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(It will be said to him :)
"Read thine (own) record :
Sufficient is thy soul

This day to make out

An account against thee."

Al-Quran, 17 .
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This not an accounting book as such. Looking around the world
of curriculam and accounting literature, given the governing |
norms of the society, we have tried to find out the missing link.
Thus the objective and scope of the book have been conceived
otherwise and accordingly documentations have been prepared,
collected and edited.

The technical details of the subject itself assume less than what is
generally found in a traditional accounting literature. The
dominant idea that has been tried to transend is the concept of
accountability rather than accounting, not only in the hierarchical
proposition but also in the ethical context. The logic and
documents thereof have been searched from the available
literature with necessary edition and modification.

The various features of accounting education have been brought
forward for consideration in an ethically sound context.

Of course recently ethics in accounting has been taken up as a
subject of discussion in the professional journals and literature
on accounting. On the other hand, every subject has its own
metaphysics. In accounting this is also true. But in conventional
accounting this is hardly taken into account for discussion.

Along with some conceptual and technical deliberation, its
philosophy, principles and methodology have been discussed in
the Islamic context. Particularly the ethical values of Islam have
been tried to be tied with the conventional accounting principle.
In doing so I have compiled, modified and edited the relevant
themes from different literature in support of the selected



proposition. Thus I am particularly indebted to Ellogani Abdul
Qader Ahmed, Muhammad Amanullah Khan, S.M. al-Darir for
their elucidation on the Islamic view points of d1ffere.nt
accounting postulates and principles.

The analysis of these chapters of the book will reveal that
'accounting proper' has been dealt with in only three chapters
from 9 to 11. The accounting methodology reflects the basic
accounting methodology applicable for all forms of business
“organisations. These accounting techniques can be used in non-
trading organisations. We have emphasized the other issues
more prominently in this book particularly the theological
concept of business and ethics in accounting system which
deserve special attention by the accounting professionals.

The teachings of the Quran and Sunnah have been tried to be
hlghhghted from the philosophy to those chapters where such
teachings have specific relevance. Conventional postulates and

principles have been evaluated in the context of the teachings of

the Quran and the Sunnah.

Ethics 1n accountmg has been elaborated to the extent of
examining accountant's role in curbing corruption. Islamic ethics
itself is an antidote to corruption. The earlier Islamic
governments introduced the concept-of isba for eradicating all
sorts of corruption. The anti-corruption role of hisba-is added as

sub-section in the chapter on Ethics in Accounting. ‘This

elucidation has been extracted from Akram Khan's narrafive on

hisba originally propunded by Imam Ibne Taymia with slight

mod1ﬁcat1on

The book is intended to be used as an academic text in the

universities. It should also draw the general reading for having

the Islamic dimension of accounting, business and Institutional

management.
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In preparing this treatise I have taken ample assistance of many
[slamic and Western authors to whom I am really indebted. With
their appropriate assertions, I have tried to comprehend a new
trend in accountancy and management studies. Since this is a
new venture, there shall be ample scope for improvement and I
would 1nvite suggestions for future improvements.

Finally, I seek the Rahmah from Allah (SWT) Whose acceptance
of this effort would mean a step forward to the work of the

establishment of ethics-based education for benefit of the
mankind as a whole.
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Chapter One
Philosophy of Accounting

Accounting

Accounting in general and particularly in Islam deals with,
among many other things, recognition, measurement and
recording of transactions and the fair presentation of rights and
obligations of the parties concerned, The Quran says 'O ye who
believe when ye deal with each other, in transactions involving
future obligations in a fixed period of time, reduce them to
writing' and ‘'Let a scribe be written down faithfully as between
the parties, (2:282). It also says. 'O ye who believe! stand out
firmly for justice (4:135) and 'woe to those who deal in fraud,
those who, when they have to receive by measure from men,
exact full measure, but when they have to give by measure or
weight to men, give less than due (83:1-3). In a Hadith-e-Qudsi,
narrated by Gifari, the Prophet (SAS) said, "Allah (SWT) said,
'O my servants, I have forbidden 'Julm' for myself and have
made 1t forbidden amongst you; so do not oppress one another
(Muslim)". According to the Quran and the Sunnah of the
Prophet (SAS), undoubtedly, any deviation from true and fair
measure of rights and obligations is unjust and therefore
unacceptable in Islam. Allah (SWT) commands that a Muslim
must be true, fair, just and above board in all his dealings—
financial transactions or otherwise. The Quran asserts again,
‘Aliah (SWT) commands justice and the doing of good' (16:90).

- But the core of doing in the way mentioned above is 'Tagwa’

1.e. fear of Allah (SWT) in all private and public transactions.
Allah (SWT) says, 'O ye who believe; fear Allah (SWT) and say
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(always) a word directed to the right (33:70). He also says,
'Allah (SWT) commands you to render back your trusts to those
to whom they are due and when ye judge among men you judge |

with justice, (4:58). ) - 1 \ 0

It is this fear of Allah (SWT) that prevents the person involved in

keeping financial accounting or record of transactions from {? s

being callous, imprecise, fraudulent, hiding relevant _
information, particularly those which contradict with the E
precipitant and permissibility limit of Islamic Shariah — for
example, usurious interest and prohibited investment activities. \i

‘The fear of Allah (SWT) should also help those concerned with

maintenance of financial accounting to fairly present the financial .
position of the business orgamsatlon and the result of its
ope:ratlons. | | A

Financial Accounting in Islam should be focussed on the fair
reporting of the organisation's operational results, flow of
funds and financial position in a way that will explicitly reveal
what is permissible-halal and forbidden 1.e. haram. This is in
compliance with Allah (SWT)'s instructions to help performing™

in the richtful way. 'Help ye one another in righteousness and _{ gﬁ
piety. But help ye not one another in sin and rancor. (3:2) This /4%

indicates that financial accounting in Islam has defined objectives ¢ 1)%
which the accountant should be aware of and comply with and ‘“é
should work with a clear understanding of these objectives. This ia 2__
is again in compliance with the word of Allah (SWT) who said, ,
TLet a scribe be written down faithfully between the parties

(2:282). . L - g
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knowledgeable 1n religion otherwise he would enter voluntarily
or involuntarily into usurious transgctions, (Imam Al-Gazzale,
Ihai-e- ulumul Dwin Vol-2 P.64)

Necessary rules in this regard protecting the rights and
obligations should be established for financial accounting,.

Islam emphasizes building of trust in the activities of the
financial and other organisations by providing services on the
one hand and keeping compliance with the rules of Shariah on
the other. Such ways and means are characterized by many
features-including prohibition of interest, sharing profits,
investing in permissible product range and avoidance of all such
areas that are forbidden by Allah (SWT). Such confidence
however cannot be developed and inculcated without some
Important measures, one of which is the preparation and proper
channelisation of relevant and accurate information to assist its
users in evaluating the organization's compliance with the
Shariah Laws. Financial accounting plays the vital role in
producing such information which they require in dealing with

- such organisations. However, needless to say, to perform this

role effectively, standard recording and accounting system must
be established with a given level of accounting standard. These
standards need to be defined based on clear objectives. of

- financial accounting and agreed upon definitions of its concepts.

The Philosophy

The Quran specifically demonstrates man as an accountable and -

responsible being created on the earth to achieve certain mission.
For delineating the purpose of creating men, the Quran asserts

- that 'T have created man and Jinn for my worship’ and that 'I

wish to bring into existence my vicegerent on earth'.
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By the first verse, man's dignity has beeﬁ brought down to |
that of slave who cannot do beyond his master's orders. While \

the second verse exalts the dignity of man to the highest orderon il

earth. How these two apparently contrasting positions have been
reconciled into the being of man? The simple statement is that, it
is the worship of God that will exalt him to the dignity of

vicegerency. The worship is based on the raison d'etre .of faith 1-
which is constituted by the following elements:
(i) The Lordship of the Creator. | |

(11) Accountability of mankind for his deeds in the hereaftter %

hefore the Creator.

This accountability transcends back from t_ﬁé: herefore (Jannat) to
this world to guide mankind to prepare himself to face the
Judgement of the hereafte;r'for' all his deeds on earth. _Thé
Quranic verse 'Read your record. Today you are enough"to' take
account of what you have done gives a vivid picture of the real
situation a man will have to encounter on that day. "Every one of
you is responsible and every one of you will be asked about
your responsibilities (al- Hadith). |

Thus the question of being accountable is the prime factor in
moulding the life herein. The Quran indicates that all human
actions will be revealed open in a book wherein all his deeds
are written. One side of the book contains the good deeds while
the other side the misdeeds. The balance will determine the fate
of the man concerned. There are two aspects of every human
action the good or bad, the increase or decrease of benefit or loss -
recorded in the book or Amalnama. The business transaction is.
21so a human action which has twine aspects 1.¢. good or bad or

Marfat.com




Accounting : Philosophy, Ethics and Principles 5

in other words. increase or decrease which we call the credit or
debit aspect of a transaction. This. twine aspect is the raison-
d'etre of the creation of the universe and all its confines which is
equally applicable in human, social and economic sphere of
man's activities because Allah (SWT) has created all creations in
pairs.

The core indication of the accountability is reflected in the Quran
as follows: 'And He is (Allah SWT) Who takes your souls by
night and knows that which you do by day; then He raises you
up again therein, so that the appointed term may be completed.
Then to Him is your return. Then will He inform you of what
you used to do.' (6:61).

'And then they are returned to Allah (SWT), their true Lord.

Surely, His is the Judgement and He is the Quickest in taking
accounts' (6:63).

‘And fear the day when you shall be made to return to Allah

(SWT); then shall every soul be paid what he has earned and they
shall not be wronged' (2:282).

Read your Record ! And to-day you are enough to take account
of yourself'(17:15).

The above verses express altogether the metaphysics and
objectivity of keeping accounts. That is keeping the records of
what you have done. The Quran, of course projects a picture of
presenting the record of the activities performed in this world.
the basic thrust is upon the hereafter i.e. the Day of Judgement.
But this verse is so universal and epoch making that its meaning

- transcends throughout the system of keeping records of every
{ - thing we perform in our daily life, in our business enterprises

and even in our socio-cultural actions. The verses, therefore, act

Marfat.com
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6 Accounting : Philosophy, Ethics and Principles

as the cornerstone of accounting in the general as well as 1n it
[slamic context. 0
Islam emphasizes that mankind is a responsible being and 1s ‘ Fe
accountable to Allah (SWT) for all their actions. In a tradition the ‘; 4
Prophet (SAS) said, "That every one of you is responsible and \ i
every one of you will be asked about your responsibility.’ The \1 C

||

above tradition further emphasizes the administrative and i’;
accounting hierarchy of a socio-political system.

In another tradition, the Prophet (SAS) said, 'In the day of k3

Judgement no one would be able to set one step forward until

and unless he has answered five questions :
(a) how he has passed his life on earth :
(b) how he has passed his youth i
(c) how he has earned his wealth "
(d) how he has spent his wealth and
(e) what knowledge he has acquired and how he has used that ﬁ
knowledge. 3
|

accountability can be

Now the question .arises, how this

established in a real world situation. One may have noted that it ;gi
is the guidance of the prophet that would establish the i
operational Modas operandi. This again has two prongs- the - :5
Ibadah and the Muamilah 1.¢. the spiritual and the SOC10- (‘:g;
economic dimensions. Both have ‘nterwined in the body-politic 3
of an Islamic Society. In Muamilah i.e. in financial transaction, ! ;

_ Tslam has developed 2 vast arena of 1ideas, principles and
o B

A
-

policies..
is one of the bases of Islamic philosophy of }

R
oy

in all actions of mankind. %

have twine effect. One 1s to {
other is the &

This accountability
life and living1t has transcended
| I

Commercial and economic pursuits
the propriety and purity of actions and the

‘
u

:T_T]. . L
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Accounting : Philosophy, Ethics and Principles 7

profitability of the investment. Man will be primarily questioned
for selecting the type of enterprise i.e. whether the enterprise is
permisstble or not and secondly how efficiently, seriously and
sincerely he has performed on the enterprise. Because economic
running of the enterprise has welfare bearing towards the
community by utilising the community resources in the best
possible way and also to avoid any sort of wastage and fraud in
dealing with those resources.

Thus the accountability paradigm of life always reminds us as to
how the accounting of our activities should be. It is the desire of
the Lord that we bear the sense of accountability in our mind to
execute all our acttons be it spiritual or commercial. If that be so
all our actions will be included in Ibadah.

There are two philosophies which encapsulate the domain of
knowledge. One is the logtcal positivism and the other can be
called the 'positive logicalism'. The edifice of the first one
connotes that all sorts of knowledge must be based on logical
analysis and scientific findings. Any knowledge having no such
basis or does not run through the test of a laboratory is a taboo
and therefore rejectable ab initio. There must be some valid
reasons for occurring some happening which will expose SOme
phenomena capable to be translated into knowledge. While the

- other source the 'positive logicalism' enjoins the idea of

experimental knowledge and at the same time it does not exclude
the extra-scientific sources or sources beyond the human
perception. This attribute of sources is a novel one and if treated
under a disciplined manner can wellnigh produce expanding
source. This source can be called extra-terrestrial, intuitive and
more broadly religious and spiritual sources.

In the pursuit of knowledge it is also a valid source which has to
be authenticated by the assertion that any spiritual development

Marfat.com
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g Accounting : Philosophy, Ethics and Principles

will bring forth concomitant material welfare for humanity at
large. Thus all socio-cultural, economic and managerial studies 1

of mankind should have an extra-terrestrial connotation for fuller

and wider implication and application of knowledge in practical §

actions of human beings. | | 1
i
__!
\

Marfat.com



|
M

Chapter Two

The Quran and the Sunnah as
the Source of Knowledge

Islam thus envisages the Quran and the Sunnah as the alma
mater or the basic source of knowledge. In the Islamic
perspective, all creations on earth are the symbols of the all-
pervasive creative entity of Allah (SWT)who has revealed the
Quran on mankind through the Prophet (SAS) to teach the
mankind. Islam takes Allah (SWT) as the Sovereign in all
aspects and in all actions. He is the creator, sustainer and
provider of all that is necessary for maintenance of this living
earth. He exposes all sorts of knowledge, science and
technology through the prophets, men and women wherever and
whenever He deems necessary.

Al-Quran 18 thus revealed not only as a Book of Religion but a
source of all sciences-basic and fundamental required for human
existence and progress. The Book has been revealed through the
Prophet Muhammad (SAS) and passed on till date unadulterated
and unchanged. The Prophet (SAS) implemented the life style as
ordained in the Quran in toto for all aspects of life in the then
society of Medina which has again remained as source of
knowledge, actions and law being called as Sunnah. Thus the
basic and fundamental exposures of knowledge, science and
wisdom together with the established accounts of the actions of
the Prophet (SAS) and his companions form the Islamic sources
of wealth of knowledge, science and wisdom. The indications of
the Quranic signs and their logical enactment have significantly

arfat.com
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influenced and reformed the politics and government, trades,
finance and economy, social and cultural environment of the
time. Based upon these eventual changes, a new civilisation _,
ushered in the world that dazzled the borders of the known | T
world and remained as the supreme power and proselytized } 0
culture throughout the centuries till the advent of renaissance in )
Europe. ' N |

The basic characteristics of the Quran are that this is the last and _
1atest revealed 'Book’, for the whole of mankind, Muslim or
non-Muslim, that it is universal in space and expanse of time and '

that it is all-comprehensive, perfect and continuing. And all its '3
verses are full of wisdom and scientific. These characteristics of |
the Quran have influenced and indications many Western 1

scholars to start renewed researches on science, technology,
medicine and social science indicated in the Holy Quran.
Needless to say that the Bible, The Torah could not provide the i
intellectual minds with necessary support in quest of science,
technology and even social sciences. This is one of the main
reasons why the Western scholars have depended rather adopted
the so-called scientific approach based on secular ideals denying
all sorts of religious traditions. |
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It is obvious that if the philosophical foundation, theories and

principles are based on truth and justice, the policy framework 5"?

that will come out of the jargon will also be just, scientific and X

welfare oriented. This is evidenced from the history of %
‘.

