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Islamic Finance in
Malaysia
DAUD VICARY ABDULLAH

PRESIDENT & CHIEF EXECUTIVE OFFICER
The global university of ISLAMIC FINANCE (INCEIF)

Q:

What are your views on Islamic Finance (IF) in Malaysia? How has INCEIF helped evolve the industry?

Malaysia is certainly at the forefront in Islamic Finance, both on a
national scale as well as globally. At the national level, Malaysia’s success
stories in all aspects of Islamic Finance are already well-documented –
from laying the ground for a strong foundation with critical government
support to having a viable system where both conventional and Islamic
Finance operate smoothly side by side. Globally, regulators and market
players from around the world have been emulating Malaysia’s way of
doing things where IF is concerned.
Bank Negara Malaysia, already acknowledged worldwide as playing a
significant role in enabling Malaysia to be a major player in the global
Islamic Finance industry, has supported many initiatives to promote
the development of IF. INCEIF is one of the initiatives. Established by
BNM in 2005, INCEIF remains the only university in the world which is
focused on postgraduate Islamic Finance studies, research and training.
However, one cannot churn out or mass produce Islamic Finance
professionals overnight. Therefore, it will be some time before the
demand for highly skilled Islamic Finance professionals can be fully met.
Islamic Finance is a specialised field where its practitioners have to
ensure that the processes, right from the blueprint to day-to-day
operations, adhere to Shariah or are in compliance with Shariah.
Specialists hone their skills and expertise over time and through
experience, which means you cannot produce a specialist overnight.
But it has to start from somewhere. At INCEIF, our graduates are given
the foundation, a combination of Shariah and Islamic Finance skills and
knowledge. Some of the graduates, who already have a solid Shariah
education background, have boosted their employability credentials
with the Islamic Finance knowledge gained at INCEIF. Others who are

Q:

already working in the industry sharpened their Shariah credentials at
INCEIF.
In 2012, three key strategic areas of concentration were identified Global Reach, Quality and Industry Focus. Focusing on these saw INCEIF
partnering with The World Bank, the Islamic Finance Services Board
and the Islamic Development Bank to offer executive master classes
and research in Islamic Finance catering for international audiences
in addition to delivering executive programmes in Japan, Turkey and
Luxembourg.
The Executive Master Class and Executive Programmes, comprising
intensive and compact sessions customised to the audience’s needs
on topics such as the Shariah aspects in business and finance and
the capital market, allow INCEIF to share a portion of its knowledge
with those who cannot afford the time to leave work for study at the
university.
Other collaborations with the industry seek to contribute specifically
to fast- growing sectors of the industry such as BNP Paribas Malaysia
and INCEIF’s Centre of Islamic Wealth Management which focuses on
advancing the research, publication and discourse on Islamic wealth
management.
To close the gap between what the students learn and what the
industry expects, at INCEIF, we take a proactive stance on quality, and
through regular engagement with the related institutions and industry
players as well as our graduates, we are able to continuously monitor
and enhance the content of our programmes to be as close to industry’s
wants and needs.

With the phenomenal global growth of Islamic Finance as well as in Malaysia, how well equipped will Malaysia be with
regard to having enough qualified human capital. Is this one of the most important elements for the growth of the industry?

There is still much to do in developing IF around the world and Human
Capital Development is key. It is not just a question of quality and output
of trained and qualified students, but also a matter of having skilled
and qualified resources to teach and educate on the subject of IF. The
Islamic Finance industry is growing much faster than the `production’
of manpower- the right kind of manpower. Requests for trained Islamic
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Finance professionals are not confined to Islamic financial institutions.
Requests also come from legal and accounting firms, regulatory bodies
and academia. In addition, conventional institutions such as pension
funds, investment firms and even conventional financial institutions
join the fray.
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INCEIF is fortunate that it is the only university in the world dedicated to
the subject matter and has a full time faculty of over 30, half of whom
are full Professors. Many universities just have one or two resources
or even part time resources to teach the subject. Therefore it will be
important to do two things. One is for INCEIF to collaborate and share

Q:

with others as much as possible without diluting quality and second,
we need to encourage the adaptation of international Professional
Standards for the industry (rather like the Accounting profession). This
will ensure common standards and the interoperability of resource
across borders.

While we are aware of the upside potential for Islamic Finance, do you think stagnation is in the foreseeable future as it
has been reported that only about ¼ of Muslims, that is 400 million out of a global population of 1.6 billion, are interested
in Islamic Banking and Finance?

Besides Human Capital Development we see three other areas that
need to be addressed.

•

•

One is the area of standards in all aspects of the industry, for
example product definition, Shariah Governance processes, risk
and liquidity, and accounting, to name but a few.
Second, we need to work very hard at changing negative
perceptions about Islam and Islamic Finance around the

Q:

Sukuk has been striking it right in Malaysia as the world’s most vibrant and liquid Sukuk (Islamic Bond) market. We are
now a market leader in the issuance of this capital raising vehicle. What are your views on Sukuk and the potential of
other Shariah compliant investment products in Malaysia, particularly ETFs (Exchange Traded Funds) and commodity
Murabahah?

Sukuk will continue to grow and new versions of Sukuk will come closer
to Maqasid Shariah (the true meaning/ objective of Shariah), and Sukuk
will continue to dominate both within Malaysia and globally. As for
exchange traded funds, there is currently only one traded and it is not
as popular as its conventional counterpart. This is quite possibly due to

Q:

the higher management fees and overheads that appear to eat into its
returns. As for commodity Murabaha, it is likely to continue growing in
popularity as the transaction cost has been reduced while additional
underlined assets have been introduced.

The Islamic Capital Market (ICM) has evolved from having derivative products of forward, future, option and swap which
is useful for risk management. However, a fundamental argument in Islamic Finance is these products are not supposed to
be liquid and tradeable in the secondary market. Could you share your views with us?

Much of the opposition to derivatives revolves around the ease with
which derivatives can be used for speculative purposes. There are no
precedents to derivative instruments in early Islamic thought as we
know. The initial blanket prohibition of derivatives is being reconsidered
in view of the obvious need for risk management. The fact that Muslimowned businesses face the same kinds of risk but have no means of
managing the risk has necessitated this reconsideration. Their use is still
restricted to bilateral arrangements; market trading is still disallowed.
Again, speculation is the reason for not wanting
secondary markets in these instruments. A
business wanting to establish a derivatives
position would have to convince its bank
(the counterparty) of its underlying
exposure before the bank agrees to
become the counterparty. Proof
of transaction, like invoices, are

4

•

world. Common perceptions are based on both ignorance and
misrepresentation. Here, education can help significantly.
Third is liquidity. The fundamental ethos of Islamic Finance
is “The efficient and effective mobilisation of capital for the
benefit of the real economy”. This can only be done well if there
is sufficient liquidity coupled with the ability to move the funds
to where they is most needed.

| November 2013

needed by banks for firms to take derivatives. While this arrangement
may not be very price efficient, it certainly avoids the possibility of using
these derivatives for the sole purpose of speculation.

f ina n ci a l 1 st
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Q:

The setting up of INCEIF has opened new windows for Malaysians to get professionally recognised qualifications in Islamic
Finance. Could you share with us the number of qualified graduates that INCEIF has produced and the number INCEIF
hopes to accomplish in the near future?

At INCEIF’s recent 5th convocation, we welcomed nearly 200 graduates
in all three post-graduate programmes which are Chartered Islamic
Finance Professional, Masters in Islamic Finance and PhD in Islamic
Finance. Today, our graduates total 616, small in number yet big in
significance for a niche university focusing solely on postgraduate
Islamic Finance studies. You will find INCEIF graduates working at
central banks, stock exchanges, the courts and law firms, universities
and financial institutions all over the world. They are also among those
pioneering or strengthening Islamic Finance start-ups in major cities
around the world, including Dubai, Jakarta and Singapore.

Q:

While it is good to see the number of our graduates growing annually,
INCEIF has been focused and will continue our focus on achieving
academic excellence, and subsequently, graduates who are worldclass. Towards this end, INCEIF has started its journey in obtaining
the Association of Advanced Collegiate Schools of Business (AACSB)
accreditation. AACSB is the most renowned accreditation of business
schools and includes the likes of INSEAD and the MIT Sloan School of
Management, among others.

The basic principle of Islamic Finance is risk sharing rather than risk transfer. The concept of “brotherhood” in Islamic
Finance means the sharing of risks through helping one another in times of need. Critics argue that this is something very
different from the current practice of Islamic Banking and Finance. How would you respond?

It should be kept in mind that the 30 something years-old Islamic
Finance industry (IFI) is competing against a centuries old industry
whose dominance is well-entrenched in the global as well as individual
economies across the world. Even so it has had a remarkable growth.
The very healthy debate about its performance, sustainability and its
future trajectory is making headways in creating a consciousness that it
must be doing better in setting a course for its convergence to what is
considered as the ideal Islamic Finance.
It should also be kept in mind that at present the industry is facing
constraints that pose significant challenges in defining the framework
of its competition with conventional finance.
First, there is the fact that over a long period of operation, interest
rate based conventional finance has been able to elicit and receive
from governments advantages that have not been extended to equitybased financing. One of these is the tax advantage. But there are legal,
administrative and policy advantages that have created enormously
valuable biases in the economy in favour of interest rate based debt
financing. There is therefore no level playing field for risk sharing
finance in competition with interest rate based debt financing.

meet legal requirements of jurisdictions in which they are marketed.
While the cost efficiency of these contracts is an empirical question, a
priori reasoning would suggest the costs would be higher than similarsized contracts in conventional finance.
And, finally, the political atmosphere in some major global financial
centres dictates biases against IFI.
Given these and other constraints, it is should not be surprising that in
its struggle for market penetration, IFI would try to find paths of least
resistance and in the process compromise some features of ideal Islamic
Finance. One would hope that with the strengthening of political will on
the part of Muslim governments, these constraints would be relaxed
or removed to allow convergence of IFI to its ideal. The recently issued
Kuala Lumpur Declaration that recognises
risk sharing as the
essence of Islamic Finance and
urging Muslim
governments to move toward
risk sharing
in their own policy design is the
first step in
the right direction.

Second, the IFI is facing a serious problem of lack of long-term, lowrisk instruments of hedging and liquidity. In the conventional system,
government bonds perform these functions, whereas no Muslim
government to date has been willing to issue risk-sharing instruments
of any significance similar to government bonds in the conventional
system.
Third, macroeconomic policies, especially monetary policy, in Muslim
countries operate with the interest rate mechanism which tends to
impose a lower fixed limit to rates of return to financial intermediation.
Fourth, jurisprudence (Fiqh) governing IFI is driven by forms of
contracts that have reached us throughout a long period of history.
These are all real sector bilateral contracts. Contemporary finance
tends to be multilateral arms-length, multi-counterparty contracts. The
fiqh of latter types of contract is yet to be developed. As a consequence,
multi-layer complex and often opaque contracts are designed to
accommodate large financing needs – attempts to fit square pegs in
round holes. These contracts require fiqhi justification and have to
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Consumer Alert:

Dealing With Intermediaries
Who is an insurance or takaful intermediary?

