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Recommendations of Sharia Departments Forum 2018

1. Investment Weightages under Mudarabah:

a. There is a Compelling need for Islamic banks to have
a standard methodology for assigning weightages,
based on requisite parameters, instead of leaving it to
the discretion of Islamic banks.

b. The criteria for assigning weightages should be

regulated by the Central Bank.

c. The weightages should be prepared after a thorough
and scientific analysis. Sharia Scholars must find the
best practices, without relying solely on the currently

implemented practices for weightages.
2. Mudarabah Expenses

a. It is recommended to monitor and control the
assignment process for costs, expenses and reserves
related to the investment pools. The Mudarib should
bear any expenses and costs, except for the direct
expenses related to investments financed under

investment pools.
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b.

The Sharia Boards, Reference International
Shari’a bodies for Islamic Finance and Central
Banks should agree on a list of general and
circulated elements of the costs and expenses
which can be charged to the Mudarabah Pool.
Regulations should also be in place obliging
Islamic banks to seek their respective Shari’a
Boards approval upon detecting other costs not

included in the approved list.

We also need to have a critical understanding of
Central Bank measures towards provisions, in
order not to allow provisions to be used as means
of control over Investment Account Holders
(depositors & Saving Account Holders) profits,

without a valid reason for taking these provisions.

3. Profit Smoothening (through Hiba and Reserves)

a.

5

Islamic banks should regulate the process of
profit distribution to the Investment Account
Holders, and this includes, with no limitation,
specifying the portion of the Mudarib, investment
weights, reserves, gifts from shareholders (if
any). This would be done in order to ensure that
extending support (either from the reserves or
through gift from the shareholders) is specified
based on objective and logical standards to avoid
diluting the Shari’a essence of Mudarabah or
Wakala.
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4. Investment Wakala Deposit:

a. Expected profit under Investment Wakala Deposit must not
be promoted as guaranteed profit.

b. Liquidation must be used to identify the actual profit and
incentive achieved for the bank, and payment of the
anticipated profit should not take place without the aforesaid
liquidation.

c. Profit can be backed up by shareholders if the anticipated
profit was not attained.

d. In case back up from shareholders is carried out, then such
must be observed in the financial statements and the Board of
Directors report of the Islamic Financial Institution upon
submission to the General Assembly.

e. Avoid inter-lending the internal pools of the bank against
interest, through what is known as Funds Transfer Pricing
(FTP), whereas this system can be applied to one pool, and
must not be applied to multiple party pools.

5. Malaysian Model (for Investment Accounts)

This model is basically based on the return on assets (ROA)
approach, which prescribes the methodology of calculating the
income generated from the balance sheet assets and other
incomes. This model is implemented on the deposits solicited
on the basis of Mudarabah or Musharakah and the share of
profit or profit and loss between the Investment Account
Holders and the Islamic bank shall be based on the agreed
profit sharing ratio (PSR) only and use of weightages is not
allowed for the determination of profit and its distribution
between the tiers. In addition, as per this model, Islamic banks
cannot implement profit smoothening practices such as IRR
and PER, hiba and other commercial risk mitigation
techniques in determining the final distributable profit. The
Islamic banks are required to disclose all the procedure and

information with regard to the profit distribution with the

%} 4

G ol SN Q6T Lo
Sharia Departments Forum

JWMYQ ZJLS‘QS\ 1.1,3.\3 W&

ol O e Jlaial ANS gl dapy (35 O Ssma Y
O saian ) s Lgd o siall

A jras Slad Bl mll A jaal Gapatl b oy
ol @y Y ade g o paall (@aaT A A
s

sl )l Siat A1 1Y) Gpetlisall (e ol ao0 (S 2

gl e cal gl G cpaabiadl (e )l aed e o
Ghs Al Lyl 8 el e ~Ladyl dpadluy!) Al
Azesaall dmaall ) a3all 3 )Y (ulaa o 585

3Ly Lganal o uaall Alaal Ao V) (il 8 axc Ble) 30 o
Jisd (FTP) @lsall Jasasi spnasd ooy o jai Le JIA (10
O Gl Of s Y astsl ele ) e aday Hlail) 13a
Lol kYY) Ading dae

