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Abstract

The purpose of the paper is to give an overviewhefsocial responsibility of
Islamic banking, by focusing on the Islamic viewdahe effectiveness on business
and socio-economic life in a way that is differéotn the conventional understanding
of CSR. This paper aims to explore the concepbgbarate social responsibility in
Islam with different perspective on framework ardtems theories. This is on the
Islamic perspective of accountability, social josti and ownershipfor social
disclosures, which is expects Islamic banks toideoservices that take into account the
special social role of these banks. In this regdmel,objective of social responsibility
disclosure in Islamic banking is highlighted aneréupon, contributes a benchmark for
social disclosure by Islamic banks, which is pratiecnand takes in to account the
different secular effects facing Islamic banks.



1- Introduction

The teachings of Islam dictate that social resjmlitsi integrated
with business models or corporate social respditgifCSR) is an
integral component of life whereby giving back b tcommunity is
of utmost importance. While the world faced withbackdrop of
global challenges including multicultural diversityusiness needs to
incorporate religion for best CSR practice

In recently times, western capitalism has beguramstition toward
a model, which recognizes the business case faalljoresponsible
behavior. This transition has been widely docunctiated researched
and is well known amongst both academics and fioaeis. Therefore,
where as the western business model has begumngely becoming
more ethical, more stakeholder-oriented, and moc&aly responsible,
there still appears to be a divide between what tlew CSR based
model has to offer and what Muslim stakeholdergapfo care about.

This paper seeks to explore this area by focusimghe Islamic
view and the effectiveness on business and socinesgic life in a
way that is different from the conventional undansling of CSR. The
concept of corporate social responsibility will baggested to be
consistent with an Islamic view of society in tpesper.

Islamic economic ideology and values require ssfasimple mented
economic and social justice and fair distributidnneome and wealth
throughout the Islamic society. In this approable, banking system is
a place to accumulate the wealth of the rich ands®it to improve
the society’s well being in the context of Islanmegulations and
financial systems. The objective of the Islamickiag system is to make
a positive contribution toward the fulfillment ofo@o-economic
objectives of the society in all spheres.

Usmani asserts that the philosophy behind Islanaicking was
“aimed at establishing distributive justice freeorfr all sorts of

! stiglitz, Joseph (2002) “Globalization and its distents”, New York: Norton & Suliman,
M. (2000) “Corporate Reporting from an Islamic Perdive” .Accountant National. October,
pp. 18-22. & Wolf, Martin (2004) “Why GlobalizatioWorks”, Yale University Press
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exploitation™ According to Islamic principles, business traniast
can never be separated from the moral objectivesoofety. The
social function of Islamic banks represents a magart in their
activities: in fact, “social activities are emplmi in Islamic banks’
articles of association with their objectives amadtions®. Merged
with this function is the social role of Islamic ides that entails social
justice and accountability, requiring the banksdisclose corporate
social responsibility (CSR) information. Islamic nka have been
described as having “a social fateThe existence of such religious
banks, which abide by Islamic principles and ogerraislamic societies,
provides us with an opportunity to explore the aoporting of such
banks.

The social function of Islamic banks representsagonmpart in their
activities: in fact,“social activities are emphasized in Islamic banks’
articles of association with their objectives amadtions®. Merged
with this function is the social role of Islamic ides that entails social
justice and accountability, requiring the banksdisclose corporate
social responsibility (CSR) information. Islamic nka have been
described as having “a social fakeThe existence of such religious
banks, which abide by Islamic principles and ogerraislamic societies,
provides us with an opportunity to explore the aloreporting of such
banks

This paper aims to explore the concept of corgorstcial
responsibility in Islam with different perspectiom framework and
systems theories. In this respect the benchmarkoofal report is
developed. This is on the Islamic perspective abaantability, social

1 Akacem, M and Gilliam, L. (2002), “Principles alamic banking: Debt versus equity
financing”, Middle East Policy, Washington, Vol.[9¢. 1, p113

2 Arab and Islamic Law Series, Kluwer Law InternatigrAmsterdam

3 El-Ashker, A. (1987), The Islamic Business EntegsjKent: Croom Helm. P 45

* Mashhour, N., (1996), Social and Solidarity Actvitn Islamic Banks, Cairo: The
International Institute of Islamic Thoughts [in Aia].p 33

5 El-Ashker, A. (1987), The Islamic Business EntegsjKent: Croom Helm. P 45

® Mashhour, N., (1996), Social and Solidarity Actvitn Islamic Banks, Cairo: The
International Institute of Islamic Thoughts [in Aia].p 33



justice, and ownership, for social disclosures,clvhs expects Islamic
banks to provide services that take into accoumtsfecial social role
of these banks. Such expectations will take intosmteration the
special nature of the banking industry (which reegiicertain types of
social disclosures but not others). The objectiveoaial responsibility
disclosure is highlighted in the next section tbgewith enlightenment
of the theoretical framework and system theoriesamial responsibility
disclosure in Islam. The remaining part of thisptlea contributes a
benchmark for social disclosure by Islamic bankisictv is pragmatic
and takes in to account the different secular &fféacing Islamic
banks.

