ANNEXURE 1
AMENDMENTS TO THE BEST PRACTICE NO. 7.16-001 (BEST PRACTICES IN THE ISLAMIC
STOCKBROKING SERVICES UNDERTAKEN BY PARTICIPATING ORGANISATIONS)

BEST PRACTICES IN THE ISLAMIC STOCKBROKING SERVICES No. 7.16-001
UNDERTAKEN BY PARTICIPATING ORGANISATIONS

Relevant to : Rule 7.16
Introduced with effect from : 2 May 2013
Amended : 1 September 2016 vide R/R 6 of 2016,-and 29 May 2017 vide
R/R 5 of 2017_and 16 May 2022 vide R/R 1 of 2022
POs’ Circular No(s). : R/R 16 of 2007
Refer also to Directive No(s). : N/A
1. Rule 7.16
(1) This Rule provides that a Participating Organisation must obtain the Exchange’s prior approval

before carrying out any trading activities based on Islamic Shariah principles.

(2) A Participating Organisation approved to carry out trading activities based on Islamic Shariah
principles should adopt the best practices set out below in providing Islamic stockbroking
services.

1.1 Best practices

The best practices are set out in Appendix 1 below.
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Appendix 1
BEST PRACTICES IN ISLAMIC STOCKBROKING SERVICES
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A. —BACKGROUND

1. In pursuit of developing a comprehensive Islamic capital market, the Securities Commission
Malaysia has established an effective Shariah regulatory framework to govern the Islamic
capital market products and services. The framework is aimed amongst others to ensure
uniformity and consistency of the Shariah-compliant industry practices undertaken by industry
participants, in particular, Islamic Participating Organisations, which would allow them to
operate on a common Shariah-compliant platform and will ultimately contribute and facilitate

the orderly development of a strong and competitive environment of intermediation services.

2. An Islamic Participating Organisation is required to adhere to the same regulatory framework

and requirements as that of a conventional Participating Organisation.

3. In this regard, Bursa Securities is issuing a set of industry best practices with the objective of
providing guidance and assistance to the Islamic Participating Organisation in observing the
desired practices when carrying out its stockbroking business in accordance with the-Shariah
principles—whether on a full-fledged basis or ‘window’ basis (“Best Practices”). Islamic
Participating Organisations should adopt these Best Practices in carrying out the Islamic

stockbroking services.

4, When implementing these Best Practices, the Islamic Participating Organisations should
implement them flexibly and sensibly to suit their respective needs and circumstances.
Therefore, the Best Practices enumerated should not be read as prescriptive nor construed in
a rigid or literal manner. Nevertheless, the application of Shariah principles-in the operations of
the Islamic Participating Organisations must not be compromised in any circumstances. In
this respect, the flexibility lies in the ingenuity of the respective Islamic Participating
Organisations to apply the relevant Shariah_ prirciples-and-concepts and rulings by the SAC
of the SC or the SAC of the BNM in carrying out their business or services.

B. KEY OBJECTIVES

The key objectives of these Best Practices include among others-things:
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[OED to provide guidance to -the Islamic -Participating Organisations in respect of practices
recommended to be observed in the carrying out of Shariah-compliant stockbroking
services undertaken by the Islamic Participating Organisations whether on a full-
fledged basis or ‘window’ basis; -and

(iD2-  to further strengthen Malaysia’s position as an international Islamic financial centre by

strengthening the role of Islamic market intermediaries in the domestic intermediation

process.
C. DEFINITION:
1. In these Best Practices:

“bai’” means sale.

“BNM” means Bank Negara Malaysia or the “Central Bank of Malaysia” which was

established under Central Bank of Malaysia Act 1958

“Bursa Securities” means Bursa Malaysia Securities Berhad.

“Clearing House” shall have the same meaning as in the Rules of Bursa Securities.

“CMSA” means the Capital Markets and Services Act 2007.

“‘contra losses” means all or any losses suffered by eClients in the course of dealings in

contra transactions and shall include all charges, costs and expenses.

‘contra transaction” means a transaction where a Participating Organisation allows its
eClient to settle outstanding purchase positions against outstanding sale positions of the same
securities where the orders in respect of the purchase and sale transactions are transacted
within the period stipulated by the FDSS.
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-“Dealer’s Representatives” shall have the same meaning as in the Rules of Bursa

Securities.

“FDSS” shall have the same meaning as in the Rules of Bursa Securities.

“Head of Compliance” shall have the same meaning as in the Rules of Bursa Securities.
“Head of Dealing” shall have the same meaning as in the Rules of Bursa Securities.

“Head of Operations” shall have the same meaning as in the Rules of Bursa Securities.
“ibra” means an act of releasing absolutely or conditionally one’s rights and claims on any
obligation against another party which would result in the latter being discharged of hist or its
obligations or liabilities towards the former. The release may be either partially or in full.
“Islamic Participating Organisation” means a Participating Organisation which conducts its
stockbroking business in accordance with Shariah prineiples-whether on a full-fledged basis or
‘window’ basis.

