg&ﬁsplayed by the data@ﬂre 2.6) reported by Malaysian Takaful Association

XTerritorially, the ASEAN region has been described as the huge market

( E
@ een 2007 and 2012.

rul:tlxb'of Islamic law and the lack of

pani ﬁ‘fso face the lack of Islamic products in
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Figure 2.6: (A) GDP Growth ajor Gl fu V@kets (Annual %;
Malaysian Takaful Associati 014). |GV¥§)J South East Asia.
o
2.7 Conceptual and Operati iffe es twe;?&akaful and
Conventional  Insuranc
N
Takaful insurancé companies and tradi ona@ance companies differ in their
: s d o :
basic concept models (Kwon, n, 20@1 ee et al., 2010; Hussain & Pasha,

h

K
2011, Maysam@won atsa\@lj et al., 2012). Traditional insurance
i

. ¢ | r%} . .
includes an u&) ng;]lrom rWraJ company in the event of payment either to
the ina@g anPt rin the \ of a particular event. Takaful is an Islamic
‘DJ b4
for traditional insurangc:nd is built upon the concept of “social solidarity,

N

ion and joint compensation for loss of members.”

substit

0 Table 2.3 presents the main differences between Takaful and conventional

surance to clarify how to understand Islamic aspects and why the Muslin community

prefers Islamic insurance.
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Table 2.3: Main Differences Between Takaful and Conventional Insurance

Justified el ts

Item Takaful Conventional

Benefits Paid from the related participants’  Paid from the company reseryes.
funds under mutual assistance.

Investments The funds shall be invested inany ~ The funds may be inve%y assets so
interest-free Shariah approved long as they meet required national
assets and meet any required insurance regulations utes.
national insurance regulations and
laws. V

Operations Operational mechanisms shall be Operational m isms should align with
in line with the Shariah rules. national rance regulations and laws.

Profit Underwriting profit is distributed Poli n Jet anypshare of the
to the policyholders. Shareholders” underwriting pr: fw in  mutual
profit is generated from the return companies shareholde @ pr is
on the investments of the ge ed from the company’s up') riting
shareholder capital and expenses plus any inyest riu ;
paid to the shareholders by the
policyholders for (i) managing t 4 N
company on behalf of the? \ T
policyholders; and (ii) managing
the policyholders’ in % Q\ %
funds on  behalf e &
policyholders. \ O

Premiums Paid premium is treated as bot i qem' ‘l,;eates an obligation against
donation savi insure o&ﬂsale and purchase relation.
(Mudharabah). (]

9 Q—

Company Company is%t nown a elati between the company and the
operator, which aets a poﬁé@ders is on a one-to-one basis.
manager, a preneur.

Shariah Tak ices are free fro ?a‘ Qventional insurance (including mutual
and other_prohibi deﬁ S <%i;|surers) may involve riba and additional
revglve arou ‘%\q ects eatures that may not be justified by Shariah

u bah, and other Shari principles
N

Policyholder Funhd policyholde fr*i b@%ﬁs to
e policyholders @n a collective
Q, asis Jand an by the
sh Iders. ;3\
& T 9
Reg% The operatio (gﬁechanisms and

products m be  Shariah-
compliant and follow required
national laws and insurance
regulations.

Both policyholder and shareholder funds
belong to the company, though separation of
assets may be maintained between
shareholders and policyholders for specific
insurances (e.g., with profits).

Operational mechanisms and products have
followed the required national laws and
insurance regulations.

Source: Khan (2005)

X
N
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Nonetheless, some similarities between these two types of insurance. The
similarities are the following: YV
1. The two forms of insurances require payment from the insured tcﬂ%\urer;
in traditional, it is termed premium while under Takafuf; is termed
contributions in the form of endowment. Y'
2. The value insured is returned to the insurer when particular events happen.
3. The two forms of insurances have a substan R;n'ent or savings

components developed in them. \d
L ]
N4
| S
n

2.8 Malaysia’s Takaful Industry Bodies

Malaysia is an Islamic finance and banking,i try fofe an%ﬁ@ll-known
globally for having the most established ar\$ marke IS reputation
is because, through the decades, Mal@ advan d v@regulated Islamic

financial industry, i.e., well-sup(%Sj with \'senva r tory contexts and
conventional physical structure%ﬂ et 5?.,20 ;(ReQ', Rosman, 2018).

