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Abstract 

This paper aims to measure the IAHs disclosure level in the annual reports of Islamic banks. To do 

this, we develop a specific IAHs disclosure index based on Accounting and Auditing Organization 

for Islamic Financial Institutions (AAOIFI) standards. We use manual content analysis of 49 full-

fledged Islamic banks‟ annual reports over the period 2011-2015 across 10 countries. The findings 

of this study show that the overall level of IAHs disclosure is 28 per cent. Indeed, the sampled 

Islamic banks provide fewer disclosures related to IAHs. The present study contributes to enrich 

the knowledge of Islamic accounting literature by exploring directly the IAHs disclosure level in 

the annual reports of Islamic banks via self-constructed IAHs disclosure index based on AAOIFI 

accounting standards. It can help regulators in different countries to understand and strengthen the 

IAHs disclosure practices in Islamic banks by imposing AAOIFI disclosure requirements in terms 

of IAHs reporting. 
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1. Introduction 

The global financial crisis has led to a crisis in investors‟ confidence towards the 

conventional banking system and increased interest to the Islamic finance industry, in 

particular Islamic banks as they recognized by their resilience during the financial crisis. 

Thus, transparent disclosures and relevant information stimulate the interests of investors 

in achieving better allocation of their funds and eventually to a better decision making. 

According to the IMF Working Paper of November (2002, p. 12) “ Information disclosure 

is more important in an Islamic environment than it is in a conventional system because of 

the profit and loss sharing principle and the implied lack of protection for investment 

depositors which are at the core of Islamic banking”. Investment Account Holders (IAHs) 

represent the main source of financing for Islamic banks and yet, they are not allowed to 

interfere in the management of their funds. Indeed, IAHs are not authorized neither to 

designate the board of directors, nor the members of Sharia Board and the external auditors 

(Al-Baluchi, 2006). Thus, disclosure of relevant information for IAHs in the annual reports 

of Islamic banks is very important, because it contributes to reducing information 

asymmetry and to protect the IAHs‟ rights.  

It is in this sense that Islamic banks are expected to provide more relevant disclosures in 

their annual reports that the IAHs find useful. Previous studies have mainly focused on 

CSR disclosure, corporate governance disclosure, Sharia governance and compliance with 

AAOIFI Standards levels in Islamic banks (e.g., Maali et al., 2006; Haniffa and Hudaib, 

2007; Hassan and Harahap, 2010; Farook et al., 2011; Ullah, 2013; Farag et al., 2014; 

Abdullah et al., 2015; El-Halaby and Hussainey, 2015; El-Halaby et al., 2017).  

There are very few studies that include IAHs as one of the categories of their disclosure 

indices, such as corporate governance disclosure indices in Islamic banks (e.g., Abdullah et 

al., 2015; Srairi, 2015; Sulaiman et al. 2015). However, to the best of our knowledge, there 
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have been no prior studies which investigate directly the level of IAHs disclosure in 

Islamic banks‟ annual reports through the development of a specific IAHs disclosure 

index. Therefore, the present study contributes to fill this gap in existing Islamic 

accounting literature. According to Sarea and Hanefah (2013), the AAOIFI accounting 

standards may reflect the unique characteristics of Islamic banks. Since the IAHs are 

considered unique to Islamic banks, we developed a specific IAHs disclosure index based 

mainly on AAOIFI IAHs reporting standards to measure the IAHs disclosure level in the 

annual reports of a sample of 49 full-fledged Islamic banks over the period 2011-2015. 

This is the first study which investigates directly the extent of IAHs disclosure practices in 

the annual reports of Islamic banks using a self-constructed IAHs disclosure index based 

on AAOIFI accounting standards. Using manual content analysis, the findings indicate that 

the sampled Islamic banks provide poor disclosures in relation to IAHs (28%) as they 

disclose below 50% of the AAOIFI IAHs disclosure requirements. This study could enrich 

the existing literature on corporate disclosure and transparency in Islamic banks. It can also 

help regulators bodies in different countries to improve IAHs disclosure practices in 

Islamic banks by imposing the application of AAOIFI accounting standards. 

The remainder of this paper is organized as follows. Section 2 presents the role of IAHs in 

Islamic banks. Section 3 provides the relevant literature review. Section 4 describes the 

research methodology. Section 5 presents and discusses the results. The robustness test is 

covered in Section 6 and finally Section 7 concludes the study.  

2. The role of IAHs in Islamic banks  

Islamic banks, like other financial institutions, need deposits to ensure their survival and 

functioning. According to AAOIFI Conceptual Framework (AAOIFI, 2010, p. 15) “an 
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asset is a resource controlled by an IFI
2
, whether financed by owners or its investment 

account holders, as a result of a past transactions, event or condition which provides the IFI 

an enforceable right over the resource and gives it an economic benefit, present or future”. 

This means that Islamic banks hold capital mainly from two categories of stakeholders, 

namely Shareholders and Investment Account Holders.  

The investment accounts
3 are unique to Islamic financial institutions and defined as “funds 

received for the purpose of investment on a profit sharing or participation basis under 

Mudaraba arrangements” (AAOIFI, 2010, p. 15). The deposits are mostly collected from 

the IAHs which represent the main source of funds for Islamic banks compared to 

shareholders‟ funds (Al-Deehani et al., 1999; Al-Baluchi, 2006; Archer and Karim, 2009; 

Archer et al., 2010; AlShattarat and Atmeh, 2016). The investment account holders provide 

economic resources, usually cash, to the IFI for investment purposes with the expectation 

of receiving profits attributable after paying the IFI a share of the profit and a fee where 

relevant (AAOIFI, 2010, p. 15).  

Furthermore, there are two types of investment accounts, namely unrestricted investment 

accounts and restricted investment accounts. The unrestricted investment account is 

considered by AAOIFI as on-balance sheet account where the investor fully authorizes the 

bank to invest the funds without restrictions as to where, how and what purpose the funds 

should be invested, given that funds in unrestricted investment accounts are commingled 

with the bank‟s own funds, whereas restricted investment account represent an off balance 

sheet account where the investor restricts the manner as to where, how and for what 

purpose the funds are to be invested (Abdul Rahman, 2010). Unrestricted investment 

accounts are often the most common accounts in Islamic banks. According to Van 
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3
 Investment Accounts are also known under other names including Profit Sharing Investment Accounts (PSIAs), 

Profit Loss Sharing deposits, Mudaraba Investment Accounts or Mudaraba funds. 
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Greuning and Iqbal (2008, p.195) “Unrestricted IAHs are the third and the most important 

category of Islamic bank accounts. They constitute the majority of deposits and are a 

characteristic feature of Islamic finance, posing distinctive challenges...” The authors 

added that “Unrestricted account holders usually enter into a mudarabah contract with the 

Islamic bank, in which the Islamic bank manages their funds and pays a share of returns 

according to a predetermined profit- and loss-sharing ratio”.  