“Islamic stockbroking services” means -the business of trading in securities carried out by
an Islamic Participating Organisation on the stock market of Bursa Securities whether on full-

fledged basis or via an Islamic window services.

“Islamic window services” means Islamic stockbroking services provided by a Participating

Organisation, other than on a full-fledged basis.

“ISSBNT” means Islamic Securities Selling and Buying - Negotiated Transaction.

“khiyar al-sharat” means conditional option.

“List of Shariah Advisers” means a list of registered Shariah Advisers published by the SC

on its website, as may be amended from time to time.
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“mudarabah” means a contract between a capital provider (rabbul mal) and an entrepreneur

(mudarib) under which the rabbul mal provides capital to be managed by the mudarib and any

profit generated from the capital is shared between the rabbul mal and the mudarib according

to_ a mutually agreed profit sharing ratio whilst financial losses are borne by the rabbul mal

provided that such losses are not due to the mudarib’s misconduct (ta'addi), negligence

(tagsir) or breach of specified terms (mukhalafah al-shurut).

“mudarib” means entrepreneur.

“mukhalafah al-shurut” means breach of specified terms.

“musharakah” means a partnership between 2 or more parties, whereby all parties will share

the profit and bear the loss from the partnership.

“muwakkil” means principal.

“Participating Organisation” shall have the same meaning as in the Rules of Bursa
Securities.

“rabbul mal” means capital provider.

‘recognised stock exchange” means the stock exchanges listed as the recognised stock

exchanges in Directive No. 7.09-001 (Directive on Recognised Stock Exchanges).

“riba” means an increase, which in a loan transaction or in exchange of a specified
commodities (ribawai commaodities/ or ammal ribawiyyah), accrues to the owner (lender) or the
other counter-party in exchange of specified commodity without giving or receiving an
equivalent counter value or recompense in return to the other party. It covers interest both on
commercial and consumer loans, and is prohibited according to Shariah. For the purpose of
these Best Practices, the term “riba” will be used together with the term “interest” for ease of

reference.
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“Rules of Bursa Securities” means the Rules of Bursa Malaysia Securities Berhadhé.

“SAC of the BNM” means the Shariah Advisory Council of the BNM established under
Section 51 of the Central Banking Act 2009.

“SAC_of the SC” means the Shariah Advisory Council of the Seecurities—Commission
MalaysiaSC established under section 31Z| of Part IIIC of the Securities Commission Malaysia
Act 1993.

“SBL-NT” means Securities Borrowing and Lending - Negotiated Transaction.

“SC” means the Securites Commission Malaysia established under the Securities

Commission Malaysia Act 1993.

“Shariah” means Shariah resolutions issued by the SAC of the SC and/ or the SAC of the

BNM and/or_any recognised Shariah standard setting bodies and/or Islamic Participating

Organisations’ respective Shariah Advisers.

“Shariah Adviser” means an individual, corporation or a foreign Shariah adviser who is

registered with the SC under the Registration of Shariah Advisers Guidelines.

“Shariah _Discretionary Account” means an _account for trades executed by an Islamic

Participating Organisation on behalf of a Client pursuant to an arrangement where the Client

authorises the Islamic Participating Organisation to trade on the Client’'s behalf on a

discretionary basis.

“shirkah al-agd” means contractual partnership.
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“ta’addi” means misconduct.

“tagsir” means negligence.

“ta'widh” means an amount of charges agreed upon by the contracting parties as
compensation that can rightfully be claimed by the creditor arising from actual loss suffered
when the debtor fails or is late in meeting his obligation to pay back the debt. For the purpose
of these Best Practices, the term “ta’'widh” will be used together with the term “compensation”

for ease of reference.

“Trading Clearing Participant” for the purpose of these Best Practices means an Islamic
Participating Organisation which has been admitted by the Clearing House as a Clearing
Participant to participate in one or more of the services provided by the Clearing House.

“‘uqud muawadhat” means contracts of exchange.

‘wa’dan” means 2 unilateral promises or undertakings.

‘wvakalah” means a contract where a party, as principal (muwakkil) authorizes another party

as _his agent (wakil) to perform a particular task on matters that may be delegated, with or

without imposition of a fee.

“wakil” means agent.

D. INTERPRETATION
1. Unless the context otherwise requires-
0] words denoting the singular shall also include the plural where applicable and vice
versa;
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(ii) word importing the masculine gender shall include the feminine and neuter genders

and vice versa.

E. BEST PRACTICES IN ISLAMIC STOCKBROKING SERVICES

1. Qualification, Expertise and Experience of Human Resources to Manage and

Administer the Provision of Islamic Stockbroking Services

11 An Islamic Participating Organisation should, at all times, have adequate human resources
with the necessary qualification, expertise and experience to manage and administer its

provision and affairs in respect of its Islamic stockbroking services.

1.2 An Islamic Participating Organisation should provide adequate and proper training whether
internal or otherwise for all of its employees, not only to equip and familiarise its employees
with the necessary knowledge in conducting the Islamic stockbroking services, but also to
enhance the technical knowledge of its employees in respect of all the applicable legal and
regulatory requirements, as the case may be, in conducting Islamic stockbroking services, as
well as the operational and the internal control and policies of the Participating Organisation in
its conduct of Islamic stockbroking services. Training should also be conducted for its
employees involved in its front office activities such as Dealer's Representatives in order to
enhance their skills and professionalism; and apprise them of the developments of the Islamic
capital market to enable them to give accurate, adequate and updated information and/_or

advice to the eClients.

