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ABOUT HAWKAMAH 
 
 

Hawkamah, the Institute for Corporate Governance, was launched in February 2006 with the aim of 
advancing corporate governance practices in the Middle East, North Africa and Central Asia.  
 
Hawkamah was created for the region, by the region, and of the region to bridge the governance 
gap by assisting the region's countries and businesses in developing and implementing sound, well 
integrated corporate governance frameworks. 
  
As an autonomous international association, Hawkamah brings together corporate governance 
practitioners, regulators and institutions to define and develop a home-grown-yet globally 
integrated ς system of governance that promotes institution building, corporate sector reform, 
good governance, market development and increased investment and growth across the region. 
 
Our objective is to shape corporate governance practices and framework throughout the region by 
promoting the core values of transparency, accountability, fairness, disclosure and responsibility. 
 
 
 
CƻǊ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ IŀǿƪŀƳŀƘΩǎ ƛƴƛǘƛŀǘƛǾŜǎ ƻƴ ƛƳǇǊƻǾƛƴƎ corporate governance in the area of 
Islamic Finance, please contact info@hawkamah.org Tel: 00971 4 362 2551, www.hawkamah.org  
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Foreword 
 
 
Strong corporate and bank governance are essential ingredients for the development of a vibrant and 
sound Islamic finance industry. The regulation of Islamic Finance needs to be aligned with the 
ǊŜƎǳƭŀǘƛƻƴ ƻŦ ŎƻƴǾŜƴǘƛƻƴŀƭ ŦƛƴŀƴŎŜ ǘƻ ǘƘŜ ƳŀȄƛƳǳƳ ŜȄǘŜƴǘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ {ƘŀǊƛΩŀ ǊŜǉǳƛǊŜƳŜƴǘǎΦ ¢Ƙƛǎ 
way, the Islamic communities can participate to their full advantage in mainstream international 
finance and capital markets. In the regulatory context, that means applying internationally accepted 
ǎǘŀƴŘŀǊŘǎ ŀƴŘ ǇǊƛƴŎƛǇƭŜǎΣ ǿƛǘƘ ǾŀǊƛŀǘƛƻƴǎ ƻƴƭȅ ŀǎ ǊŜǉǳƛǊŜŘ ǘƻ ǊŜŦƭŜŎǘ {ƘŀǊƛΩŀ Ŏƻmpliance. 
 
The Policy brief on Corporate Governance for Islamic Banks and Financial Institutions in the Middle 
East and North Africa (MENA) region highlights the improvements required in the corporate 
governance frameworks of Islamic Banks and Financial Institutions in MENA taking into consideration 
International practices and standards developed by various Islamic finance standard setting bodies.  
 
The Policy Brief is addressed to policy makers, Islamic banking regulators, banking associations and 
Islamic banks and financial institutions in the MENA region. The publication of this policy brief is the 
first step towards bridging the corporate governance gap in the Islamic Finance Sector in the MENA 
region. This policy brief identifies the corporate governance implementation gaps in the Islamic 
Financial Institutions industry in region and lays out specific recommendations to bridge this gap.   
 
As part of its regional work to advance corporate governance, Hawkamah, set up a Task Force on 
Corporate Governance for Islamic Banks and Financial Institutions (IFIs). The Task Force members 
consist of experts in the area of Corporate Governance in Islamic Finance, Islamic Finance standard 
setting bodies, and IFIs across the MENA region.This Policy brief is a  joint effort of the Task Force for 
which each member of the Task Force is thanked. 
 
The survey and compilation of this policy brief was co-ordinated by Hawkamah and is a result of face to 
face meetings,electronic consultations and feedback from the Task Force members. The Policy brief 
went through a public consultation process as well. 
 
 We acknowledge the support of the Accounting and Auditing Organisation of Islamic Financial 
Institutions who are one of the drivers for standardisation in the Islamic Finance Industry.We also 
acknowledge the support of Cass Business school and all of our Task Force members1 whose input has 
made it possible for us to compile and present this Policy Brief. 
 
Good corporate governance is more than a noble idea. It encourages capital formation, lowers the cost 
of capital, improves the investment climate and helps to establish strong markets. The adoption of best 
practice standards is a matter to be addressed by regulators and policy makers. However, market 
participants with a vested interest in the development of sustainable local capital markets can also play 
a role in elevating corporate governance standards by setting market expectations for what is 
acceptable corporate behaviour. 

 

                                                 
1 Please refer to Section 7 for the list of Task Force members 
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1 SUMMARY OF POLICY RECOMMENDATIONS 

 
The below policy recommendations ŀǊŜ ŀ ǊŜǎǳƭǘ ƻŦ IŀǿƪŀƳŀƘΩǎ ǎǳǊǾŜȅ ƻŦ /ƻǊǇƻǊŀǘŜ 

Governance framework and practices of 22 Islamic Banks and Islamic Financial Institutions (referred 
to collectively as IIFs or IFIs) in 8 MENA countries. Due to the low response rate per country, we 
cannot conclude that the policy brief is an exact reflection of each countries corporate governance 
practices, however based on the analysis of the data gathered, we can say that this Policy brief 
gives a fairly good idea of the gaps and challenges being faced by the Islamic Banks and Islamic 
Financial Institutions in these 8 countries.   
 

The Policy recommendations are not exhaustive as they are based on survey findings on  the 
corporate governance frameworks of Islamic Banks and Islamic Financial Institutions. 
 

The Introduction Section of this Policy brief provides for the details regarding the purpose, the 
approach and the international benchmarks considered while drafting this Policy Brief. 
 
Board Composition and Board Committees 
 

1. The board and its committees should have the appropriate balance of skills, experience, 
independence and knowledge of the company to enable them to discharge their respective 
duties and responsibilities effectively. 
 

2. There should be a nomination committee which should lead the process for board 
appointments and make recommendations to the board. The nomination Committee may 
also recommend to the Board Sharia Supervisory Board members appointments. 
 

3. The Board should also have an audit and governance committee and a remuneration 
committee. It is recommended for the Board to have a separate Risk Management 
Committee, if this function is not being performed by the Audit Committee. 
  

4. The members of the Board ŀƴŘ ǘƘŜ {ƘŀǊƛŀΩ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ should be selected on merit 
and against objective criteria.  

 

Commitment to Corporate Governance 
 

5. The corporate governance code for Islamic Financial Institutions is strongly recommended 
to be made mandatory by law. The regulatory authorities should issue standards for 
compliance with all laws and regulations and responsibility pertaining to corporate 
governance. 
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6. The IFIs should nominate a high level officer responsible for following through the 

implementation of the corporate governance practices within the bank. This function may 
be delegated to the company secretary. 
 
 

7. All IFIs should be required to issue a Corporate Governance Report as a part of its Annual 
Report. 
 

8. The corporate governance framework should incorporate rights of minority shareholders as 
well as investment account holders (IAHs). 

Functioning and Responsibilities of the Board of Directors  

 

9. Board evaluation procedures should be put in place for IFIs Boardǎ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ {ƘŀǊƛΩŀ 
Supervisory Board members. 

 
10. The IFIs should have a written policy concerning succession planning of the Board members. 

 
11. The Board meeting agenda should be circulated at least 7 days prior to the Board meeting. 

 
12. The minutes of the Board meetings should be duly recorded by the Company secretary. 

 
13. All IFIs should develop and put in place fit and proper criteria for their Board members. 

 
14. The Board when setting the IFIs strategic objectives, risk strategy, corporate governance 
ŀƴŘ ŎƻǊǇƻǊŀǘŜ ǾŀƭǳŜǎΣ ǎƘƻǳƭŘ ŜƴǎǳǊŜ ŀŘƘŜǊŜƴŎŜ ǘƻ ǎƘŀǊƛΩŀ ǇǊƛƴŎƛǇƭŜǎΦ 
 

15. The Board should have the responsibility to ensure that the members of the SSB or the 
{ƘŀǊƛΩŀ ŀŘǾƛǎƻǊȅ CƛǊƳ ǊŜƳŀƛƴ ƻōƧŜŎǘƛǾŜ ŀƴŘ ƛƴŘŜǇŜƴŘŜƴǘ ƻŦ ǘƘe day to day management of 
the IFI, while having direct access to the Board, senior management and key control 
functionaries of the IFI. 

Control Environment and Process 

 
16. The Audit Committee should consist of non-executive directors, majority of whom are 

Independent. The Chairman of the Audit Committee should be Independent Non-Executive 
Director. 
 

17. Internal audit should be risk-based and the internal auditors should furnish an assessment 
to the board on the system of internal controls and to the audit committee specifically on 
the effectiveness of internal financial controls on a regular basis. 

 
18. The Risk Management Committees should consist of majority Independent Directors.   
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19. The Risk Management Committees should have as its members executive and non-
executive directors. Members of senior management and independent risk management 
experts can be invited, if necessary.  The Risk Management Committee should oversee the 
{ƘŀǊƛΩŀ wƛǎƪ aŀƴŀƎŜƳŜƴǘ ōŜƛƴƎ ŎƻƴŘǳŎǘŜŘ ōȅ ǘƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘΦ 
 

20. IIFS shall have in place a comprehensive risk management and reporting process, including 
appropriate board and senior management oversight, to identify, measure, monitor, report 
and control relevant categories of risks and, where appropriate, to hold adequate capital 
against these risks. The process shall take into account appropriate steps to comply with 
{ƘŀǊơȫŀ ǊǳƭŜǎ ŀƴŘ ǇǊƛƴŎƛǇƭŜǎ ŀƴŘ ǘƻ ŜƴǎǳǊŜ ǘƘŜ ŀŘŜǉǳŀŎȅ ƻŦ ǊŜƭŜǾŀƴǘ Ǌƛǎƪ ǊŜǇƻǊǘƛƴƎ ǘƻ ǘƘŜ 
supervisory authority.  
 

21. IIFS shall establish a comprehensive risk management and reporting process to assess the 
potential impacts of market factors affecting rates of return on assets in comparison with 
the expected rates of return for investment account holders (IAH). 
 

22. The IFIs shall have a policy with respect to the selection of external auditors and the 
recommendation shall be made by the Audit Committee to the Board for the approval. The 
appointment of the external auditors shall be subject to shareholder approval. 
 

