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I MALAYSIA'S BASKET OF GOODS AND SERVICES 

Dr. Nursilah Ahmad 
Senior Lecturer 
Faculty of Economics and Muamalat 
nursilah@usim.edu.my 

INTRODUCTION "Putting an end to debasement of currency and 
meeting rise in prices by arrangingfor increased supply 

Achieving price stability is one of the most important goals are policies rooted in Islamic tradition, the difference 
of economic. This is because of the way in which other in the nature of inflation notwithstanding. These 
measures of our economic performance react when there policies are likely to evoke public cooperation as well 
is a change in our performance in regards to price stability. as endorsement by the Ulama. The two other fiscal 
Stability is a condition in which the amount of money measures noted above, reduction in public expenditure 
available in an economic system and the quantity of goods (with welfare provisions bearing most of the cut) and 
and services produced in it are growing at the same time. increased taxation (and domestic borrowing) are 

doubly doomed. They are not practical. They have 
One of the factors that threaten stability is inflation. In no roots in the Islamic past, hence they do not sound 
economics, inflation is defined as a sustained increase familiar, neither to the populace nor to the Ulama." 
in the general level of prices for goods and services. It is 
measured as the percentage rate of change in a country's SELECTION OF GOODS AND SERVICES IN THE CPI BASKET 
Consumer Price Index (CPI). Some economists suggest 

is published monthly by the Department of 
, Malaysia. CPI reflects changes in the cost 

When inflation crosses 
effects. It reduces th  
uncertainty of the value 
lenders, and buyers and ease or decrease in 
discourages saving a 
2007). Not only can hig 

riod. The CPI basket is usually reviewed every five 

itsme, such as profits. . =a goods and services is primarily based on the following 1 I ' 2 considerations (Yusoff, 2000): 
Siddiql (1996) discusses four "built-in stabilizers" in Islamic 
economic system to curb inflation. First, equity and sharing (a) The relative importance of each item to the total 

I & '  based financing which are non inflationary and stable as household expenditure; 
an alternative to conventional debt financing. Second, (b) The representativeness of the item as a price indicator 
zakat, inheritance laws and other redistributive provisions for similar items in the same category; 
in Islam will change the composition of aggregate demand (c) Its "priceability", that is, unit of quantity, specification 
thereby reducing the fluctuations in aggregate demand. and brand can be clearly specified. 
Third, moderation concept in lslamic consumption 
pattern and avoidance of wasteful expenditure will reduce Malaysia's CPI basket was revised in January 2006 with the 
aggregate demand. Finally, state authority in Muslim new base year of 2005. The recent revision introduces a 
countries, treating public money as Amanah, will keep new classification structure "Classification of Individual 
public expenditure at the optimal level by minimizin ublic Consumption According to Purpose" (COICOP), which 
expenditure and avoiding deficit financing.- is the international standard classification of individual 

consumption expenditure. The recent revision is based on 
Most of the times what causes inflation during early the Household Expenditure Survey conducted between 
lslamic history were climatic conditions or disruption in June 2004 and May 2005. Prices of 460 items were used 
transportation that caused a failure in supply leading to in the computation of the new CPI. These prices were 
sharp rise in food prices. According to Siddiqi (1996): obtained from about 20,000 retail outlets in 98 collection 
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centers in Peninsular Malaysia; 2,200outlets in 19 collection the early 1980s and declined to 2.1 p-t d 
centers in Sabah and 2,400 outlets in 18 collection centers 2006. Figure 1 illustrates the trend in CPtYrtN 
in Sarawak (Monthly Statistical Bulletin, February 2007). the period 1980-2006, 

From January 2006, the CPI was re-based to 2005 with "gure 1: Trend of CPI in Malaysia, 1980 - 20176 
9 l  existing groups reclassified into 12 groups to reflect 
changes in household expenditure patterns. The three new 
groups are transport, communication and education. Table 
1 shows the comparison of 2000 and 2005 expenditure 
weights in CPI, Malaysia. The new weightage in 2005 shows 
that foods products have declined slightly from 33 perc 
to 30 percent, while the share of services items in the basket 
accounted for nearly half of the total CPI basket. 

PI 

J 
Inflation, to one degree or another, is a fact of life. 

5 5 4 6  d 
33 2 9  4. 

Consumers, businesses and investors are impacted by 
49 4 5 
2 1 1.8 

any upward trend in prices. The CPI releases can move 
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' I markets in either direction. An upward movement of low or 
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moderating inflation has minimal impact on the market but 
k**-b 

c u k - l l d o l l c  b-81s 
news on high or accelerating inflation might have an adverse 

e economy. The important thing to remember 
e trend of CPI over an extended period of time 
relevant than any single release. 

task of keeping the rate of inflation low and 
ly given to monetary authorities. Generally, 

ary authorities are the central banks that 
he size of [he money supply through the setting of 
rates, open market operations and the setting of 
reserve requirements, among others. 

categories. First is dura 
life-time af use of more 

include house rent,-laundering services, medical services, Cleveland Economic Review 29, No. 3. 
Cecchetti, Stephen G. et al. 2000. 'The Unreliability of lnflation entrance fees to cinemas, expenditure in restaurants and -" Indicators/ current issues in Economic and Finance, Vol. 6, No. 4. 

others (Monthly Statistical Bulletin, Feb. 2007). rFederal Reserve Bank of New York. 

Based on Table 1, the three major subgroups that made 
up 75 percent of total weightage of the aggregated CPI 
are food (33.8 percent), gross rent, fuel and power (22.4 
percent) and transport and communication (18.8 percent). 
Administered prices were about 11 percent of the CPI k basket in 1998 (Economic Report, 2005). 

Inshort,forCPI, theweight attached toeachSlTCcomponent i remains approximately the same despite the new revision. 
However, the average inflation rate was 3.3 percent during 

5. Fisher, Jonas D.M. 2000. "Forecasting lnflation With a Lot of Data," 
Chicago Fed Letter, no. 151. March. 

7. Phillips, P.C.B. and Perron, P. 1988. "Testing for a Unit Root in Time 
Series Regression," Biometrika, 75(2): pp. 335-346. 

8. Siddiqi, Muhammad Nejatullah. 1996. "Role of Fiscal Policy in 
Controlling lnflation in Islamic Framework," Centre for Research 
in Islamic Economics, King Abdul Aziz University, Jeddah, Saudi 
Arabia. 

9. Yusoff, Ismail. 2000, The Consumer Price Index Malaysia, 
Department of Statistics, Malaysia, Joint OECD/ESCAPWorkshopon 
Key Economic Indicators 22-25 May 2000, Bangkok, Thailand. 

I The 9 groups are: food, beverages and tobacco; clothing and footwear; gross rent, fuel and power; furniture, furnishings and household equipment and 
operation; medical care and health expenses; transport and communication; recreation, entertainment, education and cultural services and miscellaneous goods 
and services. These groups are in turn divided into 38 sub-groups and the sub-groups into 121 expenditure classes. For example, the clothing and footwear 
group consists of two sub-groups, clothing other than footwear and footwear including repairs. The clothing other than footwear sub-group is further sub- 
divided into six expenditure classes: shirts, dresses, blouses, etc.; suits, jackets, trousers, etc.; underwear, stockings and socks; bathing suits, hats and rain - 
apparel; fabrics and payment for sewing and knitting (Yusoff, 2000). . . .  
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Dr. Amir Shaharuddin 
Deputy Dean (Academ~i  & Research) 
Faculty of Economics and Muamalat 
amir@usim.edu.my 

f 
The duplication orientation has lead to criticism raised by 

the other group of shari'ah scholars. This group questions 
~shment of lslamic financial institutions provides the conformity of current lslamic banking products to the 

rm for Muslims to implement some aspects of the principles and ethical frameworks of lslamic commercial law 
in their daily life. By having these institutions, propounded by the classical jurists. For them, many of the 
have the opportunity to demonstrate the actual fatwas and resolutions passed by the shari'ah committees 

equitable financial system based on the (SC) of lslamic banks contradict with the rulin s found in 
application of Islamic legal traditions which have long been classical fiqh. The shari'uh committees are a & to  be 
advocated by Muslims jurists and economists. After more tomtentent in sahsfying the demands of Mrnk bankers. 
than 150 years of practical exclusion (F.E Vogel and S.I.Hayes This group also criticize the legal methodolagy adopted by 

shari'ah scholars who have shown interest in the topic 
attempt to determine parameters (dhawabit) of maslahah, 
dharurah, urf and makhraj; the legal tools that frequently 