‘implementation of the Islamic way of life particularly during the
Caliphates of.the four Pious Caliphs.
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When Islam flowered into its full blossom, it exposed all sorts
of wisdom and'-_\,;elffare. The social behavior turned to be
absolutely Just. Poverty was eliminated and eCconomic
emancipation war achieved, cultural and spiritual piety were
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established. This was a pinnacle of noble human qualities such
as peace, justice and economic freedom of which history has no

parallel.

The words and deeds of these Caliphs have remained sources
of knowledge and wisdom on which the Islamic Shariah
depends to a large extent. The basis of the Shariah is the
wisdom and welfare of the people in this world as well as the
world hereafter, from an ethical point of view. This welfare lies
in the establishment of justice and truth. Interest-an element
contained in the financial operations is against justice and abhors

the forms of trade. The Quran says Allah (SWT) hath permitted

trade and prohibited interest (2:272). The indication is that the
Quran has allowed all forms and kinds of trade with all kinds of
commodities which are welfare oriented and permissible.
Interest has been an element despised eloquently by the Quran
and has been discussed currently by almost all the scholars of
Islamic economics. The Question is why Bai (trade) has been
permitted and interest banned?

Bai transactions make it possible the goods and services reach
the doors of the people and as such transactions are really useful
for the individual and society. To smoothen the going of life, the
transactions of purchase and sale have been made lawful, rather
socially obligatory in the eye of Shariah. Proper performance of
the sale and purchase deal removes the difficulties of bartering
and removes the vices of unfair competition, quarrel, stealing,
pilferring and betrayal. Satisfaction of the physical need of
commodities forms the essential ingredient of social laws.
Regarding the prohibition of interest, the ultimate analysis of
differences between Bai and riba can project the logic of the
Shariah. This is however a long discussion and does not
warrant 1n this context. Only one point can be made out that: a
deal of purchase and sale or Bai i.e. a trade deal involves the risk

Marfat.com
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12 Accounting : Philosophy, Ethics and Principles |

| |
of loss and potential of profit where the capability, talents, _ 3{
efficiency of the persons are directly invested along with 5
financial capital. In an interest based transaction, risk of loss as \ '
well as involvement of personal qualities are not considered and i3 C
. fixed sum is reliable after a point of time which is unjust, b
abusive and oppressive in any standard of ethics. Because in a .
+iba transaction, the capital supplier's share (i.e. interest) 1s

always guaranteed in all circumstances and at a fixed rate, and he
has no agony of any sort in these operations and the result
thereof on the business that ultimately makes him a parasite
(enjoying the one sided benefit). The basic characteristic of a bai
is the involvement or presence of a commodity which bounds |
both purchaser to reap its utility and the seller to make profit out '
of the sale. The non-believers make of this transaction an \
analogy with riba which Allah (SWT) rejects prima facie by I
saying that, 'The devil has maddened them by his evil touch so
they (crazily) say, the bai (trade) is like riba (1.e. interest); but \1
Allah (SWT) permits trade and prohibits interest.’ The Quran has ]
also used the term ‘Tijara” (trade) to mean this deal of buying
and selling. This word has simply clarified the basic
characteristics of Bai and intensified the meaning and
significance of the word. Ty ara has a great welfare connotation
which is an important condition of Shariah. Imam Ion al
- Qayyem says about it, "Any thing that departs from justice to
oppression, from mercy to harshness, from welfare to misery
and from wisdom to folly, has nothing to do with the Shariah.”

The statement of Ibn al-Qayyem clearly depicts that total edifice
of Islamic way of life should be full of justice and equity,
mercy, pedce and well-being of ‘mankind, all of which depend .
on wisdom. The nature of wisdom is that it will essentially have
‘o be welfare-oriented and is to be certain, unambiguous and
comprehensive. But how human knowledge can be flawless?

_—_-
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The Quran says that this is such a book which has no tract of
doubt, flaw, error or uncertainty. of any type and dimension
which inter alia asserts that all statements contained in the Holy
Quran are absolutely true. If any decision is taken on the basis of
these true verses, the decision is expected to be right and free of

any kind of flaw.

Thus the Islamic way of life is based on the absolute truth and
balance designed to cater for human welfare (falah) by
harnessing a harmony between the moral and the material needs
of human being and realisation of socio-economic justice in the

human society.
The Quran and the Man

The Quran, primarily bestowing guidance to mankind to right
beliefs, ¢ourses, conduct and behavior, provides valuable
insights about man, his nature, particularly his inner nature — the
social, moral and spiritual aspects of him. This inner nature of
man is required to be understood properly if any one wants to
have a clean understanding of the socio-economic demand of
man. This socio-economic demands of man push him towards
gathering knowledge as to how comfortably these demands can
be fulfilled. All economic and commercial activities of man.come
under the actions which apparently seem to be material 1n
significant proportions. The Quran admits the physical needs of
mankind and accordingly prescribes guidance as to how to meet
these needs rightly.

Attitude of Islam towards
Commerce and Industry

Whatever commandments Allah (SWT) has been kind enou gh to
prescribe for mankind are essentially directed to collective falal

- TEE e T he— — = — -_ —
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14 Accounting : Philosophy, Ethics and Principles

or welfare. The financial and commercial laws enunciated in the
shariah conform the same purpose and objective. Trade in the
Quran has been termed as Bai which includes all permissible

 transactions for goods and services. Trade is a vehicle for

providing services to the people in the form .of goods for
consumption and plays a vital role in building the national
economy. The Quran unambiguously allows such trade
transactions for the benefit of the peoples. The Quran considers
trade as welfare conducive as long as it goes along the
permissibility contours and avoids all oppressive and harsh
elements such as gambling and interest. The Quran says, 'O the
believers, do not devour the wealth (of others) illegally. If you
do that on the mutual consent, then there is no harm. Do not kill
yourselves. Verily Allah (SWT) is very kind unto you' (4:29).
Thus Bai and Tijara have not only been allowed but also
encouraged in the Quran and the Sunnah. In a long tradition the
Prophet (SAS) said, the earnings of those traders deem to be the
best who do not tell lies, do not breach promises, do not distort
the amanahs, debar fr(jm excessive chatting and profiteering
during the transactions. In another tradition, the Prophet (SAS)
declared: "The just and truthful trader will remain in heaven with
the prophets, myrters and pious people." The verses of the
Quran and traditions of the prophet clearly project the status that
trading draws in the eye of the Islamic Shariah. In Islamic
economics the importance of trade is beyond question. It 1s one
of the permissible (Halal) means of earning. In Shariah law 1t 1S
even a Fard-E-Kifya. Because absence of trade will make the life
difficult and even impossible to run. Because the task of trade 1s
to carry the product of one place to.another to make it available
to the exact consumers. The prophet (SAS) said, Tmporter (i.e.
trader) who carries goods and services from one place to another

from factory to market places receives income which has no

offence.’ The Prophet (SAS) himself and his pious companions
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were involved in trading. Allah (SWT) says 1n the Quran: 'Allah
(SWT) permits trade and prohibits interests,” which evidently
emphasizes on trade and carrying on economic activities. The
attitude of Islam towards trade and commence as reflected in the
verse of the holy Quran which is very positive. Trade has been
ordained as a means of earning one's rijg or sustenance. But
whatever two basic conditions are to be fulfilled -the commodity
involved is to be halal and the parties in the transaction must
agree to it by consent to enter into such transaction. Thus Islam
admits of consumers' as well as sellers' sovereignty and are
independent of taking decisions. If there is no agreement on the
terms of transactions there shall not be any valid basis of
trading. Ihtigar (hoarding) is thus unlawful and therefore not
permissible. Jurists therefore opine that: Trade is essentially
desirable. Because it contains all benefits. But if there is any
element of Ihtigar, the trading will be ab initio unlawful and 1s
to be dismissed and resisted. Because, this is full of vices for the

soclety.
Nature of Organisation in Islamic System

Islam emphasizes discipline in every form of collective activity
which require adequate organisational structure particularly in
running the organisation that involves money, man and material.
Within the framework of Islamic Shariah business has enough
flexibility in principles, mechanism and formation. Some of the
mechanisms are Musharika, Mudariba, Murabaha, Muazzal,
Quard Hasan and so on. These are mainly investment
mechanism. However there are also enough flexibility in
business form. For example, Shirkat (partnership) has many
forms such as shirkat bil-amwal (partnership by providing
capital) shirkat-bil-Adan ( partnership by participation 1in
management), shirkat bil wazahu (partnership by direct presence
etc.). The forms of investment are related with the type of
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organisation. In other words, the type of organisation intluences
this type of investment. In the modern context every type of
organization contains the following legal requirements—the title
of the organization, the capital structure of the same etc. The
objective of the organization is very crucial. Because the
question of permissibility limit is relevant here. No objective of E\
any organization can be set forth if is not permissible under the __h :
Shariah laws.

The form of business organisation in Islam is primarily 5
dependent on the need for business. The organisation will have
to undertake burden of carrying on. There are enough flexibility
in investment decision making within islamic framework. The
principal issue is making the fund flow for re-productive

purpose. A man can make business with his own fund. If he

does, it will be a proprietory form of organisation. There 1s

nothmg wrong in carrying on investment by the concerned
person himself if the investment fulfills two basic criteria. That
interest will be eliminated and trading commodity 1s one not
prohibited under the Shariah law. The second type of business
form may be constituted of several investors called partners
who will invest and may involve in management. This, in
modern context is called the partnership business. Here also the
conditions of investment are the same with an additional
condition. That the result of the business will be shared by them
on an agreed ratio. The third type of form that may be ¢
comtemplated is that the sponsors and investors are different
persons. The sponsors carry on business with the money of
others with agreed terms which will have to he approved by the
Shariah. The 5ponsors may be one, two or many. This form 1n
the modern context may resemble the company private Ltd. or
Public Ltd. The basic function of an organisation is to combine
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carrying on business of such condition that compares different
types of organisations in modern context, particularly the
partnership between investors and entrepreneurs. Jaid-ul-
Maiseere (vol. 1, pp-334-335) quotes Hazrat Abdullah and
Hazrat Ubaidulla, two sons of Hazrat Umar Faruque who took
loan from Hazrat Abu Musa Ashari, the Governor of Iraq while
they were returning from Iraq. The loan was provided from
Baitul-Mal . The loan was used to purchase commodities from
Iraq to sell it at Madina. There was a formidable profit in this
trading. And two brothers returned the loan amount with 50% of
the profit to the Baitul Maal. This instance shows that loan was
provided from the Baitul Maal, the financial institution. The loan
was used in a trade for purchasing a commodity from one region
or country to sell it in another at a profit. The trade was carried
out by a partnership of two sponsors—the two brothers or two
sons of Hazrat Umar Faruque (R). Profit was divided equally
between entrepreneurs and the financing institution. The division
of profit is not fixed. Similar instances are also available in
history with sponsors on Mudariba basis. Imam Abu Hanifa
used to take loan on Mudariba basis to use in his business
(Fathal Bari, Tahfat-uz-Ibn Sad) Kazi Abu Yousuf shared
similar instances of trading by his own self. The characteristic
feature of this trading is that it was based on variable rate of
profit and not on {ixed rate of return or interest. The very nature
of the system warrants strict maintenance of book keeping and
recording. The profit is always and everywhere in the picture.
But in these references we do not find any modas operandi of
arriving at this profit. No doubt, this profit is the result of an
organised effort. The nature of organisation therefore also
matters significantly, particularly on financing modality.

1
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Chapter Three

Origin, Evolution and
Development of Accounting

Accounting today 1s a sine qua non of management. It is not
only a tool but also a system highly developed and wide
ranging. It's not now a clerk's job, it is rather the job of a
highly professional person.

Accounting developed with the growth of human civilization. It
has developed from the scratch of keeping note to the current
level of human resource accounting. It is not now deemed as
book-keeping function or determining the operating profit; it is a
controlling and projecting tool. It is used in preparing budget,
cash estimate and resource flows. As the management today is
mechanising; so is accounting. But how this miraculous
development has taken place?

‘Accounting’ 1s derived from the word 'count' which means to
reckon something. As a man acquired some wealth or transacted
something with others, he had to count it and sometime to keep
note of it, at least in the memory. As man in this way came in
contact with many other persons to meet individual and
collective needs, a system of keeping accounts also started.
although in the crudest form. Wherever industrial civilization
dawned, the production, distribution of goods and services took
place to ensure smooth human living; some sort of accounting
system had to be evolved to cope with the situation. The kings
and rulers from ancient period used to collect tax and spend
those taxes in various ways. To know the income and
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expenditure of the state, determination of tax, identification of

expenses, assets and liabilities of commercial houses essentially

required a sort of accounts for classification. Accounting is thus

the result of the need of the time. Therefore there is a logical and
conspicuous difference in developing accounting science l
compared to other ones. Other sciences have been developed by \
individual academic scholars in .the educational or research }i

institute while accounting has been developed and practised Dy !
different commercial or other organisation first for meeting their
needs. Thus on this basis, accounting was articulated, theorized
and followed up in the academic Jevel.

Gradual Development of Accounting

l
The accounting system has evolved in its own way according to \
the needs of the time and the phase of civilization. Considering i
different aspects and characteristics of this. evolution the
authorities in the history of accounting have divided 1ts i
development in the following phases; 3

" a. - Ancient phase (pre- 1494 period)
b. Pre-exploratory period (1495-1800 AD)
c¢. Exploratory period (1800-1950 AD)
'd. Modern period (post —1950 AD)

The ancient period covers the entire period from the dawn of
civilization to an epoch making year 1494 AD when the first
book on scientific and systematic accounting was published.
" Guild Accounting methods were evolved in this phase. This 18
the largest phase of the development of accounting history and
can be traced back to 5000 years,B.C. Various civilizations like
Babylon, Chinese, Persian, Arabian—Islamic have ‘passed
through' this phase. in these civilizations various significant
developments in trade, commerce, craft and industry, art and
culture had taken place and simultaneously recording procedures
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of all activities were believed to be developed. The records of
society, economy and dynastic history have given birth to
various social sciences such as politics, history and economics.
>imilarly recording of activities of trade commerce and industry
has given birth to a science we call accounting . According to
pundits’ opinion, several mutuaily related issues were involved
in developing the accounting science. These are property and
wealth and right to such property, capital, exchange or trading,
money and banking, numbers and statistics.

Right to property: When men used to live on forest products i.e.
fruits, they experienced that they did not eat all fruits, they
collected at a time. Some fruits were stored for future. Thus the
sense of right to acquire goods came into human mind. The
collective society also admitted this individual right and
gradually a man's social position was going upward with the
increase of the possession of this wealth and property.