1.3 Particular attention should be given to the training of the Head of Dealing, Head of Operations
and Head of Compliance, who should be responsible to monitor the activities carried out and
services provided, in relation to the Islamic stockbroking services, to ensure that they are-in
complianeecomply with the Shariah-prineiples. In this respeetregard, the Islamic Participating
Organisation is encouraged to —ensure the Head of Dealing, Head of Operations and Head of
Compliance have sufficient expesure—to—the—required—Shariah knowledge in cenrnection

withrelation to the Islamic stockbroking services.
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2. Compliance with Shariah Prinreiples;—Concepts and Rulings issued by the SAC_of the
SC or the SAC of the BNM

2.1 An Islamic Participating Organisation should ensure that its Islamic stockbroking services are

carried-outin-such-way-thatit-adheres to and complyies with the Shariah principles;-concepts
and rulings issued by the SAC_of the SC or the SAC of the BNM, as may be amended from

time to time.

2.2 Dealings in securities traded on the Bursa Securities by an Islamic Participating Organisation
should be limited to the Shariah-compliant securities, as determined and endorsed as such by
the SAC_of the SC. The list of the Shariah-compliant securities is made-available for viewing

on SC’s and Bursa Malaysia Berhad’s website.

2.3 The Islamic Participating Organisation is allowed to facilitate the disposal of Shariah non-
compliant securities either upon their reclassification from Shariah-compliant to Shariah non-
compliant following the review by the SAC of the SC or they are securities currently classified
as Shariah non-compliant securities which the investerClient holds and wishes to dispose of

for the purpose of purification.

2.4 -Dealings in securities traded on the stock exchanges other than Bursa Securities should be
allowed to be undertaken by the Islamic Participating Organisation only in respect of securities
traded on any of the recognised stock exchanges, which are endorsed to be Shariah-
compliant securities by the recognised stock exchange or by a Shariah standard setting body

or a Shariah sehelarAdviser, either in Malaysia or elsewhere.

25 An Islamic Participating Organisation should, in respect of dealings under paragraph 2.4
above, maintain or retain all records relating to the dealings, including the relevant advice or
confirmation or publication given or made by the recognised stock exchange or the Shariah
standard setting bodies;_Shariah-sehelar or a Shariah Adviser, either in Malaysia or elsewhere

that the securities are Shariah-compliant securities.
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3.

3.1

3.2

3.3

Shariah Adviser

-Appointment

3.1.1

It is recommended that the Islamic Participating Organisation shall-appoints a Shariah
Adviser who is registered under the List of Shariah Advisers either frem—withinfrom

within the Islamic Participating Organisation or its group of companies or from outside
the—group—for the purpose of advising the Islamic Participating Organisation in

ensuring compliance with the-Shariah principles-and-Shariah-requirements-as set out

in paragraph 2 above.

-Conflict of Interest

3.2.1

The Participating Organisation should take reasonable steps to ensure that the
Shariah Adviser is independent and not subject to any conflict of interest with the
Participating Organisation’s business or operations-, whether in respect of the Islamic
stockbroking services or otherwise.

Roles and Responsibilities of a Shariah Adviser

3.3.1

3.3.2

3.3.3

The role of a Shariah Adviser is to advise the Islamic Participating Organisation on

adherence to Shariah principles—and—requirements—in relation to the Islamic

stockbroking services offered by the Islamic Participating Organisation.

The Shariah Adviser is expected to provide an effective oversight on the compliance
of the Islamic Participating Organisation with Shariah rules and principles including,
but not limited to, endorsing and approving the relevant policies, systems, operational
procedures and internal controls in relation to the Islamic Participating Organisation’s

day--to--day business operations in respect of the Islamic stockbroking services.

The Shariah Adviser should also provide interpretation and clarification, as and when

requested by the Islamic Participating Organisation, in relation to Shariah-principles;
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3.34

3.35

3.3.6

concepts and rulings issued by the SAC_of the SC or the SAC of the BNM  from-time
to-time-or any other Shariah standard setting bodies from time to time erShariah

schelars, either in Malaysia or elsewhere.

In this respect, the Shariah Adviser is encouraged to be consistent and objective in
performing its duties, especially in the areas involving interpretation or clarification of
the Shariah-prineiples; concepts and rulings issued by the SAC of the SC, the SAC of

the BNM or any other Shariah standard setting bodies from time to time.

In the event that there is ambiguity or uncertainty as to the Shariah principlesconcepts
and rulings issued by the SAC of the SC or the SAC of the BNM -applicable in relation

to the Islamic stockbroking services, the Islamic Participating Organisation is advised
to refer the matter to and consult the Shariah Adviser for advice and resolution. The
Shariah Adviser may also refer any ambiguity or uncertainty in relation to any matters

pertaining to the Islamic stockbroking services to the SAC _of the SC, the SAC of the

BNM or any other Shariah standard setting bodies for consultation.

