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IFSB Mandate

ISLAMIC FINANCIAL
SERVICES BOARD

Global Regulatory Standards for the Institutions
offering Islamic Financial Services (lIFS)

Regulations that deal with
specific risks & regulatory
considerations for Islamic

Banks (e.g. PSIAs, DCR, CAR,  paoyjations to
Stress testing, financial reflect the
safety nets etc.)

Specific
Disclosures for IIFS

Regulations to address
specificities of Takaful
(segregation of funds,
Qard, surplus,
supervision, governance
etc.)

specificities in the
ICM (Sukak, ICIS,
Islamic equities &
market
intermediaries)

FINANCE

Shari‘ah-governance
SPECIFICITIES OF ISLAMIC

18 |
IF ’ MeMmbers of the
. SB‘ OPerating i, 57

Jur'sdictions.

Preconditions for Islamic Finance
Regulation
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PUBLISHED
PRUDENTIAL
STANDARDS

IFSB Mandate

Takaful
Sector

IFSB -8
Governance
[December 2009]

IFSB - 11
Solvency
[December 2010]

IFSB — 14
Risk Management
[December 2013]

IFSB - 18
Retakaful
[April 2016]

IFSB - 20
Supervisory
Review Process
[December 2018]

Cross
Sector

IFSB -9
Conduct of
Business
[December 2009]

IFSB - 10
Shariah
Governance
[December 2009]

On-Going Standards
for Takaful Sector

www.ifsb.org

IFSB — X
Disclosures
[December 2020]

IFSB - X
Core Principles
[December 2021]



iGh Preparation of IFSB Standards

ISLAMIC FINANCIAL
SERVICES BOARD

Establishment

Proposal Technical Approwval of the WG Shari‘ah
for the Committee by the Working Meetings Review by Arabic Board
Project Review Council Group 1-5 the TC Editing Review

i

¥ ¥ ¥ L J WG Meeting 6

Development

TC Approval
——for Public
Consultation

Finalisation and Adoption Public Consultation

" Publication

. | | | | of Exposure
Adoption TC Shari‘ah Arabic WG Public Hearing/ Written
by the Approval Board Editing Meeting 7 Webinar/ Feedback from
Council Rewiew Roundtable etc. Stakeholders

www.ifsb.org



IFSB-8: Guiding Principles on Governance for
[ Hybrid } Takaful Undertakings
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ISLAMIC FINANCIAL
SERVICES BOARD

Takaful Operator Acts as
Mudarib or/and Wakil

“ Y { .. p vy

Clear Segregation of
Funds between PRF and
SHF

hm ou dlnvestmelnt
L tor Aeta o) iNA

Takaful Ope AR T ftegy
Fiduciary Capacity” ~ Cont nal Indirer Takaful Operator

(Principle 1.1)

uiding Principles
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THE CONTRACT Qualifications a.nd Remuneration of Shari’ah 3
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Shari’ah board fatwas prohibited by Shari‘ah

The adopted Shari‘ah
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3. Environmental, Social and Governance (ESG) Disclosures

e IFSB-8
ﬂ%/,b (Principle 2.2)

ISLAMIC FINANCIAL
SERVICES BOARD

pollution by riEEES

loor) air pollution of pa

Source: Institute of Health Metrics and Evaluation (IHME) CCEBY WWW. |be . Org 8
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To increase likelihood
to meet obligations

To act as early
warning system

To provide buffer

To foster confidence

Solvency Requirements for Takaful
Undertakings

(7) Public
Disclosure of

Solvency
Information

7 Key Features
for Minimum
S Solvency

Management
Framework

)

www.ifsb.org 9

(5)
- Comprehensive
Risk
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ISLAMIC FINANCIAL
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The Purpose

SHFE — with G

Assets “Earmarked” to
Back Qard Facility

Qard Facility

Assets PTC
MTC

Liabilities

IFSB-11 (Key Feature 2)

)Jard Facil

What is Qard
Facility?