23. L¢ /ƻǊǇƻǊŀǘŜ DƻǾŜǊƴŀƴŎŜ ǎƘƻǳƭŘ ōŜ ƳŀŘŜ ŀ ǇŀǊǘ ƻŦ ƻǊƎŀƴƛǎŀǘƛƻƴΩǎ corporate governance 
policies. 

Equitable Treatment of All Shareholders and Stakeholders 

 
24. All shares within the same class, should carry the same rights.  

 
25. All investors should be able to obtain information about the rights attached to all series and 

classes of shares before purchase.  
 

26. The beneficial ownership of shares should be disclosed by every IIFI to the regulator 
through filing of periodic returns. The pattern of shareholding including beneficial 
ownership of share should be disclosed in the Annual Report.  

 
27. All countries are encouraged to develop Takeovers and Acquisitions Law which mentions a 

mechanism ensuring the trigger of a public offer or the exercise of tag along rights in case of 
change in ownership exceeding a specific threshold. 

 
28. The option of cumulative voting should be considered to allow minority shareholders to 

nominate board members.  
 

29. IIFS should disclose to the IAH their policies and practices in respect of the investment  
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accounts which they offer. IIFS shall put IAHs on an equal fƻƻǘƛƴƎ ǿƛǘƘ ǘƘŜ LLC{Ωǎ ƻǿƴ 
ǎƘŀǊŜƘƻƭŘŜǊǎ ōȅ Řǳƭȅ ŀŎƪƴƻǿƭŜŘƎƛƴƎ ǘƘŜ L!IΩǎ ǊƛƎƘǘ ǘƻ ŀŎŎŜǎǎ ŀƭƭ ǊŜƭŜǾŀƴǘ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ 
relation to their investment accounts.  

 
30. The corporate governance framework should recognise the rights of stakeholders, including 

employees, suppliers and customers.  
 

31. In promoting the success of the IIF, the directors should take into consideration the impact 
ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻǇŜǊŀǘƛƻƴǎ ƻƴ ǘƘŜ ŎƻƳƳǳƴƛǘȅ ŀƴŘ ǘƘŜ ŜƴǾƛǊƻƴƳŜƴǘΦ 

 
32. The remuneration policy should address base pay and bonuses, employee contracts, 

severance and retirement benefits and share-based and other long-term incentive schemes 
for directors and senior executives. 

Disclosure and Transparency 

 
33. IFIs should disclose their corporate governance practices in a corporate governance report 

to be made a part of the Annual Report. 
 

34. IFIs should treat the IAH as pari passu with the shareholders with regard to the disclosure of 
information regarding the investment accounts, smoothing of reserves policy and returns 
on investments. 
 

35. General investment objectives and policies that are offered to the unrestricted IAH based 
on the general business strategy and risk-sharing policies of the IIFS (including commingling 
of funds) should be disclosed by the IFIs. 

SƘŀǊƛΩŀ DƻǾŜǊƴŀƴŎŜ {ȅǎǘŜƳ 

 
36. The Shari`a governance structure adopted by the IIFS should be proportionate with the size, 

complexity and nature of its business.  
 

37. IIFS should consider its size and, with a view to determining the impact of the number of 
members upon effective decision-making, decide what size Shari`a board is most 
appropriate. IIFS should further take into account the scope and nature of their operations. 
¢ƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƘƻǿŜǾŜǊΣ ǎƘƻǳƭŘ ƘŀǾŜ ŀ ƳƛƴƛƳǳƳ ƻŦ ǘƘǊŜŜ ƳŜƳōŜǊǎΦ 

 
38. IIFS should aim for a Shari`a board with a mixture of experience and competencies. 

 
39. IIFS must ensure that the Shari`a board has clear terms of reference regarding its mandate 

and responsibility; well-defined operating procedures and lines of reporting; and good 
understanding of, and familiarity with, professional ethics and conduct. 
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40. The IIFS should make public the roles and responsibilities, reporting line structure and the 
ŀǇǇƻƛƴǘƳŜƴǘ ŀƴŘ ŘƛǎƳƛǎǎŀƭ ǇǊƻŎŜŘǳǊŜǎ ƻŦ ǘƘŜ {ƘŀǊƛΩŀ ǎǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƳŜƳōŜǊǎΦ 

 
41. ¢ƘŜ {ƘŀǊƛΩŀ DƻǾŜǊƴŀƴŎŜ ǎȅǎǘŜƳ ǎƘƻǳƭŘ ŜƴǎǳǊŜ ǘƘŀǘ ƛǘ ƛƳposes responsibility on the SSB 

members to be responsible for the SƘŀǊƛΩŀ ŎƻƳǇƭƛŀƴŎŜ ƻŦ ǘƘŜ ǇǊƻŘǳŎǘ ƻǊ ǘǊŀƴǎŀŎǘƛƻƴ ŦǊƻƳ 
the product development stage, through to its implementation. 

 
42. IIFS should ensure that any person mandated with overseeing the Shari`a Governance 

System fulfils acceptable fit and proper criteria. 
 

43. IIFS should facilitate continuous professional development of persons serving on its Shari`a 
board, as well as its ISCU and ISRU, if any. 

 
44. There should be a formal assessment of the effectiveness of the Shari`a board as a whole 

and of the contribution by each member to the effectiveness of the Shari`a board. 
 

45. The Shari`a board should play a strong and independent oversight role, with adequate 
capability to exercise objective judgement on Shari`a-related matters.  

 
46. When a member of the Shari`a board has multiple Shari`a board responsibilities 

/appointments, he or she must ensure that sufficient time and attention is given to the 
affairs of each IIFS. The IIFS should decide if a member of the Shari`a board is able to and 
has been adequately carrying out his or her duties in serving his or her Shari`a board. 
Internal guidelines should be adopted that address the competing time commitments that 
are faced when members of the Shari`a board serve on multiple Shari`a boards. 

 
47. IIFS shall have in place an appropriate and transparent process for resolving any differences 

of opinion between the Board of Directors and the Shari`a board.  
 

48. An IIFS shall recognise the conflicts of interest between it and its clients that arise from the 
type of products it offers, and either avoid them, or disclose and manage them, bearing in 
mind its fiduciary duties to investment account holders as well as shareholders. 
 

49. In order to fulfill their responsibilities, the IIF should provide the Shari`a board with 
complete, adequate and timely information prior to all meetings and on an ongoing basis. 

 
50. Shari`a board members should ensure that internal information obtained in the course of 

their duties is kept confidential. 
 

51. The IIFS should fully understand the legal and regulatory framework for issuance of Shari`a 
pronouncements/resolutions in the jurisdiction where it operates. It should ensure that its 
Shari`a board strictly observes the said framework and, wherever possible, promotes 
convergence of the Shari`a governance standards. 
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52. Where a Shari`a advisory firm is appointed by an IIFS, such a firm should have sufficient 
expertise and resources to carry out its work. A Shari`a advisory firm should not undertake 
any Shari`a audit/review work beyond its capacity and expertise. 
 

53. The IIFS should ensure that a proper succession/Business Continuity Plan should be in place 
ŦƻǊ ǘƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƳŜƳōŜǊǎΦ  

 
54. The Annual Corporate Governance report issued by the SSB should be made a part of the 

Annual Accounts to be distributed to all shareholders and IAHs. 
 

55.  The bankruptcy and Insolvency Laws of a country should develop provisions relating to 
facilitate winding up and restructuring of Institutions offering Islamic Finance2.  

 
  
 

2 INTRODUCTION 

2.1 Background 

 
Corporate governance is not new to Islamic finance. Indeed, Islamic finance embeds the basic 

tenets of good corporate governance, stressing the three main areas of accountability, 
transparency and trustworthiness3.  
 

Islamic banking offers a different paradigm from conventional banking, and from the viewpoint 
of corporate governance, it embodies a number of interesting features since equity participation, 
risk and profit-and-loss sharing arrangements form the basis of Islamic financing. These financial 
arrangements imply different stakeholder relationships, and by corollary governance structures, 
from the conventional model since depositors have a direct financial stake in the bank's investment 
and equity participations. In addition, the Islamic bank is subject to an additional layer of 
governance since the suitability of its investment and financing must be in strict conformity with 
Islamic law and the expectations of the Muslim community.  
 

Strong corporate and bank governance are essential ingredients for the development of a 
vibrant and sound Islamic finance industry. The regulation of Islamic Finance should be aligned with 
ǘƘŜ ǊŜƎǳƭŀǘƛƻƴ ƻŦ ŎƻƴǾŜƴǘƛƻƴŀƭ ŦƛƴŀƴŎŜ ǘƻ ǘƘŜ ƳŀȄƛƳǳƳ ŜȄǘŜƴǘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ {ƘŀǊƛΩŀ 
requirements. In our view, that is the surest and quickest way for Islamic communities to 
participate to their full advantage in mainstream international finance and capital markets. In the 
regulatory context, that means applying internationally accepted standards and principles, with 
vŀǊƛŀǘƛƻƴǎ ƻƴƭȅ ŀǎ ǊŜǉǳƛǊŜŘ ǘƻ ǊŜŦƭŜŎǘ {ƘŀǊƛΩŀ ŎƻƳǇƭƛŀƴŎŜΦ 

 

                                                 
2 This is being addressed by Hawkamah through the establishment of FIRM (Forum for Insolvency Reforms in MENA).For more details please 
visit http://www.hawkamah.org/files/FIRM%20communique%20May%2092010.pdf. 
3 /ƘŀǇǘŜǊ ƻƴ Ψ/ƻǊǇƻǊŀǘŜ DƻǾŜǊƴŀƴŎŜ ƛƴ LǎƭŀƳƛŎ CƛƴŀƴŎŜ by Dr. Nasser Saidi, Executive Director Hawkamah and Chief Economist DIFCA, 
published in Euromoney Books from Islamic Wealth Management: A Catalyst for Global Change and Innovation, edited by Sohail Jaffer  2009 
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As part of its regional work to advance corporate governance, Hawkamah, the Institute for 
Corporate Governance has set up a Task Force on Corporate Governance for Islamic Banks and 
Financial Institutions (IFIs). The Task Force members consist of experts in the area of Corporate 
Governance in Islamic Finance, Islamic Finance Standard setting bodies, and IFIs across the MENA 
region4.  

 
The Task Force aims to document the Corporate Governance practices prevalent in Islamic 

Banks and Financial Institutions across the MENA region through a survey developed by 
Hawkamah. Once the data collection phase is complete, the Task Force will develop a Final MENA 
Policy Brief on Corporate Governance of Islamic Banks and Financial Institutions, identifying 
priorities for standardization, corporate governance challenges faced by the Islamic Finance 
Industry and proposing concrete recommendations for implementation.  
 