th Finar@l Services Act (2013) were

The Takaful Act (1984) a %
introduced to advan%éndust toward$ @zing tremendous growth and
4 2
ia’ 63}1/

development in Malaysia's ali ance.i

numerous regu@at are,_vigo uslyéﬁking the whole value chain of Islamic

!
¢
finance have w the Indust en'paEc-i} timally in the country. Additionally, many

stry and globally. Furthermore, the

N
committed regulatorg® are nly orting the complete value chain of Islamic
finance,which have also helwe industry develop. Further, numerous structures

\soen developed to catapult Islamic insurance into the forefront of Malaysia

& ance industry (Cuyper, 2012). These are discussed below.
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The Malaysia International Islamic Financial Centre (MIFC)

A cooperative network started for the country’s financial segment regul?ﬂh
2006, including the Bank Negara Malaysia (Central Bank of Malaysm(j}ntl
Commission Malaysia, Labuan Financial Services Authority, Bursa N%la (Kuala
Lumpur Stock Exchange), Government ministries and other finanWencies and
institutions offering bank services, Takaful, re-Takaful, capit@, human capital

development and proficient auxiliary services. '

Il.  International Takaful Operators (ITO) .\d
L ]

Licenses financial institutions to carry out a range of T kzifu@ Re-
Takaful (Islamic reinsurance) business with forei
I11. International Currency Business U I U)u\ éxr

The ICBU is a platform for t arry out in %nprlsmg foreign

denominated currencies. It is a sc that pr Yyp @itles for undertaking
N,

international currencies trade%horeomar wané/dé?network by which the

Isla g\ﬁnance in Malaysia are being

accessible technical pI’OfICI ex
predisposed and expor% ’yj !
IV. The Malay5| akafu IA on

The MT s a und offer training, research, and education
through i %n such as th n rn(t_}i‘.(;RaI Centre for Education in Islamic Finance

(INCEI lami€ Ba yg anﬁ!nance Institute Malaysia (IBFIM). Because of

the ﬁg&maﬂon of the Isla c@ﬁancial industry in Malaysia, especially the Takaful

| , some professionals believe that the Takaful industry in Indonesia, Brunei,
Slngapore in Southeast Asia might be threefold that of the Middle East by 2015

smail et al., 2011).
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2.9 Opportunities and Future Challenges:

The Takaful industry in Malaysia is expected to grow, given the fol?ilg
opportunities: ('}
1. Ongoing government support to propagate the Takaful segm executing
strong regulations, intensifying public awareness and providin quate assets

for investments; \,

2. Industry players developing innovation Takaful CZ (e.gt, universal life

products); and .\d
o | o 4
3. Opportunities in the retirement savings space. ' _{-)
Yet, the Takaful industry is also anticipated to r the following ch{ﬂ;ﬁges:
I.  Key Issues and Challenges \/
e Lack of consumer awareness \: ,

Many consumers are still una@s)f Taka \d&a? @\e Some view Takaful

N
as commercialising conventio%ranc@ int Izgl(cﬁ?c world and reject the
notion that it is a Shariah- Xt in't In addﬁbn, many individuals tend to

downplay the signific his system; is! ia@ticularly evident in the Middle
F &
East. Like conven'&\ﬁs{insuri \ﬂ:q aful é&mrage is typically a proposition that
to

needs to be sol\ su instead o that consumers purchase). There is a

!

¢

need to funda Ily address aléﬂ{érﬁ individual risk management's educational
N

issues @ Musti ?'etiesxb develop consumer awareness. Most current

edugﬁon Takaful is among}yw'terested or related practitioners and investors, and

&

f reness campaigns are designed for the target population.
0 Insurance and Shariah Expertise Shortages of Human Capital
The current small group of specialists with appropriate Takaful expertise in law,

sales, and actuarial services can hinder future development. With traditional insurance

<
%«“@/
Or y,
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experience, most Takaful companies would frequently use human resources. These
resources would generally tend to know Takaful’s Shariah effectivene
familiarize their previous knowledge with integrating Shariah compliange into
their fresh responsibilities. Therefore, standard opinions and resaﬂ& tend to
determine the attitude of many carriers and, consequently, creative thoughtfulness in
the sector has been limited. Several Takaful classes have been provided recently. The
Chartered Insurance Institute (CII) provides training o t re'ources in both
insurance and Shariah skills.
23
_ . M R A

e  Shortage of Shariah Scholars with Enough P al Experi e' _\‘-')

Each Takaful company must have a Shaki upervis ommittee whose

ise its@sn;ss. Takaful
aré‘équired to build

members include not less than three ShariaW rs

companies face significant regiona aliages, SO
,@\the preferred Shariah

confidence in their target markets. (nasfore, th \n-ug r

scholars and those who have %I ex&arien in t(h;%'r\kaful markets. Shariah
scholars should be experi }M S ﬁg [ ”h‘nancial fields, especially in
Takaful private financ@tzons.rhe h'gﬁiahbt)mmittee members' main task is

to implement and&lglthe% e Shﬁb’transactions and ensure compliance
, m

with Shariah. qu atel ' beé‘f' Shariah academics with expertise in
¢
Islamic juri % and ns:%eq's Esj(;r?cted. Those who are qualified often sit on
NN
multipl% that ?'ate cugﬂicts of interest and reduce counselling quality.