TWO C4MPS OF SHMI'AH SCHOLARS used in deducing new hukm in this area (see for example 
Akrarn Laldin, 2010). The aim of the studies is to provide 

In general, there are two approaches adopted by shari'ah additional references to the shari'ah committees when 
scholars in this respect. The first approach is to advocate the deciding the legality of proposed lslamic banking products. 
innovation of new lslamic financial products based on the 
adaptation of various medieval contracts. Supporters of this THE WAY FORWARD 
approach are normally shari'ah scholars who work closely - 
with Islamic financial institutions. They try to understand However, it is important to  note that all the previous 
the problems faced by the lslamic bankers and then suggest studies are conceptual and theoretical in nature. They 
possible solutions according to the principles of shari'ah. are conducted merely based on the assumption that the 
Hence, their work mainly focuses on how to apply the shari'ah committees are in need of such research in usulfiqh 
fiqh doctrines in creating financial instruments that are of lslamic banking. As indicated earlier, the assumption is 
compatible with conventional products in all aspects. These made as result of a few controversial resolutions or fatwas 

1 scholars are responsible for 
I existing lslamic financial products and represent the shari'ah disputes over 

governing body in most of the lslamic banks (Engku Ali, 
2003). However, due to the duplication orientation adopted 

7 by them, the current products so far are seen insignificantly cont ....... page 7 
different from their conventional counterparts. 
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SHARIAH AUDIT OF FINANCIAL STATEMENTS 

Dr. Zurina Shafii 
Director 
lslamic Financial Wealth Management Institute (IFWMI) 
zurina.shafii@usim.edu.my 

t 
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The newly introduced Shariah Governance Framework issued May incorporate the clause on underta ' ide 
by Bank Negara Malaysia (BNM), taking into effect on the Ibra' to customers who make early- In 
1st January 2011. It specified that the scope of the Internal the Islamic financing agreement. This clause *R be 
Shariah audit shall include any area which involves Shariah stipulated under the method of payment. W h  the 
compliance issues such as products and services, shariah inclusion of the Ibra' clause in the financing agreement, 
review function, financial reporting, Shariah governance the bank is bound to honour that promise. However, 
practices, organisational structure, human resources, the act of granting a rebate in case of rep ment 
processess, marketing and information system should entirely be voluntary and at the J 9  ircretton of 

the seller. The rate of discount cannot be pre-specified 
m The Framework requires for the Internal Sheriah Audit, ,,in the contract. The contract per se, cannot contain a 

functkq to wmprke t$ 6tipulation for subsequent increase or decrease in price. 
i, Shariah c o m p ~ ~ f o r  blarn state the method of calculation of Ibra' 

and Services Method, or other methods) to enhance 
ii. Shariah compliance In information to the customers. 
iii. Shariah compliance in 
iv. Shariah compliance ln icies of zakat computation 

d as agreed by the Shariah 
Internal Shari'ah auditors in the notes to the account. 

ce in financial statements 

that should be audited: 1 

Islamic banks are e - 
market, liquidity, cu 
generates unexpecte 
impact of the loss. Is - 
on real economic 

transaction and do not cause injustice. Instruments used 
Hedging is permissible if d e r i w e s  involve the actual Diagram 1: Central Shariah Issues in financial statements 

by lFls must be Shariah-compliant as indicated by the In conclusion, the audit of financial statement to verify 
Shariahauthorities. IFlsmustbeabletodemonstrateand that they are following the Shari'ah involved many Shari'ah 
disclose that hedging is used for the purpose of hedging issues. It is essential to have the audit performed on financial 
actual risks of the relevant party. Transaction should statements in order for to ensure the transactions in lFls 
not be for the purpose of speculation and must be real carried out, recorded and reported in the manner compliant 
transactions involving the actual transfer of ownership to Shari'ah. 
of real assets i.e. actual risk and real settlement. , .. 

REFERENCES 
lFls must identify and disclose the amount of non- 
Shariah compliant investment previously acquired. 1. Rahim A., (268). Shariah Audit for Islamic Financial Services: The 
It is responsibility of the IF1 to dispose the investment needs and challenges. Paper presented at ISRA Islamic Finance 
according to the guidelines by the Shariah authorities. Seminar, Mandarin Hotel, Kuala Lumpur 

2. Shariah Governance Framework (2011). BNM. . Profit Equalisation Reserve (PER) and Investment Risk 3. Sultan S.A. M., (2007), Audit for Shariah Compliance: Developing 
the Audit Program and a Proposed Methodology. Paper presented 

I 
(IRR) is a mechanism used by IFIS to reduce the on Workshop on Shariah Review, Audit and Governance for lslamic fluctuations in the profit rates payable to the Investment Financial Institutions on 30-31 January 2007, Kuala Lumpur. (IAH). lFls must the policy On 4. Shafii Z., Salleh S. (2010) , 'Enhancing Governance, Accountability 

PER and state the ownership of the PER balance as at and Transparency in Islamic Financial tnstitutions: An Examination 
the accounting period in the notes to account. into the Audit of Shari'a Internal Control System', The Journal of 

Malaysian Accounting Research Speacial Issue 2010, Vol 9, No. 2, 
Ibra' is the discount for early settlement. of financing December. 

I amount, previosly agreed in the sale agreement. lFls 
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I Zurina Kefeli 
Senior Lecturer 
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INTRODUCTION Figure 1: Distributions of individuals covered by private 
health insurance policies bv age in Malavsia, 2005 

People n'eed private health insurance to  cover private health 
car costs which have been rising considerably. In many +@ countries such as the United States, the health care system 
relies heavily on private health insurance and it is a must have 
item for every individuals. In extreme case, an individual's 
access to treatment can be denied if heishe does not have 
private health insurance. In the United States or countries 

>65 years, 1% 
55 65 years' 3% 

45-55 years, 13% 
c25 years, 26% - 

25 35 years, 28% I 
such as Australia and Canada, private health insurance is I r 

Source: Insurance Annual Report, Central Bank of Malaysia (2005) 
used to  cover health care costs from both public and private 
health care providers fo 
treatments. 

on types of private health insurance are 
In Malaysia, private health i and surgical insurance, critical illness or dread 
private inpatient treatment o come insurance and accidwltal 
to general practitioner are not cove ce (Pee, 2008). According .is 
insurance. Generally, the a (2005), hospital and surgteal 
hospital bill first and subs e total private health insurance 
company later, however if llness policies comprise 28%, 
with a hospital admission g-term care policies 2%. Figure 
between the hospital and of premiums by types of private 
In Malaysia, with affordab 
private health sector, peopl 
private health insurance o w ,  or in other ~ ~ ~ r ~ s ,  p iva hensive hospitalisation and surgical insurance 
health insurance in ~alaysid* 'still voluntaq covers in-hospital charges such as surgical expenses 

urgeon's fees, anaesthetist fees and operating theatre 
THE DEVELOPMENT OF PRIVATE HEALTH I h *  Q~~~~ wF fees) and non-surgical expenses (room and board expenses, 

~ntensive care unit, hospital supplies and services, daily 
The introduction of private health insurance sFfied in the in-hospital physician's visit and lodging expenses); out-of- 
early 1970s. At that time, the individual-nding on health hospital benefits such as pre-hospitalisation benefits, post- 
insurance was limited to personal accident, workmen's hospitalisation benefits and out-patient benefits (out-patient 
compensation and motor (third-party bodily injury) cancer treatment, out-patient kidney dialysis treatment, 
insurances. In 1996 the introduction of personal income outpatient surgery, emergency out-patient accidental 
tax relief up to RM3,000 for the purchase of private health benefit, home nursing care, ambulance fees etc.); and other 
insurance or education insurance policies gave rise to an benefits which include daily cash allowance at government 
increase in demand. Soon after, a policy relaxation allowed hospital, 5% government service tax reimbursement, 
life insurers to sell stand alone private health insurance general practitioner's treatment at private clinic etc. In 2008, 
policies. Nowadays, private health insurance has become there were about 35 hospitalisation and surgical insurance 
more popular among Malaysians. products offered by 21 insurance companies in Malaysia 