The Policy Brief will be addressed to  Policy makers, Islamic Banking Regulators and Islamic 
banks and Financial Institutions with the aim to identifying priorities for Standardisation. This 
version of the Policy Brief is now the final Brief and has gone thorugh the public consultation 
process. 

 
The Task Force will conduct Workshops, Seminars and Conferences on governance issues and 

challenges faced by the Islamic Finance Industry in partnership with Regional and International 
organisations intersted in promoting good CG practices in the Middle East and North Africa (MENA) 
region.   

 
 

2.2 Methodology 
 

As mentioned above, the drafting of this Policy Brief was supported by a survey issued by the 
Hawkamah Institute for Corporate Governance in 2009 and disseminated to selected experts from 
the MENA countries in order to collect factual input.  
 

The Survey was distributed on 1st April 2009 to 90 IFIs in 10 countries consisting of commercial 
banks and investment banks which offer Islamic financial services in the MENA region. These 
countries included UAE, Bahrain, Kuwait, Egypt, Saudi Arabia, Lebanon, Jordan, Qatar, Tunisia and 
Morocco. The Survey excludes Oman since the government of Oman has not yet implementing the 
{ƘŀǊƛΩŀ-compliant banking. 
 

In designing the Survey, the Task Force referred to the OECD Principles of Corporate 
Governance (The OECD Principles), the Guidance by the Basel Committee on Banking Supervision 
on Enhancing Corporate Governance for Banking Organizations (BIS Guidelines), the Accounting 
and Auditing Organization for Islamic Financial Institutions (AAOIFI) Accounting, Auditing & 
Governance Standards (for IFIs) and the Islamic Financial Services Board (IFSB) published Standards 
including the Guiding Principles on {ƘŀǊƛΩŀ  Governance Systems For Institutions Offering Islamic 

                                                 
4 Please refer to Appendix B for the list of Task Force members 
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Financial Services, The IFSB Guiding Principles On Conduct Of Business For Institutions Offering 
Islamic Financial Services and Guiding Principles On Corporate Governance For Institutions Offering 
Only Islamic Financial Services (Excluding Islamic Insurance (Takaful) Institutions And Islamic 
Mutual Funds)5. These international benchmarks are very important for the purpose of identifying 
the international best practice in good corporate governance. 

 
The Survey is divided into two sections namely Section A: General Information and Section B: 

Corporate Governance. Section B represents the most important part of the questionnaire and this 
section is further categorized into six main elements of corporate governance that consist of 
Commitment to Good Corporate Governance (General Framework of Good Corporate Governance), 
Functioning And Responsibilities of The Board of Directors, Control Environment and Processes, 
Equitable Treatment of All Shareholders and Stakeholders, Disclosure and Transparency and {ƘŀǊƛΩŀ 
Governance System. All of these components represent the very important characteristics of good 
corporate governance practice. 

 
This Survey constitutes a first step of the Task Force to understand the general framework of 

corporate governance practice of IFIs in the Middle East and North Africa (MENA) region. The 
Survey aims to understand current corporate governance practices by IFIs; to create awareness 
about some of the crucial issues pertinent to corporate governance of IFIs; and to promote greater 
understanding on the corporate governance practices and thereby enables IFIs to better safeguard 
the interest of their shareholders and stakeholders.  
 
 
2.3 Response Rate 
 

Out of 90 IFIs, only 21 respondents have participated in the survey namely 7=UAE, 4=Bahrain, 
1= Qatar, 2=Jordan, 1=Egypt, 2=Kuwait, 1=Saudi Arabia and 3= Lebanon.  
In total 21 responses from 8 countries were received. The individual responses remain confidential. 
 
 
 

3 CORPORATE GOVERNANCE IN THE ISLAMIC FINANCE INDUSTRY 
 

Since the inception of modern Islamic banking, the number and reach of Islamic financial 
institutions worldwide has risen from one institution in one country in 1975, to more than 300 
institutions operating in more than 75 countries6.   
 

The definition of corporate governance has evolved and broadened over the past decade as a 
ǊŜǎǳƭǘ ƻŦ ŜȄǇŜǊƛŜƴŎŜ ǿƛǘƘ ŎƻǊǇƻǊŀǘŜ ΨƳŀƭƎƻǾŜǊƴŀƴŎŜΩ ŀƴŘ ǇƻƭƛŎȅ ǊŜŀŎǘƛƻƴǎΣ ŀǎ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ ǘƘŜ 
Sarbanes Oxley Act of 2002.   

                                                 
5 Takaful has been covered in the AFRIC- Hawkamah Policy Brief on Corporate Governance for the Insurance Industry in MENA. Private 
Equity, Mutual Funds and Collective Investment schemes are excluded from the scope of this Policy Brief. 
6 /ƘŀǇǘŜǊ ƻƴ Ψ/ƻǊǇƻǊŀǘŜ DƻǾŜǊƴŀƴŎŜ ƛƴ LǎƭŀƳƛŎ CƛƴŀƴŎŜ ōȅ 5ǊΦ bŀǎǎŜǊ {ŀƛŘƛΣ 9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊΣ IŀǿƪŀƳŀƘ ŀƴŘ /ƘƛŜŦ 9ŎƻƴƻƳƛǎǘΣ 5LFCA, 
published in Euromoney Books from Islamic Wealth Management: A Catalyst for Global Change and Innovation, edited by Sohail Jaffer 



    12 

 

______________________________________________________________________________________________________________________ 
© Hawkamah, The Institute for Corporate Governance 2011. All rights reserved. Brief excerpts may be reproduced provided the source is stated. 

 

 

 
Corporate governance aims at providing institutions with a body of rules and principles, with a 

view to ensuring that good practices guide overall management of an institution. It has now come 
to mean the whole process of managing a company and the incentive structure to address 
principal-agent issues and ensure that executive management serves the long-term best interests 
of the shareholders and sustainable value of the company in conformity with the laws and ethics of 
the country. All of the complex factors that are involved in balancing the power between the Chief 
Executive Officer (CEO), the board, and the shareholders are now considered to be a part of the 
corporate governance framework, including auditing, balance sheet and off-balance disclosure, and 
transparency. 
 

Hence, corporate governance refers to the method by which a corporation is directed, 
administered and controlled. It includes the laws and customs affecting that direction, as well as 
the goals for which it is governed. Corporate governance mechanisms, incentives and controls are 
designed to reduce the inefficiencies that arise from moral hazard and adverse selection. Corporate 
governance is also viewed as a process of monitoring performance by applying appropriate 
counter-measures and dealing with transparency, integrity and accountability. It organizes the way 
corporations are accountable to shareholders and the public, and also the monitoring of the 
executive management of organisations in running their businesses.  
 

Islamic banking refers to a system of banking or banking activity which is consistent with 
LǎƭŀƳƛŎ ƭŀǿ ό{ƘŀǊƛΩŀύ ǇǊƛƴŎƛǇƭŜǎ ŀƴŘ ƎǳƛŘŜŘ ōy Islamic economics. In particular, Islamic law prohibits 
usury, the collection and payment of interest, also commonly called ΨribaΩ in Islamic discourse. 
Instead, profit-and-loss sharing arrangements (PLS) or purchase and resale of goods and services 
form the basis of contracts. Islamic law requires the avoidance of economic activities involving 
ǎǇŜŎǳƭŀǘƛƻƴ ΨƎƘƛǊŀǊΩΦ In addition, Islamic law prohibits investing in businesses that are considered 
haram .It also calls for the introduction of an Islamic tax (zakat). 
 

In countries where Islamic banking is operating, its coverage and extent vary significantly 
from situations where the whole financial sector is entirely Islamic (Iran) to others where 
conventional and Islamic systems co-exist (Indonesia, Malaysia, Pakistan, and the United Arab 
9ƳƛǊŀǘŜǎύΣ ǘƻ ŎƻǳƴǘǊƛŜǎ ǿƘŜǊŜ ǘƘŜǊŜ ŀǊŜ ƻƴŜ ƻǊ ǘǿƻ LǎƭŀƳƛŎ ōŀƴƪǎΣ ƻǊ ŎƻǳƴǘǊƛŜǎ ǿƘŜǊŜ ΨLǎƭŀƳƛŎ 
ǿƛƴŘƻǿǎΩ ŜȄƛǎǘ ǿƛǘƘƛƴ ŎƻƴǾŜƴǘƛƻƴŀƭ ōŀƴƪǎΦ ¢ƘŜ ŎǳǊǊŜƴǘ ǘǊŜƴŘ ǎŜŜƳǎ ǘƻ ōŜ ǘƻǿŀǊŘ ǎŜǇŀǊŀǘƛƻƴ 
between Islamic and conventional banks.  
 

In recent years, many new Islamic financial products have been developed and are increasingly 
used in financial market activities, including equity and bond (Sukuk and Certificate of Investment) 
trading and investment, Takaful and re-Takaful, Islamic syndicated lending, and investment in 
Islamic collective investment schemes and other wealth and asset management products including 
Islamic trust services (Waqf). 

 
Corporate governance in Islamic finance necessitates Islamic financial institutions abiding by a 

ǎŜǘ ƻŦ ǊǳƭŜǎ ŎŀƭƭŜŘ ǘƘŜ LǎƭŀƳƛŎ ƭŀǿ ƻǊ {ƘŀǊƛΩŀΦ ¢ƘŜ {ƘŀǊƛΩŀ ƎƻǾŜǊƴǎ ǘƘŜ ōŀƴƪΩǎ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ 
transactions in accordance with Islamic principles derived from the Quran and Hadith.   
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Table 1:  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Table 1 above suggests the build-up of a corporate governance framework for IFIs. To ensure that a 
national or sector specific CG framework is consistent with international best practice, the 
framework should incorporate the OECD principles and the BIS Guidelines. 
 
