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Abstract
Purpose – This paper aims to examine some issues in IFRS9 with regards to classification and
measurement of Islamic financial assets. In addition, the paper discusses the Shariah concerns on the use of
fair value to measure financial assets.
Design/methodology/approach – This paper adopts qualitative method via the study of documents
and textual analysis of Shariah opinions of scholars and relevant accounting standards.
Findings – The paper found that the classification and measurement of equity-based Islamic financial
assets do not fit into the “default” classification category of amortised cost, as the future cash flow receivable
does not constitute solely the payment of principal and interest (fixed rate payment). With regards to fair
value measurement, Shariah concern arises during the adoption of fair value at Level 2 (reference of asset
values from input other than quoted prices in active markets) and Level 3 (use of discounted cash flow
method to arrive to asset valuation) because of the existence of in uncertainty or gharar as compared to
Level 1 (fair value referred to quoted prices of similar assets).
Practical implications – Findings of the paper provide a starting point for a debate and extensive
research on issues related to classification and measurement of Islamic financial assets and the use of fair
value as a method of subsequent revaluation of Islamic financial assets. The Shariah analysis in the paper is
useful for International Accounting Standard Board to engage with Islamic financial institutions and local
accounting standard setters to reflect the unique nature of Shariah-compliant financial instruments. The
paper serves as a basis to devise technical solutions to address accounting and reporting issues of Islamic
financial instruments.
Originality/value – The paper offers Shariah analysis on the issue of classification, measurement and
impairment model for Islamic financial assets. The paper is considered as the first paper that examines areas
of possible tensions when applying IFRS9 to the accounting of Islamic financial assets. In addition, the paper
has contributed to the literature in Islamic accounting and auditing.

Keywords Islamic finance, Accounting and reporting of financial assets, IFRS9,
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1. Introduction
IFRS 9 deals with the classification and measurement, impairment and hedge
accounting of financial instruments. The standard finalised in July 2014 is to be
mandatorily to be adopted in 1 January 2018 with the option of early adoption. IFRS 9
prescribed that financial assets are to be categorised as instruments reported at fair
value through profit and loss (FVPL) and assets initially measured at fair value, plus
transaction costs and subsequently measured at amortised cost. In the context of Islamic
financial institutions (IFIs), Islamic financial assets consist of various types of financing
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instruments that are designed using various Islamic concepts as well as financial assets
that are held to collect cash flows and for sale.

Financial assets significantly constitute financings given out to customers. In the
Malaysian context, with the Islamic Financial Services Act (IFSA, 2013), the asset
side can also include equity and partnership financing contracts such as
musharakah mutanaqisah; lease-based financing contracts, such as ijarah
muntahiyah bi al-tamlik; and fee-based activities under wakalah contracts (Bank
Negara Malaysia, 2013).

In general, financial assets should be measured at fair value unless they are measured
at amortised cost in accordance to the above-mentioned conditions. The method of
determining the value of financial instruments depends on the nature of the asset. If the
asset depends on the profit generated by the investee, it falls under fair value because the
cash flow may not represent “solely payments of principal and interest” (AOSSG, 2010;
KFH Research, 2012). On the other hand, if it is arranged on an indicative rate of return
based on an actual previous rate of return paid to the investors, it may be possible to be
measured at amortised cost because the cash flows may be said to closely resemble
“payments of principal and interest” (AOSSG, 2010; KFH Research, 2012). The issue of
classification arises because of the unique nature of Islamic financial transactions that
feature equity elements that does not necessarily fit into the measurement options of
amortised costs in which conventional financial assets are measured in the case when
the cash flow from the assets is considered as “solely payments of principal and interest
on the principal amount outstanding”.

To discuss the issues of the application of IFRS9 for Islamic financial assets, this
paper aims to examine some issues in IFRS9 with regards to classification and
measurement of Islamic financial assets. In addition, the paper discusses the
Shariah concerns on the use of fair value to measure financial assets. Findings of this
paper provide a starting point for a debate and extensive research on issues related
to classification and measurement of Islamic financial assets, expected credit loss
model of impairment and the use of fair value as a method of subsequent revaluation
of Islamic financial assets. Meanwhile, the Shariah analysis in the paper is useful for
International Accounting Standard Board (IASB) to engage with IFIs and local
accounting standard setters to reflect the unique nature of Shariah-compliant
financial instruments. Finally, the analysis provided in this paper serves as a basis
to devise technical solutions to address the issue of classification and measurement
and building impairment model for equity-based financial assets and fair value
determination of Islamic financial assets.

The remaining of the sections in this paper are organised as follows. The first section
introduces the types of financial assets usually reported in IFIs and the underlying
Islamic contracts adopted to design the product. In addition, we examine use of the
notion of “solely the payment of principal and interest” as prescribed by IFRS 9, which
is not applicable in the case of Islamic financial assets when the underlying concepts
used are based on profit sharing and participation, such as mudarabah and
musharakah. The second section examines the issues related to the use of fair value as
a measurement tool to value Islamic financial assets, particularly on the hierarchy of
preferences for fair value measurement. The final section outlines the conclusion and
implications of the paper.
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2. Recognition and measurement of Islamic financial assets
Asian-Oceanian Standard Setters Group (AOSSG) in its Comments on Exposure Draft
ED/2012/4 Classification and Measurement: Limited Amendments to IFRS 9, dated 4
April 2013, highlighted its agreement to IASB’s proposal to broaden the notion of what
is “solely payments of principal and interest” to include contractual cash flows of
financial assets which could not be more than insignificantly different from cash flows
of a benchmark instrument (AOSSG, 2013a). This is because the term “interest” would
not be suitable for Islamic financing, which is based on the profit rate rather than
interest.