(Pee, 2008). a 

In 2005, 15% of the total population were covered by 
private health insurance (Central Bank of Malaysia, 2005). Figure 2: Distribution of premiums by types of privak health 
Central Bank of Malaysia (2005) also reported that 80% of insurance covers in Malaysia, 2005 
total private health insurance sales were individual policies. 
As a result, annual premium income generated from yearly ,g term care, 2% 

renewable private health insurance policies increased bv an Others, lJb , / ,H .,,, ,I ,.,,me 6% 

average of 28% to RM1.5 billion in 2005. 84% of individuals 
covered were below the age of 45 years. Figure 1 shows the 
distribution of individuals covered by private health insurance 
policies by age in 2005. 63% 

4 ource Insurance Annual Report, Central Bankof Malaysla (2005) 

. . -  - -  - 
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Critical illness or dread disease insurance pays a lump sum Merican and Yon (2002) have pointed out the issue of 'cream 
amount e.g. RM100,OOO wheneverthe customer is diagnosed skimming' and 'risk selection' in insurance industry practice 
with one of the 36 illnesses1. Meanwhile, hospital income in Malaysia. This problem may contribute to greater inequity 
insurance pays cash benefit e.g. RM200 per day whenever since the insurer will tend to cover high-income groups 
the customer is admitted to a hospital and accidental and to the extent that these groups have lower risk of illness. 
hospitalisation insurance pays out only when the customer Furthermore, there is a tendency for people who are insured 
is hospitalised due to accident. to seek more health care which can lead to moral hazard 

problem. 
Lim et al. (2007) highlight some important features of the 
various policies available. A policy may be a guaranteed CONCLUSION 
renewable policy which means that the customer will be 
allowed to renew hislher policy even though helshe contracts The coverage of private health 
a critical illness, but may also offer no right of renewal. is still not comprehensive. 
Policies may provide payment of claims based on a per insurance has become more popu 
disability contract instead of an annual general limit policy. limited coverage offered by variolls health 
Others may cover only a restricted choice of specific panel do not attract many people to buy health imumms 
hospitals. It is a common practice in Malaysia that health especially people with existing health problem. PrkWh&t)r 
insurance plans do not cover pre-existing health conditions, insurance is more attractive if it covers both outpatient and 

' specified illnesses in the first year (or a specified period e.g. inpatient care, and even dental care. 
120 days) and any medical or physical conditions arising 
within the first 30 days of the insured person's cover or date REFERENCES 
of reinstatement whichever is latest except for acciden 
injuries. Some health insurance plans are renewable year 

fees- at 10% - 20% of the total medical fees iincumd, whde the balance 

- m F m  - - 
I 

continues porn page 4 
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as not having sound legal methodology in assessing the REFERENCES 
compliance of lslamic banking products. In my opinion, it 
would be better if the aSS~mpti0n is supported by empirical 1. Amir Shaharuddin (2010),AStudy oh Mudarabah in IslamicLaw and 
study, investigating the actual process of ijtihad in the Islamic its Application jn P4laysian Islamic Banks, Phd Thesis, University of 
banking institutions. It might be interesting to look at how Exeter, UK. 
the sharyah ~~I I lmi t tees conduct the task of determining 2. Engku Rabiah Adawiah Engku Ali (2003). Development of lslamic 
the legality of Islamic banking products. Such empirical study banking in Malaysia: constraints and opportunities from the 
would not only educate the public with the mhad process jurisprudential penpedves. ll"M Law Journal "01.11 No. 2, llUM 
but more importantly reinstate those who have begun to Publication, Gombak, p. 241 
questioning the of the shari'ah committees. In 3. Muhammad Akram Laidin (2010), Understanding the Concept of 
addition to that, it would identify the real limitations faced Maslahah and its Parameters When Used in FinancialTransactions, 
by the shari'ah committees and suggest possible solutions ISRA International Journal in lslamic Finance, vol. 2, June 2010. ' and improvements. 

4. Saiful Azhar Rosty (2010). Shari'ah Parameter Reconsidered, 
International Journal of lslamic and Middle Eastern Finance and 
Management, vol. 3 no. 2, p. 132-146. 



REPAYMENT PROBLEMS IN MICROCREDIT PROGRAMS 
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d' 
Access to financing is an important aspect in the business before giving loans to the borrowers. Age, educational level, 
operation of micro enterprises. Normally, they are excluded gender and borrower's business experience are the important 
from/th@banking system because of high risk and they don't factors that affect the repayment pelformance. 
have asset as collateral. Microcredit around the world shows 
%at it can be an effective way to promote the development Some authors link the repayment performance with firm/ 
of micro/small enterprise. Prior studies proof that access to business factors such as Nannyonga (2000), Arene (1992) / 
micro credit contributes to poverty reduction and enhance and Oke et al. (2007). Oke et al. (2007) mention that firm's 
business activities of the poor (Zapalska et al., 2007; Khandker, profit significantly influenced loan repayment. Besides that, 
2005; Mainsah et all 2004; Matin et al., 2002). Adekunle Khandker et al., (1995) raise the question of whether default 
(2007) suggested that the entrepreneurial ability, accessibility is random, influenced by erratic behavior, or systematically 
to credit and business success of people in Cooperative Thrift influenced by area of business operation that determine 

ch-level efficiency. Their 
from non-members. ports the idea of partial 

n. Rural electrification, 
infrastructure and 

nk density are positively correlated with a low 
well as predicted manager's pay. Firm's profit, 

to other microenterpri r and area of business operation are among 
micro credit institutions tributed to repayment performance. 

'it is the lender not the 
microcredit institutions th oMers(Sharma bo high levels of delinquency 
&Zeller, 1997; Marr,2002; in, 2004) where in re& that most of the 
the high loan default rate e of the failure de emenf"procedures, loan 
of microcredit institution oolcock, 1999; dive lngness to repay loans. Therefore, the 

various institutional mechanisms that 
risk of loan ckb~ l t  Less transaction 

of future credlt, public 
standing) are the factors 
microcredit programs. 

the In contrast, Hulme & Mosley (1996) argue that the important 
lendem Cannot observe the behaviors of their clients either factors contribute to loan repayment performance are 
they are honest and dishonest. The lenders can only observe the design features of the loan. They categorise the design 
the outcome of their loans either the clients repay or not. features into three categories namely access methods, 

screening methods and incentive to repay. Access methods 
There are four factors that affect repayment performance generally ensure that poor people access the loans not the 