A

n insurance intermediary is a person or a company that helps you in
buying insurance. Insurance agents, insurance brokers and financial
advisers are insurance intermediaries.

On the other hand, a takaful intermediary is someone who solicits takaful
business or invites potential customers to enter into takaful contracts with
operators. They are also known as takaful agents and takaful brokers.

Who is an insurance or takaful intermediary?
An insurance or takaful agent represents an insurance company or takaful
operator and primarily sells insurance policies or takaful plans issued by the
insurance company or takaful operator it represents. An insurance or takaful
broker on the other hand represents the customer and advises the customer

on the most suitable insurance policy or takaful plan. A financial adviser is an
independent party that provides financial planning services to the customer
based on the customers’ financial needs.

These differences are illustrated in the table below:
Types of Intermediaries
Representation
Registration/ Licensing

Insurance

Takaful

Insurance/

Financial

Agent

Agent

Takaful Broker

Adviser

Represents

Insurance Company

Takaful Operator

Customer

Customer

Your investment life stage

PIAM (general agents)
or LIAM (life agents)

Registrar of
Takaful Intermediaries

Bank Negara Malaysia

Bank Negara Malaysia

Licensed/ Registered by:

PIAM (general agents)
or LIAM (life agents)

Registrar of Takaful
Intermediaries

Bank Negara Malaysia

Bank Negara Malaysia

Tips on Dealing with Insurance or Takaful
Intermediaries
Deal with an agent, broker or financial adviser with
the following characteristics:
•

Good knowledge of insurance and/ or takaful products

•

Understands your needs and interests

•

Ensures you understand what you are buying

•

Does not over-promise or over-sell

•

Factual, not pushy or intimidating

•

Delivers quality and timely service

Protect your interests and rights:

or customer fact find form (for life products only), and keep these documents
safely.
•

When in doubt, always ask for more information from the intermediaries or
seek clarification from the insurance company or takaful operator that offers
the insurance or takaful products.

•

Ask for a receipt as the proof of premium payment and keep it safely.

Basic Conduct of Insurance or Takaful
Intermediaries
When dealing with insurance intermediaries, you can expect certain standards
in their professional conduct in handling your insurance needs. For instance, the
intermediary is expected to:
•

Present his/her Agent’s Registration Card to you when requested (applicable
only for insurance agents). A Takaful agent whose registration has been
approved by the Registrar of Takaful Intermediary has an Authorisation Card
with all his or her relevant details.

•

Exhibit good knowledge of the products and services offered by the
insurance company or takaful operator. (In addition, insurance brokers
and financial advisers are expected to exhibit good knowledge of
products available in the market).

•

Make an effort to understand your insurance or takaful needs and assist you
in the choice of insurance or takaful products and services.

•

Deal only with registered/licensed intermediaries.

•

Deal with intermediaries with proven track record or those with good
referral from friends and relatives.

•

Be truthful about yourself and declare material facts.

•

Never be persuaded to sign on blank forms or anything you don’t understand.

•

Never be persuaded to lapse an existing policy to buy a new life policy.

•

Ensure that you understand the products you are buying.

•

•

Read the policy benefits and terms carefully, and compare them with other
similar products.

Explain clearly the main terms and conditions of the proposed insurance
contract or takaful plan so as to help you understand what you are buying.

•

Draw attention to any restrictions and exclusions applicable under the
proposed insurance contract or takaful plan.

•

Follow up and provides continuous service to you, such as renewal of policy
and provide updates on relevant new products.

•

Provide assistance when you are making claims against the insurance
company or takaful operator.

•

Shop around to get value for money.

•

Buy only what you need and what you can afford.

•

Ask for sales materials, for example the sales illustrations, product pamphlets

fi nan c ial 1 s t
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A Moment with

MFPC President

Md. Adnan Bin Md. Zain

I

t’s been close to 6 months that I have been involved with MFPC.
How time flies. I am sure that as we approach the end of the year,
many will be thinking how quickly the year went by and recollect
the events that took shape this year. Fresh in our minds is the rise
of oil prices, still heavy on our minds. The price of oil will distort
everything in our lives, especially affecting inflation. I am sure most
of us feel the repercussions of the price of oil at the pumps, which
has affected our purchasing power in general. The move was an
inevitable move that the country needed to undertake with the
drop in the value of the ringgit and the increasing national debt.
Budget 2014 promises some underpinning hopes, especially for the
middle income group, arguably the most affected by the spiralling

cost of living. Further measures have been put in place to allow
the young the opportunity to buy a property and more drastic
measures have been put in place for property speculators. We also
have some respite with the introduction of the GST.
At MFPC we have formed all the boards and committees and
continue with our aspiration of ensuring our flagship programmes
remain relevant and our financial planning workshops gain tract.
We have utilized and set new KPI measures for these committees
to ensure that set objectives and aspirations can be properly
measured and evaluated. Our credo is never tied to making profits
but to ensuring the propagation of financial planning knowledge.

Transformation Towards Excellence
In September 2013, I was invited for the 35th Mega Convention
of NAMLIFA whereby the plenary session was on this topic of
transformation. I shared with the audience the importance of
staying relevant in the business that we are doing or risk being
eliminated. In fact even Fortune 500 companies have an average
life span of 15 years and they have to reinvent themselves to be
relevant.
In this regard, as Financial Planners, we too must ensure that
we move up the scale of professionalism by acquiring new
knowledge, skills and motivate ourselves towards greater success.
Fundamentally, we should always uphold professionalism and

8
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never be greedy for wealth or acquiring short term success by
misselling and promoting products with ulterior motives. This will
translate to better sales for yourself and most importantly, the well
being of the client. Arguably, Malaysia continues to be a product
push market despite the concepts of Financial Planning and Wealth
Management.
The ancient Chinese said human “will” is like a cart being pulled
by two horses: the “mind” and the “emotions”. In order to pull the
cart forward, both horses have to be pulling the cart in the same
direction. Engage people’s heart by giving them a reason to care
about your vision.
f ina n ci a l 1 st
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HRDF Programme –
Are You Ready to Retire?

MPFC’s Brewing Plans for
2014

We embarked on an HRDF programme with the theme of
retirement and I am pleased to inform you that this initiative was
a resounding success. Our aspiration is to allow companies from
various industries take the initiative to allow their staff to learn of
the Importance of Financial Planning. I must also convey my sincere
appreciation to Dr Chong Wei Peng, a specialist from Gleeneagles
Hospital, Ampang, for delivering a talk on the importance of health.
His interactive communication technique was put to good use as he
had to field some 20 questions on health from the audience.

In 2014, we will continue to conduct our flagship RFP and Shariah
RFP programmes and one of our aspirations is to re-launch the “My
Money & Me” Financial Planning Workshop for university students,
corporate organisations and the general public. The Financial
Planning Quiz Tournament amongst universities is also scheduled
for next year. This we hope will be a permanent feature.

Tea Talk: The Financial
Services Act (FSA) and the
Islamic Financial Services
Act (IFSA)
In order to stay relevant, we ensure that we have programmes on
topics that are of the flavor of the time. We organized the above tea
talk and took various initiatives to disseminate information on the
new Acts. We are also pleased to mention that one of the earliest
books on FSA was written by one of our members. The FSA and
IFSA will contribute towards transforming the operating landscape
of the Malaysian financial system.

MPFC’s Brewing Plans for
2014
Most economists and much data has revealed that global growth
will be slow for the upcoming year and that it will take 2-3 years
before it goes back on the fast track. It was also reported that
economies like China might never see a double digit growth in the
foreseeable future. In Malaysia, we are looking forward to some
respite; we hope to achieve better growth in the year to come.
Meanwhile, I would like to wish all members best wishes for the
New Year and your much anticipated yearend holidays.

Following the worst financial crisis that caused unprecedented
disruption in banking, governments have taken initiatives to
ensure a more resilient financial system. In Malaysia, the FSA is
perhaps the most significant act to impact the country’s financial
services industry since the Banking and Financial Institution Act
1989(BAFIA).
We had to close the
in advance as the
more
tea

fi nan c ial 1 s t

registration for the tea talk well
venue could not accommodate
than 120 participants. This
talk and all our tea talks for
2013
have
been
warmly received by
members and the
feedback has been
overwhelmingly
positive.
The
Secretariat is now
in the midst of
planning another
session on this
topic as there have
been numerous
enquiries from
our members
and the public.
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The Development of
American International
Assurance (AIA)
BILL LISLE

Chief EXecutive officer
American International
Assurance Bhd. (A.I.A)

How would you define the AIA brand?
•

With 65 years of local market presence, AIA Bhd. is one of
Malaysia’s largest life insurers with 45 branches nationwide,
supported by over 2,000 dedicated employees and close to
17,000 agency force members to serve our 2.6 million customers.

•

From a customer’s perspective, a trusted life insurer is one which
understands and addresses their needs at every life stage as well
as has a track record and superior financial stability.

•

Throughout our long history serving generations of Malaysians,
we have gained valuable insights which have enabled us to
continue to provide solutions which meet the different life stage
needs of our customers in both good and challenging times.

•

That AIA Bhd. is part of AIA Group Ltd, the largest independent
publicly listed pan-Asian life insurance group and fourth largest
life insurer in the world with total assets worth over USD140
billion, points to its strong financial track record as well as
credible and stable background.

As one of the largest life insurers in Malaysia, AIA
Bhd. is actively marketing itself as the real life
company. What does this mean?
•

We launched our new brand positioning The Real Life Company
in July 2013 which speaks of the role AIA as a life insurance
company plays in the lives of its customers, partners and
employees.

•

Our research and customer insights gained over the years tell us
that in this fast-paced and constantly-changing world and amidst
all the struggles and challenges, customers are looking for a
life insurer which can engage them in a genuine and proactive
manner to help them manage their lives.

•

The new positioning is about ensuring that our customers, life
planners and partners have a good understanding about what
we stand for as a Company as this will enable us to build stronger
connections with them.

What are some of AIA Bhd.’s key initiatives to
position Insurance Planning as a crucial composite in
Financial Planning to your existing pool of 2.6 million
policy holders this year?
•

10

2013 has been an exciting year for AIA in Malaysia and this has
| November 2013

presented many opportunities which we have been quick to
capitalise on.
•

Following AIA Group Ltd.’s acquisition of ING’s insurance
operations in Malaysia on 18 December 2012 and the subsequent
integration of the businesses locally, our business in Malaysia now
represents a very powerful proposition for our customers as the
acquisition presented the perfect opportunity to leverage on the
best aspects from both business entities to produce the following:

Enhanced suite of products, systems and technological
capabilities
ÊÊ We have introduced an enhanced suite of 26 new traditional life
and investment- linked products to be distributed via our AIA Life
Planners.

ÊÊ We have streamlined processes which focus on delivering
convenience to our customers as well as enhanced systems and
technological capabilities.
ÊÊ Together with our recently introduced game-changing innovation
– the Interactive Point-of-Sale (iPoS) business application – we
are confident that our growing base of 17,000 Life Planners will
deliver an enhanced customer experience.