_In order to ensure that the Shariah Adviser of the Islamic Participating Organisation

discharges its duties or functions effectively, the Islamic Participating Organisation is

encouraged to take the following steps:

0] {&)——-appoint_a dedicated Shariah officer to provide assistance to the

Shariah Adviser as it reasonably requires;
(ii) {b)}——qive right of access to the Shariah Adviser in respect of all relevant
documents and information, as may be requested by the Shariah Adviser

from time to time;

(iii) {e)——ensure that it does not interfere with the Shariah Adviser in its ability

to discharge or in the course of discharging its duties; and

(iv) {eh———ensure that the information provided to the Shariah Adviser at—aill
times-is accurate and not misleading_at all times.
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3.4

4.1

4.2

3.3.7

The Shariah Adviser should be able to decide on the administrative, operational and

policy matters within the Shariah governance framework of the Islamic Participating

Organisation within-a-framework-ef Shariah-governance-to ensure Shariah compliance

at all times.

Records of Advice Given or Issued by the Shariah Adviser to the Islamic Participating

Organisation

34.1

3.4.2

3.4.3

3.4.4

Records of all advice given by the Shariah Adviser, whether adopted or implemented
by the Islamic Participating Organisation or not, should be maintained or caused to be

maintained by the Islamic Participating Organisation.

Such records stipulated under paragraph 3.4.1 should be maintained or caused to be

maintained in such a form that is readily accessible and convertible to writing.

There should be regular meetings with the Shariah Adviser to resolve any in-house

Shariah matter arising from day-to-day operations.

The Shariah Adviser should periodically and at least annually review, endorse and

approve the Shariah compliance of the operations of the Islamic Participating

Organisation-te-be-Shariah-comphant.

Supervision of Islamic Participating Organisation at pPre-approval and pPost-approval

sStage

Pre-approval Stage

Prior to approval, an Islamic Participating Organisation should ensure that the activities to be

carried out by the Islamic Participating Organisation upon approval will be Shariah-compliant

as quided by the Shariah Adviser.

Post-approval Stage
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The activities of the Islamic Participating Organisations and their Dealer's Representatives,
which include, among others, dealing and operational activities, compliance-related functions,
and on-site and off-site supervision, should be supervised by the Shariah Adviser as set out in
paragraph 3.3.2.

5. Compliance in relation to Operations, Systems and Procedures

5.1 An Islamic Participating Organisation should establish and implement adequate policies,
systems, operational procedures and internal controls in relation to its day--to--day business
operations in respect of the Islamic stockbroking services to ensure that it complies with
Shariah—prineiples. This is also to ensure that the Shariah risks associated with such affairs
relating to the Islamic stockbroking services are properly managed.

5.2 In respect of a Participating Organisation which operates an Islamic window services, systems
and controls should be in place to ensure- the Islamic stockbroking services are properly
identified to differentiate them from the conventional stockbroking services and other

conventional business of the Participating Organisation.

5.3 An Islamic Participating Organisation should; at-al-times,—adhere to Shariah—prineiples in
carrying out its Islamic stockbroking services at all times, including the following principles:

5.3.1 Ne-Prohibition of rRiba

(i) &——Riba on accounts opened, operated or maintained by the Islamic
Participating Organisation: Under no circumstances, unless otherwise expressly
allowed by the SAC of the SC, the SAC of the BNM or any other Shariah standard

setting bodies, should any accounts opened, operated or maintained by the Islamic

Participating Organisation, either for its clients or for the Islamic Participating
Organisation itself, accrue or be attributed with interest. The accounts maintained by
the Islamic Participating Organisation pursuant to section 111 of the CMSA should be

Shariah-compliant accounts.

Page 14 of 29




ANNEXURE 1

AMENDMENTS TO THE BEST PRACTICE NO. 7.16-001 (BEST PRACTICES IN THE ISLAMIC

STOCKBROKING SERVICES UNDERTAKEN BY PARTICIPATING ORGANISATIONS)

BEST PRACTICES IN THE ISLAMIC STOCKBROKING SERVICES No. 7.16-001

UNDERTAKEN BY PARTICIPATING ORGANISATIONS

@

(ii)

53.2

@

(ii)

(i)

5.3.3

{by——Financing: All financing undertaken for the Islamic Participating Organisation
itself or offered by the Islamic Participating Organisation to its €Clients e.g. margin
financing and discretionary financing, in eennection—withrelation to the Islamic
stockbroking services provided by the Islamic Participating Organisation, should be
confined to Shariah-compliant financing only.

{e)——No interest on settlement of trade: Interest or any other charges which
operates as an interest or penalty in relation to any amount outstanding pursuant to
settlement of trade is prohibited. Forsettlement-of- trade-on-contra-transactionsln the
event that there are losses arising from settlement of trade on contra transactions
such-contra-transactions-i.e. contra losses, no interest should be charged against the

client for the amount due to the Islamic Participating Organisation pursuant to the

contra losses. The Islamic Participating Organisation is only entitled to recover the

principal amount in connection to the contra trade and ta'widh, if applicable.

