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About This Document

This presentation was produced for the International Shariah Audit
Conference organized by Association of Islamic Banking Institutions Malaysia
(AIBIM), International Islamic University of Malaysia (IlUM), International
Shariah Research Academy in Islamic Finance (ISRA), Islamic Banking and
Finance Institute Malaysia (IBFIM) and Malaysian Takaful Association on 9-10
May 2011 at Crowne Plaza Mutiara, Kuala Lumpur.

The user of this document will appreciate that the information within this
presentation slides are meaningful only when delivered in conjunction with oral
explanations.

The content of this document is of personal view of the presenter and does not
necessarily represent an official Bank Islam Malaysia Berhad point of view.

For further information, please contact:

Mohd Nazri Chik

Assistant General Manager, Shariah
Bank Islam Malaysia Berhad

Tel: +603-20888052 :
Fax: +603-20888057 SERVING YOU
E-Mail: mohdnazric@bankislam.com.my
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“Then We put you, [O Muhammad], on an ordained way

concerning the matter [of religion]; so follow it and do not follow
the inclinations of those who do not know.”

(Surah al-Jathiyah: Ayat 18)

Q)W Fe S,

“..surely Allah takes account of all things”
(Surah al-Nisa’: Ayat 82)
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o Shariah Audit

o Shariah Perspective on Shariah Audit
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What is Shariah Audit?

BNM'’s Shariah Governance Framework

» Periodical assessment conducted from time to time, to provide an independent
assessment and objective assurance designed to add value and improve the degree of
compliance in relation to the IFI's business operations, with the main objective of ensuring
a sound and effective internal control system for Shariah compliance.

AAOIFI’s Governance Standard (GSIFI 3)

» Internal Shariah review is independent department or part of internal audit examining and
evaluating extent of compliance with Shariah rule, fatwas, instructions etc issued by the
IFI's Fatwa and Shariah Supervisory Board.

Dr Samir Mazhar Kantakiji
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Why Shariah Compliance?

» QOriginal basis for having the Islamic financial system.

» Distinguishes Islamic financial system from conventional
financial system

» Ensures acceptance, validity and enforceability of
contracts from Shariah point of view.

» Perception of the stakeholders — public confidence.
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Implications Of Shariah Non-Compliances

Non Financial Impacts

» Against the commands of Allah.

» Impediment from Allah’s blessing
or barakah

» Contravention of the provision of
Islamic Banking Act 1983 (Section
3(5)(a) & Section 4) - in the case
of Islamic banking

» Jeopardize the reputation as an
IFI

Financial Impacts

» Invalidation of contract (‘agad)

» Non-halal income

» Capital adequacy ratio (CAR)

Impact - as per IFSB, subject to

regulatory decision
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Responsibility and Need for Shariah Auallt

SHARIAH COMMITTEE BOARD AND MANAGEMENT
% Responsible for forming and expressing an <+ Responsibility for compliance to the
opinion on the extent of IFI compliance Shariah  therewith rests with the
with the Shariah. management of IFI.

% SC to assist the management in complying < Responsible to provide to SC all

with the Shariah rules and principles by information relating to IFI compliance to the
providing guidance, advice and training on Shariah.
Shariah.
AUDIT IN NORMAL PRACTICE AUDIT IN ISLAMIC PRACTICE

% Ensure assertions about economic actions < Matters are audited to ensure compliance
are conform with standards. with Shariah rules and principles as

decided by the Shariah regulatory councils.
% True and fair.

Shariah audit report (and Shariah review observations) will be the basis of which
SC to prepare the final report address to the Board of Directors and shareholders
(as well as other stakeholders).
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Hisbah — The Foundation of Shariah Auditing

> The term Shariah audit (=_& 32811) is relatively a
new term in Shariah.

<« the concept of “_Sill e il s a5 2alls Y1 (enjoining
the good and forbidding the evil).

g <
p/ » Hisbah was institutionalized in the early days of

“ Islam, but not focusing on economic and commercial
J / activities only. Instead it was an integral part of a
— just economy in a just society.