Earmarked vs. Draw-
down Qard facility

PRF — with Qard

Excess

“Notional Asset”

Right to
Call Qard

Assets
Risk Margin

Central Best
Estimate of
Takaful
Underwriting
Liabilities

10



IFSB-14 Risk Management for Takaful

o,fr\i/|
L_s/,.) Undertakings

ISLAMIC FINANCIAL
SERVICES BOARD

0l

. Shari’ah non-compliance risk

Risk from segregation of funds ‘

SHF PIF PRF

Risk arising from Retakaful activities ‘

Significant Risks Relevance to Takaful Main Categories of Risks

www.ifsb.org 11
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gb I. GOVERNANCE OF RETAKAFUL UNDERTAKINGS

» /o Principle 1.1 Comprehensive Governance Framework
e O Principle 1.2 Code of Ethics and Conduct

. . g Principle 1.3 Truthfulness, Honesty and Fairness
I FSB '18 . G Ul d IN g Principle 1.4 Due Care and Diligence
Prl n Cl p I eS for Principle 1.5 Systems and Procedures
Retakaful

Il. COMPLIANCE WITH SHARI’AH PRINCIPLES
Principle 2.1 Business is Shari’ah Compliant

lll. PRUDENTIAL FRAMEWORK

Principle 3.1 Adequacy Risk Management Framework
Principle 3.2 Solvency of Retakaful Undertakings
Principle 3.3 Investment Strategy

IV. TRANSPARENCY AND DISCLOSURE
Principle 4.1 Appropriate Disclosures

V. SUPERVISORY REVIEW OF RETAKAFUL/REINSURANCE ARRANGEMENTS

Principle 5.1 Supervision of Retakaful / reinsurance Programmes

The Guiding Principles

www.ifsb.org 12
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Assets of a Retakaful window
should be segregated from
assets of the host
undertaking, and ring-fenced
for application only to
liabilities arising from the
RRF of the window.

Segregation of funds should be
observed as between contracts
issued under different operating

models

IFSB-18: Guiding Principles for Retakaful

o @

RTOs shall adopt and implement a sound

investment strategy and prudently manage the
assets and liabilities of Retakaful undertakings.

A sound investment strategy,
determined with due regard to
the risk and return
expectations of its
stakeholders, and policies and
procedures to implement that
strategy.

A risk management
framework to manage all
material risks relating to
investment activity, including
those specific to the nature
of their business.

www.ifsh.org 13



IFSB 20 Key Elements in the Supervisory Review

* |
ﬂﬁ&/\) Process of Takaful/Retakaful Undertakings

ISLAMIC FINANCIAL
SERVICES BOARD

CBL failure a 'dramatic' example
of need for supervision

Supervisory Reportin; ﬁ Wednesday, 3 July 2019, 4:47 pm
wmamad Press Release: BusinessDesk

BusinessDegk

-— In thanking the reviewers, Mr Bascand says: “"We wanted an independent and expert

Off-site perspective to examine our supervision and advise on how best to strengthen the
Monitoring \ regulatory and supervisory framework and the Bank's performance. We are
‘ encouraged that our licensing decision and process were found to be sound, and
that our actions leading to CBL being placed into liquidation were assessed to be

On-site Inspec appropriate. We acknowledge the review’s finding that our supervision was overly-

lenient towards CBL and should have addressed concerns about its reserving and

management more urgently.

www.ifsb.org 14
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IFSB 20: Takaful and Retakaful Windows

Saudi Arabia

6 21
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5

consider whether
appropriate
Shari‘ah
governance is

2. The R8A should
confirm that such
operations have in
place controls

dbsign% secute
d-to-e
ati

lia

rPhe RSA should
consider whether
the é&paration of

ari‘ah-
nt assets

and funds is

alamic assets and

Bahrain unei Jordan Nigeria
transparent.
Takaful Operator S L .
Retakaful Operator \
. Takaful Windows I . . .
. Retakaful Windows ] ° o
Palestine Kenya Maldives Astana Financial Services

Conventional Reinsurance

Authority (AFSA)

Conventional Insurance
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ol | IFSB 20: Shari*fah Governance
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The RSA should verify that the Shari‘ah board is
adequately knowledgeable with respect to the business
and is independent, giving consideration to the suitability,
background and qualification of its members.

The RSA should check that internal Shari‘ah compliance
review/audit has been appropriately carried out and
that its findings have been presented to and duly

considered by the Shari‘ah board The RSA should verify that the TO/RTO has put in

place internal policies, processes, systems and
controls in the areas of Shari‘ah compliance and audit.
The RSA should verify that the Shari‘ah governance
framework contains procedures for issuance of
relevant Shari‘ah pronouncements or resolutions.

www.ifsb.org 16
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Standard

Disclosures to Promote
Transparency and Market
Discipline for
Takaful/Retakaful
Undertakings

2020 for Takaful Sector

Research
Prudential and
Regulatory Issues arising
from Takaful Window
Operations

www.ifsb.org
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