Accordingly, IAHs funds can be classified neither as liability nor as equity. Thus, they are 

presented as a separate item between liabilities and owners‟ equity in the statement of 

financial position of Islamic banks that adopt AAOIFI standards, whereas Islamic banks 

that adopt IAS/IFRS standards classified these funds as liabilities (AlShattarat and Atmeh, 

2016; Sori, 2017).  

Despite the status of IAHs as major stakeholders, they are not allowed to interfere in the 

management of their funds. Unlike the shareholders, IAHs have no voting rights and have 

not even the right of equal access to relevant information. Indeed, IAHs are allowed to 

designate neither the board members, nor the members of Sharia Board and the external 

auditors. In the last resort, they can withdraw their funds (Archer et al., 1998; Karim, 2001; 

Al-Baluchi, 2006). However, IAHs withdrawals are not beneficial to Islamic banks (i.e. 

Shareholders). Hence, the latter has an incentive to maintain a higher level of IAH 

investment as a source of profits via the mudarib share. Nevertheless, IAHs should be 

protected from the risk of volatility in their returns at the expense of shareholders. Thus, 

the latter should sacrifice a part or his entire mudarib share of profits to smooth the returns 

paid to IAHs. This is known as displaced commercial risk and Islamic banks do their best 

to mitigate this risk through the use of two types of reserves, namely profit equalization 

reserve and investment risk reserve (Archer and Karim, 1998; Archer et al., 2010).  
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On the whole, IAHs have no representation on the board of directors, although they are of 

great importance as providers of funds to Islamic banks. Therefore, this category of 

stakeholders needs relevant information about the management of their funds in order to 

protect their rights and to reach better decision-making. This is why Islamic banks have to 

be transparent to their IAHs by disclosing essential information for them in their annual 

reports. 

3. Literature Review  

Despite the importance of the IAHs, there are very few disclosure studies in the Islamic 

banking industry that include IAHs as one of the categories of their disclosure indices and 

not as the overall disclosure index (e.g., Abdullah et al., 2015; Srairi, 2015; Sulaiman et al. 

2015).  

Al-Baluchi (2006) examined in his thesis a sample of 34 Islamic banks located in Bahrain, 

Qatar, Jordan and Sudan for the year 1997 (before implementation of AAOIFI Standards) 

and 2002 (after implementation of AAOIFI Standards) to explore the level of voluntary 

disclosure in the annual reports of Islamic banks. To measure the overall level of 

disclosure, he developed a voluntary disclosure index for the year 2002 based on AAOIFI 

Standards, which mainly involves FAS1 and FAS5, FAS6 and FAS 11, and consisting of 

104 items classified into four groups, being “Disclosure of general corporate information”, 

“Disclosure of Reports”, “Disclosure of financial information in the financial statements” 

and “Disclosure of information in the notes to the financial statements”. The findings 

showed that the average voluntary disclosure level was 44%. In all, Al-Baluchi (2006) 

revealed that the level of voluntary disclosure increased after the implementation of 

AAOIFI Standards. 
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Abdullah et al. (2015) explored the extent of voluntary corporate governance disclosure of 

67 Islamic banks in the SEA and GCC regions for the year 2009. Thus, they constructed a 

disclosure index based on the OECD Principles of Corporate Governance (2004), the Basel 

Committee on Bank Supervision (2006) Report, the AAOIFI Standards (2010), the IFSB 

guidelines, other standards and previous studies on corporate governance disclosures. 

Then, the index included a total of 81 items classified into 13 disclosure categories. The 

findings revealed that the average level of voluntary corporate governance disclosure is 

37.01% with a low level of 35.86% related to disclosure on “Equitable treatment of fund 

providers and other significant stakeholders”.  

Moreover, Sulaiman et al. (2015) examined a sample of 16 Islamic Financial Institutions 

(IFIs) in Malaysia to determine the disclosure quality of corporate governance in their 

annual reports for the year 2009. For this purpose, they developed a corporate governance 

disclosure index, as a proxy for disclosure quality, based on the BNM guidelines (2007), 

Governance standards issued by AAOIFI (2008) and IFSB guidelines (2006) and 

consisting of 123 items grouped into 14 dimensions. Using content analysis, they found a 

corporate governance disclosure level of 51.42 %. Their results also revealed that risk 

management committee disclosure is the most disclosed dimension of the disclosure index 

with a mean score of 85.16%, whereas, customers/IAHs information is the least disclosed 

dimension with a mean score of 2.68%.  

More recently, Srairi (2015) focused on 27 Islamic banks located in 5 Arab Gulf countries 

to investigate the impact of corporate governance disclosure level on bank performance. 

To measure the corporate governance disclosure level, he developed a disclosure index that 

contains 63 items classified into six major governance categories, namely board structure, 

risk management, transparency and disclosure, audit committee, Sharia supervisory board 

and investment account holders. Indeed, these disclosure items and categories were 
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selected based on prior studies and international benchmarks such as the OECD guidelines 

(2004), corporate governance codes in the GCC countries, corporate governance standards 

promulgated by AAOIFI and the IFSB framework. Subsequently, he analyzed the content 

of the annual reports over the period 2011-2013 and he revealed a corporate governance 

disclosure level of 54% with Sharia governance information being the highest mean 

disclosure category (71%) and disclosures on IAHs being the lowest mean disclosure 

category (37%) of corporate governance disclosure.  

In the light of the above, it seems obvious that the disclosures on IAHs represented low 

levels of corporate governance disclosure. In addition, both Sulaiman et al. (2015) and 

Srairi (2015) revealed that IAHs, as governance disclosure category, were the less 

disclosed category of their corporate governance disclosure indices.  

In reviewing the literature, it seems that previous studies were mainly focused on CSR 

disclosure, corporate governance disclosure, Sharia governance and compliance with 

AAOIFI Standards levels in Islamic banks. The findings of most of these studies indicated 

low levels of disclosures and they were far below authors‟ expectations. However, to the 

best of our knowledge, no studies have investigated directly the level of IAHs disclosure in 

the annual reports of Islamic banks via the construction of a specific IAHs disclosure index 

using AAOIFI standards. Therefore, the present study contributes to fill this gap in existing 

Islamic Accounting literature. 

4. Research methodology  

4.1. Sample selection 

The aim of the present study is to measure the IAHs disclosure level in the annual reports 

of Islamic banks. Thus, we focused on secondary data which are the annual reports of 
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Islamic banks. Indeed, the annual reports are considered as the only source in which 

essential IAHs information should be disclosed. 