2- Corporate Social Responsibility Definition

The concept of social responsibility or known aspooate social
responsibility (CSR) is an elusive abstract and mayean of number
different things. Over the 50 years’ business,ostland management
theorists have developed much effort to thinkingagh the business-
society relationship These ethicists developed models that could be
modified or compromised to suit evolving sociaknst.

The ethical models such as Eternal Law, Distrileuflustice, Rights
and Relativism, provide a background of corporatgas responsibility.
As Waheed, A. elaborates the Corporate Social Retjidy is achieving
commercial success in ways that honor ethical saduel respect people,
communities, and the natural environment. The C®an% addressing
the legal, ethical, commercial, and other expemtatisociety has for

1 For example, see Beachamp. T.L. and Bowie, N.Es.JE#1997), Ethical Theory and Business,
Upper Saddle Review, NJ: Prentice Hall & Bowen, HB®53), Social Responsibility, New
York: Happper, Row & Carroll, A. B. and Buchholtz,K. (2000), Business and Society: Ethics
and Stakeholder Managemeri’ﬁefdition, Cincinnati, Ohio: South-Western Collegéishing,
Carroll, A.B. (1977), Managing Corporate RespofigibLittle, Boston and Toronto; Brown and
Co, Carroll, A.B. (1991) “The Pyramid of Corpor&ecial Responsibility: Toward the Moral
Management of Organisation Stakeholders” Busines&zbhs, 34, Donaldson, T. and Preston,
L.E. (1995) The Stakeholder Theory of the CorporatConcept: Concept, Evidence and
Implication, Academy of Management Review, 20, ucReter, F. (1984),“The New Meaning
of Corporate Social Responsibility”,California Maement Review 26, Waddock S and Smith,
N. (2000)
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business, and making decisions that fairly balaheeclaims of all key
stakeholders There have been efforts to conceptualise ethiehavior
in terms of the business practice of corporatiarsociety.

With regard to all the above, a concord in thinkalgput corporate
social responsibility has not been provided, in faange of explanations
and justification exists among business scholatis kggard to regard to
whom corporations have a responsibility to and tiedge responsibilities
are. Some have argued that a corporation has ponsbility beyond
legally making a profit for the shareholder or ovin&et others have
argued that a corporation has numerous respotisiilihat can be
derived from ethical principles and moral vaflies

What is common throughout most of these definitieriee idea that a
corporation must be mindful to its role within seigi and effects of its
business practice. These definitions recognize d@haaction by one
party does have an impact on the other party.A aratpn is not
detached from society. Instead, a mechanism tfailésto provide for
societal wants and neéds

The World Bank defines corporate social respoitgibibmprehensively.
According to this definition, Corporate social respibility is to be the
commitment of owners of commercial activities tontibute to
sustainable development through working with tresirployees and
their families, local community and the societyaawhole to upgrade
the people's living standards in a certain way g®aves commerce
and development in the same time. As per the iatermal chamber of

1 Waheed, A. (2005),”Evaluation of the State of Coapion Social Responsibility Pakistan
and Strategy for Implementation for Securities &xdhange Commission of Pakistan and
United Nation Development Program” PAK/98/011 PARADI-UNDP, September. p 13

2 Friedman, M. (1970). “The Social ResponsibilityRafsiness is to increase its Profits.” New
York Sunday Times Magazine, 13 September, 32-4

® Freeman, R. E. (1984), Strategic Management: AcBelkler Approach. Pitman London. &
Carroll, A.B. (1993), “Business& Society: Ethics anthk&holder Management "(2d),
Cincinnati, OH: South-Western Publishing Co., CarralB. (1999). “Corporate Social
Responsibility: Evolution of a Definitional ConstrlicBusiness & Society, 38 (3), &
Donaldson, T. and Preston, L.E. (1995) “The StalddroTheory of the Corporation
Concept: Concept, Evidence and Implication.” Acadeillanagement Review, 20

“United Nations Industrial Development Organizati@302), Corporate Social Responsibility:
Implications for Small and Medium Enterprises invBleping Countries, Vienna



commerce definition, social responsibility is to &ethe attempts that
contribute to the volunteering of co-operationsathieve development
for ethical and social reasons. Hence, social respility depends on
good initiatives of businessmen without any leddigations. Therefore,
social responsibility is achieved through convigcamd educating.