This 1s the largest phase of development. The characteristics of
this phase is not only the development of a systematic recording
but also its transformation into a double entry system. There is
an inherent laws of economic activities. Analysing these
activities, it has been concluded by the pundits that accountin g
!t has been developed to meet the need of mankind to preserve its
~wealth and increase it by their efforts. This necessitated the

occurance of exchange or trading. For trading, there is a need

for credit transaction that is credit purchase and credit sale,

because big business can be made only with small capital with

credit transactions. For carrying on such business several means
| were essential. To use money as medium of exchange and for
| -storing of goods, it is a necessity to use credit transactions for
| extending the volume of business. This business operation does
not end with the purchase or sale but with the settlement of
outstanding debt after the stipulated period of time contained in
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22 Accounting : Philosophy, Ethics and Principles
the credit contract. It is quite natural that if such credit i
transactions become large in volume it is not possible to keep all 2

the transactions in memory. Furthermore, it is always wise to ||
keep proofs of such transactions. It is therefore essential to keep i it

the record of deferred transactions in writing. Since, }| ¥
transactions involve number or. quantities, only descriptions I«
could not make the contract clear. Therefore number of . I
arithmetic digits needed to be used. Use of numbers helped to ;

make records concise, definite and complete. It is therefore 3} 1
evident that accounting has developed to keep a systematic and |
~ disciplined records of the creation, increase and storage of the
wealth. Later on services were also included for which payments
were being made. Increase and decrease in wealth occur through i
transaction or transfer. 4

i .
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In this phase the landlords used to appoint thelr estate managers

|

giving them some wealth to perform or supervise some specific !

r
A
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estates. The record of this wealth would be recorded in the left
hand side. When after returning from the estate the manager
would return the goods or wealth for getting discharged from the

liability. This discharging was called credit and was written in y
* ¥

the right hand side. Thus, this charging and discharging of a i
responsibility later on, came down to be transformed into the
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conception of debit and credit. At the initial stage of the use of\q“
debit and credit there were many expenditure accounts which ¢

were very small, because the volume of business was small and f.ji
mostly under a proprietor who thought that cash control was
actually the control of business. It was then only cash &3

transactions were accounted for, later on, stored commodities, o

5
3

deferred payments and deferréd recoveries were introduced but s

were kept .in a, memorandum register. Later on, this ¢!

memorandum took the shape of ledgers. In the initial period only a
single entry system were used using different memorandum }
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register. But as the volume of business increased and number of
expenditure accounts increased, this memorandum register
turned into ledgers. When any property or commodity is
transferred from one place to another or flowed from one head to
another head then the place or head of account from which the
commodities are transferred are said to be credited. And
locations of accounts to which the commodities are transferred
are said to be debited. Thus, every transactions is having two
aspects. One 1s a transferring location and other is a receiving
location. In other words every transaction has two aspects one is
creditor (the transferring location) the other is debtor (the
receiving location). These two constitute the duality of single
transaction from which the double entry system is introduced. In
later part of the initial stage, although some memorandum
registers were used, journals were not in use. The trial balance
that we call now were then called cross ledgers. Ledgers were
maintained, profit and loss accounts were also prepared because
the accounts were not comprehensive and very often asset
accounts were not used. Furthermore, the accounts were based
on a single venture and there was no certainty of continuing

business. The businesses were organised on a single venture
system.

- There was no consensus as to the exact time when double entry

was miroduced. As we see accounting is the result of the
development of trade. In the East the Arabs were pioneer in
business with a long tradition while in Europe, Italy and Greece
were developed in business. This was a phase of civilization
when most parts of Europe was eclipsed by 'Darkness' while

~Islamic civilization were - marked by period of tremendous
- creativity in all branches of human sciences. As one historian:
puts, ‘the process of Islamizing the tradition had done more than

integlfate and -reform them. New 1deas and practices were
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Arabized and Islamized. Isiamic civilization was the product of a
dynamic and creative process of change. It demonstrated a sense
of openness and self confidence that came from being masters
and not servants, colonizers rather than colonized. During this
phase, the business fleet of the Arab Muslims travelled
throughout the naval posts of Asia and Europe particularly
Venice and Genoa of Italy. The Arab businessmen used to keep ¢
the record of the transactions out of the basic teaching of their
faith. The Quran and tradition inspired and instructed them to
keep accounts of what they performed in business. They were
maintaining records which conspicuously included the receipts
of money for selling their goods and payments for their

purchases. These records were scrupulously maintained by them
which finally turned into an accounting system. "~ |

Arab businessmen used to keep record of their transaction
because of the compulsion of their faith. They developed a sort
of accounting which took the shape of single entry accounting
system. The intermingling with the Muslims brought about a
new wave of thinking in Europé. During this phase an Italian
Mathematician Luca De Pacioli developed a system, using .4
arithmetic which maintained the receiving and payment around a (’
transaction which in modern terminology can be called double e
entry. In 1494 Luca De Pacioli wrote a treatise entitled ‘Summa |
De Arithmetica Proportionent Proportionalita’ (Summary of {}Lf%
Arithmetic, Geometry and Proportion) using this double entry 5
arithmetic. In this book Accounting was a chapter among five. ' |
In this chapter he spoke of Memorial, Journal and Quaderno 5
(ledger) — these three registers. The descriptions were also made
as to how to use those records; Pacioli wrote, 'No point must
be omitted, if possiple, but there were also what words were
exchanged during the transaction. After the happening of a
transaction, a journal would be prepared according to date giving
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debit and credit.'! He also wrote, 'Each journal entry must be
posted twice—one to the debit and other to the credit." He also
gave a picture of the profit and loss A/C identifying the recurring
expenses saying that 'there are several accounts 1n use which
traders normally do not want to transfer to next year such as
incomes and recurring expenses . So these will be transferred to
PLS Account. He also indicated to transfer the result of PLS to
the Capital Account. In addition he gave importance on the
control and maintenance of fund. He talked of internal control,
trial balance, balance sheet, bank accounts, branch accounting
etc. Thus it seems clear that the basic principles for the
development of Accounting science was discovered by Pacioll.
He can be considered as the father of the accounting science.
Some authors however opine that some more developed system
— a system of cost accounting, auditing were then used by
different business companies. He did not mention those
developments. Some opine that Bend To Cortugli first
introduced this double entry system and wrote book on it In
1458 AD much before Pacioli. Among all those opinions, the
pre-dominant view 1s that Pacioli had discovered double entry
system and his system was accepted and approved in different
countries over the last five hundred years.

Pre-Exploratory Period (1494-1800)

During the ]ast three intervening centuries, after the publication
of Pacioli's book, no significant technical development was
observed. Extension was observed in the use of the double entry
system. In the 16th century, after the invention of the printing
press, several books specifying d/e system were published. In
these books different rules of d/e system were discussed. But
why these rules were used were not elaborated.

Marfat.com




WOI Jeldb A

development of accounting period, depreciation, deferrals,

_came to be established and different laws relating to the
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In this phase a change in the business venture took place.

of
|

Instead of being a one time venture, the idea of continuing 55;1
business came true. As a result a significant change occurred in 1

recording, analysing and determining profit. Although Balance e
Sheet or Profit Statement were not prepared, the idea came 1nto \

operation during the end of the 13th century. Concept of il f

depreciation developed during this phase. ;\ .

(!

Exploratory Phase (1800-1950) D

- In this phase, the cause and inner significance of double entry 1

accounting principles was sought. Reasons for different l
accounting principles was formulated. For example, in the |

previous phase principles of continuity has been established. But ‘ 1
the reasons, conveniences and significance of this principle had

not been found out. During the later part of the 18th century and | _
whole of the 19th century, different sciences of knowledge 1
developed. And these sciences were being applied in real life.

Invention of steam engine, building of railways, fielding the

shipping vessels, industrial machinery etc. took up a gigantic
role in changing the pattern of production. Business extended
from simple local buying and selling to large scale import and
export world wide. These development brought forth the Joint
Stock Companies along with large scale production and
business exchange. These inter alia developed capital providers.
The idea of continuity took a definite shape resulting in the

matching, consistency principles and so on and so forth.
Development of limited liability companies (Public Limited
Companies) brought about sevéral problems. Particularly a
distance was created hetween the owners and the executives and
in the interest of the owners the certification of accounts became
necessary. various Sorts of accompanied rules of organisations,
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governnance Of organisations were promulgated. The
significance of this phase is that various accounting policies and
systems cropped up.

Development of Cost Accounting

This period is marked with a phenomenal rise in the competition
of industrial products for capturing markets. The cut-throat
competition made the producers more and more cost-conscious.
As a result a separate branch of accounting-known as Cost
Accounting developed to cope with the situation. This branch of
accounting brought about the economies in purchase, sales,
labour, employment and overhead costs so that total cost of
production was minimised. The development of Cost
Accounting became such high as to make 1t a separate
profession. Separate Institutes were established to raise the
standard of this profession. These Institutes are known as "The
Institute of Cost Accountants’' or ‘The Institute of Cost and
Management Accountants’ etc. in different countries.

Development of Auditing

As we have seen above that with the development of large scale
production unit, a distance between the owners and the
executives was observed. To overcome this problem a separate
branch of Accounting was developed which is popularly known
as 'Auditing.' 'Auditing' is derived from the Latin Word
‘audire' i.e. to listen. In the initial stage, when the venture was
small the book-keeper used to read out the records of accounts
and the owner used to listen to it. But now this test of
authenticity has been carried out by separate professionals
known as 'Auditors,’ who verify the records of accounting and
give their opinion as to the propriety and authenticity of the
transactions carried out and recorded by the relevant executives
of the organisations. An Institute called the Institute of Chartered

i
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I (
or Public Accountants guide the profession for the development x fg
of accountancy in the economy of the country. Islam has given
top priority to develop this profession. For various economic i
and social decisions, the authorities in the Islamic administration  ff{ #
requires the nature, volume and quality of production or income | ¢
and assets of the organisations. That 1s why 1t has been assumed ‘ o
that a practice of verifying the work of the organisations wasin 1§
vogue. A separate institution like ICAs was also established  j
from Macro Economic perspective which 1s a glaring example of
this type of institution. This institution had to keep eye on the
running of the economy particularly the market operations.

Modern Age - | \

This age actually starts after the First World War. After the Great
War science and technology flourished. by leaps and bounds
which developed an extensive and complex production process. -
In addition to owners, creditors, many other people directly or '
indirectly got locked up with trade and business. Accounting
were now to be reoriented to meet the requirement of cross
sections of people. Thus the onward demand brought about
major changes in using the systém of accounting and came to be
- considered not what an accountant does but why and how he
protects the interest of all concerned. Business came (o be
recognised, as unit of creating utility for the society as a whole . 3
rather than being an individual affair. Inflation took a severe turn | 7’
for which accounting considerations were needed. In short both "3}
- accountancy and outsiders were inflaencing each other to .

develop one another.

Post-Modern Age — After 1950

One of the significant characteristics of this age is the use of
machine in accounting. Various softwares were developed to
cater to the needs of the various sectors in the accounting work.
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Computers came to keep records, registers making cven posting
to the ledgers, finally giving the financial statement.

Accounting in this age has entered the realm of quality-
accounting such as human resource accounting, social
accounting and forecasting of the future have developed to such
an extent that it gives guidance for investment, tracks on the
operations of investment and finds out the result of investments.

Development of IAS

The accounting system maintained in different countries are
being uniformed by developing international accounting standard
on various issues of accounting. These standards are set
universally 1o maintain the records, develop newer concepts and
setting, re-organise methods for maintaining accounts. These are
done by a Federation of the Institutes of Chartered Accountants
of the World. Islamic Development Bank has developed such
“standard for the Islamic banks, and other financial institutions
keeping eye upon the requirement of Shariah.

Islamic Tradition in Accounting

The Quran says that, 'Allah (SWT) taught mankind through the
pen. He taught what no body knew' (96:4-5). This E:mphaéis on
the use of pen or writing inspired them to keep on writing all
study materials, all transactions, personal or commercial.
Accounting in Islam, like any other system, is concerned with
systematic and classified presentation of rights and obligations.
Allah (SWT) commands- '(1) Ye who believe when ye deal with
each other, in transactions involving future obligations in a fixed
period of time, reduce them to writing and let a scribe be written
down faithfully between the parties, (2 : 282)

|
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demonstrated the writing of the Quran by the educated \§
companions who later on compiled those SCribes into the
current shape of the Quran. He also demonstrated how to write
contracts (as he did in the contract of Hodaibya). Thus keeping \

records of everything necessary and valuable is the tradition of |
Islam. | | - 1

. it

The Prophet (SAS) demonstrated how to write these scribes. He '. !
f

q

l

Establishment of Baitul Maal-The Central Treasury 4
of Islamic Administration \

The significant development of keeping records of transactions |
was the establishment of Baitul Maal (i.e. Public Treasury of the |
Current days) where in Zakah, Ushr, Fayi, etc. would be i
deposited and distributed. A strict record of these incomes from
different sources were maintained. This was all the more
necessary because each of these sources had .different
characteristics. For example, Zakah could not be spent for all
purposes. It has a set of fixed categories. The Warden of the
Baitul Maal had to maintain these records with adequate details
for observations and examinations. Over the period of time,
during the administration of the pious and rightly guided Caliphs
and later on dynastic Caliphs the Institute of Accounting and
Auditing in the name of Hisba developed. Imam Ibn Taymiya
writes, 'However, Some persons in authority are in a position of
trusted witness and what is required of them is the integrity:
Such are court witnesses, the Sahib al-diwan whose office is
for the recording of income and expenditure, the intendant
(Nagib) and the Guild Warden (arif) whose job are to keep the
ruler informed of the state of affairs"! Thus the administration -
for financial affairs wete carried out by a separate ministry. This

! (al Risala fil Hisba T¥. ds-Public Duties in Islam —Pp-23 Published by L.F. UK).
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ministry had the responsibility of keeping records of income of
the state and its expenditure. In the individual or group levels
many organisations for business and manufacturing enterprises
were established. These oraganisations kept records of all their
transactions to determine the result of their business
organisations. For example, musharika business contract. This
is a partnership business. Several partners in different capacities
may be involved in the business. They are to keep rigorous
records of all transactions. Otherwise Musharika trade will not
be possible to be pursued.

Arabs by profession were traders not only domestic but also
they were used with international trade. Naval ships were built
to carry on trade through the long and high seas. They used to
visit European ports like Venice, Jenoa, Indian ports like
Calicat, Mumbai and Chittagong with their goods. These trade
links familiarized the Arabian business culture with European
and Indian business men. No wonder that the writing skill of the
business books were also exchanged. The Arabs developed skill
of writing records from the beginning and might have helped
others to follow the suit. When Luca Paciolo was writing the
book on double entry he had drawn enough from the
experiences and records of the business organisations many of
them might include muslim business houses. It can be
concluded that the Islamic tradition of writing records 1s the
forerunner of the accounting system developed by Italian
mathematician. However, the scholars should initiate
exploratory studies on the 1ssue.

Auditing

We have noticed that the Islamic administration developed an
Institution known as Hisba. Hisba means overseeing the
accounts. In practice, officials of the institutions would oversee
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the performance of the individual and collective performance of
the businessmen. This institution i1s the fore-runner of the
auditing institution in the current century. By the Institution of
Hisba, the Islamic Administration used to keep vigilance upon
all sorts of activity—economic or non—-economic i.e, general i
practice of Amr-bil-Marut wa Nah-i-anel Munkar (ordaining '
good deeds and preventing all misdeeds). !
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Chapter Four

Accounting:
The Definition and Characteristics

The concept of accountability naturally points to the system of
specifying how the accountability will be created, operated and
used, basic objective being the welfare of the individuals and the
community as a whole.

The Quran categorically establishes a system of recording and
witnessing in a financial transaction. "When you transact a (loan)
contract, keep 1t on writing and adhere witness to it'. (Al-Quran)

The verse exposes a special reference to a system of record
keeping of all transactions carried out between two parties. The
record thus becomes a 'Deed of Contract’. Now if the
transaction happens now and then and its records and witnesses
are to keep, the matter virtually gives birth to a system of
recording even including a system of internal check. In this way,
for every transaction for every time in a given chain of contracts,
- produces the modern system of vouchers for record keeping .

The administrative accountability can be described as follows :
The Head of state will be accountable to Allah (SWT) for how he
has run the affairs of the state under his guidance, a social / tribal
leader will be held responsible and will be asked how has run
1 the affairs under his jurisdiction of authority. A head of the
7 - family will be asked about how he has run the family under his
1- authority and every member of the family will be asked about
how he has discharged his duties. Obviously the above verse
and the tradition establish the very concept of accountability,
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particularly of modus operandi of an organised society exposing

a clear line of administrative hierarchy. The characteristics of an 1}

organised society is that it is a system bound operational module *'

dynamised by its value system squeezed out of the commitment

of the individuals constituting the society.