Marketing and branding initiatives

ÊÊ We have launched a series of marketing and branding initiatives
to further enhance our leadership position and refresh our brand
in Malaysia.
ÊÊ The marketing efforts, which kicked off with the launch of the
“Let’s Get Real” recruitment campaign aimed at attracting Gen
Y to build their career as Life Planners with AIA Bhd., culminated
in the unveiling of our brand repositioning campaign – The Real
Life Company - which reflects our aspiration to become the
undisputed No.1 life insurer in Malaysia with a sharper focus on
delivering a more personal, relationship-based experience to our
customers to serve their real life needs.
ÊÊ The integration of the two businesses – AIA and ING in
Malaysia – has given us the perfect opportunity to transform the
way we do business and interact with our customers. We are
embarking on transformational initiatives across the Company
that will enhance our distribution capability and thus enable
us to deliver more targeted products and a better customer
experience.
f ina n ci a l 1 st
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It is undoubtedly true that the agency force is a
crucial component for a life insurance company.
How would you sum up AIA Bhd. key competitive
strengths?
•

•

•

We view our strength in multi distribution as our key
differentiator. With close to 17,000 agency members, we have
the largest tied agency force in the country. Our strategic
bancassurance partnership with Public Bank, one of the leading
banks in the country, allows us to leverage on Public Bank’s
branch network nationwide to market our products. In addition,
on the Corporate Solutions side, we have our direct sales team
and team of brokers who take care of our Employee Benefits’
suite of products designed for multinationals, local corporations
as well as small and medium enterprises.
Early this year, we launched a game changing innovation for our
agency force called iPoS, making it easier for them to conduct
their business anytime, anywhere. The iPad application also
serves to enhance the customer experience as a policy can be
purchased in a completely paperless environment and reduces
the customer’s waiting time too as the sale can be completed
over one meeting.

•

Today’s consumers are discerning and they are also seeking
transparency and disclosure in what they are buying.

•

As a leading player in the industry, we have an important role
to play to treat our customers with the kind of loyalty and
dedication they deserve as well as fairly at all times. Together
with our Life Planners, AIA Bhd. has a responsibility to educate
and provide our customers with the right financial plans based
on their real life needs so they have all the information at hand
to make the right decision before purchasing a plan.

The Government hopes to achieve a 75% insurance
penetration rate by the year 2020 through the
Economic Transformation Programme. How doable is
this considering the current rate is 43%?
•

In Malaysia, we are still really very much a young population and
many people still do not understand the concepts of insurance
and financial planning.

•

As mentioned earlier, I believe there is a need to do much more
in terms of consumer awareness and education on the various
risks and the type of insurance products available in the market
to help manage those risks.

Our uniqueness stems from the fact that depending on the type
of products our customers are interested to purchase, they have
the option of deciding how, when and where they connect with
the company and our intermediaries, namely our Life Planners,
bank financial executive, corporate sales team and brokers.

ÊÊ The Government must continue its efforts to support the
industry by educating and promoting financial planning to the
public.
ÊÊ Consumers too must accept that this is a financial service and
they will need professional advice to get the right financial plans
that best suit them.

What are the future plans for AIA Bhd.?
•

Our priority has always been to ensure that we can better
serve our customers by offering a suite of high quality financial
protection products relevant to their life stage needs.

•

Gen Y-ers are our future customer base and thus we place a
high importance on building brand affinity with this segment
to capture the potential among this large young insurable
population.

•

•

We are also focused on recruiting the next generation of Life
Planners who can reach out to our younger base of customers
and provide the kind of customer experience they are
accustomed to. This includes equipping our Life Planners with
industry-leading sales technology so they can connect with the
younger generation using platforms they are familiar with.
In addition, we continuously streamline our processes as well
as enhance our systems and technological capabilities to deliver
convenience to our customers.

The reality of a large and growing “protection gap”
in Asia, particularly in Malaysia, is evident. How does
AIA Bhd. as the largest life insurer address this issue?
•

The truth is, insurance is sold and not bought. Many people see
insurance as the last thing they intend to put their money into,
especially when they are still young.

•

As one of the leading insurers in the country, we want to do more
to educate consumers on the importance of financial planning to
give them a full appreciation of what insurance means to them in
terms of benefits. We want to reach the level of market maturity
where everybody understands the need for insurance.
fi nan c ial 1 s t

ÊÊ Agents have a crucial role to play as they interact with consumers
directly and hence they need to continuously upgrade their skills
and knowledge and conduct their business with the highest
level of professionalism to build and establish trust and loyalty
with their customers.
ÊÊ Insurance companies need to understand the customers’
needs and be able to provide products and services that can
appropriately address their different life stage needs.
•

If all these elements come together, we stand a good chance of
reaching the levels of maturity that is present in other developed
countries and to meet the targeted insurance penetration rate
by 2020.

A recent fatwa has suggested that Muslims in
Malaysia should not be subscribing to a non-Takaful
based insurance policy. What are your views on this?
•

I believe each individual has their own preferred option and
freedom to choose how they want to protect themselves and
their families. As industry players, we should focus on finding
ways to educate the market on the options available so they get
a better appreciation of what Takaful and non Takaful concepts
mean and how these different plans can help to meet their
protection and financial security needs. This is important so
that consumers will be guided accordingly before they make a
decision.
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A Survey on Credit
Literacy, Financial
Behaviour and Retirement
Confidence Among
Women Working in the
Public Sector in Malaysia
Introduction

T

he increasing number of women in
the Malaysian workforce and involved
in economic activity has raised concerns
regarding their financial preparedness for their
retirement years – that they may retire without
adequate financial resources upon retirement.
According to the Department of Statistics,
Malaysia, Malaysian women have a longer
life expectancy than men. The life expectancy
of women is 77.2 years while for men it is
72.3 years. The minimum retirement age in
Malaysia is 60, meaning that women have 17
more years to live without any formal income.
Hence, women need to be well prepared for
their retirement before reaching retirement
age.
Past research has revealed that working women
with greater financial planning literacy save
for retirement, showing a greater awareness
of their need for financial preparedness
upon retirement. However, what needs to
be emphasised is most women lack this
awareness. The President of the Life Insurance
Association of Malaysia (LIAM) stated that
only less than 5% of Malaysians are prepared
for life upon retirement. In addition, the 2000
Women’s Retirement Confidence Survey shows
that women lack the financial knowledge for
retirement. It states further that, women with
higher education are not necessarily more
knowledgeable about the need to be financially
prepared for retirement. However, the results
of Alcon’s research indicate that financial
education and information does contribute
much towards increased financial knowledge.
The objective of this survey is thus to understand
the credit literacy, financial behaviour and
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retirement confidence among women
working in the Malaysian public sector.
Multi-stage random sampling technique
was used for data collection for this survey.
Five states in Malaysia were randomly
selected in the first stage. These comprised
the four states of Perak, Terengganu,
Penang and Johor in Peninsular Malaysia
and one state, Sarawak, in East Malaysia.
The target respondents were all women
above the age of 20 years who worked
in government agencies. A total of 708
respondents participated in this study
conducted between April and August 2013.

Findings
Profile of Participants
About 36.2% of the respondents were
aged 30 to 39 years, while the average age
was 35.8 years. A high number (88.4%)
of the respondents were Malay. 35.6% of
the respondents had at least a secondary
school education background. 71.9% of
the respondents were married and 40%
respondents did not have children. 39.4%
of the respondents’ monthly income fell in
the range of RM1,000 to RM1,999.

Financial Status
Out of 708 respondents, 385 (54.4%)
of the respondents owned a house.
Unfortunately,
about
only
26.6%
respondents had monthly savings of
about 10% to 20% of their salaries. Only
276 (39.0%) respondents reported that
their assets were more than their debts
and just over half of the respondents or
314 (53.8%) thought that their income

Dr Mohamad Fazli sabri

B.S., M.S.(UPM),
PhD (Iowa state university)
head department of resource
management & consumer studies
faculty of human ecology
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was just enough to fulfil their basic needs.
55.8% respondents believed that they were
adequately prepared for their retirement. A
majority of the respondents (81.9%) stated
that their income source during retirement
would be their pension. Other than that,
more than half of the respondents (55.9%)
stated that their savings would be one of
their income sources during retirement.
Surprisingly, 48% respondents indicated
that their debt liability was not a burden
for them.

Credit Literacy

This section consists of 13 items on credit
literacy with “True” and “False” answers.
The results are presented in Table 1
below. 77.4% of the respondents had the
misperception that credit card holders can
spend without limit. In addition, a majority
of respondents (73.9%) thought that
having a credit card increased their buying
power. 69.4% of respondents did not agree
with the statement “Buying on credit will
decrease buying power in the future”.
Almost more than two thirds (61%) of the
respondents did not know of the Credit
Counselling and Debt Management Agency
(CCDMA), 68.1% of the respondents were
not aware that the minimum requirement
for applying for a credit card is RM24,000
annual income and 61.9% of the
respondents did not know what the Central
Credit Reference Information System
(CCRIS) is. A high number (67.5%) of the
respondents did not realise that bankrupt
persons are not allowed to apply for loans
exceeding RM1,000 while 67.2% did not
know that a person who fails to clear a debt
of RM30,000 will be declared bankrupt.
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Table 1: Credit Literacy (n=708)

No.

Items

Correct
Answer

Correctly
Answered n (%)

Wrongly
Answered n (%)

1.

A credit card holder can spend without limit

False

548(77.4)

159(22.5)

2.

Owning a credit card will increase one’s purchasing power

False

184(26)

523(73.9)

3.

Cash withdrawals using a credit card is a low-cost financial resource

False

422(59.6)

285(40.3)

4.

Buying goods on credit will reduce future purchasing power

True

215(30.4)

491(69.4)

5.

There is no charge for cash withdrawals using a credit card

False

438(61.9)

268(37.9)

6.

Credit card applicants should have at least RM24,000 annual income

True

224(31.6)

482(68.1)

7.

The Central Credit Card Reference Information System (CCRIS) collects,
processes, creates credit information

True

263(37.1)

438(61.9)

8.

The longer the repayment period, the lower the overall cost of the loan

False

505(71.3)

200(28.2)

9.

The Credit Counselling and Debt Management Agency (CCDMA) offers
financial loans

False

273(38.6)

432(61.0)

10.

A person can spend more than 40% of his or her net income to pay monthly
instalments

False

222(31.4)

479(67.7)

11.

A loan guarantor is also liable to face bankruptcy

True

493(69.6)

210(29.7)

12.

Individuals who have been declared bankrupt are not allowed to apply for a
loan of more than RM1,000

True

227(32.1)

478(67.5)

13.

A person can be declared bankrupt for failing to pay debts of RM30,000

True

229(32.3)

476(67.2)

Savings and Investment Behaviour
Savings
The survey results show that a majority of the respondents kept their
savings in the bank (74%) and Tabung Haji (64.4%). Nearly all of the
respondents or 96.3% had their own savings account in a bank. In
Table 2: Financial Behaviour (n=708)

Items

Figure 1: Credit Literacy Level (n=708)
In general, more than half of the respondents had a moderate level
of credit literacy and surprisingly, one third had a low level of credit
literacy. A large proportion of the respondents misinterpreted some
questions.