Consequently, the concept of corporate social respitity abstracts
the expectations that society has of business mdbarm, but to
contribute positively to well the being of others

3- Corporate Social Responsibility in Islam

The concept of social responsibility in Islam ige ttontribution of
the idea of social responsibility and justice. Tjpgsspective on social
responsibility lays the foundation for the studystémic understandings
and practice of corporate social responsibilityorfrthis viewpoint,
within Islam, as it is practiced amongst Muslims talationship between
commercial activity and civil society is taken astpf everyday life and
the rules of practice are embedded in the Islangicgpts

3-1 Framework of Corporate Social Responsibility in 1slam

The fundamental codes of moral behavior are euthftriness, trust
worthiness, generosity and leniency, adherencegméss commitments
and contracts, fair treatment of workers. It i©aksquired to avoidance
of evil practices such as, interest (riba), frazltbating, deceit, hoarding
of foodstuff, exploitations, giving short measures. in accordance to
the Islamic jurisprudence (figh) concerning the fldw(halal) and
unlawful (haram) are essential elements of soegdaon sibility and justice
in Islam and are part of the overall Islamic faith

Much of the Islamic ethical behavior is concernethwelements of
social responsibility and justice. In order to detme the efficacy of
these elements and systematize them in a cohamnework, it is
important to establish the foundational elementss Toundation will
form the basis of the conceptual framework of CB8Rsiam that will

! Mohammed, J.A. (2007),"Corporate Social Responsjbilit Islam” Thesis submitted to
Auckland University of Technology. Faculty of Busise New Zealand
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address not only the nature of the elements oakoesponsibility and
justice but also the rationale behind tHe®yed Nawab Haider Naqvi
tendered a theory of Islamic economics in whichalderesses the
need for an Islamic economic system and how it lmargenerated
from the ethical statements in the Qur'an and Hwadite presents the
four ethical axioms - Unity, Equilibrium, Free Wiknd Responsibility
that together form such a logical system and argasfrom these
four axioms, all statements regarding Islamic dgcand economics
can be generated. These axiomatic principles willubed along with
some other scholars’ work to elaborate the conegégtamework of

CSR in Islar.

The foundational axioms operationalised the agpmatof Islamic
beliefs in aiming for the creation of human-ceng@onomics. In other
words, Naqvi, Ghazali, and Ariff developed an axabic approach to
justify the Islamic economic strategy by treatirstpimic ethos as an
ideal through which social and economic policiealitg with poverty
reduction are assesSe@hese axioms are:

Tawhid (unity) is related to the political, econ@msocial, and
religious aspects of men’s life. This is the vetidimension of Islam.

Al-‘adl wa'l-ihsan (equilibrium): The axiom of edibrium (al‘adl)
corresponds to the axiomatic concept of unity.ddition, (al‘adl) in a
deeper sense denotes a balance of forces, casstitoe horizontal
dimension of Islam.

! lbid

2Naqvi, S. N. H., (1994), Islam, Economics, and 8tggiLondon: Kegan Paul International.

3 Al-Ghazali, A.H.M. (1990), Ihya Oulum Aluddin, HB65pp, Pakistan, Darul-Ishaat, Vol.2
&3, and Nagvi,S. N. H. ,(1994)“Islam, Economics,daBociety”. London: Kegan Paul
International, and Arrif M. (ed), (1982), MonetaBplicy in an Interest free Islamic
Economy: Nature and Scope Jeddah: International r€eftr Research in Islamic
Economics inAsutay, M. (2007).”Conceptualisation of the Second Best Solution in
Overcoming the Social Failure of Islamic Financexamining the Overpowering of
Homoislamicus by Homoeconomicudiscussion paper, IIUM Journal of Economics and
Management 15, no. 2 by The International Islamidversity Malaysia pp 167-195



Ikhtiyar (free will), which implies as a humars, free to decide
how to exercise and contribute to the society. Hawethis freedom
is qualified by the rules of the Shari'ah Free Wikhtiyar) is an
element that each individual has, and it providesénkind with the
ability to make choices in situations where thesg/ioe opposing issues
involved.

Fard (responsibility), it is the responsibility e¥ery individual to
care for the needy in society. This axiom impliesttindividuals and
society need to be accountable for their actiomscamserve the public
good.

Tazkiyah, which implies growth with purification@lld endogenise
the good of others and has to be conducted witltadtland moral
considerations.

Khilafah, indicates an individual’s role as Godisegerent on earth.
Islam teaches that a person has been endowed Witk will to make
his/her own choices, thereby making his/her own wéyachieving
success in this life and salvation in the herealaqvi further explains
that one’s ability to make the right choice is nsardle as the Allah’s -
The Most Exalted (TME), vicegerent (Khalifah) omtkeaThis vicegerency
IS more virtuality than an actuality. However,stan individual’s goal to
act in a manner such that such a situation acquired

Magqasid-al Shari’ah, which is the last axiom, atmsnterpret the
text and in restoring the principles of Islamic eamics in relation to
the objectives of the Shari’ah. This is furtheenmpreted in a way that
Islamic economic principles must lead to ‘humanlskeing’.