The sample consists of 49 full-fledged Islamic banks over the period 2011-2015 which 

involves 245 observations across 10 countries. Furthermore, the sampled Islamic banks 

were selected using the list of banks, which is presented in Islamic Banks and Financial 

Institution Information database called “IBISONLINE” (www.ibisonline.net). It should be 

noted that the selection of our sample was based primarily on the Islamic banks‟ annual 

reports which are available on their official websites for the period 2011-2015. However, 

to ensure the homogeneity of our sample, we excluded Islamic banks that publish only 

interim or financial statements. Further, we excluded a number of Islamic banks that do not 

found in the Internet Site because they are closed or merged.  

The AAOIFI standards 2010 edition is used in the current study. It considered as the most 

recent available edition of AAOIFI standards. Therefore, it covered the sample period of 

the five most recent years (2011-2015) during the conduction of this study. This means that 

the year of beginning of the study is 2011 which is the year of application of the 2010 

edition of the AAOIFI standards, while the year of 2015 is the year in which the last 

available annual report is found in the Islamic banks‟ websites during the conduction of the 

study. 

4.2. Construction of the IAHs Disclosure Index 

Self-constructed disclosure index as a measure of either level or quality of corporate 

disclosures has been well acknowledged in the accounting disclosure literature. It is used in 

a variety of corporate disclosure studies in general (for example, Cerf, 1961; Barrett, 1976; 

Cooke, 1989a; Botosan, 1997; Hassan, 2012; etc.) and disclosure studies in the Islamic 

banking industry in particular. Indeed, there are a number of studies that developed 

http://www.ibisonline.net/
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disclosure index through content analysis to evaluate the extent of disclosure within the 

annual reports of Islamic banks (e.g., Maali et al., 2006; Haniffa and Hudaib, 2007; Hassan 

and Harahap, 2010; Abdullah et al. , 2015; Sulaiman et al. , 2015; Srairi, 2015; El-Halaby 

and Hussainey, 2016; etc.). In this study, the level of IAHs disclosure corresponds to the 

level of disclosure of essential information oriented for IAHs in the annual reports of 

Islamic banks. Referring to these previous studies, it is also measured through the 

construction of a specific disclosure index. Thus, following Hussainey (2004), the 

construction of our disclosure index involves the following steps. 

4.2.1. Selecting the initial list of disclosure items 

As aforementioned, there is no prior study relating directly to the extent of IAHs disclosure 

in the annual reports of Islamic banks through the construction of a disclosure index based 

on AAOIFI Accounting standards. However, there are a number of studies that include 

IAHs as one of the disclosure categories of their disclosure indices (Abdullah et al., 2015; 

Srairi, 2015; Sulaiman et al., 2015). Then, the first list of disclosure items was developed 

based on reviewing the relevant disclosure literature, AAOIFI accounting standards (FAS 

1, FAS2, FAS 3, FAS4, FAS 5, FAS6, FAS 11 and GSIFI 6)
4
  and based on the current 

practice in Islamic banks (pilot study). Indeed, we carried out a pilot study, to refine the list 

of items, by scoring 35 annual reports of 7 Islamic banks across 7 different countries for a 

period of five years (2011-2015). We used manual content analysis to extract relevant 

items related to IAHs issues from the selected annual reports. Then, five disclosure 

categories and 61 items in the IAHs disclosure index, which could be observed in the 

annual reports of Islamic banks, were initially selected. 
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 See Appendix 2 
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4.2.2. Selecting the final list of disclosure items  

As noted by Hussainey (2004, p. 49) “Different methodologies are applied in the literature 

to select the final list of disclosure topics. These methodologies include: (1) sending out 

questionnaires to the users of financial reports, (2) conducting interviews or (3) relating to 

recommendations provided by the accounting profession and accounting standards”. In this 

study, the initial list of disclosure items was reviewed by two professors in Accounting 

having knowledge in Islamic finance and two accounting professionals, who are working 

in the Islamic banking industry. Then, after discussing with them and as a result of their 

recommendations, we made some amendments to the disclosure index to enhance its 

validity. Overall, a disclosure item was retained in the disclosure index if it was disclosed 

by at least one Islamic bank (Al-Baluchi, 2006). Accordingly, the final list of disclosure 

items consists of 53 items classified into three disclosure categories namely: (1) Investment 

Account Holders (27 items), (2) Products (Murabaha, Mudaraba and Musharaka) (23 

items) and (3) IAHs Risk Management (3 items) (see Appendix 1).  

4.2.3. Scoring of the IAHs disclosure index 

After developing the IAHs disclosure index and ensuring its validity, we proceeded to the 

weighting of the disclosure index. Indeed, an unweighted scoring approach is employed to 

examine the presence or absence of the IAHs disclosure items in the annual reports of 

Islamic banks. This method has been previously used by many researchers (e.g., Cooke, 

1989b; Gray et al., 1995; Al-Baluchi, 2006; Haniffa and Hudaib, 2007; Abdullah et al., 

2013; etc.). According to them, the main reasons for not giving weights to disclosure items 

are that each item of disclosure is equally important and to avoid subjectivity. Indeed, 

weighted approach reflects the perception rather than actual information needs of the users 

of financial information (Al-Baluchi, 2006). In addition, since our disclosure index was 

developed using the AAOIFI accounting standards, the latter does not mention in its 
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regulation if there are more important items than others. Thus, the unweighted scoring 

approach is more suitable for this study. In any case, it has been shown previously that 

regardless of the approach adopted (weighted or unweighted), the results of the two 

approaches are similar (Inchausti, 1997). 

The measure of IAHs disclosure level is obtained by analyzing the content of the annual 

reports of each Islamic bank and for each year. Then, by using a dichotomous approach, 

each item is given a score 1 if it is disclosed in the annual report and 0 if it is not disclosed 

and the disclosure index score of each bank was then calculated as follows: 

D_IAHs it = ∑     
    /  N 

Where, 

D_IAHsit: Total IAHs disclosure score of Islamic bank i and for the year t 

N: Total number of items in the IAHs disclosure index (53 items) 

Xji: equal to 1 if the item j is disclosed in the annual report of the Islamic bank i and 0 if it 

is not disclosed. 

Subsequently, to determine the total index of the whole sample, individual scores were 

added together and that total was then divided by the total number of items, which 

summarizes the overall extent of IAHs disclosure in a single number (Hussainey, 2004). 

4.3. Reliability of IAHs Disclosure measure  

Once the scoring method is assigned, we used manual content analysis to determine the 

extent of IAHs disclosure in the annual reports of all the sampled Islamic banks. According 

to Hussainey (2004:53) “Traditional content analysis via manual reading is generally more 

effective than the computerized analysis in identifying certain themes in the texts”. Indeed, 

it permits the quantitative assessment of achieved reliability (Beattie et al., 2004). 

However, this approach is not without criticism. Thus, it is extremely time-consuming 
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process, specifically with the presence of large volumes of textual data. Furthermore, 

human coders could make mistakes during their analyses. They could overlook some text 

of relevant content, potentially affecting the validity of the measure (Hussainey, 2004). 