Financial Behaviour
Only 14.8% of respondents never kept a record of their expenses while
almost half of the respondents (48.7%) always planned their expenses
or budget. A large proportion of the respondents (75.3%) never leased
goods for cash and 61.2% respondents always paid their debts according
to their schedule. Only 5.4% of respondents never paid their utility
bills on time. 61.2% respondents never used their credit facilities daily.
More than half of the respondents or 60.2% never borrowed money
from their family members, friends or supervisor. Almost half of the
respondents (47%) always tried to settle their debts early. Only 21.8%
respondents never tried to pay their debts through salary deductions.
Almost all of the respondents or 92.4% showed that they would never
borrow money from illegal loan providers.
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Keep an expenses
record
Plan for expenses or
budget
Lease goods
for cash
Make loan payment/
credit on schedule
Settle all bills on time
(utility bills)
Use credit facilities even
for daily use
Borrow money from
family, partner, friends
or supervisor
Try to settle the loan/
debts early
Make debt payments
through payroll
deduction
Borrow money from
loan sharks or illegal
loan providers

Never
n (%)

Sometimes
n (%)

Always
n (%)

100(14.8)

458(64.7)

145(20.5)

26(3.7)

332(46.9)

345(48.7)

533(75.3)

153(21.6)

17(2.4)

148(20.9)

120(16.9)

433(61.2)

38(5.4)

144(20.3)

519(73.3)

433(61.2)

229(32.3)

37(5.2)

426(60.2)

248(35)

27(3.8)

68(9.6)

300(42.4)

333(47)

154(21.8)

212(29.9)

336(47.5)

654(92.4)

37(5.2)

11(1.6)
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addition, half of the respondents (52.4%) saved their money once a
month. According to 430 respondents, their main financial purpose was
to save for future use. 63.1% respondents never planned the amount of
money they needed to save for future retirement preparedness. 22.6%
of the respondents stated that they could last for one month without
borrowing money from others to continue living if they lost their main
income sources while 32.3% of the respondents showed that they did
not know what to do if this occurred.

the respondents believed that they had enough money for all the basic
expenses during their retirement. A high number of respondents (71.3%)
indicated that they were well prepared for their medical expenses during
retirement. Moreover, 78.3% of the respondents stated that they were
able to settle their debts before reaching retirement. 58.1% of the
respondents had the confidence that they knew how to determine how
much money they needed to live comfortably during their retirement years.

Conclusion and Policy Implications

In conclusion, this study reveals that women working in the public sector
in Malaysia possess a moderate level of retirement confidence. As the
findings indicate that women working in the public sector in Malaysia
display only moderate and low levels of credit literacy, educators,
financial planners and other professionals should plan relevant
programmes to enhance the financial knowledge (literacy) of working
women. This is as financial literacy is an important tool, especially when
making financial decisions. A lack of financial literacy will lead working
women to make the wrong financial decisions. At the worst, it may lead
to financial crisis.

Investment Investment
Figure 2: Participants’ Type of Savings
*Tabung Haji – Pilgrims Fund Board of Malaysia
SSP (Sijil Simpanan Premium) – Premium Savings Certificates
EPF- Employees Provident Fund
SSPN- National Education Savings Scheme
The results show that 53.5% respondents chose to invest in Amanah
Saham and 14.3% chose to invest in property. 24.6% made financial
investments once a month. The main objective of the respondents
(28.8%) was to invest for their retirement, followed by capital growth
(17.7%) and capital security (8.1%). Almost half of the respondents
(44.8%) had been investing their money for about more than one year.

Retirement Confidence
The questionnaire on retirement confidence comprised seven items
asking how confident the respondents were for each of the statements,
including: a) Have enough money to live comfortably during your
retirement years, b) Have enough money to pay medical expenditures
during retirement, c) Able to settle your debt after retirement and so
forth. The Likert scale of four options from “Strongly Disagree” to
“Strongly Agree” was used to rate respondents’ agreement with the
term with expressions one to four.
A high number of respondents, 73.5%, felt confident that they had
enough money to live comfortably during their retirement and 79.4% of

Further, past research has shown that retirement confidence is highly
correlated with life satisfaction during retirement years. Therefore, the
government can also assist the public in planning for their retirement.
Table 3: Retirement Confidence (n=708)

Disagree
n (%)

Agree
n (%)

Have enough money to live
comfortably during your retirement
years

178(25.1)

520(73.5)

Have enough money to pay for basic
expenses during your retirement
years

135(26.2)

562(79.4)

Have enough money to pay for
medical expenditures during your
retirement years

192(27.1)

505(71.3)

Have confidence to do a good job and
prepare well for retirement

240(33.9)

453(64)

142(20)

554(78.3)

Have enough money to pay for long
term care, such as nursing care or
health care, which may be needed
to live comfortably during retirement
years

271(38.2)

426(60.1)

Know how to determine how much
money you need to live comfortably
during retirement years

284(40.1)

412(58.1)

Statement

Able to resolve your debts
after retirement

This can be done in cooperation with financial institutions and planners
to launch saving plans for the public. This will encourage the public to
save money for retirement. The government can also consider conducting
campaigns in the workplace for workers to increase their knowledge on
preparing for future retirement.
Figure 3: Participants’ Type of Investment
fi nan c ial 1 s t

In tandem with this, educators, financial planners and professionals can
create an open forum for the public to discuss financial issues.
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How Golden are Your
Golden Years?
When age has caught up and
funds are still low, how do we
move from here?

Helen Foo May Ying

CFP, rfp, shariah rfp, fcHfp,chlp

The Story

The Ideal Plots

gainst the changing landscape in the
industry of financial planning, more
people are aware of the importance of a
retirement plan. Financial planners are also
mushrooming; some are genuinely well
equipped, some are merely jumping onto
the bandwagon, unfortunately.

Whichever method you choose, an effective
retirement plan should be designed and
adhered to. It is dynamic and it needs
constant monitoring and reviewing,
taking into consideration internal factors
like changing stages of life, priorities and
preferences, as well as external factors like
changing statutory rules and impact of
equity markets.

A

Retirement funding is one of the most
essential funds for an individual. Gone are
the days of “filial piety” where children
are in fact their parents’ retirement plan!
Today, an individual needs to have his or her
own retirement funding so that he or she
has the financial means without the need
to depend on children or to compromise on
the desired or chosen lifestyles.
There are many theories in relation to the
calculation and planning of a retirement
plan. The more popular ones include Target
Replacement Ratio, Top-Down Approach,
Bottom-Up Approach and Age Based
Calculations.
Essentially, the basis of calculations
involves the rate of return of investment
in the current net asset and future cash
flow surpluses. An appropriate selection
of asset allocations is very vital towards
achieving the retirement funding, taking
into consideration the individual’s risk
profile, current income, investment time
horizon, rate of investment/ inflation and
any other factors unique to his or her own
situation and aspirations.
Therefore, the question of how much to
save for retirement (bottom- up approach)
or how much of a nest egg is needed (top
down approach) is a question entirely
unique to an individual.
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In essence, an effective retirement plan
should mobilize the difference in academic
opinion and practical implementations.
It must adopt a function based approach
rather than a formalistic approach. It is
the substance that weighs more than the
forms. We want to plan to retire, not retire
to plans!

The Reality
EPF Chairman Tan Sri. Samsudin Osman
said at a seminar “Toward Securing A
Comfortable Retirement” on 17 September
2013 that most Malaysians do not give
much thought to retirement, even if they
are retiring in 5 to 10 years. One reason
Malaysians do not engage in retirement
planning is the lack of financial literacy.
Second Finance Minister Datuk Seri Ahmad
Husni Hanadzlah also said that the average
saving for a contributor at age 54 is only
RM158 302, which might just last for 20 to
25 years.
If the above is anything to go by, dividing
RM158 302 by 20 years means RM7915.10
per year and by 25 years mean RM6332.08
per year, which means living on a mere
RM528 to RM660 per month! I would say
such living equates to being hard core poor!
Now how do we plan for these people?!

Another category of people is what we call
the Sandwich Generation. These are the
people who are literally sandwiched: they
have parents and sometimes grandparents
to look after; they have their own children to
look after; and some even have to support
siblings. An architect who is 30 years old
and earns RM6000 is considered poor if he
belongs to the Sandwich Generation.
Another real life example would be
that of a government servant. Typically,
someone who has spent 30 years serving
the government, with salary adjustment
over the years, retires at age 55 with a
last drawn salary of RM5000 per month.
Assuming his pension is 50% of last drawn
salary, he would have RM2500 per month.
Compared to the average EPF contributor,
he is much better off. However, if RM2500
is all he has per month and this amount is
to cover all living expenses and any other
incidental expenses which include medical
bills, big item purchases, utilities and home
maintenance, then it is not difficult to
imagine the level of lifestyle he can afford
to enjoy.
So, when age has caught up and funds are
low, how do we move from here?

The Planning
Some people know the importance of
retirement planning but never really
get around to act on it. Some know the
importance, implement some kind of plan
but never really stick with it. And worse,
there are some who never really think
about retirement, as though they will never
reach retirement age! The scary statistic is
that people live longer, with less money!
Therefore, it can never be emphasized
enough that retirement planning is indeed
f ina n ci a l 1 st
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very important, without which we would
have already retired to fate before we
retire! Imagine when someone has retired
with limited EPF funds, this money is to
meet daily living expenses, perhaps also to
fund children’s education or medical bills!
How miserable can that be? How golden
can his/her golden years be?!

The Traps
While we should take all care and be
thorough in our retirement planning, we
must be prepared that some plans do not
fall through as planned! In other words,
while planning is important, responding to
the unexpected is more important!
However, there are some financial traps
that we should all avoid during our preretirement days. Some of these are:
a. Taking a huge loan for a new house
Be in control of our cash flow. It is
not pleasant at all having to worry
about loan repayment when we retire
without active income.
b. Investing into an unfamiliar business
with the intention of “having something
to do at retirement”. The notion of “
having something to do at retirement”
could well end up as “clearing a mess
at retirement”.
c. Paying for children’s education
with your retirement fund. Use
other options: With PTPTN or
education loan, you pay the
minimal interest now and
let the children repay the
loans themselves when
they graduate and have
their own income.
d. Identify the “Must-have”
and “Nice-to-have”.
It is important
to be aware
of
your
spending
patterns
during
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the pre-retirement days, and avoid
running into installment payment
schemes for some nice-to-have stuff.

g. Learning the art of shifting and allocating
of available funds, however limited or
trivial it may seem

The Choices

The Conclusion

How do we plan for retirement if there
is no surplus from our current income?
We know that over reliance on one single
source of retirement fund (most of the time
it is EPF) is not something practical. This is
especially dangerous if the amount in your
EPF is small and all your plans are based on
the firm belief that you will collect your EPF
funds at age 55. What if there is a change in
statutory withdrawal age to 60?

Retirement planning is not just a “nice-tosee” plan; it must be acted on, and acted on
NOW!