Segregation of funds:

&——-AIl funds maintained by the Participating Organisation providing Islamic
window services, whether for itself or its eClients in respect of the Islamic stockbroking
services should be segregated from those funds maintained in respect of its
conventional stockbroking services.

byY——7For Islamic window services, the Islamic Participating Organisation should
ensure that the trading account of the e€Clients within the Islamic window services is
clearly tagged and used as trading account for the purpose of Islamic window services

only.
{e)}——For Islamic window services, the Islamic Participating Organisation should put
in place sufficient controls to ensure the Islamic trading account can only deal with

Shariah-compliant securities.

Ta’widh or compensation on late and default payment: For eClients who defaulted

in its payment or delay in making payment to the Islamic Participating Organisation in
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534

535

5.3.6

537

respect of trades executed by the Islamic Participating Organisation, the Islamic
Participating Organisation may impose a ta'widh on the late payment. Ta'widh or
compensation can be imposed in the case of delay in payment by the investorClients
to settle the unpaid contra losses for the-a normal trading and the payment of the
principal or profit for Islamic margin financing at the rate and in the manner prescribed
by the SAC_of the SC, the SAC of the BNM or any other Shariah standard setting

bodies. The rate cannot be compounded.

Ibra’: In the case of early settlement elected by the investorClient in relation to
financing obtained from an Islamic Participating Organisation based on exchange
contracts (‘uqud mu’awadhat)—{exchange—econtracts), the Islamic Participating
Organisation should grant a rebate (ibra). The requirements provided in the
Guidelines on Ibra’ for Sale-Based Financing issued by Bank-Negara—MalaysiaBNM

should be observed by the Islamic Participating Organisation.

Other compensation: Any anomaly from a normal trade that requires alternative
arrangement, the affected Islamic Participating Organisation and/_or investor—its
eClients should be compensated for actual loss and should not benefit or obtain any

material gain.

Investments: The proprietary investments, either short-term or long-term investments
of an Islamic Participating Organisation should be confined only to Shariah-compliant
investments, as endorsed by the SAC_of the SC or the securities endorsed to be
Shariah-compliant securities by a recognised stock exchange, any other competent
Shariah standard setting body;_or a Shariah Adviser-er—a-Shariah-sehelar, either in

Malaysia or elsewhere.

-System: The system that is being applied and operated by the Islamic Participating

Organisation should, where possible, facilitate and support the conduct of the activities
and operations of the Islamic Participating Organisation in a Shariah-compliant
manner. For example, the trading system applied and operated by the Islamic
Participating Organisation should be able to identify/ or tag Shariah compliant

securities from the available list of tradeable securities on Bursa Securities. The
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5.3.8

5.3.9

5.3.10

53.11

finance module applied and operated in the back-office system, should facilitate the

keeping of the Islamic Participating Organisation’s financial matters in accordance with

the-Shariah-prineiples.

Permissible collaterals or contributions: In the event that the Trading Clearing
Participant needs to provide collaterals or contributions to the Clearing House, the
Trading Clearing Participant should ensure that such collaterals or contributions are

Shariah-compliant in nature.

Settlement via Islamic financial institution: For the process of clearing and
settlement of the trades for the eClients, the Trading Clearing Participant should clear
and settle the trades via Islamic financial institutions. Trading Clearing Participants

therefore should open Islamic bank account(s) with any Islamic banks from the list

approved by the Bank-Negara-MalaysiaBNM, for such purposes.

Contract nNote: The transfer of securities ownership is confirmed via issuance of
cContract aNote by Participating Organisation to its eClients. In this instance, the
Islamic Participating Organisation must issue Contract Notes to the eClients and the
Contract Notes must comply with the regulations issued under the CMSA on Contract

Notes and to ensure that the terms used in the Contract Notes should comply with the

Shariah.

Zakat obligation: Zakat is a means prescribed in Islam for spreading and distributing
wealth to the needy throughout the community. The payment of zakat, as such, would
invite blessings from Allah to one’s wealth. An Islamic Participating Organisation may
seek guidance from its Shariah Adviser and/ or the appropriate authority such as
Pusat Pungutan Zakat, Majlis Agama Islam Wilayah Persekutuan (“PPZ-MAIWP”),
Lembaga Zakat Selangor, Majlis Agama Islam Selangor (“LZS-MAIS”), and Jabatan
Wakaf, Zakat dan Haji, Jabatan Perdana Menteri (“JAWHAR”) on zakat matters.
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6. Audit

6.1 The department that carries out the internal audit functions for the -Islamic —Participating
Organisation should conduct audit in relation to the Islamic stockbroking services of the
Islamic Participating Organisation for the purposes of examining, reporting and evaluating on
the adequacy and efficiency of the Islamic —Participating Organisation’s management,
operations and internal controls to ensure -the quality and integrity of the Islamic stockbroking
services provided to its eClients and its adherence to these Best Practices, and the Shariah
prineiples; concepts and rulings issued by the SAC_of the SC, the SAC of the BNM or any

Shariah Sstandard setting bodies, as amendedreviewed from time to time.