Viewed from the above connotation, accounting has a deeper
and comprehensive dimension. An ethical context also cannot be _,
ruled out. But technically as has been said earlier 'Accounting 1s {
an art of measuring, communicating and interpreting financial B
activity'. However small or of whatever nature the enterprise 1s,

accounting is always with it. It has been called 'the language of
business'. Of late, Company's profits or losses have become a 1.
subject of considerable public interest. But what are these profits |
or losses? How these are determined? What levels of profits or i
returns are necessary to finance the development of a new i
product or to draw finance from public at large ? None can
answer such questions without knowing the terms and concepts
of accounting involved in the determination of such income.
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Since, a language is a means of individual's mutual
communication, it is logical that a language should change to
meet the changing needs of the society. In accounting also
changes i.e. 1mprovements are continually being made to suit to
the social change. For example, as society has become ( i}
increasingly interested in measuring the profitability of business ' -
organization, accounting concepts, terms, techniques have been ‘ﬁ
changing to make such profit measurement more meaningful; |
indicative and reliable.
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About accountability there is.no doubt that we all live in an
environment of accountablhty In the truest sense every man 1s
accountable for all his actions to his superior—the final
accountability being to the Lord of lords It seems therefore -

£
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logical that the accounting function is vital to every unit of our
society, although traditionally we attach it to business
accounting, which by this time has made dramatic progress in
technical and analytical perspective. Every person will account
for his income to file his tax return, provide accounting
information to buy a home or a car or even to qualify his son for
a college scholarship and so on. Companies specially the large
public companies are accountable ab initio to their share holders.
The government, the local bodies, the schools — all must use
accounting as a basis for controlling their costs of operations.

The Purpose & Nature of Accounting

The principal purpose of accounting is to generate financial
information about a business organization - the information
being required for managerial decision making in order to plan
and control the activities of the enterprise. Also these accounting
and financial information are also required by outsiders as
mentioned earlier.

The Functions of an Accounting System in General

Generally an accounting system is a part of financial
management which consists of a set of methods, procedures and
devices needed by an enterprise to maintain track of its financial
activities and to summarise these activities into some reports
which will be useful to management decision makers and
concerned outside users. The accounting system of any
countable business enterprise is generally expected to include
records, use mechanical devices such computers, use graphics
and so forth. And irrespective of size or simplicity or complexity
three basic steps must be performed as data concerning financial
activities 1s collected and processed i.e. recorded, classified
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and appropriately summarised communicating accounting
information. In a society, various social segments operate with
different objectives. Those who carry on financial activities
require accounting information for variety of reasoms. It
provides management as well as outsiders who have interest in
those activities of the necessary reports, statements etc.
Accounting information is therefore user-oriented; those who {
require accounting information are usually called users who
comprise a variety of interests. The kind of information required
will depend upon the kind of decisions to be made by the users.
For example, managers are in need of detailed information about
peﬁodic operations costs for effectively controlling costs in
order to set a competitive price of the product to maximise the
volume of sales. Since the information needs of various users

. ™, o ol SRR
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asually differ, the accounting system of a business organisation i

must be capable of producing various types of reports,
statemnents and schedules. For proper interpretation and analysis
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of these reports, these are prepared under some assumption and
accepted rules known as ground rules which are developed out
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of the values carried by the society. The particular user of these
accounting information obviously, need to understand the .
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assumptmns standards used in preparing such statements.

(
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What do we mean by financial statement? Financial statements . |
are the principal source of financial information used by
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enterprise management as well as outsiders. These contents are
summarised and indicative reports of the activities of an =y

)

enterprise for a particular period such as a month or a year. EL

They retlect the—-finanmal*posnlon of the enterprise at the end of *rf
the period and also the operatmg results by which the business '%,
has achieved this position. | ' -
e
%

Marfat.com



Accounting : Philosophy, Ethics and Principles 37

The basic purpose of the financial statements is o provide the
decision makers with information to evaluate the financial
strength, efficiency, profitability and future potentials of the
enterprise. Thus managers, investors, sharcholders, labourers,
customers all are concerned with these statements.

Generally Accepted Accounting Principles

Accounting standards, concepts, and criteria used in preparation
of financial statements are known as generally accepted
accounting principles (GAAP). These standards are authoritatively
set by the Financial Accounting Standards Board of the
professional Institutes. Some of the standards are used
conventionally. The various concepts, ideas, methods that are
included 1n generally accepted accounting principles continually
change and evolve 1n response to changes in the business
environment. Although there is no comprehensive list of such
principles, it is the accountants and users who are to know
precisely which principles are acceptable to them in the context
of the nature of businesses they are dealing with.

Financial accounting is linked with such principles intimately
and 1s defined as gathering or developing accounting information
with these generally accepted accounting principles. This is
because such information summarises financial position and
operating results of a business entity. Generally, accountants
operate 1n a conceptual environment where these concepts are
applicable to all types of business enterprises.

In Islamic mercantile and accounting requirements, the GAAP
~ and fnancial statements shall be reviewed to see whether any
- significant difference arises and whether for that matter changes
will be required in the style and format of presenting a financial
statement. The reviews will be made later on, for all types of
management need, of a detailed accounting data in addition to
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financial statements in.planning, directing and controlling the t
operations of the enterprise even on a daily basis.

The management people also need specialised information for
long-range planning for major decisions such as replacement of
a plant or introduction of a new product. Accounting information
provided to managers need not be always presented 1n
accordance with the GAAP rather it should be tailored to meet 1_
the requirement of the managers' specific information needs. |

Reports to Regulatory Agencies: Many organisations oOr
enterprises are conducted by government agencles — particularly
the utility services. These agencies may require specific
information for specific decisions such as whether to allow an
alectric services company to raise the electricity rates per unit. In
such a situation the government ministry controlling the
electricity company might ask for information about the cost of
the company to produce electricity and the company's needs to
create fund to provide services in the outlying areas. In large

part, such reports are based upon the GAAP. 1
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Using Accounting;lnforma:‘ti(m

The end result of accounting is the use of its information, its (
analysis and interpretation. Accountants are in reality concerned  %j '
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with the significance of the figures they produce by their hard 11
labor. They are to search for relationships between businesst-- il
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events and financial results. They are 1o study the different ;.

alternatives such as buying or leasing a new store building, il
buying a product or producing it They are to seriously 100k *"{f
into the trends that suggest what may happen in future and what =

decisions are to be made therewith.
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Those who will use these ‘nformation such as managers, é‘;.i
' K.

investors, government officials need to have some knowledge or ¢
understanding of how these information are produced and what

:
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they really indicate. A significant part of this understanding is to
recognise clearly the limitation of the accounting reports. A
manager without such knowledge will fail to appreciate the
extent to which accounting information is based upon estimates
rather than precisely accurate measures.

The distinction between Accounting
and Book-keeping

Generally persons without some knowledge of accounting fail to
differentiate between book-keeping and accounting. Book-
keeping means systematic recording of financial transactions.
This 1s the initial phase of accounting which is repetitive and
mechanical in nature. Accounting in fact goes beyond recording
and includes not only the preparation of financial statements and
their interpretation but also to design an efficient accounting
system, performance of audits, development of forcasts from
the analyses of financial statement and income tax work. A man
of average prudence might be able to keep records of
transactions that occur in a few weeks but to become a qualified
accountant one must require several years of study and working
experience with different sets of organisations.

Accountants therefore need to specialize in a given area of
management disciplines just as the lawyers and members of
other professions do. In terms of career opportunities, the field

of accounting has always been attractive and operationally
divided into three broad areas

(1) Public Accounting professmn (2) Private Accounting and
(3) Governmental accounting.
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Public Accounting A,
Chartered Accountants or certified Public Accountants are ‘; 5
independent professional persons like the attorneys or medical ki "
doctors who offer accounting services to different clients for i

fees. The CPA/CA certificate by its holders is a license to

practice granted by an institute sponsored by the government.
The certificate is awarded on the basis of a rigorous institutional 4
examinations supported by the clear evidences of practical - = '_
experiences. In the United States, all states require that
candidates pass an examination arranged and graded on a
national basis twice a year by the American Institute of Certified ¢
public Accountants. Requirements of education and practical  §
experience differ somewhat in different countries. In mushim ‘J
countries, similar institutions are working to produce
professional accountants 1n their respective countries. These
institutions are organised in the pattern of international standard.
The modes of operating these institutes are more or less similar
in basic 1ssues.

‘Auditing :

et .
;e AN __
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The principal function of CPAs is auditing the accounts of iy
various enterprises. How the people outside the organisation
will rely upon the accounts prepared by enterprise’s f
accountants? In a large part, the outsiders like shareholders, {.
~ creditors, government agencies depend upon sOme independent 3
scrutiny generally carried out by these public accountants Or
public accountants firm. To carry on an audit of a business by a
CPA/CA firm involves a detdiled and careful study of the
company's accounting system and gathers evidence both from
~within the business and from outside sources. This evidence of
‘_ﬁéfﬁality‘;enables the CA firm to express its professional opinion

>
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as to the correctness or fairness and reliability of the financial
statements prepared by the business enterprises. Therefore the
agencies, persons outside the business attatch great importance
to the annual audit report prepared by the CA/CPA firms.

In the Islamic context such audit 1s not only mandatory but also
wider in scope. The institution of Hisba gives a clear indication
as to how Islam is concerned with purity and completeness of
the business operations.

Zakah and Tax Services

As we all know that taxes are a major concern in the decision
making by a business enterprises, in the Islamic context, an
additional levy 1n the name of Zakah is an element of great
consideration. The business executives are very often to consult
the professional accountants for taxes and Zakah Planning which
will reflect how a future transaction in relation to the acquisition
of asset may be arranged to keep the charges of taxes to a
minimum under the prevailing laws.

Zakah is similarly planned so that under the existing Zakah
laws the enterprise could give the exact amount of Zakah
to meet the enterprise's social objectives. Professional
Accountants are often called upon to prepare and fill the returns
for Zakah and taxes and attend the assessment authorities in
time ‘'in those countries where Zakah is managed by
Governments'. A CPA or a CA has to haye extensive knowledge
and experience on taxes and Zakah statements, rules and

- regulations, legal decisions and a thorough knowledge of

accounting. Therefore CPA examinations need to be included in
detailed courses of such laws.
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Mana’gem'ent Consultancy Services - |

Professional accountants are recognised world over to offer a
wide range of advisory services to their enterprise-clienteles. For
example a CA/CPA firm may be called to study the feasibility of
re-organising the accounting system based on computer
" networks, of installing a new plant to introduce a new produc:t
line or of amalgamation of two or more enterprises to generate
new vigor in marketing of the product. The fact that business
executives often seek their accountant's advice on a wide range i
of business problems illustrates the relevance of accounting \
information to virtually all business decisions. !

In addition to the function stated above of public accountants the _
professional accountants are very often employed by the private ‘
as well as public enterprises to serve as the controller of cost of
operatlons of their enterprises. He is generally known as the |
chief Accounts Officer. He 1s to manage the work of all the
accounting staff to realise the objectives of the company.

e —p—— - -
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The accountants in non-government and private businesses, big
or small, must have all their transactions recorded and prepare
periodic statements from them. These statements are prepared
through a complete cycle. In addition, in this area of general 7
accounting, many specialised services have developed. Some of (

the most important of these are:
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Designing of Accounting System
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The basic principles of accountmg for all busmesses are same
although each enterprise has different objectives and
characteristics Wthh require dlfferently tailored accountmg or
financial mformatmn system. This system includes forms
instruction manuals, accounting charts, flow charts, computer
programs to fit the particular requirements of the enterprise.
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These works are included in the system design phase. This
designing of a comprehensive accounting system and
implementing it constitute the specialised phase of accounting
functions. Of late this function of accountants have become very
popular. And almost every viable enterprise 1s having 1ts
designed accounting system suited to its nature of operations.

Cost Accounting

Similarly cost accounting has of late also assumed a very
important part of an accountant's function. Because, measuring
the cost of a product is very important for the efficient
management of a manufacturing company/industry. For
example, a car manufacturer needs to know the exact cost of
each type of car produced. Knowing the cost of each process
involved in its manufacture is very essential for taking decisions
in controlling cost in a particular process. This phase ot
accounting concerned with collecting, analyzing and interpreting
cost record is called cost accounting. The basic objective of cost
accounting is to control costs by avoiding abuses and
unnecessary expenditure. Thus cost accounting serves an
important purpose of Islamic accounting to avoid Tabruz’ as
much as possible.

Budgetting

Budgetting is a plan of financial operation for a specific period
translated into monetary terms. Using a budget, the management
can make continuous comparison between planned operations
with actual results achieved. A financial forecast thus reflects a
tone to preview a proposed expenditure in overall operations of
the business and is a valuable instrument to the controller
because it provides each division of business with a specific goal
and because. it gives managers a means of measuring the

h
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e
efficiency of performance throughout the company. As a tool of -y
disciplining and expenditure controlling devices budget has an |
important bearing 1n Islamic context too. | . 0

Accounting for Taxes and Zakah

Tax accounting is hazardous because of the fact that tax laws
and rates change almost every year. To that extent Zakah
accounting is simpler. Because its rules are mostly tied and .*
hardly changable. The measurement of leviable income is very

complex. As a result both the internal accountant as controlier
and the external accountant as the Public accountant have to .
devote much time to problems of taxation. In Islamic accounting 4

Zakah levy requires specific treatment which needs adjustment
of net income in different items. Many medium sized companies
even use public accountant for tax planning. Large companies 1n
many cases maintain tax department separately.

Internal Auditing

Most of the govemment corporatlons as well as large compames‘
maintain internal audit department with requisite audit staffs
known as internal auditors. The objective of internal audit is to
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evaluate the efficiency of operations and determining whether (
internal control procedures are complied and company policies §
are pursued consistently and completely in all divisions and {
~ sections of the company. The main difference of responsibility L |
of the internal auditors from the external auditors is that internal *1
" auditor is not responsible to give opinion as to the correctness of - ";,,3
" the financial statements which is the major function of the L*;
external auditor. ' {-
Management Accounting | | ‘?@

Developing the types of information most relevant to specific:
managerial decisions and interpreting that information for long-
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range planning is called management accounting or managerial
accounting. It uses cost accounting and budgeting tax & Zaukal:
planning as its techniques to help the executives prepare short-
run or long-run enterprise planning. The following are the major
points that are achieved through management accounting :

(1) Measuring the success of operations in time with the plan
already prepared.

(2) Identifying problems which require attention by executive
for corrective measures.

(3) Choosing alternative course of action In attaining
company's objectives.

It is a common experience that at every organisational level of
the company specific problems arise for which accounting 1s
needed to understand the depth of the problems to identify
alternative courses of action and to choose the most suitable
course among different alternatives. The institute of management
accountants almost in every country offers a program leading to
a certificate in management accounting. To qualify for the
certificate one must pass professional examination conducted by
Institute of Management Accountant (IMA) and meet specified
standards as to education and experience.

Securities and Exchange Commission

This is a Government sponsored agency involved 1n the
accounting management of the enterprises. It sets out
requirements regarding the content and formation of the financial
statements and reporting standards to be maintained by the
companies. All companies which offer their securities or shares

to be sold publicly must file annually with the SEC their audited
financial statements.
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Government Accounting

Like the company executives, the government officials also
require financial information to help them direct the affairs of
their agencies. In the main stream the government agencies,
objectives differ from those of the companies, ‘because the
objective of earning profit 1s not the motive of the government
agencies. But in some cases both the institutions have similar
problems of accounting. And in all cases they are in need of
accountants to help efficiently manage their affairs. Universities,
Hospitals, Mosques, Trusts and other non-profit organisations
also follow a system of accounting. But the fact is that they all
need suitable accountants to operate financial admlmstratmn of
their organisations.

Generally business executives take particular note of the tax
consequences of each alternative course of action. The internal
revenue Services or the tax authorities, decisions and their
consequences are very vital for them. This authority receives
thousands of tax returns filed by individuals, companies and
frequently venfy the statements relating to that income tax
returns and accounting records upon which the returns are

based.
FASB and the ICAS

Accounting system is not static it and under goes improvement
with the change of the nature and volume of business with time.