I in microcredit programs which are individual factors, firm/ richer people and the features include maximum loan ceilings 
business factors, lender factors and loan factors. Several and high interest rate. While, screening methods are used to 
studies (Hoque, 2000; Colye, 2000; Ozdemir & Boran, 2004) screen out bad borrowers. While, Copisarow (2000) found 
show that when a loan is not repaid, it may be a result of the that defaults generally arise from poor program design or 
borrowers' unwillingness and/or inability to repay. Stiglitz and implementation, not from any essential problems with the 
Weiss (1981) recommend that the banks should screen the borrowers. Amount of loan received, repayment method and 
borrowers and select the "good" borrowers from the "bad repayment period are among the factors influence repayment 
borrowers and monitor the borrowers to make sure that they rate in micro credit programs. 
use the loans for the intended purpose. This is important to 
make sure the borrowers can pay backtheir loans. Greenbaum REFERENCES 
and Thakor (1995)) suggest to look at a borrower's past record 
and economic prospects to determine whether the borrower 1. Adams, D.w., Graham, D., &Von Pischke, J. D. (1984). Undermining 
is likely to repay or not. Besides, characters of the borrowers, Rural Develo~ment with Cheap Credit, Westview Press, Bou 
capital needed, collateral requirements, capacity or ability CO. 
to repay and condition of the market should be considered 2. Adekunle, B. (2007). Cooperative thrift and credit society: a strategy 
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for entrepreneurial development in Nigeria. Unpublished Doctoral Ohio State University. United States. 
Dissertation. University of Guelph, Ontario, Canada. 14. Mainsah, E., Heuer, S.R., Kalra, A., & Zhang, Q. (2004). Gramecn 
Arene, C.J. (1992). Loan repayment and technical assistance among Bank taking capitalism to the poor. Worklng Paper, Columbia 
smallholder maize farmers in Nigeria. African Review of Money Business School, New York, NY. 
and Banking. A Supplement of Savings and Development Journal, 15. Marr, A. (2002). Studyinggrwp dynamics: an alternatlveanalytlcal 
1,64-72. framework for the study of microfirnnce impacts on poverty 
Awoke, M.U. (2004). Factors affecting loan acquisitioned repayment reduction. Journal of International Development, 14(4), 511-534 
patterns of smallholdei~,farmers in lnlka North-East of Delta State I C  Matin, I., Hulme, D., & Rutherford, 5. (2002). Finance forthc poor: 
Nigeria. Journal of Sustaipable Tropical Agricultural Research, 9, from microcredit to microfinancial services. Journal of International 
61-64. Development, 14,273-294. 
Copisarrow, R. (201X))b The application of micro credit technology 17. Nannyonga, H. L. (2000). Determinants of repayment behaviour in 
to the UK: key commercial and policy issues. Journal the Centenary Rural Development Bank in Uganda. Unpublished 
Credit, l(1). Doctoral Dissertation. The Ohio State University. United States. 
Coyle, B. (2000). Framework for Credit Risk Management. CIB 18. Oke, J.T.O., Adeyemo, R., & Agbonlahor, M.U. (2007). An Empirical 
Publishing, UK. Analysis of Microcredit Repayment in Southwestern Nigeria. 
Greenbaum, S.I., & Thakor, A.V. (1995). Contemporary financial Humanity & Social Sciences Journal, 2(1), 63-74. 
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15 years. The prime attraction of property ownership in Kuala 
Lumpur is income. Gross rental yields have fallen somewhat 

In r e p  years, the property in Malaysia is getting a lot of over the past year. Rents have not kept pace as nomind prices l m o D 7  
a Sntion both from local and foreign investors. Many still have risen. Yet the decline has been gentle, aim& invisible. 
arcel about the factors behind and what is the continuous The 120sq. m. condominium category remains the best-paying A 

factors may sustain it growth and wilt it be a major boom of investment, with gross returns of 7%, but last year, researchers 
the property prices. Malaysian property prices are beginning found that rental yields averaged over 8% for this size. Gross 
to rise as the economic recovery in the country continues. rental yields on condominiums generally range from 5% to 7%. 
Last year registered the strongest house price increases for a Bungalows have lower yields, ~ypicaIly,just over 4%. 
decade. The national house price index rose 6.2% in the third d. 
quarter of 2010 while the increase in Kuala Lumpur was 9 . 9 % ~ ~  PR43RERTY- PRlClNG /SUES AND THE ROLE OF 
during this period. The main a 
the reasonable rental yields of 7%. The cost of 
buying a property in M ividuals housing represents the largest single 
regard it as a mid-to lo lifetime. This is especially true a$ 
is liable onlny property held 

majority of families 1 
equate housing and 
entg found it n w  tB intervene 

grew by 7% in 2010, but i housing for tF& population. The 
relatively stable and are n as been helping the lower Income group by 

every project must has a low cost 
hip; putting taxes and pressures to 
tion on property prices. 

heavily upon exports a lNCREASlNG PROPERTY PRKE 
crisis, especially since the Malaysian rinaait has strengthened 
against the dolli 1. Chanees In Government Pdides 

L 

All these policies explained above are waived in 2007 like now: = 

LaA Updated. OR 26,2010 1 there is zero tax on property gain transaction in Malaysia. 
KUAIA WMPUR - Bungalom CoST(USS1 

PRICVSQM. (US$) Furthermore, the ministry of housing has set up better' 
TO BW MONTHLY RENT 'IELD TO BW MONTHLY RENT 1 3mSq.. 1,071,700 4,036 4.52% 3,062 11 53 procedures to make the process of build, buy and sell more. 

450 sq. m. 1,339,200 4,874 43% 2,976 1083 efficient; allowing EPF contributors to apply for monthly 
600 sq. m. 1,698,600 6,516 460% 2,831 1086 withdrawal to reduce their installment pressures or to buy 
1050 sq m &977,800 8,957 3.61% 2,836 8 53 
KUAIA LUMPUR - Condomlnlums 

a house; reduce stamp duty on RM 250,000 houses and 
75 W. in, 144,225 810 674% 1,923 1080 below; lack the rules for foreign ownership and even provide 
I M r q  in. 185,520 1,072 6.93% 1,546 8.93 
l m s q  m 337,450 /651 5.87% 1,985 9.71 

incentives for foreigners with the recent 2nd Home Campaign 
250sq rn 634500 2,693 5 . m  2,554 10 77 to own a their second property as a home in Malaysia. 
4OJrq m 1,150,400 4,504 4.70% 2,876 11.26 

Dlstflcts researched : Ampang. Funpang Hlllr, Bangar Baru, BukU Klara, DamanSara Helghts, Jalan Ampang. Kenny Hllb, 
KLCC (Kuala Lumpur City Centre). Mont Klan, Srl Hammas, Taman Tun Dr. Ismall, Ukay Heights 1 f. P o D u ~ ~ ~ ~ o "  C&y& and A m  C ~ O U ~  

-1 Population is also the demand factor in the property market., 
Local population is the citizens of Malaysia and the foreign, I 

The extraordinary stability of residential property prices in population is those who come in with 2nd Home campaign 
Malaysia-risinginsomeyearsby2%or3%,fallinginotheryears or as expatriate that temporally working in Malaysia.The age 
by a few per cent - means that the observer is never shocked group of Malaysia that almost 65% above of the whole nation, 
bv a sudden boom or price-collapse. In inflation-adiusted po~ulation is at 35 vears old and below. From 35 vears old! I 
terms, prices have been'almost completely stable for the past to 45 years old probably got another lo% are m o r e d  



buying power to invest in their 2nd or 3rd property. It means following steps af Hong Kong, Singapore and Korea by example 
there will be a lot of buyers are flooding into the market in the to be a devebped mation, we should expect the property prices 
next 5 to 10 years. to be playing a catching role in comparison to these markets. 

Thus price of property in Malaysia will have good years ahead 
3. Healthv growth of GDP and become a good investment instrument. 
Since the early of 90s, Malaysia has been enjoying a robust GDP 
growth between an average of 7.-9%. Until recently, the growth REFERENCES 
rate is stabling between 5% to 6%.The milestones are changing 
to further stimulate internal growth as the government is 1. Abduf   ah man Mohd Nask " Fa ors Affecting Foreign Direct 

pouring bullets into building the local infrastructul-es and 
a 

Investment (FDI) On Industrial Properties In Malaysia", hternational 
creating special economic zones in its yearly fiscal poticy and Real Estate Research Symposium (IRERS) 2010 
master growth plan.lt has been a longtime that we have a @W 2. Assoc. Prof. Zainal Abidin Hashh & Tamat S a r M i  " h m a  Prlce 
income around USD 4,000 to USD 5,000 per head in Malaysia. Inflation And Affordability: Challenges And issues", lnternafional Real 
When we are moving into a high income, high margin and high Estate Research Symposium (IRERS) 2010 
tech service oriented economy, we cannot continue to have low 3. Faziah Abd. Rasid " Impact of Macro-economic factor son House Prices 
cost strategy and we need quality human capital development Performance". Journal of Valuation and Propem Services Vol. 7, No. 
in the country to compete in the global scale. T~UIS, boosting 1,2007 
asset values is a wise strategy to boost local GDp income and Graeme Newell " Global Perspectives on Property Benchmarking" 
also strong property price will have an effect in assisting the Journal of Valuation and Property Services Vol. 8, No. 1,2008 (Special 
currency rate and also the local stock market- KLSE. This is a 

benefit the whde nation. 
good move bythe government and we also agreed that this will 5. Hasniyati Hamzah, Laurence Murphy & Deborah Levy " The Impact 