 
Table 2: 

 
 
 
 
 
 
 
 
 

 
 

Regulatory and Corporate Governance (CG) framework of Banks  
 

I.   National CG Framework 
- Banking Sector Specific Laws/Codes/Guidelines 
- Stock Exchanges Listing Rules and Regulations 
- Listed Companies Regulatory Authorities Laws, Rules and Regulations 

II.  LǎƭŀƳƛŎ CƛƴŀƴŎŜ ŀƴŘ {ƘŀǊƛΩŀ ǎǇŜŎƛŦƛŎ /ƻŘŜǎ ϧ {ǘŀƴŘŀǊŘǎ 
- IFSB Guiding Principles on {ƘŀǊƛΩŀ Governance systems for Institutions Offering 

Islamic Financial Services 2009 
- IFSB Guiding Principles on Conduct of Business for Institutions Offering Islamic 

Financial Services 2009 
- IFSB Guiding Principles On Corporate Governance For Institutions Offering Only 

Islamic Financial Services (Excluding Islamic Insurance (Takaful) Institutions And 
Islamic Mutual Funds) 2006 

- IFSB Guidance on Key Elements in the Supervisory Review Process of Institutions 
offering Islamic Financial Services (excluding Islamic Insurance (Takaful) Institutions 
and Islamic Mutual Funds) 2007 

- AAOIFI Accounting, Auditing & Governance Standards (for Islamic financial 
institutions)  

III.  International Standards and Codes 
-     The OECD Principles of Corporate Governance  
-    Guidance by the Basel Committee on Banking Supervision on Enhancing Corporate 

Governance for Banking Organisations 2006 
 

The OECD Principles of Corporate Governance 

I. Ensuring the Basis for an Effective Corporate Governance Framework. 
II. The Rights of Shareholders and Key Ownership Functions 
III. The Equitable Treatment of Shareholders 
IV. The Role of Stakeholders in Corporate Governance  
V. Disclosure and Transparency 
VI. The Responsibilities of the Board 
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Table 3: 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Islamic banking offers a different paradigm from conventional banking, and from the viewpoint 

of corporate governance, it embodies a number of interesting features since equity participation, 
risk and profit-and-loss sharing arrangements form the basis of Islamic financing. These financial 
arrangements imply different stakeholder relationships, and by corollary governance structures, 
from the conventional model since depositors have a direct financial stake in the bank's investment 
and equity participations. In addition, the Islamic bank is subject to an additional layer of 
governance ǿƘƛŎƘ ƛǎ ŎŀǊǊƛŜŘ ƻǳǘ ōȅ ǘƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ Board, since the suitability of its 
investment and financing must be in strict conformity with Islamic law and the expectations of the 
Muslim community.  

 
!ƴ ƛƭƭǳǎǘǊŀǘƛƻƴ ƻŦ Ƙƻǿ ǘƘŜ {ƘŀǊƛΩŀ DƻǾŜrnance system complements the existing governance, 

control and compliance functions within an IIFS, comparative to the scenario in a conventional 
financial institution, is provided below7: 

 

                                                 
7 IFSB Guiding Principles on SharƛŀΩ Governance Systems For Institutions Offering Islamic Financial Services 

 

Guidance by the Basel Committee on Banking Supervision on Enhancing Corporate 
Governance for Banking Organisations,  2006 

Principle 1: Board members should be qualified for their positions, have a clear 
understanding of their role in corporate governance and be able to exercise sound 
judgment about the affairs of the bank 
Principle 2: ¢ƘŜ ōƻŀǊŘ ƻŦ ŘƛǊŜŎǘƻǊǎ ǎƘƻǳƭŘ ŀǇǇǊƻǾŜ ŀƴŘ ƻǾŜǊǎŜŜ ǘƘŜ ōŀƴƪΩǎ ǎǘǊŀǘŜƎƛŎ 
objectives and corporate values that are communicated throughout the banking 
organisation 
Principle 3: The board of directors should set and enforce clear lines of 
responsibility and accountability throughout the organisation 
Principle 4: The board should ensure that there is appropriate oversight by senior 
management consistent with board policy 
Principle 5: The board and senior management should effectively utilise the work 
conducted by the internal audit function, external auditors, and internal control 
functions 
Principle 6: The board should ensure that compensation policies and practices are 
ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ōŀƴƪΩǎ ŎƻǊǇƻǊŀǘŜ ŎǳƭǘǳǊŜΣ ƭƻƴƎ-term objectives and strategy, and 
control environment 
Principle 7: The bank should be governed in a transparent manner 
Principle 8: The board and senior management should understand ǘƘŜ ōŀƴƪΩǎ 
operational structure, including where the bank operates in jurisdictions, or through 
ǎǘǊǳŎǘǳǊŜǎΣ ǘƘŀǘ ƛƳǇŜŘŜ ǘǊŀƴǎǇŀǊŜƴŎȅ όƛΦŜΦ άƪƴƻǿ-your-ǎǘǊǳŎǘǳǊŜέύ 
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Table 4: 

Functions Typical Financial Institutions Additions In IIFS 

Governance ¶ Board of Directors ¶ {ƘŀǊƛΩŀ .ƻŀǊŘ 

Control  ¶ Internal Auditor 

¶ External Auditor 

¶ Internal SƘŀǊƛΩŀ Review Unit 
(ISRU) 

¶ 9ȄǘŜǊƴŀƭ {ƘŀǊƛΩŀ wŜǾƛŜǿ 

Compliance ¶ Regulatory and Financial 
Compliance officers 

¶ Internal SƘŀǊƛΩŀ Compliance 
Unit (ISCU) 

 
In reality, the detailed scope of the {ƘŀǊƛΩŀ Governance System may vary from one jurisdiction 

to another, depending on the types of structures adopted by the IIFS as permitted by the 
authorities. 
 

In December 2006, the IFSB published the Guiding Principles on {ƘŀǊƛΩŀ DƻǾŜǊƴŀƴŎŜ ǎȅǎǘŜƳǎ 
for Institutions Offering Islamic Financial Services. The Guiding Principles are designed to help IIFS 
establish and implement effective corporate governance practices. The Guiding Principles are 
applicable to commercial banks, investment banks, finance houses and other fund-mobilizing 
ƛƴǎǘƛǘǳǘƛƻƴǎ ǘƘŀǘ ƻŦŦŜǊ ƻƴƭȅ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ŀƴŘ ǇǊƻŘǳŎǘǎ ŎƻƳǇƭȅƛƴƎ ǿƛǘƘ LǎƭŀƳƛŎ {ƘŀǊƛΩŀ ǊǳƭŜǎ ŀƴŘ 
principles, as determined by the respective supervisory authorities. The Guiding Principles are 
divided into four parts:  
 
(i) General governance approach of IIFS;  
(ii) Rights of investment account holders (IAH);  
όƛƛƛύ /ƻƳǇƭƛŀƴŎŜ ǿƛǘƘ LǎƭŀƳƛŎ {ƘŀǊƛΩŀ ǊǳƭŜǎ ŀƴŘ ǇǊƛƴŎƛǇƭŜǎΤ ŀƴŘ  
(iv) Transparency of financial reporting in respect of investment accounts.  
 
LƴŘŜŜŘΣ ǘƘŜ LC{.Ωǎ DǳƛŘƛƴƎ tǊƛƴŎƛǇƭŜǎ ŎƻƳǇƭŜƳŜƴǘ ǘƘƻǎŜ ƻŦ ǘƘŜ h9/5 and the BIS. As shown in 

Table 3 above, the CG framework for IIFS stands on top of and builds on the international codes 
and standards and forms the basis for national codes, guidelines and regulations to be issued by 
bank supervisors and central banks. 
 

The Accounting and Auditing Organizations for Islamic Financial Institutions (AAOIFI) has also 
issued 25 accounting standards, 5 auditing standards, 7 governance standards and 2 codes of 
ethics. The AAOIFI Ƙŀǎ ŀƭǎƻ ƛǎǎǳŜŘ пм {ƘŀǊƛΩŀ ǎǘŀƴŘŀǊŘǎΦ  
 

The AAOIFI explains the role of the Audit and Governance Committee as being responsible for 
ƻǾŜǊŀƭƭ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ōǳǎƛƴŜǎǎ ŎƻǾŜǊƛƴƎ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭΣ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ {ƘŀǊƛΩŀ ƭŀǿǎ ŀƴŘ 
principles and adherence to code of ethics.  
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4 SUMMARY OF THE MAIN FINDINGS 

 
4.1 Section A: General Information 

4.1.1 Board Size is no less than 7 Members 

The majority (82%) of the IFIs consist of 7 or more board members. Only 2 IFIs (9%) are 
represented by 5 board members. These numbers appear to be appropriate and in line with 
best practice. 

4.1.2 Independent Directors 

The Majority (59%) of the Boards of Directors (BOD) consist of less than 30% of independent 
directors. Only 3 IFIs (13%) have more than 75% of independent directors. 

4.1.3 .ƻŀǊŘΩǎ /ƻƳƳƛǘǘŜŜ 

12 IFIs (54.5%) have Corporate Governance Committees, 16 have (73%) Remuneration 
Committees and Risk Management Committees, 19 IFIs (86.4%) have an Executive 
Committee but only 10 IFIs (45.5%) have a Nomination Committee, however all but one of 
the institutions have an Audit Committee at the Board level. 

4.1.4 {ƘŀǊƛΩŀ .ƻŀǊŘ 

!ƭƭ LCLǎ ƘŀǾŜ ƳƻǊŜ ǘƘŀƴ о {ƘŀǊƛΩŀ ōƻŀǊŘ ƳŜƳōŜǊǎ ōǳǘ ƴƻƴŜ ƻŦ ǘƘŜƳ Ŏƻƴǎƛǎǘ ƻŦ ŦŜƳŀƭŜ 
members. 

 
Recommended best practice: The board should include an appropriate combination of executive 
and non-executive directors (and, in particular, independent non-executive directors) such that no 
ƛƴŘƛǾƛŘǳŀƭ ƻǊ ǎƳŀƭƭ ƎǊƻǳǇ ƻŦ ƛƴŘƛǾƛŘǳŀƭǎ Ŏŀƴ ŘƻƳƛƴŀǘŜ ǘƘŜ ōƻŀǊŘΩǎ ŘŜŎƛǎƛƻƴ ǘŀƪƛƴƎΦ  
 
The Regional and International Corporate Governance Codes require that at least one third of the 
Board members should be Independent and a majority of the Board should consist of Non-
Executive Directors. 
 
The members of the Board should be selected on merit, against objective criteria, and with due 
regard for the benefits of diversity, including gender diversity. 
 
The BIS Guidelines stress the importance of having an Audit Committee for internationally active 
banks. However, in the wake of recent developments other committees have become increasingly 
important such as the Risk Management Committee (recommended by the Walker Review, July 
2009), Compensation Committee, Governance Committee and Nomination Committee.      
 