“To carry on continuous research in developing ever improving

accounting principles and practicable standards, almost every
modern country has its institutes of professional accountants and
financial standards board such as the American Institute of
Certified Public Accountants and The Institute of Chartered
Accountants of England and Wales. The Financial Accounting
Standard Board (FASB) consists of members from the
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representatives of Public Accountants, Commerce, Industry and
Accounting education. In addition to conducting research, FASB
issues statements of Financial Accounting Standards which
represent, in fact, the authoritative expressions of generally
accepted accounting principles.

Islamic View Points

The conceptual issues: Technically, the meaning of
accounting in Islamic perspective does not conflict with the spirit
of Islam, rather Islam reinforces the meaning in the perspective
of embodying positive instructions of keeping record of all
commercial transactions. Since Accounting is a way of attaining
a business discipline, Islam emphasizes to do it. In general,
conceptually, accounting is the discipline that provides
information on which internal and external users of information
may base decisions resulting in the desired allocation of
economic resources in the society. Since Islam 1s very much
~concerned in looking how economic resources are being
allocated among the various recipient segments of the society,
! naturally Islam has much to do with accounting. Accounting
information will be designed to serve the Islamic purpose of
| carrying on business in the interest of the individual as well as
| the society as a whole. If accounting is viewed in this way, the
task of an accountant can be gauged very comprehensively.
Thus an accountant’s job in an Islamic framework crosses the
| - border of economic jargon and enters into the social and other
dimensions.

} It has been mentioned that the development of an accounting
' system suitable for the enterprise is a primary task of an
accountant as the controller or as the Public accountant. In the
Islamic framework, the accountant will have to keep an eye on
the Shariah requirement of the accounting information.
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Accordingly some new concepts, institutions and formats might \ {
be needed. On the other hand some conventional accounts may

be relieved of. The nature of changes required may be gauged

from the scrutiny of the generally accepted accounting principles

(GAAP). \
Accounting principles emerge out of the values, norms and

characteristics of a society. These are rooted in the pattern of

value which operate 1n the society. In all the societies, values are '
applied to the interpretation and justification of socio-economic :;I’
events. Value judgements are subjective in nature which imply '
the possibility of facing controversy as to how the events should {
be evaluated and for whom such measurements are intended.
Accordingly, development of accounting expresses a response to ~ {
changing social needs. l

Current accounting theories have developed with the growth of
modern industrial society 1n the Western World. The concepts
have responded to the socio-économic changes of the Western
society. The point 1s well taken by many contemporary thinkers
to indicate that accounting was discovered and developed to
achieve a set of objectives. Obwviously it reflects that accounting
1s not based on fundamental laws. It has grown up to the current { :4 .
stage over many years of trial and errors and has the potential for L
continual improvement to satisty the needs of the end—users who ( 5".%
utilize the financial statement.

A critical analysis of the basic accounting princ1ples
by the Shariah principles :

Although a spectacular development has taken place in
accounting thought, the fact remains that there is no unanimity
among the accounting thinkers in defining the principles. Some
authors refer to assumption, while others use the terms
‘concepts' or conventions. Paton himself uses several terms for
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the same meaning including postulates, conventions and
assumptions, or principles. Whatever may be named, these
would have to be treated as basic in a given SoClO-eCOnoOmMic
environment in which accounting concepts operate. These are
assumed as a foundation for the logical derivation of further
propositions and they must be generally accepted by all
concerned. These foundations are now being looked into from

Islamic point of view.
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Chapter Kive

Accounting Postulates
in the Islamic View Points

The subject has been discussed by some researchers whose
views are summarised below:

Accounting Entity

This is defined as an economic unit which has been selected as
the subject to be accounted for and is to be viewed in the
accounting process as a real entity, existing in its own right,
separate and distinct from other entities which have dealings
with it. The postulate differentiates between entrepreneurs and
the enterprise. It also helps accountant to segment enterprise into
smaller ones for measuring performance and efficiency and
control. It reflects that accounting information relates to the
activities of the enterprise only and not to its owners who
provide its capital. The entity owns its resources and is liable to
the claims of the providing of capital and to those of the
suppliers and is expressed by the equation:

 Assets=Liabilities+Equity.

The entity theory expresses the separate entity of the firm from

- its entrepreneurs. The firm itself is a person and can sue and can

be sued and it can own, buy or dispose of its resources. Now
before going to consider these from the Islamic view points, let

us see the Islamic principles governing financial transactions.
The principles summarised by Ibn-al-Arabi are given as

follows : *

: Ellogoni Abdulgader Ahmed , Accounting Postulates and Principles from an
Islamic Perspective, Review of Islamic Economics-Vol-3, No-2 1994,
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1. Interest is prohibited while trade is permitted. But there
are restrictions on the conditions and practices of trade.

2. Tilegal or unjustified transaction is prohibited.
3. Uncertainty (al-Gharer) in trade contract is prohibited

i e 7 sale that involves unfair and fraudulent act is not
allowed.

4 All transactions must be conducive to welfare of all
concerned. |

1t will be evident from the above principles that the separate |
entity principle does not conflict with any of the above |

principles. Further, the principle is compatible with Islamic !
principles for the following reasons: | *.

1.  The principle makes the transactions easier because it
enables a client to deal with a nominal person instead
of a number of owners. For the accountant also, the
principle is comfortable. Because, it helps him
prepare financial statements for one legal person
instead of many owners.
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2. This helps to proﬁtect and maintain the rights and J
obligations of all clients who are carrying out

business deals with the firm.
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3.  This principle helps to establish large joint-stock'" .|

companies or Mudariba companies wherein a large ¢
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number of shareholders contribute in the business. 53
This can lead to the distribution of Wealth (Dividend) ¢4
in large number of Shareholders reducing the chance 3

_ - ¥
of concentration of:wealth in few hands.
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Islamic jurisprudénce is familiar with the 1dea of entity or (%

nominal personality as it is the base of endowment i.e. Waqf, j’!
treasury (Baitul Mal) and government (al Hukmah), It shows f
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clearly that the concept of an institution as distinct entity is
acceptable 1n Islamic accounting theory.

The postulate of 'Going Concern’

The principle envisages that the business entity will be
continuing its operations for long period to achieve its
objectives, Projects, commitments and ongoing works.
Generally all business units are organised for carrying out its
operations indefinitely. It is therefore logically viewed that the
entity will not be liquidated in foreseeable future. This
assumption will bring forth the stability necessary for transacting
with 1t by the interested clients. The financial statements are
expected to provide a view of the financial situation with the
entity for a particular period which is only a part of a continued
services of such reports till the life of the entity.

Yarious Authors Define the Concept

"Unless and until the entity has entered into a state of
liquidation, it is to be viewed as having an indefinite life," says
Newman and Meliman.

For the current concept of valuation the going concern postulate
is very important. Why? Because in statements, assets derive
their value from the employment in the business less
depreciation which actually shows the book value of a particular
asset. If the firm ceases to operate, the value which could be

obtained on a closing day sale as its salvage value, would be
much less than its book-value.

Therefore the valuation of assets employed in a business is
based on the assumption that the business activity is continuing
and not on the verge of cessation. However, many accountants
criticise the concept from the experience of the frequent business
failures of current days. Sterling, therefore, describes it as
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The Principle does not apparently contradict any of the Islamic
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'Unreasonable and absurd' and argues that the big rate of current
business failures makes it difficult to build on evidential case of
the sort for a projection of continuity. Fremgen argues that it is
ot a scientific fact or a compacted rational assumption.

The Islamic View Point

Principles used in business accounting. A similar principle 1s the
Islamic jurisprudence principle of 'Istihab’ i.e. the principle of
retaining which means the reco gnising of any event or verdict
experienced in the past, until any contrary evidence is found to
the fact that the event has changed or the verdict has changed.
Therefore a person, be 1t nominal or otherwise, is known to
exist: it is not denied till an evidence to the contrary is obtained.

'
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However, although the postulate does not contradict Islamic
principles, 1ts underlying consequences are questionable from
Islamic point of view. The conservatism principle—the principle
of recording lower of cost Orf market value affects the
determination of real profit from year 1o year. Furthermore,
valuation of investors under this principle lowers the basis for
7 akah which is determined and paid annually. This possibility

contained in the conservatism principle weakens its accessibility ;‘
in the Islamic domain.
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response to this requirement the postulate holds that financial
reports reflecting changes in the wealth of the enterprise should

be prepared and published regularly.

Paton considers this convention as a very important accounting
postulate. For comparing the revenues and applicable costs
related to a fiscal year, this postulate enables accountants to
analyse, rearrange and categorise original accounting data to call
for immediate and future administrative decisions. Related with
this postulate is the 'Accrual Basis' of accounting which entails
assignment of revenue to the period in which 1t was earned

- (rather than when received).

It also helps in investments decisions, assists in prediction of
bankruptcies and risk and is therefore useful in making loans.

The Islamic View Point

The Principle is quite compatible in the Islamic dimension also.
Zakat, Sadaqatul fitr etc. are related with a specific period- the
period of one year cycle of events. Then this conception of
accounting year was known to Muslim Scholars, business law
makers and even common Muslims long before its formalisation
in modern accounting for preparation of the financial statement
of any enterprise periodically for determining the amount of

Zakah to be paid.

On the other hand, accrual accounting concept, assigns revenue
of a fiscal year in which it was earned rather than actually
received. This basis of accounting could cause any enterprise to
pay Zakah for revenues not received, and, according to Maliki
School of thought, loans are exempted from Zakah. However,
this constraint is not a sufficient condition for rejee_t_fflg the
accrual basis of accounting for even in the accruél"'system,
income not yet received could be deducted for purposes of
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Zakah determination. Furthermore, the exemption of loans, or

accrued income for calculation of Zakah is not universally
accepted among the Muslim jurists.

The Constancy of Unit of Measure Postulate

1. The postulate holds that accounting is not only a process of
measurement and communication of the activities of the firm
that are measurable 1n monetary terms but also assumes that
purachasing power of money is stable over time. Obviously
the assumption excludes qualitative factors and ignores the
reality of changes in the purchasing power of monetary unit
of measurement. Paton says, "Even actual cost is only a

tentative figure. Accounting deals largely with judgements |
and estimates not with certainties. Values are always more - {f °

or less conjectural and unstable. But an exhibit of cost is in |
itself a significant statistical record; it gives a fair reasonable '1 '
starting point, at least.” His argument is that it is important
“for the accountant that cost indicates actual value for |
purposes of initial statement, for cost is the only definite
fact available when an asset is procured. Naturally the asset

account reasonably should be charged with the amount of
this cost. .

3

It has been considered by most authors that use of money to
measure financial position at a given point of time 1s the most
objective and least biased method despite very often changes in
the purchasing power of money. And accountants therefore have
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taken for granted that "Values in accounting are expressed in ‘-é
terms of money as a fixed and constant standard". However, of '

. late, accounting information resulting from the application of this
postulate is questioned by various users of financial statement. It
is now widely held that the use of historical cost estimation very
_ often results in income not being recognised during the period 1n
) which it occurs. It also overstates income in an inflationary
situation. Changes in prices create several problems: (1) the
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valuation of assets (ii) the value of the measurement changes

with change in general price level. Several suggestions have .

been put forward to account for the effect of changes in prices
and values on an oraganisation . One view point 1s to prepare the
statement on the basis of current value to address the problem of
valuation. The other one is the "Price-level- adjusted Financial
Statement"” i.e. adjustment of historical cost information to
account for the effect of the overall changes in prices. This
viewpoint addresses the measurement unit problem.

The postulate from an Islamic View Point

As an unit of measurments, money has an universal acceptance
among the Islamic jurists. Money has the attribute of exchange
as well as store of value. As such money must not be exchanged
against it "unless line for line, equal for equal and hand-to-
hand." If the denominations differ, it 1s allowed to exchange
against themselves. Money works successfully as unit of
measure in stable monetary condition, where stability of money
1s maintained. This 1S a pre-requisite for maintaining honesty and
justice maintained by Islam in all sorts of financial transactions.

"Give measure and weight with Justice"
"Give just measure and weight (6:152)

Nor withhold from the people the things that are their
due"(7:85)

For this stress on justice, the role of money as a unit of measure
1s questioned by many Islamic jurists. Money in such a situation
becomes an unfair standard of deferred payments and an

. unstable store of value.

1 ~Several suggestions such as indexation, replacement price or

current value system of valuation of assets have been put
forward. But these are neither comprehensive nor permanent.
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That is why, considering all the pros and cons of the 1ssue of
stability question, the Financial and Accounting Standard Board
for Islamic Banks and Financial institutions have accepted that
the purchasing power of money is stable.
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Chapter Six

The Accounting Principles From
The Islamic Perspective

The Principles in General

In general accounting several basic principles are assumed to
have traded pragmatic and useful information from the
accounting system based on those principles. These principles
are defined and explained from conventional and Islamic points
of view.

The Objectivity Principle

It envisages that financial reporting shall have to be useful 1n
realising specified objective of the producers and users of the
report. Needless to mention that usefulness of financial
information mostly depends on the reliability of the measurement
procedure used in producing statement containing the
information. As it is impossible to achieve cent per cent
reliability, the accountants are privileged to employ this principle
to justify the use of a specific measurement procedure. Financial
or accounting statement is considered useful 1if provides
information required by various user groups such as potential
investors, creditors, policy planners. The Principle has been
subject to different interpretations.

(a) An objective measurement is verifiable measure because it is
based on evidence.

(b) An objective measurement is an impersonal measure and
free from the bias of the persons taking the measures.
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The development of new ways and means, methodology etc. are

| particularly important for realising objectivity in an inflationary

| situation. The historical cost principle realises objectivity for

| recording values or prices of different items at the time of their
acquisition. Due to inflation, this ratio between money and item
1.e. the original value of the item cannot be maintained if the
historical cost 1s used as the basis of valuation. It is therefore
realistic to differentiate between measurement objectivity and
valuation objectivity. Reviewing the principle from Islamic point
of view warrants to review the principle from the Islamic
principles governing financial dealings, contracts as found in the
Quran and Sunnah. These are:

1. Realisation of maaruf 1.e. fairness and justice

ii. Ensuring the provision of rights and duties of all
parties

iii. Realisation or payment of Zakah that requires the

accurate and true statement to determine the lhiability of
Z.akah.

The first two Islamic ;Pri_nciplcg. of financial transaction are
derived from the Holy Quran (6:152, 7:29, 11:85, 17:35, 55:9;
57:23)

The believers asked to write down black and white when dealing

with financial transactions having further obligation in future.

(2.282). Therefore, 'accounting which helps to keep and record

‘the rights and obligation of all parties' essentially required in

Islamic Accounting is seen as an integral part of the just system
emphasized in Islam. It is therefore inexcusably required in an

Islamic system of business management. It should therefore be

. formulated to provide frue, fair and exact information. The third
’ principle 1s also emphasized in the Quran (12:41, 78; 24:56,
33:33, 58:13) However, the rate of Zakah which varies
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'according to type of wealth 1s provided in the sunnah of the

Prophet. Zakah expenditure accounts are also detailed in the
Quran (9:60). |

It is evident from the above that the objectivity principle is a
desired principle for compliance with the requirement of the
above mentioned Islamic principles, particularly when recording
different transactions, assets, goods and services at prevailing
price of acquisition period. But in an inflationary situation
objectivity of such type turns out to be anything but the real
objective. Thus the objectivity realised by using cost price at
acquisition date 1S not necessarily achieved when valuation is
made at some later date. Naturally 1t is clear that objectivity can
be accepted for recording transacions at the prices prevailing in
acquisition period 1n Islamic business and financial
oraganisations. For valuation objectivity some other additional
methods such as current value method may be applied. This
aspect has been examined by accountants in a study entitled
'Inflation Accounting’'.