S ) e . C ey .
?’; =AY » Islamic tradition introduced hisbah which is lies with
1 h

» Objective: To assist human-being in worshipping
Allah (ibadat):

v Those relates to the right of Allah

v Those relates to the right other human beings -
including Islamic financial transactions.
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Hisbah in Islamic Civilization

» The first muhtasib is Rasulullah SAW e.g. he passed by a
pile of food and then put his hand in it until his fingers
wetted, he said: "What is this, O owner of the food?" He
said: "It was wetted by rain, O Messenger of Allah.” He
said: "Would not you put it on top of the food so people
can see it. The one who cheats is not of me.”

» First muhtasib appointed after the conquest of Makkah on
Makkah markets - Sa’id bin Sa’id bin Al-’As.

» Rasulullah SAW appointed a woman, Samra’ binti Nuhaik
Al-Asadiyyah as a muhtasib, and Khalifah Umar kept her in
the position during his tenure.

» Khalifah ‘Umar himself performed the role of muhtasib and
he used to tour the market carrying a stick with him
warning those who sold goods at exorbitant prices and
cheaters.
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Allah

] ‘True accountability’ - accountability to man to man as well as

accountability to Allah are the best solution to attain good corporate
governance
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Hisbah > Audit

HISBAH SHARIAH AUDIT (IFI)

» General purpose (al-amr bil- » True and fair implementation of
ma’ruf wal nahyu an al- Shariah rules and principles
munkary)

> Against government and public > Against IF

> Wider scope (+ non economic/ > Financial statement (reflect the
financial) operation)

» + Shariah compliance > Established Shariah decisions

» Municipal function. > Regulatory function
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“Audit” in Al-Quran

» Numerous Quranic verses and Hadiths indicating “audit” process:

v" Audit - Presentation and Discussion During the Reckoning (Hisab):

“Then as for he who is given his record in his right hand, He will be judged with an easy
account, And return to his people in happiness.”

(Surah al-Insyigaq: Verses 6-9)

v' Raqib and ‘Atid are the best auditors
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“And indeed, [appointed] over you are keepers, Noble and recording; They know

whatever you do.”
(Surah Al-Infithar: Verses 10-12)
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“Audit” in Al-Quran

v" Prophet Sulaiman AS (King Solomon): Leading audit exercise
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“And he took attendance of the birds and said, "Why do | not see the hoopoe -
or is he among the absent? | will surely punish him with a severe punishment or
slaughter him unless he brings me clear authorization.”

(Surah al-Naml: Verses 20-21)
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Shariah Rule on Hisbah and Shariah Audimg—

» Two major views on the Shariah rule on hisbah which is based
on the discussion of al-amr bil’ma’ruf wal-nahyu ‘an al-
munkar:

1. Fardh kifayah, but if everyone is ignirant of it, it is fard
‘ayn upon the capable - Views of the majority (Shafi’yyah,
Hanabilah and Hanafiyyah). They includes Qaadi Abu Bakr
al-Jassas and Al-Alusi (Hanafiyyah), Imam al-Ghazzali and
Imam Juwayni (Shafi’iyyah) and Syeikhul Islam Ibnu
Taimiyyah (Hanabilah)

2. The duty is wajib on everybody - Malikiyyah e.g. Imaam
Ibn Abi Zayd al Qayrawaani

» Many Quranic verses and ahadith supported the first view.

» Hence, Shariah auditing should not be accorded as worldly
corporate governance practices only, but a religious
obligation on the Islamic financial institutions and Shariah
auditors (muhtasib/ mudaqqiq syar’ie).
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Shariah Rule on Muhtasib (Shariah Auditors! (i) R

> Abdul Rahman al-Shizri (4swad) b 8 43 1 4e8) and
Ibrahim al-Dasuqi ( a3¥) - 4wall) wrote that fugaha’
agree the perquisites of muhtasib as follows:

1. Must be a Muslim adult, of sound mind and just.
2. Must be of the opinion and strict in religion,

knowledge-able of the provisions and purposes of

the law. | LOVE N

3. Must be of good standing of the Sunnah

4. Sincere in his intention for the sake of Allah and is AUDITOHS |
not flawless hypocrisy. |

5. Known that what he says are not contrary to what
he did.

6. To be innocent of people’'s money and refuse to
accept gift from employers and industries
(auditees).
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“The word ‘impossible’ is not in leaders’
dictionaries. No matter how big the challenges,
strong faith, determination and resolve will
overcome them.”

H.H Shaikh Mohammed bin Rashid Al Maktoum
Maktoum World Economic Forum 2004
(16 May 2004)
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