The Board is the ultimate guardian of shareholder interests within IIFS and they supervise all 
aspects of the executive management. Therefore, the independence of the Board is fundamental to 
its stewardship role and effectiveness. In IIFS, Board independence is critical given the potential for 
conflict that exists between shareholders and other stakeholders. 
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Basel II covers areas such as Board obligations towards shareholders, qualifications and expertise of 
.ƻŀǊŘ ƳŜƳōŜǊǎΣ ŎƻƳǇƻǎƛǘƛƻƴ ƻŦ ǘƘŜ .ƻŀǊŘΣ ǊŜƭŀǘƛƻƴǎƘƛǇǎ ǿƛǘƘ ǎƘŀǊŜƘƻƭŘŜǊǎ ŀƴŘ ōŀƴƪΩǎ 
management and the overall guiding rules. Basel II requires aƴŘ LC{.Ωǎ DǳƛŘƛƴƎ tǊƛƴŎƛǇƭŜǎ ƻƴ 
Corporate Governance recommends that the Board consist of members who have sound 
knowledge of the banking industry, regulatory framework and risk management. 
 
Policy recommendation:  
The board and its committees should have the appropriate balance of skills, experience, 
independence and knowledge of the company to enable them to discharge their respective duties 
and responsibilities effectively. 
 
There should be a nomination committee which should lead the process for board appointments 
and make recommendations to the board. The nomination Committee may also recommend to the 
Board, Sharia Supervisory Board members appointments. 
 
The Board should also have an audit and governance committee and a remunerations committee. 
It is recommended for the Board to have a separate Risk Management Committee, if this function 
is not being performed by the Audit Committee. 
 
The members of the Board should be selected on merit, against objective criteria, and with due 
regard for the benefits of diversity, including gender diversity. 
 
 
4.2 Section B: Best Practice of Corporate Governance 
 

4.2.1 Commitment to Good Corporate Governance 
 

Many of the IFIs (72.8%) give a positive response to a corporate governance standard 
developed by the regulatory body. 18 IFIs (81.8%) publish a chart which illustrates its 
governance structure.  
 
The majority of IFIs (91%) have written policies, codes that elaborate the corporate 
governance approach, (95.4%) roles of the Board of Directors ŀƴŘ ǘƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ 
Board ({{.ύΣ όттΦо҈ύ ŘƛǎŎƭƻǎǳǊŜ ŀƴŘ ǘǊŀƴǎǇŀǊŜƴŎȅ ōǳǘ у όосΦп҈ύ ƻŦ ǘƘŜ LCLΩǎ Řƻ ƴƻǘ ƘŀǾŜ 
policies on treatment of minority shareholders. As regards to the shareholders and boards 
meeting, only three IFIs (13.6%) do not have specific annual calendar which is approved by 
senior management and the Board of Directors. 
 
In terms of the international benchmark that was used for drafting corporate governance 
code, 6 IFIs (27.3%) refer to OECD, 8 IFIs (36.7%) to BIS, 3 IFIs (13.6%) to IFC, 5 IFIs (22.7%) 
to IFSB and 8 IFIs (36.4%) to AAOIFI. Half of IFIs believe that corporate governance code is 
mandatory by law of the Country. 
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For the implementation aspect, 11 IFIs (50%) have set up a governance committee at the 
board level and 18 IFIs (81.8%) have dedicated a special officer who is responsible for 
ensuring that the institutions comply with the corporate governance code. Although the 
majority (86.4%) of IFIs have corporate governance codes or policies in place only half (50%) 
issue corporate governance reports. 
 
A comparative analysis below showcases that IIFS rely on several international corporate 
governance standard setting organizations when establishing their own corporate 
governance policies and guidelines.  

 
Table 5: Comparative Analysis of International Benchmark Usage 

Country OECD 
Standards 

Basel 
II 

IFC 
Standards 

IFSB 
Standards 

 (AAOIFI) 
Governance 
Standards 

Mandatory 
Codes 

Bahrain  Ҟ Ҟ - - Ҟ Ҟ 

UAE Ҟ Ҟ Ҟ - - - 

Kuwait  - Ҟ - - Ҟ Ҟ 

Qatar  - - - - - - 

Saudi 
Arabia  

- - - - - Ҟ 

Jordan  Ҟ Ҟ - Ҟ Ҟ Ҟ 

Lebanon  Ҟ Ҟ Ҟ Ҟ Ҟ - 

Egypt  - Ҟ - - - Ҟ 

 
Recommended best practice: The IFIs are encouraged to use the international benchmark for their 
corporate governance code particularly the AAOIFI Governance Standards and the IFSB Guidelines.  
 
The corporate governance framework should ensure the equitable treatment of all shareholders, 
including minority and foreign shareholders. All shareholders should have the opportunity to 
obtain effective redress for violation of their rights. 
 
According to OECD Principles of Corporate Governance, it is the responsibility of the Board to 
develop a corporate governance framework that ensures the strategic guidance of the company, 
ǘƘŜ ŜŦŦŜŎǘƛǾŜ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ǘƘŜ ōƻŀǊŘΩǎ ŀŎŎƻǳƴǘŀōƛƭƛǘȅ ǘƻ ǘƘŜ ŎƻƳǇŀƴȅ ŀƴŘ ƛǘǎ 
shareholders. According to the Guidance by the Basel Committee on Banking Supervision on 
Enhancing Corporate Governance for Banking Organisations,  2006, The board of directors should 
ŀǇǇǊƻǾŜ ŀƴŘ ƻǾŜǊǎŜŜ ǘƘŜ ōŀƴƪΩǎ ǎǘǊŀǘŜƎƛŎ ƻōƧŜŎǘƛǾŜǎ ŀƴŘ ŎƻǊǇƻǊŀǘŜ ǾŀƭǳŜǎ ǘƘŀǘ ŀǊŜ ŎƻƳƳǳƴƛŎŀǘŜŘ 
throughout the banking organisation. 
 
Policy recommendation:  
The corporate governance code for Islamic Financial Institutions is strongly recommended to be 
made mandatory by law. The regulatory authorities should issue standards for compliance with all 
laws and regulations and responsibility pertaining to corporate governance.  



    19 

 

______________________________________________________________________________________________________________________ 
© Hawkamah, The Institute for Corporate Governance 2011. All rights reserved. Brief excerpts may be reproduced provided the source is stated. 

 

 

 
The IFIs should nominate a high level officer responsible for following through the implementation 
of the corporate governance practices within the bank. This function may be delegated to the 
company secretary. 
 
All IFIs should be required to issue a Corporate Governance Report as a part of its Annual Report. 
 
The corporate governance framework should incorporate rights of minority shareholders. 
 
 
4.2.2 Functioning and Responsibilities of the Board of Directors 
 

19 (86.4%) of the IFIs have written policies on the conduct of the Board of Directors (BOD), 
20 of the institutions (90.9%) both review the qualification and expertise of board members 
and have special rules and procedures for transactions that involve conflict of interest and 
related parties.  
 
20 (90.9%) of the IFIs have the agenda of the Board meetings prepared and distributed at 
least one week in advance of the Board meeting. All of the IFIs make an effort to ensure a 
mix of skills and experience exists among board members. The majority of IFIs (86.4%) have 
fit and proper criterion for their board members and 81.8% have at least 2 independent 
directors.  
 
In relation to board meetings, 13 IFIs (59.1%) hold meetings at least 6 times a year. 15 IFIs 
require the board to conduct self-evaluation but only half of the IFIs (50%) have a written 
policy concerning succession planning.  

 
In regard to the issue of separation between executive management and the board, only 
59.1% of the IFIs have separated the CEO and general manager and, 63.6% have separated 
the general manager and Chairmanship position and almost all IFIs (95.4%) for the CEO and 
Chairmanship position. The responses reveal that the IFIs have good board practice in term 
of separation between the CEO and /ƘŀƛǊƳŀƴǎƘƛǇΩǎ Ǉƻǎǘǎ due to regulatory requirements or 
central bank regulations. 

 
Recommended best practice: One of the key elements of corporate governance in terms of 
boardroom independence and objectivity is the separation of the roles of the Chairman and Chief 
Executive Officer. Both Basel II and the OECD Principles of Corporate Governance provide specific 
ǊŜŎƻƳƳŜƴŘŀǘƛƻƴǎ ƻƴ ǘƘƛǎ ǎŜǇŀǊŀǘƛƻƴ ǿƘƛŎƘ ƛǎ ƭƛƪŜƭȅ ǘƻ ƭŜŀŘ ǘƻ ŦǳǊǘƘŜǊ ǎǘǊŜƴƎǘƘŜƴƛƴƎ ƻŦ ǘƘŜ .ƻŀǊŘΩǎ 
objectivity and independence from management. 
 
According to the OECD principles of Corporate Governance, overseeing succession planning is also 
one of the key responsibilities of the Board. 
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The IFSB Guiding Principles and the OECD Principles of Corporate Governance have recommended 
putting in place a written policy on the conduct of the board, its members and sub-committees. 
 
Further, one of the key functions of the board is to monitor transactions that involve potential 
conflicts of interest and related parties. To this effect, the standard of governance prescribed by 
the OECD Principles and the Basel Committee on Banking Supervision recommend that the board 
review and monitor such transactions. Thus, in an effort to protect stakeholder interests and boost 
investor confidence, all IIFS should seek to have special rules and procedures in place to deal with 
these types of transactions. 
 
Self-evaluation and performance appraisals are an important self-regulatory tool for IIFS Boards 
ŀƴŘ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƳŜƳōŜǊǎ. 
 
The DFSA recommends that the Board when setting the IFIs strategic objectives, risk strategy, 
corporate governance and corporate values, should ensure adherence to SƘŀǊƛΩŀ ǇǊƛƴŎƛǇƭŜǎΦ The 
DFSA also recommends that the Board should have the responsibility to ensure that the members 
ƻŦ ǘƘŜ {{. ƻǊ ǘƘŜ {ƘŀǊƛΩŀ ŀŘǾƛǎƻǊȅ CƛǊƳ ǊŜƳŀƛƴ ƻōƧŜŎǘƛǾŜ ŀƴŘ ƛƴŘŜǇŜƴŘŜƴǘ ƻŦ ǘƘŜ Řŀȅ ǘƻ Řŀȅ 
management of the IFI, while having direct access to the Board, senior management and key 
control functionaries of the IFI. 
 
Policy recommendation:  
Board evaluation procedures should be put in place for IFIs Board. 
 
The IFIs should have a written policy concerning succession planning.  
 
The Board meeting agenda should be circulated at least 7 days prior to the Board meeting. 
 
The minutes of the Board meetings should be duly recorded by the Company secretary. 
 