The Cost Principle

The Principle holds that the assets such as buildings, goods and
equipments which produce income for the business should be
recorded at their cost which is paid at the time of acquisition.
When we say that an asset is shown in the balance sheet 'at
cost, we mean by it the amount of dollar required in acquiring
the asset. This cost amount may vary at a different point of time
or from what we may have to pay to replace the same to day.

For example, let us assume that a business purchases an

-equipment paying $10,000. So the amount to be entered in the

| - accounting records is $ 10,000. But it may happen that at the

time of preparing the financial statement the prices of the
equipment increased or decreased due to the bowing of demand




- Some examples are current cost accounting, inflation accounting 4§ -
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or booming of supply. It means that the replacement value of the o
equipment will be something different from the recorded value. r
But this purchase price of $10,000 will be reflected 1n the 1t}
accounting statement. This policy of recording assets and I puc
accounting for it at their cost is referred to as the cost principle. \ SE ]

But this actual cost basis has been subject to much criticism

arguing that although money can be a good denomination among i M

different commodities or activities, it is less than satisfaction of }{
denomination between different periods of time. Due to the §l «
perceived deficiencies of historical cost accounting, many T
alternatives have been suggested to replace the historical cost. §{

etc. As the objective of financial statements is to report economic .
events as realistically as possible, one of these questionable

principles from the Islamic point of view is this cost principle. It i
conflicts with the justice and fairness if valuation is made on it |
based on the cost principle specially in an inflationary situation. _
Furthermore, financial report on the basis of it will passively '

affect depositors who withdraw from investment in Islamic E

banks. In addition, unrealistic information as a result of inflation
kil

tends to reduce the base of Zakah. il
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The principle holds that expenses of a particular period should;.- “% !
be associated with the revenue of the same period. This indicates , L i
the identification of gains resulting from transactions and setting 3
them off against those expenses which are related to those ‘-f
transaction. One of the several consequences of conventional
matching rules is that it relegates the balance sheet to a secondary *’ 3
position. Accountants use this principle to associate cause with ¥
effect, systematic® and rational allocations of income and !

expenses. It requires a great deal of judgement. The accountant u

is to carefully see whether a cost pertains to future revenues and
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its booking should be deferred; whether a cost is related to past
revenues and should therefore be written off against prior
income or whether it is related to current revenues, but not yet
paid, should be recorded as accrued. But decision making on
such issues require authoritative official pronouncements,
conservatism and consideration of expediency. |

The matching principle is a desirable one for its tendency
towards fairness accounting. As it allocates expenses to the
related revenues it is closer to justice and fairness emphasized 1n
Islam. In Islamic banking it is of paramount importance in the
allocation of profits in case of Islamic investment Accounts
which pull large investible funds with different maturities.

The Consistency Principle

The principle envisages that financial transactions should be
recorded, summarised and reported in a consistent manner from
year to year implying that the same accounting policies and
procedures will be applied to the same or similar item overtime.
This principle helps to accompany the financial statement
particularly with the same firm. Comparing the accounts of
different companies is more difficult because of the absence of
the consistency in using accounting records.

'Therefore', says Eltegoni Abdul Qader Ahmed,' the needs of
investors for greater comparability of information between
companies is undermined by accounting conventions which
accept internal consistency, but allow different methods of
measurement and treatment which cannot produce comparable
results.’ It is advisable that accounting standard committee
should work to find out a way to secure appropriate accounting
standards and methods which can yield a higher degree of inter
firm comparability. From Islamic point of view this principle 1s
acceptable as it provides more useful information and accurate
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and fair financial statement. Any failure to maintain accounting |}
consistency might lead to unrealistic profit to investment account
holders 1n Islamic banking and other financial institution.

i '

The Materiality Principle

An item 1in the financial statement should be considered as
material if there 1s reason, to believe that knowledge of it would & | |
mnfluence the decisions of an investor or a user. Materiality is ‘j
primarily related to relevance. If an item is not material, then it is
not material. Materiality really matters because financial
reporting is only concerned with significant information.

The principle however does not have any explicit and operational §
definition and the conception varies with the accountant's stress :
1n 1nterpreting the accounting. This may introduce an element of §
subjectivity. However, by and large the ratio of income item to
current income is considered a popular guide for materiality
judgement. The accountants' committee may furnish a qualitative @
guidelines on the concept of materiality to arrive at the uniform

irom audit point of view. Sinee it is impractical and sometimes -f
even impossible to show all detail of any transaction, the auditor (
is given the right to find what is relevant to choose a sample for g ¥
audit. Apparently this principle does not contradict any Islaxmm
financial Principle but safeguards are required against its
misuses. N

The Realisation Principle

According to this principle, a revenue earning should not be
recorded-until it is evidenced by cash receipts or an exchange has
really taken place, Therefore, a dominant view among the
accountants is that revenue transaction is recognised only when
it 1s realised.
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There 1s a clear distinction between earning and realisation of
revenues. Revenue 1s earned or receivable when the product is
delivered but 1ts prices is not yet given. But revenue is realised
when delivery 1s compensated by cash receipts. Accordingly
revenue will not be recognised with respect to a transaction
which is not complete at the close of the accounting period. The
main argument disfavouring the principle is the risk of not
collecting the amount due in full, possibility of losing a part of
the total and possibility of incurring additional expenses. It
sounds well to say that this principle ensures certainty. But the
principle has been put under severe criticism. If this principle is
adopted, the inventories cannot be taken into accounts. It is
argued by many accountants that it is not just to postpone the
valuation of inventories until realisation takes place in practical
terms. Even when valuation is accepted, question arises whether
valuation of inventories would be at cost or market value which
ever 1s lower. In practice, realisable value (i.e.current selling
price less relevant expenses) is suitable for some products such
as bottom raw sugar and crude oil. Valuation at cost has several
criticisms. Therefore different accounting bodies recommend for
the reporting of both current and historical cost on the plea that
periodic comparison between current costs and historical cost
will help the investors to take their investment decisions.

The‘principle 1s Islamic and accepted as far as recording of the
transactions is considered. No one will disagree that it is wise to
recognize the revenue only when it is realised at vault.
Obviously the convention might hurt transitional investors who
want to withdraw their investment as the depositors in Islamic

- banks or purachasers of any Islamic bond have the right to

withdraw their funds at anytime. For example, if an investor
withdraws before the liquidation of a project in which his fund
has been employed he might lose all the future earnings from the

N
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project. Hence, it is obvious that this principle conflicts with the
requirement of justice and fairness. To get out of this problem,
we can resort to the concept of 'Gharar’ (i.e. uncertainty) used
in Islamic Jurisprudence. 'Gharar' in Some degree 1s allowed 1n
trade which is interpreted as risk. But this slight "unfairness’
which affect the bank's depositors might be accepted in
eliminating the highest order of unfairness 1.e. interest.

In case of a shareholder of a corporation or a company, if a
shareholder decides to sell some or all of his shares, the price
which he may obtain for each share is uncertain, although the
shares reflect the financial situation of the company. The value
of the sharers in fact is dependent upon the dividends payable
over the life of the company. Therefore valuation of these shares
depends upon these dividends. The principal consideration 18
that it is difficult to calculate the likely growth of this dividend
over time and hence the market price of the shares at the
specified date of sale. Furthermore, share prices in the stock
exchange are not always fair and often fluctuate due to
speculative factors. |

3

The Disclosure Principle

As has been discussed earlier that various cross-sections of
people use the financial statements which require adequate
disclosure of accounting and financial data while fair accounting
presentation necessitates adequate disclosure of material

financial statements be designed and prepared to portray '
accurately the economic events that have affected the firm for the
period and to contain sufficient ihformation to make them useful
and not misleading tp users and average 1nvestors. Therefore, it
is expected, 1n this turn, to explicitly disclose major committed
contingent receivables on the face of accounts, if its. disclosure
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would help or affect in any way the decision of general
investors. However, 'disclosure’ does not indicate that any and
all information is to be written in the accounting statements. It
means expression of information which is of significant interest
to different users. But 'adequate disclosure' leaves a number of
questions for interpretation. What 1s meant by adequate and fair
disclosure? Adequate connotes a minimum set of information to
be disclosed while fair indicates an ethical constraint dictating an
equitable treatment for users, and a complete and comprehensive
presentation of accounting data.

For a fair and just presentation of accounting information,
adequate disclosure principle is a highly desired principle from
the Islamic perspective. It provides the public with the needed
information for sound financial decisions. Zakah-based value
and 1its distribution can also be attained as a result of this
principle. It has been indicated 'that this disclosure is minimal in
Islamic banks and financial institutions as well as other
nonfinancial trading institutions, as there is no strong pressure
from general public nor from the shareholders. However,
usefulness of information is ensured even in Islamic financial
institutions 1f accounting principles are maintained with
maximum possible accuracy. It is therefore suggested that in
wslhim community fairness accounting should be so designed

- that will make the accounting statement generally acceptable.

Recognising this fact, the financial accounting organisation for
Islamic Banks and other financial institutions recommend that
financial data of Islamic Banks and financial institutions should
disclose adequate information about the source and uses of

- Zakah and Qard-e-Hasana Funds. The literature so far available

on the Islamic perspectives of accounting relates mainly to the
operation of Islamic banks and similar financial institutions. The
accounting principles, discussed above are generally accepted
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for fairness and just accounting in Islamic financial institutions.

Other than Islamic banks, other-business organisations work .:‘ g
more or less in similar organisational structure and modus &
operandi—difference being in the treatment of specified accounts. : | U
Although Islamic banks apparently operate in a different way E 10
from the modern conventional banks, that does not mean that {{} |

need entirely different accounting system. The basic principles
of debit and credit transactions are alike in both the banks and
other organisations. These transactions need to be recorded 1n
such a way that give the result in accounting statement with
useful information for the clients of Islamic banks and other "
organisations. Difference in the requirement of aims and
objectives among different types of financial institutions focus
on different accounting principles. Accordingly emphasis and
priority may be given to certain accounting principles, policies
and procedures. It is however clear that all principles and
procedures that ensure the fairness and justice are acceptable !
accounting principles for Islamic organisations.

they are entirely different organisations and for that matter they b
f
[

i
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The Objectives of Business Enterprises |

3
g

Entrepreneurs and on thelr behalf, the management of every '* {
business keeps earning of profit as the basic objective of the |
business. There is no difference of opinion in setting such

economic objective. The second objective normally set by a{ B
business is to ensure keeping cash or liquid assets which are L

easily convertible to pay off the liabilities as they fall due. But

these profits and solvency, although primary objectives are not 3
the only objectives for which the enterprise works, there are
other subsidiary objectives which also remain within. pPerview —
such as creation of jobs,” providing new and more goods and
services with competitive prices. Such objectives more clearly
kriown as special objectives can not be achieved if the primary
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objectives 'operating profitability and staying solvent' are not
maintained. A business which continually operates at a loss will
have its natural extinction. Since investment fund has alternative
uses other than the specific business within, it will be transferred
to such profitable alternatives in a losing situation. Business in
Islam 1s a very sacred and important thing. The Quran says, 'O
believers do not cut/take wealths of others through unlawful
means. (And all) transactions shall be made through trade on
mutual satisfaction. And do not kill yourselves' (4:4).

'O believers, spread through the earth after the prayer on the
weekly gathering and seek bounties of your Lord' (Al-Juma).

Again, The Prophet says , 'The best of the earnings is that
which one earns through toiling by one's own hands and
through permissible trade (Miskat)'.

‘Truthful and responsible (Amanatdar) tradesman will remain in

paradise with the Prophets, truthful person and with the myrters'’
(Tirmizi) .

The above verses and the traditions reflect the importance and
comprehension of trade in Islam. Since trading is the only means
of making the goods and services available to people and is the
best means of increasing wealth, it has been categorised as
Fard-e- Kifaya by the jurists of Islam.

In addition, the permission in effecting trade clearly points out
the social dimension of a business enterprise. In other words

each business enterprise has a social responsibility to look into

the welfare of the community. The strategy of achieving such a
. social goal is two-fold-welfare through pricing and welfare
through profit. The first one indicates that prices of the products
will be reasonable and within the purchasing power of the
majority of the community and secondly a part of the profit in
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the form of Zakah will be used tor thé: seriously disadvantaged
group of the society. '

Accounting as the Basis to Realisation of those
Objectives

The question is how to know that the enterprise is earning profit.
Or, the company has gone insolvent? The single answer 1s —
Accounting of the transactions. From the definition given to
Accounts it follows that it provides a process of disclosing
information needed as a basis for making and carrying out
business decision that will enable management {0 run the
enterprise on a profitable course of action. Particularly in large |
business or manufacturing undertakings — such as nation wide ;
~hains of retail stores or industry, the top executives cannot have
close physical contact with the knowledge of detailed operations.
Consequently, these executives will have to depend upon the
accounting system to have necessary information for
management. Normally, the executives will need to know — - §
what prices should the firm set on 1ts products? If production 1s | it
increased by a specific percentage, what effect will have on the
cost of each unit? What amount of more funds is required ?
Whether it is more profitable to produce or buy and so on and so

forth?

As has already been stressed that accounting is a means of f

measuring the results of business transactions and of L

communicating financial information. In addition, the system "
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must provide the management with predictive information for R
making necessary and timely decisions in an ever-changing t
Internal Control - | -3
| Internal control of a company is the study of accounting very i
closely. We have emphasized that business decisions of all types
\ - :
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are based on a large part on accounting information. But how to
ascertain the reliability and the accuracy of these information?
This accuracy is achieved largely from the system of internal
control used in the enterprise. Then what 1s internal control ?
This is infact a system which consists of all measures and
procedures adopted by an enterprise for (a) protecting its assets
and resources from wastage, fraud and insufficiency and
inefficiency (b) ensuring maximum possible accuracy and
reliability of accounting, financial and operating data (c) securing
maximum possible compliance with the enterprise policies (d)
evaluating the level of performance in all the sections,
departments and divisions of the company to measure inter-
divisional efficiency. In short, the system 1s expected to ensure
the management that the entire business operates according to
plan of the business previously determined.

The basic principle of internal control 1s that no single personnel
should handle all the phases of a financial transaction from
beginning to end. When business operations are organised in a
way that two or more are desired to act in each and every
transaction, the possibility of fraud, pilferage, wastage etc are
* reduced and the work of one employee 1s cross-examined by the
| other to ensure the accuracy of the same. The various working
; manuals, procedures and documents are designed to achieve a
_i strong and adequate internal control system. (In our onward
discussion we will take up the various concepts and techniques
of internal control in the relevant place.)

From the above discussion, it seems to be explicitly apparent
that this internal control system is an extremely desirable concept
from an Islamic point of view. Islam denounces wastage,
disorganisation and always emphasizes for systematic recording
with accountability at every stage of operation. The Quran says,
"Verily who inflicts wastage is a brother to the devil."

Y
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Therefore, internal control is a much desired tool in the Islamic
perspective of accounting.
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Chapter Seven

Objectives of Financial
Accounting & Reporting

Reports of Business organisations in Islamic
perspectives

Objectives of Financial Accounting

Objectives of anything particularly in scientific enquiry are very
important. Because all the subsequent developments are to
comply with these objectives. The objectives of financial
accounting 1s technically similar in all 1deological moorings.
These came to differ in ethical context of the holding of
business. Let us endeavour to see how these objectives are
developed under an Islamic ethical value systems. There are
National and International Accounting Standard Boards set up
by appropriate authority to establish accounting standards. In
the Islamic world, a Financial Accounting Standard Board
(FASB) has been set up by the Islamic Development Bank (IDB)
to establish standards on different issues of Islamic Banking.
. Since banking is a business organisation the standard set up may
| be relevant for most cases in non-banking business
| organisations. Accordingly the objectives of Accounting have
. been produced abridging the standard set up by the bank.

¢
‘ll The Importance of Establishing Objectives

clear objectives encounters limitations, conflicts and blurred
vision in its implementation. Financial accounting and financial
reporting are no exception to this precept. Accounting scholars

:) - Human experience proved that any work which does not have
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and practitioners alike have found that the process of developing
financial accounting standards without establishing objectives,
leads to inconsistent standards which may not be suitabie for the
environment in which they are expected to be applied.

e

Agreement on the objectives of financial accounting for business ‘ ¢

organisations would achieve many benefits.