Theg&ty of academics coo@ﬁues a short-term barrier and boosts the costs of
N

‘gﬁng a Shariah board (Ismail et al., 2017).

0 Lack of Standardization in the Industry as a Result of Shariah Explanation
Because the Takaful sector has only been recognized recently, a broad series of

problems are presently being deliberated amongst technocrats and Shariah scholars,

68



mainly those considering the descriptions and practices considered suitable and
Shariah-compliant. YV
o Different Legislative Approaches and Absence of Centralized RL@}

The Takaful sector relies on Shariah Committee, which applies ic Shariah
provisions, subject to any local legislative constraints. However, these local
constraints result in the absence of standardization of a worldwide Takaful regulatory

scheme. When it comes to coping with Takaful, local authoritie have] implemented a

variety of techniques. \d
'Y

e  Solvency and capital requirements l _\"}
Numerous regulatory contexts, specifica implér to Q@fe a level

playing field, create liquidity and principal®ebstacles f!a‘ Takaful co@nies the same

as conventional insurance companies: hr, the fo ng @'enges, which are
particular to Takaful companies, ne e resﬁ%s r)(’l\strde

N,
» Suitable attention i ng sa(;nli-?l determining solvency

necessities for a@ 0 I 8., the%@i-El-Hasana);
» Whether th% laying field or{cepbs justifiable in the long run for

s ¢ &
Takaful A \lh} é./
> Exc@!min ' 'Iikelthj&fd reserve techniques that can result in a
’
%pital equir e‘tfe} kaful bodies;

I
NN
al coh Pder SdVency Il and whether the same approach can be
A i

appropriate to TakK usinesses; and

E\ Treatment and techniques that rating agencies use for Takaful bodies.

QD
2
&

Ee]

0 Corporate governance problems and challenges
The current relationship between a Takaful operator’s Board of Directors and

Shariah Supervisory Board is usually one of enormous trust and integrity.
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Nonetheless, setting clear, written standards on the Shariah board’s scope and duties
remain essential. Compliance with Shariah must include all operational effectl
the implemented Takaful model, products introduced, investments, fe ures
contract contents, and marketing expression. There are currently mpliance
guidelines and normal reference conditions for Shariah boards in the ¥'

There are other problems concerning the Shariah board function and potential
conflicts of interest among Shariah academics. The ris %:frr)m the Shariah

board's primary focus on jurisprudence issues related to Shariah and ffocus on

major technical issues, such as underwriting, actuarial issues, pr@ risk

% 1 rs value,

management. Because the management’s con

this can create clashes with Shariah issues in the

(@]

concentration of assets invested 9& busine Wl@‘hterest and risk

management (Jaffer et al., 2010) T &
— ® S
e  The limited size and ca 43-

Despite relatively r h i ustry%@stlll tiny compared to the
conventional insuranc% In 2 116, i‘m s’ contributions stood at US$2
billion, accountin *qg)nlyll nt of US$3.7 trillion global insurance
premiums. The Zaka |mat be around US$20 billion, in contrast to
the Islamic g a ets Lé E(.)/%) billion. Takaful enterprises need capital
|nject|o ing itja yge t \mpete with traditional insurances due to a lack

of e y of scale for vanm{i}‘kaful operators (Ismail et al., 2017).

I%\actical Challenges and Difficulties

0 Furthermore, numerous practical problems in the Takaful sector may be relevant

to the Takaful industry’s evaluation and risk management. Some of the primary

technical issues considered are:
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o Handling of Qard-El-Hasana (Interest-Free Loan).

Qard-El-Hasana or “benevolent loan” is an interest-free loan given by.a WI
Company in the case of scarcity in Takaful finance. Shariah rules do Q’v\te this
development, but an expectation exists that an operator will introdué&ds in the
case of a shortage. The loan or Qard can then be reimbursed mure surplus
development. However, the loan's instrument and subtleti its consequent

payments are highly insecure and lack precision. '

Y.
. Determination and Allocating surplus ' Q}
=\
Because a third party’s risk insurance (rlsk fer) 1 isgpr hibited 1n\?~lam, an
NV
excess or profit gained from the risk s are rohl defgﬁl~ There is a

distinction of perspective as to the mana of 8@&1’5 supporting

surplus, as listed below: I<\

Opinion 1: Because insuranc transfer is |b|q&§? Takaful operators may
not take advantage of any s erW‘r\ <<d These must therefore be
disseminated to the co t s who l;rye pa@er together.