All IFIs should develop and put in place fit and proper criteria for their Board members and the 
{ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƳŜƳōŜǊǎ. 
 
The Board when setting the IFIs strategic objectives, risk strategy, corporate governance and 
corporate values, should ensure adherence to SƘŀǊƛΩŀ ǇǊƛƴŎƛǇƭŜǎΦ 
 
The Board should have ǘƘŜ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ ǘƘŜ ƳŜƳōŜǊǎ ƻŦ ǘƘŜ {{. ƻǊ ǘƘŜ {ƘŀǊƛΩŀ 
advisory Firm remain objective and independent of the day to day management of the IFI, while 
having direct access to the Board, senior management and key control functionaries of the IFI8. 

                                                 
8 Islamic Development Bank recommends that the IFIs board is encouraged to consider appointing at least one member of the ShariΩŀ .ƻŀǊŘ 
to ǎŜǊǾŜ ŀǎ ŀ ΨōǊƛŘƎŜΩ ōŜǘǿŜŜƴ ǘƘŜ LCLΩǎ ŀƴŘ ǘƘŜ {ƘŀǊƛΩŀ .ƻŀǊŘΦ ¢ƘŜ ǇǊŜǎŜƴŎŜ ƻŦ ŀ ŘƛǊŜŎǘƻǊ ǿƛǘƘ ǎƻǳƴŘ {ƘŀǊƛΩŀ ƪƴƻǿƭŜŘƎŜ ǿƻǳƭŘ Ŧƻster greater 
ǳƴŘŜǊǎǘŀƴŘƛƴƎ ŀƴŘ ŀǇǇǊŜŎƛŀǘƛƻƴ ŀƳƻƴƎǎǘ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ƻƴ ǘƘŜ ŘŜŎƛǎƛƻƴǎ ƳŀŘŜ ōȅ ǘƘŜ {ƘŀǊƛΩŀ ōƻŀǊŘΦ όhƴŜ ƻŦ ǘƘŜ ¢ŀǎƪ Force members 
has shown a concern that if the SSB member also sits on the Board, this could cause Independence issues and hence this recommendation 
needs further deliberation.) 
 



    21 

 

______________________________________________________________________________________________________________________ 
© Hawkamah, The Institute for Corporate Governance 2011. All rights reserved. Brief excerpts may be reproduced provided the source is stated. 

 

 

 

4.2.3 Control Environment and Process 

 
All IFIs have risk management and reporting policies and procedures in place for credit and 
liquidity risk management, while 17 IFIs (77.3%) have a rate of return risk9. 20 (90.9%) have 
operational risk management poƭƛŎƛŜǎΣ мф LCLΩǎ ƘŀǾŜ ŀǎǎŜǘ ŀƴŘ ƭƛŀōƛƭƛǘƛŜǎ Ǌƛǎƪ ƳŀƴŀƎŜƳŜƴǘ 
policies, with 17 IFIs (77.3%) having market risk management policies in place. 
  
19 IFIs (86.4%) review the internal control documentation 20 (90.9%) review policies and 
procedures of the internal control which are done by the Board of Directors periodically. 
The Audit Committee of 21 IFIs (95.5%), CEO of 15 IFIs (68.2%) and CFO and Senior 
Executives of 6 IFIs (27.3%) and (40.9%) respectively, review the internal auditor work plans. 
Almost all IFIs (95.5%) appropriately assess risks when planning new strategies, activities 
and products and in 17 IFIs (77.3%) the Audit Committee produces a report on the internal 
audit function. 

 
Only 11 IFIs (50%) consist of majority independent directors in their risk committee. 17 IFIs 
(77.3%) have a policy for the selection of external auditors and all IFIs follow the 
international standards on auditing for conducting the audit. 15 IFIs (68.2%) have a policy 
and calendar for interaction between the external and internal auditors, 21 (95.5%) have a 
compliance program, whistle blowing policy or procedures including training of employees 
and all IFIs conduct training for their staff on Islamic finance. 

 
Recommended Best Practice: The Audit committee should consist of at least three members (All 
Non-Executive directors, the Chairman and majority to be Independent).The Audit Committee 
should prepare a report on the Internal control procedures to the Board of Directors reports and 
risk committee. The Kings Code recommends for all the Audit Committee members to be 
Independent Non-Executive Directors, however most of the regional corporate governance codes10 
require a majority of the members to be Independent Non-Executive Directors. 
 
The Kings Code also recommends that the internal audit should be risk-based and every year the 
internal auditors should furnish an assessment to the board generally on the system of internal 
controls and to the audit committee specifically on the effectiveness of internal financial controls. 

                                                 
9 The rate of return risk is generally associated with overall balance sheet exposures where mismatches arise between assets and balances 
from fund providers. Islamic banks differ significantly in that they typically mobilise funds in the form of Profit Sharing Investments Accounts 
that are remunerated on the basis of sharing the actual returns on assets financed by the investment funds, with the Investment Account 
Holders. In theory, the profits are shared in pre-agreed ratio and all losses on assets financed by the investment funds are to be borne by 
Investment Account Holders, except in the case of misconduct, negligence or breach of contracted terms by the Islamic bank. In practice, the 
concept of sharing the actual profits with Investment Account Holders is far from being the common practice of Islamic banks. Under 
commercial pressure or regulatory pressure, the majority of Islamic banks absorb a proportion of losses normally borne by Investment 
Account Holders in order to mitigate potential massive withdrawal of funds. This practice exposes Islamic banks to a specific risk, called 
displaced commercial risk which requires allocating adequate capital 
A consequence of rate of return risk may be displaced commercial risk.  

 
10 Corporate Governance Code for Companies Listed in Markets Regulated by the Qatar Financial Markets Authority 



    22 

 

______________________________________________________________________________________________________________________ 
© Hawkamah, The Institute for Corporate Governance 2011. All rights reserved. Brief excerpts may be reproduced provided the source is stated. 

 

 

 
In terms of risk analysis, Basel II prescribes the development of credit rating models for banks. 
These models are essential for the MENA region as the majority of the region lacks a national level 
credit rating agency. Advanced risk measurement and performance evaluation techniques such as 
Value at Risk and Risk Adjusted Return on Capital need to be employed by the IIFS to ensure 
institutional integrity of the IIFS risks, its liabilities and assets to the market.   
 
The King Code recommends that the Risk Management Committee should have as its members, 
executive and non-executive directors, members of senior management and independent risk 
management experts to be invited, if necessary. It should have a minimum of three members. 
 
IFSB Guiding Principles of Risk Management for Institutions (Other Than Insurance Institutions) 
Offering Only Islamic Financial Services state that the IIFS shall have in place a comprehensive risk 
management and reporting process, including appropriate board and senior management 
oversight, to identify, measure, monitor, report and control relevant categories of risks and, where 
appropriate, to hold adequate capital against these risks. The process shall take into account 
ŀǇǇǊƻǇǊƛŀǘŜ ǎǘŜǇǎ ǘƻ ŎƻƳǇƭȅ ǿƛǘƘ {ƘŀǊơȫŀ ǊǳƭŜǎ ŀƴŘ ǇǊƛƴŎƛǇƭŜǎ ŀƴd to ensure the adequacy of 
relevant risk reporting to the supervisory authority.  
 

The IFSB Guiding Principles On Corporate Governance For Institutions Offering only Islamic 
Financial Services (Excluding Islamic Insurance (Takaful) Institutions and Islamic Mutual Funds). IIFS 
shall adopt a sound investment strategy which is appropriately aligned to the risk and return 
expectations of IAH (bearing in mind the distinction between restricted and unrestricted IAH), and 
be transparent in smoothing any returns.  
   
The IFSB, and the OECD Principles recommend and the BCBS (Principle 7) imposes an obligation on 
the IIFS to implement robust information systems to collect data with enhanced procedures to 
safeguard security of information (IFSB Corporate Governance GuƛŘŜƭƛƴŜǎ ŦƻǊ LLC{ΩǎΣ нллсύ, BCBS 
Core Principles for Effective Banking Supervision, 2006 and the OECD Principles of Corporate 
Governance, 2004). The information systems should be reviewed regularly to keep pace with 
technological developments, security enhancements and threats. These systems are viewed as one 
of the core elements that facilitate timely disclosures and prompt overall institutional 
transparency. 
 
Policy Recommendation:  
¢ƘŜ LLC{ ǎƘƻǳƭŘ ŜǎǘŀōƭƛǎƘ ŀ ǇƻƭƛŎȅ ǿƛǘƘ ǊŜƎŀǊŘ ǘƻ άǿƘƛǎǘƭŜ-ōƭƻǿƛƴƎέ ǎƻ ŀǎ to encourage all employees 
to report promptly to an appropriate level of management any breach or suspected breach of 
business conduct principles. 
 
The Audit Committee should consist of non-executive directors, majority of whom are 
independent. The Chairman of the Audit Committee should be Independent Non-Executive 
Director. 
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Internal audit should be risk-based and the internal auditors should furnish an assessment to the 
board on the system of internal controls and to the audit committee specifically on the 
effectiveness of internal financial controls on a regular basis. 
 
The Risk Management Committees should have as its members, executive and non-executive 
directors, members of senior management and independent risk management experts to be 
invited, if necessary.  The Risk Management Committee should ƻǾŜǊǎŜŜ ǘƘŜ {ƘŀǊƛΩŀ wƛǎƪ 
aŀƴŀƎŜƳŜƴǘ ōŜƛƴƎ ŎƻƴŘǳŎǘŜŘ ōȅ ǘƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘΦ 
 
IIFS shall have in place a comprehensive risk management and reporting process, including 
appropriate board and senior management oversight, to identify, measure, monitor, report and 
control relevant categories of risks and, where appropriate, to hold adequate capital against these 
risks. The process shall take into account appropriaǘŜ ǎǘŜǇǎ ǘƻ ŎƻƳǇƭȅ ǿƛǘƘ {ƘŀǊƛΩa rules and 
principles and to ensure the adequacy of relevant risk reporting to the supervisory authority.  
 
IIFS shall establish a comprehensive risk management and reporting process to assess the potential 
impacts of market factors affecting rates of return on assets in comparison with the expected rates of 
return for investment account holders (IAH). 
 
IIFS shall adopt a sound investment strategy which is appropriately aligned to the risk and return 
expectations of IAH (bearing in mind the distinction between restricted and unrestricted IAH), and 
be transparent in smoothing any returns.  
 