Of Housing Regulations On The Structure Of Housing Provision: Initial - 
lnternational Real Estate 

4. Globalization Effect 
It is not just limiting to business 
Corporation). It is by far even 
gradually becomes one. No matt inciples of Marketing, 15th 
country are you living in. Everyo 
country due to business, edudon, Rosdi Bin Abdul Rahman " , 

and more. The economics' fa@rs that drive prices sky high in ysia My Second Home Programme{MM2H)", 
Singapore, Thailand, Indonesia, Hong Kong, Shanghai, Korea, Research Symposium (IRERS) 2010 
Japan, Australia and Europe. There will not be any cheap 9. and lbrahim bin Sipa "Modelling Interaction 
property anymore i11 any corners of the world depending on of Location Influence with Rental Value on Commercial Properties 
the urbanization rate of those cities. It is a matter of time but Using Spatial StatisticTechniques", Journal of Valuation and Property 
given those fundamentals in Malaysia economy, it will be also Services Vol. 7, N K ~ ,  2007 
a pressure to boost the property price locally. We should not Andrew Baum, Dr Claudia Murray " Understanding The 
compare within ourselves between the current price and the Real Estate Investment In Developing Economies", 
historical prices. We have to lookglobally and compare with ou International Real Estate Research Symposium (IRERS) 2010 

1- peers. Even today, if you compare to US property market 11. Professor Chris Eves "Reviewing The Impact Of The 2008/2009 Global 
I has been impacted by the Financial Crisis (GFC) On International Property Markets And Property 

L$\%;7ions'~, International Real Estate Research Symposium (IRERS) 
5. Rising Cost of Material 5 - '4 

US dollar heading downwards, and beliedit is on purpose bym L 

the Federal Reserve and their governmental policies due to the 
strong challenge of China and Asian booming economies that / cause continuous trade deficit in US. When dollar is heading 

1 1  down, all commodities trade with the benchmark using US EDITORIAL COMMITTEE 
1 dollar has been rising steadily. Example: Crude oil, steel, gold, I Advisor: Dr. Asmaddy Haris 

iron and even food. Couple with the intensifying demand from 
'. 'I ' 

Executive Editor: Pn Halizah Md Arif 
high growth countries like China, India, Indonesia and potentia~ly'~ 
~fr ican countries in the coming years. This is no more inflation, 
but is rather as asset revaluation stage. Most government 
has measured their CPI (Consumer Price Index) with core 
components that always excluded many necessity components 

I that is vague in telling !he clues related to actual inflation. 
1 I 

h CONCLUSION 

The conflict exists when affordable house for some group of 
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community seems getting more difficult to be prepared in the 
near future due to raising in property price. Given all factors4 
that we have discussed above, It is strongly believes that low 
cost property in Malaysia is going to be a past subject. If we are . . .r7 ,. - 2 ., . - 

Disclaimer: The Muamalat Newsletter is published 2 times 
a year and is an official publicabon of the Faculty Econoic 

and Muamalat, USIM. Editorial material may be freely 
credit is  given to the newsletter. 



"SPECIAL COLUMN WITH ADJUNCT PROFESSOR OF FEM: DATOy MAJID MOHAMAD. " 
INTERVIEWED BY PN SYAHIDA WATl SHAHWAN. 

Assalamualaikum Dato' 

I am from the Faculty of Economics and Muamalat would like to seek your pleasure to be our guest in our biannual newsletter. The 
newsletter will be distributed to alJrlsI1amic banking and takaful players, IPT's, state religious councils and students. 

P 
answer the following questions. 

Thank you. 

& & ~ ~  regards to your job experience and contribution to insurance 

w k=3- 

~BanI&a,&kM to join the insurarnPti& 
now CEO of Labuan Re, a conventional reinsurance company 

~ ~ ~ e r i e n c e  which I considered as an epitome of my career is my 
e k a f u l  syndicate which, inshaallah would be a reality soon. 

Be takaful industry in the world today? (Or in Malaysia parthdady) 

fortify Malaysia gs the 
to reach the hel Qf its 

he industry is estimacrwl to surpass 
and 20 retakaWtq3emknarwnd 
as demand for 'ethiil insurance 

nsequertce of rapid economlc gro rhrudmeloping Muslim countries. 

Y One d t h e  problems faced by Retakaful operators is the small caprtal base that would prevent them from 
providing capacity needed by over 200 takaful operators in the wodd. Due to their low capitallzatioq these 
Retakaful operators could not obtain acceptable ratings to meet the minimum security ratings required by 
most takaful and regulators. This would put most retakaful operators at a disadvantage position compared 

- to its conventional counter-part. 
Apart from the ratings issue, there exist takaful operators which are still resorting to an easy way out by 
purchasing covers from conventional reinsurance companies hiding behind the "dharurah" principle. In 
this regards, Shariah Advisory Councils of takaful operators need to play a more proactive role in ensuring 
the management of thier takaful operators should exhaust Retakaful capacity first before resorting to 
conventional covers. This is important not only to ensure the speed of Shariahcompliant by all takaful 
operators is heightened but also to maintain its credibility of the industry. 

Newsletter FEM : In your opinion, was there a$ impact of the global financial crisis on the takaful/retakaful and insurance/ 
reinsurance sectors? 

m .  
: As many are aware, insurance companies (inclu$ng takaful operators) are not the culprits for the global 

- - -  

F E M n e w s l m  
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financial crisis. This is due to the fact that insurance companies unlike banking ~nstitutions would not face 
liquidity crunch as insurance claims would not be paid on demand, unlike deposits in the banking industry 
which have to be paid on demand when the depositors decide to withdraw their deposits. Further, insurance 

?J industry would not be subjected to a systemic risk as the interdependency of one insurance company with 
the other is minimal; only through a very limited co-insurance or reinsurance arrangements. 

People always cite AIG Group as an example how vulnerable the insurance entity would be during the 
financial crisis. This is not true as, although AIG Group is known as an insurance entity, the problem faced 
by the Group is actually contributed by its financial product division which is involved in selling credit default 
swap (CDS) - a financial guarantee product. While this division contributed less than 3% of turnover of the 
AIG Group, it incurred losses was colossal, necessitating the Government bail-out. 

Most of the losses impacting the insurance industry was a consequence of IrnpzbirmerrE- 
of value in investment assets which insurance companies need to provide for. Unlike its 
counter-part, none of the insurance companies (except the AIG Group) required substantial capital 
injections. 

Newsletter FEM : As an industry player, what are the strategies needed for the takaful IretakaM hdustn/ to have a better' 
position as compared to insurance/reinsurance indushy? 

DMM : To be at par and to compete with its conventional counterpart, the takafut industry need to strengthen its 
cauabilities, as follows: 

1. Financial muscle - thjs is imporram to gain acceptance as reliable and strong security providers and 
provide safety ~ l i c y - h o k & r q  

ntional insurance - this could be 
nt, shariah opinion/interpretation 

takaful practitioners who could master both 

rate the dwelopment of takaful beyond 
of takaful products in both Muslim 

yer and standard setting bodies must 

NewsldterFEM : Wh I companies in Malaysia and am& 
these industries In the near future? - 

DMM : As I r n e P  Malaysia is credible 'centre of excellence'for Islamic finance including 
takaful Retakaful. This is a direct result of Govemment's tireless efforts through the establishment of 
regulatow infrastructure and #%setting up of various learning and training institutions to develop human 
capital and n f u r v  necessary for the development of the Islamic finance industry. 

t 
The recent approval of another four new family takaful licenses to local and foreign players further reflected 
theGovernment's commitment in deepening the domestic takaful market and increasingtakaful penetration 
rate to the level of its conventional counterpart. 

-. 

The future of thetakaful industry in Malaysia and world-wide is bright but full of challenges. 
! takaful players, as the market is becoming crowded and highly competitive, the only way forward is to 
expand overseas. With the necessary knowledge and experience gained by * - they will succeed. ' j , "L. 

Globally, the number of takaful and Retakaful operators is increasing by the day, indicating the increasing 
acceptability of the takaful business models. Here, the challenge in moving forward is much more difficult 
and requiring the cooperation and commitment of all stakeholders- takaful operators, regulators, training 
institutions and the standard setting bodies. 