AOSSG further commented that there may be some financial assets based on
partnerships or profit sharing (i.e. musharakah and murabahah) that would not reflect
cash flows that approximate repayment of principal and interest. This is because these
types of financing typically include a supplementary contract that stipulates the terms
of revision to the bank and the customer’s profit share throughout the partnership.
Effectively, the revisions would reflect cash flows similar to repayment of principal and
interest. However, in some cases, the cash flows could be more than insignificantly
different from a benchmark cash flow because of, for example, an imposed pricing
premium to reflect liquidity risk or a lag in profit revision.

AOSSG members also support the introduction a “mandatory fair value through
other comprehensive income (FVOCI) measurement category” for financial assets that
are held within a business model in which assets are managed both to collect contractual
cash flows and for sale, subject to the contractual cash flow characteristics assessment
(AOSSG, 2010). Feedback from constituents suggests that having only two
measurement categories in the previous IFRS draft – that is, amortised cost and FVPL –
for debt assets is too limiting. Introducing this FVOCI category would address some of
the concerns about the amortised cost category being too narrow and FVPL not being
the most useful category for some financial assets (such as those held to satisfy
regulatory liquidity requirements and those held for asset liability management
purposes).

2.1 Time value of money adoption when recognising asset and income of Islamic
financial instruments
Classical Shariah scholars agreed that the time factor earns a portion of the price in
murabahah contracts on the ground of man’s natural preference for present
consumption of money over future consumption. As positive time preference is part of
man’s innate creation (fitrah), it leads one to naturally prioritise the present consumption
of an asset over its future consumption. As a result, Muslim scholars argued that the
present is superior to the future, and hence, the present value of an asset should be
higher than its future value. Consequently, if payment for an asset is delayed to a
specified time in the future, the deferred price should be higher than the spot price to
strike a balance of benefit in the contract of exchange and to uphold justice (adl) between
the contracting parties. The fact that the principle of justice constitutes the basis for all
exchange contracts is well established, as is pointed out by Al-Kasani (1982, 5: 187) of
the Hanafi School in the following argument:

[…] because a sale contract is an exchange contract based upon the equivalency of the
counter-values.
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The following statements illustrate some of the arguments of Muslim jurists, from the
four different schools of thought (i.e. Maliki, Hanafi, Shafie and Hanbali), in favour of the
principle of the time value of money by allowing the increase in the price because of
deferment in a murabahah contract:

The seller in a murabahah transaction must make clear the deferred payment period by which
he bought the good as it comprises a portion of the price (Al-Dusuki, 1996, p. 266).

If someone bought something on deferred basis, he cannot sell it (using) murabahah unless he
clarifies (the deferred period). This is because the deferred period is ambiguously similar to the
object of the sale, although it is not actually an object of sale because it is something desirable.
Don’t you see that the price may be increased on account of deferment? Therefore, it is similar
to being equivalent to a part of the sale price (Al-Kasani, 2000, p. 466).

His statement absolutely requires that a condition [of validity] is that the extent of [the
deferred] period be specified, and that is indeed the case as the [deferral] is equivalent to a
portion of the sale price (Al-Sharbini, 2003, p. 107).

If he sells it to him for a price for that deferred period, then the deferred period takes a portion
of the sale price (Ibn Taymiyyah, 1998, p. 275).

One important observation that needs to be highlighted concerning the legitimacy of
murabahah profits is the fact that the murabahah sale is based on an “underlying asset”
(i.e. the subject matter in the sale contract). This is not evidenced in a loan (qard), as the
subject matter is money rather than an underlying asset. Hence, the existence of an
underlying asset warrants the legitimacy of profits in a murabahah sale even if it means
that profits are generated from waiting as the payments are deferred. In this manner,
positive time preference has been found acceptable to Shariah scholars in an exchange
contract (Ahmad and Hassan, 2004).

In addition, the reason that an increase in price is permissible in amurabahahcontract but
not in a loan is that the former is a sale contract, which must be based on justice, as explained
by al-Kasani earlier, whereas qard is based on the principle of ihsan (benevolence). If the
predetermined increase is stipulated in qard, the principle of ihsan is corrupted as ihsan
means doing something good without expecting any counter-value.

Another argument that supports the concept of the “time value of money” in Islam is
the permissibility of bay-al-salam (forward sale) in commercial transactions.
Bay-al-salam refers to a sale whereby the price is paid by the buyer immediately at the
time of initiating the contract for a good that will be delivered in the future. The price of
the sold item is usually cheaper when the goods are delivered to the buyer in the future.
The concept of the “time value of money” may also be applicable to the Islamic concept
of bay-al-istisna’ (manufacturing contract). This is where the buyer of manufactured
items must pay, in part or in total, upon contract conclusion, while the manufactured
items are to be delivered in the future.