(a) The obje_ctives' will be used as a guide by the Financial

(b)

- ©

(d)

()

()

Accounting Standards Board for General Organisations, 'j:': .
Islamic Banks and Financial Institutions when developing |
financial accounting standards. This should assure
consistency in developing standards.

The objectives will assist the entities and Islamic financial
institutions, in the absence of accepted accounting \
standards, in making choices among alternative accounting
treatments. | '

The objectives will be available as a guide and a regulator
of subjective judgement made by management when
preparing the financial statements and other financial
reports. - 3 |

The objectives, when properly defined, should increase |4
users' confidence and understanding of accounting i}
information and, in-turn, their confidence in the t(
performances of the entities and the Islamic banks. A
Establishing objectives should lead to the development of l_ '_
accounting standards which are likely to be consistent with - *
each other. This should increase users' confidence in the ;
financial reports of the entltles

To determme the rights and obligations of all mterested
parties, mcludmg those rights and obligations resulting
from incomplete transactions and other events, in
accordance with the principles of Islamic Shariah and its
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concepts of fairness, clarity and compliance with Islamic
business values and ethics. |

To contribute to the safeguarding of the business
organisation's assets, its rights and the rights of others in
an adequate manner.

To contribute to the enhancement of the managerial and
productive capabilities of the organisation and encourage
compliance with its established goals and policies and,
above all, compliance with Islamic Shariah in all
transactions and events.

To provide, through financial reports, useful information

to users of these reports, to enable them to make legitimate
decisions in their dealings with business.

Objectives of Financial Reports

Financial reports, which are directed mainly to external users,
should provide the following types of information.

(a)

(b)

Information about the business's compliance with the
Islamic Shariah and its objectives and to establish such
compliance and information establishing the separation of
prohibited earnings and expenditures, if any, which
occurred, and of the manner in which these were disposed
of.!

Information about the organisation's economic resources
and related obligations and the effect of transactions, other
events and circumstances on the entity's? economic

I'This objective is important and incidental to the notion that the business is
being carried out in an Islamic environment, otherwise some unavoidable and
illegitimate transactions particularly from interest based institutions like banks
& insurance may creep in. It is important fo identify these and show the
methodology of their disposal.

2An entity is defined as an economic unit which is separate from these puarties
involved in or dealing with such entity. An entity has its own financial position
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resources and related obligations. This information should
be directed principally at assisting the user in (a) evaluating
the adequacy of the enterprise's capital to absorb losses
and business risks;(b) assessing the risk inherent in its
investments if any by the enterprise and

(¢) Information to assist the concerned party in the
determination of Zakah on the entity's accumulated funds
and the purpose for which it will be disbursed.

(d) Information to assist in estimating cash flows that might be
realized from dealing with the enterprise, the timing of
those flows and the risk associated in their realization.
This information should be directed principally at assisting
the user in evaluating the enterprise's ability to generate
income and to convert it into cash flows and the adequacy
of those cash flows for using any emergency of the entity .

(e) - Information about the entérprise's discharge of 1its social
responsibilities. The entity being in a social spectrum has
to assume responsibility of the down trodden people. The

Zakah and Sadaqa are to be established to carry out this
responsibility.

Zakah is one of the pillars of Islam and is a personal obligations
of the Muslim who is financially capable towards the poor and

- others who are entitled to Zakah. However, some Shariah

scholars, who gathered in the first conference on Zakah held in

- Kuwait in 19835, are of the opinion that the entity can fulfill the

Zakah obligation either because it is a governmental requirement,

~a requirement in its articles of : incorporation or by-laws, a

decision by its-general assembly or as a consequence of its

and results of operations with which financial accounting 1is concemed An

Islamic bank is an example of an entity .
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owners appointing it as their agent with respect to their Zakal
obligation.

Processes and Limitations of Accounting

Accounting encompasses several areas, generally agreed to
include financial accounting or managerial accounting, cost
accounting. We are concerned here only with financial

accounting.

Financial Accounting

Financial accounting has developed over time for many practical
considerations rélating to the need of entities, to determine their
financial rights and obligations, and results of operations, and to
inform present and potential parties concerned with the affairs of
the entity of its financial position, the results of its operations
and its cash flows. This information 1s intended to assist those
parties in making suitable decisions with respect to the entity.
Thus financial accounting plays an important role in directing
economic resources in society to different entities as a result of
| the decisions made by the parties concerned with the affairs of
those entities. These decisions are based, among other things,
on information available to them through financial accounting
which ranks as one of the important sources of the basic
i information required for decision making. During the period ot
1ts development, a number of rules and principles have been
accumulated which specify the processes of financial
accounting, its general objectives and limitations.

-
e e ——_——

s =

~The Financial Accounting Processes

.~'-"..'_-_; -

] - Financial accounting consists of the following processes : -

(a) Accounting recognition of an entity's financial rights and
obligations as of a given date and changes in those rights
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and obligations resulting from consummated transactions _-%- i

and other events during a given perod. 1 (i
(b) Measurement of the financial effect of consummated A

transactions and the impact of other events during a given 1

period. | 1o
(c) Classifying the financial effect of consummated transactions |
and other events for the purpose of determining the entity's

results of operations and other changes in its financial ,-1
position including its cash flows. :-

(d) Preparing periodic reports about the entity's financial _1
position as of a given date and the results of its operations
and cash flows during a given period.

As has been described, the main objective of financial
accounting is to provide ir_lfonnation, through periodic reports,
about the entity's financial position, its results of operations and ,
cash flows, to assist users of such reports in making decisions.
The financial statements (balance sheet, income statement, the '
statement of cash flows, and related notes) are the main type of
reports provided by financial accounting.

T, _‘.-_ . e e

1
1

s

Financial accounting also provides important information which  {
assists the entity's management in directing available economic
resources. Accordingly, it facilitates management efforts in f

- planning, directing and supervising the entity's activities.

k-"‘-‘._-.."h, -
-..rﬂ;f

hﬁ&i&mmﬁ!’

L\.

£.-

It also facilitates the roles of governmental agencies responsible

for supervising the national economy and for collecting tax 15' ;
based on the financial information which 1t produces 3 3
Financial accounting does not provide all the information ™
required by those who need to make decisions about the entity. "'f '
This is so because of many reasons, some of which are related
to the nature of the financial accounting processes and some one

related to cost and benefit considerations. The following are
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some aspects of the limitations of information produced by
financial accounting and the reasons for such Iimitations.

Limitations Resulting from the Nature of the Financial
Accounting Processes.

(a) Financial accounting is concerned mainly with measuring
the financial effect of transactions and other events on the
entity's financial position, results of operations and cash
flows. Accordingly, financial accounting is not usually able
to produce information to assist in the evaluation of the
entity's ability to achieve objectives that are not capable of
financial measurement in an objective manner.

(b) Financial accounting does not differentiate, through its
processes, between the entity's performance and that of its
management. Although, management ability is one of the
important factors that affect the entity's performance, there
are other factors beyond management control which atfect
the entity's performance such as natural disasters and
external political and economic changes. Accordingly, 1t 1s
not always possible for financial accounting to provide
information which can assist in evaluating management
performance aside from the entity's performance.

(¢) The information currently provided by financial accounting
is historical in nature which may or may not be indicative of
the future. Yet decisions made by those who need this
information are concerned with the future impact of
alternative courses of action. Generally cost accounting can
help in this situation. . |

Financial accounting relies to a very great extent on
estimates when measuring the financial effect of
transactions and other events on the entity's financial
position and the results of operations, for example,
depreciation of fixed assets, doubtful receivables, etc. Such
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estimates are based on assumptions determined by
management which may or may not turn out to be accurate.

Limitations Resulting from Cost and Benefit
Consideration

The information which financial accounting produces has costs ] ¥
associated with its preparation, presentation and usage. | | 0
Accordingly, cost considerations affect the information produced §| |
by financial accounting. One of the results of cost considerations -

is the emphasis in financial accounting on the production of 3} '
general purpose financial reports to serve the common |
information needs of muitiple external users. ~ .

Financial accounting is mainly concerned with providing |
information to assist users in making decisions. Those who deal

with Islamic Business Institutions are concerned, in the first i
place, with obeying and satisfying Allah (SWT) in their financial
and other dealings. Allah (SWT) says 'O ye people, eat of what is
on earth. Lawful and good; and do not follow the footsteps of
the Evil One, for he is to you an avowed enemy'. (Al-Quran 2:
168). The objectives of finaneial accounting for other.entities
including banks have, for the most part, been established in non-
Islamic countries. It is natural, therefore, that there-should be
differences between objectives established for others and — those
to be established for Islamic organisations. Those differences

stem mainly from differences in the objectives of those who
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they need. This does not mean, however, that we should reject
all the results of contemporary accounting thought in non-
Islamic countries. This _is so because there are common
objectives between Muslim and non-Muslim entrepreneurs and
investors, share in their desire to increase- their wealth and to

A
o

{ummm




Accounting : Philosophy, Ethics and Principles 8]

realize acceptable returns on their investments. This is a
legitimate desire which has been recognized in Shariah
consistent with Allah (SWT)'s saying: 'It is He Who has made
the earth manageable for you, so traverse ye through its tracts
and enjoy the sustenance which He furnishes' (Al Quran 67:15 )

In addition to the above, there are other reasons why different
objectives of financial accounting should be established for
Islamic entities. Some of those are :

(a) They must comply with the principles and rules of Shariah
in all their financial and other dealings.

(b) The relationship between Islamic entities and the parties that
deal with them differs from the relationship of those who
deal with traditional institutions particularly banking
institutions. Islamic banks do not use interest in their
investment and financing transactions, whereas traditional
banks borrow and lend money on the basis of interest.
Islamic banks mobilize funds through investment accounts

~on the basis of Mudaraba (1. sharing of profit between the
investor who provides the funds and the bank which
provides the effort) and invest these funds on the basis of

Mudaraba, profit and loss sharing mechanisms, or deferred

- payments methods consistent with the Shariah.

|
. Hence, accouriting standards developed for traditional
| institutions may not be relevant and suitable to Islamic
] organisations. Nevertheless, in developing accounting standards
} for Islamic organisations the Financial Accounting Standard
Board may be guided by clear objectives and concepts which are
appropriate for other institutions provided they are 1n
compliance with the Shariah precepts.
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i
!
i
1
The Approach To Establishing Objdgcj,i:,:eéﬁ:"f' *
Financial Accounting for Islamic Banks, Financial
and other Institutions : -

Two approaches to establishing objectives have emerged !
through the discussion which took place at different meetings of _f @
the committees established by the Financial Accounting Standard

Board. These are :

(a) Establish objectives based on the principles of Islam and

its teachings and then consider these established objectives
in relation to contemporary accounting thought. L

(b) Start with objectives established in contemporary lﬁ_,"
accounting thought, test them against Islamic Shariah,
accept those that are consistent with Shariah and reject  §
those that are not. o

It was agreed among the Islamic Scholars and Accounting
experts that the second approach, described above should be

adopted to establish objectives of financial accounting for ‘
Islamic entities including Islamic banks and other financial 3
. . . - %.g
1nstitutions. ~ | | ‘ ﬁz ;5
The Major Users of Financial Reports WA

Financial reports include not only financial statements but also ‘%

other means of communicating information that relates, directly L 3
or indirectly, to the information provided by financial it}

- accounting. . | B

_".r-.
T l‘iﬁ-"ﬁ

The objectives of financial accounting determine the type and l,,ff
nature of information which should be included in financial 3
reports, in order tos assist users of these reports in making
decisions. Therefore, the objectives of financial accounting

284657
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“should focus on the common information needs of users of
financial reports. In addition, the objectives should focus on the
common information needs of those users who do not have the
authority or ability to directly obtain the information they need,
or access to such information. This focus stems from two
reasons namely, the ability of other users to directly obtain from
the entity the information they need to make decisions; and the
need for accountants to make a choice among a variety of
contending 1information needs of different users because of the
limited nature of what could be included in financial reports.
This does not mean, however, that financial reports which are
focused on the common information needs of users with limited
access to information will not be useful for others.

The main categories of users of external financial reports for
Islamic business institutions whose information needs should
be addressed include:

(a) Equity holders.

(b) Holders of loan equity.

(c) Bankers.

(d) Investors.

| (¢) Creditors-and debtors. |
. () Zakah agencies (in case where there is no legal obligation |
- forits payment).

(g) Regulatory agencies.

Common Information Needs of Users of Financial
Reports who do not have the Authority or Ability to
Obtain Additional Informatmn from the Business
| - Entities including banks

The information needc: ot Lscrs ef hnanmal reports increase and
vary with the 1 mcreasc m !;he catPgOrle.,: of users e.g. investors
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including equity and investment account holders, creditors and
loan equity holders including current ‘depositors, savings
depositors, in case of Bank's debtors, employees, other
financial, non-financial and banking institutions, and those who
deal with the Islamic institutions in any other manner.

‘Government agencies have the power and authority to difectly
obtain the types of information that best serve their needs. On
the other hand, other-external users are limited to the information
contained in the financial reports. Accordingly, it is essential that
the common information needs of these categories of users be
the focus of financial reports. It should be emphasized ,
however, that financial reports;' because of cost considerations,
cannot be. expected to provide for every possible information
need of these categories of users, particularly those needs that
are not common to all users.

It is possible to summarize the common information needs of
users as follows:

(a) Information which can assist in evaluating the entity, be it §
bank or non-bank in compliance with the principles of ‘W
Shariah in all of its financial and other dealings. (

(b) Information which can assist in evaluating the entity's -
ability in: | !( R B

(1) Using the economic resources available to it 1n ah
manner that safeguards the resources while 1ncreasmg
their value, at reasonable rate - ;:‘

(2) Carrying out its sqc,lal responsibilities, and in particular y¢
' . those_that have bﬁ'en QPGCIFI*“(I, by Islam, mcludmg ‘-Lf
the good* use of; avail able regouyces the protection ¢

f
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(3) Providing for the economic needs of those who deal
with the entity and

(4) Maintaining liquidity at appropriate levels.

(c) Information which can assist those employed by the entity
in evaluating their relationship and future with the entity
including the its ability to safeguard and develop their rights
and develop their managerial and productive skills and
capabilities.

(d) Itis assumed that the types of information described above
represent the minimum required to satisfy the common
information needs of external users of financial reports.

Other Financial Reports

Financial reports which are intended to provide for the common
information needs of external users have been divided into the
following categories:

Firstly: Those that are currently produced by financial
accounting in the form of financial statements and related notes.

Secondly: Those that could be produced by financial
{ accounting or other information systems of Islamic banks in the

form of other financial reports, which are not currently being
produced.

The distinction between these two categories of Ieports is

essential at this stage of the Board's efforts for the following
reasons:

+ Lhe first category of reports, i.e. the financial statements and
it - related notes, is the main output of financial accounting in
' addition, they are generally known and are prepared in
accordance with standards that provide reasonable assurance of
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fairness in the presentation of the financial position, results of
operations and cash flows.

The second category of reports lacks a generally accepted \ )
definition and there is no assurance that they would contain
reliable and fair presentations of information required by those
who deal with Islamic banks for-a variety of reasons, including

the limitations of the financial accounting processes as detailed
earlier. | '

Notwithstanding the above, objectives will be established for all {
financial reports as a group to guide the development of
accounting standards for Islamic banks. The future plans of the
Board will address the specific objective(s) of each report and
its concept and develop the standards for 1ts preparation to
assure its accuracy. Zakah and examples of these types of other
financial reports for Islamic banks include :

(a) Analytical financial reports about sources of funds for their
uses. |

Although the:financial statements of Islamic banks and A
other entities will disclose the liability for Zakah and the - 3

amount that has been disbursed, users of fmanmal(i

statements might be interested in additional analysis of..3
sources of funds for Zakah, methods of its collecum} 4
including controls to safeguard these funds and their uses."

