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CHAPTER 1V : FINDINGS ANALYSIS AND DISCUS@'

4.1 Introduction

This chapter presents the discussion and analysis of f studies, focusing

it d)-operatives. The

discussion and analysis is based on exploration the¥intgnal anngcm for
establishing the Shariah Committee functions, the ﬁx j t@roles At
responsibilities of the main Shariah governage o in t Y'co-operatives,

Subsequently, this chapter also includes \@ion on te rrangement made

by the regulator and Apex body in t%ctor ol T, $g @)e Shariah governance
A S

framework. \%, ¥ ﬂ\sg—

on the current practices of Shariah Governance in Islami

'3 4
4.2 Overview of the Sglecte Ils ¢ Credi @-operatives

&

'tive{}roviding Islamic credit facilities were

Four selec@e 1 C;o
chosen for this %, hes fou’ c -cﬁﬁves are known as Co-op 1, Co-op 2, Co-op

4
3 and Co-0 w) ensure at’th%ﬂﬁdings are unbiased, these four selected Islamic
(>

Credit Wcratives were chosen based on similar criteria, which are:

0 i.  They are listed in the Index of 100 Co-operatives Best Performance by

SKM
ii.  The credit co-operative offers an Islamic credit facility to their members

(Co-operative with credit function)
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iii.  The co-operatives have instituted a Shariah Committee function for their
respective co-operative
The background and details of each co-operative for both tt es are

elaborated upon in the next sub-section. *

4.2.1 Background of the Selected Islamic Credit Co- R’ves

The co-operative movement has a long history M gdala SMﬁ started in
Ny

1922 under the supervision of the Malaysia Cos e Sogiefg dom‘fr?ission of
L 4

Malaysia (SKM), which was incorporated as a anenNQ y for@?c'o-operative

sector. SKM serves to form, register and d@o aat'

gocieties Enactment 1922 and was alsgassi QQ

s undetrthe Co-operative
d develop the co-operative

movement.’ Therefore, the establis f &l th q—ope@\res in Malaysia is under
NI A

e éoperatives in this sector are

differentiated by their fund§ lis# nigf AEAMt functions in this sector:
s s C"

\ v.  Industry
QE vi.  Consumer
vii.  Development

viii.  Transportation

3 htm://www.skm.gov.mv/index.php/en/menaenai-skm/latar-belakanoz retrieved on 25 Jan 2017
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ix.  Services

This study chose four credit co-operatives that offer credit facilities under

sion on these co-operatives focuses on%{ain
f tH€ Board

areas, namely, the history, type of product offered, and the establishme,

Sub-Committee. q

History l
e h M@pi%the

In the case of Malaysia, the co-operativ

mgQvem
. . LS
country for almost a century, and history records t di CO}O ra@fes Wwekg'one of

stablished in the coum{e },“Q it co—%ﬁ’atives are
well entrenched in the country with their ’xma .
cte :

The four Islamic Credit Co-operatives%

Shariah-based contract. The discus

the first co-operatives to be e
estaplishment in 1922,

lakgve a similar long

A
0, C@ 2 in 1975, Co-op 3 in

&
1952, and Co-op 4 in 1922. Ac?ngly, ' ake the@r Ec-opemuVe iz Ay
(% o, a8 ?@as a financial intermediary for

as a subject of the case Stu to t\
'i%pt' 1[ ition,éjlom, all these co-operatives were

their members since t 40
g

ranked in the Inde@o-fefdti P‘:st * rmance by the Malaysia Co-operative

%. ) @
Societies Conglyssen. & ) $

Tt ;spe the main objectgc;r the establishment of a co-operative is not to
be a Dié\b“emed entity, but rather t promote thrift, offer credit at reasonable rates,

bers (Saced & Daniel; 2014). Therefore,

i

history of establishment. Co-op 1 \

=
<

prvide other financial services to 1ts mem

o serve their Jegitimate members by running the

co-operatives have a fiduciary duty t

activities as stated in their OWI by-laws. Inevitably, since the inception of the co-

operatives, they are bound by their by-laws, which differ from one to another. All the
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selected Islamic Credit Co-operatives serve different specific legitimate members as
stated in their by-laws. Table 4.1 provides a summary of the date of inception, Wic

legitimate members, and the recognition obtained for each selected Islam!% t Co-

Table 4.1: Summary of Date of Inception, Specific Legitimate MegmbeRgfalld Rank in Index
100 Co-operatives Best Performance i
Co- Dateof Legitimate Members i

operative:

operative | Inception

{ 1980 Rural Settlers registered under Rur ers
Co-op i Authority in Malaysia nati e
- Employees of Postal Servicggin aysia &
Co-op 2 1975 nationwide NG
The State Government’s loy®es, e

Co-op 3 1952 body’s employees, wh Wd subs
and which onlygse

Co-op 4 1922 Employees OfTel(m ations Se
oor Malagsia nati nwiQ\ A
J% T’

o

8 ot O
Based on the above table, \ re o spe co-operatives show that
they are not really competin itiN€ach other s1 e@as its own specific members.
Hence, each co-operative i{c?/

-

F . . .
a na@ focus to deliver the expectations

—

of their members, 1.g tO\gene infgome C?d provide stable returns, instead of

‘ : ’
competing for meders ith fhe gt
& VS
- &
Types of FK offered ~
®Pheral, at the inception stage, all the selected co-operatives started their
c@vity based on the conventional credit system, which provides an interest-based
credit facility. At that time, unlike today, there was no alternative for this interest-based
system. To fulfil their objective to offer credit at reasonable rates, and provide other

financial services to their members, these co-operatives provide purposive credit
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facilities with different credit features based on the different purposes to facilitate the

di ; . -
ifferent needs of their members. These credit facilities provide financial aid for

sing vehicles and consumer goods, wedding p pwns

education fees, and working capital, etc. Table 4.2 below shows the vsh)f ot

facilities offered by each of the four selected Islamic Credit Co-operv

Y

red by Each of the lect'd A T

personal needs, for purcha

Table 4.2: The Variety of Credit Facilities Offe
Co-operatives

Type of Credit Facililigs Offere ? @
N

Co-op 1 Personal, Motorcycles, and Microcredit r l. _()

Co-operative

House renovation, Emergency fund, Tra

Co-op 2
- (furniture, electrical appliances, an
Co-op 3 Education, Medical, Persona]\ S“m%‘g ods (furniture,
electrical appliances, Motorgycles, nd s hone, etc.)
4
Personal, Travel, Educati M ve Celebmion)C tor?
Co-op 4 nal, Trave § s Schooling

preparation, Housing,

However, after sever%;es ap,fou mﬁredit Co-operatives started a

voluntary initiative to \dlt fheilmips w1t[é€harlah contract as an underlying

contract. This initiatl\g}lnsﬁne? ?L dgge}bpment of the Islamic banking industry

in Malaysia. Ita ted fdm %dit co-operatives started to seek additional

ere required to utilise these funds in accordance

funds from banks. Hence, t

with Igle n01ples.

op 1 started to offer Islamic credit OF financing facilities to its members a bit

later than the other selected Islamic Credit Co-operatives. They started in 2008, while
n 2000 and the carliest co-operative to take this