These axioms define the economic framework for @eon activity to
take place within intra-and intergenerational dogistice, which reveal
themselves in the methodological framework of theiad responsibility
and justice in Islam and thereby Islamic econolys

1 Asutay, M. (2007),"Conceptualisation of the Second Best Solution in €bming the
Social Failure of Islamic Finance: Examining thee@owering of Homoislamicus by
Homoeconomicus.Discussion paper, IUM Journal of Economics and &gment 15, no.
2 by The International Islamic University Malaygid 70
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In addition to this, these axioms are implemenfa@t extensively
in Islamic banks and are the core values and faiordaf any Islamic
business and society behavior guide. All of thesaracteristics of a
unique precept in business conduct prescribed @amidorm the
foundation of an Islamic business and society. Thosaxiom system
that reflects the Islamic view of ethics needs ¢ocbnstructed as an
essential first step in determining the rules ofigloand economic
behavior in an Islamic society.

3-2- Content of Social Responsibility in Islam

In the past, the more secular approach of westapitadism with
its focus on materialism, competition, profit maxation, and
shareholder primacy has appeared at odds withslaenic approach
and has raised challenges for companies wantimp tbusiness with
Muslim stakeholders

Recently, western capitalism has begun a transitomwards a
model, which recognises the business case for Igocesponsible
behavior. This transition has been widely documeated researched
and it is well known amongst both academics andtipi@ners. It
opens up the prospect that differences in managestgles may
become less acute and less of a barrier to suatassérnational
business ventures. In turn, this might lead to tpasireturns as the
opportunities of closer integration deliver widemnikfits all rounds

Although the western business model has begunangihg into a
more ethical, more stakeholder-oriented, and moc&ky responsible
model, there still appears to be a divide betwebatwhis new CSR
based model has to offer and what Muslim stakehmsldppear to care

1 Al-Qaradawi, Y. (1985), Al-Halal wal Haram fil Ein (The lawful and the prohibited in
Islam), Kuala Lumpur: Islamic Book Trust
2 Stanley, T.M., (1990), “Ethical Perspectives om foreign Direct Investment Decision”, Journal

of Business Ethics 9 (1), pp1-10 ,Stiglitz, Jos@il02), Globalization and its discontents,, New
York: Norton, Bhatia, Lord Amir (2004) “CSR: Anlasnic Perspective” at a conference on
“Singapore/UK Developing Corporate Social Respadlityib at the Shangri La hotel in
Singapore on February 23rd and Wolf, Martin (2004hy Globalization Works”, Yale
University Press



about. The aims of the Islamic system of businesstlzerefore not
primarily materialistic but are based on the cot€ed human well
being and achieving a good life overall. It stressemmunity values,
socio-economic justice, and a balance between #teria and spiritual
needs of its followers

Islamic economics in its modern sense came intst@xce in the
early 1970s mainly as a critique of the capitatisbnomy in relation
to economic development. Therefore, in the opirebrthe founding
fathers, the failure of economic development watbated to capitalist
economic development strategies, which ignored ithgortance of
human being and his/her well-being. Their objectias therefore to
develop an economic system understanding, whictdcdevelop a
human-centric development stratégy

The Islamic economics aimed at a world order, wiigeeontological
and epistemological sources namely the Qur'an addthdetermine the
framework of the economic value system, the opamatidimension of
the economy and the behavioral norms of the indalidViuslims.
Islamic economics, thus, is an “approach to, andqss of, interpreting
and solving the economic problems of human beireged on the
values, norms, laws and institutions found in, aedved from the
sources of Islam”.

This, however, implies a systemic understanding angbolitical
dimension. Recalling modern Islamic economics eegrgs part of
the Islamic movement in the 1970s with politicaiens and aspirations
and individual politics. Thus, it is not very suging that Islamic
economics were perceived as a complementary patti®fpolitical
project. However, Islam does not subscribe to dedltian philosophy,
in which power is central to the definition of saciand political

1 Ahmad, K., (1971) Islam: Basic Principles and @haristics, University of Karachi: Karachi
and Chapra, M. U., (1992), “Islam and the Econdtiallenge” Virginia: International Institute
of Islamic Thought

2 Asutay, M. (2007),"Conceptualisation of the Second Best Solution in €bming the
Social Failure of Islamic Finance: Examining thee@owering of Homoislamicus by
Homoeconomicus.Discussion paper, IUM Journal of Economics and &gment 15, no.
2 by The International Islamic University Malaygid 70
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meanings, actualisation, and knowledge. Neverthesce Muslims do
not have such global power, they were deprivedstdbdishing their
political and economic order.

