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Abstract

Accounting information systems are
evolving along with modern information technology,
which opens up countless opportunities to expand the
intellectual, scientific and professional potential,
contributing to the culture and "language" of accounting,
professional principles extend beyond one country.
However, differences in national and regional accounting
systems still persist and reflect not only a diversity of
accounting policy views but also deeper structural
differences rooted in legal, financial and social systems.
The Islamic (partner) accounting model appears to be the
least studied and, at the same time, the most different from
other accounting models. The economy of Islamic states is
an important part of the world economy, so Islamic and
other companies operating or investing in an Islamic
institutional environment have a direct interest in proper
disclosure of accounting information. The major goal of
the research is to find similarities and differences between
the IFRS and Islamic banking and to prove that it’s
beneficial in the modern Islamic countries. In order to
assess and compare the IFRS and the Islamic banking
practices the authors used comparative analysis and
empirical study of the major parts of the both accounting
systems. The major findings include the proof of the
positive role of Auditing Organization for Islamic
Financial Institutions (AAOIFI) which develops norms of
convergence of International financial accounting
standards (IFRS) and AAOIFI, and the proof that Islamic

banking is based on the Sharia and Islamic ethics, but can
be based on other principles that are not contrary to Sharia.
The authors have come to a conclusion that zakat (religious
tax for the poor and needy) is a positive social external
effect, and that Islamic accounting is characterized by
greater disclosure than traditional accounting.
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1. Introduction
The accounting information system is a part of the
economic information system of any organization and
plays a leading role in planning, monitoring, organizing
numerous activities, communication and motivation of
personnel, being a resource for performing managerial
functions [1]. It is the accounting information systems that
provide stakeholders with the necessary information (in the
form of accounting (financial), management (internal)
reporting and reporting on sustainable development) which
is the groundwork for making informed economic
decisions of a financial and managerial nature, directed
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inward or outward, respectively [2].
An increasingly internationalized economic life,
primarily in the business sphere, requires consideration of
many accounting issues, both in the academic discipline
and practical activity, with an emphasis on their
international aspect [3]. We witnessed an emerging
imperative to interpret, compare and audit the financial
statements of organizations operating in different countries
and regions. Internationally, professional accounting
services are widely represented, such as an audit of
financial statements, tax consulting, engineering, etc.
Accounting information systems are evolving along with
modern information technologies. The accounting
information system has become an integral part of the
international economic information system [4]. Thus, the
efforts of several states to bring national accounting
systems closer together and to smooth over differences
between them are becoming increasingly evident [5].
However, differences in national and regional
accounting systems persist and do not merely reflect a
diversity of accounting policy views but reveal deeper
structural disparities rooted down in legal, financial and
social systems. The accounting models can now be listed as
British American, Continental, South American (Latin
American), Islamic (partner) and IFRS accounting, of
which the Islamic (partner) model seems to be the most
different from all the others, yet, at the same time, the least
studied [6, 7].
The major goal of the research is to define the role of
Islamic banking in the modern financial system, compared
with the IFRS and justifying its positive role as a social
institute in the states with Islam as a dominant religion.
The hypothesis of the research is that in the modern
context the integration (convergence) of banking systems
entails positive external effects. This hypothesis becomes
possible provided that globalization offers both new
opportunities and challenges, including the need to obtain
fair and reliable information in the shortest possible time,
hence necessitating unification of accounting systems. The
research hypothesis was analyzed using comparative
analysis methods and empirically proven.
Within the framework of the research, the main
objective is to identify the differences between Islamic
banking and IFRS-compliant accounting, highlight the
advantages and disadvantages of Islamic banking and lay
down proposals for its use in developing the social
environment and entrepreneurial activities.
Key research findings include a comparison of the
Islamic accounting model as an institution and IFRS, as
well as proof of the hypothesis for the positive effects of
the convergence of IFRS and other accounting systems as
exemplified by Islamic banking.