The concept of the time value of money is also used in discounting application when
evaluating projects under construction. The foregoing discussion establishes a clear
Islamic basis for discounting in project evaluation in which positive time preference is
taken into account to determine the net present value of a project or an asset. As
mentioned earlier, the concept of positive time preference is deemed acceptable by
Muslim jurists based on man’s nature (fitrah) of preferring the present over the future.
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On this basis, Muslim jurists have allowed for a higher price to be charged in the case of
deferred sales. The question that is subsequently asked is whether it is permissible to
use the interest rate in the discounting process, similar to the conventional practice,
given that the Shariah prohibits a fixed promised return on debt transactions. It is noted
that the same question was raised by PricewaterhouseCoopers (2010) under the fair
value principle for discounting or valuation techniques. Specifically, the question is
whether the use of a discount rate benchmarked to the interest rate for calculation of fair
value purposes actually poses a problem in the context of Islamic financial transactions.

Muslim jurists have different opinions regarding the use of the interest rate as a
benchmark for determining the discount rate. Some are in favour of it on the basis that
interest is just a benchmark rate. Abdul Khir (2012, p. 43) noted that “all the discounting
techniques that are currently applied in conventional banking are, in fact, human
innovations that are not contrary to Islamic teachings”. Some scholars, such as Zarqa (1983),
disapprove of the use of interest rate as a benchmark, even though he concluded that
discounting is accepted in Islam and is even desirable, as it allows for the promotion of
investment efficiency. Because of that, Zarqa (1983) proposed that the rate of return on
equity is considered the proper discount rate to be applied to reflect the uncertain risks of a
project’s cash inflows and outflows.

The application of TVM for the recognition and measurement of financial
instruments are following the Shariah resolutions that allows for TVM to be adopted in
exchange contracts which Islamic financing is significantly developed from. The
Shariah resolutions issuing bodies for Islamic finance had delivered numbers of Shariah
resolutions on the issues of the application of TVM in Islamic finance.

For instance, the Shariah Advisory Council (SAC) of Bank Negara Malaysia (2007)
resolved that the application of the time value of money principle in Islamic financial
reporting is permissible only for exchange contracts that involve deferred payment.
However, the SAC prohibits the charging of an extra sum for the deferred repayment of qard
(loan). The SAC explained that the fuqaha (jurists) had long accepted that there is an
economic value to time and quoted various classical statements permitting an increase in
value because of the lapse of time. The SAC of Bank Negara Malaysia (2010, p. 196) states:

[…] .deferment in this contract [debt-based contract] is given consideration in terms of multiple
rewards in the Hereafter, in line with its underlying principle of ihsan. On the other hand, sale
and purchase contracts, which are based on justice principle, may accept increase in price due
to the deferment. Apparently, should the principles of ihsan and justice be compared, ihsan
would be of higher status than justice given that the former receives great reward in the
Hereafter, which is better than monetary reward.

Decision no. 65/2/7 by the OIC Islamic Fiqh Academy (1992) on deferred instalment sales
states:

After reviewing the research submitted to the Academy, especially on the topic of deferred
instalment sales and after listening to the discussions which revolved around it, the Academy
decided as follows:

1. Deferred instalment sales are permissible even if the deferred price is more than the
immediate price. In other words, a deferred instalment sale is permissible even if the seller
decreases the immediate price and increases the deferred price.
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The application of deferred instalment sales such as the murabahah contract is
unanimously permitted by other authorities such as Kuwait Finance House, Dubai
Islamic Bank and al-Rajhi Bank. The contemporary Middle East Shariah scholars
recognise the principle of the time value of money in the sale contract – not in a lending
contract – and thus allow for the variance of price between cash and deferred sales.

3. Fair value measurement and gharar
Fair value refers to the amount at which an asset could be bought or sold in the current
market. This sub-section analyses whether the principle of fair value when reporting
financial transactions as per IFRS standards is compatible with the Shariah or contradicts it.
For instance, it is noted that some Shariah scholars require or prefer that certain transactions
such as leasing with gradual sale and zakah (poor due) be based on cash equivalent values
(fair values) rather than on other measurement bases such as the lower of historical cost or
net realisable value (Mohamed Ibrahim, 2007). Accordingly, it is questioned whether fair
value measurement is more suitable for Shariah-compliant contracts.

A review of the classical fiqh literature reveals many instances where jurists gave
consideration to the principle of fair value in deducing rulings. We shall discuss their rulings
which demonstrate that they relied on the fair value concept when solving mudarabah
issues. In a mudarabah contract, the subsistence (nafaqah) of the agent-manager during
travelling is chargeable to the mudarabah account. The possibility exists that an
agent-manager could overstate his expenses to reduce the business profit, a practice that
would exploit the investor. Hence, the classical jurists unanimously agreed that the
determination of the subsistence should be based on the fair value.

In determining the fair value, jurists would normally refer to Uruf (customary
practice). Based on Uruf, determination of fair value can be divided into two categories.
The first category refers to commodities whose prices are commonly known to the
public. The second category relates to prices of commodities which are rare. According
to Ibn Taymiyyah (1998), it is the second category in which the jurists would require
benchmarking to the known price to get the equivalent price (fair value). It is also
realised that the fair value would be affected by certain circumstances such as shortage
of supply of goods because of manipulation activities, war and emergency. Therefore,
Islamic law recognises the role of experts in determining the fair value.

Even within the practice of Islamic finance, it appears that the principle of fair value
is applied. For instance, fair value is recognised by all authorities in murabahah
financing, especially in the event of customer default. When customers cannot afford to
pay back the instalment, the Islamic bank will usually sell the financing asset based on
the market value, not on the historical value.

