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Development of the IFSI

Global Islamic Finance Assets (2013E) Islamic Banking Assets Growth Trend
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Rapid growth of the Islamic Finance requires more attention...

Development of the IFSI (cont’d)

Islamic Banking Share in Total Banking Assets by Jurisdiction (1H2013)
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Islamic Banking is becoming systemic in many countries
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Source: IFSB (2013)
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Global Reforms on
Regulatory and Supervisory Framework

G

e New capital standards

e New liquidity standards; qualitative &
guantitative

In Banking e Macro-prudential perspective; counter-
cyclicality

e Stress testing

e Core Principles

e Solvency Il and similar; risk-based

In Insuran ; ,
surance whole balance sheet’ approaches
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Challenges Facing by IFSI
In terms of risk management

Inadequate regulatory and supervisory framework

llliquid and limited capital markets;

Lack of standardization leading to divergent regulations in different jurisdictions
Inadequate Shari’‘ah-compliant liquidity management instruments.

Limited infrastructure on the Safety Nets:

= Shari’‘ah-compliant Deposit Insurance scheme missing in many jurisdictions

» Lack of Shari‘ah-compliant Lender of Last Resort (LOLR) instruments

Dearth of Shari’ah scholars and professionals knowledgeable in both Islamic and
conventional finance

Lack of knowledge, skills and technical capacity to regulate and supervise IFSI.

Absence of global database for prudential Islamic Finance statistics
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IFSB

The IFSB promotes the
development of a prudent and
transparent Islamic financial
services industry through
introducing new, or adapting
existing international standards
consistent with Shari ah
principles, and recommend them
for adoption.

To this end, the work of the IFSB
complements that of the Basel
Committee on Banking Supervision
(BCBS), International Organization
of Securities Commissions
(I0CSO) and the International
Association of Insurance
Supervisors (IAIS).
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AAOIFI

The Accounting and Auditing
Organization for Islamic Financial
Institutions (AAOIFI) is an Islamic
international autonomous non-for-
profit corporate body that prepares
accounting, auditing,
governance, ethics and Shari'ah
standards for Islamic financial
institutions and the industry.
Professional qualification programs
(notably CIPA, the Shari"ah Adviser
and Auditor "CSAA", and the
corporate compliance programme)
are presented now by AAOIFI in its
efforts to enhance the industry’s
human resources base and
governance structures.

Standards-Setting Bodies in Islamic Finance

IFM

[IFM is the international Islamic financial
market’s organisation focused on the
Islamic Capital & Money Market (ICMM)
segment of the Islamic Financial Services
Industry (IFSI). Its primary focus lies in the
standardisation of Islamic financial
products, documentation and related
processes at the global level.
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g The Islamic Financial Services Board

Based in Malaysia, the Islamic Financial Services Board (IFSB) was officially inaugurated on
November 2002, and started operations on 10 March 2003

. §

Serves as international standard-setting organisation for Islamic financial services industry that
promotes and enhances its soundness and stability by issuing global prudential standards and guiding
principles for the industry, broadly defined to include banking, capital markets and insurance sectors

To this end, the work of the IFSB complements those of BCBS, IOSCO and IAIS

BCBS (Banking)
SPECIFICITIES OF

IOSCO (Capital Markets) ISLAMIC FINANCE

IAIS (Insurance)

o Develop standards & recommend implementation

o Provide guidance on effective supervision and regulation & develop risk
management & disclosure criteria

Establish cooperation with international standard-setting bodies & member countries
Enhance and coordinate initiatives to develop instruments & procedures for efficient
operations and risk management

Encourage cooperation among member countries

Facilitate capacity-building & development of human capital

Undertake research

Establish database

o O

O O O O

] — -




101/, (‘/.um'u('z.\'(ug 2003 - 2013

b

IFSB’s Collaboration with Major Global Counterparts

BCBS

* IFSB is a member of Basel Consultative Group (BCG) and provides its feedback and inputs on global regulatory
developments. IFSB Submitted Note on Impact of Liquidity Reforms on IIFS to BCBS in 2012.

* IFSB has also provided inputs through the BCG on the BCBS global survey on inclusive finance, and on its
study on impact of global reforms on emerging markets and small economies.