Thank you for your time Dato'. 



SHARIAH GOVERNANCE FRAMEWORK: A SIGNAL FOR MANDATORY 
SHARIAH AUDIT IN THE IFIS 

- 

omits and Muamalat 1 

mittee in delivering their responsibilities in 

Financial lnstitutio 

Governance Framewo 
is designed to meet th 

harging its duties 

with the main the Shariah Committee of the IFI. 

I audit should be performed by internal auditors, who have tabled to the Shariah Committee may involve independence 
acquired adequate Shariah-related knowledge and training. issues since the Shariah Committee of the IF1 is responsible 
In addition, the internal auditors may engage the expertise in decisions, views and opinions related to Shariah matters. 
of the IFl's Shariah officers in performing the audit, as long In addition, the board of the lFls bears the ultimate 
as the objectivity of the audit is not compromised. Shariah responsibility and accountability on the overall governance 
audit in the IF1 shall be conducted at least on an annual basis, of the IF1 and the board is expected to rely on the Shariah 
verifying that the IFl's key functions and business operations Committee on all Shariah decisions, views and opinions 
comply with Shariah. Even though the Framework specify relating to the business of the IFI. This trigger question on 
the responsibility of Shariah Audit in the hands of Internal the line of communications and reporting as the Board is 
Auditor of the IFI, it is considered as a stepping stone for expected to rely on the Shariah Committee works. If the 
the IF1 to move forward in ensuring adherence to Shariah Board is expected to rely on the Shariah Committee works, 
principles. the placement of Shariah Committee in the model shall 

be equivalent to the Audit Committee or higher since the 
I It is also mention in the SGF that the Board Audit Committee, Shariah Committee is also expected to perform an oversight 

together with the Shariah Committee shall determine the 
deliverables of the Shariah audit function. The deliverables 

I - ---- 

cant ....... page 17 - 
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-1  IMPLEMENTATION OF FRS 139: CHALLENGES AND ISSUES 

( I ializah Md Ari f  
I Lecturer 

Faculty of  Economics and Muamalat 
halizah@usim.edu.my 

WHAT IS FRS 139? is recognized in profit or loss undler FRS 139. The standard 
includes a three-level hierarchy for determining fair value. 

Financial Reporting Standard (FKS) is a set of accounting 
standards issued or adopted by Malaysian Accounting HISTORY OF FRS 139 AT MALAYSIA 
Standard Bawd (MAS@ fw application by all1 entities other 
than private entities. Com,pliance of FRS are legislated under International Accounting Standard (IAS) 39 (revised 2000) 
Financial reporting Act 1997 (Section 26D). was exposed in Malaysia way back in year 2002. Due to the 

ongoing revision of the IASB level, a revised Exposure Draft 
FRS139isoneofthestandardrelatingtofinanciaIinstruments. (ED) was re-exposed to reflect IAS 39 (revised in2003) in 
FRS 139 talks about recognition and measrarsrnent of December 2004. This ED was subsequently finalized and 
financial instruments. Another two as FRS 139 in February 2006. The effective date was 

plicable for financial period beginning on or after 

instruments. 
announced to defer the effective date. 
confirmed that FRS 139 will take effect 

ning on or after 1 January 2010. 
ial reports in 2010 

Bonds and Warrants. 

FRS 139 categorizes the financia 

1 
E! 

,,, , . , ~ w r  2009, IASB issued a new standard on the L' 
classification and measurement of financial instr~~ments 
E w n  as International Financial Reporting Standards (IFRS) 9 

' which represented the completion of the first part of a three- 
part project to replace IAS 39. The related published Exposure 
Draft explain the replacement of fair value measurement 

ith a1 single, unified 
definition of fair value, as well as further authoritative 
guidance on the application of fair value measurement in 
inactive market. 

Three categories of the above financial instruments that 
would be measured at fair value i.e. FVTPL (assets and Generally, IFRS 9 is a simplification of IAS 39 and adopts a 
liabilities) and AFS. While others would be measured at single approach to  determine whether a financial asset 
amortized cost using effective interest rate. is measured at amortized cost or fair value, replacing the 

many different approaches in IAS 39. The new standard 
Fair value is defined as "the price that would be received also requires companies to ulse a single impairment method 
to  sell an asset or paid to transfer a liability in an orderly rather than allowing the many methods in IAS 39. As a result, 
transaction between market participants". The fair value of the IASB says IFRS 9 will improve comparability and make 
an asset is based on the exit price (i.e. selling price). The exit financial statements easier to understand for investors and 
price is determined using data that market participants in other users. 
the entity's principal or most advantageous market would 
use when determining the price of that asset or liability. The world has moved on because the IASB has permitted 
(International Accounting Standards Board (IASB), 2006) countries to adopt Phase 1 of IFRS 9 earlier than the 

mandatory date of January 2013. At the moment, Malaysia 
Any gain or loss arising from the difference between the 
entry (i.e. purchase price) and exit price at initial recognition cont ....... page 23 



EVOLUTION OF WAQF ACCOUNTING TO ENHANCE ACCOUNTABLITY 
OF WAQF INSTITUTION 

/ 
Rosnia Masruki 
Lecturer 
Faculty of ~conomics and Muamalat 
ro~nia@usim.edu.my - P 

INTRODUCTION TO WAQF Besides that, Yayla found evidence that accounting record 
was used to measure performance of waqf by the Sultan's 

Waqf can be referred to a charitable endowment that commissioners. Although the preparation of recording is 
comes from an Arabic term and has no equivalent word in based on the consciousness and initiative of mutawalli, it is 
English. The purpose of waqf is to provide 'recurringcharityJ an appropriate way that could prevent the misuse of waqf 
that benefit income flow to the needy continuously. It is a asset. 
private possession or asset in any form that has been put 
under injunction from any form of transaction including Similarly, Toruman et. al. (2007) examined the accourrting 
sale, inheritance, hibah (grant) and wasiyyah (will) whilst its practice on waqf. They discovered the f a d . ~ h  I490 
physical source (lain) remains intact and unchanged. From-- to 1928 accounting practice o 
the Islamic point of view, endowment ownership is n o n ~  using single entry in nature. 
permanent because it has been entitled to Allan SWT Po all information pertaining to 
benefit all Muslims. It is a sincere gift in the fo 
possession to the state or 
of all Muslims as long as t 
with Islamic requirement 
to the development of the 
building, commercial projects such as busine 
$ocial projects such as orp 

&hers which it is not agai 

As reported by Muslim fro 
(P.B.U.H.) said that "when a 
deeds except for three thi 
knowledge or pious son 
Al-Quran in verseL 2:261, 
of those who spend thd 
likeness of a grain which gro 
branch contains of hun 
will give in~e;)se manifold to which he will and Allah is All no written procedure of recording financial transaction 
Embracing arid All Knowing". The conception of reward to relating to waqf assets. 
the waqf gker In getting blessing in this world or even in ----vxt- . F 

the Hereafkr encourage them to inculcate the practice of Sit i  ~ok~ah(2005)ex~anbedthe~reviousstud~b~&am~nin~ 
waqf as per command in Islam. Therefore, to satisfy the the financial reports to look at the level of waqf disclosure 
giver of waqf assets, roles of mutawalli as the trustee of among the SlRC in Malaysia using primary and secondary 
waqf aset is very important to discharge the accountability methods. Sadly, even the study had carried out in 2004; the 
in administration and management of waqf institution. latest annual reports produced by SlRCs were majority for 

the year 2000 and 2001 whereas the rest vary from 1994 to 
EvlDLURON OF WAQF ACCOUNTING 1997. The status of producing annual report of SlRCs varies 

as majority of them had overdue and outdated annual 
During the Ottoman Empire, accounting in waqf institutions reports. It showed that SlRCs had low level of disclosure 
had been extensively practiced in managing awqaf in their annual report. Some of SIRCs reported higher level 
institutions. Yayla (2007) discovered some evidence on the of disclosure as they have qualified accounting staff. They 
accountingpracticeinSultanSuleyman WaqfoftheOttoman produced the latest annual report compared to the SlRCs 
Empire. He scrutinized Ottoman's archives and found that which showed low level of waqf disclosure and outdated 
the bookkeeping process had been carried out at that time. annual reports. Majority of SlRCs did not provide separate 



THF 

account for waqf. As a result, no information relating to  2. AI -~uran 
waqf matters could be found. 3. Siti Rokyah Md Zain. 2005. "Determinants of Financial Reporting 

Practices on Waqf by Malaysian State Islamic Religious Council in 

ROLES OF FEDERAL GOVERNMENT Malaysia". Unpublished Masters Dissertation. International Islamic 

University of Malaysia. Kuala Lumpur. 