From the above discussion, therefore, it can be noted that the concept of fair value
may be accepted from the Shariah point of view. Scholars even agree on the role of
experts and the use of estimation techniques in determining the fair value when there is
no clear market price for a commodity. Nonetheless, the controversy apparently prevails
on the use of discount rates within the estimation techniques.

The fatwa-issuing authorities in Islamic finance such as the OIC International Islamic
Fiqh Academy and the SACs of Bank Negara Malaysia, Kuwait Finance House, Dubai
Islamic Bank and al-Rajhi Bank have not yet issued specific fatwas relating to the
principle of fair value, the issue of discounting and the use of an interest rate for
discounting or in valuation techniques for determining fair value.
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The term gharar literally means danger and exposing oneself or one’s property
unwittingly to the possibility of loss (Al-Zuhayli, 2006). Al-gharar lexically also refers to
deception, where a necessary condition for acceptability may or may not exist. In Islamic
jurisprudence, the term gharar refers to purposive cheating and deception as well as
ignorance of the object of sale and undeliverability of the object. Gharar on sale is any
sale that incorporates a risk that affects one or more of the parties to the contract and
may result in loss of his/her property.

In simple terms, gharar stems from informational problems and refers to any
uncertainty created by the lack of information or control in a contract. It can be
ignorance in regard to essential element in a transaction, such as the exact sale price, or
the ability of the seller to actually deliver what is sold. From the Islamic perspective, the
existence of gharar in a contract makes it null and void.

Gharar can also be defined as:

[…] a situation when either party to a contract has information regarding some element of the
subject of the contract, which is withheld from the other party, and/or the subject of contract is
something over which neither party has control (Iqbal and Mirakhor, 2011).

Other examples of gharar include the subject is not in the possession of one of the
parties, and there is uncertainty even about its future possession.

From the Islamic perspective, the notion of fairness to all parties of the contract is
crucial in all commercial transactions. Islam considers any uncertainty as to the
quantity, quality, recoverability or existence of the subject matter of a contract as gharar
(Iqbal and Mirakhor, 2011). By prohibiting gharar, the Shariah prohibited commercial
contracts of exchange on the grounds that they were either subject to excessive
uncertainty or were not known to one or both parties to the contract, causing
unnecessary disputes and injustice. In many cases, gharar can be eliminated from
contracts by carefully stating the object of the sale and the price to remove unnecessary
ambiguities. A well-documented contract will eliminate gharar as well. The prohibition
of gharar by implication includes the prohibition of speculation and gambling activities,
which involves asymmetric information, excessive uncertainty, risk and lack of control.

A cursory examination of fair value measurement from an Islamic perspective
reveals the possibility for fair value measurement to be considered as gharar. This is due
to the subjective nature of the measurement approach adopted, especially the income
approach and the cost approach. However, the market approach, to a certain extent, is
mitigated from gharar as the measurement of assets and liabilities based on quoted
market price in an active market. Kamali (2002) by referring to the Hanbali scholars of
Ibn Taymiyah and Ibn Qayyim al-Jawziyah argues that that a price can be determined
at the time of contract, and the price can be in exact figures or it may be determined in
any manner that the parties find agreeable and is clear enough to eliminate disputes.
Taking the example of futures contracts wherein the price is determined by reference to
the prevailing market price on a specified date, it does not leave room for disagreement
and disputes, and it is determined by mutual agreement of the parties, and hence, it is
valid.

The income approach of fair value measurement, in contrast to the market approach,
has many technical measurement problems. As it relies heavily on judgement,
especially the amount of cash flow, the timing of cash flows and the risk associated with
cash flows, these may result in misrepresentation in the determination of fair value
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(Zack, 2009). Other problems are misapplications of the income approach by using
improper amounts for cash flows, manipulating the timing of future cash flows and/or
using an inappropriate discount rate, resulting in an inaccurate present value.

In the case of cost approach, inappropriate use of replacement cost estimates or
making inaccurate adjustments for obsolescence in determining fair value affect the
fairness in measuring fair value of assets and liabilities. Adjustments for obsolescence
can also be very deceiving, as it depends on the complexity of the assets and liabilities.

Both income and cost approaches rely heavily on the judgement of the management
of the reporting entity. Improper valuations can be generated either internally or
externally. With external or third-party valuation, the possibility of tainted valuation
reports is real. The following are some of the possible reasons for tainted valuation
reports (Zack, 2009):

• in a worst case scenario, an external party may be bribed to issue a valuation
report that supports a fair value accounting position of the management;

• conflict of interest may be prevalent, if there is a concealed financial or other
relationship between either the entity or a member of the management and the
external expert valuer;

• external expert valuer may unwittingly prepare a valuation report as a result of
pressure applied by the management, suppression of information by the
management or other possible abuses;

• fictitious valuation report because of non-existent of valuer or non-qualified
valuer; and

• altered valuation report if the report does not support the position preferred by the
management.

It can be argued that gharar elements may exist in all the above cases. Gharar is
considered real and may be excessive, as the wrong or/and the inaccurate valuation of
assets and liabilities will result in one of the party of the contract or external users of the
financial statement being deceived or misreported by the valuation. From the Islamic
perspective, both the reporting entity and the users of the financial statement need to be
protected from excessive uncertainty that were not known to one or other parties and
may be causing unnecessary disputes and injustice.