Co-op 2 started in 2002, C0-0P 34
initiative was Co-0p 4, which started in 1998. In the early stage, they used identical
Shariah contracts; namely, Bay ‘al-Inah, Qard and Bay’ bithamin 4jil. Then, i1 2010
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all these co-operatives started to use a Tawarruq contract as an alternative to the
controversial Bay’ al-Inah contract. However, except for Co-op 4, they still use the Bay’

al-Inah contract as an underlying contract. Table 4.3 shows the list of Shar@iracts

used by the selected Islamic Credit Co-operatives: A

1 !operative

Table 4.3: The List of Shariah Contract in Selected Islamic Cr

Co-operative Shariah Contract

Co-op 1 Bay’ al-Inah, Bay’ bithamin

Co-op 2 ) Bay’ bithamin Ajil

Co-op 3 Qard, Bay' al-Inah, Bay’

Co-op 4 Bay~

Establishment of Board Sub-Committee F u@
With the main purpose being tq %Ote %Tiv #{ernal control system,
N
% o S
h

the co-operatives are required to e\ an~{gtegfaf Committee. This sub-

committee is required by law t O\Rﬁ! the ’ma ill I ing, disclosure process, and
thg

the degree of compliance WK DQQ la{és However, due to the difference

in size, complexity and ‘@fe erat';&’, each co-operative responds through
’

a voluntary initiativgeo ea

abli

7

{
Abé?nmittees that it can justify as necessary

for its activities % 4 2
;NA Ao

In thingegid, only Co-op 3™des not have an additional sub-committee, only

havin mal Audit Committee, while the other three Islamic Credit Co-operatives

have&one additional sub-committee in addition to the Internal Audit Committee

(Co-op 4). Interestingly, Co-op 1 and Co-op 2 have more than five sub-committees

including their own Shariah Committee. Table 4.4 provides a summary of the sub-

committees of each Islamic Credit Co-operative:
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Table 4.4 Summary of Sub-Committees of Each Islamic Credit Co-operative

Type of Sub-Committee

Name of Committee e$n

Co-operative

Internal Audit 5
Shariah 4
Investment 8
Co-op 1 Nomination and Remuneration 6
Membership and Disciplinary v 4
Ar-rahn (Islamic pawn) i i il
Agriculture ' l\ A ‘7:,-
Internal Audit ’ \(;é

Shariah

=S
T——L‘? <
Executive
Co-op 2 \\ -
inisHati

Human Resource

i G £
Co-op 3 efhal Auﬁ—» ’S

Co-op 4

A

4.3 The Current Prac@ Slm@ove nce Among the Selected Islamic

A
Credit Co-oper@ ’ ! (.)O
’
&

The first 1 objgcliv. ﬁxplﬁthe current practice of Shariah governance

-operatives. Thg@dy adopts a semi-structured interview method

in Islamic Cr;
by interv”%he key personnel in management to discuss their thoughts and insights
aboufe cJ¥rent practice of Shariah governance in their co-operative based on their
direct and indirect experience. The discussion is conducted to explore the internal
arrangement to establish the Shariah Committee function and the roles and

responsibilities of the main Shariah governance organs, namely, the Board of the Co-
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operative, Shariah Committee, Management and Internal Audit Committee in their

respective Islamic Credit Co-operative.

The findings from the semi-structured interviews are discussed accoﬁz to the
five research questions, namely; the internal arrangement to establis! tp Shariah
Committee function, the roles and responsibilities of the Board onQo-operative,

ITN in respect of

frgm the responses

provided by each respondent. A comparison was madg of fi dMn \Qe four
| &S
selected Islamic Credit Co-operatives. é A
g X
T \ N
< S

4.3.1 Internal Arrangement to Establism haria ng Function
N

During the interviews, the deffts a about their internal

&

arrangement to establish the Sha '\)m '«%Z;t@in their respective Islamic
Credit Co-operative. From th% ses, %I_l}‘ylv& eveloped to show the internal

@,
arrangement made by theﬁ@ie ColopSyiive \&}n it decided to establish the Shariah

N
Committee function. c%\e c ?l'l dag"type of establishment of the Shariah
Committee. ( ¢ A é\

This r@h found two typ.e\ establishment of the Shariah Committee in the

Shariah Committee, management, and Internal Audit Co

governing the Shariah compliance. Significant themes were

[slamic o-operatives: establish the Shariah Committee internally or appoint
exteugal yututions.
The respondents (Mgl & Mg2) from Co-op 1 and Co-op 2 mentioned that,

currently, they had established their own internal Shariah Committee:



71

“Members are very concerned about Shariah compliance, because it
will affect them in the form of return of dividends, so they will ensure

that the Board of the Co-operative is responsible for that, then theT

board is delegated to management to establish its own Sha

Committee.” (Mgl) 3

“we have our own Shariah Committee. It reviews the teMfls and

conditions of our credit and financing activities [ ... | and Nevzews
the zakat calculation.” (Mg2)

The two respondents (Mg3 & Mg3) from Co-op 3 Co p tloned that

they had appointed an external institution, name@'ﬁ KASA lhgé') hariah

Committee: Y.
Y-
N <

“We recognised ANGKASA as eJ body @peratzve

é« r Shariah

Committee who are well verseg sitled They ompetent Sfor

sector. They appointed profs

the Shariah Committ W) $

“Since ANGLAS' oul L e se)@ es, we _appointed them,
even though thNaw lt very suitable for our co-
operative na \ ?

From the espyn V?Jh s

afﬁrms that, currently, the Islamic Credit
Co- opelatlve loy two d1ffere®act1ces to establish their Shariah Committee
function %- ally or appoint an external institution, such as ANGKASA. Based on

thes@ s, a summary of the type of establishment of the Shariah committee

function by these four Islamic Credit Co-operative is shown in Table 4.5:
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Table 4.5: Summary of Type of Establishment of Shariah Committee Function

Appoint an External Shariah Committee

Co-operative Type of Establishment
Co-op 1
P Establish Internal Shariah Committee T
Co-op 2
Co-op 3 1

The establishment of a Shariah Committee is necessa

i

it decides and

4

provides the views, opinions and decisions on Sharifgr ate(i matters. The

establishment of the committee helps the Islamic Credit Sggop awl.lpr%\_/e the

44

4

. . . \
credibility of the institutions 1n the eyes of their stak efs and fis slhAf?that the
day-by-day operations are n accordance with the\ghari ples ®1ab, 2013).

)

Therefore, the establishment of a ShariahC ee od image of the

4

Islamic Credit Co-operative and its comgttment %
in their respective co-operatives. q

In addition, all the respond enttxne%h re aware of the requirement
of GP28 — all co-operatives the doi\ Q}Il T activities based on Shariah or
offering Shariah-based p&} ar 1'

S
L.

4.3.2 The Ex&%the Rol

Gov% e in Islamic Cré@ Co-operatives

)

r Shariah compliance

J?)?w

N
&

be

9
%

C‘é(/

Y

lish a Shariah Committee.