It is therefore very vital to first create
surplus for our cash flows by considering
the following:
a. Earning extra income through a part
time job
b. Taking on a second job
c. Translating your passion and hobby
into income channels
d. Staying out of debt! For example: credit
card finance charges and late payment
charges are all a big wastage of funds
e. Paying for club membership that you
do not utilize
f. Altering your current lifestyle

We want to have a comfortable life style post
retirement, not to the extent of reduced
comfort or frugality, out of no choice. We
don’t want to change the color of our
retirement from golden to grey, do we?
At the same time, the spirit should be to live
the moments: save for retirement and yet
savor our fruits of labour while we are still in
the process of planning.
We need to move on from whatever plans
which may have faulted. Yesterday and all
its regrets is over; tomorrow and all its hope
is yet to come. So live today, learn from
yesterday and plan for tomorrow.
Take stock of what we have and what we
don’t have, and strike a realistic chord when
retirement comes.
Wishing every reader a golden retirement!.
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MFPC National Financial Planning
Quiz 2013
The Malaysian Financial Planning Council (MFPC) organized its
inaugural National Financial Planning Quiz from 1-2 July 2013.
Universiti Utara Malaysia (UUM) played host to the tournament.
A total of 15 universities participated in the tournament, vying for
the Championship Trophy and a cash prize of RM 6,000.This is an
initiative to elevate Financial Planning literacy amongst university
students as well as to promote the importance of financial planning
skills and knowledge among undergraduates.
The quiz was endorsed by the Ministry of Finance (MOF), the
Ministry of Education (MOE) and Securities Commission Malaysia.
It was also supported by Majlis Peperiksaan Malaysia (MPM),
Life Insurance Association of Malaysia (LIAM) and The Malaysian
Insurance Institute (MII).
Universiti Tunku Abdul Rahman (UTAR) emerged Champion,
followed by Universiti Malaysia Kelantan (UMK) as 1st Runner
up, Universiti Kebangsaan Malaysia (UKM) as 2nd Runner up; and
Universiti Tun Abdul Razak (UNIRAZAK) as 3rd Runner up.
Dato Tajul Urus Bin Mat Zin, Kedah Exco Member, graced the
opening ceremony together with En. Adnan Bin Md. Zin, President
of the Malaysian Financial Planning Council
(MFPC) and a representative of Professor
Dato’ Mohamed Mustafa Ishak, Vice
Chancellor, UUM.

The main sponsors of the tournament were Securities Commission
Malaysia, MEPS and Great Eastern Takaful Sdn. Bhd. Those who
participated as exhibitors were Fin Freedom Sdn. Bhd., AM World
Marketing Sdn. Bhd., Money Compass, Aman Palestin Berhad,
National Kidney Foundation and National Transplant Resource
Centre, among others.
The official tournament material for the tournament was
derived from the Registered Financial Planner (RFP) Module 1:
Fundamentals of Financial Planning. The RFP programme is
recognized by Bank Negara Malaysia (BNM) and Securities
Commission Malaysia as a professional qualification for the
application of the Financial Adviser’s License and the Capital
Market Services License (CMSL).
The judges for the tournament were Dr Chai Kon Lim, Chief Judge
and Secretary General of MFPC; Mr. Azam Hisham Che Doi, Chief
Executive Officer of Securities Industry Development Corporation
(SIDC); Mr. Michael Kok, Deputy President of MFPC; Professor
Dr Catherine Ho, UiTM and Vice President of Malaysian Finance
Association and Professor Dr Yusnidah Binti Ibrahim, Dean, School
of Economics, Finance and Banking, UUM.

Champion: Universiti Tunku Abdul Rahman (UTAR)

En. Adnan Bin Md. Zain, MFPC President, Dr Ahmadasri, Dean College of Business (UUM), and Dato Tajul Urus Bin Mat Zin at the Opening Ceremony
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Excerpts of speech of MPFC President, En. Md. Adnan Bin Md. Zain
Financial education must start at an early
age and preferably before one goes off to
work in the real world. Providing financial
education to adults is not enough to
ensure a financially literate Malaysia. To
enable financial education to reach the
masses, the subject must be inculcated
in our children at homes and in schools.
Financial education should be an integral
part of an education, much like maths and
science. This is because money needs to
be managed regardless of an individual’s
occupation or socio-economic background.

Thumbs up from the panel of judges and finalists

A university is an important ground for the
financial education framework to grow
as it is crucial to empower students who
will soon enter the workforce on sound
financial investment and management. It
is vital that these students know how to
budget, how to save as well as know where
to put their money and be aware of the risk
involved when investing. It is at an occasion
like today’s that this can be realized.

further boost interest in this field among
young adults. Such platforms will also
encourage undergraduates to further
explore careers in the field of financial
planning. This will prove fulfilling and
rewarding to their own financial wellbeing
as well as that of the nation.

This quiz tournament which aims to
promote financial planning among
undergraduates will act as a catalyst to

Audience at a preliminary round

The winning teams

1st runner up:
Universiti Malaysia Kelantan (UMK)
fi nan c ial 1 s t

2st runner up:
Universiti Kebangsaan Malaysia (UKM)

3st runner up:
Universiti Tun Abdul Razak (UNITAR)
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The MFPC expresses our sincere appreciation to all the participating
universities, sponsors and exhibitors, panel of Judges, Quiz Masters,
student committees and supporters, and to all of those who assisted
and contributed to the success of the tournament. We also express
our profound gratitude and thanks to Universiti Utara Malaysia for
hosting the 1st tournament.

Emcee: Sin Chee Kwan & Michael Kok

En. Azman Hisham with Chung Kar Yin & Michael Kok

Team from UPSI

Team from TAR UC

Team from IIUM
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HRDF Programme –
Are You Ready to Retire: 27 August 2013
The Council organised an HRDF programme on 27 August to
advocate the importance of planning for one’s retirement. The
programme detailed the concept of compounding and dollar cost
averaging in the simplest form so that the audience of various
backgrounds would be able to gauge their individual retirement
needs.

The programme was the most affordable HRDF claimable
programme available and members who attended also feasted on a
sumptuous Hari Raya themed
menu.
The
t h r e e
speakers for the course
w e r e
Michael
Kok Fook Onn, Dr Chong
Wei Peng
a n d
Tuan Hj. Rafie Omar.

The course, the first HRDF course organised by the Council, saw
37 participants attending. The Council embarked on this initiative
so that we can draw an audience from companies from the
manufacturing to the services sector. This initiative is to ensure that
we can reach out to a wider target audience on the importance of
the topic of planning for one’s retirement.

fi nan c ial 1 s t
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MFPC Tea Talk: The Financial Services
Act & the Islamic Financial Services Act:
26 September 2013
The newly enacted FSA and IFSA have replaced Acts that affect the
Financial Planning sector effective 1 July 2013. In view of this, the
Council organized this tea talk and was fortunate to have Mr. Chan
Hooi Lam and Assoc. Prof. Dr Achene Lahsasna, subject experts who
briefed us on the Acts.
The FSA & the IFSA, which are in line with the Financial Sector
Blueprint 2011-2020, will ensure effective functioning of the money
markets, forex market, payment systems and payment instruments.
They cover Malaysia’s financial sector in a single Act and the IFSA
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provides a comprehensive legal framework that is fully consistent
with Shariah principles.
The Acts were gazetted on 22 March 2013 and will gradually come
into force 5 years from the implementation of the Acts or longer, as
specified by the Minister of Finance on the recommendation of the
Central Bank of Malaysia.
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W

hen running a business there are
so many concerns to consider
before any profits can be made. Concerns
regarding capital outlay, employment,
accounting methods, marketing trends,
after sales service, even customer
satisfaction are some of the many factors
which make or break the business. It’s no
wonder having one’s own business and
running it on one’s own is not everyone’s
goal; it is a narrow and lonely journey for
most! Those who succeed, make it with lots
of sacrifice and determination. However,
the journey doesn’t end here. Even after
a business has been successfully created
with stable profits and long term secure
contracts, the issue of business succession
continues to haunt many entrepreneurs.

Business Partnership or Private
Limited Business
The unfortunate event for a very successful
business is when the founder or partner
deceases before a proper succession
plan can be drawn up. The estate of the
deceased partner/director will be given
to the surviving family of the deceased,
creating an immediate vacuum in business
related transactions. This is especially if
the surviving spouse has no experience
in running the business and that can
prove a disaster for the surviving partner
in continuing with the business venture.
Usually, the surviving business partner
will close down the business, only to open
up again next door, leaving the widow
with very little bargaining power on the
actual value of the company. Even the
most honest business partner has limited
funds to pay back the widow because the
business is forced to shut down. A proven
solution is to draft a buy-sell agreement
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where the shareholders of the company
predetermine the value of the business
and how the shares are disposed of in the
event of a trigger event such as death,
total permanent disability or even major
illnesses. Each of the shareholders will
sign a Power of Attorney to the trustee
who will act on behalf of them as far as
the transferring of shares is concerned.
There are many ways to fund the buy-sell
i.e. sinking funds, self-funding by creating
immediate funds or the most preferred
funding method, insurance funding.
Because only a fraction of premium used to
fund the insurance policies, it makes lots of
sense to pay the amount rather than forking
it out from their own pockets. Upon the
decease of a shareholder, the trustee shall
claim the insurance benefits and at same
time execute the buy-sell agreement which
shall state who the beneficiaries are and
which shareholders to transfer the shares
to at a fair value agreed earlier during the
signing of agreement. That is why it is very
important to use an independent corporate
trustee to execute the transfer clearly and
transparently. Both parties’ interests are
protected in this way.

Businesses With Key Person(s)
Good and competent employees are
very hard to come by these days. After
working for a number of years, they may
be headhunted and offered better salaries.
In order to maintain and keep good
employees, better and comprehensive
benefits must be in place to prevent
them from looking elsewhere. However, a
premature death is something we cannot
prevent from happening. We can only
secure the risk of losing key employees due
to premature death by providing a key man

insurance plan. Firstly, we need to identify
which employees are the backbones of the
company; they are usually the key person
swho make the right decision in doing
business or in management. Without their
experiences and skills, the business will
not be where it is today. They play vital
roles in bringing the company to the next
level because of their loyalty, dedication
and belief system. Losing any key person
like that may cost the company lots of
money and time to train up equivalent
individuals. In order to maintain the lead
in the business, these key employees shall
have a life insurance policy to cover against
the element of risk such as death, total
disability and major illnesses. Upon such
events, the insurance company shall pay
to the company owner the agreed sum
assured by way of absolute assignment
to the company. The proceeds of the
insurance are then used by the company to
seek a successor immediately and employ
the right candidate for the position. The
company does not lose out in terms of time
and capital but is able to find a suitable
replacement immediately with the money
from the claims. Key man insurance does
not benefit the employee but the employer
in this case. To benefit the key employee,
a group term life can be arranged to cover
premature death. In that case, the term
insurance will cover the next few years
of the employee in the form of income
replacement.