2. Literature Review
This article is based on the works of domestic and
foreign scholars in the field of Islamic accounting. The
following scholars have devoted their works to the theory,
methodology and practice of Islamic (partner) accounting:
Abdul Rahman A.A., Achmad N.L, Baydon N., Basri Kh.,
Bosi M.A., Gritsishen D.A., DiVanna J.A., Kamla M.,
Maurer B., Mervin K.L., Mohamed A.M., Napier K.,
Trokic A., Umarov Kh.S., Halim H.F., Hamed S.,
Khamidullina Z.Ch., Shaari H., Shibli A. et al. Let us
consider the most interesting of them in the context of the
research topic.
As the non-conventional accounting systems appeared,
the researches on them were conducted in such a manner,
that there was no clear answer on whether this system is
good or bad. For instance, Yiannoulis [8] demonstrated a
tendency of earnings management in Hellenic companies,
but gave no estimation of Hellenic accounting, Raza, Shah,
and Khurshid [9] gave some empirical evidence on Islamic
banking negative sides, but proposed no solutions etc.
One of the interesting studies on the Islamic banking as
an institution is [10, p. 395], where the author raises the
question of how effective the staff is in the context of
Islamic banking. This research is all the more important for
this work as it demonstrates the possibility of using a
personal reference to God as a motive for law-abiding
behavior in the financial sphere. Another study [11] Islamic business ethics and practices of Islamic banks:
Perceptions of Islamic bank employees in Gulf cooperation
countries and Malaysia) specifies the main features of
Islamic banking but provides no comparative
characteristics of the Islamic accounting model institutions
versus IFRS. Our research raises another important topic
and that is social inequality. The work [12] shows the
impact of Islamic accounting on the solvability of this
problem. However, the work does not directly compare
social responsibility of companies in the Western practice
with that of Islamic banking. [13] provides the basis for the
ethical perception of the financial sphere; based on this
article, we hypothesize that Islamic banking is more than
just a financial and social institution, being a cultural and
religious institution as well.
The research of the Islamic banking standards
implementation and their influence on the financial system
in Islamic countries was conducted in [14], where, based
on the experience of Pakistan, the authors proved that the
transfer to IPSAS standards in the country complied with
all the requirements of the transparent accounting system.
In Russia, much attention is paid to the research of
Islamic economics and finance, but there is a limited
number of works devoted to Islamic accounting, which
predetermined the need to conduct research on the role of
Islamic (partner) accounting in the international system of
economic information.
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3. Methodology
To prove or disprove this hypothesis, the authors
conducted a comparative analysis of IFRS and Islamic
banking as institutions at two levels - theoretical and
practical.
The theoretical pillow is based on the comparison of
Islamic banking principles with the IFRS and finding
possible options for their conjugation through similar
institutional mechanisms.
The practical pillow includes the analysis of the two
major socioeconomic instruments analysis – zakat and
nisab. The analysis was conducted based on the price of
nisab and its current estimation.
In order to prove that Islamic banking has a high
importance for the social and economic development of
the countries, which have inherited Islamic traditions, the
authors have conducted a comparative analysis of Islam
banking and IFRS by the following criteria: source of law,
accountability, ownership of financial assets, social
responsibility, accounting operations, consideration of the
society interests, information disclosure, transparency and
reliability. These factors emerge from the characteristic of
a sustainable accounting system [1]. In case Islamic
banking is in line with all of them, it’s a significant and
sustainable social institute.
Following comparison findings, the authors prove that
the Institute of Islamic banking has a broader institutional
matrix, and therefore, integration of the banking
accounting systems necessitates expanding IFRS
institutional matrix.