7
C“%‘/

(5/17

onsibilities of the Main Organ of Shariah

Qeuy, this study found that all the respondents gave a similar response
a

showin™at they agreed and affirmed that the Board of the Co-operative is the ultimate
authority and responsible body for ensuring Shariah Compliance. Two out of four of

the respondents (Mgl & Mg2) mentioned that:



“If we want to refer to the role of board members, we have to realize
that the highest decision in a co-operative is the decision at the

annual general meeting of the co-operatives [ ... |, the board members Y.

have to comply with all the decisions made at the annual genega
meeting [...] if the members of the co-operative want alﬁthb
transactions of the sales and purchases, and for all the actigilies 1o

comply with Shariah principles, then the board must ungertde the

decisions.” (Mgl) Y.

“The Board of the Co-operatives determine tl : (J eagh
financial _transaction _of the co-operatives. dhey ollc’w the o X
‘ N
operative’s by-laws, which can only be ames, with the’vp w’l ct’

members at the co-operative's annual meeTo, i% ws x&
it ' @c’zrd

that loans must be provided in accor% it
n

must ensure that the co-operat %f

products.” (Mg2) c \T s
. N

From the above responses, dy"note at@ members of the co-

AQ'
operatives entrust the Board of t - pelr ith t@responsibility to ensure that
g o8 A

all the activities are in line wi rlath  J @e, if they fail to discharge this
L O

nsupe Sharih compliance, but also abuse their

N by
members’ interests an% e thelt f!)— ative by-laws. Therefore, such a failure

places the COZQ) 1nje,br.y‘.r $
%
9

Aa’visory@nitoring Role of the Shariah Committee
)

prov

responsibility, they not ?@l t

nderstood from GP28, the Shariah Committee is responsible to (1) make
decisions, views, opinions on the business and operations activity, and all related
procedures, (2) identify and rectify any Shariah related matters, and (3) disclose

sufficient information pertaining to Shariah conformity in the Co-operative’s financial
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report. In order for the Shariah Committee to discharge its responsibilities, it must meet
on a regular basis or at least quarterly as required by GP28.
However, from the interviews, this study found different practices in&sRct of

holding Shariah Committee meetings. Such differences include, held up&%_\est by

management (Mgl), or once a year (Mg1). In the case of appointing SA as the
Shariah Committee, meetings are only held when approval for a ne duct is sought,

or for the application or renewal of the Shariah Compliance i;mi (Mg 3 and Mg

4). They mentioned that: \d.

NS
(NG
“4ll the terms and conditions, standards o cea'u’e foy a nv

Commiittee [...] Officially, through a

which we take all the paperwork nee

“We hold our own Shariah Cor?’De weetinggOncetdyear. " (Mg2)
]

“If we make an applica r t(l:’ h
e s

h codwliance certificate

from ANGKASA [... rti Ic" ?&)Obnt to ensure that the
proposed Sharial %d pr[) a S. ﬁy“’ah Compliance product

approval be

. (Mg3 & Mg4)

From the krac fegs, i sm@ound that, even though each Islamic Credit

. e
CO_Opemtiv\ tablished a Shaq@bommlttee function, currently, the state of the
advisory%nonitoring role of the Shariah Committee in respect of Shariah
confliancis at a basic level. This is based on the frequency of the Shariah Committee
meetings, which are rarely held, and, in the worst case, only once a year. Therefore,
without establishing a regular schedule for Shariah Committee meetings, such as

quarterly, the meetings are deemed unnecessary unless a new product requires approval
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by the Shariah Committee. It should be noted that the role of the Shariah Committee is
not just advisory, but includes monitoring of the implementation of their decision. This
study found that, in the case of Islamic Credit Co-operatives, the dischar@he
Shariah Committee’s monitoring role really depends on the man t. The
committee only provides its views and decisions upon request Z?wsed on the
presentation by the management. Therefore, if the managemenWot report non-

compliance with Shariah, the Shariah Committee of the Islqgic ed'lt Co-operatives

deem it to be in a state of conformity. \d
L
¥
O
T

: J
Absence of proper Shariah internal control Y' \

T

The commitment of management is in Bh I goyCmance system.

They are an important body to implemen&hn i(Ta thadecisions, views and

opinions of the Shariah Committee. I:@

acknowledged the Shariah Comma Xcisr

respondent (Mgl) mentioned% \., }1
“Whatever the & 1

implement a

However%kspec; bf)"a c&lis study found that while ensuring the
T

implementat in accordance w@fhe requirements of the Shariah Committee the

N

selected ¢ Credit Co-operatives had different practices. Generally, all the

7,

Al th @ent responded that they

pinions as conclusive. One

ma@t acknowledged that no internal Shariah unit was established in their co-
operative. This is because the nature or the capacity of the Co-operative is not as

complex as that of an Islamic Bank. One respondent (Mg2) mentioned that:



“No, we are not similar to an Islamic bank that introduces a new

product every few months. As a co-operative, we use the same product

vear after year. (Mg2) \Y"

From the above response, this study noted that without haviﬁ gn ’ntemal

Shariah unit, currently, a Shariah review or Shariah audit is not condu the Islamic

Credit Co-operatives. This observation was confirmed by two of Mr interviewees

of Management (Mgl & Mg2). However, Management (M zg4)'mentioned that

they are different since they appoint ANGKASA as the iah Me. Thus, a
o
afiah i

 J
Shariah audit is conducted by ANGKASA’s interr it nl :@ondent
0 4

(Mg3) said that: Yv \ éy\-'v
' vo@ in the

hrough the

LS
nmgs%hether or not a

4ant? | Scé\b-operative.” Mg3)

oned the advantages of having a

so-called external Sharjgh it t, tlzif@tudy realized that the audit scope of

;

L]

ANGKASA’s imel@'iah lni uﬁ @oncem. This study noted that their audit
\

& p1€ @nf@y, not the co-operative’s overall operations

scope only con
M
and activiti\ e, the internal Shwfiah control in respect of the overall activities of

Shariah [...] the result ofN

Shariah Compliance Gertiate is
Although two respo dentQAo

o)

co-0p g 3 and Mg 4 is still lacking. The management of the co-operative are
resp@ for promoting an environment that conforms with Shariah in its day-to-day
operations and activities. The most important issue is that if there is any non-Shariah

compliant event, they should inform the Shariah Committee, immediately cease any

related activity, and promptly take remedial action. Therefore, having proper internal



Shariah control, for instance, having a Shariah officer to conduct the Shariah
audit/review, could help the management identify and manage any non-Sharigh risk.
Otherwise, management will perceive that their co-operatives are in a statto riah

conformity all the time, whereas, they may be subject to non-Sharﬂ%mpliance

without realizing. VY'
Competency of Internal Audit Committee to provide an in‘iécb,t @nt of
©

Shariah Compliance ('}Y'
A
GP 28 highlights the important role of the Interfl Audgt Coggnittegrto ensure

V
the effectiveness of the internal control and proagsiog¥ of q?u 1sk @Eéemem, and

to provide an independent assessment (waah con itydhis independent
assessment is an attestation of the curre % of s&w:o @mty in Islamic Credit
é o =

9
Co-operatives. \ (f}'

: S
In this case, this study ﬁun hat all 'he @s gave similar answers, and

that the Internal audit comn'tt&e 3“& TS if. mon statutory audit as required
by section 49(1) of theéérat'

o
financial, operatio@tiviles
mention of Sha ‘we res OJ(

A &

waternal audit committee only checks whether the financial

)
o

993c\);$ich encompasses ensuring that the

|
;ﬁyéj& the legal requirements but make no

mentioned that;

aeement, account statement, the expenses and financial flows are

Managed accordingly, not in respect of Shariah [...] The committees

are still incompetent in carrying out these roles in respect of Shariah.”