For the Self-Employed
The self-employed are usually highly
motivated and passionate about the
business they are carrying on. All the
successes are attributed to the long hours
and hard work that individual puts in.
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When a premature death occurs, the entire business grinds to
a halt almost immediately! A good example is your local doctor;
unless the practice has built strong goodwill and reputation, the
deceased cannot sell the business to another doctor at an agreed
price. In most cases the practice will just die with the owner. Clients
will go elsewhere to seek medical attention. The same goes for
other individually-owned businesses. A proper solution to this
problem is by first conducting a comprehensive financial plan to
establish where the financial needs are and how to address those
concerns. With proper financial planning, these obligations can be
addressed and pre-planned by using an insurance trust. Even after
proper estate planning, without finances, the family will not be able
survive for a month. By having an insurance trust, family members
can have continual financial support for the remainder of their
lives. For an insurance trust to be effective, firstly, the owner needs
to find a large enough lump sum to create an immediate estate
for the family. Usually, the best and cheapest means to do this is
by having an insurance to fund the trust. This is possible because
the trust only takes effect upon the death of the breadwinner. To
establish the amount of insurance, one must first work out how
much survival income the family needs for a certain duration of
time until the last child is fully independent. The other factors to
consider are the education needs and medical expenses of the
surviving spouse. We may also determine how much funds are
needed to maintain our aging parents’ medical needs
and welfare too. Once we can establish how much
insurance is sufficient to maintain the family in the
event of a death, we can purchase the insurance
or use existing insurance policies to establish
the trust. The insurance policies are then
assigned to the trustee, who in the event of the
death of the policyholder shall distribute the
funds according to the trust deed that has been
set up. Therefore, it is important to have a
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corporate trustee than an individual trustee for perpetuity reasons
and better administration because a corporate trustee shall give an
account of record keeping as opposed to an individual who may not
have the capacity to do so. The benefits of the insurance trust can
be summarised below:• It is creditor-proof once it is set up, subject to the Bankruptcy
Act 1967.
• As it does not form part of the estate, there is no need for
probate and the family gets immediate cash.
• Payment to the beneficiaries can be in a lump sum or in
staggered payments to avoid spendthrift beneficiaries from
using up the money in a short time.
• The deceased owner has full control over the insurance
proceeds as spelled out under the trust deed.
• The duration of the trust can be established.
• It can be used to fund the education of minors until they reach
the age of majority.
• It can be used to take care of the medical and welfare needs of
family members, both senior and the spouse.
• The deceased client can withhold money for future use, such
as wedding gifts, to start up business ventures or even as down
payment for the purchase of a home.
• It can be used for the payment of debts.
The benefits are endless depending on the needs of
the family and the ability to purchase the insurance
premium initially. The set-up cost is very
affordable initially but clients must
be aware of the subsequent trustee
fees for the administration of the trust.
The insurance trust not only protects
the interest of the loved ones but also
gives peace of mind to the owner,
knowing the trustee shall follow
the instructions given under the
trust deed.
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Wise Investor Series:
Learn So You Don’t
Get Burnt!
T

he old adage goes that you should “look before you leap”. Similarly, in the investing world, you should always learn all you can about an
investment product before putting your money into it to avoid unnecessary losses or getting “burnt”. Here are some simple tips to guide
you in making informed investment decisions:
1) Invest in products you understand

5) Diversify your investments

Understand the business model and the various risks and opportunities
that the company has, as well as the financial side of their business.
Try to identify well-run, growing companies with reasonable valuations.

Diversification is one of the most important components for reaching
long-range financial goals while minimising risk. There are many ways to
diversify your investments. You can diversify across countries, industries,
asset classes and products that are not subjected to the same economic
factors or risks.

2) Conduct research and analysis
In whatever investment you make, do some research and analysis first.
For example, when you are buying stocks of a company, you are actually
owning a piece of the business. Therefore, evaluate the stock price
from the perspective of the underlying asset value, financial strength
and future earnings prospects, instead of focusing on the short-term
fluctuations in the market. Performing a detailed analysis will enable you
to identify the intrinsic value of the company.

3) Arm yourself with as much legitimate information
as possible
The advancement of technology has resulted in an overwhelming array
of information being made available to the public. How would you
differentiate between legitimate and false information? For example, if
you invest in stocks, you may want to check with the regulators such
as the Securities Commission Malaysia or Bursa Malaysia because
they make it obligatory for listed companies to periodically disclose
information regarding the company’s affairs and financial performance
to the public. It is your responsibility to seek as much of this information
as possible, which is crucial in improving your ability to better evaluate
and judge the state of your investments.

4) Have a realistic return objective
If you expect abnormally high returns from your investment, you will
probably be exposed to unnecessary risks to achieve it.
There is no shortcut or quick way to make money! Instead, set a realistic
return objective and then make decisions based on sound investment
principles and have the discipline to maintain the course throughout.
Additionally, remember to consider the factors that may affect your
returns such as economic conditions, type of investment product, risks
involved, fees and charges and
others.

6) Treat the market as your friend
Many investors are afraid to enter the market due to fear of losing money.
Realistically, investors should recognise that low-risk investments bring
slightly lower returns while higher-risk investments tend to bring higher
returns. Therefore, if you understand the key fundamentals of investing
such as product’s features and characteristics, its risks and returns, the
economic factors that would affect its performance, investing strategies,
and the principles of portfolio management, you would be better
equipped to make an informed investment decision. This willthen make
the market your friend.

7) Avoid timing the market
Although opinions on market timing are divided, we say without doubt
that it isvery difficult to be successful at market timing continuously over
the longrun. For the average investor who does nothave the time (or
desire) to watch the market on a daily basis, there are good reasons to
avoid market timing and focus on investing for the longrun.

8) Seek help when necessary
You may have read the best investment books and garnered knowledge
from the best investment gurus, but it does not mean that you will
be ready to jump into the investment world without any help! Good
information and knowledge from qualified, licensed, and experienced
financial planners, financial advisors and brokers will help you achieve
your investment goals. In addition, make sure they have the required
licences to counsel you and are registered with the SC.

*The above points are not exhaustive and only serve as a general guide to wise investing. Wise investors will make informed investment decisions after
arming themselves with as much legitimate information as possible. Remember, knowledge is the best protection!

Disclaimer

The information provided in this article is only for educational purposes and reflects the market conditions at a specified point in time, which may lapse and affect its
relevance. This article does not necessarily represent the official view of the Securities Industry Development Corporation and should not be used as a substitute for legal
or other professional advice.
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Appointment of Trustee
for Trust Policy under
the Financial Services
Act 2013
T

he Financial Service Act 2013 (Act 758)
(hereinafter known as “FSA”) came into
force on 30 June 2013. The FSA repealed
most parts of the Insurance Act 1996 as
stated in Section 271 of the FSA. Section 275
of the FSA provides for the retention of some
parts of the Insurance Act 1996 in order for
the full transition to the FSA to be made over
a period of time.
The rules on payment of policy moneys upon
the death of the policy owner in a life policy
and also that under a personal accident
policy are found in Schedule 10 (hereinafter
known as “Sch 10”) of the FSA.
Under Para 2(1) of Sch 10, a policy owner
who is 16 years old can legally execute a
nomination, instead of the previous 18 years
old in the Insurance Act 1996. However,
the witness to the nomination must be an
individual who is at least 18 years old, of
sound mind, not blind and not a nominee to
receive the proceeds. The policy owner at 16
years old will have the right to nominate his
parent(s) as the trust beneficiary under Para
5(1) of Sch 10. The same nomination rules
and appointment of trustee discussed below
would apply to the 16 year-old policy owner.
Under Para 5(1) of Sch 10, the nominees
named for the policy owner will become
trust beneficiaries if the nominees are:
i. Spouse or child; or
ii. Parent(s) if there is no spouse and child
at the time of nomination.
The significant change the FSA made is found
in Para 5(3) Sch 10 where the policy owner
CANNOT appoint himself as trustee.
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In the event there is no trustee appointed
or where the policy owner is the trustee
(especially for appointments made before
30 June 2013), the competent nominee
(who would be at least 18 years old and is
not incapacitated mentally or physically)
would be presumed as trustee.
In the event there is no such competent
nominee to be trustee, the parent of
the incompetent nominee (who would
be someone below the age of 18 years
and/or who is incapacitated mentally
or physically) would be the trustee. This
becomes a problem where the policy
owner who specifically wanted to exclude
the ex-spouse or an irresponsible spouse
to receive any part of the sum insured that
was reserved for the children. Effectively,
this is the “back door” to claiming the sum
insured by the ex-spouse or irresponsible
spouse.
In the event there is no surviving parent
of the incompetent nominee, the Public
Trustee or a trust company nominated by
the policy owner would be the trustee.
For the “…...a trust company nominated
by the policy owner…”, it is unclear what
instrument is accepted by the insurance
company for the appointment
of the trust company to
act as trustee. Will
the executor of
the Last Will
and Testament
be deemed as
trustee
for
the
policy or would an

azhar iskandar hew

senior general manager
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appointment letter signed by the policy
owner be sufficient?
Prior the FSA, the practice was that the
policy owner may appoint himself as
trustee. This afforded the policy owner
flexibility when dealing with matters
related to the insurance policy. Now, under
the FSA, such appointment of the policy
owner as trustee is no longer allowed.
It is worth noting regardless of whether
the beneficiaries under Para 5 of Sch 10,
FSA are competent or not, the trustee of
the policy would be the party recognised
by the insurance company able to submit
death claim and receive the sum assured
once the death claim is approved.
Is the policy owner still allowed to deal
with the policy without any restrictions?
The answer lies in Para 5(5) of Sch 10. It
states “A policy owner shall not deal with
a policy to which subparagraph (1) applies
by revoking a nomination or adding a
nominee other than his spouse, child or
parent under the policy, by varying or
surrendering the policy, or by assigning or
pledging the policy
as security, without
the written consent
of the trustee.”
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An examination of subparagraph (5) below would reveal the following:

Situation

Is The Trustee’s Consent Required?

The policy owner nominated wife (50%), son (25%) and daughter (25%). He would
like to remove the wife and her portion be added to the son’s and daughter’s portions
equally.

Consent from the trustee is not required because it is not “revoking nomination or
adding a nominee other than his spouse, child or parent under the policy”.

The policy owner nominated wife (50%), son (25%) and daughter (25%).
He would like to remove the wife (who is now his ex-wife) and add his new wife to
receive her portion.
The policy owner nominated wife (50%), son (25%) and daughter (25%).
He would like to add another son (illegitimate) from his relationship with another
woman to receive a nominee. The new nomination will be that the wife (20%), son
(25%), daughter (25%) and new son (30%).

Under Section 2 of the FSA, “child” includes an illegitimate child, a step-child and a
child adopted under any written law of Malaysia or of any place outside Malaysia, or
under a custom recognized by a class, category or description of persons in or outside
Malaysia. So the illegitimate child shall receive the proceeds as beneficiary under Para
5(1) Sch 10.

The policy owner nominated wife (50%), son (25%) and daughter (25%).
He would like to remove the wife and add his mother to receive her portion.

The trustee would need to consent to the revocation of the nomination of the wife
and addition of a nominee other than his spouse, child. As the policy owner is married
with children at the time when he adds his mother as nominee, the mother is not a
beneficiary under Para 5(1) and will only receive the policy moneys act as executor for
the portion of the policy moneys received by her.