Opinion 2: T exc is re of’ée}/textenswe risk management of the
Takaful operatoer us r I d be |buted as a reward to the operator.

Op|n|o u ertriti ‘cl!rp oes not benefit either the Takaful operator

or the % rs aj, VO a eu rlting experience is considered possible by
Allah (Subhanahu wa Taala). 'FQg.fore in the real spirit of Takaful, all surpluses

\
S we provided to charity.

Q e Handling of Emergency Reserves

71



As an alternative to allocating all surpluses, the possibility of retaining a portion
of the underwriting surplus is considered to counter the possibility of future T’d
for capital maintenance (Jaffer et al., 2010). (ﬁ\
I11. Future Strategies Can Be Considered for Planning and Implen%on

e There is a strong need to form a more globalized Takaful industry through better

connectivity across jurisdictions. Takaful operators n Nve satisfactory
importance to cross-border associations at regional a E’ti nal levels. This
connectivity will not only broaden the market but more signi rltly bring
disclosure to the different challenges to establish th and co tilivixﬁe;\.;‘z.‘

e Attempts for rigorous branding for Takafu e % nd k@ﬁmented.
Takaful

Through intensive branding, the appea Q? the“global @rrnvunity could

nspa@SctX/, and assistance

could be further popularized %roduce \Ngve p@mts for the global
% 6 S

&

be increased. The Takaful philosophies of mutuality

community.

9 Q—
\ S"
e Globally, Shariah must? naie of higher g,nections for Takaful markets.
b

Research and train% a:i an iﬂ@related problems and fields may
be one strategy, W)St th' I \c{\
%

Takaful can he criti rtage}&"f‘uuman capacity cannot be overlooked.
¢

of the riah and Takaful in all markets that

e Like a

%ﬁess ha Is" with, numerous customers, Takaful must have
NN
infrast re to }"c?elerate processes and enhance precision to

ﬂm“[e risks. These are n&o\‘fmited physical infrastructures such as IT. It needs

\Eg einforcement of the regulatory framework.

S

akaful should not be viewed simply as a business concern because socio-
economic support is required. Corporate Social Responsibility activities could
reach out to assist in community development.
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e The area needs internationally accepted Shariah compliance standards.
e Training on Islamic finance on a global scale should be provided from twl'!e
centers of expertise in Islamic finance.

e Awareness for customer needs in insurance, and Takaful (e.g.,%‘allty gap,

retirement, pensions, and longevity) is necessary. .i

Q)

e Micro Takaful for the poor should be developed.
e Vigorous new product development should be utilis ; hieye the financial

needs of modern days consumers. Takaful operator kﬁ'ead‘ex lusive
value proposition to compete with conventlon@\ _\
4 e

e The distribution channels should be divers aQQ er segment of the

N
c}’ “‘

e Re-Takaful capacity should be blm Ique @ciples of Takaful
A
products and to provide essen 'a%nical ﬁ\#n
@

2 ) ing i
ies cgvanaglng risks
e Takaful talent should be oped, particularly &Q@s' advisory and operations

level. Y- ’ b

e Investment should%de in resear ‘pn‘dv elopment for market divisions,

products stru%nd dh—femnon t@&would provide advantages to Takaful
operators IEng un ( n 2%%),;

2 3

comprises Shariah seholars appointed by the IFIs. “The Committee is
S

fNof Shariah scholars, world-renowned experts in Islamic commercial
]ép

rudence (figh al-Muamalat) and finance, with the fundamental role of setting

Olness standards in all situations in which a company needs to ensure that its

activities abide by Shariah” (Hassan et al., 2018, Eldaia et al., 2020a). To ensure
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Shariah compliance in all transactions and activities, each IFIs prepares an SC, which
is unit of a larger Shariah division and a Shariah conformity unit and a Rewe?’mt
/Shariah Audit (Ullah et al., 2014, Islam & Bhuiyan, 2019). As part of ar@lon S
internal governance structure, this body functions as an internal con dy of the
institution, thereby enhancing institutions' credibility in the eyes of\its shareholders
and customers and enhancing their Islamic qualifications (Ra@

l

Members of the SC are distinguished individualS®with intde Wledge of

Islamic Figh and finance. Moreover, in the performa f theirfrol efnk@f the
SC must commit themselves firmly to the e t of i atlod.'flnanmal
‘@YI si &@ssa 2014). In