The Honorable Dato' Seri Abdullah Ahmad Badawi the 4. Toruman, C., Tuncsiper, B. And Yilmaz, 5.2007. "Cash Awqaf in the 

Former of Prime Minister of Malaysia in the Ninth Malaysia Ottomans as Philanthropic Foundation and Accounting Practices. 

Plannings, Pages: 39 - 40, cited that "In addition, steps will Paper Presented at the 5th Accounting History International 

be taken to  enhance the capital resources of bumiputra, Conference: "Accounting in Others Places, Accounting by Other 

like land and waqf assets under the management of the Peoples". Alberta, Canada. 

State Islamic Religious Councils (SIRC). These State Religious 5. Yayla, H.E., 2007. "Operating Regime of Truth: Accounting and 

Councils should fulfill Fardhu Kifayah obligation and play an Accountability Change in Sultan Sulleyman Waqf sf the Ottoman 

active role in the economic development of the muslim Empire (the 1826 experience). Paper Presented at the 5th 

ummah and help in the development of human capital." Accounting History International Conference: "Accounting in Others 

Places, Accounting by Other Peoples". Alberta, Canada. 

As a result, Ministry of Prime Minister Department 
established Department of Awqaf, Zakat and Hajj (Jabatan 
Waqaf, Zakat dan Haji or synonym as JAWHAR) was set up --- - 
in 2004 with the objectives of improving the management . _ 
of Muslim wealth in the forms of waqf, zakat, ma1 and continues from page 14 

hajj. However, it does not replace or take over the roles 
and functions of the State Islamic Co * role on Shariah matters related to the institution's business 

complements the functions and roJg of-operations and activities. This is achieved through the 
to further strengthen t view and the Shariah audit functions. 

Muslims.The role at Feder 
the management and admi also argued that even though the Shariah 

in order, systematic and e ures compliance on the Shariah front- 1 
nions on Shariah compliance, the thorough 

JAWHAR also aims to  im cesses of the Shariah legal contracts, 

institutions. Planning, c operations were rarely conducted 

of policies and develop n, 2009). Thus, with that, Central Bank 

particularly the State Isl I encourage the Shariah Audit Function 

effectively monitored for t qualified external shariah auditors as 

ummah. Yet, the important of the 1FI are starve with information 

JAWHAR is reporting as a aining to shariah issues and shariah compliance. This 

Indeed, accountingfor nsparency and assurance on the overall 

and it must be enforced at Shariah Compliant, since at current 

7 the stakeholder can only satisfy their demand based on the 

CONCLUSION Shariah Committee report that the overall operations of the 
IF1 are shariah compliance. Hopefully, with the issuance of 

WaqfAccounting is a very significanttool that may improve the SGF, it will create the awareness in the stakeholders as 

transparency and accountability of waqf institutions to the importance of Shariah Audit function in IFIS. Slowly, 

in Malaysia. The absence of guidelines or standards the regulators will fulfil the needs of having External Shariah 

on accounting for waqf triggers the relevance of waqf Audit in the future. L - - 
accounting so that accountability of waqf institutions I 

could be assured. Thus, it is suggested that accounting REFERENCES I I 
is very useful means to discharge mutawalli's i.e. State . . A  

--.-2 A- 

Islamic Religious CouncilJs (SIR(-) accountability in waqf 1. Guidelines on Shariah Governance ~ramework for Islamic Financial 

administration and management. F -  Institutions issued by Bank Negara Malaysia http://www.bnrn.gov. 

I - my/guidelines/01~banking/04~prudential~stds/23gpspdf, Access 
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lslamic Financial Institutions have been established to not and musharakah are the most distinct (Samad, Gardner & 
onlyfocus on maximizing profit but also to be in line with the Cook 2005). 

well, which is to help the public in avoiding riba and 
overly. Nowadays, people are more aware to manage their MUDHARABAH CONTRACT 

savings and financing accordance with lslamic principles. 
This awareness encourages the lslamic banks to introduce Mudharabah means profit sharing contract between two 
many types of financial products that apply lslamic principles agreed parties accordin to which one of the twojarties 

--F"-. 

to fulfill their demands. Most of contracts that have been provides the capital for tk &her to work, w i i h f h ~ t q d t t b n  
applied in lslamic banking and finance industv are wadidg that the profit is to  be shared betweem them BFcaadmg to 
(safe-keeping), ijarah (leasing), mudharabah (profit shari 
partnership), and musharakah (profit and loss shari 
partnership). Howeve 
this context are not 
types of contracts. 

In Malaysia,short-termin 
<-& bithaman ajil are often 

financial institutions rat 
the mudarabah and mu 
Equity financing such 
contracts contain ele 
surely it is clear that 
line with the maqasid or o 
Jhordy 2009). In order to find the proposition in incr According to Bacha (1996), potential serious agency 
the implementation of m problem has made mudharubah contract is not much 
contracts, academic views fr banking implemented due to an incentive problem that may arise 
on this issue have been taken in the partnership. Mudharabah is an unfavorable financing 

I proposition compared to debt financing approach from a 
L K E ~ P R N t E W  financier's viewpoint. 

In Malaysia, there are fourteen contracts used by lslamic MUSHARAKAH CONTRACT 
bank and lslamic banking to be applied in their products 
which are wadiah yad dhamanah, mudarabah, qard, Musharakah means profit and loss sharing between two 
tawurruq, wakabh, ijarah, bui'dayn, istiina', bai'bithaman agreed parties with both of parties will contribute capital 
ajil, murobahah, ar-rahn, hiwaloh, kafalah and ujr (Malaysia and effort or either one contribution, on the condition that 
!nternational Islamic Financial Centre 2010). profit and loss is to be shared among them. 

Currently, seven available lslamic financing contracts can be 
used as atternatives to interest-based conventional contracts 
which are mudharabah (profit sharing partnership), 
musharakah (profit and loss sharing partnership), ijarah 
(lease financing), murabuhah (trade financing), qard al- 
hasan (welfare loan), bay' b i  al-thaman al-ajil (deferred 

I payment financing), and istisna' (progressive payment) 
contracts. Among these fina~ncial products, mudharabah 

There are fourtypes of musharakah which are Shirkatul Inan, 
Shirkatul ~'mal, Shirkatul Wujuh, and Shirkatul Mufawada. 
Shirkatullnan is when all the partners have equality in capital, 
management or liability might be equal in one case but not 
in all respects. ~eaning'either profit is equal but not labor 
or vice versa. Shirkatul A'mal is where all partners jointly 
undertake to render some services for their customers, 
and the fee charged from them is distributed among them 
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according to an agree ratio. Shirkatul Wujuh is when the provider) disallowed to involve in business. This need to 
partners have no investment at all and the purchase of be modified because to implement it, rabbul ma1 (capital 
commodities is conducted on deferred price while selling provider) must involve in the business. Before this, the 

them to customers on spot. The profit earned is distributed constraint in Mudharabah is they are disallowed to 
participate in the business but by modifying it, it will be 

between them at an agreed ratio. Shirkatul Mufawada is more cleaf(Respondent 
when all partners share capital, management, profit, and 
risk in absolute equals. First respondent proposed that some modification in the 

contracts must be done to encourage their usage. The 
While high risk requires more commitment and effort from modified is suggested to allow the apital provider 
the banks to deal with it, bankers are lack in management to be involved in the business activities. This approach is 
skills, and most businesses do not want to relinquish againn the basis of mudharabah that does not 
management of their businesses. These are among emurage the capital providerto be involved or participated 
the constraints of musharakah to be used in lslamic Banking in the business. Mudharubah here is allowed khi,aful 
industry (Daud Bakar 2006). khias'. For example, the capital provider needs to know 

the profit after investing in the project, which against the 
Generally, the implementation of mudharabah and Mudhombah concept which is unknown. 
musharakah contractscan give benefitsto Muslim as it clearly 
benefit people who need for funds to be used for productive The second respondent has suggested two 
activity. These are just some of the benefits that the global in making mudharabah and musharakah to be much 
economy can experienc re by creating a risk capital and make 
mudharabah and musharakah (Asim, 