The policy owner would like to either vary or surrender the policy,
or by assigning or pledging the policy as security

Consent from the trustee is required. However, the term “varying” is wide and requires
its boundaries to be determined by the insurance company. Would the following be
deemed “varying”:
• Change of mode or frequency of payment?
• Change of address?
• Withdrawal of cash value?

The appointment of trustee to give consent to the above matters would
raise another concern – if the trustee refuses to consent, will the policy
owner be allowed to remove the trustee and appoint a new trustee?
The FSA is silent on the appointment of a new trustee to replace the
existing trustee. The policy owner is allowed to appoint a new trustee
to replace the existing one. The insurance company would determine
what situations require the outgoing trustee to consent and what
situations do not require such consent.
The issues raised above can easily be resolved by:
1. Appointment of a trust company as trustee of the policy; or
2. Creation of a life insurance trust.

Appointment of Trust Company as Trustee
Instead of the policy owner appointing an individual as trustee who will
die or become disabled or abscond with the policy proceeds, it is much
better for a trust company to be appointed as trustee.
The trust company would charge its trustee’s fee (usually around 0.75%
and is usually prorated to the number of months it works as trustee
upon receiving the proceeds) but the advantages listed below over an
individual outweigh the disadvantage of paying the trustee’s fee.

Individual
As Trustee

Trust
Company

?

Yes

Ease to obtain consent

??

Yes

Continuity of existence

No

Yes

Indemnity insurance

No

Yes

Proper distribution to beneficiaries

??

Yes

Area
Accountability and professionalism

Creation of A Life Insurance Trust
Where the policy owner wants to ensure that the policy proceeds are to
be handled in a structured manner to provide protection, preservation
and proper distribution, a life insurance trust can be created.

The diagram below illustrates the general structure of the life insurance
trust.
In order for the trust to be created, the life insurance policy needs to
be assigned to the trustee. This will enable the trustee to claim for the
insurance proceeds upon death or disability of the settlor (who is the
original policy owner). The settlor would provide instructions to the
trustee by executing a trust deed. The settlor is to determine when the
trust is to end so that the remainder of the policy proceeds shall be
distributed to the named beneficiaries.

The Advantages of a Life Insurance Trust are:
Area

Advantages

Beneficiary

The settlor may choose ANYONE (even charitable organizations)
to be the beneficiary of the trust and the proceeds will not be
part of the settlor’s estate. The beneficiaries of the trust need
NOT be spouse, child or parents.

Substitute
beneficiary

The settlor may also name substitute beneficiaries to receive
from the trust, whereas an insurance nomination would not be
able to do so.

Control on
distribution

The settlor may state conditions how and when the beneficiaries
are able to use their entitlement. The trustee would carry
out the instructions of the settlor. The trust may also include
periodic distribution to the beneficiaries rather than in one lump
sum.

Accountability

Since the trustee is a trust company, it will be accountable to
the beneficiaries as to the management of the proceeds. The
trustee would issue financial statements every 6 months as part
of the trustee’s regular reporting to the beneficiaries. Would an
individual trustee do so?

Continuity of
existence

The trustee being a trust company would be able to carry out
its duties as trustee without concerns against death, disability
or illness.

Even though the FSA raised problems with regard to the appointment of
trustee, such problems can be resolved by appointing a trust company
as trustee or the creation of a life insurance trust.

The trustee for the insurance trust would need to be a trust company,
like Rockwills Trustee Berhad, to provide professional trustee services
to fulfil the terms of the life insurance trust.
fi nan c ial 1 s t
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Are You Making Some of
these Common Mistakes
when Investing?
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E

very individual goes through several stages in their very own
journey of financial life. Generally, people begin by looking for a
job or a career that can help us live comfortably and to satisfy our basic
needs. Once the basic survival needs are taken care of, we start to think
of savings, investments and also protection of our income and assets.
The balance money that is left with us upon taking care of these basic
needs is called disposable income. The disposable income can either be
consumed or invested. If one makes a choice to invest, then all forms
of investment need careful evaluation and consideration before taking
action. However, most investors make the same common mistakes
when it comes to planning and executing a successful investment plan.

1. Not Building a Contingency Fund before Embarking
on Investment
The purpose of having a contingency fund is to take care of your
family and your expenses in an emergency situation, such as loss of
job, markets crashing, medical emergency or any unfortunate event
that comes with an economic loss for some time. Often, there are
financial obligations that we absolutely must meet no matter what
the situation we are in. Mortgage repayments and other forms of
equated monthly instalments (EMIs) are a good example. Therefore,
having a contingency fund is of utmost importance before making
the first step into the journey of investment. Having adequate life
insurance and medical insurance is an important component of a
complete contingency plan. If for some reason your cash inflows
may be reduced or halted, or expenses suddenly exceed your
income, you do not have to worry because you have anticipated this
and have set the funds aside. Thus, your first step should be to start
saving for at least 6 months of your regular expenses before you
begin to invest.

2. Focusing Only on Returns

There are just too many people out there in the market who are just
excited about the returns of an investment. Most of us understand
that a return is what you make on an investment. However,
people hardly talk about risk at the point of making the decision
to embark on an investment. Returns and risk are best buddies;
they are always in the same direction. We all know what risk is - the
possibility of losing your hard-earned cash. What many people do
not understand, though, is the relationship between the two. The
relationship between risk and return is often represented by a tradeoff. In general, the more risk you take on, the greater your possible
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return. Think of lottery tickets, for example. They involve a very high
risk and the possibility of an extremely high reward. Your personal
risk tolerance can affect how much risk you take on, but sometimes
a lack of information can get in the way and influence the investor.
When it comes to your money and the financial decisions you make,
the more informed you are, the more rationally you will be able to
assess risk and return. Thus, spending more time in assessing the risk
will be crucial in your decision making.

3. Putting All your Eggs into One Basket

We have heard this idiom so many times, yet people still do it. Putting
all your eggs into one basket means, in most cases, investing all of
your resources or money into one thing. In Malaysia and some other
parts of the world, investors have over leveraged themselves to get
into the bull run of the property market. They have invested most, if
not all their money into properties. The comparison is that if you put
all of your eggs into one basket and something happens to the basket
such as you drop it, all of your eggs break and you have nothing left
compared to distributing your eggs into two or more baskets, so
if something happens to the one, you still have your other eggs. If
you invest all of your money into the same stocks, shares or even
investments of the same class, you will stand a higher chance of
losing all of your money. In modern times, this idiom is best seen
as the investment concept of diversification. The idea is to spread
(diversify) your risk across several non-related areas. An investor can
reduce portfolio risk simply by holding combinations of instruments
that are not perfectly positively correlated. In other words, investors
can reduce their exposure to individual asset risk by holding a welldiversified portfolio of assets. Diversification may allow for the same
portfolio expected return with reduced risk. Hence, putting all your
eggs into one basket means putting all of one’s hopes into one
outcome.

4. Timing the Market

Timing the market is a very big gamble that an investor can undertake,
especially when investing in stocks. Even experts have busted fortunes
by timing the market. It is a big gamble because not only you have to
make one correct call but two – getting in at the right time and exiting
at the right time. That is not just the happy ending yet, you have got
to do it again and again as long as you invest, in the hope of getting it
right all the time. Timing the market has always been a losing strategy
for long term investors.
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Name

Started
Number of
Investment
Saving at Age Years Delayed Time Horizon

Andy (Aged 20)

20

Benn (Aged 20)
Chris (Aged 20)

Interest
Rate

Future Value of
Investment @
Age 55

Cost of Waiting
MYR -

0

35

MYR 500.00

10%

MYR 1,914,138

25

5

30

MYR 500.00

10%

MYR 1,139,662

MYR 774,476.00

35

15

20

MYR 500.00

10%

MYR 382,848

MYR 1,531,290.00

5. Chasing the Investment Market

Not only the common investors, but even the professionals who
have tremendous experience have fallen prey to this trap. People are
influenced by their peers to adopt certain behaviours, follow trends
or purchase items. It’s just like the scene in the movie Titanic where
Jack Dawson (Leonardo Di Caprio) said to Rose (Kate Winslet), “You
jump, I jump”. Somehow people feel safe when they start doing what
everybody else is doing. When everybody jumps they just cannot
wait to do the same thing. In modern times, there are still many
situations that call for a herd mentality, but in the world of investing,
following the crowd often is not always wise.
I realise people develop the herd mentality firstly because they doubt
their own ability, doubt their investment plan, doubt their investment
portfolio, doubt their investment returns, doubt the advice given by
financial professionals...it is all about doubt, doubt, and doubt. This
doubt will lead to fear, fear of the unknown, the unexplored will start
to emerge. Eventually you will always find yourself taking the “safest
route”, missing out on what might be some of investments’ greatest
adventures. More often than not, most bad decisions in investments
come about from a place of self-doubt or fear. What would be wrong
is to end up on that path just because everybody else around you
seems to be on it. Be cautious of the fact that the herd mentality
might be impacting your investments more than you realise.
In essence, following the herd, you are probably getting in late on
investments that could have been a good short-term purchase prior
to being popular. If you see a financial trend and follow it, it probably
means you are buying an already-inflated investment. A trend is a
trend because demand has gone to that side of the market. The
buying of trendy investment is, by definition, buying it at an inflated
price point.

6. Procrastination

Most people do not understand that every investment needs time.
Time is a crucial asset for an investment. Depending how you use
this asset, it can work for you or against you. By postponing your
investing, you are not utilising the time asset.
The time and the amount of money required are inversely
proportional. What this means is the more time you have, the less
money you need to invest. The longer you wait to get started with
your investments, the more money you will have to put in to get the
same type of return as somebody that started earlier.
Here’s an example: Let’s take three people, Andy, Benn and Chris.
Andy was smart and at age 20 he started investing $500 per month.
Benn started investing $500 per month at age 25. Chris, always
waiting for the “right time”, started investing at the age of 35.
Assuming 10% return on their investments, and their desire to retire
at age 55, how much will each have if they continue investing $500/
month until they retire?
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Investment
per Month

Waiting five years to start investing cost Benn $774,476, and waiting
fifteen years to start investing cost Chris a total of $1,585,290 That’s
more than 1.5 million in losses for not making the decision early just
like Andy. You might be looking for the right time to start investing.
The only “right time” to start investing is today. Putting off investing
for any reason is going to cost you much more in the long run than
getting the timing correct.

7. Making Emotional Decision when Investing

There are many factors around the globe that could bring about
market volatility and sadly, some of these things are not within the
control of investors. Such conditions could trigger investors to behave
and react in a certain way. Many investors make drastic investments
decision to rebalance their investments portfolios at the time of
crisis. However, investors are always urged not to make emotional
investment decisions that could negatively affect their long-term
investment goals. Making emotional decision in investments could
be very destructive, as such decision could bring about a devastating
effect on the ability of investors to make sound investment decisions
based on logic and reason.
Moreover, emotion could also cause investors to panic during market
dips and become greedy when markets rise, become irrationally
attached to their investments, and take on too much or too little risk.
Such behaviours could significantly bring about negative impact on
investment returns.
It is recommended that when people choose to make an investment,
they should write out some notes to themselves, explore and
understand how they will feel and react in worst case scenarios. This
could form as emotional preparation. Such emotional preparation
helps with investment decisions that you undertake at the time of
crisis.

