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MALAYSIAN INSTITUTE OF ACCOUNTANTS 
FINANCIAL REPORTING STANDARDS IMPLEMENTATION COMMITTEE 

(“FRSIC”) 
  

FRSIC Issue No. 34 [2010] 
Fair Value of Qard Hassan Extended by Takaful Operator to the Takaful Fund 

The issue: 

Should qardh hassan from a takaful operator to a policyholders’ fund be measured at fair value? 

In Malaysia, takaful, or “Islamic insurance”, operates as pools of policyholders’ funds managed 

by a takaful operator. Where a fund suffers a deficit, a takaful operator will provide an interest-

free loan; qardh hassan, to the fund. The qardh hassan would be repaid to the takaful operator 

when there is a sufficient surplus. 

Several stakeholders had asked: 

(i) Whether a takaful operator would need to measure qardh hassan at fair value under FRS 

139; and if so, 

(ii) Paragraph AG64 of FRS 139 provides that the fair value of a long-term loan or receivable 

that carries no interest can be estimated as the present value of all future cash receipts 

discounted using the prevailing market rate(s) of interest for a similar instrument (similar as 

to currency, term, type of interest and other factors) with a similar credit rating. Thus, if 

qardh hassan were to be fair valued, would the “prevailing market rate” be: 

(a) the rate generally imposed on qardh hassan, which is nil; or 

(b) the rate that would be applied to a commercial loan with the same quantum and 

terms. 

Current accounting practice as observed by the Submitter: 

Currently, qardh hassan are measured at cost by takaful operators. 

Reasons for the FRSIC to address the issue: 

Qardh hassan is commonly used by takaful operators in Malaysia. Therefore, its measurement is a 

widespread, practical issue. Moreover, with FRS 139 coming into effect on 1 January 2010, 

speedy resolution of this issue is especially important. 

Submitter’s proposal or recommendation to address the issue: 

i. Measurement at cost where qardh hassan is a current asset 

Where qardh hassan is “rolled-over” annually, it may be deemed as repayable on demand 

and a current asset. Therefore under Paragraph 46(a) of FRS 139, such a loan or receivable 



FRSIC Issue No. 34 

Fair Value of Qard Hassan Extended by Takaful Operator to the Takaful Fund 

 

Malaysian Institute of Accountants 
Dewan Akauntan, 2 Jalan Tun Sambanthan 3 Brickfields, 50470 Kuala Lumpur, Malaysia 

[Web] http://www.mia.org.my [Phone] + 60 3 2279 9200 [Fax] + 60 3 2274 1783 
2 of 2 

with fixed determinable payments may be measured at amortised cost. 

ii. Applying a nil market rate where qardh hassan extends to more than one annual period 

The Syariah Advisory Council of Bank Negara Malaysia had resolved in its 71st meeting on 

26-27 October 2007 that a return based on time value of money cannot be imposed on 

qardh. Since qardh is not commercial in nature, it would be inappropriate to apply a 

commercial rate of return to it. As mentioned in Paragraph AG64 of FRS 139, all future 

cash receipts are to be discounted using the “prevailing market rate(s) of interest for a 

similar instrument”. Since “a similar instrument” would be qardh hassan that other takaful 

operators in the industry extend to their respective policyholders, the “prevailing market rate” 

would be that those takaful operators charge, which is nil. 

Submitted on: 

14 January 2010 

Corresponding Guidance: 

Guidance on Special Matter No. 2 – Presentation of Financial Statements for Takaful Companies; 

and Classification and Measurement of Qard [To view, click on the Guidance title] 
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