4. Results
4.1. Theoretical Aspects of Islamic Banking as an
Institution
Islamic accounting is "a system that generates financial
information for shareholders and other stakeholders and
allows them to be confident that the organization is
functioning in accordance with the Islamic worldview and
Sharia" [15].The presented definition, firstly, suggests a
"technical" insight of accounting where accounting means
a process that embraces collecting, evaluating and
recording information, generating reports and reporting to
potential users. Secondly, it emphasizes that accounting in
Islamic society is based on the provisions of Sharia and
Islamic ethics.
Islamic (partner) accounting as a subject of research is a
constituent of international accounting and as such carries
the idea that accounting cannot be considered sheerly as a
practical discipline. Application of the institutional
approach methodology [16] to research studies of Islamic
(partner) accounting makes it possible to radically change
the understanding of accounting, to realize that its role has
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expanded significantly and it has become an integral part of
the social and economic life of society. Viewing
accounting as a social and institutional practice allows
embedding it into a broader institutional context
(institutional environment).
It should be emphasized that it is not the business
environment including suppliers, buyers, and competitors,
but the institutional environment with its social, political,
legal, and religious rules that is a subject matter in
determining the economic activity of the organization. It is
the institutional environment that directly impacts the
formation, development and dissemination of accounting
practices. In this case, as a rule, some dominant factor
comes to the fore to impact the standards and guidelines of
the accounting system. For the Islamic accounting model,
such a dominant factor is religion.
Therefore, considering Islamic banking as an institution,
and not as an accounting system, one should note that it
includes social elements, cultural characteristics and
national characteristics typical for the Islamic world
countries. These characteristics include a ban to give and
take interest, support for the poor, personal responsibility
for offences committed before God, i.e., responsibility
regardless of whether this offence was discovered by law
enforcement agencies (monitoring, audit bodies) or not.
This is the background to form an accounting system that is
not merely framed by the financial regulations but is also
guided by the personal qualities of the accountant and the
religion. There are two main directions of the way the
religious factor impacts accounting.
The first direction predetermines that Muslim
accountants should base their actions on the ethical norms
of Islam, which prescribe compliance with the standards
and guidelines of Sharia, including a number of
prohibitions (prohibition of paying or receiving interest;
prohibition of the production and sale of alcohol and other
products that lead to moral degradation; prohibition of
illicit enrichment (speculation, manipulation of demand),
etc.), as well as professional ethical principles, provided
that they do not contradict Sharia [17].
The second direction involves, in addition to personal
ethics, compliance with business ethics. Business is
regulated by the "Halal-Haram code" (Quran terms where "
halal means "lawful"," "acceptable", "permissible",
"permitted", and "haram" means "illegal", "forbidden")
[18], and compliance with the "adl" (justice) principle [19].
Due to these guidelines, a number of researchers qualify
Islamic banking (accounting) as social accounting [20, p.
927], [21]. Islamic accounting, unlike Western accounting,
is believed to serve a larger group of stakeholders, since it
is associated with the interests of society as a whole, and
does not serve the interests of certain groups [22, p. 2].
Another difference is that Western accounting provides
information about economic events and transactions,
measures resources in terms of assets and liabilities, and
transmits this information through financial reports to users
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who usually rely on this information when they make
investment decisions. Islamic accounting defines
socio-economic events and operations in both financial and
non-financial terms, and the information obtained is used
to ensure that Islamic organizations adhere to Sharia and
achieve the socio-economic goals promoted by Islam [23, p.
34].
Thus, in Islamic society, the development of accounting
theory is based mostly on the guidelines of Sharia, but it
can also be based on other standards that do not contradict
Sharia. Accounting theory development can take place
either by establishing goals based on the Islam teaching
and considering these goals in connection with modern
accounting thought, or vice versa, starting with the research
of accounting theory in order to accept those ideas that are
combined with Sharia. Islamic spiritual standards directly
impact accounting policies and accounting principles.
First of all, this accounting principle is the principle of
social responsibility. Islamic doctrine considers Allah to be
the owner of all wealth and a man is the vicegerent and
trustee of Allah. People have the right to use resources for
profit, but they are responsible to Allah. In business,
owners and management are obliged to make decisions and
act in the interests of both the organization itself and
society as a whole through the mechanism of social
investment. In this context, responsibility is expanded to
include the responsibility to society. It is important for any
organization to interact with society in all acceptable ways
and meet its expectations since failure to meet social
expectations impacts negatively on further viability of the
organization.
The closest to the principle of social responsibility in
Islam is the principle of accountability. Muslims are not
only responsible but also accountable to Allah. It should be
noted that this approach differs significantly from the
principle of accountability in Russian accounting where
accountability means personal accountability of the
accountant to the management and owners of the company
and, to a certain extent, other stakeholders. One of the main
tasks of Islamic accounting is to "provide fair information,
and therefore ensure that religious duties such as paying
zakat are fulfilled" [24, p. 210] (religious tax for the benefit
of the poor and the needy). Preparation of financial
statements that reflect the financial position of the
company (balance sheet), the financial result of its
activities (statement of financial results), etc., is not aimed
only at providing stakeholders with the necessary
information but also at determining the value of the
property from which zakat is paid.
In other words, in Islamic accounting, accountability is
carried out through the zakat mechanism. Paying zakat is
seen as a religious duty and an act of submission to Allah
that distinguishes zakat from the "ordinary" taxes paid to
the state by all citizens (not by Muslims only).
The principle of enhanced disclosure of accounting
information is common with any accounting model;