* BCBS has participated in various IFSB Working Groups for developing new standards: Currently BCBS is a
member of IFSB Core Principles WG. BCBS gave presentation to Islamic Finance Stability Forum in December
2013 on status of global regulatory reforms.

* BCBS has hosted IFSB Core Principles and Technical Committee meeting on 03 and 04 March 2014

IAIS

* IFSB has worked on a number of joint projects such as joint Issues Paper in 2006 on Takaful regulations.
» The forthcoming IFSB IAIS joint project is on Micro-Takaful Application Paper scheduled to start on 2014.

' IOSCO

* IFSB has a joint project with IOSCO for Islamic capital markets. Following a Roundtable a joint publication was
released on “disclosure of Islamic capital market products”. Further work is being planned.

IFSB also works closely with institutions such as IDB, IMF, World Bank,
and ADB in various joint initiatives

] —1
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IFSB: 45 Member Countries*

184 members from 45 countries
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Membership as at 27 March 2014
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6 Members of the IFSB

 |[FSB’s Member Countries have increased from 9 in 2003 to 185 members from 45

countries*
By membership type... By organisational demarcation...
Full members 32 Regulatory/ supervisory authorities 59
Associate Members 25 Inter-governmental organisations 8
Observer members 127 Financial institutions and professional firms 111
Total 184 Self-regulatory organisations 6
Total 184

*as at 27 March 2014

n [ 1 ] 10
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IFSB Initiatives to Promote the Stability of IFSI

IFSB
EWES

Development

of Prudential

Standards

Standard
Development

Facilitating
Implementation
of the Standards

(FIS)

AWareness
Programmes

Seminars

Conferences

Roundtable
Discussions

IFSB
Summit

Islamic
Financial
Stability Forum

Public
Lecture
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First Generation Standards & Guiding Principles

IFSB-1: Risk Management

Dec 2005 l {
IFSB-2: Capital Adequacy

Dec 2006 | IFSB-3: Corporate Governance for IIFS (Other than Takaful)
IFSB-4: Transparency & Market Discipline

Dec 2007 l
IFSB-5: Supervisory Review Process

vec 2008 ) IFSB-6: Governance of Collective Isamic Investment Instruments

IFSB-7: Special Issues in Capital Adequacy

- ¢

IFSB-8: Corporate Governance for Takaful Undertakings

Dec 2009 l { IFSB-9: Conduct of Business

IFSB-10: Shari"ah Governance System

Dec 2010 l = IFSB-11: Solvency for Takaful Undertakings
Banking _ Takaful Cross-sector

12
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IFSB Published Guidance and Technical Notes

Mar 2008 . «— GN-1: Capital Adequacy (Credit Ratings Assessments)

GN-2: Capital Adequacy (Commodity Murabahah Transactions)
Dec 2010 |

GN-3: Smoothing the Profits Payout to IAH

GN-4: Capital Adequacy (Determination of Alpha Factor
(_mar2011 ) { : quacy ( : )

GN-5: Takaful and Retakaful (Credit Ratings Assessments)

Published Technical Notes

| Mar 2008 . «— TN-1: Strengthening Liquidity ‘

Compilation Guide

[ Mar 2011 ] -— Revised Compilation Guide on Prudential and

Structural Islamic Financial Indicators

Banking Takaful

C——1 e
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Second Gen Standards & Guidelines

Study on Implications of Global Financial Reforms on IFSI (2009-10)

IFSB-12: Liquidity Risk Management

| Dec 2012 '{

IFSB-13: Stress Testing

Recently Published Standards

Dec 2013 l «— |IFSB-14: Risk Management for Takaful Undertakings
Dec 2013 |

IFSB-15: Revised Capital Adequacy Standard

—
—

Mar 2014

IFSB-16: Revised Supervisory Review Process

On-going Projects- Expected Issuance

Mar 2015 . «— Core Principle for Islamic Finance (Banking)
Mar 2015 | «— GN on Quantitative Measures for Liquidity Risk

Banking Takaful

] — ]
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Facilitating the Implementation of Standards (FIS)
Workshops

 The IFSB-FIS Workshops facilitate the training and personnel development
in skills in areas relevant to the effective regulation of the Islamic financial
services industry and related markets.

 The Workshops cover all the IFSB Standards and Guiding Principles (from
IFSB-1 to IFSB-15) and Guidance notes (from GN-1 to GN-5).