..n|l~.
- _:."'
A-_ F

L]
b ity

(b) Analyt1ca1 financial reports about earnings Or expendﬂureSL

prohibited by the Shariah.

"ﬁ ~"
L s LA
".r'\'_ 1 'J.,{f"ﬁ&*““:ﬂ:"‘fm

,ﬂ’?ﬁ._ﬁ .'i

It is the special intent for the financial statements to dlsclose _
income.earned by the entity including bank and insurance and -
other non-bank institution from prohibited transactions or é&
sources and expendltures prohibited Dy the Shariah and how

those earnings were disposed of. However, users of the "‘"‘*
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financial statements may be interested in detailed financial
reports. Such reports may include information about the causes
of such earnings, their sources, how they were disposed of and
procedures established to prevent entering into transactions
prohibited by the Shariah.

Reports concerning the entity's fulfilment of its
social responsibilities :

Islam has always been concerned with the concept of social
responsibility whether that responsibility be for the welfare of
soclety or the prevention of harm. Indeed, this can be clearly
observed 1n the Quranic verses, the sayings and deeds of the
Prophet (may the blessing and peace of Allah (SWT) be upon
him), and Islamic jurisprudence. For example, Allah (SWT) said,
'But seek with the (wealth) which Allah (SWT) has bestowed on
thee, the Home of the Hereafter, nor forget thy portion in this
world: but do thou good, as Allah (SWT) has been good to thee
and seek not (occasions for) mischief in the land; for Allah (SWT)
loves not those who do mischief.' (28:77). The Prophet (SAS)
said, "There should be neither harming nor reciprocating harm'.
Hence, Islam prohibits the Muslim from causing harm to
himself, to others, his environment or society in the pursuit of
material returns. This shows that Islam spearheaded this concept

- which did not develop in the West until recently.

Reports about the development of the entity's human
resources :

Those reports may contain information about the entity's efforts

1 - to develop its human resources whether with respect to their
- knowledge of Shariah or business. In addition it would include

the entity's efforts in encouraging its employees to be effective
and efficient.
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Chapter Eight
The Islamic Concept of Business

The Qur'an not only permits but encourages business
transactions. However, the need to make a clear distinction
between business that is gainful as opposed to business that
would ultimately plunge the subject into loss cannot be
overemphasized.

The Qur'an views the life of man as a continuous process.
Man's life, accarding to the Qur'an, starts at his birth but does
not end with his death. The life after death is one of the most
essential articles of faith, second only to belief in Allah (SWT)
Himself. Without this vital belief the whole structure of the
Qur'anic belief system would be undermined.
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Man has to work for and earn success and comforts not only in
this world but in the next one as well. Any and all of his
activities in this world are thus bound to affect him, for better or
for worse. He has to face the consequences of all his actions and
transactions in the life Hereafter which 1s often described as
Yawm al-Hisab (the Day of Reckoning) and Yawm al-Din (the
Day of Judgment and Recompense).

Hence, the Qur'anic concept of true loss and gain in business
must necessarily encompass both phases of man's life. No
business could be regarded as gainful if it brings profits,
however huge they might be for some time but ultimately ends
up with bankruptcy; or, in which the overall losses exceed the
accrued gains. It could be regarded as profitable only when the
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“increase of harvest, and if it receives not heavy rain, light
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ultimate gains exceed the incurred expenditure or losses. The

scale for such a calculation is provided by the Hereafter.

An attempt would be made here to analyse the teachings of the
Qur'an in order to establish a clear distinction between the two,
namely, the gainful and the losing business. This would be
followed by a brief description of thorough maintenance of the
records and of the consequent rewards and punishments that the
Qur'an promises for the virtuous and evil conduct respectively.

In respect of 'good' and 'bad’ business, the Qur'an lays down
the following guidelines:

And the likeness of those who spend their substance, seeking to
please God and to strengthen their souls, 1s as a garden, high %
and fertile: heavy rain falls on it but makes it yield a double El

mosture sufficeth it. God seeth well whatever ye do. (2:265)

- T T T e B

The parable of those who spend their substance in the way of
God is that of a grain of corn : it groweth seven oars and each
oar hath a hundred grains. God giveth manifold increase to .3
whom He pleaseth : and God*careth for all and He knoweth all 7§ :
things. (2:261) e

Those who rehearse the Book of God, establish regular Prayer
and spend (in charity) out of what We have provided for them,'- - B

r'i'i_

secretly and openly, hope for a business that will never fail. i 2

wicked.(2:276) | - | - }{

5 -

That which ye-lay out for increase through the property of '-.i
(other) people, will have no increase with God: but that which *L‘
ye lay out for charity, seeking the countenance of God (wﬂl U‘;
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ncrease): it is those who will get a reccompense
multiplied.(29:60( .

The unbelievers say, "Never to us will come the Hour" say,
"Nay! but most surely, by my Lord, it will come upon you:- by
Him Who knows the Unseen, from Whom is not hidden the
least atom in the Heavens or on earth : nor 1s there anything less
than that. or greater, but is in the Record Perspicuous.(64:7)

On the Day that God will raise them all up (again) and show
themn the truth (and meaning) of their conduct. God has reckoned
its (value) though they may have forgotten it, for God is Witness

to all things.(58:6)

Who is he that will loan to God a beautiful loan? For (God) will
increase it manifold to his creadit, and he will have (besides) a

liberal reward.(57:11)

For those who give in charity, man and woman, and loan to
God a beautiful loan, it shall be increased manifold (to their
creadit), and they shall have (besides) a liberal reward.(57:18)

He that doeth good shall have ten times as much to his credit : he
that doeth evil shall only be recompensed according to his evil :
no wrong shall be done unto (any of) them.(6:160)

A. Gainful Business

A gainful business, according to the Qur'an, consists of three
elements: (1) knowing the best investment (2) making the sound
judgement, and (3) following the right conduct. In the following
pages these elements will be examined in the light of the Qur'an.

Desirable Investment

The objective of ail human activity should be, according to the
Qur'an, ibtigha mardat Allah (SWT) (i.e.to seek the pleasure of
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Allah (SWT). Since it is regarded as the summum bonum of all R aﬂd
goodness, therefore, investment of one's faculties and | i
belongings in acquiring it can never be overemphasised. In other | . i
words, the best investment consists in seeking the pleasure of -'] £
Allah (SWT). But what should be the permissible modus 1} | 0
operandi ? ' F' ’
The above verses of the Quran reflect the essence of business in li f
this world. The act of business transcends from this physical ] \ 2

world to the other. Man should therefore very carefully choose - 1
the gainful one which will feed him herein and reward him

hereafter. Thus there are both qualltatlve and quantative |
connotation of business. |

Since the treasures of Allah (SWT) are limitless and everlasting,
1t 1s much better to seek and attain the rewards promised by
Allah according to His chosen way. The mercy of Allah (SWT) is
described as far better than all the riches of this world. If the
mardat Allah (SWT) the pleasure of Allah (SWT) holds the top-
most priority, then, investment in seeking it should undoubtedly
be the best of all investments

.
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Therefore we ought to know the ways of seeking the pleasure of (%
Allah (SWT). The Qur'an tells us of various ways of doing it.

Naturally the best way is to invest in good causes. This {_
ivestment, depending on the situation and 'sﬁincérity of the

investor, brings many and manifold returns. It could be either in ¢
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in the path of Allah (SWT) (i.e., in all virtuous causes) is blessed
and increased by Allah (SWT). Such an expenditure is one of
those acts that.are regarded by the Qur'an as the business that
would not only never fail, but one that would also positively
bring plentiful returns.

the shape of expending one's person as well as wealth, or just
 the wealth or even to produce that wealth. The wealth expended &
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The good investment can also be in the form of granting casc
and respite to one's debtor if he happens to be unable to repay
the debt-if not writing it off altogether. This gesture on the part
of the creditor is declared to be the most profitable enterprisc.
Endurance of physical pain and mental torture as a result of
forced expulsion from one's homeland, and forbearance of
harm, fighting and killing (or being killed) for the sake of truth
is also a gainful investment. Expending one's wealth in paying
Zakah is another way of seeking the mardat Allah (SWT). This 1s
the investment which brings manifold returns. Spending of
wealth in all righteous causes is described also as gard hasan (a
beautiful loan) advanced to Allah (SsWT), which He promises to
repay with manifold recompense. This loan (hasan) is promised
to be repaid by Allah (SWT) at least ten times the original

amount.!

Sound Judgment

In order to he successful and profitable a business has to be
based on sound and prudent judgement. The gains accruing
from it should be real and durable and not 1llusory and
transitory. A lucrative business, according to the Qur'an, 1s that
whose gains are not limited to the short and finite life of this
world, but which, along with the short-term gains of this world,
also bring true success and manifold profits in the everlasting
life of the Hereafter. The Qur'an repeatedly proclaims that the
well-being in the Hereafter is much more preferable to all the
“ches and treasures of this world. It is the purification of one's
heart from all filth -and not one's wealth and children-that will
make one successful in the Hereafter. That is why the Qur'an

I These are the investenents mostly done in this form of giving Sadaga which
presumes the remaining of surplus. These surpluses are produced out of a real
business. The ethical requirement of this real life business is the principal
concern of this treatise.
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advises man to always aim at the rewards in the Hereafter even
1n the course of his worldly persuits.

Acquiring of petty gains by means of fraudulant business
eventually corrupts the land, and proves harmful even in this
world. Hence, a gainful business, according to the Qur'an,
consists not only in giving full measure and full weilght but also
in refraining from all fraudulent practices that result in corrupting
the land. This spells out the ethics to be pursued in carrymg out
a business in Islamic perspective.

Preterence for production and consumption which is al-tayyib

(good) and halal (Lawful) to which is khabith (bad) and haram
(unlawful) 1s considered to be a proof of sound judgment. The
good and the bad can never be equal. Hence a gainful business
1s that in which preference is given to tayyib (good and useful)
though it be less in quantity in terms of profit than khabith.

That 1s 1n other words, wisdom lies in making judgement by
quality rather than by quantity. The Qur'an insists that to be
content with a small, but halal earning is far better than a huge
one that is haram. | »

Accounting to the letter and spirit of the Qur'an the best bargain
1s that which guarantees deliverance from hell and entry into
paradise. Such a gainful bargain can be made by having true
faith in Allah (SWT) and His Messenger, and by a constant
struggle 1n the path of Allah (SWT) with one's person as well as

-one’s wealth and a complete trade off towards tayyib activities.

The Quran Says, 'O ye who believe! Shall I lead you to bargain

that will save you from a grievous penalty? that ye believe in -

God and His Apostle, and that ye strive (your utmost) in the
cause of God, with your property and your persons; that will be
best for you, if ye but knew! He will forgive your sins, and
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admit you to gardens beneath which rivers flow, and beautiful
mansions in Gardens of Eternity: that is indeed the supremc

achievement (61:11-13).

Besides the stupendous rewards in the Hereafter this bargain is
also promised to bring a cash bonus in this world in the form of
support from Allah (SWT) resulting in victory against the
enemies. Not only that this will bring about beneficial result 1n
productive businesses in the physical world.

et us now consider the third element of gainful business,
namely, right conduct.

~ Right Conduct

Right conduct consisting of good and useful deeds is regarded
as the real gainful investment insofar as 1t ensures a peaceful life
in this world as well as success and great recompense 1n the
Hereafter. Right conduct also brings worldly success. And the
yard-stick with which a person's conduct is to be measured 1s
also prescribed by the Qur'an. It is the conduct of the Prophet
(SAS) that sets the standard for the believers. The Qur'an enjoins
upon the Believers to be upright in their dealings. One of the
recommended good deeds that bring profit and reward is to be
grateful to Allah (SWT) for His bounties, and to seek His
forgiveness. A sure way, however, of obtaining forgiveness
from Allah (SWT) is to forgive other fellow beings. Besides
receiving forgiveness from Allah (SWT) the person will be
entitled to a much better compensation too. To fulfil one’s
covenants and to keep patience in the serious adversity are
examples of righteous conduct.

The Qur'an commands the believers to guard their trusts and to
keep their promises; to be just and moderate in regard o their
dealings with Allah (SWT) as well as with fellow humans.
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Fulfilment of these and other similar injunctions are a
requirement for righteous conduct. Moreover, righteousness, b
which always corresponds to wisdom, demands that man should i /
be far-sighted enough to arrange and store something for the
lean days. Therefore, a Muslim businessman is expected to be
mindful of Allah (SWT), in his ritual worship and discharging
the duty of Zakah even during the time of brisk business |
activity. He is required to suspend it altogether at the time of | 3
congregational worship of Friday and to resume normal 11
business after it is over. Finally, the Qur'an declares that wealth :
and children are a crucial test for the integrity of man. To

persevere on the just course, despite one's involvement in |
wealth and children, is considered to be an evidence of righteous
conduct for which great rewards are promised. This concept of [
gainful business becomes more vivid when juxtaposed with the |

Qur'anic concept of a losing business, a concept being discussed
below.

| 1
The Losing Business

All such dealings and transactlons that might bring a small profit
‘momentarily but eventually Tesult in a tremendous and
irreparable loss are regarded by the Qur'an as an utterly losing
business. This loss assumes devastating proportions when the
infinite treasures of the everlasting life of the Hereafter are traded
in for the petty gains of finite life in this world. Those who
engage themselves in such a business are condemned by the
Qur'an as the worst losers. Similarly, all those practices that = 7
apparently benefit some individuals but, at the same time, hurt
the interest of the society as a whole, are condemned. Indulging
in such practices is also regarded as a losing business. Usury,
for instance, is réegardéd as a losing business despite the fact that
the usurer apparently increases his wealth by charging interest
on his capital. Abstention from expending one's wealth in good
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causes is also declared harmful although the practice may
momentarily seem wise and profitable.

" Lack or absence of the elements of a gainful business is
considered to be a losing business. To be more precise, bad
investment, unsound judgment and evil conduct necessarily end
up in a losing business. A study of the Qur'anic injunctions in
this respect leaves no room for doubt. In the following passages
we shall present a gist of the relevant verses.

The Worst Investment

There are, according to the Qur'an, some transactions that
plunne men into complete loss. In such transactions the trader
not only gains nothing but also suffers the loss of his capital and
thus becomes totally bankrupt. These are to buy this world 1n
return for the Hereafter; to tamper with Allah (SWT)'s Book for
small worldly gains, to sell one's self for magic and unbelief; to
purchase error in exchange for guidance, and torment [of the
Herafter] for forgiveness. and unbelief for faith; to restrict the
objective of one's good deeds merely for worldly gains with
utter disregard to the rewards of the Hereafter; to render one's
utmost submission to any body other than Allah (SWT); and
finally, to wastage the most invaluable capital, life, by not
investing it properly. Most importantly, financial capital
involved is not only a waste but also counter productive. Let us
now see what is regarded as unsound judgement on the part of
man.

Unsound Judgement

|
|
i
4
}1  Nothing could be more certain than the harm resulting from
' illogical and unreasonable decisions made by man regarding the
most important issues in his life. The Qur'an unequivocally
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i

- maintains that unsound judgment regarding the crucial issues of l [:[u
life do result in tremendous losses. | ’. | 0

The examples of such unsound judgements are: to prefer the life \i _ f“f

of this world to that of the Hereafter; to prefer khabith or unclean 1} | ¥

because of its abundance and availability (i.e., opting for f} :

quantity regardless of quality), to.be wavering and unstable in (

faith; to rely on wealth and power rather than on Truth and
Justice; to aspire for worldly pomp and show devoid of true
guidance; to depend on the support of false protectors instead of
on that of Allah (SWT); to buy things that divert from the Straight
Path prescribed by Allah (SWT); to prefer trade and amusement |
over the higher prosperity in terms of mind and spirit; to become 4
too involved in wealth and children to remain mindful of Allah
(SWT) and forgetful of the Hereafter. Last, but not the least, a
‘major el