other words, the SC has a unlqu atl ship wi tlonal financial

institutions, as it is responsible fo |t0r|r%$ce arlah procedures for
transactions and issuing Shar%ucts War any%\rshad 2012). The SC's
existence is one of the m }hcal S §Ause it works to ensure the
operations of the ins% oIIowir[g S riéh@ The scholars of Islam have
stressed the need t attentli) i inci
and have dealt {t;g

need to be r % and eallz
EI

C

2.10.1 Shariah Committee Members Criteria:

institutions within the framework of Isla Sh

(Z;'@ Mensi, 2018).
S )ghtly%m traditional corporate governance. IFSB-3
defmg&e concept of CG in @és a set of organizational arrangements whereby the

a \nbof the management of institutions offering Islamic financial services are

G ed, as far as possible, with the interest of its stakeholders (IFSB, 2006); provision
f

proper incentives for the organs of governance such as the BOD, Shariah

Supervisory Board and management to pursue objectives that are in interests of

74



stakeholders and facilitate effective monitoring, thereby encouraging IlIFs to use
resources more efficiently; and comply with Islamic Shariah rules and prw
(IFSB, 2006; Wardhany & Arshad, 2012). According to (Muhamad Sori,@hgree
that identified Shariah committee independence safeguards and thredE,\Qd implied
better effectiveness through clearly defined meaning of independence’and guidelines
or code of best practices as a guide for the committee and rela%s.

l

The SC's main objective is to ensure that Islamic thstituti sWaccording

"X
that

to Islamic principles and ethics as stipulated in th lations a egjsl E&\

professional and legal authorities have adopte aLZ\O'O e SC\?G;/ises the
BOD on Shariah issues to ensure that the p&@ com?ly ith Shari Yz~hi|osophies,
authorizing and validating related do ntation about ces @&)roducts, and the

manuals and marketing advertisemﬁgjud int@%e (Hasan, 2009).
N,

Excellent dynamic Shari nance is atsthe COE(/ the evolution of Islamic

financial growth dynamics %&, 201 . eholdé?;}oncerns may extend further
hi

than financial interest% ious," ical of o@ values when demanding good

3 &)
corporate governanceslIn IFIs, f \hel ersa lamic scholars require activities and

services offered% ly wi
¢
Accordi

2.10.2 Shariah Committee Role:

ah Ia&&‘therwise, no permission will be granted.

!
Grais and IIJgrbf‘&OOG). Shariah Supervisory Board has five

NN
main p% es. Phese ? an enmrsement of permissible financial tools though
;3

fat te-Shariah audit), i Q%ﬁgation of transaction compliance with a delivered

f%\ost-Shariah audit), accounting for and payment of Zakat, removal of non-
ia

ﬁ h payment compliant receiving, and recommending the distribution of expenses
r income among the institution’s shareholders and investor. (Grais & Pellegrini,

2006; Alnasser & Muhammed, 2012)
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CG literature has been very interested in SC because it is an essential and
distinctive committee in governance today. A group of studies has pointed out
SC should be composed of those with various knowledge and experienc@view
confirms that the board's diversity plays an important role and pro enefits to
improve committee performance and, thus, the institution's performance. Scholars
from different backgrounds can help solve problems in different 'Ways, which adds
creativity and flexibility to the Shariah Committee (Grassa %. '

Suleiman (2000) argued that an effective SC le 0 strict Ity to Islamic

23
religious principles and ethics, which will counter e motivati p'o?@‘and
moral risk behaviour. Indeed, Islamic legislati Ww em.p§§/'ees and
management from acting illegally or immoJ: ucing incenti Vz~(:osts. Islam
nc;@fﬁle reducing costs

]‘Q}n immoral behaviour.

Serves as an incentive to increase sta committees' effi

resulting from asymmetrical inforn% and ris\esu i

N,
Therefore, an effective SC lea |tiongl efficient ma@ring by an organization,

&
and the profits from monitoring a joi[ tockhe@rs.
f

The Shariah Adwi ouncil lof Bank! Nea'ra Malaysia was established in
4 $ &

2009, which recognﬁ%md:'z::jﬁm 1 of&-ﬁentral Bank of Malaysia Act. This

council serves %
operating iE hami inan
says th% ) o D)
BOD of an IFIs up commendation of its Nomination Committee shall

A 3¢

a%\lhthe members of the SC. The appointment and reappointment of an SC member
hall obtain prior written approval of Bank Negara Malaysia. The appointment shall

