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Decision number 177 (19/3)
regarding the
role of Shari’ah supervision in regulating the operations of Islamic banks, its importance,
stipulations and the way it operates

The International Council of Figh Academy (the Council), which is an offshoot of the
Organization of Islamic Conferences (OIC), in its 19" session which was held in Sharjah, United
Arab Emirates, from 1 - 5 of Jamadil Ula 1430 AH, corresponding to 26 — 30 April 2009,
decided on the following:

Having reviewed the research papers that were presented to the Council regarding the topic of
the role of Shari’ah supervision in regulating the operations of Islamic banks, its importance,
stipulations and the way it operates, and after listening to the related discussions, the following

suggestions were proposed:

First: Shari’ah supervision is meant to pronounce the verdicts and Shari’ah rulings that are
related to the activities of Islamic financial institutions, to follow up in the execution of the
rulings (to ensure that the rulings are executed) and to ensure the sound application of the

rulings.

Second: Shari’ah supervision consists of three major components that are:
(1) Board of Shari’ah supervision (Shari’ah Board):

This is a group of specialist scholars in the field of Islamic jurisprudence, particularly
transactional jurisprudence (mu 'amalah), whose number will not be less than three, and
chosen among those who have the aptitude and knowledge with regard to the practical
reality, whose work is to pronounce the verdicts and revise whatever that needs to be
revised, in order to confirm and ensure that all the transactions conducted by the Islamic
financial institutions comply with the rulings and fundamentals of the Shari’ah, and to
publicize the decisions to the public, and its decision must be upheld by the Islamic
financial institutions.

1/ 1- The Shari’ah Board must be independent, and in order to achieve that, the following

issues must be considered:



The appointment and removal of Shari’ah Board members, and the determination of their

compensation will be done by a public body. The authentication of the aforementioned

items will then be done by a central Shari’ah authority or its representative.

The members shall not be an executive director in the Islamic financial institution or an

employee of the Islamic financial institution or engaged in jobs that are contrary to the

role of the Islamic financial institution.

2/1 — criterion for making ijtihad (judgement) and verdicts in the Shari’ah Board:

Adherence to the decisions of the Council for International Islamic Jurisprudence, by

considering the decisions of other councils and foundations regarding collective ijtihad,

as they are not in contrary to the decisions of the Council for International Islamic

Jurisprudence.

Abnormal sayings and fatwas shall be avoided, and fabricated Shari’ah evidence must

not be followed. Shari’ah evidence must not be fabricated as well, according to what is

pronounced in the decision of the Council for International Islamic Jurisprudence number

70 (1/8).

The aims of the Shari’ah and the consequences of every action will be considered while

explaining the Shari’ah ruling.

The issue regarding the verdict criterion, as pronounced by the Council for the

International Islamic Jurisprudence will be considered in its decision number 153 (2/17).
(2) The internal administration for Shari’ah supervision:

This is the administration that will apply the compulsory procedures to ensure the sound

application of the decisions made by the Shari’ah Board, and it comprises the following

components:

Revising the procedures and processes, in order to ensure that the operations of the

Islamic financial institution are in accordance with the verdicts issued by the Shari’ah

Board.

Ensuring the preparedness of the employees, so that they can perform their jobs well,

both legally and professionally.

Forming a group for the purpose of external auditing. The group must be equipped with

the necessary knowledge and practical competencies. It must also be independent, and

only reports to the highest authority within the Islamic financial institution, like the



Revising Committee or the Council of Administration, whose members’ appointment and
removal with be done as agreed by the Shari’ah Board.
(3) The central Shari’ah authority:

This is the Shari’ah Board at the level of the supervisory authority in a particular country.
Its main roles are:
Supervising the operations of the Shari’ah Boards under it (i.e. the Shari’ah Boards
within Islamic financial institutions).
Ensuring the efficiency of Shari’ah supervision at Islamic financial institutions, by
auditing the work done by the Shari’ah Boards and the external auditors, i.e. by preparing
the structure of the Shari’ah Boards, as well as criteria which structure the Shari’ah
supervisory function, with the mechanism of appointing and removing the members,
evaluating the members’ aptitude, determining the number of members and the
operations of the said Islamic financial institutions

The following were recommended:

(a) The supervisory authority in every country will pronounce laws and legislations to
organize the function of Shari’ah supervision, and to implement the necessary
procedures to ensure its independence.

(b) The Islamic information and data compiling agencies must seek the Council’s

permission before compiling any information pertaining to the Council.

Allah Knows best.

Translated and edited by:
Ibrahim Ali and Mohammad Ashadi Mohd. Zaini (ashadi@isra.my)
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