Weber (1990:12) states that “To make valid inferences from the text, it is important that 

the classification procedure be reliable in the sense of being consistent: Different people 

should code the same text in the same way”. It is then necessary to assess the reliability of 

the IAHs Disclosure measure. Reliability is defined by Neuendorf (2002, p. 112) as “the 

extent to which a measuring procedure yields the same results on repeated trials”.  

According to Krippendorff (2004), there are three types of reliability for content analysis, 

which are stability, reproducibility and accuracy. He pointed out that reproducibility, which 

is defined as the extent to which different coders produce the same results when coding the 

same content, is the strongest measure of reliability. 

Therefore, after completing the content analysis process, we designated an independent 

coder to review a sample of four Islamic banks for a period of 3 years (2013-2015), which 

represent a total of 12 randomly selected annual reports. First, we explained to the 

independent coder the purpose of our research and the disclosure categories and items 

included in the IAHs disclosure index. Second, we provided him some decision rules to 

replicate the coding process of the selected annual reports. Then, we compared the results 

obtained from the two coders (i.e. we compared both the total scores from the two coders) 

to ensure that the discrepancies between the coders are few, or that the discrepancies have 

been re-analyzed and the differences resolved (Milne and Adler, 1999). 

In doing so, we used Krippendorff‟s alpha test, which is considered as the most appropriate 

measure of reliability in content analysis. Krippendorff (2004) required an alpha ≥ 0.800 

for acceptable level of inter-coder reliability with a minimum of 0.667 (Krippendorff, 

2004). In this research, Krippendorff‟s alpha coefficient is 0.836, which is widely 
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acceptable since it exceeds the required minimum threshold of 0.667 and also above 0.800. 

We can say then that we have achieved a satisfactory level of reliability of the IAHs 

Disclosure measure. 

On the other hand, Botosan (1997) highlighted the importance to assess the validity of the 

disclosure index. For that, he suggested four analyses, which are the correlation among the 

components of disclosure index, Cronbach‟s coefficient alpha, the correlation between 

disclosure scores and firm characteristics identified in prior studies to be associated with 

the level of corporate disclosures, and the correlation between the disclosure scores and the 

AIMR-FAF disclosure scores (Hussainey, 2004). 

Thus, to check the validity of our IAHs disclosure index, we perform the correlation 

analysis between the IAHs disclosure level and the different categories of IAHs disclosure 

index (IAHs, Products, and IAHs risk management). Botosan (1997) supposed that the 

components of the disclosure index have to be positively and significantly correlated with 

one another to ensure the validity of the disclosure index. 

 

Table 1: Correlation among the components of IAHs disclosure index 

  IAHsdisclevel IAHS  PRODUCTS   RISKMGT 

IAHsdisclevel 1.0000        

IAHS 0.8888* 1.0000      

PRODUCTS 0.8379* 0.4992*   1.0000    

RISKMGT 0.5533* 0.5569*   0.3013*   1.0000  

IAHsdisclevel: the level of IAHs Disclosure; IAHS: IAHs category; 

PRODUCTS: Products category; RISKMGT: IAHs risk management 

category. 

 

The table above shows that all the categories of IAHs disclosure index are positively and 

significantly correlated with the IAHs disclosure level. Thus, the IAHs disclosure index is 

validated. 
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5. Results and discussion 

In this section, we analyze and interpret the results of IAHs disclosure index of the 

sampled Islamic banks during the period between 2011 and 2015. Table 2 presents the 

descriptive statistics. It indicates that the average of overall IAHs disclosure level is 28%. 

It means that the sample Islamic banks disclosed only 28% of the IAHs disclosure index, 

which is very low as they disclosed below 50% of the AAOIFI IAHs disclosure 

requirements. Then, it is evident that a very few number of the sample Islamic banks 

comply with AAOIFI accounting standards related to IAHs reporting. 

Furthermore, it is observed that IAHs disclosure level varies from 4% to 74%. Thus, Al 

Baraka Islamic Bank (Bahrain) has the highest IAHs disclosure level (74% in 2011, 2012 

and 2013) followed by Khaleeji Commercial Bank (Bahrain) (68% in 2014 and 2015), 

while both Alinma Bank (Saudi Arabia) and Boubyan Bank (Kuwait) have the lowest 

IAHs disclosure level (4%). The very wide range between the lowest and the highest IAHs 

disclosure level can be explained by the variety of standards adopted by those Islamic 

banks. Thus, both Alinma Bank and Boubyan Bank adopt IAS/IFRS standards, whilst Al 

Baraka Islamic Bank adopts AAOIFI accounting standards. Moreover, the table shows that 

the standard deviation value is 0.182 which indicates that there are a large dispersion in 

IAHs disclosure level between the sample banks and the overall IAHs disclosure level 

deviate from the expected disclosure level (i.e. more than 50%). 

In all, this result is far below our expectations given that IAHs, as the main source of funds 

for Islamic banks, have no way of knowing about the management of their funds except the 

annual report in which relevant IAHs information should be disclosed. 

Regarding the disclosure categories included in our disclosure index, Table 2 reports that 

among the three disclosure categories, Products category has the highest disclosure level 

which is 31%, whereas IAHs Risk Management has the lowest disclosure level of 14%. 
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This means that IAHs are more interested in products disclosure than other disclosures.  

This makes sense as IAHs may seek above all to maximize profit through investing in 

profitable products offered by the Islamic bank. As to IAHs Risk Management, the low 

level of disclosure is explained by the fact that Islamic banks do not disclose in their 

annual reports the risks or losses related to IAHs, especially to Unrestricted IAHs, which 

makes their investments very risky. Finally, as for IAHs category, the mean disclosure 

level is 26% which is very low. It means that the majority of the sample Islamic banks do 

not disclose enough information about IAHs disclosure practices. 

Our results are similar to those of Srairi (2015) and Sulaiman et al. (2015) who found very 

low levels of IAHs index (as category of their governance disclosure index) (37% and 

2.68% respectively). Srairi (2015) noted that the sample banks do not disclose information 

about the risks and rights of IAHs, investment and asset allocation. Also, he noticed that 

there was a lack of information on the bases for profits allocation between shareholders 

and IAHs in the most of the GCC Islamic banks‟ annual reports. Sulaiman et al. (2015) 

also found the same results as Srairi (2015) regarding the lack of information on risk 

management issues in Malaysian Islamic banks‟ annual reports. 