G@evalid for a renewable term of two years (BNM, 2009).
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An increasing number of international and national level conferences, seminars,
and workshop programs to deliberate issues related to Shariah governance in IFWE
been conducted (Hanefah & Kamaruddin, 2019). These programs invo@only
academia but also experts in Shariah governance who are interesteﬂ'&xe issues.
Moreover, these conferences and programs have helped enhance &Vea awareness
and understanding of Shariah governance and assurance a Nis agenda on a

The BNM (2005) issued framework is divided intossix segments.explaining the

"X
Shariah governance framework’s general @ents, re n#bi_@ and
accountability of the board, oversight, ind?@ ce{ cy, \c&'sistency,

confidentiality, research functions and W cornﬂian BN V{r.oduced the

higher pedestal over the past few years (Kamaruddin et al. 0

Shariah Governance Framework (S in 2010 and r ed @‘rslamic Financial

Institutions to fully implement iql (Wet 1;1;\2015). The Shariah
S
governance framework has thrn%ary sgbme sdthe d, the management, and

&

the SC (See Figure 2.7). Each d rtmI articipate nsuring the implementation

e
of the basic principle legal guidelines. éha@ compliance functions support
NEP
I

these sections, includi auditl‘ ; Shagueview and Shariah, strengthened by
Shariah risk m ement p (BN@MO).
¢ I C—)

’
[7357¢
’v):§
&y
K

(o
&
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Shariah
as overarchina principle in Islamic finance

BOARD RISK
MANAGEMENT
COMMITTEE

BOARD
Overall oversight on

Shariah governance
structure & Shariah
compliance —]

A

SHARIAH COMMITTEE
Oversight accountability on
Shariah related matters

MANAGEMENT

- Ensure executions of business & operations
are in accordance with Shariah principles
- Provide necessary support to the SC

Y
1
}

Shariah Risk Management
Control Function

Identify, measure, monitor,
report & control Shariah
non-compliance risk

Shariah Review Function
Review business
operations on regular basis
to ensure Shariah
compliance

BOARD AUDIT
COMMITTEE

Shariah Research
Function
Conduct in-depth Shariah

| research prior to

submission to the SC

I AISS

Shariah Audit Function
Provide independent
assessment & objective
assurance designed to
value add & improve IFI’s
compliance with Shariah

Shariah Compliance and Research Functions

&

e and decisions in order to conform to the principles of Islamic law (Fatmawati

('}‘ d N (j"

Fi re 7 Sh Governance Framework

O‘V

Source: (BNM, 2010).

goal of creatln@M-SGF is to provide guidance on operations,

l., 2020). The framework shows that a sound and robust Shariah governance

amework is reflected by an effective and responsible board and management, an

independent Shariah Committee that is both competent and accountable, supported by
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a robust internal Shariah research capacity, and monitored through active Shariah
review, Shariah audit and Shariah Risk Management Department. The e
practice of good governance requires all those involved to carr@their

responsibilities in the best manner possible with the infrastructure su the form

of procedures, processes and oversight mechanisms. For an IFIS{ the oversight

mechanism is usually done by their Shariah department. In %M, this is further
are r

strengthened by the Central Bank’s requirement that all e(luired to have a

Shariah Committee (Bahari & Baharudin, 2016). SG d on the

epistemology of tawhid and shura for each level of i

and functions, goals and principles of Shariah (

ury &Hequef2004).
\

theoitu artici.@:{and agents

accordingly viewed that takaful opera %andlingt ir‘activities in accordance to

magasid of Shariah. The intervie\/\&s indica%a e h.@\kaful operator has its

own processes, policies and pr% and'ére c armi&l,?tn\e:ir activities to Shariah.

The basis of these policies_are “estahlishe Iir&@th the Shariah Governance
X-..]

Framework and each ;% ne“ ith e" dirmb'achieve the Magasid of Shariah
&
N8 @)

(Abu & Sharif, 2014\ ' ; %
The Shari rna y D@ﬁent (SGPD) issued by the BNM on 19

According to Abu & Sharif (2014)8Ero

Ge

!

¢

September %engt ened the &/eﬁi}q t accountabilities of the BOD, the SC, and
NN

other k rgans that.ar ?volv in the implementation of Shariah governance.

