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MISCONCEPTION OF SHARIAH FUNDS

Did you know that Malaysia’s first Shariah-Complaint (SC) or Islamic-based unit trust fund was
launched way back in 1968? There are now 143 such funds, making up 26.5% of the total number
of unit trust funds here in Malaysia (as at 30 June 2009). In the last ten years, both the depth and
breadth of this important market has seen tremendous growth especially in Malaysia, as the
country positions itself to become one of the world's leading Islamic financial hubs. The recent
announcements for further liberalization of the financial services industry (including Islamic) in
Malaysia by the Prime Minister of Malaysia, Datuk Seri Najib Razak will continue to underpin the
development of Islamic financial products in Malaysia. Malaysia is now the largest issuer of Sukuk
(Islamic Bonds) in the world, with a global market share of 60% (RM152.8bn) of Sukuk outstanding
as at end 2008. Despite the efforts by various parties to educate the market place about islamic
financial products, therein still lies some misconceptions about such products especially Shariah
funds.

Misconception No. 1
The number of securities that a Shariah-compliant fund can invests in is limited.

Companies will be classified as Shariah non-compliant securities if they are involved in the
following core activities*:

Financial services based on riba (interest);

Gambling and gaming;

Manufacture or sale of non-halal products or related products;
Conventional insurance;

Entertainment activities that are non-permissible according to Shariah;
Manufacture or sale of tobacco-based products or related products;
Stockbroking or share trading in Shariah non-compliant securities ; and
Other activities deemed non-permissible according to Shariah.
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* Based on List of Shariah-Compliant Securities by the Shariah Advisory Council of the Securities
Commission of Malaysia (29 May 2009)

While it is true that a Shariah-compliant fund is not able to invest in all the securities that are
available either in the Bursa Malaysia or Malaysian Bond market, there are still many investment
opportunities in the Shariah compliant space. The Shariah Advisory Council allows for some
flexibility. The Council applies various benchmark tolerance levels ranging from as low as 5% to as
high as 25% (mixed contributions from permissible and non-permissible activities towards turnover
and profit before tax of a company) to determine or test, whether a security should be shariah-
compliant or not. As a result, there are still some 848 (88% of the total listed companies on Bursa
Malaysia) that are compliant securities that are available to the local Fund Manger. These days, a
fund manager hardly invests in more than 50 stocks or bonds in any one type of portfolio.

Misconception No. 2




A Shariah-compliant fund, because of its smaller universe of investable stocks and inability
to invest in certain attractive sectors, will lag behind its conventional peers when it comes
to performance

The universe of investable stocks may be smaller overall (88% of the total listed companies on
Bursa Malaysia), however, within certain sectors, the percentages are actually quite high. For
example in Consumer Products, Construction, Industrial Products, and Technology Sectors, the
percentages of compliant securities are very high at 93%, 96%, 97% and 97% respectively, of the
total securities in those sectors. More importantly, within the shariah-compliant or allowable
sectors, therein lies some of the bluest of the blue-chips like Sime Darby, Telekom Malaysia
Berhad, Tenaga Nasional Berhad, Kuala Lumpur Kepong Bhd, 10l Corporation Bhd and the most
promising growth companies like Dialog Group Berhad and MBM Resources Bhd. For that matter,
there is no complete shut out even in the Finance sector a fund manager of a compliant fund can
choose between the likes of BIMB Holdings Bhd, Pan Malaysia Holdings Bhd, Syarikat Takaful
Malaysia Bhd and UBG Bhd.

Regardless of the investment mandate of the fund i.e. whether it is compliant or not compliant, the
determinants of investment performance is premised on grounded investment principles such as
asset allocation, stock selection and timing. A fund with the broadest investment mandate in the
world cannot guarantee investors the expected returns if the fund manager of the fund in question
fails in discharging his or her duties vis-a-vis such investment principles. Compliant funds have
known to outpace their conventional peers from time to time depending to a large extent on the
performance of the fund manager (please see table below).

Launch Fund Size (RM)
Msia Funds - Equity Asset Type Geographical Focus Date asat 30 Jun 09

Performance (%) as at July 27
1 Month YTD 1 Year 3 Years 5 Years

Sorted based on YTD Performance

Phillip Master Equity Growth Equity Malaysia 18-Jun-03

PRUsmall cap Equity Malaysia 29-May-01 32.22 8.73 4459 13.78 33.50 4547,
CIMB Islamic Equity Aggressive Equity Malaysia 15-Jun-95 51.13 8.85 44.33 3271 3328 27.02]
HLG Construction Infrastructure & Property Sector ~ Equity Malaysia 29-Aug-00 275 6.77 4322 15.84 57.46 58.56
HWANGDBS Asia Quantum Equity Malaysia 15-Apr-04 25.98 8.42 39.76 18.25 26.36 15.23]
CIMB-Principal Wholesale Equity Equity Malaysia 3-Dec-07 27.13 9.49 38.63 8.87

HWANGDBS Select Opportunity Equity Malaysia 7-Sep-01 128.48 8.89 38.39 14.49 23.86 33.00]
CIMB Islamic Equity Equity Malaysia 8-Oct-04 75.40 9.01 37.60 4.64 51.09

Pacific Dana Aman Equity Malaysia 16-Apr-98 124.36 473 37.02 10.23 38.85 35.88]
Public Equity Equity Malaysia 15-Aug-01 428.60 6.76 37.00 6.63 41.30 72.84
Pacific Millennium Equity Malaysia 15-Apr-99 32.81 7.42 36.75 1121 44.77 60.45|
Public Growth Equity Malaysia 11-Dec-84 627.42 6.81 36.67 122 4779 72.03]
PRUgrowth Equity Malaysia 29-May-01 90.49 7.48 36.58 9.19 40.39 35.60
CIMB-Principal Equity Aggressive 1 Equity Malaysia 18-Aug-04 105.24 9.87 36.50 1.95 35.13

Pacific Pearl Equity Malaysia 6-Jan-97 11021 6.27 36.15 16.72 52.98 57.57|
Pacific Premier Equity Malaysia 10-Aug-95 94.38 7.49 35.85 8.33 41.01 46.81
Affin Equity Equity Malaysia 29-Apr-93 51.73 6.61 35.22 6.81 24.83 40.53]
CIMB-Principal Equity 2 Equity Malaysia 28-Sep-95 167.40 9.08 34.96 2,07 30.52 41.85
MAAKL Equity 80 Equity Malaysia 8-Sep-04 19.72 6.17 3451 8.98 35.84

Public Aggressive Growth Equity Malaysia 25-Apr-94 256.29 6.57 34.49 1.76 48.76 80.69

Source: Lipper & Pacific Mutual Fund Bhd




Misconception No. 3
A Shariah-compliant fund, because of its compliance issues will be more difficult to manage

for a fund manger than a conventional one.

The Shariah Advisory Council of the Securities Commission Malaysia works diligently to provide
the industry with amendments like additions and deletions to the list of investable and complaint
securities. Please see http://www.sc.com.my/eng/html/icm/sas/sc_syariahcompliant.pdf

On average, there are usually more additions to the list compared to deletions. The Council even
provides guidelines to investors and fund managers as to the proper treatment or disposal of
securities which were formerly compliant but have since become non-compliant.

PACIFIC MUTUAL FUND BHD, is a leading
investment management company with 14
years’ of history in Malaysia. We are glad to
share with you weekly our general views on
financial and investment planning. Feel free to
contact our writer, Gary Gan, General
Manager, Business Development & Marketing

of Pacific Mutual, at
22sPACIFIC gary@pacificmutual.com.my
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