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Key abbreviations used in this 
presentation

q AAOIFI = Accounting and Auditing Organization for Islamic Financial 

Institutions

q AOSSG = Asian-Oceanian Standard-Setters Group

q AOSSG IFWG = AOSSG Islamic Finance Working Group 

q FAS = Financial Accounting Standard (issued by AAOIFI)

q FR = financial reporting

q FS = financial statements

q IFI = Islamic financial institution
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Background & Objective

q The Study was first conducted by the AOSSG Islamic Finance Working 

Group (“WG”) in 2014 – MASB is the country lead for the WG

q Before the Study, the WG conducted several surveys to solicit views on 

accounting for Islamic finance transactions

q Despite its usefulness, a survey is exposed to several weaknesses:

§ Sampling bias – data comes only from those who choose to respond

§ Data accuracy – respondent has misunderstood a question or the data 

collector has misinterpreted the answer
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2023 Updated review

q Objective: to determine the financial reporting standards that IFIs are 

legally required to comply with and to note the accounting treatment of 

selected Islamic financial transactions
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Areas of focus

q Reviewed 119 FS of IFIs in 29 countries, focusing on the following 
areas:
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Financial 
reporting 

framework

Ijarah with an 
ownership 

transfer

Classification of 
customers’ 
investment 

account

Measurement of 
finance income

§ Top IFIs by country ranked by The Banker (corroborated to the 2022 list)

§ Audited FS publicly available, in English, as of 31 July 2022.

Ø Excluded 13 samples (119 in 2023 vs 132 in 2016), for reasons such 
as mergers and acquisitions and recent FS were not available online



Key findings
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119 IFIs in 29 countries 
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(1) Assertion of compliance
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IFRS 
Accounting 
Standards, 

58

FAS, 25

Local GAAP, 
36

Financial Reporting Framework • IFRS Accounting Standards 
issued by the IASB – including 
‘IFRS as adopted’, for example in 
Kuwait and the UK

• Local GAAP – countries such as 
Bangladesh, Indonesia & Pakistan

• FAS issued by AAOIFI – commonly 
applied by IFIs in Bahrain, Jordan, 
and partly in Qatar
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Separate policy for Islamic finance

National level

• Some jurisdictions require the 
application of AAOIFI for 
Islamic finance and IFRS 
Accounting Standards for 
others.

• E.g. the Qatar Financial 
Centre Regulatory Authority’s 
Insurance Business Rules 
requires a takaful entity to 
apply FAS and for others, they 
may apply IFRS, US GAAP or 
any other standards as 
permitted by the Rules

Entity level

• In some instances, FS that 
asserted compliance with FAS 
also applied IFRS Accounting 
Standards for certain 
transactions

• Typically, these FS include a 
general statement that IFRS 
Accounting Standards would 
be applied for matters not 
covered by FAS – or that FAS 
is applied as modified by local 
central banks/regulations 
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(2) Ijarah accounting of a “lessor”
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43

12
26

3

Financing assets Finance lease
receivables

Fixed assets (FAS 32) Others*

Presentation of Ijarah

*Presented as “investments”

Scope: 

• Ijarah that transfers ownership to the customer 

• IFI as lessor/financier

• Common forms: Al Ijarah Thumma Al Bai and Ijarah Muntahia Bittamleek
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FAS for others but Ijarah

q Some IFIs asserted compliance with FAS but their presentation of Ijarah 

did not appear to follow the requirements in FAS. 

q For example, FAS 32 Ijarah requires lessors to account for all ijarah 

assets as fixed assets measured at cost less accumulated depreciation 

and impairment

§ In some samples, Ijarah fixed assets were not disclosed, but only 

Ijarah financing
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Sample disclosure: Ijarah 
(financing)
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q An IFI in Qatar that asserted compliance with FAS 
– Ijarah financing
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Sample disclosure: Ijarah (fixed 
asset)
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q An IFI in Bahrain that asserted compliance with FAS
– Ijarah fixed assets and receivables
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Accounting for Ijarah that 
transfers ownership

q If IFRS 16 Leases were to be applied to Ijarah with an ownership 

transfer, it is most likely be a finance lease rather than an operating 

lease

q Under IFRS 16, an IFI would need to

§ recognise a receivable equal to its net investment in the lease (which 

is the gross investment discounted at the interest rate implicit in the 

lease) (IFRS 16.67)

§ recognise finance income over the lease term (IFRS 16.75)

§ provide disclosures designed to reflect the activities of a lessor
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Accounting for Ijarah that 
transfers ownership (cont’d)
q In other cases, such as under FAS 32 and Indonesian GAAP, Ijarah with 

an ownership transfer is treated similarly to an operating lease in IFRS 16

q For example, paragraphs 62, 66 and 74 of FAS 32 require a lessor to:

§ Recognise the underlying asset at cost (comprises cost of purchase 

and other costs incurred);

§ Subsequently measure the underlying asset at cost less accumulated 

depreciation and impairment, if any; and

§ recognise income from ijarah on an accrual basis (either straight-line 

basis or another systematic basis)
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Intermediary element

q IFIs that presented investment accounts as an intermediary element 

between liability and equity are among those that apply FAS or local 

GAAP

q The intermediary element is commonly referred to as “Equity of 

investment account holders” (EIAH)

§ A few presented a subtotal of liabilities and EIAH before Owners’ 

Equity line item
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Sample presentation: Investment 
account
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q Investment account as an intermediary element between Liability and Equity
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Conclusion

q Accounting frameworks applied by IFIs vary, largely driven by 

jurisdictional policy on Islamic finance

q Shariah contract is expected to have the same basic features, but 

subject to jurisdictional/local nuances

§ Jurisdictional differences in views or opinions on the permissibility of 

a particular Shariah contract – leading to differences in the 

accounting treatments

q There is an imperative need to understand the underlying contractual 

substance as opposed to the contract name Ijarah/Mudarabah, etc

§ E.g., treating all ijarah as leases would be simplistic
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q The original Study of FS of IFIs (2014): 
https://www.aossg.org/docs/aossg%20publications/AOSSG_Islamic_Fin
ance_WG-Paper_Post_6th_Meeting-2_Mar15.pdf

q Past papers on related issues
§ Accounting for linked transactions (IFCG, March 2018): 

https://www.ifrs.org/content/dam/ifrs/meetings/2018/march/ifcg/ap1-
applying-ifrs-to-linked-transactions-march-2018.pdf

§ Financial reporting issues relating to Islamic finance (IFCG, March 
2018) 
https://www.ifrs.org/content/dam/ifrs/meetings/2018/march/ifcg/ap4-
aossg-paper-reporting-islamic-financial-transactions-under-ifrs-
march-2018.pdf
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