The IFIs shall have a policy with respect to the selection of external auditors and the 
recommendation shall be made by the Audit Committee to the Board for the approval. The 
appointment of the external auditors shall be subject to shareholders approval. 
 
L¢ /ƻǊǇƻǊŀǘŜ DƻǾŜǊƴŀƴŎŜ ǎƘƻǳƭŘ ōŜ ƳŀŘŜ ŀ ǇŀǊǘ ƻŦ ƻǊƎŀƴƛǎŀǘƛƻƴΩǎ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ǇƻƭƛŎƛŜǎΦ 
 
 
4.2.4 Equitable Treatment of All Shareholders and Stakeholders 
 

Shareholders of 19 IFIs (86.4%) have the same voting rights within each class and have 
access to information about all voting rights arrangement prior to purchasing shares. 17 IFIs 
(77.3%) disclose to the public on a periodic basis and exceptional basis, the ultimate 
beneficial ownership of shares by controlling shareholders and management in the 
institution.  

 
All but one of the IFIs (95.5%) have a specific officer who is responsible for organizing, and 
reporting the results of the Annual General Meetings (AGM) and Extra Ordinary General 
Meetings (EGM) 20 IFIs (90.9%) provide a summary of the attendance and result of all AGM 
and EGM for the past 3 years. 19 IFIs (86.4%) are able to provide a summary of Related 
Party Transactions (RPT) and other operations that required shareholder approval over the 
past 3 years. However, only 5 IFIs (22.7%) provide tag-along rights for minority shareholders 
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that require the new controller to make offer to purchase their shares at the same price and 
terms and conditions in the event of change of control of the institutions. 

 
With respect to the issue of minority shareholder protection, only 40.9% of IFIs have 
mechanisms that permit minority shareholders to nominate board members. As for other 
stakeholders, 86.4% IFIs have the framework to protect the investment account holders and 
employees. 72.7% of IFIs have the framework to protect the rights of customers and only 
54.6% of IFIs have a framework for protection of the environment. Only 54.6% of IFIs have 
mechanisms to allow employees to participate in share ownership, options or profit sharing 
schemes. 
 

Recommended Best Practice: The OECD Principles of Corporate Governance require that within 
any series of a class, all shares should carry the same rights. All investors should be able to obtain 
information about the rights attached to all series and classes of shares before they purchase. Any 
changes in voting rights should be subject to approval by those classes of shares which are 
negatively affected. 
 
The OECD Principles also require the disclosure of ownership of shares. The requirement of 
disclosing the beneficial ownership of shares is generally covered under the Company Laws of a 
respective country11. 
 
The provision of Tag along rights for minority shareholders is covered under a respective countries 
Takeover and Acquisitions Law12. All countries are encouraged to develop Takeovers and 
Acquisitions Law which mentions a mechanism ensuring the trigger of a public offer or the exercise 
of tag along rights in case of change in ownership exceeding a specific threshold. Cumulative voting 
allows minority shareholders to nominate board members. Most of the regional codes of corporate 
governance codes13 provide for cumulative voting. 
 
The IFSB Guiding Principles on Corporate Governance for Institutions Offering Only Islamic Financial 
Services (Excluding Islamic Insurance (Takaful) Institutions and Islamic Mutual Funds) provide that 
the LLC{ ǎƘŀƭƭ ŀŎƪƴƻǿƭŜŘƎŜ L!IǎΩ ǊƛƎƘǘ ǘƻ ƳƻƴƛǘƻǊ ǘƘŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜƛǊ ƛƴǾŜǎǘƳŜƴǘǎ ŀƴŘ ǘƘŜ 
associated risks, and put into place adequate means to ensure that these rights are observed and 
exercised.  
 
The OECD principles of Corporate Governance require that the corporate governance framework 
should recognise the rights of stakeholders, including employees established by law or through 
mutual agreements and encourage active co-operation between corporations and stakeholders in 
creating wealth, jobs, and the sustainability of financially sound enterprises.  

                                                 
11 Companies Ordinance 1984, Pakistan 
12 Listed Companies Acquisition of  voting shares and takeover Ordinance 2002, Pakistan 
13 UAE and Qatar Corporate Governance Code 
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The UK Companies Act 2006 requires that it is one of the duties of directors to promote the success 
of the company having regard to ǘƘŜ ƛƳǇŀŎǘ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻǇŜǊations on the community and 
the environment. 
 
It may be noted that the internal corporate governance codes such as the King Code and the UK 
Corporate Governance Code mention that the remuneration policy should address base pay and 
bonuses, employee contracts, severance and retirement benefits and share-based and other long-
term incentive schemes for directors and senior executives. 
 
The Dubai Financial Services Authority (DFSA) requires the IFI to have a policy on the remuneration 
of SSB. 
 
Policy Recommendation: 
All shares within the same class should carry the same rights.  
 
All investors should be able to obtain information about the rights attached to all series and classes 
of shares before they purchase.  
 
The beneficial ownership of shares should be disclosed by every IIFI to the regulator through filing 
of periodic returns. The pattern of shareholding including beneficial ownership of share should be 
disclosed in the Annual Report.  
 
All countries are encouraged to develop Takeovers and Acquisitions Law which mentions a 
mechanism ensuring the trigger of a public offer or the exercise of tag along rights in case of 
change in ownership exceeding a specific threshold. 
 
The option of cumulative voting should be considered to allow minority shareholders to nominate 
board members.  
 
IIFS should disclose to the IAH their policies and practices in respect of the investment accounts 
which they offer. IIFS shall put IAHs on an equal fƻƻǘƛƴƎ ǿƛǘƘ ǘƘŜ LLC{Ωǎ ƻǿƴ shareholders by duly 
ŀŎƪƴƻǿƭŜŘƎƛƴƎ ǘƘŜ L!IΩǎ ǊƛƎƘǘ ǘƻ ŀŎŎŜǎǎ ŀƭƭ ǊŜƭŜǾŀƴǘ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ relation to their investment 
accounts.  
 
The corporate governance framework should recognise the rights of stakeholders, including 
employees.  
 
In promoting the success of the IIF, the directors should take into consideration the impact of the 
ŎƻƳǇŀƴȅΩǎ ƻǇŜǊŀǘƛƻƴǎ ƻƴ ǘƘŜ ŎƻƳƳǳƴƛǘȅ ŀƴŘ ǘƘŜ ŜƴǾƛǊƻƴƳŜƴǘΦ 
The remuneration policy should address base pay and bonuses, employee contracts, severance and 
retirement benefits and share-based and other long-term incentive schemes for directors and 
senior executives. 
 
 



    26 

 

______________________________________________________________________________________________________________________ 
© Hawkamah, The Institute for Corporate Governance 2011. All rights reserved. Brief excerpts may be reproduced provided the source is stated. 

 

 

4.2.5 Disclosure and Transparency 
 
95.5% of the 22 IFIs disclose their financial and operating results, 90.9% disclose their 
institution objectives and major share ownership and voting rights, 77.3% their board and 
суΦн҈ ǘƘŜƛǊ ǎŜƴƛƻǊ ƪŜȅ ƳŀƴŀƎŜƳŜƴǘΩǎ ǊŜƳǳƴŜǊŀǘƛƻƴ ŀƴŘ ƻƴƭȅ соΦс҈ ǘƘŜƛǊ ƳŀǘŜǊƛŀƭ ƛǎǎǳŜǎ 
regarding employees and other stakeholders. 13 IFIs (59.1%) have a written policy in 
respect to the preparation and dissemination of financial and non-financial information 
which goes beyond the requirements of the regulator.  

 
With respect to dissemination of information through the website, all but one (which 
operates as an Islamic window) of the IFIs disclose details of the Board of Directors (BOD), 
флΦф҈ ŘƛǎŎƭƻǎŜ ŘŜǘŀƛƭǎ ƻŦ ǘƘŜ ǎŜƴƛƻǊ ƳŀƴŀƎŜƳŜƴǘΣ ǘƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ό{{.ύΣ ŀƴŘ 
the financial statements and annual reports. 72.7% of the IFIs disclose the organizational 
chart on their website. The responses however, reveal that only 12 IFIs (54.6%) disclose the 
corporate governance policies and practice in the annual report.  

 
19 IFIs (86.4%) produce financial statements in accordance with the International Financial 
Reporting Standards (IFRS), US GAAP and AAOIFI standards. 13 IFIs (59.1%) disclose 
shareholders agreement with controlling shareholders to all shareholders. 14 IFIs (63.4%) 
ǊŜŎƻƎƴƛȊŜ ǘƘŜ L!IΩǎ ǊƛƎƘǘ ǘƻ ƳƻƴƛǘƻǊ ǘƘŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜƛǊ ƛƴǾŜǎǘƳŜƴǘ ŀƴŘ ǘƘŜ 
associated risks and 13 IFIs (59.1%) inform ex ante IAH of the risk profile of the institution, 
investment strategy and associated risks. Only 54.6% of IFIs make adequate and timely 
disclosure to IAH and the public of material and relevant information on the investment 
accounts that they manage. 

 
Recommended Best Practice: The regional codes 14 require a Corporate Governance Report to be 
issued as a part of the Annual Accounts. These codes also require the Corporate Governance report 
to be certified by the ŎƻƳǇŀƴȅΩǎ external auditors. 
 
The IFSB Guiding Principles on Corporate Governance For Institutions Offering only Islamic Financial 
Services (Excluding Islamic Insurance (Takaful) Institutions and Islamic Mutual Funds) require that 
the information on the basis for profit distribution and allocation shall be provided to the IAH prior 
ǘƻ ǘƘŜ ƻǇŜƴƛƴƎ ƻŦ ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ŀŎŎƻǳƴǘΣ ŜǎǇŜŎƛŀƭƭȅ ǎƛƴŎŜ ǳƴŘŜǊ ŀ aǳἉņǊŀōŀƘ contract the profit-
sharing ratio must be declared in advance.  
 
The above IFSB principles also require that the utilization of PER for smoothing the returns to IA 
and shareholders, as well as the use of IRR for covering losses (if any), is an issue of public interest 
and shall be publicized in major media orgaƴǎ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ LLC{Ωǎ ŀƴƴǳŀƭ report.  
 
IIFS shall make an adequate and timely public announcement in their annual report, website and in 
mainstream media organs should they make any material changes to their policies in respect of 

                                                 
14 UAE and Qatar Code of Corporate Governance 
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profit calculation, asset allocation, investment strategies and mechanics of smoothing the returns 
(if any) in respect of the investment accounts that they manage. 
 