6.2 For the purpose stipulated in paragraph 6.1, the Islamic Participating Organisation should
ensure that there are adequate audit policies, procedures and resources for the carrying out of

the functions stipulated in paragraph 6.1.

6.3 The internal audit personnel are encouraged to equip themselves with the required knowledge
in connection with the activities pertaining to the Islamic stockbroking services, these Best
Practices, and the-Shariah prineiples—concept and rulings issued by the SAC_of the SC, the
SAC of the BNM or any Shariah Sstandard setting bodies, as amendedreviewed from time to

time, in order to perform their duty effectively.
7. Compliance Functions
7.1 The Head of Compliance of the Islamic Participating Organisation should monitor compliance

of the Islamic Participating Organisation with these Best Practices, and the Shariah principles;
concepts and rulings issued by the SAC_of the SC, the SAC of the BNM or any Shariah

Sstandard setting bodies, as amendedreviewed from time to time, and should report the-any

Shariah non-compliance of the Islamic Participating Organisation with these Best Practices,
and the Shariah prineiples;-concepts and rulings issued by the SAC _of the SC, the SAC of the

BNM or any Shariah Sstandard setting bodies (“compliance findings”) directly to its board of

directors after consulting the Shariah Adviser.
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7.2 The reporting of the compliance findings as stated in paragraph 7.1 need not be reflected in
the monthly compliance report required to be submitted by a Participating Organisation under

the Rules of Bursa Securities.

8. Shariah Confirmation

8.1 A Shariah confirmation should be obtained by the Islamic Participating Organisation from the
Shariah Adviser on an annual basis stating that it is providing Islamic stockbroking services
and that itecompliesits management, operations and internal controls comply with these Best
Practices, and the Shariah principles-concepts and rulings issued by the SAC of the SC or the
SAC of the BNM, as amended-reviewed from time to time. The Shariah confirmation should at

least adopt the format as provided in Appendix 1.

8.2 In the absence of the annual Shariah confirmation under paragraph 8.1 above, an Islamic
Participating Organisation should not describe itself as an Islamic Participating Organisation or

advertise the-its Shariah-compliant stockbroking services.
9. Board of Directors
9.1 The responsibility for ensuring that the Islamic Participating Organisation complies with the

Shariah prineiples;-concepts and rulings issued by the SAC of the SC, the SAC of the BNM or

any Shariah standard setting bodies, in the provision of the Islamic stockbroking services

should ultimately rest with the board of directors of the Islamic Participating Organisation.

10. Transparency

10.1  An Islamic Participating Organisation should in relation to its Islamic stockbroking services
indicate very clearly to all its eClients whether it is-offerings a full-fledged Islamic stockbroking

services or Islamic window services.

11. [Deleted]

Page 19 of 29




ANNEXURE 1
AMENDMENTS TO THE BEST PRACTICE NO. 7.16-001 (BEST PRACTICES IN THE ISLAMIC
STOCKBROKING SERVICES UNDERTAKEN BY PARTICIPATING ORGANISATIONS)

BEST PRACTICES IN THE ISLAMIC STOCKBROKING SERVICES No. 7.16-001
UNDERTAKEN BY PARTICIPATING ORGANISATIONS

12. Advertisement

12.1  An Islamic Participating Organisation may advertise its Islamic stockbroking services provided
that it complies at-al-times-with the requirements prescribed by Bursa Securities pertaining to

advertisement at all times and it should ensure that such advertisement or _any marketing

collaterals issued by the Islamic Participating Organisation has no element contradicting the

Shariah-principles.

13. Takaful/ Insurance

13.1  An Islamic Participating Organisation should endeavor to use takaful under all situations. Any

exceptions should be tabled to the Shariah Adviser for concurrence.

14. Others

14.1 Any other issues or transactions which are not stated above, the Islamic Participating

Organisation should consult its Shariah Adviser for resolution.

F. SHARIAH DISCRETIONARY TRADING
1. Shariah Discretionary Account
1.1 Creation of a separate Shariah Discretionary Account from new or_existing trading account

where an lIslamic Participating Organisation should ensure that the Shariah Discretionary

Account of its clients within the Islamic window services is clearly tagged and used as a

Shariah Discretionary Account for the purpose of Islamic window services only.

2. Compliance with the Shariah Concepts and Rulings issued by the SAC of the SC or the
SAC of the BNM

2.1 Refer to Section E - ltem 5.3 above.

Page 20 of 29




ANNEXURE 1

AMENDMENTS TO THE BEST PRACTICE NO. 7.16-001 (BEST PRACTICES IN THE ISLAMIC
STOCKBROKING SERVICES UNDERTAKEN BY PARTICIPATING ORGANISATIONS)

BEST PRACTICES IN THE ISLAMIC STOCKBROKING SERVICES
UNDERTAKEN BY PARTICIPATING ORGANISATIONS

No. 7.16-001

3. Applicable Shariah Contracts

3.1 Wakalah

3.1.1 Wakalah refers to a contract where a party, as principal (muwakkil) authorises another

party as his agent (wakil) to perform a particular task on matters that may be

delegated, with or without imposition of a fee.