« The Workshops are targeted to IFSB Member countries and are conducted at
country level, regional level, for market players and regulators.

 Focus workshops only for Regulators are conducted at the IFSB HQ
annually.

From November 2007 to August 2014, the Secretariat conducted 154 FIS
workshops in 33 member countries, attended by 2,284 participants.

15



Wiy Annivernsauy 2003 - 2013

Survey Results:
IFSB Standards Implementation Status

33 RSAs 18 RSAs (5% benchmark)
E 10 RSAs
H13 RSAs (55%): one or
(40%): one or more
more Standards
Standards
m 3 RSAs
. ZZT;)?sat (16%): at least
least (;ne one Standard
Standard
10 RSAs u 5 RSAs
(30%): at (27%): at least
least one one Standard
Standard

E 3 RSAs (9%) = No RSA

Source: IFSB Standard Implementation Survey 2014
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S Key Findings

There is a significant improvement for the three sectors in all dimensions of implementation of
standards in 2013 as compared to that in 2011.

* IFSB-1 was implemented by 36% of respondent regulatory and supervisory authorities
(RSASs) in 2013, while it was 15% in 2011.

* The progress was also evident for IFSB-7, which was implemented by 21% of
respondent RSAs in 2013 vs. 8% in 2011.

* Only 3 RSAs did not plan to implement any of the Standards in 2013, while it was 6
RSAs in 2011.

* 60% of RSAs completely implemented IFSB-8 in 2013 as against 40% in 2011.

* Improvement of IFSB-11 implementation was also observed in the ‘planning’ category
which increased from 25% of RSAs in 2011 to 50% of RSAs in 2013.

* The capital markets sector observed that 33% of the respondent RSAs fully
implemented IFSB-6 in 2013.

* 50% of RSAs were in the ‘in progress’ category followed by 17% of RSAs in the
‘planning’ category.

* In total, eight RSAs out of 33 respondent RSAs have fully implemented the cross-
Cross- sectoral standards IFSB-9 and IFSB-10.

sectoral * IFSB-9 was implemented by 16% of respondent RSAs in 2013, up from 6% in 2011.
* IFSB-10 was implemented by 26% of respondent RSAs in 2013, up from 11% in 2011

] — ]
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Challenges in Implementation: Comparison

Rank of challenges in implementing the IFSB standards

2013 Survey 2011 Survey
Challenges

Mean Rank | Base Mean Rank | Base
Need to change regulatory and
supervisory framework 2.4 1 29 2.7 1 25
Lack of personnel with relevant
knowledge/experience/training 2.5 2 30 3.0 2 25
Cost of implementation 338 3 2 3.9 3 o5
Institution size and complexity 3.45 A 29 41 A o5
Lack/poor quality of data to
support implementation of the 3.6 5 30 4.1 4 25

Standards

Note: The lower the mean value, the higher is the significance level of the challenge.

The low mean scores for 2013 Survey show that from the RSAs’ perspectives, the
intensity of the challenges has increased over time.

C——1 e
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Timeframe and Support for Implementation

G

* Most jurisdictions indicated a shortening of the timeframe within
which they planned to implement the Standards.

* On average, 55% of the RSAs planned to implement IFSB Standards

Timeframe between ‘1 - 3 years’ period and 12% planned for immediate
implementation, that is, ‘within one year’ period,

* Overall, 67 percent of RSAs plan to implement the standards within 3
years.

To provide direct
technical assistance

To organise more FIS
To prepare more
technical...

5 17

i Most important ® LI Least important
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Conclusion

Islamic Finance is systemically important in some jurisdictions, but most of
the jurisdictions are in a nascent stage.

IFSB promotes and enhances its soundness and stability by issuing global
prudential standards and guiding principles and has catalyst role
through its activities.

IFSB has increased the support for the implementation of the IFSB existing
standards and guiding principles and has been continuing the preparation of
new standards and guiding principles.

Greater engagement with new jurisdictions is one of the key area for IFSB to
build awareness about Islamic finance from the stability, resilience and

regulatory perspective.

20
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THANK YOU FOR YOUR
ATTENTION

Mr. Erdem Oz

Member of the Secretariat,
Technical & Research
erdem@ifsb.org
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