8. Conclusion

Although the list of investment mistakes may not be exhaustive, being
aware of some of these mistakes that influence your thinking and
decision making pattern can help you make better financial decisions
in future. The most important thing is to have a sensible framework
and to have the discipline to stick to your plan.
November 2013 |
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Financial Stewardship:
Your Pathway towards True
Financial Freedom!
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Dear Friends and Fellow Practitioners,
It was exactly three years’ ago that I contributed an article to this
magazine on this very same topic. In this issue, allow me to elaborate
more on this subject matter as it’s more important now than ever
that we become good and faithful stewards. My goal is to open your
minds and your hearts that you understand this concept well so that
you may be able to steward your life and that of your clients towards
True Financial Freedom and Peace! If that’s what you desire, read on.
Otherwise, thanks for reading up till this point and may you find your
own pathway towards True Financial Freedom and Peace!

What is Stewardship?
The word “Stewardship” may be inferred from the Greek word Oikonomia
from which we derive the word “Economy”. According to Wikipedia, the
free online encyclopaedia, the basic meaning of the word is “handling”
or “disposition” or “management” or more literally, “housekeeping” of a
thing, usually assuming or implying good or prudent handling (as opposed
to poor handling) of the matter at hand. It simply means “management
of a household,” and it refers to the responsibility that is entrusted to a
manager. A steward acts as an administrator of the affairs and possessions
of another. He is fully accountable to his master (or in our case, our clients)
and may act justly or unjustly.

Ownership versus Stewardship
As fellow human beings, we have been entrusted with a stewardship; the
things we call our own are not really ours, but our Creator’s. We have no
possessions, and we do not even own ourselves. But, hold on a second,
you might say… Doesn’t the world tell me that it’s My Home, My Car, My
Assets, My Family, My Money and it’s all about living My Life to the fullest?!
Yes and how sadly that’s true – our materialistic world has placed private
ownership above public stewardship and indirectly equated self-worth with
our net-worth!
The Blessed Pope John Paul II once said, “I leave no property behind me of
which it is necessary to dispose”. These profound words truly encapsulate
the essence of the meaning of stewardship. The question we may have
to ask ourselves at this juncture is – Why does the world place so much
importance on the ownership/ accumulation of wealth? Does it really
guarantee us a life free of financial worries and thus ensure our happiness?

Financial Freedom – An Elusive Goal?
As financial practitioners, we preach a lot about Financial Freedom and in
fact, this may be the ultimate financial objective for most people. Is this
one of your goals as well? Before we proceed further, let’s have a common
understanding of the term “Financial Freedom”. If you were to do a search
on Wikipedia, it doesn’t even define the term “Financial Freedom” but
rather, it redirects you to the term “Wealth” and “Wealth” is defined as
the abundance of valuable resources or material possessions. Simply put,
Financial Freedom is having no financial worries whatsoever as you have
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more than enough to live by, wouldn’t you agree? However, do the wealthy
worry about their money? For those who handle clients within this segment
of the society, you can attest to the fact that these people may just have
more financial worries that the average Johan (and that’s the very reason
they need your service!).
So my friends, how then do we really achieved True Financial Freedom or
is there such a thing at all? Let’s now take a look at what True Financial
Freedom really is.

What is True Financial Freedom?
The concept of Financial Freedom as defined by most financial gurus
is mainly having enough money to do whatever we wish and not be
dependent on anyone or anything, or in other words, being self-sufficient.
What is wrong with this view, you may be thinking... The only problem
with this view of Financial Freedom is that it drives us towards being too
self-centred and makes us feel as though that we are in full control of our
destiny. But deep down, we know we are not – a higher power is.
Besides proper financial planning, the attitude you have towards money will
do more for determining whether you become truly financially free than
any other issue. What do I mean by attitude? It starts with the role money
plays in your life. Take some time to think through these questions:

•
•

Is money a means of fulfilling your God-given responsibilities, or is
it an end in itself?
Are your financial goals determined by the “kiasu” culture, with
an emphasis on having or do they have as their foundation moral
principles, which emphasizes “being” over “having”?

The way you can achieve True Financial Freedom and peace is to recognize
that God has a plan for your life – including your finances. He is our Creator
and wants what’s best for us. While there may be many books on money
management and helping you plan for your finances, you might discover,
sooner or later, that our faith provides the answers we’re looking for, so we
can develop a healthy, wholesome and holy attitude when it comes to how
we manage our money. In fact, how you handle your money is one of the
best indicators of the strength and vitality of your spiritual life.
For too long, we’ve allowed a wall to separate our faith lives from our
finances. It’s time to break down that barrier and move forward on the
journey to True Financial Freedom: freedom from debt, learning to be
generous and knowing how to set godly priorities, which include saving for
the important things in life.

Becoming a Steward of Providence
As we set financial goals that will lead to True Financial Freedom, the reality
of eternity must be kept front and centre. We have to ask ourselves these
three fundamental questions:

•
•
•

Who Am I?
What is My Purpose in Life?
Does How I Live Today Have an Impact on My Eternal Destiny?
f ina n ci a l 1 st
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Wow, the questions above may be simple but not easy ones to answer. Until
and unless we are willing to search deep into our souls and discover the
answers to the questions above, we cannot attain True Financial Freedom.
You should come to discover that it does not merely focus on “Me”, “Myself”
and “My” needs and goals but that of “Ours”, “Us” and especially the less
fortunate. It is important to recognise that all that we have comes from God
and that He is sovereign over all things. We are not in total control and neither
should we aspire to control all things. We are merely Stewards of the things
that have been entrusted upon us, be it wealth, position or power. We have
a moral and social obligation to use it for the benefit of the greater good.
A very apt guide or advice may be found in the Catechism of the Catholic
Church, Paragraph 2404:
“In his use of things man should regard the external goods
he legitimately owns
not merely exclusive to himself but common to others also,
in the sense that they can benefit others as well as himself.
The ownership of any property makes its holder
a Steward of Providence,
with the task of making it fruitful and communicating its benefits to
others, first of all his family.”

What does Being a Steward of Providence Means?
As financial planners, we are actually in a very important and influential
vocation as we have the power to shape behaviours, form minds and
transform lives. When we recognise that God is sovereign over all that we
have and accept the role of a steward, we find that our attitude toward
money changes. Instead of self-seeking that is so prevalent in our society
and leads many people into financial and spiritual straits, we use the gifts we
have been given for the well-being of our family, those close to us and for the
greater good of mankind.
So, what are those gifts which have been given to us which require us to
steward? When the topic of stewardship comes up, most people think of only
one area – Money. However, stewardship is all-inclusive as it touches every
area of life, including our Time and Talent as well as our Treasures. Let’s take
a look at each of these priceless gifts.

Stewardship of Time
Each of us has been given just enough time to accomplish our Purpose in
Life during our lifetime here on earth. Time may be our most valuable asset,
but without a proper perspective, we will spend it foolishly. Therefore, we
should be investing our time wisely and we cannot be presumptuous about
the future as tomorrow may just never come. Like other assets, our time is
owned by our Creator and we must be sensitive to opportunities so that we
can make the most of them. Our use of time will reflect our priorities.
Just as it is wise to budget our financial resources, it is also wise to budget
our use of time. Most time is wasted not in hours, but in minutes. If we do
not regularly assess the way we spend our 168 hours per week, our schedules
will get cluttered with activities that may be good, but not the best. How
much quality time do we spend in quiet time reflecting on our life’s purpose,
with our spouse, with our children, and with our neighbours? We are to be
faithful stewards, not squanderers, of the time that has been given to us.

Stewardship of Talents
We have seen that the concept of stewardship always relates to the
management of something that does not belong to us, but to someone else.
Even our talents and special abilities belong to our Creator. We have been
entrusted with aptitudes and abilities, and as good stewards, we must use
them for the good of mankind and not just for ourselves. This is true not only
of musical, artistic, athletic, academic, business, and persuasive talents, but
also of the spiritual gifts we have received. Faithful stewardship of natural
talents and spiritual gifts requires that we use them to glorify our Creator
and edify others. Our purpose is not to please ourselves, but to serve others.

fi nan c ial 1 s t

To quote from St. Paul:
“Do nothing from selfishness or empty conceit,
but with humility of mind;
Let each of you regard one another as more
important than himself;
Do not merely look out for your own personal interests,
but also for the interests of others.”
Another aspect of good stewardship is that we learn to concentrate on the
things we can do well and not worry about the things we cannot do. Our
calling is to be trustworthy with what we have been given, and not to envy
or covet another person’s abilities or mission. Our abilities come from our
Creator, and we have been equipped to fulfil the purpose for which we have
been designed. Each of us has an arena of influence, whether large or small,
and a specific mission that has been placed in our care. Regardless of what
we have been given, every stewardship is tested by the same standard:
faithfulness. It is not the size of our mission that counts, but what we do with
what we have been entrusted.

Stewardship of Treasure
In addition to our resources of time and talent, we have been entrusted with
the stewardship of various treasures including our bodies, our minds, and our
opportunities. For our purpose, we will focus on the treasure of our financial
resources, since this is a basic concern that affects us all.
When it comes to governing our financial affairs, we must choose between
two radically different approaches: the values of our society, or the values of
our Creator. The first alternative tells us to find happiness and peace through
money; the second tells us to find the desire of our hearts in our Creator and
to be content with what we have been given. Money is a good servant but a
bad master – if we follow the world’s wisdom, money will dominate us, but if
we submit to “the wisdom from above”, money will serve us as we use it to
our Creator by serving others.
Proper stewardship of our financial resources is of paramount importance as
many people have trouble managing their money, and that they would spend
a great amount of time earning, spending, and investing it. A second reason
is that money has a profound effect on interpersonal relationships. Many
people spend more than half their time thinking about money, and financial
difficulties are a major cause of marital conflict and divorce. A third reason
is that the way we use our money is a real measure of our commitment to
our Creator.
Therefore, True Financial Freedom and Peace comes forth from responsible
Stewardship of our Time, Talents and Treasures. This should be a part of our
mission as financial planners/ advisors, and the wise person seeks the timely
practice of timeless principles in this vital area.

In Conclusion…
Whatever we think we own (even if we’ve paid off our loans) is really not ours.
We are merely trustees of the wealth, position and power that come into our
hands. As Stewards of Providence, it is our responsibility to provide for our
less fortunate brothers and sisters, apart from our own family. Remember
that ultimate happiness can’t be found in what we possess but rather how
we use what we possess for the benefit of others, especially those in need.
In a way, as Financial Planners, we should be using all of our God-given time,
talents and treasures to steer our clients back on the right track towards
True Financial Freedom and Peace. For this to happen, it is crucial that we
grow in our understanding of what our Creator wants for us rather than
pursuing what We want, wouldn’t you agree? Whatever it is, all of us have an
important mission to accomplish and may we all finish our life’s journey with
a pat on our backs and a voice echoing above us saying:
“Well done, my Good and Faithful Steward!”.
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