3.1.2 Under the wakalah principle, Islamic Patrticipating Organisation may impose a wakalah

fee to its client. The wakalah fee may be mutually agreed by the Islamic Participating

Organisation and its Client as a fixed amount or as a percentage on the value of

assets or portfolio under management.

3.1.3 The wakalah structure is designed based on Shariah discretionary trading with

customisation, as illustrated below:
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Return on
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(o) Wakalah
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(D The Client _as a principal may enter _into Wakalah agreement to appoint Islamic

Participating Organisation _as _an_investment agent to _manage the investment on

behalf of the Client under the discretionary trading framework based on agreed terms

and conditions.

(2) The Client will provide capital investment to the Islamic Participating Organisation to

be invested in Shariah-compliant securities.

(3) The Islamic Participating Organisation will invest the capital on behalf of the Client.

(4) The Client will receive the return from the investment after stipulated time agreed

upon in the wakalah contract.

(5) The Islamic Participating Organisation may impose a wakalah fee to the Client.
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(6) In the event of failure to achieve expected returns or if incurring loss, the agent (wakil)

will not be liable unless in the occurrence of the misconduct (ta’addi), negligence

(tagsir) and breach of specified terms (mukhalafah al-shurut).

3.2 Mudarabah

3.2.1 Under the mudarabah principle, Islamic Participating Organisation _may have an

arrangement with the Client to accept a share in the profits from the Client’s Shariah

Discretionary Account.

3.2.2  The profit should not be fixed in the form of a certain percentage of the capital.

3.2.3 The mudarabah structure is designed based on Shariah discretionary trading with

customisation, as illustrated below:

& 3 i

Client(s) Mudarabah Islamic
Contract PO
r 3 F 3 A
Capital . Technical
Investment .‘"2“‘. Skill
Y %
x 0,
e a
Discretionary
Trading

\‘k 3

Capltal Loss p

Return on
Investment
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(1)

The Client (rabbul mal) will enter into a mudarabah agreement with Islamic

(2)

Participating Organisation (mudarib).

The Client will provide the capital investment, whereas the Islamic Participating

(3)

Organisation will act as a manager who will contribute skills and know-how to the

venture.

Any outcome (profit) derived from the venture will be shared on a ratio that is mutually

(4)

agreed by the Islamic Participating Organisation and its Client.

Any losses will be borne solely by the Client provided that such losses are not due to

the mudarib’s misconduct (ta’addi), negligence (tagsir) or breach of specified terms

(mukhalafah al-shurut).

3.3 Musharakah

3.3.1

Under the musharakah model, the Islamic Participating Organisation and its Client(s)

3.3.2

are to enter into a contractual partnership (shirkah al-aqd) agreement, whereby both

parties are to invest a sum of money as capital and share its profit according to the

agreement.

The parties in a musharakah contract may agree to appoint only 1 party who will be

3.3.3

acting as the managing party, which in this case will be the Islamic Participating

Organisation. The managing party may be entitled to an agreed remuneration on top

of his share in profit as a party in the musharakah contract.

The profit-sharing ratio between the parties in a musharakah contract could either be

3.34

proportionate to the capital contribution of each party or as mutually agreed at its

inception.

Upon the mutual agreement of all parties in the musharakah contract, the profit-

3.3.5

sharing ratio may be revised during its tenure.

The parties in a musharakah contract may agree that the profit-sharing ratio is to be

based on a specified profit threshold. Should the actual profit be either below/

equivalent or exceed the threshold, different profit-sharing ratios could be in effect.
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3.3.6 _Losses are borne by all parties proportionate to their respective capital contribution to

the musharakah contract.

3.3.7 Losses incurred through mismanagement, negligence or misconduct will render the

Islamic Participating Organisation liable.

3.3.8 The musharakah structure based on Shariah discretionary trading is as illustrated

below:
Capital “i {:1.71\') Capital
Investment g Investment q
_— o— <} 1
$ j—— -
/5| Appointment as =
Client Musharakah 2| \oiooing pary | Islamic
Contract PO
A A A A
ﬂ»ﬁﬁ
Discretionary
Trading
Negative ROI | 4 ) ( ) (4 ) Negative ROI
Positive ROI (3 ) L & (3 Positive ROI
- Returnon
Investment
(D The Client(s) and the Islamic Participating Organisation enter into_a musharakah

contract, providing their respective capital investments.
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(2) The Client(s) in the musharakah contract agree to appoint the Islamic Participating

Organisation as the sole managing party of the collected funds.

(3) The distribution of positive return on investment is in accordance with the above-

mentioned paragraphs 3.3.2 to 3.3.5.

{H)(4) Negative return on investment will be borne by all parties in the musharakah contract

as_mentioned in paragraphs 3.3.6 and 3.3.7. Losses incurred through misconduct

(ta’addi), negligence (tagsir) or breach of specified terms (mukhalafah al-shurut) will

deem the managing party liable.

3.4 The above contracts are not exhaustive and Islamic Participating Organisations may refer to
their respective Shariah Adviser or Shariah Committee for any other suitable contract for their
Shariah discretionary trading structure.