Table 2: Descriptive Statistics 

Variable N Mean Std. Dev. Min Max 

IAHS category 245 0.264 0.211 0.000 0.778 

PRODUCTS category 245 0.314 0.220 0.000 0.870 

RISKMGT category 245 0.144 0.216 0.000 0.667 

IAHs Disc level 245 0.280 0.182 0.038 0.736 

Level of IAHs funds 245 0.416 0.251 0.000 0.794 

AAOIFI 245 0.367 0.483 0 1 

ROA 245 0.007 0.047 -0.303 0.246 

SIZE 245 14.978 1.641 10.416 18.248 

GDP growth rate 245 4.836 2.294 0.500 13.400 

Inflation rate 245 4.038 2.844 -0.900 11.900 
     N: number of observations; RISK MGT: Risk management; IAHs Disc level: Total IAHs disclosure level 

The table also presents some descriptive statistics of our sample. It indicates that the 

average ratio of total IAHs funds to total assets for the whole sample is around 42% with 
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standard deviation of 0.251. Furthermore, it is observed that IAHs funds level varies from 

a minimum value of 0 to maximum of 0.794.  In addition, the descriptive analysis shows 

that only 37 % of the sampled Islamic banks adopt AAOIFI standards. The majority of the 

sampled Islamic banks adopt IAS/IFRS and local standards (63%). 

The average profitability measured by ROA is 0.007. The average size for the sampled 

banks measured by log total assets is 14.978. The values of bank size ranges from 10.416 

to 18.248 with standard deviation of 1.641 which indicates poor dispersion within the 

sample. The average GDP growth rate in the sampled countries is 4.836% with standard 

deviation of 2.294 %. There is a notable disparity in GDP growth rate from one country to 

the other, with a minimum rate of 0.5% and a maximum rate of 13.4%. Similarly, the 

average inflation rate of the sampled countries which measured by Consumer price index 

over the period from 2011-2015 is 4.038% with standard deviation of 2.844%. There is 

also a huge disparity in the inflation rate with the values ranging from -0.9% to 11.9%. 

 

Table 3: The IAHs disclosure level by country  

Country N Mean     Min Max 

Bahrain 13 0.366 0.109 0.709 

Qatar 3 0.555 0.540 0.574 

Jordan 2 0.506 0.408 0.604 

UAE 4 0.353 0.264 0.426 

Saudi Arabia 4 0.120 0.038 0.215 

Kuwait 5 0.137 0.042 0.196 

Turkey 4 0.090 0.075 0.094 

Pakistan 3 0.260 0.208 0.313 

Bangladesh 7 0.246 0.226 0.291 

Malaysia 4 0.198 0.075 0.257 
N: number of banks 

 

Table 3 presents the average IAHs disclosure level for each country. It can be observed 

that Qatar has the highest IAHs disclosure level of 55% followed by Jordan (51%), while 

Turkey, Saudi Arabia and Kuwait have the lowest IAHs disclosure level of 9%, 12% and 

14% respectively. This is consistent with the results of Srairi (2015) who found that Qatar 
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achieved the first rank in IAHs disclosure category (40%), whilst Kuwait and Saudi Arabia 

had the lowest IAHs index scores of 34% and 36% respectively. 

 

             Figure 1: The IAHs disclosure levels by year and country for the whole sample 

 

 

Figure 1 shows the average IAHs disclosure levels over the period 2011-2015 and for each 

country for the whole sample. The results show insignificant differences between the five 

years. This means that there is no change in IAHs disclosure levels over the five years. 

This can be explained by the standard form (i.e. the same form of publication) of the 

annual reports published between 2011 and 2015. The change in IAHs disclosure levels is 

only observed between different countries. It can be explained by the variety of standards 

(AAOIFI standards, IAS/IFRS standards and Local standards) adopting by the sampled 

Islamic banks. This finding is consistent with El Halaby and Hussainey (2015) who 

suggested that the change in disclosure levels was based on adopted accounting standards. 

 

 

0,000

0,100

0,200

0,300

0,400

0,500

0,600

0,700

2011

2012

2013

2014

2015



19 

 

     Table 4: The IAHs disclosure level by country and disclosure category  

 Country N IAHS(%) PRODUCTS(%) RISK MGT(%) Total IAH disc(%) 

Bahrain 13 33 42 25 37 

Qatar 3 40 76 33 55 

Jordan 2 64 41 0 51 

UAE 4 27 50 0 35 

Saudi Arabia 4 7 20 0 12 

Kuwait 5 11 19 1 14 

Turkey 4 18 0 0 9 

Pakistan 3 20 36 0 26 

Bangladesh 7 28 20 29 25 

Malaysia 4 24 17 8 20 
      N: number of banks; RISK MGT: Risk management; IAHs Disc level: Total IAHs disclosure level 

Table 4 shows that Jordan has the highest disclosure score related to IAHs category (64%) 

followed by Qatar and Bahrain (40% and 33% respectively), while Saudi Arabia has the 

lowest disclosure score (7%). As for Products category, the highest disclosure score is 

achieved by Qatar (76%) followed by UAE (50%) and Bahrain (42%), whilst Malaysia 

scores the lowest (17%). Turkey does not disclose any information about products since 

the level of disclosure is 0%. Later, Qatar reaches the highest IAHs disclosure level 

relating to Risk management category (33%) followed by Bangladesh (29%) and Bahrain 

(25%), whereas Malaysia and Kuwait have the lowest disclosure score (8% and 1% 

respectively). For the other countries, the table shows that there is no disclosure of IAHs 

risk management issues as the disclosure scores are 0%.  

In all, although Bahrain is the country where AAOIFI accounting standards have been 

developed for Islamic financial institutions, it does not rank first in terms of all disclosure 

categories of the IAHs disclosure index. 

 

 

 



20 

 

Table 5: The IAHs disclosure level by disclosure subcategory 

 

 

 

UIAHs:Unrestricted IAHs;RIAHs:Restricted IAHs;RISK MGT*:Risk management (see more details in Table 

6);Total IAHs Disc:Total IAHs disclosure level 
 

Table 5 summarizes our main findings in terms of IAHs disclosure level by more details on 

the categories of the IAHs index (i.e. sub-categories). As indicated in the table, for IAHs 

category, General disclosure on IAHs has the highest disclosure score, which is around 

39%. On the other hand, disclosures on Restricted IAHs have the lowest disclosure score 

of 10%. As to disclosures on Unrestricted IAHs, the overall disclosure score is around 

30%.  

Regarding Products category, we find that Murabaha has the highest disclosure score of 

53%, whilst Musharaka scores the lowest (21%).  