Besi is policy documen@ relates to the SC’s objective to effectively manage

\abnon-compliance risks by strengthening their decision-making process and
intérnal control functions. By implementing SGPD 2019, it is expected that IFIs will
ave a better arrangement in supporting a strong Shariah compliance risk culture. This

is based on more active roles from the BOD, the SC, and senior management.
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Generally, there are six main parts highlighted in SGPD 2019, covering: (i) the BOD;
(ii) SC; (iii) senior management; (iv) control functions; (v) Shariah compliancew
and remuneration; and (vi) transparency and disclosures (Kamaruddin et a@).
SGPD spells out the responsibilities of the SC, SC meetings; ointment,
cessation and disqualification of the SC, SC composition and secm to the SC.
Among the SC responsibilities include provides an outling that®stressed on their
mandate, responsibilities and procedures, provide objecti ‘Y;u d advice to the
IFls, responsible for every decisions and advice madey,devel pWrehensive

L ]
procedure to guide its decision-making process, i iately fup t'1e_\9§'D on

shariah issues, requests for a ruling or advice l?w SA&& ice ar@bmit SC
Noormibi

of t@gaividual sc
lict @nterest, allocate

decisions and advices to the BNM. Besides, resp

members are to exercise objectivit %ee from

adequate time for preparation and @ﬁ[ending \Sg uﬁ\bs ensure consistency
-:'E y N,
n%a QWi G@d SC rulings, inform on

in providing their views and dict with the«SA

the nature and extent of his*honﬂ interest he IFI and constantly learns

to understand the IFIs’(busi and operatigns &Bﬁ@', 2019).
& “C/Q
e The Duties, I@bil'tiles & ccour@lity of the Shariah Committee are

as follows: N
YIS

1. Respai%y\an ac%tagil'@/}%
T?QC/ ust &l(pzﬁdt

N
de Aviews and opinion\&xubmits to the decision-makers. This is among the
@d responsibilities of the SC.

NN
hé’t\is accountable and responsible for all Shariah
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2. Recommendations to the board and IFls

The expectation is that the SC will advise the Board and offer a responseWs

on Shariah issues so, that IFIs will comply with Shariah principles at all El‘n}

3. Approve Shariah procedures and policies

The SC is to approve Shariah procedures and policies prepared By the IFIs and

ensure that all transactions do not violate Islamic shariah. Y~
4.  Endorse and validate relevant documentation¢ '
a. To guarantee that the products and segvices of the IFI et't terms
with Shariah law, the SC must app% J' —{')
b4 \,‘Z*

- The conditions and terms enclosed in the?rms,
S;

legal documents used in performing the t@gn

- The marketing advertisements; product

r

brochures used in marketing the produet. Py g}

5. Evaluate duties carrie& y Shar di

To evaluate the duties ‘€arried out byythe S h audit and Shariah review to

guarantee compliawi
A@ [

Hai mcip‘lléj(nat are part of their duties and

responsibilities vidin

information i \.ua repor
@,
err;l ed parties \Shariah issues
& v

u
.y .
It'expected that the SC v@d offer the necessary support to the requesting party.

chiated parties of the IFIs such as its auditor, consultant or legal counsel, may
in

R

of Shariah compliance and insure

6. S

for advice on Shariah issues from the SC.
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7. Provide recommendations on problems to be referred to the SAC

The SC may recommend the IFIs to ask the SAC on Shariah m@t

difficult be resolved.

8.  Deliver written Shariah views y

The SC is required to deliver written Shariah views in sit%gl-vhere the IFIs

make mention to the SAC for extra deliberation, or when IFI?nits applications to

l

Jensen and Meckling (1976) argued that an increased”CG u;li\‘\‘de#r ed
S

the management's opportunistic behaviour and, ore protected‘the sLa‘r%holders’

4
interests, minimized agency problems, and corw

Ay
Pnh@ flrn@fformance.
Regarding Takaful companies, Grassa GN
L

tl
u:a that’ an i&ﬁient Shariah
supervisory system increased the risk

ar
&
majority of investors and cIi;g@wfigenAcho

the IFIs for new product approval (BNM, 2009).

iance,C)/hich affected the

Q")se%]uently decreased the

)
performance of IFls. Finally,&' ilar irical stlﬁ&\ollah and Zaman (2015)
found that SB positivel a?!ﬂ IB” perfor anc@l connection with disclosure,
(o 32
e

Farook et al. (2011) as hat thegexi c.fc{é in an IB increased its disclosure

level. Based on K ssio|1, it Can be @Iuded that the more the IFIs had an

N
effective SB, More ti;e\?nagerigﬂ better-performing IFIs disclosed high-
'
O

informati ity.