This has consequences for Islamic finance, whit¢hasoperational
tool of Islamic economics. Since Islamic financethg institutional
aspect of Islamic economics, because it financegtlonomic activity
in an Islamic framework, thus there is a need teehastitutions using
instruments, which operate according to the russ] regulations,
which are all bound by the Shari’ah. Islamic finenbence, refers to
the institutions, which in the inspirational seas®a to operationalise and
fulfill the economic systems of Islam. Since thstegnic understanding
of Islamic economics could not be achieved, Islarfmance has
developed its own working framework in a very pratjst manner; it
has ended up being located within the neo-clagsaradign

4- Social Responsibility and I1slamic Banking

Islamic banking system is a part of the overaliiisic value system
and is not merely about refraining from interessdzh transactions.
The objective of the Islamic banking system is takea positive
contribution to the fulfillment of socio-economidjectives of the
society in all spheres. Many Islamic banking scimlancluding
Ahmad, Mirakhor, Wardé, Lewis and Algoutl and Igbal and
Molyneuy, assert that although Islamic banks perform mdktysame
functions as conventional banks, they do this stimctly different
ways. In their views, these are the salient featafelslamic banking

! Ibid p174
2 Ahmad, A. (2000). Economic Development in IslarRierspective Revisited. Review of
Islamic Economics, 9, 83-102.

3 Mirakhor, A. (2000), General Characteristics ofisiamic Economic System, in A. Siddig,
Anthology of Islamic Banking, Institute of Islamic Bking and Insurance, London. 11-31.
4 Warde, I. (2000), Islamic Finance in the Globabfemy. Edinburgh University Press,

Edinburgh
® Lewis, M. K. and Algaud, L. M. (2001). Islamic Bang, Edward Elgar. Cheltenham, UK.
® Igbal, M. and Molyneux, P. (2005), Thirty Yearslslamic Banking: History, Performance,
and Prospects,. Palgrave Macmillan. New York.



and finance, which make it distinct and unique fritsenconventional
counterparts.

Islamic banks are those banks that follow Islantiar8ah in their
business transactions and strive for a just, &d balanced society as
envisioned by the Islamic economics. The precepshari’ah in the
financial field are to establish social securityoperty rights, and the
rights of progeny. In the extensive domain of shhrithese goals are
combined with the directive of preservation of thlamic State.

Within the mix of the above-mentioned shari’ah geqgs, the
social, economic, and political goals are takentagether with the
financial ones. These together comprise the tptaiit the social,
economic, and political development issues of EmiE society. Hence,
when Islamic banks are linked with such a comprsliennetwork of
goals in the light of shari’ah, the totality of tls®cioeconomic and
sociopolitical goals along with the financial ornvesuld predominate in
the objective criterion of an Islamic bank.

For example, in an attempt to secure the funddsotlientele, the
shari’ah recommends ways, which embrace the tésetcaring property
rights; the Islamic bank must embrace the otheri’ahaenets as well.
Thereby, socioeconomic development goals becomertari in the
shari'ah determined social wellbeing function. Téecial wellbeing
function as the objective criterion of the Islarhank serving the tenets
of maintaining social security, protection of progend preservation of
the Islamic State, become a description of waysnaeans of financing
resource mobilization that establish sustainabditg the high ideals of
Islamic faith.

Among other things, Shari'ah prohibits dealing imterest and
undertaking transactions with unknown fate, whiléha same requiring
transactions to be lawful (halal), and requires Iivhss to pay the
religious tax Zakah. Abolishing interest from thelealings is the
fundamental principle on which Islamic banks arseda

! Maali, B., Casson, P. and Napier, C. (2003) “SocigidRéng by Islamic Banks, Discussion
Papers in Accounting and Finance”, University ofitampton
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Islam’s strict ban on dealing with interest seemshave social
roots. Mirza and Baydoutargue that the use of Riba (usury) violates
the principle of social justice, which is very imfant in Islam,
because it leads to gratifying people without thaaking an effort.
Those who lend money on interest do not make amtefior do they
participate in the risks of the projects financadd such behavior is
rejected by the teachings of Islam. Interest-basaualsactions allow
lenders to receive the advantages associated avithrig their money,
while avoiding the risks and losses attached toewshmip. This is what
Gambling and Karirhrefer to as “unfair trading”. Talip and Phay
suggest that the most apparent reason for the foleiba is to impose
the spirit of goodwill between Muslims.

Some of the salient features, which have been weedi earlier,
make Islamic banking distinct and unique from itsnwentional
counterparts. Islamic banking strives for a jusiy,fand balanced
society as envisioned by the Islamic economics. cdethe many
prohibitions (e.g. interest, gambling, excessiveks] etc.) are to
provide a level playing field to protect the inteieand benefits of all
parties involved in market transactions and to @tensocial harmony.
For example, the prevailing practice of interesttiie conventional
banking system involves injustice to the borrovgnee the interest on
their loans has to be paid irrespective of theauts of their business.
Similarly, interest contracts can be unjust tolédmelers especially when
their returns on deposits, which have been chadrmsie¢he banks to the

1 Mirza, M. and Baydoun N. (2000), “Accounting Poli®hoice in Riba-Free Environment”
Accounting, Commerce & Finance: the Islamic Perdpecdournal, Vol. 4, No.1, p. 36.