Accounting, Auditing Organisation for Islamic Financial Institutions (AAOIFI)
prescribed the use of cash equivalent value expected to be realised or paid rather than
the historical cost, especially for the measurement of trade assets subjected for zakat
(AAOIFI, FAS 9). According to Al-Qardawi (1999, p. 218), the majority view of Islamic
scholars is to use current prices on the due date of zakat. The measurement should be
based on the price on the day zakat becomes due. This approach is similar to the Level
1 or fair value measurement framework that is based on quoted price in an active
market. This method is more prudent as compared to Levels 2 and 3.

Fair value measurements at Levels 2 and 3, however, are highly possible to be
involved in gharar as compared to Level 1. Level 2 inputs are inputs other than quoted
prices in active markets. These inputs include prices that are derived from either quoted
prices for similar assets or liabilities in active markets; quoted prices for identical or
similar assets or liabilities in inactive markets; inputs other than quoted prices that are
observable; or inputs that are derived principally from or corroborated by observable
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market data by correlation or other means. All these types of inputs indicate excessive
use of judgement that may lead to gharar.

The financial crisis in 2008 shows that markets may change drastically and once
active markets can become less active or inactive markets. These changes impact how
an entity may arrive at fair value estimates at Level 2. As a result of the crisis in 2008, the
Securities Exchange Commission (SEC) in the USA issued guidance on determining fair
values in light of the difficulties that arose in connection with the economic downturn
and market volatility. In this guidance, SEC stated that when an active market does not
exist, the use of internal management estimates should be used and the estimates should
incorporate current expectations of market participants regarding future cash flows and
appropriate risk premiums. This indicates that, if the market approach for Level 1 or
Level 2 inputs is not practical, then it is acceptable to switch to income approach with the
use of Level 3 inputs.

The income approach or Level 3 inputs is also highly probable to end up with gharar
in the measurement of assets or liabilities. The use of discounted cash flow method is
highly subjective, as the method relies on expected rates of return, expected rates of
inflation and risks associated with uncertainty regarding the amount or timing of
estimated future cash flows. In addition, the possible use of improper amounts for cash
flows, misapplication or manipulating the timing of future cash flows or using an
inappropriate discount rate will result in inaccurate present value. Hence, the whole
process obscures the measurement of assets or liabilities.

4. Conclusion
On the issue of accounting recognition of Islamic financial asset, the study found that the
fundamental concept of time value of money may be acceptable in Islam. However,
Muslim jurists have different opinions on the use of the interest rate as a benchmark for
determining the discount rate. Some are in favour of it on the basis that interest is just a
benchmark rate. This study is of the view that the use of interest rate as a benchmark is
problematic from the Islamic perspective. Even though, discounting is accepted in Islam
and is even desirable, as it allows for the promotion of investment efficiency, the use of
the rate of return on equity is considered the more desirable, as the rate reflects the
uncertainty of risks of a project’s cash inflows and outflows.

The study has also found that that the adoption of fair value measurement may
create the possibility of gharar. Gharar may be excessive if the wrong or/and the
inaccurate valuation of assets and liabilities that will result in one of the party of the
contract or external users of the financial statement being deceived or misreported by
the measurement. From the Islamic perspective, both the reporting entity and the users
of the financial statement need to be protected from excessive uncertainty that were not
known to one or other parties and may be causing unnecessary disputes and injustice.
The income approach (or Level 3 inputs) is also highly probable to end up with gharar
in the measurement of assets or liabilities. The use of discounted cash flow method is
highly subjective, as the method relies on expected rates of return, expected rates of
inflation and risks associated with uncertainty regarding the amount or timing of
estimated future cash flows. In addition, the possible use of improper amounts for cash
flows, misapplication or manipulation on the timing of future cash flows or using an
inappropriate discount rate will result in inaccurate present value. Hence, the whole
process may obscure the measurement of assets or liabilities.
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Islamic financial industry is growing at a very fast pace internationally. The need for
accounting and reporting requirements that adequately addressed the unique Islamic
financial instruments is crucial to ensure stability and sustainable growth of the
industry. The development of modern accounting has shown that accounting itself is an
emerging and pragmatic discipline. This study indicates that there is a growing need for
more studies and debates on the linkages of Islamic financial instruments with modern
accounting and reporting requirements. Many studies and evidences have shown that
accounting is not merely a business tool and language devoid of cultural and religious
values. Hence, accounting regulatory bodies internationally need to carefully analyse
the implication of Islamic financial instruments and Shariah on accounting
requirements. As Islamic finance is founded on moral values, it is imperative that the
impact of moral values on accounting need to be adequately addressed.

References
Abdul Khir, M.F. (2012), “The concept of the time value of money: a Shariah viewpoint”, ISRA Research

Paper No. 38/2012, The International Shariah Research Academy for Islamic Finance, Kaula
Lumpur.

Ahmad, A.U.F. and Hassan, M.K. (2004), “The time value of money concept in Islamic finance”, The
American Journal of Islamic Social Sciences, Vol. 23 No. 1, pp. 66-89.