however, since "in Islam, accounting is not only a
commercial activity but a religious duty as well and, as the
Quran emphasizes, Islamic management is sourced from
the enhanced disclosure to facilitate informed
decision-making" [25, p. 245]. Therefore, Islamic
accounting is characterized by a greater disclosure of
information compared to traditional accounting. This is
because on top of the common information, the Islamic
accounting system must supplement financial statements
with information allowing the assessment of the
organizational activities regarding Sharia compliance,
whether socio-economic goals of the organization were
achieved from an ethical point of view (for example, lest
the organization was engaged in prohibited activities), or if
it caused harm to society (e.g. pollution), etc.
Therefore, Islamic financial organizations "in addition to
generally accepted reports publish additional reports: a
report on changes in restricted investments, a report on the
use of funds from the Zakat fund and a report on the use of
Qardh al-hasan funds" [26]. Islamic banks invest depositor
funds placed in special restricted investment accounts
(subject to restrictions imposed by depositors). Zakat funds
are usually distributed among those in need but they can
also be used for charitable purposes (support of science,
education, culture, religion, etc.). Qardh al-hasan funds are
used to provide interest-free loans. An organization's
revenue can also be split into "revenue from permitted
activities" and "revenue from prohibited activities".
Organizations are recommended to provide segment
reporting for permitted and prohibited activities, separately.
Such information would influence the decision-making of
Muslim users but would be irrelevant to non-Muslim users.
Another important principle is the principle of
materiality. Proper disclosure requires that accounting
reports contain all material information. "Information is
considered material if its absence or misrepresentation may
affect the decisions of users" [27, p. 130]. That is why
accounting reports include explanatory notes and, if need
ed, additional material information. The most important
feature of the Islamic accounting system is the disclosure
of all material information to achieve true and fair
calculations and, on its bases, making decisions accords
with the faith.
Reliability is also required from the accounting system.
In Russian accounting practice, reliability means
compliance with legal regulations whereas in Islamic
accounting it means compliance with Sharia and Islamic
ethics. Accounting statements of Islamic organizations are
considered reliable if the information provided in them
allows Muslims to perform their religious duties, for
example, correctly assess the size of zakat or help the poor
in other ways. If accountants are honest in performing their
duties and do not pursue their own interests, they must
prepare complete and reliable accounting statements that
reflect all material information.
Let's compare the main principles of the IFRS
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accounting institute and Islamic banking (Table 1).
Table 1. Main principles of the IFRS accounting institute and Islamic
banking
Parameter
Source of law
Accountability
Owner of
financial assets
Social
responsibility

Accounting
operations

Consideration of
the society
interests
Information
disclosure
Transparency
Reliability

IFRS
International
organizations,
state institutions
To Company
owner

Islamic banking
The Quran and other
religious material
To Allah

Company owner

Allah

is formed as a part
of the company's
social policy
are permitted or
prohibited on the
basis of their
legality and
financial law
As a part of the
company's social
program aimed at
acquiring
goodwill

is formed following
religious laws regardless
of the company's policy
are permitted or
prohibited on religious
grounds as well as on
the basis of financial
law