Mg2)
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In addition to the above responses, all the respondents also acknowledged that
although their internal audit committee members, who are appointed at the 1
General Meetings, have credibility in accounting and auditing, this is lacki %\pect
to Shariah. Therefore, for the Internal Audit Committee to conduct a:l&pendent
assessment of Shariah related matters, this study noted the need fo%x;bers of the
Internal Audit Committee to be equipped with knowledge Sv\ This will help

them to understand the process involving Shariah issues. Jgi¥® equi e'd wigh Shariah
knowledge or having a member with a Shariah backgrour@igghey wifl be l? to

in an effective and independent manner, and iden§ reccéqoszz n§i-Shariah
e 1t C@mttee should

be able to provide an appropriate opinion aN ce to Impgdve S]@ah assurance.

stu%j ez;téven after the issuance

of GP28, the Islamic Credit Co- o&' i derate state in terms of

\
implementing good Shariah gc &nce pr4tlce a@n these findings and general
\%

ary‘. the extent of the roles and

compliance events. Hence, it can be argued t

—

Overall, among the responses gi

observations, Table 4.6 {1

responsibilities of the @ga

Co-operatives:
| <3~’ 128

iah g«bmance in these four Islamic Credit

"6: Summary of the Extent of the Roles and Responsibilities of the Main Organ of

Shariah Governance in Islamic Credit Co-operatives

Co-op 1 Co-op 2 Co-op 3 Co-op 4




79

The

accountability

of the Boards

Adviso,

nito

Roles

Shariah

Committee

of

= Established a
Shariah
Committee
function internally

= Remunerates the
Shariah
Committee

= Established an
appropriate
reporting line to

Shariah

report

related matters

Sharia

A

Internal

Control

= Not establishedc Q
h

= Established a
Shariah
Committee
function internally

= Remunerates the

Shariah

Committee

advisory fees
= Establi n
appgopriat

ing line

= Board acts as a
member

Shariah

Commlﬁe

&hariah
N

Committee (only

= Appointed an
= Appointed an
external Shariah
extern g?riah
Committee
Co, %
= Pays external

ed matters
elateg"na
Cj&
\‘ 'k = Not established
t ™ Bst l(shed
G} Internal  Shariah
énal Qhariah
& Control ~ System
’ § System
to support
[ ?b support
Shariah

S external

~

dvisory fees

ablished a

)
:Sne to

reporty ~ Shariah
3

1!

é_..

T 1

-~<

P

Committee (only

depends on

supp wria
depends on
C i u ort\SSharlah ANGKASA’s
: ANGKASA’s
tom ee audit exercise)
NV audit exercise)
e
Advisory  Roles: |® Advisory ~ Roles: |® Advisory ~Roles: |® Advisory Roles:
Advises on ex-| Advises on ex- | Advises on ex- | Advises on ex-
ante product | ante product | ante product | ante product

approval and other
related activities,

e.g. Investment

approval and other
related activities,

e.g. Investment

approval only

approval only
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Attends
Committee

meeting

request

= Frequency
Shariah
Committee
Meeting:
Regularly

request

= Monitoring Roles:

Shariah

when

necessary/upon

of

upon

= Monitoring Roles:

Attends
Committee

meeting

Shariah

when

necessary/upon

request

= Frequency
Shariah

Committee

Meeting: At

once a y\: ’

Absence  of
Proper

Shariah

= No Shariah Audit

of

= Monitoring

Roles: Holds a
meeting  when
required to

= Monitoring

Roles: Holds a

meeti\chen
€

approve a product |

= Frequency
Shariah

Commi

r:b to
approve a product

Frequency of
'Shariah

nittee

Z Upon
req@' (for

Audit

ucted by
')QANGKASA
= Audit Scope:

= Shariah Audit
conducted by
ANGKASA

= Audit scope: Only

Internal % : $ Only on product | on product
Control \’Y' manual and | manual and
\G, contract contract
pelficy |* None of the |[*None of the [*None of the |*None of the
of Internal | members have | members have | members have | members  have
Audit Shariah Shariah Shariah Shariah
Committee to background background background background
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governance main organs pertaini

ensure the adherence of S riWncig’es Ith
of

understanding may be due to t

of

Shariah governance in

1€S

The study al%ted

Committee to hwtn

Shariah Co/ffmalge is perceived asim:

eir

%

This current state may be due t%ck Mt
]

% itighal ié&— and responsibilities to

N3

N

Provide  an
Independent  |® Audit Scope: |® Audit Scope: |= Audit Scope: |= Audit Scope:
Assessment Common statutory | Common statutory | common comm\z
on  Shariah | audit scope on | audit scope on | statutory  audit | st b audit
Compliance accounting accounting scope on |_scope on
transactions transactions accounting zounting
transactions transactions
The Current '
derate
State of Poor Shariah Poor Shariah 2
ariah ’S‘hae')x-
Shariah Governance Governance _\
vermn?e G 1ance
Governance System System V
S \n\ gyswm
System ¢
rl

o)

-
Q&g among the Shariah
G)

moto-operatives. This lack of
ing and exposure pertaining to

inad%&
ﬁ@redﬁoperatives.

at tRE 8!{%{?

in&# re

are heavily dependent on the Shariah
3
1@ matters. As a result, the functioning of the

ing an adequate mechanism for governing the

confon%h Shariah. However, due to the minimum frequency of meetings of the

Sh@mmittee and the absence of an internal Shariah unit to support the Shariah
Committee, a serious functional gap in the role of the monitoring by the Shariah

Committee exists. Therefore, the Boards of the Co-operatives should ensure the
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establishment of an adequate and effective internal Shariah control system, and not just

rely on having a Shariah Committee.

Overall, Co-op 3 and Co-op 4 were found to have a modceﬁah

governance system, while Co-op 1 and Co-op 2 had a poor Shariah gov% system.

The reason why Co-op 3 and Co-op 4 were considered to have a Wate Shariah

governance system was because they have Shariah audit functio though the audit

scope is limited to the assessment of product compliance ste'ndard operating

Shariah decisions are implemented well. In addm%qhe a \&of ai@‘mh audit will
cause them to become complacent w1th®rren of iah compliance.

Therefore, a good Shariah governance stem Sm?e émprehenswe Shariah
audit scope, which encompasses t 11 operatjowms @ctwmes including the
L

finance aspect, human resources) ste
I
4 $ &

4.4 Shariah Commg{tecNttri Islaén’ Credit Co-operatives

/S
The seco ch e @ explore and examine the attributes of the

S‘Gf{\

\'Qe degree of independence, confidentiality,

competer consistency of ju}gement. The Shariah Committee plays a vital role

Shariah 01 n e

in é W and maintaining the Shariah conformity within the institution, which

incl rov1d1n0 views and decisions, and reviewing and supervising the activities of

Islamic Credit Co-operative to ensure they are in line with the Shariah requirements.
Therefore, if this committee functions effectively it will contribute tc the

continuity of the Islamic credit co-operative to adhere to the Shariah principles. In
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addition, the effectiveness of this committee depends on certain important attributes —

independence, confidentiality, competence, and consistency of judgemenw

Pellegrini, 2006; Hasan, 2011, 2014; Muneeza & Hassan, 2014).