Al-Kasani (2000), Bada’i al-Sana’i fi tartib al-Sharai, Dar Ihya al-Turath al-Arabi, Beirut, Vol. 4,
Al-Qardawi, Y. (1999), Fiqhaz-Zakah: A Comparative Study, Dar al-Taqwa, London.
Al-Sharbini (2003), Mughni al-Muhtaj ila Ma’rifat Ma’ani Alfaz al-Minhaj Dar al-Fikr, Beirut Vol. 2,.
Al-Zarqa (1989), Sharh al-Qawaid al-Fiqhiyyah, Dar al-Qalam, Damascus.
Al-Zuhayli, M.M. (2006), Al-Qawaid al-Fiqhiyyah wa Tatbuquha fi al-Madhahib al-Arba’ah, Dar al-Fikr,

Damascus.
Asian-Oceanian Standard Setters Group (AOSSG) (2010), Research Paper: Financial Reporting Issues

Relating to Islamic Finance, AOSSG.
Bank Negara Malaysia (2007a), Shariah Advisory Council Resolution, 71st Meeting, Kuala Lumpur,

26-27 October.
Bank Negara Malaysia (2007ba), Shariah Resolutions in Islamic Finance, 1st ed., Kuala Lumpur.
Bank Negara Malaysia. (2010), Shariah Resolutions in Islamic Finance, 2nd ed, Kuala Lumpur.
Ibn Taymiyyah. (1998), Majmu’ al-Fatawa, Al-Mansurah, Dar al-Wafa, Vol. 15, .
Iqbal, Z. and Mirakhor, A. (2011), An Introduction to Islamic Finance Theory and Practice, John Wiley,

New York, NY.
Kamali, M.H. (2002), Islamic Commercial Law: An Analysis of Futures and Options, Ilmiah Publishers,

Kuala Lumpur.
Mohamed Ibrahim, S.H. (2007), “IFRS vs AAOIFI: the clash of standards?”, International Centre for

Education in Islamic Finance, MPRA Paper No. 12539, available at: http:// mpra.ub.uni-
muenchen.de/12539

OIC Islamic Fiqh Academy (1992), “Deferred installment sale”, Resolution No. 65/2/7, Jeddah, available
at: www.isra.my/fatwas/topics/commercial-banking/financing/murÉbaÍah/item/284-deferred-
instalment-sale-decision-no-65/2/7-by-the-islamic-fiqh-academy.html

PricewaterhouseCoopers (2010), Open to Comparison: Islamic Finance and IFRS,
PricewaterhouseCoopers.

Shaer, S. (2011), “Highlights of the points of incompatibility of IFRS with Shari’ah principles”, paper
presented at AAOFI Conference, Bahrain.

211

IFRS9 and
fair value

measurement

http://%20mpra.ub.uni-muenchen.de/12539
http://%20mpra.ub.uni-muenchen.de/12539
http://www.isra.my/fatwas/topics/commercial-banking/financing/mur&#x00C9;ba&#x00CD;ah/item/284-deferred-instalment-sale-decision-no-65/2/7-by-the-islamic-fiqh-academy.html
http://www.isra.my/fatwas/topics/commercial-banking/financing/mur&#x00C9;ba&#x00CD;ah/item/284-deferred-instalment-sale-decision-no-65/2/7-by-the-islamic-fiqh-academy.html


www.manaraa.com

Zack, G.M. (2009), Fair Value Accounting Fraud: New Global Risks and Detection Techniques, John
Wiley, New Jersey.

Zarqa, M.A. (1983), “An Islamic perspective on the economics of discounting in project evaluation”, in
Ahmed, Z., Iqbal, M. and Khan, M.F. (Eds), Fiscal Policy and Resource Allocation in Islam,
International Centre for Research in Islamic Economics, King Abdul Aziz University and
Islamabad, Institute of Policy Studies, Jeddah.

Further reading
Abang Salihin, A.H.F. and Abdul Rahman, A.O. (2014), “An Islamic perspective on the true and fair

view override principle”, Journal of Islamic Accounting and Business Research, Vol. 5 No. 2,
pp. 142-157.

Abdul Rahman, A.R. (2010), Islamic Accounting Theory and Practice, CERT Publications, Kuala
Lumpur.

ACCA and KPMG (2010), Harmonising Financial Reporting of Islamic Finance, London.
Accounting Auditing Organisation for Islamic Financial Institutions (AAOIFI) (2008), SharÊÑah

Standards for Islamic Financial Institutions, AAOIFI, Manama.
Accounting Auditing Organisation for Islamic Financial Institutions (AAOIFI) (2010), Accounting,

Auditing and Governance Standards for Islamic Financial Institutions, AAOIFI, Manama.
Al-Amidi (1983), Al-Ihkam fi Usul al-Ahkam, Dar al-Kitab al-Arabi, Beirut, Vol. 3.
Al-Ansari (2000), Asna al-Matalib fi Sharh Rawd al-Talib,, Dar al-Kutub al-Ilmiyyah, Beirut, Vol. 2.
Al-Bukhari (1422H), Sahih al-Bukhari, Dar Tawq al-Najah, Jeddah.
Al-Dardir (2016), Al-Sharh al-Kabir, Dar al-Fikr, Beirut, Vol. 3.
Al-Dasuqi, MuÍammad ibn AÍmad ibn ÑArafah (1996), Hasyiat al-Dusuqi, Dar al-Kutub al-Ilmiyyah,

Beirut, Vol. 4.
Al-Fasi, Muhammad al-Hasan (2016), Al-Fikr al-Sami fi al-Tarikh al-Islami, Dar al-Kutub al-Ilmiyyah,