Table 6: IAHs Risk Management disclosure index 

Risk Management Disclosure Total IAHs disclosure(%) 

RIAHs RISK Management 3 

UIAHs RISK Management 24 

DCR Management 16 

 

As shown in Table 6, the IAHs Risk Management disclosure category is classified into 

three risk management practices that may attract IAHs interest, such as Restricted and 

Unrestricted IAHs risk management and Displaced Commercial Risk (DCR). Then, it 

appears that Unrestricted IAHs risk management practices are the most disclosed 

information of the IAHs risk management index with a mean score of 24%, whilst 

Categories Sub-categories IAH disclosure level(%) 

IAHs 

General 39 

UIAHs 30 

RIAHs 10 

Total 26 

Products 

Murabaha 53 

Mudaraba 23 

Musharaka 21 

Total 31 

Risk Mgt*   14 

Total IAH Disc   28 
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Restricted IAHs risk management practices are the least disclosed information with a mean 

score of 3%.  As for the DCR, it scores only 16% across the whole sample which indicates 

a considerable lack of disclosure on whether Islamic banks face the DCR. Further, we find 

only nine Islamic banks that disclose about the DCR. This is consistent with the results of 

Abdul Rahman et al. (2013) who found poor disclosure on the DCR by Islamic banks in 

the MENA region with a mean score of 3%. They noted that only 3 out of 20 Islamic banks 

disclosed the DCR as one of the risks they face. 

 

     Table 7: The IAHs disclosure level by standards  

Standards N Mean Min Max 

AAOIFI 18 0.413 0.075 0.736 

Others 31 0.201 0.038 0.434 
      N: number of banks; Others: Local and IAS/IFRS Standards 

Table 7 classifies the IAHs disclosure index into two main groups of Islamic banks namely 

banks that adopt AAOIFI accounting standards and those that adopt other standards 

(IAS/IFRS and local standards). Thus, it is evident that Islamic banks adopting AAOIFI 

standards achieve high IAHs disclosure levels (41%) compared to those adopting other 

standards (20%). This means that Islamic banks applying AAOIFI accounting standards 

disclose more information about IAHs practices issues than those applying other standards. 

This result is in line with that of Suandi (2017) who argued that applying accounting 

standards that do not take into account the specificities of Islamic banks leads to poor 

disclosures pertaining to Profit Sharing Investment Accounts (PSIAs) and noted that 

Islamic banks applying AAOIFI accounting standards present more comparable and 

transparent practices of accounting for PSIAs. This is also due to the fact that, unlike 

IAS/IFRS standards, the AAOIFI accounting standards may reflect the unique 

characteristics of Islamic banks (Sarea and Hanefah, 2013).  

As the IAHs are considered unique to Islamic banks, those who adopt AAOIFI accounting 

standards should achieve greater levels of IAHs disclosure. Nevertheless, the IAHs 
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disclosure level is still very low (41%) as the banks disclosed less than 50% of the 

disclosure items required by AAOIFI accounting standards. Then, it is observed that even 

Islamic banks applying AAOIFI accounting standards are not fully complied with these 

standards. This result is consistent with that of Al-Baluchi (2006) who found that some 

Islamic banks in Bahrain were not in full compliance with AAOIFI standards and with low 

voluntary disclosure levels. Similarly, this result is in line with that of Ajili and Bouri 

(2017) who found that Islamic banks in the GCC had not fully complied with all the IFRS 

and AAOIFI disclosure requirements. This can be explained by the fact that AAOIFI has 

no power to enforce the application of its standards on Islamic banks globally (Karim, 

2001; Sarea and Hanefah, 2013). On the other hand, the results of the table above show 

that Islamic banks adopting other standards (i.e. Local and IAS/IFRS Standards) disclose 

20% of the AAOIFI IAHs disclosure requirements. This indicates that there is a 

convergence movement towards the AAOIFI standards in these Islamic banks. 

To sum up, as a result of our findings mentioned above, it seems obvious that the sampled 

Islamic banks have poor disclosures for IAHs. Thus, particular attention needs to be paid to 

IAHs reporting to boost IAHs confidence and avoid massive withdrawal of their funds. 

6. Robustness test 

In order to check the robustness of the results of the IAHs disclosure index, we exclude the 

category of IAHs Risk Management as it consists only of 3 items, compared to IAHs and 

products categories (27 and 23 items respectively), which may leads to biased results. 

Then, we compare the new IAHs disclosure index (without IAHs risk management 

category) with the previous one. The new IAHs index consists of 50 items classified into 

two categories which are IAHs and Products. The results indicate that the new IAHs 

disclosure index is 0.287 (around 29%) which is almost the same in comparison with the 
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previous IAHs disclosure index (28%). Thus, we conclude that there is no significant 

difference between the two indices, which proves the robustness of our results. 

7. Conclusion 

Disclosure of relevant information for IAHs in Islamic banks‟ annual reports is very 

important since IAHs, despite their status as the main source of funding for Islamic banks, 

are not allowed to monitor or interfere in the management of their funds. Thus, they need 

transparent disclosures to protect their rights and to achieve better decision-making.  

In this study, we investigate the extent of IAHs disclosure in the annual reports of 49 full-

fledged Islamic banks over the period 2011-2015 and across 10 countries. For this purpose, 

we developed a specific IAHs disclosure index with three main disclosure categories and 

53 items based on AAOIFI accounting standards.  

Using manual content analysis, the results revealed that the overall IAHs disclosure level is 

28% which is very low. Indeed, Qatar has the highest IAHs index score of 55% while 

Turkey scores the lowest (9%). It should be noted as well that Products disclosures are the 

most disclosed category of the IAHs index across the whole sample with a mean score of 

31%, whereas the least attention is given to IAHs risk management disclosures which 

achieved a mean score of 14%. Interestingly, IAHs disclosure category and more 

especially, disclosures on Unrestricted IAHs have very low levels which are 26% and 30% 

respectively. Therefore, we can say that Islamic banks give less attention to IAHs 

disclosure practices despite their great importance as providers of funds to Islamic banks.  

Moreover, it can be observed that even Islamic banks that adopt AAOIFI accounting 

standards have not fully complied with AAOIFI disclosure requirements in terms of IAHs 

reporting. Hence, it is obvious that there are still great gaps between IAHs disclosure 

requirements and current practices. AAOIFI accounting standards should have been 

applied by all Islamic banks around the world with special regard to IAHs reporting. Thus, 
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both AAOIFI and IASB should increase its efforts to harmonize the accounting practices 

of Islamic banks in order to achieve higher levels of IAHs disclosure in Islamic banks. 

Alternatively, regulators bodies in different countries around the world should impose the 

adoption of AAOIFI accounting standards for all Islamic banks to strengthen disclosure 

practices for IAHs. In other words, Islamic banks have unique characteristics that differ 

from their conventional counterparts, especially in the case of investment account holders. 

In addition, it has been shown that the latter is not treated by IFRS standards but it is taken 

into account by AAOIFI standards (Grais and Pellegrini, 2006; Hassan et al., 2019a). Thus, 

regulators should consider the uniqueness of IAHs in Islamic banks and their importance 

as major stakeholders. As a consequence, they should protect their interest by imposing the 

application of AAOIFI standards. 

Moreover, as suggested in a number of the previous studies (e.g., Archer et al., 1998; 

Chapra and Ahmed, 2002; Grais and Pellegrini, 2006; Ghayad, 2008; Safieddine, 2009; 

Hamza, 2016), IAHs should be represented in the board of an Islamic bank to control the 

behavior of managers and protect their rights.  