2 Gambling T., and R. and Karim, R. (1993) “CreditaBleyanizations: Self Regulation v.
External Standard Setting in Islamic Banks and Bri@harities”, Financial Accountability
& Management 9 (3) August, p. 34

3 Talip, A. and Phay T. (1998), “The Islamic EconosiBystem and Riba: The Foundation of
Islamic Banking, Accounting, Commerce & Finance”,eTlslamic Perspective Journal,
Vol. 2, No.3, p. 65.



entrepreneurs, do not commensurate with the aperédrmance of the
investment

On the other hand, Islamic banking is construcigshithe principle
of brotherhood and cooperation, which stands faystem of equity
sharing, risk sharing, and stake taking. It promatach sharing and
cooperation between the provider of funds (invg@séord the user of
funds (entrepreneur).Moreover, Islamic banking sgstem grounded on
ethical, and a moral framework of the Shari'ahartst banking is also
characterized by ethical norms and social commitsheffhere is a
moral filter based on the definition of halal (pé&sible) and haram
(prohibited and undesirable) operating at differlavels, carving the
conscience of entrepreneur and firm, promotingsatige social climate
for society, and providing an expedient legal freume.>.

The question that may raise here is why Islamikéare expected to
have such an important social function, even mayloee than other
business enterprises. The Islamic banks have aapefier a long period
of decline in financial activities based on Islamitnciples. During the
period when Islamic economic activities were ndilable, the Islamic
charitable organisations were very active and gtrdhis has led people
to perceive any Islamic organisation as a charitg implication of such
an image for Islamic banks is that people haveahigh expectation on
the social side from Islamic banks. In addition;Mdgrabi has argued
that Islamic banks fill two very important posit®im the community:
religious and financial. On the religious side,afsic banks take
responsibility for complying with the Islamic wayhus setting an

1 Lewis, M. K. and Algaud, L. M, (2001), Islamic Bang, Edward Elgar Cheltenham, UK
& Igbal, M. and Molyneux, P. (2005), Thirty Yeard d¢slamic Banking: History,
Performance, and Prospects,. Palgrave Macmillaw. Wark.

> Ahmad, A. (2000), Economic Development in Islamiergpective Revisited. Review of
Islamic Economics, 9, 83-102. & Mirakhor, A. (200GeneralCharacteristics of an Islamic
Economic System, in A. Siddigi, Anthology of IslamBanking, Institute of Islamic
Banking and Insurance, London. 11-31.Warde, I. (2008lamic Finance in the Global
Economy”, Edinburgh University Press, Edinburgh

3 Wajdi Dusuki; A & Dar; H. (2007),"Does Corporat®@@al Responsibility pay off? An
Empirical Examination of Stakeholder Perspectivelifthborough University Loughborough
UK
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example for people in the community, who watchrtlaetivities. The
banks, in their operations and activities, affde fperceptions and
behavior of individuals and businesses within tbenmunity. On the
financial side, the banks’ control of large funasl aevenues helps them
to undertake a social rdle

Figurel: Diagrammatic Presentation of Islamic Banking Pasiith the Community and
its Social Role

Islamic Banking
Position in the
community

Religious Financial

Affect the Manage Fund
Perception and and Revenue
behevior of
ndividual and
business

Fulfillment of
Social Role

Al-Mograbi, A.(1996), The Social Responsibility slamic Banks, Cairo”, The International
Institute of Islamic Thoughts [in Arabic]



The Islamic Finance characteristics somehow impé relevance
and significance of social responsibility as a glybaccepted practice
for Islamic banks. The Islamic banking system haséebuilt dimension
that promotes social responsibility, as it residathin a financial
trajectory underpinned by the forces of Shari'ajunctions. These
Shari'ah injunctions interweave Islamic financiahrtsactions with
genuine concern for ethically and socially respaasactivities at the
same time prohibiting involvement in illegal adiies or those, which are
detrimental to social and environmental well-béing

5- Benchmarke for Social Disclosures by Islamic Banks

The social disclosure by Islamic banks is meamixemine how well
the banks are disclosing the information that migatuseful to the
stakeholders. This information is developed to hie¢pstakeholders i.e.
depositors, shareholders, religious bodies, goventretc to evaluate the
performance of the Islamic Banks as well as theakoesponsibility.
Since the most accessible source of informatiahasannual report, it
tries to assist the users of these annual reportkas from the limited
information available in them, they can derive sawoeclusions on how
the Islamic banks have performed in the previoas,ysnd how they are
going to perform in the near future. Neverthelsgsce the indices are
developed merely based on what has been madehkd&aiiathe annual
report, perhaps it might give an inaccurate pictofethe actual
performance. However, this approach might indueediganisation to
disclose more information, not based only on tigellegory requirements
but based on what they should disclose.