(Abaiiny) clibuall) o salladl zigalll 0

Jdsa¥) o ailal) allas e el OS5 z3saill 138 aaing
Oe 4liand o (3 Jaal Cludial dagie 3333 (315 «(ROA)
Al zasalll 13 s AV diladl s dalal Z33) sall J sl
AS il o &y jlaall Gl e de s sal) dlall e adydas
Sl Gl G L) 5 )l sl e 1 (e danll () S5
ol AS i Jare (el o DY) el laiiny)
O sY) phadind L pane (5% Vg ol e sl (PSR)
(@A) ALYy il gisall Calide 8 Leny ) 535 Z LY sl
e oM e L) sl (i ordsall 130 a5 als
G el Jane Jie LY 4 sudi/aead Sl jlan GGaakas
Ge W s gl (PER) cLoY) dielias Juas (IRR)
a1 gl )1 aganl 2 Hlaill 5 plalaal) Japia s
e oo zlad¥) Ll Al o ey Am)s Q)
Gy ZLLY st Aalall Glogledly @lel )



accountholders and provide them with clear illustrations on the
application of the PSR. As per the model, it is allowed to offer
various PSR for the Mudarabah deposits. This includes similar
PSR for all deposits, e.g. all deposits are offered at 70:30 PSR;
different PSR for respective tenure of deposits, e.g. a 3-month
investment is offered at 70:30 PSR while a 6-month
investment is offered at 80:20 PSR, or multi PSR may be
agreed for each deposit, e.g. a 3-month investment may be
offered at 70:30 PSR and 80:20 PSR simultaneously.

e Malaysian model seems to be closer to the classical
Mudarabah and can be practiced by other Islamic banks in
the long term. Although, in the absence of proper
regulation, it is difficult for the Islamic banks to
implement this method, but the respective Shari’a Boards,
Reference International Shari’a bodies for Islamic Finance
and Central Banks may encourage Islamic banks to follow
the same and pave the way for them to get benefit of this

experience.

6. Disclosure and Reporting

a. It is recommended to utilize customary means of
communication to pass the required information (for
example: Mudarabah Rations, Weightages, etc.) to
the Investment Account Holders and make them
aware about the actual profit earned directly by their
investments, and the profit finally paid to them after
any deductions and additions done to/from the

reserves and Hiba.
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b. Mudarabah Ratios and Weightages should be
announced in the branches, on Islamic bank’s
websites and any other customary means of
communication, before starting the profit distribution
cycle. It should be stated clearly that these could be
revisited from time to time subject to notice to the

Investment Accounts Holders.

c. It is recommended to encourage Islamic banks to
display extra disclosure in their financial reports on

the Mudarabah pools.

7. Laws, Regulations and Standards

Higher Sharia Board at the Central Bank of the UAE to

provide Islamic banks in the UAE with a profit

distribution framework, which will be compulsory for

Islamic banks to abide by it.

8. Governance

a. Head of Sharia in the Islamic bank (or his delegate)
should be an observing member of the Asset and
Liability Committee of his bank (ALCO). Islamic
bank should submit a profit declaration memo for
Sharia review prior to raising it for approval from the
Board of Directors of the bank.

b. Since no representative of Investment Account
Holders can be found in Banks to safeguard their
interests, unlike the shareholders, so it is required by
the Shari’a departments of the banks to carry periodic
review of the profit distribution mechanism and to
advise the respective Shari’a Boards of any changes

or alteration during the investment period.
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:Definitions
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Investment Weights:

A percentage which can be used to weigh different
categories under Mudarabah. This percentage will be
multiplied against the monthly average of each account
balance (or in accordance with what is stipulated in the
terms and conditions) to come up with the net invested
amount for each month for this account,, based upon

which it will be entitled to profit, if any.
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Investment Pools:

Each pool will comprise the total Assets in which
allocated funds have been invested and which is owned by
a specific group of participants. If the entire money was
invested in one pool it shall be known as the common
pool, otherwise in case they were categorized under
different pools in accordance with the investment
structure such as Mudarabah or investment Wakala then it
Mudarabah Pool,

shall be named accordingly, i.e.

Investment Wakala Pool.
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Scoring Method (Points System):

This system is used to calculate profit distribution among
different categories of investment accounts. It is based on
the consideration of the invested amount and duration of
investment (currency unit X weight percentage), and so
each account is given points in accordance with the
amount alone, or the amount and duration of investment
together. Account holders are considered to be implicitly
approving to disclaim what cannot be understood from the
text.
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Smoothening of Profit Distribution:

The maintenance of profit distribution percentages to a
specified scope, and avoid big fluctuations in percentages
through Sharia approved mechanisms such as Profit

Smoothing Reserve and Investment Risk Reserve.

. T 2SS g s b

le b Asiadl Gld¥) JYA e il o3 8 5 Sl ol il
i)kl Jhliad s 2L G JalialS

Reference International Shari’a Bodies for

Islamic Finance:

The bodies responsible for setting the Sharia standards,
accounting and governance in Islamic Finance such as the
Accounting and Auditing Organization for Islamic

Financial Institutions in Bahrain, among others.
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:Pool General / Pool Common

The investment pool in which Bank shareholders’ funds
and related funds (such as titles, current account balances,
other account balances which are treated as current
accounts, in addition to funds invested by the Bank on the
basis of Investment Wakala) in addition to all customers’

deposits are invested under Mudarabah.
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Mudarabah Pool:

The investment pool in which depositors’ funds are

received under Mudarabah, and guided by its terms.
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