Beirut.
Al-Ghazali (1992), Al-Mustasyfa fi Ilm al-Usul, Dar al-Kutub al-Ilmiyyah, Beirut.
Al-Khurashi (2016), Al-Khurashi ala Mukhtasar Sidi al-Khalil, Dar al-Fikr, Beirut, Vol. 5.
Al-Nadawi, A.A. (2000), Jamharat al-Qawaid al-Fiqhiyyah fi al-Muamalat al-Maliyyah, , Sharikah

al-Rajhi al-Masrafiyyah li al-Istithmar, Riyadh, Vol. 1.
Al-Subki (1991), Al-Ashbah wa al-Nazair, Dar al-Kutub al-Ilmiyyah, Beirut, Vol. 1.
Al-Suyuti (1990), Al-Ashbah wa al-Nazair, Dar al-Kutub al-Ilmiyyah, Beirut.
Al-Tabari (2000), Jami’ al-Bayan fi Ta’wilayah al-Quran, Mu’assasat al-Risalah, Beirut, Vol. 24.
Al-Zarkashi (1985), Al-Manthur, Wizarat al-Awqaf al-Kuwaytiyyah, Kuwait City, Vol. 3.
Al-Zarqa (1989), Sharh al-Qawaid al-Fiqhiyyah, Dar al-Qalam, Damascus.
Amin, M. (2013), “IFRS accounting and Islamic financial institutions”,NewHorizon, available at: www.

mohammedamin.com/Islamic_finance/IFRS-accounting-and-Islamic-
Financial-Institutions.html

Azmi, M.F. (2010), “The effect of Shariah principles on accounting methods for Islamic banks“,
paper presented at the World Congress of Accountants, Kuala Lumpur.

Azmi, M.F. and Faizal, A. (2011), “Accounting standardisation issues in Islamic Finance”, paper
presented at Bank Negara Malaysia and Bank Indonesia Joint Conference, Kuala Lumpur,
19 July, available at: www.mifc.com/repository/0285BNM_&_BI_Joint_Conference.pdf

CIMA (2008), “Convergence of accounting standards”, Topic Gateway Series No. 4, Great Britain.
Fritze, S. and Lammle, C. (2003), “International harmonisation process of accounting standards”,

available at: www.ep.liu.se/exjobb/eki/2003/fek/003/

JIABR
7,3

212

http://www.mohammedamin.com/Islamic_finance/IFRS-accounting-and-Islamic-Financial-Institutions.html
http://www.mohammedamin.com/Islamic_finance/IFRS-accounting-and-Islamic-Financial-Institutions.html
http://www.mohammedamin.com/Islamic_finance/IFRS-accounting-and-Islamic-Financial-Institutions.html
http://www.mifc.com/repository/0285BNM_&_BI_Joint_Conference.pdf
http://www.ep.liu.se/exjobb/eki/2003/fek/003/


www.manaraa.com

Gernon, H. and Wallace, R.S.O. (1995), “International accounting research: a review of its ecology,
contending theories and methodologies”, Journal of Accounting Literature, Vol. 14 No. 1,
pp. 54-106.

Haskins, E.M., Ferris, K.R. and Selling, T.I. (1996), International Financial Reporting and Analysis:
A Contextual Emphasis, Irwin, Homewood, IL.

Haydar, A. (1991), Durar al-Hukkam fo Sharh majallah al-Ahkam, Dar al-Jayl, Jeddah.
Hidayat, S.E. (2010), “Challenges in applying conventional international accounting standards for

Islamic finance”, paper presented at AAOIFI Conference, Bahrain.
Hoogervorst, H. (2013), “Are we there yet? Charting the world’s progress towards global

accounting standards“, available at: www.ifrs.org/The-organisation/Members-of-the-
IASB/IASB-speeches/Documents/2013/Hans-Hoogervorst-speech-June-2013.pdf

IAAER-IFRS Foundation (2010), “Presentation material”, Joint IAAER-IFRS Foundation IFRS
Teaching Special Interest Session, Singapore, 4 November.

IFRS Foundation (2010a), International Financial Reporting Standard 4, Insurance Contracts,
London.

IFRS Foundation (2010b), International Accounting Standard 17, Leases, London.
IFRS Foundation (2010c), International Accounting Standard 2, Inventories, London.
IFRS Foundation (2010d), International accounting Standard 27, Consolidated and Separate Financial

Statements, London.
IFRS Foundation (2010e), International Accounting Standard 39, Financial Instruments: Recognition

and Measurement, London.
IFRS Foundation (2010f), The Conceptual Framework for Financial Reporting 2010, IFRS Foundation,

London.
IFRS Foundation (2010g), International Financial Reporting Standard 7, Financial Instruments:

Disclosures, London.
IFRS Foundation (2010h), International Financial Reporting Standard 9, Financial Instruments,

London.
IFRS Foundation (2011a), International Accounting Standard 1, Presentation of Financial Statements,

London.
IFRS Foundation (2011b), International Accounting Standard 28, Investment in Associates, London.
International Accounting Standards Committee (1998), “Shaping IASC for the future”, Discussion

paper, IASC.
International Accounting Standards Council (IASC) (1989), Framework for the Preparation and

Presentation of Financial Statements, IASC Board, London.
Karim, R.A.A. (2001), “International accounting harmonisation, banking regulation, and Islamic

banks”, The International Journal of Accounting, Vol. 36 No. 169, p. 193.
Khan, M.A. (2008), “Time value of money”, in Sheikh Abod, S.G., Syed Agil, S.O. and Ghazali, A. (Eds),

An Introduction to Islamic Economic and Finance, CERT Publications Sdn. Bhd, Kuala
Lumpur, pp. 161-180.