NN
2.11 Tiwct of 5 fo orﬁllaysian Takaful and Future Challenges

COVID-19 infectiﬁst reached Malaysia shores on 25 January 2020,

'\orty-one old man from Selangor who became the reference case Malaysian to
0 Infested by the COVID-19 (Abdullah, 2020). Along with this, there are four
established cases in kids who were diagnosed with the virus in Malaysia. The cases

varied from infant and adult of age and all 4 cases were probable gotten from China.
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Out of these, only one was a Malaysian that spent holiday break in Wuhan to celebrate
Chinese New Year been a mother origin. The infection reached 22 positive (w'm
February. By middle March, the cases had swollen to 20-times with 428 c&}

It is a clear fact that the COVID-19 had a momentous impactﬂ* financial
markets globally. The economic impact of the virus incidences on theytakaful industry

is regarded as severe but temporary, and the Islamic insura e m t would slowly

and steadily recover by year-end (Goodell, 2020). The 19 upsurge is still

persistent around the world, the downside risks remain, reflectin owh Ievel of

uncertainty throughout the impetus of the spread of D-19and i vint_&%lobal

pinnacle (Calvin, 2020). The productivity and ne s of t afuJ\b/‘islness, in
he ard

v

general, are also anticipated to be tense ﬁcon ic em@hment as the

industry has seen thin net supporting ari s, partlcu in I@ sia (Conefrey &
Walsh, 2020). T ,<\
N,
When the position of akaml ami EOV@Q explores in terms of

global available support, many in rna, 0 amza& have assumed a position to

offer lends and other f% ssmt;ih ;%i'o need to help alleviate the shock
hese-and oth

gagements have been considered as

due to the new V|ru ndemm
unprecedente 2 a en a d often to designate a COVID-19 and

!
¢
strategy rea | he allen f& I@(j;%tors is remained in place, as the legislators

are sho h thefr b|||t applylng targeted guidelines to address what is
to b cted to form short-@COVlD -19 crisis issues without making alterations
in‘econemies that can last for long after the effect of the COVID-19 itself. Conversely,
d‘%mtors are being devastated by the rapidly varying characteristics of the universal
ealth crisis with a great impact on international trade and economic crisis (Goodell,

2020).
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As the economic effect of the coronavirus continues, the legislators are
considering strategies that address the direct economic effects at the exp?ﬂ'f
longer-term concerns, including debt accumulation. Originally, several Ie@ felt
reserved in their capability to respond to the crisis because of restricted'%eness for

financial and economic support within traditional values given the Road-based go-

slow in universal economic development, particularly in indqitria d trade that had

licies have a direct

indi 'dw the main

"y
perations. ca’us_&%kaful

il app’e m a&?ed after

established before the COVID-19 pandemic. Likewise,

impact of takaful operations in Malaysia, since they a

human resources of the takaful industry and the ma
contract long-term the real effect of COVI
October and December 2020. This will be&@ ngedTat to be,éx: with in the

future, following persistent of the COVAIDR-19 pandemic ia e@<<,2021).

By this time, it is obvious t}% pande \hagin nse etrimental effect on

N,
both the Malaysian macroecon%j economi elfam(éﬂhe people. Bank Negara

i Il between 3.5% and 5.5%.

Currently, unemployﬂ% pectedito ri ’tb S@' Islamic economy is also being
affected by the vi;@jenceh\:?m aysig&akaful industry is not excluded from

omicejlf)(Ndown in 2020 amid the COVID-19

<
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!
pandemic. m conside I;h@gred growth in 2020, Takaful operators will
NN
0 ‘eo incré?

also h ed volatility and rising credit risks of their

ge)
@
=
o

inv ts in 2021 and may
N
@an government took financial actions to save the economic sector and to
G e the negative effects of MCO. Malaysian Takaful companies provide better
e

rvice by using new technological tools; thus, to maintain the operations and social

@022. During the pandemic spread of COVID-19 the

responsibility (Eldaia et al., 2020c).
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2.12 Chapter Summary
This chapter discussed CG's background and had an in-depth examinatioY&e

CG development stages in Malaysia. Further, it highlighted the MaIaysia@ CG

since 2000 and the revisions strengthening this code. The concept of | was also
discussed in general and the Takaful industry, especially in Malaysia. 1t presented
regulations that dealt with the Takaful industry and clarified els of Takaful

transactions. The chapter explained conventional insu Z Millaysia and the

comparison between Takaful and conventional insura Final ,Wpresented
@

as an essential part of IFIs, especially in Takaful co ies in Mala ia‘ @etails

the responsibility of SC and duties that must olfowed t6 i enb&ﬁ'efficient

S adgg:al values to
ans@ﬁcy, trust, ethical

l{?ﬂiefs and Akhlag.
S

o

role in Takaful companies. An efficient Shariah vereTnc

the existed corporate governance fran@t inculc

behavior, credibility, values lying %
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