Three interviews were conducted with the three Shariah Commltt& members of

the co-operatives, which undertook two different approaches, i.qappMnting an internal

Shariah Committee and appointing an external Sharialy C ttee (ANGKASA).

Shariah Committees SC1 and SC2 represent the 1ntem$\ Ck\vee for Co-op

1 and Co-op 2. In contrast, Shariah Committee, S ?Vrese s an e>'te Y-Shanah

Committee (ANGKASA) for Co-op 3 and Co- e %‘z?onducted to

gain their insights and thoughts related to th i '!‘f th had&gmmittees,
The findings from the semi- stmc&% i X

research question concerning the e

significant  themes, namely, nﬁ 1a11ty, competence, and
consistency of Judgemen eer responses provided by each
respondent. A comparis Ka il een t é‘»ﬁndlngs from the internal Shariah
Committees and the gktcMgl S mr (ANGKASA) from the four selected

|
Islamic Credit Cﬁ%we '3 (j)
& v -4
b 4

The Ina' )n e of the Slzarzah@nmzttee

the issue of independence is important since the Shariah Committee is
@wmd expected to provide a fair and just opinion on Shariah related matters. For
example, the Shariah committee is required to issue Shariah pronouncements, approve
Shariah compliant products and advise the Boards of the Co-operatives on Shariah

related matters if needed. However, the independence issue arises if the Shariah
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Committee’s decision is biased due to the intervention and influence of the
management, which could affect their fair judgement. Thus, the Shariah ittee
should be given a full mandate with clear terms of reference and s %X’l power
(Zulkifli, 2011) to protect the independence of the Shariah Com%in order to
enhance the member’s confidence, and, concurrently, the cre%il' of the Islamic

Credit Co-operative.

Generally, based on the interviews conducted, spons the Shariah
Committee members (SC) confirmed that they were i ende and Ylhty to
provide unbiased views, opinions and dec1510n arla? 1tt{‘}" of Co-op 1

and Co-op 2 (SC1 & SC2) highlighted that g w‘th thgir ma@’.ﬁ their Shariah
Jo

decision policies were guided by Sha

respondents (SC1 & SC2) stated tha:% 4

t by t 1nﬂ@ce of others. The

J//
'?"7/\;»

“Our decision is guided by Wari thi Shariah compliant

hp%] if not, the paperwork
presented to the ee eﬁ c"@nded accordingly.” (SC1)

it should be appr

for-@a mple, in the initial stage, co-

L

op 2 had@j ‘-‘ c&y liant funds [...] we made them
nge, and they did as we suggested.”

=
o
=
o
=
I

Y—
S

quently, the interviewees were asked about whether the Board of the Co-

r management could possibly intervene and influence the decision; one

o
o

ent (SC1) opined that:

“No, the ALK (Board of the Co-operative) and management are only

allowed to be involved in matters related to the management. If they

intervene or influence the Shariah-decision, then they have violated
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the fiduciary duties stipulated in the guidelines [...] they are obligated

to give full authority to the committee regarding issues on Shariah

matters.” (SC1) \Y'

Based on the above statement, this study noted that the new gus % (GP28)
had strengthened their independence compared to previous practice: Ygrdmg to para
28 of GP28, the board, upon consultation with the Shariah COIDIW, should approve
all policies relating to Shariah matters and is expected to ¢ mt uch policies are

implemented effectively. The above statement is also iMWge W th\he#ggestlon by

Muneeza & Hassan (2014) pertaining to the need fo@dah gpv nl:e&(@le

: s iy
Another respondent (SC3) mentioned thatw M mdep@dent because

they are an external party of the 1nst1tut101\% rvi e edé{@ts.

“We provide our opinions e them [...] if

an
they want to 1mplement the)u%jo ot their product
would not be certlﬁf ne t at@ at is it, if they want
a Shariah Complignce i s wory to implement our
11 &&e’respondents — internal or external Shariah

views and opd ;N (S ‘Q
[ ]

C
Overall, th d 9
Commlttee a good eg{eeé}o?Eatlsfaction concerning the independence they

2 9

have a ah Committee. he respondents expressed that they consistently

provi 1ased views, opinions and decisions related to Shariah-related matters.
owever, this study noted that the external Shariah Committee seemed to be

more independent compared to the internal Shariah Committees due to their

interrelationship with the co-operative. The external Shariah Committee are paid as a



provider of external resources, and, thus, could be perceived as being independent of

any interests favouring the co-operative. \Yv
In fact, it could be construed that the co-operative has an im‘jhwards

ANGKASA since they want to appoint ANGKASA as the Shariah miltee. Thus,
the co-operative needs to implement the views and decisions of ernal Shariah

Committee accordingly. Otherwise, any application for a Shagy }mliance certificate

would not be approved. In addition, the external Shariah itte aWduced the
| 2
Shariah Compliance Certificate to bind the co-operati the rfles qu@th-ions

stipulated by the external Shariah Committee. Thus) re K he Sg;iah STRGE
Y-

that will be conducted by ANGKASA’s Shtw it q ensye th Bl A

decisions made by the Shariah CommitteeM

emente O
S,

However, this study argues tl;%e ig%lm@ further discuss this

[}
attribute by assessing the degree of& ndencwNg e prgﬁte prior to the issuance of

N
GP28. The issue relates to tt mw and,proj?ss‘ @ appointment of the Shariah
committee. Having a prO}’.Kan ral ‘; metﬁegvand process for the appointment

would enhance the condchge of <kl erSé'hsan, 2014) towards the credibility of

!
¢
the Shariah Commy % res*ct (gp(lzd?nce.

\
mic fo-@tives took their own initiative to establish a

Shariah

follo %f own justification to decide how they should establish the Shariah

oV . :
ee before the réq‘f;?rement was stipulated in GP28. Hence, they

C it#% function, and who would become a member of the Shariah Committee; there

was no external party to assess the degree of independence of a person before their

appointment to the Shariah Committee.
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The absence of a proper method and process might lead the co-operative to
appoint a person who has a direct relationship with the institution, and who is

incompetent and easily influenced. For instance, the co-operative migh%ioint a

person who is well versed in Shariah but who is not familiar with th %e of co-

operatives as a financial intermediary. Thus, management coul ipulate the
information and take advantage to influence the Shariah Comw decisions and

VIEWsS. z '
However, the study found that the issuance of GP2Z8Wgves w) the Board

of the Co-operative to appoint the Shariah Commit, refor lc.@dlt Co-

operatives are required to seek the approval from Woe 0\'&& ally @omtmg any
person or party as a member of the Shariah %Mtte fromthat, Para 24 and

Para 25 also place a restriction in that Shgriah ' eeTe bg(s should not have any

direct or indirect relationship or inte th® co- “l‘an@ a whole.