So based on the principles and objectives setbmwea and the nature
of Islamic banking operations; in additional tcafitial reports, a number
of items should be disclosed in Islamic banks’ atmaports. All the
items chosen are supported by literature from wariauthors and
sources. It considers that such items should beodisd by Islamic

1 Wajdi Dusuki; A & Dar; H. (2007),"Does Corporat®@@al Responsibility pay off? An
Empirical Examination of Stakeholder Perspectivasyughborough University Loughborough
UK
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banks wherever they operate, regardless of thd fegalations, the
broader social and political environments, and sfzduslim population.
This approach might induce the organisation to lasc more
information, not only based only on the regulat@guirements but also
based on what they should disclose. This is bectneseeed to report
such items is based on the moral responsibilityligitly accepted by
such religious banks. This benchmark is based ebrtbader concept of
accountability that Islamic banks accept ethicales. It is pragmatic and
takes into account the different secular effeatméalslamic banks.

Yaya and Hameed claim that as one of the Islamisinbas
institutions, the Islamic banks are not only oldigeo report the
information regarding the economic performancehef Islamic banks
but also the information about the banks’ achievemm fulfilling their
proper and adequate financial reporting on Sharcampliance and
social and environmental concerns as a whole @f stakeholders It is
supported by SFA (Statement of Financial Accountimfdp.l on
Objectives of Financial Accounting for Islamic Banknd Financial
Institutions (AAOIFI). According to this particulastatement, the
objectives of financial reports on the Islamic tmiskould provide the
following types of information:

I. Information about the Islamic banks’ compliancehwttte Shari’ah
principles

II. Information which indicates the prohibited earniraysl describes
the expenditures in which they occurred and thermaam which
they were disposed

[ll. Information about the Islamic banks economic resesirand
related obligations to satisfy the right of the @msor the right of
others

IV. Information to assist the concerned party in detation of Zakat
on the Islamic bank’s funds and the purposes fachvit will be
disbursed

! Yaya, R and Hameed, S.M.I. (2003).”The Future &fnic Corporate Reporting: Lessons
from Alternative Western Accounting Report” Papereganted in the International
Conference on Quality Financial Reporting and Corgo@overnance, Kuala Lumpur
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V. Information to assist in estimating cash flow thaght be realized
from dealing with the Islamic banks, the timingslodse flows and
the risk associated with their realization

VI. Information to assist in evaluating Islamic ban#lischarge of its
fiduciary responsibility to safeguard funds andirtgest them at
reasonable rate of return, and information abotgisraf returns on
the bank’s investment and the rate of return angrtm equity and
investment account holders

VII. information about the Islamic bank’s discharge t& social
responsibility

In addition to the above, the AAOIFI standard (2082s defined
the basic elements of financial statements. It iste®f statement of
financial position, income statements, and staténoérchanges in
owners’ equity or statements of retained earnistgement of cash
flows, statement of changes in restricted investmesnd their
equivalent, statement of sources and users of fumd8akat and
charity fund, and lastly, statement of sourcesuofifin gard funti

With regard to the elements of financial reportinige Islamic
banks financial reporting should consist of severaiciple elements
to attain the ultimate objectives of Islamic finaicinstitutions.
Basically, it has proposed several elements shbeldeported by
Islamic banks such as information that identifiésady the Islamic
investment and the non-Islamic investment. The rmédion that
identifies the halal (lawful) and haram (unlawfidyenues. This provides
the statement of changes in restricted investmanfissmation which
provides the statement of sources and uses of fund&kat and
Quard Hassan (loan and fund), information whiclviol®the statement
of sources and use of funds in the gard fundsrimdtion which
clearly identifies the sources of revenue.

L AAOIFI (2003) Accounting, Auditing & Governancea®dards for Islamic Financial
Institutions, 4th Edition, AAOIFI, Bahrain.
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Hence, based on the above statements and stanessdsatially the
Islamic benchmark for the preparation of the finaheport is the use
of fair/market value principle. This particular vation can only be used
if there is a strong basis for valuation (i.e. rstr@ofessional surveyor)
and not just merely based on individual discretionestablish the
relevance and reliability of financial report.

In addition to financial reporting, there is a néegbractically to look
at the environmental reporting and social reportiligrefers to the
disclosure of financial and non-financial, quatitta and qualitative
information about the activities of an enterpriSecial responsibility
accounting in essence, concentrates on the sasaks that might
include the employee reports, human resource atoguand industrial
democracy issuésThe Table 1 shows the items to be disclosed by
Islamic banks.