Within the
required minimum
As required in
accordance with
the legislation
Compliance with
legal requirements

Within the Muslim's
responsibility to Allah,
it does not depend on the
company's goals
As complete as possible,
necessary for
calculating zakat
Largest
Compliance with Sharia

Thus, a comparison of the results in Table 1 allows us to
draw a number of conclusions. Firstly, the theoretical basis
of Islamic accounting is narrower as it is not subject to
change and is difficult to expand. Secondly, Islamic
banking is not so much a financial practice as an element of
the worldview which means that its use at the global level
is possible only in geographies with institutions coherent
with Islam. Third, Islamic accounting has a vital social
implication, and therefore it is necessary to gradually
introduce socially important practices into IFRS, first, on
the voluntary, and later on the mandatory basis. This
follows from the fact that the current understanding of
corporate social responsibility is blurred and changes from
region to region. Moreover, there is a system evolving that
relates social responsibility directly to goodwill, i.e., worth
of a company which devalues the social element in the
company functioning.
4.2. Practical Aspects of Islamic Banking as an
Institution
The economies of Islamic states are an important part of
the global economy, therefore Islamic and other companies
operating or investing in an Islamic institutional
environment have a direct interest in proper disclosure of
accounting information. In 1991, Accounting and Auditing
Organization for Islamic Financial Institutions (AAOIFI)
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[28]
was
established
in
Bahrain)
(https://aaoifi.com/objectives/?lang=en) that develops and
explains accounting standards for the Islamic banking
products, converges International Financial Reporting
Standards (IFRS) and AAOIFI and organizes discussions
on current issues in the field of accounting. Currently,
AAOIFI includes organizations from 45 countries [29, p.
2].
In terms of institutionalization, Islamic banking is
becoming more and more defined which positively affects
its applicability in the context of globalization, not only in
Islamic countries but also in countries where the share of
the Muslim population is traditionally high. Globalization
makes us find general principles and common ground, as
well as lead Islamic accounting to common accounting
standards as accepted in the rest of the world, that is, to
bring IFRS and Islamic banking closer together. This is
also true for the other accounting models mentioned earlier.
Aside from that, from a practical perspective, there are still
a number of difficulties in Islamic banking that call for
additional actions from the company and the financial
regulator. One of the essential difficulties, which at the
same time is a significant social benefit, is the zakat
calculating principle.
Although Islamic accounting, as well as traditional
accounting, implies monetary measurement of accounting
objects, still, in the Islamic view, inflation questions the
function of money as a unit of measure since money ceases
to be an adequate unit of measure and a reliable store of
value. Therefore, when calculating zakat, which is one of
the five pillars of Islam, the taxable minimum (niṣāb) is the
cost of 85 grams of gold [30], which should be evaluated
based on the value of gold on the international market.
Niṣāb draws a line between payers and receivers of zakat.
Those items in the financial reporting that are included in
the calculation of zakat are estimated at market value with a
clear task of determining the amount of niṣab. The amount
that zakat is paid from is usually calculated on the basis of
the net working capital or net current assets (current assets
minus current liabilities) taking into account adjustments
for individual items.
Zakat acts as a mechanism for distributing benefits,
designed to bridge the gap between the rich and the poor
[31]. This mechanism increases the purchasing power of
the poor and should contribute to economic growth by
increasing consumer spending and aggregate demand. If
the amount of zakat collected is insufficient, Islamic states
may impose a temporary tax on the rich, which is also
viewed as a religious duty (farḍ al-kifāyah) and an
additional accountability mechanism.

5. Discussion
1.

The results achieved reveal the following trends:
The accounting information system is designed to
provide users with true, timely and reliable
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2.

3.