The unavailability of annual reports in the websites of several Islamic banks across 

different countries around the world is the main limitation of our study. As a consequence, 

our study covered only 10 countries and this makes the sample size very small in each 

country. Thus, the findings reported in the current study cannot be generalized. In spite of 

that, this study provides new insights on IAHs disclosure practices in Islamic banks. In 

addition to the content analysis of annual reports, future research may use a questionnaire 

survey administered to IAHs in measuring the extent of IAHs disclosure in order to better 

understand the information needs of IAHs. Also, future researchers could examine the new 

accounting standard FAS 27 "Investment Accounts" (AAOIFI, edition 2015) and replicate 

our IAHs disclosure index. The latter will be useful in future research on the determinants 
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and consequences of IAHs disclosure in Islamic banks. Finally, to extend the sample size, 

future studies could cover other countries outside the GCC region, MENA, and Southeast 

Asia as highlighted by Hassan et al., 2019b. 
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Appendix 1:  IAHs disclosure index 

Categories N° Disclosure items  D References 

Investment Account 

Holders (IAHs) 

 General disclosures on Investment Account Holders   

1 

Disclosure of the share of unrestricted investments in the profits 

(losses) of the period and the returns of each type of investment 

accounts and their rate of return. 

 Para 27, FAS 1, AAOIFI (2010) 

2 
Bases of allocation of assets, expenses and profit in relation to IAH 

funds 
 Annual reports and IFSB 4 (2007) 

3 

Disclosure of the assets jointly financed by the Islamic bank and 

unrestricted investment account holders and those exclusively financed 

by the Islamic bank. 

 Para 37, FAS 1, AAOIFI (2010) 

4 

The share of unrestricted investment account holders in the profit 

equalisation reserve shall be presented under the equity of unrestricted 

investment account holders, and the share of the Islamic bank (in 

respect of the bank's profit sharing as mudarib) in this reserve shall be 

presented as part of reserve under owner's equity in the statement of 

financial position. 

 Para 22, FAS 11, AAOIFI (2010) 

5 
The bases applied to determine Profit Equalisation Reserve (PER) and 

Investment Risk Reserve (IRR) 
 Para 25, FAS 11, AAOIFI (2010) 

6 

The changes occurred during the financial period in the PER and the 

IRR. The disclosure shall include the balance of each type of reserve at 

the beginning of financial period, additions, uses and recoveries during 

the financial period, and the balance at the end of the financial period. 

 Para 26, FAS 11, AAOIFI (2010) 

7 
Off-balance sheet exposures arising from investment decisions, such as 

commitments and contingencies. 
 Annual reports and IFSB 4 (2007) 

 Disclosures on Unrestricted Investment Account Holders   

8 
Magnitude of balances of all unrestricted investment accounts and their 

equivalent and other accounts by type in foreign countries. 
 Para 17, FAS 1, AAOIFI (2010) 

9 
Distribution of unrestricted investment accounts and their equivalent 

by type in accordance with their respective periods to maturity 
 Para 18, FAS 1, AAOIFI (2010) 

10 
A disclosure of bases for profit allocation between owners‟ equity and 

unrestricted investment accountholders. 
 Para 2, FAS 5, AAOIFI (2010) 

11 
A disclosure of bases for charging expenses to unrestricted investment 

accounts. 
 Para 3, FAS 5, AAOIFI (2010) 
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12 
A disclosure of bases for charging provisions, and the parties to whom 

they revert once they are no longer required. 
 Para 4, FAS 5, AAOIFI (2010) 

13 
Disclosure of the total administrative expenses charged to unrestricted 

investment accounts. 
 Para 5, FAS 5, AAOIFI (2010) 

14 
Disclosure of the percentages for profit allocation between owner's 

equity and various unrestricted investment account holders 
 Para 6, FAS 5, AAOIFI (2010) 

15 

Disclosure if the Islamic bank has increased its percentage of profits as 

a mudarib, after fulfilling the necessary Shari'a requirements, during 

the financial period 

 Para 7, FAS 5, AAOIFI (2010) 

16 
At the end of a financial period, equity of unrestricted investment 

account holders shall be measured at their book value. 
 Para 5 , FAS 6, AAOIFI (2010) 

17 

Profits of an investment jointly financed by the Islamic bank and 

unrestricted investment account holders shall be allocated between 

them according to the contribution of each of the two parties in the 

jointly financed investment. 

 Para 6 , FAS 6, AAOIFI (2010) 

18 

Disclosure of the percentage of the funds of unrestricted investment 

account holders which the Islamic bank has agreed with them to invest 

in order to produce returns for them. 

 Para 15 , FAS 6, AAOIFI (2010) 

19 

Equity of unrestricted investment account holders shall be presented as 

an independent category in the statement of financial position of the 

Islamic bank between liabilities and owners' equity 

 Para 16 , FAS 6, AAOIFI (2010) 

 Disclosures on Restricted Investment Account Holders   

20 

Information on equity of restricted investment account holders shall be 

presented in the statement of changes in restricted investments and 

their equivalent or at the foot of the statement of financial position. 

 Para 17 , FAS 6, AAOIFI (2010) 

21 
A disclosure of bases for profit allocation between owners‟ equity and 

restricted investment accountholders. 
 Para 11, FAS 5, AAOIFI (2010) 

22 
A disclosure of bases for charging provisions, and the parties to whom 

they revert once they are no longer required.  
 Para 12, FAS 5, AAOIFI (2010) 

23 
Disclosure of the percentages of profit allocation between owners' 

equity and restricted investment account holders. 
 Para 13, FAS 5, AAOIFI (2010) 

24 

Assets and liabilities relating to equity of restricted investment account 

holders and their equivalent shall be treated separately from the Islamic 

bank's assets and liabilities. 

 Para 9 , FAS 6, AAOIFI (2010) 

25 In the case of more than one type of restricted investment accounts in  Para 11 , FAS 6, AAOIFI (2010) 
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the form of investment funds or portfolios, the amount of each type 

shall be recognized separately. 

26 

At the end of a financial period, equity of restricted investment account 

holders shall be measured at its book value (balance recorded in the 

books of the Islamic bank). 

 Para 13 , FAS 6, AAOIFI (2010) 

27 

In case the Islamic bank has funds invested in restricted investment 

accounts whether from its own equity or from other funds at its 

disposal, the Islamic bank shall share in the profits earned on such 

funds in its capacity as provider of funds. 

 Para 14 , FAS 6, AAOIFI (2010) 

Products 

(Murabaha, Mudaraba 

and Musharaka) 

 

 Murabaha   

28 

The assets possessed by the Islamic bank for the purpose of selling 

them on the basis of Murabaha or Murabaha to the purchase orderer 

shall be measured at the time of their acquisition on an historical cost 

basis. 