1 Mathews, M.R. (1994), “Twenty-Five Years Of Socimd Environmental Accounting
Research: Is There A Silver Jubilee To CelebrateZofnting, Auditing & Accountability
Journal, Vol. 10, No. 4, pp481-531



Table1: The Social Disclosure by Islamic Banks

Area Itemsto be disclosed AAOIFI Comments
Sh‘f’“.' ah Report of Shari’ah Supervisory Board Required
opinion
Nature of unlawful transactions Required The stat ;
Reasons for undertaking such transactiorjs Not reg. e sta 3n;en
Unlawful The Shari’ah Board view about the rT:ICr)?FI y
(haram) necessity of these transactions Not req. includes Zakah
transactions | The amount of revenue or expenses from ] 'n;# d i?]ar?t a
these transactions Required h y
How the bank disposed, or intends |to ] together
dispose, of such revenues Required
Zakah (for | Statement of sources and uses of Zakah | Required The s@atﬁn;ent
banks required The balance of the Zakah fund, and reasorRequired required by
to pay it) for non-distribution  Shari'ah  Boarfl AAQIFI
pay attestation regarding the Not req. Includes Zakah
computation and distribution of the funds a?d Ct‘f”ty
The amount due in respect of shares pnRequired Required by
izl:]ig (r:g; deposits . N . AAQIFI
required to pay it Thg .Sharl’ah Boa(d’ S opinion regardlrrg _ standards as 4
validity of computation Required statement
The nature of charitable and social activifesRequired Required b
Charitable and| financed AA((:E)?Il:JIIre y
- e s . as part
social activities| The amount spent on these activities Required of Zakah
Th(_e sources of funds used to finance thesRequired statement
activities
The policy on wages and other remuneratipnNot req.
E The policy on education and training pfNot req.
mployees
employees
The policy of equal opportunities Not req.
The policy on the working environment Not req.
The amount and nature of any donationg oNot req.
. activities undertaken to protect the
Environment .
Environment
The projects financed by the bank that npayNot req.
lead to harming the environment
Other aspects| The bank’ s role in economic developmerjt Not reg.
of community | The bank’ s role in addressing sodialNot req.

involvement

problems

Sour ce: Maali, B. &Casson, P. &Napir, €.

1 Ibid
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6- Conclusion

The extensive research from an Islamic persped@ducted from
the Hadith exemplifying the holy Prophet MohammedRBUH)
preaching and practice of social responsibility gmstice and the
Quranic commandments provide enough evidence #atoncept
similar to that of the prevailing notion of CSR Hasen an integral
part of Islamic society. The guidelines in the $hhrspecifically
address issues concerning the general well beirntgpthf businesses
and society. Moreover, the axioms that are the oaklies and
foundation of any Islamic business and society gudhy-to-day
behavior, they are more descriptive of the ethptéllosophy of Islam.

The fundamental basis of the conceptual framewb&SR, which
shows congruency between the idea of social redbtysand justice
in Islam, could be depicted as diagrammaticallfiage2:



Figure2: Diagram of theConceptual Framework of Corporate So
Responsibility in Islam

The concern for CSR is also relevant to Islamickkaas a highl
prominent sector in the Islamic social economy niggtion. Islamic
banking is obliged to certain social objective®imted for the benei
of society. This is because Islam is an ethsystem, which guide
mankind in all his activities including commercedaimade. Usmar
asserts that the philosophy behind Islamic bankiwas ‘aimed a
establishing distributive justice free from all tsorof exploitatior.
According to Islamic principle, business transactions can nevel
separated from the moral objectives of the socigtyus characteristic:

! Maali, B., Casson, Rand Napie, C. (2003) Social Reporting by Islamic Banks”, Discuss
Papers in Accounting and Fina, University of Southampton P 113
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of the framework of CSR in Islam are present uragrent practices
found in Islamic banks but are not followed pefffiect

In this study, an Islamic perspective to developeachmark for
social reporting by Islamic banks is examined. Pleeformance of
Islamic banks nowadays is under critical publicutay. The banks
have to ensure that not only are their productssandgces effective in
meeting the needs of various stakeholders, but magpertantly they
have to make sure that their activities are in kvith the Shari’ah
requirements. The importance of the social repgridtamic banks
would be that it would lead interested partiesviauate the performance
of the banks inspecting the annual reports. Teoial disclosures are
used by the banks to construct a positive Islanmmage, because a
“negative corporate image can have serious econonmbications for
organisations” However,the principles of full disclosure and antbility
of individuals and organisations to God and thantt community
require Islamic banks to disclose all informatiomeched important
from the Islamic perspective for people in the sbes where they
operate, and not only information that would helpconstructing a
beautiful Islamic image.

! Buhr, N. and Freedman, M. (2001), “Culture, Inttinal Factors and Differences in Environmental
Disclosure Between Canada and the United StatesitaC Perspectives on Accounting, Vol.
12, p. 294.
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