4.
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information. Growing globalization as a political,
economic, technological process and, accordingly,
global competition translates the need for ever-faster
information retrieval. Spreading around the world,
accounting is evolving along with modern
information technologies that open up countless
opportunities for expanding intellectual, scientific
and professional potential. Information technology
will continue to contribute to the fact that the culture
and "language" of accounting, professional principles
will increasingly go beyond one country, which, in
turn, will have a direct impact on the globalization of
the accounting profession through cultural aspects.
The Islamic (partner) accounting model has a
distinction of the religious factor that dominates the
standards and principles of the accounting system.
This fact confirms that accounting is not a "technical"
discipline but an integral part of the economic and
social life of society. Viewing accounting not as
self-contained but as embedded in a wide institutional
context (institutional environment), will contribute to
a deeper understanding of such a phenomenon as
accounting, its history, current state and development
prospects.
Ethical standards and principles in the Islamic
accounting model are strongly guided by the religious
factor that impacts accounting in two ways. The first
direction involves Muslim accountant compliance
with the guidelines of personal ethics. One part of the
accountant's Islamic ethical guidelines is based solely
on Sharia (for example, legitimacy and faith-based
behavior). The other part is compliant both with
Sharia and the accounting profession (e.g., reliability,
objectivity, professional competence, technical
standards). The second direction involves, in addition
to personal ethics, compliance with the business
ethics. Ethical standards and principles in the Islamic
accounting model tend to develop and strengthen
which allows us to view Islamic accounting as social
accounting.
A number of principles in the Islamic accounting
model have certain characteristics following its
exposure to religious factor. First of all, these
principles are the principle of social responsibility, the
principle of accountability, the principle of enhanced
disclosure of accounting information, the principle of
materiality, the principle of reliability. All resources
available to a person are in the form of trust
management [32]. Therefore, a person (and, of course,
an organization), exploiting resources, must be
responsible to Allah and accountable to him. Islamic
accounting reports must contain all material
information, be characterized by greater disclosure of
information than traditional reports, and be reliable so
that Muslims can make decisions in accordance with
the faith and fulfil their religious duties on its basis.

5.

In the Islamic accounting model, the purpose of
preparing financial statements is not aimed only at
providing stakeholders with the necessary
information but also at determining the value of the
property from which zakat is paid. Those items of
financial statements that are included in the
calculation of zakat are valued at market value with
the clear task of determining the amount of nisab
(taxable minimum). Such accounting principle as
accountability is carried out through the mechanism
of zakat, the payment of which is considered as a
Muslim religious duty, which distinguishes zakat
from "ordinary" taxes that are paid to the state by all
citizens (not by Muslims only).

In the context of globalization, the identified trends
indicate that in developing new IFRS principles, one has to
account for the increasingly global role of Islamic banking,
its important social role meaning that the further
development of Islamic banking should also lead to
convergence of banking accounting systems.

6. Conclusions
Accounting provides not only a set of methodologies and
techniques for management functions such as planning,
organizing, motivating, communicating and monitoring,
but also the language in which organizational goals,
procedures and principles are defined and described.
Accounting has become the language of business and a part
of the socio-cultural mechanism of the society that has
significantly increased its importance. Accountants are
responsible for generating reliable information for people
and society to make economic decisions; when an
individual fulfils his duties, the effect of this is transferred
to the society. If the duty is performed properly, then the
society benefits and vice versa.
The main institutional factor influencing the formation
and development of the Islamic (partner) accounting model
is religion. The main duty of Muslims is to serve Allah in
all aspects of their activities, since Islam does not
distinguish between secular and spiritual life. Accounting
is conducted in accordance with the law of Islam (Sharia),
the ethical standards of which have had a direct impact on
the principles of accounting. The principles of enhanced
disclosure, materiality, reliability, and adequacy of
information in Islamic accounting are highlighted by the
principles of accountability and responsibility that are
emphasized in Islamic accounting. The information
generated by the Islamic accounting system must be
reliable, consistent, comparable over time, and, most
importantly, confirm that the organization conducts its
activities in accordance with Sharia law and fulfils its
socio-economic duties.
Islamic banking accounting in the context of
globalization is a serious factor affecting the IFRS
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development while international standards contribute to the
modernization of Islamic banking. Assuming that the two
accounting systems have a positive effect on each other,
their convergence will have a positive effect on both
systems.
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