In summary, although th Mal O@ee (SC3) seems to be more
independent than the inter%n riah I<o

om, ?teeQCl & SC2), without proper

supervision and guidehﬂhl thelreg\or, p;@ntlally, their independence could be
\

abused. c\ .? "l (‘)(J

\
The Confide ‘ms ity'of the Slzanal nittee

Sc the issue of conﬁdentlahty occurs, as some of the Shariah Committee
m‘@ on numerous Shariah Committees in Islamic Credit Co-operatives. This
association with multiple co-operatives could give rise to the issue of confidentiality,
especially if it involves competing co-operatives. This concern arises because the

management are expected to provide and ensure the accessibility of the Shariah
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Committee to the information they need. Therefore, the Shariah Committee could abuse
its position to trade information with other co-operatives.

Thus, one of the mechanisms to mitigate this issue is to impose a li@ on
Shariah Committee members sitting on multiple Shariah boards (H& 11), as
stipulated by Bank Negara Malaysia for Islamic financial institutionWever, since
Islamic Credit Co-operatives are not subject to the legislation of Megara Malaysia,
the study found that, currently, there is no limitation on memb hagiah Committees
serving multiple Islamic Credit Co-operatives. \d

In this regard, all the interviewees acknowle hat m}S of the Is@nc credit

co-operatives are using direct products and suma{;%er

trac S.Bay al-Inah,

dé*(SC’)) said in the
AN
N

following conversation: % \7
.Y ‘-S\

“Co-operatives are not as c X as
we use the existin ’Et? whith q e,com%only practised and
include direct Shar. m!z co:,r 38%01 -Inah, Tawarruqg and
so forth. So, ne IC(?]‘V facyig a wdentiality issue.” (SC2)
This study not Zn%;tsl fc Credit Co-operatives is significantly
different to thal mlc" i is much more complex since they are
competing wigl e h other to offer 1 atlve products. Therefore, they are structured

with multi @erlying contracts and so forth. Consequently, this innovation creates

a dls@um or gives them a competitive advantage. Only in such circumstances

would the issue of confidentiality arise if Shariah Committee members are serving more

than one institution.
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In addition, this study also noted that, generally, the Shariah Committee in both
categories basically play a role of advising and approving Shariah compliant products,
not in terms of the overall activities and operations. This means that t\Y%ariah

Committee will only be informed about the product features and its undigcontract,

which is not really confidential information.
Respondent SC1 supported the view of respondent SC2 itﬁgg.a positive view

of this issue and highlighting the advantage of havm(@RCoiﬂmlttee members

serving multiple co-operatives:

“Not a problem, indeed we could give dd nal 1de caus?'W_e

§SC s!fen held % other

can refer to any issue that arises wjth

committee rooms.” (SC1) (—)

Hence, he believes that sitting on e%lple S i@vould be an advantage

for co-operatives since they could p @1}51 its igtd! S ah related aspects as well
as provide insights and 1deas ) 1ng th based on their professional
exposure and experience. In addltl sz‘té,member of ANGKASA’s Shariah

Committee does not sit @tlp agfah b s, she shared a similar opinion that

there is no issue rega Y onffe i (j)
\

Based o f' ding, 1 dcat?. hat having the same person on the Shariah
\)
board of m u o-operatives 135 common and normal practice in this sector.

Conseq ét hlS practice will continue since there is no restriction even in GP28. The
guidelin y requires a Shariah Committee to observe the general requirement to

maintain the confidentiality of information to prevent abuse of a co-operative and does

not specify any restriction on multiple appointments.
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The Competency of the Shariah Committee

Third, due to the unique roles and responsibilities of the Shariah Committee,
which are to provide views and opinions on the Shariah principles and to operationalise

those principles into practice, the Shariah Committee members need t(ﬁgquipped

with adequate knowledge and experience not only in Shariah, but a!é ot;r types of

knowledge, such as law and accounting. Y'

In essence, all the Shariah Committee members aoreed% ultimate function
of the Shariah Committee is to give advice, opinions and d ns nceming Shariah
related matters based on their interpretation of the S iah Tefegencay and ledge.

| ,{o
One respondent (SC3) opined that: b

NV

Y'

T
“Since it is named the ‘Shariah C @, i ‘;c pul& to have
members with a Shariah back(rel; ﬁt become a
problem [...] As a Shar iah Comn G 0 ‘g@t:d to know the
I S, &% understand the

contract. [...] This

rules and conditions of

riah knowledge of the

proficiency in Arabic.”

(SC3) \ : , c.,(J

Hence, thi note ?t ﬁompetent in Arabic and having a Shariah

background is & ry for membe the Shariah Committee in Islamic Credit Co-

operatives. heless, one respondent (Sh1) highlighted that having members from

other®ional backgrounds is also necessary to provide advice, opinions and

decisions concerning operational issues and practices. He said:

“My appointment to this committee is as a professional person. I do

not have a Shariah background. So, my involvement on this

committee is to facilitate the Shariahi Committee by addressing the
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Shariah concerns from an operational and practical perspective.”

(Sh1)

From the above responses, this study found that having interdisch

N
members on the Shariah Committee is a common practice in this sector. %er, this
study is concerned about the composition of members with Sharial %ound and
members of other backgrounds on one Shariah Committee. This cgrh arises based

on the general observation concerning the current co os1%n of the Shariah

Committees in the selected Islamic Credit Co-operatives! \d
L

Table 4.7: Composition of Shariah Committee
operatives

Shariah Committee

Co-op 1 OtBackgrounds: 2
e Shariah: 2
0-0p 2 ..fG.ther backgrounds: 2

5"  Shariah: 4

ANGKASA (represent Co-op 3 & e Oitier oo |

From Table 4.7, curr%;e Sha’;l:h
\ %
equal composition in wh@ oﬂ@l bers,é%: a Shariah background, while the

remaining 50% have cm'en bgck® ;ldéfa
Committee has EQHE ?e be? th ackground other than Shariah, with the

majority of the gem¥ers having a Shasjgh background; this practice could be perceived

N

as providi tter composition.

he other hand, ANGKASA’s Shariah

W regard, this study argues that the practice of Co-op 1 and Co-op 2 would
erode th¥actual function of the Shariah Committee when the majority of the decision

makers for Shariah related matters do not have a Shariah background. In addition,



having a member from another background could help and facilitate the Shariah

Committee to make effective decisions, but jeopardise their majority position.

The Consistency of Judgement of Shariah Committees in the Co—operat@r

Fourth, the consistency of judgement refers to the views, opinivd decisions
of Shariah Committees across the co-operative sector, which arallel to the

I chtr'l. Even though

the Islamic credit co-operatives serve as a financial internMary, fwh similar to

Ar
what an Islamic bank does, these institutions are gov@nd superva dl) Pterent

. . 4 X
regulators. In this case, the co-operatives are govemwSKN the @"admc banks

jurisdiction for the whole spectrum of the financial sector in

are governed by Bank Negara Malaysia. Ev h ovte by different
jurisdictions, the issue of consistency i ha&* teg’\s Judgement within
b) A
these two jurisdictions could arise. % L] A Q(:}
Basically, the issue of ncomeist emer&nses when no Shariah

Committee exists at the cen% lator ) vel j&n@e interviews, one respondent

In thi&i , the responderq&zl) also mentioned how they constructed a
~N
decision w Shariah Committee at the central level in this sector:

0{), when we are required to give our opinion on the product

compliance, we could refer and adopt the opinions of the Shariah

Advisory Council of Bank Negara or the Securities Commission [...]

having and reviewing multiple views, we would then decide which

opinion is appropriate to the nature of co-operative” (Shl)
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From the interviews, this study found that the Shariah Committees in Islamic
Credit Co-operatives are currently using an adoption approach while concluding their
decisions. Basically, they refer to all the available product guidelines iss Bank
Negara Malaysia and the Securities Commission, then they adopt and h &n to
fit the nature of the business and activity of the co-operative.