3.5 Any other Shariah contract from the above used for the Shariah discretionary trading structure
should be presented to Shariah Committee of Bursa Malaysia for notification.

4, Audit

4.1 Refer to Section E - Item 6.3 above.

5. Compliance Functions

5.1 Refer to Section E - Items 7.1 and 7.2 above.

6. Shariah Confirmation

6.1 A Shariah confirmation should be obtained by the Islamic Participating Organisation from its

Shariah Adviser on an annual basis stating that it is providing Shariah discretionary trading

services and that it complies with these Best Practices, and the Shariah, concepts and rulings
issued by the SAC of the SC, the SAC of the BNM or any Shariah standard setting bodies, as

reviewed from time to time.
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6.2 In the absence of the annual Shariah confirmation under paragraph 6.1 above, an Islamic

Participating Organisation should not describe itself as an Islamic Participating Organisation or

advertise its Shariah discretionary trading services.

[~

Reference on Discretionary Trading

For the relevant rules in relation to discretionary trading, please refer to:

() Rules of Bursa Malaysia Securities in Chapter 5, Rule 5.16A:
https://www.bursamalaysia.com/sites/5d809dcf39fba22790cad230/assets/60dbf77a5b
711a7bcdf033a5/CHAPTER 5 30.6.2021 .pdf

(i) Participating Organisations’ Directives and Guidance, Directives No. 2.01(2)-006,
3.36-001 and 5-001:
https://www.bursamalaysia.com/sites/5d809dcf39fba22790cad230/assets/60dbf88f39f
ba2389a5d0bea/POs _ Directives _and Guidance 30 June 2021 .pdf

G. ISLAMIC SECURITIES BUYING AND SELLING — NEGOTIATED TRANSACTION (ISSBNT)

1. ISSBNT Model is a Shariah compliant alternative to the conventional Securities Borrowing and
Lending - Negotiated Transaction (SBLNT) Model. The ISSBNT Model is structured based on

two _outright sale (bai’) transactions that includes the feature of two unilateral promises/

undertakings (wa dan), conditional option (khiyar al-sharat) and the provision of collateral as

security for the indebtedness.

2. The ISSBNT structure is designed based on SBLNT with customisation, as illustrated below:
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3. For the relevant rules in relation to ISSBNT, please refer to Rules of Bursa Malaysia Securities

Clearing in Chapter 9:

https://www.bursamalaysia.com/sites/5d809dcf39fba22790cad230/assets/5fcd926339fba2 7{5f

e6cd3d/Chapter 9 - 201207 Expansion_of MM.pdf

4. For more information on ISSBNT, please refer to the frequently asked questions on ISSBNT in

the following link:

https://www.bursamalaysia.com/reference/fags/islamic_market/fags on issbnt
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APPENDIX 1: ANNUAL SHARIAH CONFIRMATION STATEMENT

ANNUAL SHARIAH CONFIRMATION
In the name of Allah, the Most Beneficent, the Most Merciful

In compliance with the Best Practices in Islamic Stockbroking Services Undertaken by Participating
Organisation, I/we submit the following confirmation:

I/We have reviewed the principles and the contracts relating to the transactions and applications
introduced by [name of Islamic Participating Organisation] during the financial period ended [date
month year]. |/We have also conducted our review to form an opinion as to whether [name of Islamic
Participating Organisation] has complied with Shariah principles—and-Shariah-resolutions issued by
the Shariah Advisory Council of Securities Commission Malaysia_and the Shariah Advisory Council of
Bank Negara Malaysia, as well as Shariah advice made by us.

The management of [name of Islamic Participating Organisation] is responsible for ensuring that the
organisation conducts its Islamic stockbroking services in accordance with Shariah-prineiples. It is our
responsibility to form an independent opinion, based on our review of the operations of [name of
Islamic Participating Organisation], and to report to you.

examtmng—l/We have perlodlcallv assessed the Shariah compllance review reports carned out by the

compliance officer and Shariah audit reports carried out by the internal auditor as presented to us and
have examined, on a test basis,en—a—test-basis; each—type—ofthe transactions, the relevant
documentations and procedures adopted by [name of Islamic Participating Organisation].

compliance reviews and audits have been planned and performed to_ensure that all the necessary

information and explanations have been obtained to provide sufficient evidence that would give us
reasonable assurance that [name of Islamic Participating Organisation] has not violated any Shariah

I/We also confirm that every incident of Shariah non-compliance that has been brought to our
attention has been properly noted and that the corrective as well as preventive measures have been
taken by the Management of [name of Islamic Participating Organisation] to avoid the same from
occurring in the future. Any Shariah non-compliant income has also been disposed of to charitable
causes upon approval by us.

In relation to the above, based on the information provided and disclosed to us, I/wWe, the Shariah
Advisers of [name of Islamic Participating Organisation], do hereby confirm that the Islamic
stockbroking services and operations of [name of Islamic Participating Organisation] for the financial
year ended [date month year] have been conducted in conformlty with the Shanah—pnnerples—and—eur

Shariah AdVISEr: ...,
(Name: )
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