Policy Recommendation:  
IFIs should disclose their corporate governance practices in a corporate governance report to be 
made a part of the Annual Report. 
 
IFIs should treat the IAH as pari passu with the shareholders with regard to the disclosure of 
information regarding the investment accounts, smoothing of reserves policy and returns on 
investments. 
  
 
4.2.6 {ƘŀǊƛΩŀ DƻǾŜǊƴŀƴŎŜ {ȅǎǘŜƳ 

 
Only 52.4% and 42.9% of IFIs respectively gave the response that the AAOIFI governance 
standards and the IFSB Guidelines were adopted in the country. The majority of the IFIs 
(85.7%) have set up an internal {ƘŀǊƛΩŀ ōƻŀǊŘ ŀƴŘ ƻƴŜ Ƙŀǎ ŀ {ƘŀǊƛΩŀ !ŘǾƛǎƻǊȅ CƛǊƳΦ Lƴ ǘŜǊƳǎ 
of legal jurisdictions, 62% of IFIs mention that the civil court and the arbitration are the legal 
avenue for dispute settlement, only 3 (14.3%) refer to the {ƘŀǊƛΩŀ court and 1 IFI (4.8%) to 
the {ƘŀǊƛΩŀ ŀǳǘƘƻǊƛǘȅ ƻŦ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ōƻŘȅΦ тмΦп҈ ƻŦ LCLǎ ǾƛŜǿ ǘƘŀǘ ǘƘŜ {{.Ωǎ ǊǳƭƛƴƎǎ ŀǊŜ 
binding and 14.3% persuasive. 
 
In relation to the roles of the SSB, 81% of IFIs position that the SSB has advisory functions 
and supervisory functions, while 19% see the SBB as having executive roles. 81% of IFIs 
ŘƛǊŜŎǘ ǘƘŜƛǊ {ƘŀǊƛΩŀ ƴƻƴ-compliance income to charity. As for the iƴǘŜǊƴŀƭ {ƘŀǊƛΩŀ ǊŜǾƛŜǿΣ 
урΦтп҈ LCLǎ ƘŀǾŜ ƛƴŘŜǇŜƴŘŜƴǘ ŘŜǇŀǊǘƳŜƴǘ ǘƻ ŎƻƴŘǳŎǘ {ƘŀǊƛΩŀ ǊŜǾƛŜǿ ǿƘƛƭŜ фΦр҈ LCLǎ 
conduct the {ƘŀǊƛΩŀ review as part of the internal audit department. 
 
17 IFIs (81%) have policies on the fit and proper criteria for the members of the SSB and of 
these 70.5% have been approved by the supervisory authority. 86% IFIs review the 
qualification and expertise of the SSB. 
 
With respect to the appointment and dismissal of the SSB, 76.1% IFIs grant the power to 
shareholders, 38.1% to Board of Directors, 9.5% to management and only 1 IFI to authority. 
Lƴ ǘƘŜ ǊŜǎǇŜŎǘ ƻŦ ƳƛǘƛƎŀǘƛƴƎ ŎƻƴŦƭƛŎǘ ƻŦ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ ŜǾŜƴǘ ǘƘŜ {ƘŀǊƛΩŀ ōƻŀǊŘ ƳŜƳōŜǊ ǎƛǘǘƛƴƎ 
in numerous SSB, only 23.58% of IFIs impose restriction on multiple appointment, 52.4% 
require disclosǳǊŜ ƻƴ {ƘŀǊƛΩŀ ōƻŀǊŘ ƳŜƳōŜǊΩǎ ƛƴŦƻǊƳŀǘƛƻƴ ŀƴŘ ŀƭǎƻ ŘŜƳŀƴŘ ŘŜŎƭŀǊŀǘƛƻƴ ƛƴ 
ǿǊƛǘƛƴƎΦ !ƭƭ LCLǎ ǇǊŜǇŀǊŜ ŀƴ ŀƴƴǳŀƭ {ƘŀǊƛΩŀ ǊŜǇƻǊǘ ǿƘŜǊŜ тс҈ ǎǳōƳƛǘ ǘƘŜ ǊŜǇƻǊǘ ǘƻ ǘƘŜƛǊ 
shareholders, 52.4% to the Board of Directors and 47.6% submit the report to management. 
 

Recommended Best Practice: The IFSB Guiding Principles on Shari`a Governance Systems For 
Institutions Offering Islamic Financial Services, December 2009 define and explains the scope of 
{ƘŀǊƛΩŀ ƎƻǾŜǊƴŀƴŎŜ ǎȅǎǘŜƳǎΦ 
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{ƘŀǊƛΩŀ DƻǾŜǊƴŀƴŎŜ {ȅǎǘŜƳǎ ŀǊŜ ŘŜŦƛƴŜŘ ŀǎ ŀ set of institutional and organisational arrangements 
through which an IIFS ensures that there is effective independent oversight of Shari`a compliance 
over the structure and process of   Issuance of relevant Shari`a pronouncements/ resolutions; 
Dissemination of information on such Shari`a pronouncements/resolutions to the operative 
personnel of the IIFS who monitor the day-to-day compliance with the Shari`a 
pronouncements/resolutions through every level of operations and each transaction; An internal 
Shari`a compliance review/audit for verifying that Shari`a compliance has been satisfied; An annual 
Shari`a compliance review/audit for verifying that the internal Shari`a compliance review/audit has 
been appropriately carried out and its findings have been duly noted by the Shari`a board. 
 
¢ƘŜ !!hLCL DƻǾŜǊƴŀƴŎŜ {ǘŀƴŘŀǊŘ ŦƻǊ LǎƭŀƳƛŎ CƛƴŀƴŎƛŀƭ Lƴǎǘƛǘǳǘƛƻƴǎ bƻΦм ǊŜǉǳƛǊŜǎ ǘƘŀǘ ǘƘŜ {ƘŀǊƛΩŀ 
Supervisory Board shall consist of at least three members. 
 
The below policy recommendations are mostly based on IFSB recommendations. 
 
Policy recommendation:  
The Shari`a governance structure adopted by the IIFS should be proportionate with the size, 
complexity and nature of its business. ¢ƘŜ {ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ Board however, should have a 
minimum of three members. 
 
IIFS should consider its size and, with a view to determining the impact of the number of members 
upon effective decision-making, decide what size Shari`a board is most appropriate. IIFS should 
further take into account the scope and nature of their operations.  
 
IIFS should aim for a Shari`a board with a mixture of experience and competencies. 
 
IIFS must ensure that the Shari`a board has clear terms of reference regarding its mandate and 
responsibility; well-defined operating procedures and lines of reporting; and good understanding 
of, and familiarity with, professional ethics and conduct. 
 
The IIFS should make public the roles and responsibilities, reporting line structure and the 
appointment and dismissal procedures ƻŦ ǘƘŜ {ƘŀǊƛΩŀ ǎǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƳŜƳōŜǊǎΦ 
 
The ShaǊƛΩŀ Governance system should ensure that it imposes responsibility on the SSB members to 
ōŜ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ǘƘŜ ǎƘŀǊƛΩŀ ŎƻƳǇƭƛŀƴŎŜ ƻŦ ǘƘŜ ǇǊƻŘǳŎǘ ƻǊ ǘǊŀƴǎŀŎǘƛƻƴ ŦǊƻƳ ǘƘŜ ǇǊƻŘǳŎǘ 
development stage, through to its implementation. 
 
IIFS should ensure that any person mandated with overseeing the Shari`a Governance System 
fulfills acceptable fit and proper criteria. 
 
IIFS should facilitate continuous professional development of persons serving on its Shari`a board, 
as well as its ISCU and ISRU, if any. 
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There should be a formal assessment of the effectiveness of the Shari`a board as a whole and of 
the contribution by each member to the effectiveness of the Shari`a board. 
 
The ShariΩa board should play a strong and independent oversight role, with adequate capability to 
exercise objective judgment on Shari`a-related matters.  
 
When a member of the Shari`a board has multiple Shari`a board responsibilities/appointments, he 
or she must ensure that sufficient time and attention is given to the affairs of each IIFS. The IIFS 
should decide if a member of the Shari`a board is able to and has been adequately carrying out his 
or her duties in serving his or her Shari`a board. Internal guidelines should be adopted that address 
the competing time commitments that are faced when members of the Shari`a board serve on 
multiple Shari`a boards. 
 
IIFS shall have in place an appropriate and transparent process for resolving any differences of 
opinion between the Board of Directors and the Shari`a board.  
 
An IIFS shall recognise the conflicts of interest between it and its clients that arise from the type of 
products it offers, and either avoid them, or disclose and manage them, bearing in mind its 
fiduciary duties to investment account holders as well as shareholders. 
 
In order to fulfill their responsibilities, the IIF should provide the Shari`a board with complete, 
adequate and timely information prior to all meetings and on an ongoing basis. 
 
Shari`a board members should ensure that internal information obtained in the course of their 
duties is kept confidential. 
 
The IIFS should fully understand the legal and regulatory framework for issuance of Shari`a 
pronouncements/resolutions in the jurisdiction where it operates. It should ensure that its Shari`a 
board strictly observes the said framework and, wherever possible, promotes convergence of the 
Shari`a governance standards. 
 
Where a Shari`a advisory firm is appointed by an IIFS, such a firm should have sufficient expertise 
and resources to carry out its work. A Shari`a advisory firm should not undertake any Shari`a 
audit/review work beyond its capacity and expertise. 
 
The IIFS should ensure that a proper succession/business continuity plan should be in place for the 
{ƘŀǊƛΩŀ {ǳǇŜǊǾƛǎƻǊȅ .ƻŀǊŘ ƳŜƳōŜǊǎΦ  
 
The Annual Corporate Governance report issued by the SSB should be made a part of the Annual 
Accounts to be distributed to all shareholders and IAHs. 
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5 CONCLUSION 
 

We strongly believe that the need for the above enhancement of corporate governance 
practice is really crucial which would then strengthen the performance and credibility of IFIs in the 
MENA region. In this regard, banking supervisors and regulators shall take the initiative to establish 
corporate governance standards for IFIs in their respective jurisdictions that benchmark against 
international standards such as the AAOIFI, the IFSB, the OECD and the BIS. As an institution which 
has strong faith that corporate governance leads to efficiency and stability, Hawkamah firmly 
believes that sound corporate governance practice would enhance the potential role of Islamic 
finance in contributing towards corporate reform and global financial stability. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 






