However, this study argues that this practice is similar Qvgt'is commonly
known as ‘Fatwa shopping’ or ‘Shariah advisory a la carte’ Gw Pellegrini, 2006).

This study also found that this results from the absence ha 'a%ittee at the

central level to standardise the practice in this sec or ifsta ef ‘Kﬁ’ hariah
Committees in this sector are still comfortable wi 1r e acts@ of offering
products that use Bay al-Inah as the underly1 ac th in tl lamlc Banking
Sector, Bank Negara Malaysia has advise hat y 1a tr& should be replaced

with Tawarruq since the former has b jechito 1 cr@sm from many Shariah
&

scholars. Therefore, the use of the - In ﬁz @ld be avoided.

Based on this ﬁnding, t y op a}t% nsistency of judgement in this

0
sector is minimal and that % r1 Co mtt h this sector could freely interpret,
&)

adopt, and make Judgel a d*o u %‘Bst interpretation’, and not based on the
current applicatlo tht r&lal sector. Therefore, this study strongly
believes that t peratlves could\&}fy avoid using Bay al-Inah since Tawarruq is

available 3% been used by some co-operatives as an alternative contract. For
mstanc@xmtlatlve taken by ANGKASA, which is providing the Tawarruq

transaction platform for co-operatives. Even though the Tawarruq application is more

Shariah-friendly and more agreeable to Shariah scholars, due to the absence of a Shariah
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Committee at the central level and subsequent enforcement, co-operatives resist such a
change.

Based on table 4.8, this study assesses the attributes of Shariah corwes n
these four co-operatives. As discussed above, the co-operatives hav@mken two
different approaches in establishing a Shariah Committee. CO—YL and Co-op 2

established an internal Shariah Committee, while Co-op 3 and Np 4 appointed the

Shariah Committee of ANGKASA as their external h lCommittee. The

establishment of an internal Shariah Committee could, be Si eMc)odqpractice,

since they will get a direct commitment from their o harit:}l omit ‘éi?n the case
\be N

of Co-op 1 and Co-op 2, they have an internal S% 0‘1:1‘ : blﬁ&'y are currently

facing the issue of independence. This is b f the eXy

nc@‘Board members of
the Co-operative and management on t:%nml ' @ement will affect the

(—,
independence of the Shariah Comml mak®b seﬁ&nah decisions. Therefore,
N

the Shariah Committee of Co-g 11 gonmd,red @ moderate Shariah Committee

r
opé

Prla@n%ckoround does not form the majority

of the composition of n be
and will threaten th nc?o t}§har1ah Committee. On the other hand, the
Co op an

Shariah Comn 1t

attributes while the Shariah %mttti onsidered as being worse because

op 4 are considered as having good Shariah
Committee \tes because they are not exposed to independence issues compared to
the other eratives since there is no intervention of Board members or management
on the Shariah Committee. In addition, the Shariah Committee also has a good

composition since four out of five of its members have a Shariah background.
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4.5 The External Arrangements on Shariah Governance in the Co-operative
Sector
To answer research objective three, interviews were conduct@ the
Malaysia Co-operative Societies Commission (hereinafter referred to aatie ,KM) and
also the Malaysian National Co-Operative Movement (hereinaftervred to as the

ANGKASA). Gaining insights from both agencies is signiﬁca%fimponant, since

these agencies are directly involved in the Shariah governan ng'ments — SKM as

the regulator and ANGKASA as the only Apex body i this timwm time,

these agencies have played their role in promoting a@clht?l thie cos ratlves in
\J

terms of maintaining Shariah conformity. Henc@f

how the current external arrangements af’ Sharia

ciex@aerstanding of

61@ e practice in this

. ~ :
sector, it is necessary to observe the arr, ent 3 @ected agencies.
P
Therefore, to acquire the i tlon rnm %e arrangement from the

SKM, an interview was condc ith ﬁ{J t Statutory and Registration
w

Division of SKM. In ad iﬂ&an i gﬂonducted with the Shariah Unit,

Shariah Services D1V1s to @m information about the arrangement
s

from ANGKASA. sultp 1§Are discussed in the following subsection,

and Figure 4. 17 es a suntiary @e arrangement for both agencies.

Initia @%

Based on the interviews, general observations and other related references, this
study found that even though SKM has already issued a guideline on Islamic financing
by Co-operatives, in terms of Shariah governance ANGKASA is perceivedAas having

taken the first initiative to guide the trend and intention of co-operatives to adhere to the
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Shariah principles by providing an Islamic credit scheme. ANGKASA started the
initiative in 2010, by establishing the Shariah Unit in the Shariah Services Division.
Based on the following conversation with ANGKASA’s Head of the Unit of Shariah,
this initiative was one of the priority policies by a former ANGKASA P%ﬁz Prof

Datuk Dr Mohd Ali Baharum: &

X

ANGKASA has taken this initiative because of theM policy
administration of the president at that time, t} [matuk Ali

tl'on

are necessary in respect of Shariah. Then ge h&ve fhe ritth'
' SN
division. After the division was formed, nit of §ha¥fah w@
P 4
established. (Head of Shariah Unit, ANGW

\ \»Y.
3
He added, that since ANGKASA has @i t 1a1 on, o itor and protect

the interests and development of the co-@ti es) c?ld }:&a role in helping the
N
'gllmé?d that there was a time

N\
when co-operatives desperately S(Tguif mic Banks, simply because
'S

Baharom. He set and decided the policies in hj imMst

co-operatives in respect of Shariah nce®He

develgpnint of co—operath@&:), the guidance given was a one-off

rds and procedures for providing Shariah-based products to

W
Q members. (Head of Shariah Unit, ANGKASA)

It was found that the SKM only made a move to establish its Shariah Unit in
2012, two years after ANGKASA. This is based on the following story by an Assistant

Manager of the Shariah Unit, SKM:
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SKM's desire to establish the Shariah unit only started in 2012, which

began by appointing the current head of the unit. This appointment
was made of an existing SKM staff member with a Shariah

background. (Assistant Manager, Shariah Unit, SKM)

Based on above conversation, this study noted that SKM ma &e to
establish a Shariah unit with only one officer. He added that this siﬁu&n remained

until 2014 when SKM appointed another officer (in this case, the &:ndent of this

@

interview). Only then, did they start to strengthen the Shariahv&mtemally. This is

based on the following conversation: é (4
N3

In 2014, we had not made any preparatiozm@ect tojth
ﬁ' |}

governance of co-operatives. We just set ir
opOSgd fon@

and all the internal arrangements. Ang W
(dbs

employment of the Shariah unit t istant mg@f%'hariah
Unit, SKM) C—) N <\
o >3
In fact, ANGKASA’s ShariaK ughye“ye ad already helped and
consulted with the co-operat've?’!rtair,ng : ah conformity, especially
: Ina

concerning product conformi di m( £,

(s =

Shariah-Compliant Certififa I 0QORE, iveﬁmo offered Shariah-based products,

|

’

and, in the followin«¢1§)AN&K '; ‘g;a‘)riah Unit established its own Shariah
£ol

new

Q

-9

L,

%

’s Shariah Unit introduced the

%2

) >

Committee to prz n advi e?n terms of Shariah governance to the co-

&
operatives. B on this finding, a smhmary of the history of the initiatives taken by

these ag@ rtaining to Shariah governance for co-operatives is shown in Diagram
4.8:

Figure 1.1: Summary of initiatives, taken by SKM and ANGKASA pertaining the
Shariah Governance

20120013 | 20142015 | 2016

2009-2011
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Based on the above diagram, two \h{temal geé‘}ts for Shariah
governance were undertaken by SKM in t%ctor. E\ﬁm,g %k the initiative as

o ek o
the regulator to issue the first guldelu\ S an%&ﬁ’li &o—operatlves in 2009.
a G

N

Then, they issued and launche& G?’fhe Fh : ance Guidelines for co-
of

operatives. The developmet& is \g{ 3 adopted from the Shariah

Governance Framework o : Q &

Ny
: "7(’

ariah Governance Framework

Depar of Islamic Ban@ and Takaful. Then we drafted a

gui(%\i and Bank Negara gave its comments and suggestions.

& GP28 was issued. (Manager of Shariah Unit, SKM)

In'Mdition, the Head of the Shariah Unit, SKM, explained that the collaboration
would continue to make SKM’s Shariah Unit functions as a supervisory body on
Shariah Governance in the co-operative sector. In fact, he asserted in the following

conversation that SKM would follow the resolutions of Bank Negara:



100

Whenever Bank Negara issues Shariah resolutions, we are ready to
follow it. As an example, the new guideline pertaining to the Ibra’

payment by Bank Negara, we also issued the same guideline through
the issuance of GP28. (Assistant Manager, Shariah Unit, SKM) z

With the issuance of the guidelines on Shariah governance fg&—?eratives,

SKM was perceived as helping to coordinate the co-operatives by pnvhg a standard
Shariah governance practice within this sector. However, this sWound that all the

selected Islamic Credit Co-operatives were still gradually t;g axld matching their

current practice with the new guidelines from SKM. refre, gow, SKM
Y
continues to promote and organise workshops to e he undergta g’an@adiness
4
N

of co-operative concerning this guideline. Q ' \

ANGKASA'’s arrangement c

Meanwhile, ANGKASA’%’Ian
development of co—operatives,%ng hem é@lre their activities adhered to
Shariah principles, was to%& 1its Q &F&l@nmittee in 2012. The following

& &
conversation with AKNA@ th@ariah Unit highlights the role and
&
function of its Shn'%Nm igee? "l (_)O

ex body to support the

2
g,

[¢]
-

\
Bas%bJSAf( ) }mkuc&' Syariah ANGKASA) reviews the

-oMycl before it is offee)i‘gl;y the co-operative. (Head of Shariah

Dy, ANGKASA) .
E Shariah Committee helps co-operatives by providing a Shariah advisory

se to those that want to appoint it as an external Shariah Committee. In addition,

the committee is supported by ANGKASA’s internal Shariah Unit. This unit helps co-
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operatives to develop full standard documentation and procedures for Bay al-Inah or

Tawarrug based products:

Usually, a co-operative comes with the products they wa%z
h

harmonize with Shariah. That’s why if they ask for Bay al-
Tawarrug, we will provide and assist them from A to Z. Wally,

the co-operative would have the comfort of knowing theproduct
conforms with Shariah. (Head of Shariah Unit, ANG@
In addition, it was noted that ANGKASA’s alwunj Lelp its Shariah

Committee by conducting a Shariah audit twice a @Heres ngly@t e§ 'L@%duced
aWpan

O
agproacyl to ertake the
5

Shariah audit and to ensure that all ANGKASQ's aliﬁl 11@3' decisions and

i
- N @) «
opinions are complied with. O
\ *
Based on these findings, a sug ot; t al @ngements by SKM and
" &
ANGKASA is shown in Table 49N , ¥ &

7t by SKM and ANGKASA
) ANGKASA

the Shariah Compliant Certificate, which is usgd

=7

m

Y,

Issued GP7:

Financingby% i \(_ functions as Shariah advisor for co-
Issued GRES idelﬁ;bl Sha@ operatives
Govemgnifer o-operatives \3. = Conducts Shariah audit on co-operatives

No S w ommittee at regulatoryMevel under their advisory service
N ory Shariah audit = Certifies co-operatives by means of a
g

u int&nal Shariah audit Shariah Compliance Certificate after the
Shariah audit exercise

= Facilitates the migration of co-operatives to

Tawarruq based products
= Provides co-operatives with  Tawarrug

financing system to enable co-operatives to
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undertake Tawarruq transactions using this

trading platform

EXTERNAL ARRANGEMENT APPROACH Q i

SKM ANGKASA H

Passive Approach Active Appro&'

Overall, in the case of the external arrangement of SKM an GKASA, this

study opines that SKM is perceived as using a passive ap czwh'le ANGKASA

seems more active in this sector in terms of governing th arigh 1 § ce this
sector has a Shariah Committee at the co-operative le@ot at fhe tlgnail’ével as
the regulator, SKM should put in place a comprehens h ern \framework

consisting of a Shariah supervisory and \@ fragieWibrk. 2:}315 i1s crucial to

promote the development of Islamic redlt & Tv &éqd strengthen their

N
credibility in the eyes of stakeholder;éver,ﬂthis y noted that this passive
approach by the regulator is due to@ul S

NS

n@o protect the co-operative’s

(
stakeholders while not being t%ct withpthe p 1ve. This is because the nature

of the co-operative secto Xhl hly re late@ce the regulator tends to facilitate

PN
the development of at e, ?xl tngJexert pressure through enforcement.
Therefore, this s nes h@ at least take an active approach to monitor
o’
and supervis 1 governance 1 s sector. This approach could be achieved if

SKM reco0 and appoints ANGKASA as a party that could help it, especially in

resp@e Shariah supervisory system and audit. Hence, the regulator’s dilemma

could be resolved.
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4.6 Conclusion Y.

This chapter discussed the current practices of Shariah gove%x in the
selected Islamic Credit Co-operatives, the Shariah Committee a tribut® in Islamic

Credit Co-operatives, and the external arrangements for Shariah4ggvgMance in the Co-

operative sector. In summary, based on the findings, the arqdiffirent practices of
Wives. These

dit ¢o
L4
| | Y
differences cause them to have different levels of S overnan A‘théogh all the
Islamic Credit Co-operatives have established Wriah\é 1tte§\_ﬁ;‘1:10tion as a
mechanism to govern Shariah related matter es 'cnl MdepemMence remains an

issue. Finally, this study found that hﬂ ta Qgrent practices and
L IENES
1 es

independence of the Shariah Comn@\ thés ted@operatives 1s due to the
&

current passive regulatory appro s apfffoac co@tes to the shortcomings and
(
s 0

gaps in the existing current % f 2 arj yg&'%lance, which is exacerbated by

\ O
the absence of a Shariah@itt Jat th reg\.@ry level.
N

(} ) ’l(j_)(.l
&

R’
N
5

Shariah governance among these selected Islamic

&
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