Kuwait Finance House (2011), “Al-Fatāwā al-Shar‘iyyah fi al-Masāil al-Iqtiadiyyah”, Resolution No. 3,
available at: www.kfh.com/KFH_Fatāwā/Fatāwā_Index.aspx

Larson, R.K. and Kenny, S.Y. (1996), “Accounting standard-setting strategies and theories of economic
development: implications for the adoption of international accounting standards”, Advances in
International Accounting, Vol. 9, pp. 1-20.

Majma’ al-Figh al-Islami (1988), Qararat wa al-Tawsiyyat, Resolution No. 40-41, Vols 2/3/4/5 Nos 3/4/5,
available at: www.fiqhacademy.org.sa

213

IFRS9 and
fair value

measurement

http://www.ifrs.org/The-organisation/Members-of-the-IASB/IASB-speeches/Documents/2013/Hans-Hoogervorst-speech-June-2013.pdf
http://www.ifrs.org/The-organisation/Members-of-the-IASB/IASB-speeches/Documents/2013/Hans-Hoogervorst-speech-June-2013.pdf
http://www.kfh.com/KFH_Fat&#x0101;w&#x0101;/Fat&#x0101;w&#x0101;_Index.aspx
http://www.fiqhacademy.org.sa


www.manaraa.com

Majmu’at al-Barakah al-Masrafiyyah (2007), Al-Fatawa as-Shar’iyyah, 1st ed., Majmu’at al-Barakah
al-Masrafiyyah, Jeddah.

Malaysian Accounting Standards Board, (2009), Standard Operating Principles Financial Reporting
from an Islamic Perspective, Kuala Lumpur.

Mulyany, R. (2011), “The Islamic financial industry in the wave of IFRS convergence: survey of issues
and developments”, paper presented at the 5th IIUM International Accounting Conference,
Kuala Lumpur.

Naim, A. (2010), “Islamic accounting – exclusivity, harmonization or convergence?”, Islamic Finance
News, Vol. 7 No. 34, available at: www.islamicfinancenews.com/print_ID.asp?nm_id�18765

Nobes, C. and Parker, R. (2002), Comparative International Accounting, Pearson Education, Upper
Saddle River, NJ.

Putih, Z.A. (2008), “Full convergence with IFRS in 2012”, Accountants Today, pp. 22-23.
Rosly, S.A. (2005), Critical Issues on Islamic Banking and Financial Markets, Dinamas Publishing,

Kuala Lumpur.
Shaer, S. (2011), “Highlights of the points of incompatibility of IFRS with Shari’ah principles”, paper

presented at AAOFI Conference, Bahrain.
Shafii, Z. and Zakaria, N. (2013), “Adoption of international financial reporting standards and

international accounting standards in Islamic financial institutions from the practitioners’
viewpoint”, Middle East Journal of Scientific Research, Vol. 13 No. 2013.

Shafii, Z., Zakaria, N., Shaharuddin, A., Sairally, B.S., Abdul Khir, M.F., Hussains, L. and Md Zuki, M.S.
(2014), “An appraisal of the principles underlying international financial reporting standards
(IFRS): a Shariah perspective-part 1”, Research Report, International Shariah Research
Academy for Islamic Finance (ISRA).

Sivakumar Velayutham (2014), “Conventional’ accounting vs ‘Islamic’ accounting: the debate
revisited”, Journal of Islamic Accounting and Business Research, Vol. 5 No. 2, pp. 126-141.

Sultan, S.A.M. (2006), A Mini Guide to Accounting for Islamic Financial Products – A Primer, CERT
Publications Sdn. Bhd, Kuala Lumpur.

Ting, Y.S. and Soo, C.M. (2005), “Fair value accounting – relevance, reliability and progress in
Malaysia”, available at: http://alanyoonassociates.com/news/fairValueAccounting.pdf

Vinnecombe, T. and Park, D. (2007), “The implications of Islamic jurisprudence for the
international harmonization of accounting standards”, Financial Reporting, Regulation &
Governance, Vol. 6 No. 1, pp. 1-23.

Whittington, G. (2008), “Fair value and the IASB/FASB conceptual framework project: an
alternative view”, ABACUS, Vol. 24 No. 2, pp. 139-168.

Corresponding author
Zurina Shafii can be contacted at: anakshafii@yahoo.com

For instructions on how to order reprints of this article, please visit our website:
www.emeraldgrouppublishing.com/licensing/reprints.htm
Or contact us for further details: permissions@emeraldinsight.com

JIABR
7,3

214

http://www.islamicfinancenews.com/print_ID.asp?nm_id=18765
http://alanyoonassociates.com/news/fairValueAccounting.pdf
mailto:anakshafii@yahoo.com
mailto:permissions@emeraldinsight.com


www.manaraa.com

Reproduced with permission of copyright owner. Further
reproduction prohibited without permission.


	Issues on the application of IFRS9 and fair value measurement for Islamic financial instruments
	1. Introduction
	2. Recognition and measurement of Islamic financial assets
	3. Fair value measurement and gharar
	4. Conclusion
	References