METHODOLOGY rabah and musharakah system unable to 

In identifying and analyz 
of mudharabah and mus 
Islamic banking and fina monitoring system. But like I 
conducted through an in .Nowadays people can cheat. .... a 

with some of them invol er factors andfinally the one would 
k...because bank use the people's 

rabah and musharakah contract that does 
r compared if they take the money based on 

are chosen throug wadiah concept .... the fact is, the bank is bankthat 
understanding on the practices of is why there are suggestion to overcome the risk, Bank 
mudharabah and Islam should cooperate to gather the capital. ... create a 
However, only two respondents were selected in the article, risk capital or capitalfor mudharabah and mushrakah ... 
based on their respond in identifying the proposition for the because the bank is incapable to liable a company. ... 
implementation of these two contracts. then mudharabah and musharakah capital like I said 

just now, need a trust ... then, need a monitoring system" 
(Respondent 2). 

PROPOSITIONS AND CHALLENGES 
"Musyarakah and mudharobah contracts can be used 

Based on the interviews that have been done, each of selected in financing but the banks need to create subsidiaries to 
respondents has suggested propositions to encourage the take care of this implementation" (Respondent 2). 
utilization of the musyarakah and mudharabah contracts. 
The first respondent suggested that the implementation of Based on the respond, the Respondent 2 have pointed out 
musyarakah and mudharabah contracts can be increased by two ~ro~osit ions to n-~ake t~~udharabah and r-nusharakah 
modifying the contracts: contract to be used in pradices. Compared to Respondent 

1, proposition by Respondent 2 is directed to create a risk 
"In the current circumstances (that are not the best capital and make subsidiaries. The risk capital or we called 
solution) Ahdharabah and Musharakah...although capital for musharakah and mudharabah, is the capital 
in theory concept, there are practical problem. It can 
be done but need some modification. If refer to the cont ....... page 22 
classicalfiqh text book, it stated that rabbul ma1 (capital 
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Musharuknh contract is less than 3% (Abdus Samad, Musyarakah and ~udharabah contracts 
Norman D. Gardner, and Bradley J. Cook, 2005). This 
study also identifies that contracts of Mudharabah, MAYBANK ISLAM 

Musharakah, and Qard a/-Hassan are the least important 
applied in financial instruments. The survey was carried 
out for year 1984-1997, 20 percent of the respondents 
indicate that they do not feel comfortable with the 
idea of sharing management and 8 percent support the 
hypothesis that the monitoring cost of the Mudharabah 
and Musharakah is very high and risky for the bank. This 
survey also showed that Mudharabah and Musharakah 
contracts are less popular because recently, they have 
alternative modes for financing that is more profitable 
and less risky than these two contracts (Samad A. & 
Hassan M.K, 1997). 
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The table 1 shows i r ~ c l r  daybank Islamic adopted have a negative spread. Last but not lease, the banks 
Mudharabah contract in their financing instruments at the would be more selective and careful efforts that are 
amount of RM 30,986,000 compared to other contracts. really looking for Halal, secure and investments. This is  
Maybank lslamic used more on Bai Bithaman Ajil that because the profit would be divided among all parties. 
reached RM 8,106,048,000 in financing for customer. None of implementation of financing with Musharakah 
In 2009, the usage of financing based on Mudharabah at Maybank lslamic and Bank lslam means that lslamic 
contract has declined to RM 25,712,000 compared to RM banking as a one of fund provider, which not yet attracted 
30,986,000 in 2008. In spite of the total of Mudharabah- to  apply Musharakah financing. 
based financing in Maybank lslamic is much higher than in 
the Bank lslam due to i t s  large capital, the Bank lslam has IMPLICATION AND CHALLENGES 
a small number of financing using Mudharabah contract 
compared to other contracts. Bai Bithaman Ajil contract From the analysis that have been done, it shown that 
dominates financing in lslamic Bank, with the financing these two lslamic banks are less interested in utilizing 
at RM 5,526,409,000 for the bank. This trend is similar Mudharabah and Musharakah contracts in their financial 
to Maybank Islamic, wherein the usage of Mudharabah products especially for financing. In order to avoid higher 

- contract in financing for customer is reduced to RM risks, lslamic bank possibly to minimize the offering 
8,934,000 in 2009. In 2009, the contract that dominating financing for customer. It would be more difficult in 
the financing for customer in Bank lslam is Bai Bithaman monitoring, structuring and dealing with Mudharabah 
Ajil at the amount of RM 5,719,619,000. and Musharakah financing because Islamic banks still do 

- - - -- 
not have enough management tools in order to manage, 

As the whole, the data indicates t h a k v  igher risk as well measure the investment risk 
Islamic and Bank Is s. The main factor why , 
using the partnership c ge of the Mudharabah contract . =, 
used other contracts r, is because the bank cannot 
Thumma a1 Bai and M enough fund from customer. 
has a great number in usingcontracts suc problems in Islamic bank also 
Ajil, lnah and Murabahoh. arabah and Musharakah 

compared to deposit. There is 
As the whole, both ban lved parties to find the best 
contract in their financin encourage the utilization of the 
2008 and 2009. F sharakah contracts by the Islamic 
innovative lslamic finan 
of contracts such as par 
Mutanaqisah) as alter CONCLUSION 

Musyarakah Mutanaqhh i dharabah and Mufictmkah 
elemept d sharing tenns of between in financing is still low compared with other prirtclples 
financier and the , due to some factors. These 
and Mutanaqisuh c customers who are honest 
parties to combine the two contracts of Musharakah and and having good character, generating of high integration, 
ljarah in one document of agreement, as long as both reducing high risk that will be borne by the bank, having 
contracts are concluded separately and clearly not mixed technology of financing for the result. As a result, some 
between each other. Besides that, they have to impose of society's members perceive Islamic banking products 
a pledge on the shares owned by the customer because are similar to conventional banks due to the lack of moral 
the right of beneficial ownership is recognized by Shariah. standards in financing. Thus, to  attract more people in the 
The banks would enjoy an increase in a certain amount banking services in the positive ways, Islamic bahks have 
of time to increase our customers' business profits when to promote more effective and quality products following 
Maybank lslamic and Bank lslam in Malaysia utilized the lslamic principles. Furthermore, government should 
financing for customer based on Mudharabah contract. give support to lslamic banking institutions to fully utilize 
Besides that, the bank is not obliged to pay a certain the Mudharabah and Musharakah contracts in their 
amount of financing to custom~ers on regular basis, but financing services. 
adjusted earnings / revenue of banks, so bank would not 
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and well implemented by the industry. It can contribute 
many job opportunities as well as can decrease the amount 
of unemployment in this country. From the opinion of 
respondents, we can conclude that both of these contracts 
can be implemented. There is a need for further research to 
study the strength, weaknesses and possibility of success of 
the suggestions. 
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continues from page 15 

has not decid 8, hether to adopt the first phase of IFRS 9. 
It is interesting to see how the regulators in Malaysia will 
address this challenge, knowing full well that FRS 139 had 
only come into force on January 1st last year, with the added 
problems faced by some companies struggling to ensure 
compliance with FRS 139 and yet acknowledging that this 
may be the beginning of the end of FRS 139. Is that means 
that the companies in Malaysia are now applying a recently 
effective standard which would become obsolete in a very 
near future? (Dr Nordin Zain, 2010) 
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Both of these programs were held at Cherating Beach Resort, Pahang. In the 
workshop, staff discussed the faculty's future planning and factors towards 
achieving the objectives. After the 2 days workshop, the staff & family gathering 
together in a few activities such as telematch and dinner to strengthen families . 
re)atinnchin 

XPLORE USlM 2 b r ~ ~ r c  

The objective of thi 
US!M. 