 Para 2, FAS 2, AAOIFI (2010) 

29 

If the Islamic bank finds that there is an indication of possible non-

recovery of the costs of goods available for sale on the basis of 

Murabaha or Murabaha to the purchase orderer who is not obliged to 

fulfil his promise, the asset shall be measured at the cash equivalent 

(i.e. net realizable) value. 

 Para 4, FAS 2, AAOIFI (2010) 

30 

Short-term or long-term Murabaha receivables shall be recorded at the 

time of occurrence at their face value. Murabaha receivables are 

measured at the end of the financial period at their cash equivalent 

value i.e., the amount of debt due from the customers at the end of the 

financial period less any provision for doubtful debts. 

 Para 7, FAS 2, AAOIFI (2010) 

31 
revenues and costs of goods sold shall be recognized at the time of 

concluding the sale contract, subject to the deferral of profits in 2/4/2 
 Para 8, FAS 2, AAOIFI (2010) 

32 
Deferred profits shall be offset against Murabaha receivables in the 

statement of financial position 
 Para 9, FAS 2, AAOIFI (2010) 

33 

The bank should disclose in the notes accompanying the financial 

statements whether it considers the promise made in the Murabaha to 

purchase orderer as obligatory or not 

 Para 16, FAS 2, AAOIFI (2010) 

34 

The disclosure requirements stated in Financial Accounting Standard 

No. 1: General Presentation and Disclosure in the Financial Statements 

of Islamic Banks and Financial Institutions should be observed. 

 Para 17, FAS 2, AAOIFI (2010) 
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Mudaraba 

35 
Mudaraba financing capital shall be recognized when it is paid to the 

mudarib or placed under his disposition 
 Para 3, FAS 3, AAOIFI (2010) 

36 

Mudaraba financing transactions shall be presented in the Islamic 

bank's financial statements under the heading of "Mudaraba 

financing".Mudaraba capital provided in the form of non-monetary 

assets shall be reported as "non-monetary Mudaraba assets. 

 Para 6, FAS 3, AAOIFI (2010) 

37 

Mudaraba capital provided in kind by the Islamic bank shall be 

measured at the fair value of the assets and if the valuation of the assets 

results in a difference between fair value and book value, such 

difference shall be recognized as profit or loss to the Islamic bank 

itself. 

 Para 8, FAS 3,  AAOIFI (2010) 

38 

Expenses of the contracting procedures incurred by one or both parties 

shall not be considered as part of the Mudaraba capital unless 

otherwise agreed by both parties. 

 Para 9, FAS 3, AAOIFI (2010) 

39 

If the whole Mudaraba capital is lost without any misconduct or 

negligence on the part of the mudarib, the Mudaraba shall be 

terminated and the account thereof shall be settled and the loss shall be 

treated as a loss to the Islamic bank 

 Para 12, FAS 3, AAOIFI (2010) 

40 

Profits or losses in respect of the Islamic bank's share in Mudaraba 

financing transactions that commence and end during a single financial 

period shall be recognized at the time of liquidation 

 Para 14, FAS 3, AAOIFI (2010) 

41 

Disclosure in the notes to the financial statements for a financial 

reporting period if the Islamic bank has made during that period a 

provision for decline in the value of Mudaraba assets. 

 Para 19, FAS 3, AAOIFI (2010) 

42 
Disclosure separately the assets jointly financed by the IFI and those 

exclusively financed by the bank. 
 Para 20, FAS 3, AAOIFI (2010) 

 Musharaka   

43 

The Islamic bank's share in Musharaka capital shall be recognized 

when it is paid to the partner or made available to him on account of 

the Musharaka and shall be presented under “Musharaka Financing”. 

 Para 3, FAS 4, AAOIFI (2010) 

44 

Musharaka capital provided in kind by the Islamic bank shall be 

measured at the fair value of the assets and if the valuation of the assets 

results in a difference between fair value and book value, such 

difference shall be recognized as profit or loss to the Islamic bank 

 Para 5, FAS 4,  AAOIFI (2010) 
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itself. 

45 

Expenses of the contracting procedures incurred by one or both parties 

shall not be considered as part of the Musharaka capital unless 

otherwise agreed by both parties. 

 Para 6, FAS 4, AAOIFI (2010) 

46 
The Islamic bank's share in the constant Musharaka capital shall be 

measured at the end of the financial period at historical cost 
 Para 7,FAS 4, AAOIFI (2010) 

47 

The Islamic bank's share in the diminishing Musharaka shall be 

measured at the end of a financial period at historical cost after 

deducting the historical cost of any share transferred to the 

partner(such transfer being by means of a sale at fair value). The 

difference between historical cost and fair value shall be recognized as 

profit or loss in the Islamic bank's income statement. 

 Para 8,FAS 4, AAOIFI (2010) 

48 

The Islamic bank's share of profits for any period, resulting from 

partial or final settlement between the Islamic bank and the partner, 

shall be recognized in its accounts for that period of the extent that the 

profits are being distributed; the Islamic bank's share of losses for any 

period shall be recognized in its accounts for that period to the extent 

that such losses are being deducted from its share of the Musharaka 

capital. 

 Para 12,FAS 4, AAOIFI (2010) 

49 

Disclosure in the notes to the financial statements for a financial 

reporting period if the Islamic bank has made during that period a 

provision for a loss of its capital in Musharaka financing transactions 

 Para 17,FAS 4, AAOIFI (2010) 

50 
Disclosure separately the assets jointly financed by the IFI and those 

exclusively financed by the bank 
 Para 18, FAS 4, AAOIFI (2010) 

IAHs Risk management 

 

51 
Risk management practices in relation to investments of restricted 

investments account holders‟ funds. 
 App. GSIFI No 6, AAOIFI (2010) 

52 
Appropriate risk management measures in relation to fiduciary 

obligations of Mudarib (Unrestricted investments account holders) 
 App. GSIFI No 6, AAOIFI (2010) 

53 Displaced commercial Risk Management  Annual reports 

Total score   

D: 1 if the item is disclosed in the annual report and 0 if it is not disclosed 
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Appendix 2: List of AAOIFI Standards using in the construction of the IAHs disclosure index 

AAOIFI 

Standards 
Description 

FAS 1 
General Presentation and Disclosure in the Financial Statements of Islamic Banks 

and Financial Institutions 

FAS 2 Murabaha and Murabaha to the Purchase Orderer 

FAS 3 Mudaraba Financing 

FAS 4 Musharaka Financing 

FAS 5 
Disclosure of Bases for Profit Allocation between Owners' Equity and Investment 

Account Holders 

FAS 6 Equity of Investment Account Holders and Their Equivalent 

FAS 11 Provisions and Reserves 

GSIFI 6  Statement on Governance Principles for Islamic Financial Institutions 

Source: AAOIFI standards 2010 edition 

 

 

 

 

 

 


